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Medicare benefit package to include preventative services, just as
we did for the 65 and under population. And we recommended
major reforms in the Medigap insurance market.

I am pleased that virtually all of the Pepper Commission recom-
mendations for Medigap reform are reflected in thp bills that are
before us today. I am particularly pleased that Senator Daschle's
and Senator Riegle's bills both address simplification of Medigap
policies. Almost 100 companies sell Medigap insurance in the small
State of West Virginia-100. No wonder seniors have an incredibly
difficult time sorting through all of these various policies and are
often unable to make informed decisions.

Now I am very well aware of the need to preserve innovation
and diversity in the insurance market. I also know that we are
talking about a limited benefit package that is designed to fill in
gaps in the Medicare program. That is what it does. It just fills in
gaps-Medigap. There are only so many models, it would seem to
this Senator, that in fact can be formed to provide this service and
this product.

So working with my colleagues on the Finance Committee I am
confident that we, in fact, will, and I believe this very strongly, will
enact Medigap legislation and that we will do that this year.

At this time I would like to call on Senator Max Baucus of Mon-
tana for any comments he might wish to make. Then Senate Fi-
nance Committee staff could help me on who came in when, so that
I do not violate protocol.

OPENING STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR
FROM MONTANA

Senator BAUCUS. Thank you, Mr. Chairman. I will be very brief.
This is obviously a very important hearing. I think the Medigap
provisions adopted in the law a decade ago were very helpful. They
went a long way to help reform some abuses that were then occur-
ring in the sales of Medicare supplemental insurance. I remember
10 years ago when-I looked at the record of many hearings held
both in the House and the Senate, particularly hearings held by
the late Senator Claude Pepper, I was astounded at the number of
times in the hearings that he held, how often insurance policies
were sold to people that were absolute rip-offs. I mean it was quite
astounding.

That is what got me going on this issue. I then realized it made
some sense to get a provision enacted in the law to reform some of
the problems that were obviously occurring. I must tell you, Mr.
Chairman, that was ona of the first times I really cut my teeth in
the legislative process, particularly in conference with the House
on that provision. It was very rough going. It was heavy weather in
trying to get those amendments adopted, but we finally did. They
have gone a long way. They have been very helpful.

Now though, 10 years later, it is clear, particularly in view of the'-
GAO study, that we have to refine those provisions further. It
seems to me that there are several areas where improvement is
needed.

One, obviously, is enforcement. It is clear that the States, and
the Department of Justice, and HCFA, and all the relevant agen-



cies, just are not enforcing the provisions in the laws as well as
they should. Maybe it is a rack of resources, maybe the provisions
in law are not sufficiently clear. Whatever the reasons, the result
is clear-namely, so far inadequate enforcement t.-c the law.

Second, we have to avoid the problem of duplication. I think
many policies are duplicative. That has to be addressed.

Which gets to the third area, the subject of Senator Pryor's bill-
namely better consumer information. I thank the Senator for his
bill. It is clear that Medigap policies are too complicated in many
areas. We need to make sure that better information is available to
make sense of these policies. And beyond that I believe some sim-
plification is needed.

More standardization of policies I think would go a long way. I
do not see any reason why the insurance industry cannot continue
to sell policies, even policies that are more standardized. I think in
many ways it would help the industry. It seems to me the more
standardized, therefore the more simple they are and perhaps the
more likely it is that a senior would want to buy the policy. I think
that argument has a lot of merit.

And finally, I think we should address the loss ratios-60 and 75
might be a little bit low at this point. I am open on that subject. I
have listened to various witnesses. But we should very much look
at the propriety of present loss ratios-60 for individuals; 75 for
group. Perhaps they can be adjusted as well.

But in any event, there is a lot of good legislation, a lot of very
good bills introduced; and I look forward to the testimony and
working with members of the committee so that we can act on Me-
digap reform this year, to further minimize abuses that do occur.

Thank you, Mr. Chairman.
Senator ROCKEFELLER. Thank you, Senator Baucus.
Senator Chafee?

OPENING STATEMENT OF HON. JOHN H. CHAFEE, A U.S. SENATOR
FROM RHODE ISLAND

Senator CHAFEE. Thank you, Mr. Chairman. I want to commend
you for holding these hearings. The Medicare program is certainly
complicated. I think we all know that. I sympathize with senior
citizens who are wrestling with terms like "deductibles" and "co-
insurance," "premiums," "covered services," "balance billing." So
sometimes the whole thing seems incomprehensible.

Now many of us have seen, I suppose, a very high percentage of
Americans have seen the television commercials in which celebri-
ties ask Medicare beneficiaries if their current insurance polices
are adequate and they are urged to send for information, "Write
me and I will tell you how to do it." We can only guess the number
of insurance agents that then visit the homes of those folks or the
solicitations they receive through the mail.

And as a result, as you pointed out, Mr. Chairman, senior citi-
zens often have duplicative policies, frequently they cannot afford
them, or they have policies that do not adequately address their
needs.

Now in 1980 we adopted the Baucus standards. I want to pay
tribute to the Senator from Montana for bringing those up at that
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MEDIGAP INSURANCE: STRENGTHENING
FEDERAL STANDARDS

FRIDAY, SEPTEMBER 14, 1990

U.S. SENATE,
SUBCOMMITTEE ON MEDICARE AND LONG-TERM CARE,

COMMITTEE ON FINANCE,
Washington, DC.

The hearing was convened, pursuant to notice, at 2:04 p.m., in
room SD-215, Dirksen Senate Office Building, Hon. John D. Rocke-
feller IV (chairman of the subcommittee) presiding.

Also present: Senators Baucus, Pryor, Riegle, Daschle, Chafee,
Heinz, and Durenberger.

[The press release announcing the hearing follows:]
[Press Release No. H-51, Aug. 27, 1990]

MEDICARE SUBCOMMITTEE TO HOLD HEARING ON MEDIGAP INSURANCE; PROPOSALS TO
STRENGTHEN FEDERAL STANDARDS TO BE FOCUS

WASHINGTON, DC-Senator John D. Rockefeller IV (D., West Virginia), Chairman,
announced Monday that the Subcommittee on Medicare and Long-Term Care will
hold a follow-up hearing on issues relating to Medigap insurance. The hearing will
focus on a number of bills that attempt to help beneficiaries make more informed
choices when purchasing Medigap insurance policies and to moderate increases in
Medigap premiums.

The hearing is scheduled for Friday, September 14, 1990 at 10 a.m. in Room SD-15
of the Dirksen Senate Office Building.

"Last February, this subcommittee held a hearing to try to pinpoint why so many
senior citizens were seeing huge increases in their &edigap insurance premiums. At
that hearing, we learned that repeal of the Medicare catastrophic law was just one
of several reasons why premiums, on average, increased almost 20 percent or $... I
a month this year. Other reasons cited were general health care inflation, incrt. -,d
utilization of services by the elderly, and higher than expected claims in prior years.
The GAO also testified at that hearing that many of the Medigap policies they sur-
veyed failed to meet minimum loss ratio standards established in 1980 as a result of
legislation introduced by Senator Baucus," Rockefeller said.

'Since that hearing, several of my colleagues have introduced legislation to ad-
dress many of the problems that were highlighted at that hearing. I am pleased to
be holding this follow-up hearing to solicit further input on this vitally important
issue," Rockefeller said.

OPENING STATEMENT OF HON. JOHN D. ROCKEFELLER IV, A U.S.
SENATOR FROM WEST VIRGINIA, CHAIRMAN OF THE SUBCOM-
MITTEE
Senator ROCKEFELLER. We will start the hearing. I expect that

some of my colleagues on this committee will be coming for a sub-
ject as important as this. And I will say now, and then repeat when
they come, that this hearing needs to be completed by 4:30; and,
therefore, we will go to a 5-minute rule in terms of statements, not



for Dr. Wilensky. That will not apply to her. But there will be a 5-
minute rule and there will also be a 5-minute rule on Senators
questioning.

I am very happy to be holding about this followup hearing on
Medicare supplemental insurance policies. It is a subject that is ob-
viously troubling to a lot of members of the Finance Committee.

Last February, this subcommittee heard some very disturbing
news, news that has in fact reinforced my commitment and the de-
termination of some of my colleagues on this committee to resolve
the serious problems that we seem to continue to encounter.

At our February hearing the GAO informed us that their survey
shows that Medigap insurance premiums for 1990 are expected to
increase by an average of 19.5 percent, which is bad enough as an
average, but that ranges from 5 percent to over 52 percent-as
much as 52 percent.

In my home State of West Virginia Blue Cross/Blue Shield,
which has 60 percent of the Medigap market hiked their premiums
by 27 percent; 36,000 West Virginia seniors are seeing their month-
ly premiums rise from $44.73 to the figure of $59.44, and that is a
lot of money. Only about half of the premium hikes were, in fact,
attributed to the repeal of the catastrophic health care bill. As you
remember, that was the common wisdom. But, in fact, only about
half of the increases were attributed to repeal of catastrophic.
Other reasons cited were increased use of health services, medical
inflation and higher than expected claims experience.

We heard that even though all but four States have voluntarily
adopted the Baucus minimum standards, that were established in
1980 by my distinguished colleague from Montana, State enforce-
ment varies widely; and Federal oversight, at least insofar as we
can see, is virtually nonexistent.

The GAO testified that even though minimum loss ratio stand-
ards have been on the books for 10 years a significant number of
Medigap policies continue to be sold that consistently fail to meet
that minimum Federal standard. According to GAO surveys, 66
percent of commercial companies selling group plans had loss
ratios below the required minimum standard of 75 percent-66 per-
cent, two-thirds of them, came in below that. And one-third of
them, of the commercial sellers, selling individual policies, came in
below the required 60 percent. So something is amiss.

These trends are among the reasons that I am an original co-
sponsor of the Medigap legislation that has been introduced by
Senator Daschle, by Senator Riegle, and by Senator Pryor.

Obviously, I am looking forward to all of our witness's comments.
This is an extremely important and disturbing subject. Senator
Chafee introduced a bill just last week.

I believe these bills will go a long way towards addressing the
fraud and the abuses in the Medigap market that we heard about
last FebruarY and will make sure that senior citizens are getting
their money s worth from Medigap policies when they buy them.

As many of you know, the Pepper Commission recently re-
leased-and Senator Baucus is an esteemed member of the Pepper
Commission-recently released its health care recommendations
for people 65 years and older. We recommended vital protections
for low-income seniors. We recommended improvements in the



time. The standards have done much to help the elderly in select-
ing the proper Medigap policies. I think as the Senator himself has
acknowledged there is room for improvement now as we have
moved through the last decade.

I think it is imperative that in improving these standards we are
careful that-we do not do more harm than good. I believe the Fed-
eral Government should play a role in monitoring the Medigap
policies. But I think we have to be cautious about expanding that
role. Everyone knows that the Federal Government does not have a
great deal in terms of available resources now. We have to, I think,
have extreme caution not to implement a system that will result in
the Federal Government regulating the Medigap insurance indus-
try in the States.

I find it difficult to believe that the seniors would be well served
by that policy. I have introduced legislation which you have
touched on, Mr. Chairman, S. 2030, which I believe maintains the
integrity of the current law by leaving the regulation and enforce-
ment of Medigap policies to the States. My language expands cur-
rent law and allows the Federal Government to get in as a safety
net.

States would be subject to some reporting requirements. This in-
formation would provide assurances to States of adequately enforc-
ing the standards. In addition, my proposal through the annual
report that has to be made to the Secretary of Health and Human
Services provides the Secretary with an indicator of the policies
and of the problems that are existing in the States.

The Secretary then would provide assistance to the States to
bring the States into compliance._If the State refused to enforce its
standards then the Secretary has the authority to revoke that
State's ability to approve the policy.

A number of my colleagues in the Senate have introduced legis-
lation on this issue-many on this committee. Specific provisions
may differ, but I think we all agree we must revise the current Me-
digap standards. We have to address the problem of duplication of
policies, consumer confusion, unsavory marketing techniques that
are being practiced by a few bad apples.

I would like to commend the consumer organization you are
going to hear from, the insurance industry which has come forward
with some helpful information on this whole subject; and I think
with this whole cooperation we can, as you say, enact this legisla-
tion. That is quite remarkable because we only have 3 weeks.

Thank you.
Senator ROCKEFELLER. Thank you, Senator Chafee.
Senator Pryor?

OPENING STATEMENT OF HON. DAVID PRYOR, A U.S. SENATOR
FROM ARKANSAS

Senator PRYOR. Mr. Chairman, I want to thank you also. I join
my colleagues in thanking you for this particular hearing. It has
been a great pleasure to have worked with you, Mr. Chairman, and
with Senator Baucus, and Riegle, and Daschle, Chafee, Heinz, and
all who have put together what I think is a very good thrust on the
Medigap front.



I am vitally concerned about all of this. But a specific concern
that I have always had since the repeal of catastrophic is the ulti-
mate potential for abuse and fraud against the elderly in sort of
duping the elderly-into believing that this policy is best or that
policy is best.

I know that the Aging Committee which I have the privilege of
chairing,. about 8 weeks ago had a hearing just on these subjects.
One of our star witnesses had to appear, not in person, but by sat-
ellite from his prison cell in Florida. He was a convicted Medigap
insurance salesman. Senator Heinz was at this hearing and this
fellow-the prison officials were afraid to let him come to the
Aging Committee because the official was afraid he would sell all
of us a Medigap policy. [Laughter.]

He was such a grand con artist. But this fellow testified from his
cell. I think his salary-from commissions on Medigap policies, the
year before he went to jail were something in the neighborhood of
$300,000, from selling these policies. He told about how he was
trained. How he was trained to once you get in the door, you do not
walk out that door until you have that senior citizen committed.

Well the fellow found out about-they buy these cold leads from
these companies. They buy a list. Well how do they get the list of
people who are interested in this? Well, first, there are all kinds of
groups like this. Here's one, the Association of Retired Americans.
This is not AARP. This is the Association of Retired Americans.
They are in Scottsdale, AZ.

They sent a letter to my constituent, Lillian Chapman. She is 77.
She called us up and said, "It looks like a Government document.
Am I supposed to fill this out? Am I going to be penalized? Am I
going to lose my Social Security?" Well of course not. But had she
sent this back to the person that distributed it to her, immediately
she would have been called on by an insurance salesman. That
company would have bought this list from this particular group.
That is the cold lead issue. This is why I have gotten very involved
in the consumer education issue that Senator Baucus referred to.
And my legislation is just a part of this overall thrust.

I just think that time is of the essence because we are seeing a
plethora of these types of situations and organizations in a feeding
frenzy on the elderly. I think our State Insurance Commissioners
are really going to have to go to bat and they are going to have to
become much more aggressive and we are too. I think that these
and other issues in this legislation, if we could pass it before we
leave, I think we would truly be doing a service to the people.

Mr. Chairman, I have a statement I would like to place in the
record. I yield back the balance of my time if I have any. I thank
you very much.

[The prepared statement of Senator Pryor appears in the appen-
dix.]

Senator ROCKEFELLER. Thank you, Senator Pryor.
Senator Riegle?
And Senator Heinz will be next.



OPENING STATEMENT OF HON. DONALD W. RIEGLE, JR., A U.S.
SENATOR FROM MICHIGAN

Senator RIEGLE. Thank you very much, Senator Rockefeller. I ap-
preciate your leadership in this area. I want to just make a few
opening comments.

Last February this committee found that current problems with
the Medigap market place make it very difficult for seniors to pur-
chase policies that they really need and they are all aware of that.
There is a bi-partisan effort underway by members of this commit-
tee to try to fix the problem.

I introduced, as you have kindly mentioned, the Medigap Simpli-
fication Act of 1990. That bill now has 12 co-sponsors and would
only cost $5 million a year for State hotlines to solve the problems
that Senator Pryor and others have mentioned here today.

I am pleased that many groups who are here today have accept-
ed my offer to work together. We have been working with con-
sumer and aging groups, including Consumers Union, AARP, and
Families USA, with State Insurance Commissioners, and insurers,
including Blue Cross and IITAA.

My bill would simplify a complicated and confusing system. It
would allow for price shopping, and it would ensure that reasona-
ble products are sold. I think simplification would result in stand-
ard alternatives across all of the States so seniors can compare
policies and get the most value for their money.

Senator Daschle has introduced his comprehensive proposal, S.
2640, which includes my proposal and I am also a co-sponsor of
that legislation, as well as Senator Pryor's bill. Now, we are trying
in further developing this bill, with the groups that I have-just
cited, to incorporate proposals that are important to the adminis-
tration, such as a Medicare Select, a preferred provider organiza-
tion (PPO) program.

We have come a long way since February. We now have a bill
State Commissioners, insurers, and consumer aging groups all sup-
port. I will not go into it in detail except to say that the bill re-
quires experts, including State Insurance Commissioners, together
with consumer groups, insurers and Medicare beneficiaries to de-
velop standards to simplify Medigap benefit packages.

Almost all States current use N L,-C standards. Our bill would en-
hance those voluntary guidelines. And then, if standards are not
developed by these experts, and I would expect that they would be,
HHS would issue them only as a last resort.

We would rely on these experts to come up with the best struc-
ture, which would be a core set of benefits plus limited optional
riders or low, medium or high benefit packages or some mixture.
The bill would also provide grants for State toll-free hotlines to
provide information about State Medigap policies, Medicare and
Medicaid benefits, and would protect low-income seniors with Med-
icaid that do not usually need Medigap.

I would just conclude by saying to our witness, (Dr. Gail Wilens-
ly) the reason that we have a lot of people on board is it is a good
idea and we have kept a seat for you because we need to have you
on board. So I am quite willing to see if we cannot work out any
remaining refinements that may be needed. But-we need some



standardized basic policies in place. We have to get it done. Seniors
are being cheated left and right. There is no excuse for it.

So I want you to know that I want to work cooperatively with
you, but no for an answer is not an answer, if I may say so respect-
fully.

Mr. Chairman.
Senator ROCKEFELLER. Thank you, Senator Riegle.
Senator Heinz?

OPENING STATEMENT OF HON. JOHN HEINZ, A U.S. SENATOR
FROM PENNSYLVANIA

Senator HEINZ. Mr. Chairman, I, too, want to thank you for this
hearing on what is a very good subject. That makes the vote unani-
mous and deservedly so. I would ask unanimous consent that my
entire statement be put in the record at this point.

Senator ROCKEFELLER. It will be.
Senator HEINZ. The other members have done an excellent job of

laying out exactly what the problems are here, as has Senator
Baucus, Senator Pryor, Senator Chafee, Senator Riegle and others.
I must say that nobody has a more instructive or more entertain-
ing hearing than my colleague on the Aging Committee, Senator
Pryor. He has become the wizard of the master switch-turning on
closed- circuit television to show you the way things really are,
whether it is the home of a lady who is suffering with a disability
or in the prison cell of a convicted con artist.

You know, when we talk about hearing from the fnlks back home
there is nobody who has a better record literally, as well as figura-
tively, than my chairman on the Aging Committee. David, keep it
up. It is not only entertaining, it is informative.

Senator PRYOR. Thank you.
Senator HEINZ. In sum, of course, we learned a lot about how in-

surers, agents, and State Insurance Commissioners, all can contrib-
ute to the problems my colleagues have mentioned. But notwith-
standing the excellent work that Max Baucus has done in this area
over the years, and not because of any lack of work on his part, I
think it would nonetheless be remiss not to place part of the blame
on the doormat of the Federal Government.

After all, it is Congress and the administration, Gail, although
you have not had a chance to mess anything up, that have created
a Medicare program that is cumbersome, complicated, and inad-
equate in terms of covering the basic health care needs of many of
our senior citizens. It is not surprising that into this morass of poor
policy has stepped the insurance industry with their Medigap
plans.

Absent major Federal legislation to reform our health care
system, our role today is not to quash the Medigap market. I do not
think any of us want to do that. But we do want to assure a better
quality product. And the Daschle-Heinz Medigap Fraud and- Abuse
Prevention Act-S. 2640-would, we believe, do just that. Our bill
would simplify the purchase of a Medigap policy by limiting the
number of benefit packages available and standardizing the format,
terminology and benefits contained in each package.



This would permit a true apples to apples policy comparison and
encourage competition based on price and benefits. Further, S. 2640
would also improve loss ratios, require prior approval for rate in-
creases, mandate policies be guaranteed renewable, and prevent
the sale of Medigap coverage to Medicaid recipients. Incentives for
agents to twist or churn coverage would be minimized by reducing
the allowable sales commission for new policies to no more than
150 percent of the commission for a renewal. And agents would be
precluded from selling duplicate coverage to a beneficiary.

Most important, Mr. Chairman, the Daschle-Heinz bill would
make consumer education a priority through funds for State-spon-
sored health insurance counseling programs for Medicare benefici-
aries, a concept developed by Senator Pryor and myself. The hear-
ings we had in the Aging Committee made it clear that older
Americans have at best a hazy grasp of the protections offered
under Medicare and thus an uninformed approach to purchasing
additional coverage through Medigap.

State counseling programs-and we are fortunate to have one in
Pennsylvania-have proven invaluable to beneficiaries in an envi-
ronment best characterized by the phrase, "caveat emptor"-"let
the buyer beware."

Although insurers and agents do not support all of the provisions
of S. 2640, they have expressed support of the bill's primary objec-
tives and provisions. This hearing- provides an excellent opportuni-
ty to focus on our areas of disagreement and learn how we might
best meet the goals of the legislation without disrupting the stabili-
ty of the Medigap market.

So I look forward to today's testimony and to working with our
other colleagues in the days and weeks ahead to achieve a solution
this year.

Senator ROCKEFELLER. Thank you, Senator Heinz.
[The prepared statement of Senator Heinz appears in the appen-

dix.]
Senator ROCKEFELLER. And finally, my esteemed colleague, Sena-

tor Durenberger.

OPENING STATEMENT OF HON. DAVE DURENBERGER, A U.S.
SENATOR FROM MINNESOTA

Senator DURENBERGER. Thank you, Mr. Chairman. Thank you,
Max Baucus, the father of all of this. Thank you to Daschle-Heinz.
Thank you to the people in Minnesota who enacted a bill almost
exactly like this that is a model to everybody in the nation. They
are living with it. It is doing well. And anything you hear that says
this is not a good piece of legislation, John, well, it is working well
in Minnesota. It works just like this and it is a very good bill. It
has everything except the loss-ratio provisions.

And finally, thank you to Gail Shearer, who we are going to hear
from today and to Lucia Devonaire of Families USA. I think of all
of the people who contributed to the bill the authors I am sure
would acknowledge, and to having that bill and to doing something
about it, I think Gail at Consumers Union and Lucia at Families
USA should have our gratitude for supporting all of this today.



[The perpared statement of Senator Durenberger appears in the
appendix.]

Senator ROCKEFELLER. And now Dr. Gail Wilensky, who as you
have heard me say before, I think is a superb HCFA Director in an
impossible job, but probably not impossible for her. Dr. Wilensky?

STATEMENT OF HON. GAIL R. WILENSKY, PH.Do. ADMINISTRA.
TOR, HEALTH CARE FINANCING ADMINISTRATION, U.S. DE.
PARTMENT OF HEALTH AND HUMAN SERVICES
Dr. WILENSKY. Thank you. Mr. Chairman and members of the

subcommittee, I am pleased to be here today to discuss Medicare
supplemental insurance, or Medigap, and the Department's princi-
ples for reform should Congress decide to advance further legisla-
tion in this area.

I share your concern that the elderly and those who purchase
Medigap insurance should be able to secure the best value for their
money. We believe that the best way to protect these consumers is
to give them more and better information, and to ensure a broad
range of choice. We believe that States should retain the responsi-
bility for Medigap regulation.

The Medicare Catastrophic Coverage Act, and its subsequent
repeal, required a number of modifications in Medigap standards to
conform with the changes in the Medicare benefits. These recent
revisions in Medigap have been disruptive to the Medigap industry,
confusing to beneficiaries, and burdensome to States. With that in
mind, we need to ensure that further mandatory changes do not in-
hibit voluntary participation in the Medigap regulation program. --

Before I describe my principles for Medigap reform, I would like
to express my strong belief that our -Medicare Select proposal
should be included in any Medigap reform legislation. I was very
pleased to hear from Senator Riegle that he has included it in his
bill. Medicare Select gives older Americans access to another
option in health care, one that has been available to consumers in
the private sector for several years, the preferred provider organi-
zation.

Medicare Select would allow these managed care networks to
link with supplemental insurance to provide wrap-around Medicare
coverage. Premiums would be lower than those generally available
for Medigap coverage. It is important to provide beneficiaries with
the full range of health care options available in mainstream medi-
cine. Our Medicare Select proposal should be passed even if Con-
gress decided not to enact more fundamental changes in Medigap.

As Congress considers options for Medigap legislation, there are
three important principals that we believe should be incorporated
into any reform. First, we believe States should continue to bear
the responsibility for regulation of Medigap policies. The regulation
of health insurance has traditionally been the role of the States,
rather than the Federal Government. Although we believe that it
is appropriate to provide Federal oversight over States' regulatory
activities, there should be no mandatory direct Federal regulation
of Medigap policies.



In this regard we believe that it would be desirable to provide
additional incentives to promote continued State participation in
the voluntary Medigap program.

Second, we think that Medicare beneficiaries should be able to
choose from a range of Medigap policies. Many bills before this
committee would limit the number and the types of policies avail-
able to consumers. It is condescending to think that beneficiaries
are unable to choose appropriate insurance coverage. Medicare
beneficiaries can make informed choices regarding their Medigap
coverage when given adequate information on Medigap policies.

Restricting choice through standardization is to me, personally,
and the administration, unacceptable. There are other more rea-
sonable means to ensure that the elderly can make informed deci-
sions about the Medigap policies they purchase. Definitions of ter-
minology could be made consistent to reduce consumer confusion.
Insurers could be required to offer a policy limited to just the mini-
mum benefit package. Insurers could also spell out the cost of the
minimum benefit package separate from additional benefits.

Third, we believe that Medigap insurance should be accessible to
as many Medicare beneficiaries as possible. We are aware that
some beneficiaries are unable to find basic Medigap insurance and
cannot afford the enriched insurance coverage that is now avail-
able. Any revision in Medigap regulation should allow seniors the
option of buying catastrophic only coverage. At present such cover-
age is prohibited. We believe that seniors should have this choice.

Not only would this provide a lower cost option to seniors, it also
addresses the fact that first dollar Medigap coverage increases
health care utilization and, therefore, increases Medicare costs.
Studies have consistently shown that co-insurance and deductibles
reduce utilization without affecting quality.

Each of these three principles is consistent with the basic philos-
ophy that I bring to HCFA-that beneficiaries should have a broad
range of choice in receiving their health care and that they should
have the information necessary to make informed decisions. Medi-
care beneficiaries should not be precluded from having the same
options available to other consumers of health care.

We must keep Medicare moving on the same track as main-
stream medicine and health insurance, not away from it. We be-
lieve that our Medicare Select proposal helps to accomplish this
goal.

The administration shares your commitment to the individuals
served by the Medicare program. As Medigap legislative proposals
are debated, I urge you to consider our concerns and our priorities.

I would be pleased to answer any questions you have.
[The prepared statement of Dr. Wilensky appears in the appen-

dix.]
Senator ROCKEFELLER. Thank you, Dr. Wilensky. Let me ask

three.
And I might say for those of my colleagues who arrived after we

began, a 5-minute rule will be invoked from this point forward for
all witnesses and for all questions. If there appears to be time we
can go to a second round.

We had a hearing on this in February, as you remember, and at
that time we heard a little about one of your three principles. Al-



though the vast majority of States have adopted the Baucus stand-
ards, actual enforcement is very spotty. I wanted to know how your
principles fit into this and what they do about it.

Dr. WILENSKY. We agree that there has been a problem with the
Baucus standards. Although they are good standards, there is some
concern that they may need to be strengthened. The standards set
up an agreement between the States and the Federal Government,
but they did not provide for any Federal monitoring or oversight
that would occur thereafter. This has lead to some difficulties
which could, and should, be changed.

Senator ROCKEFELLER. Would that be done by the Social Security
Administration as some suggest?

Dr. WILENSKY. Well it could be. It could be done by the Health
Care Financing Administration as well.

Senator ROCKEFELLER. Social Security is enormously overworked,
wouldn't you think?

Dr. WILENSKY. That has been a concern.
Senator ROCKEFELLER. In other words, if you are going to have

monitoring at the Federal level, and it does not exist now, it is
going to have to be done by some group that is technically compe-
tent and has the capacity to do it.

Dr. WILENSKY. Well I think that may depend on how we define
the monitoring. We believe it is important to have information
available to the Federal Government to make sure that the agree-
ment that has been entered into between the States and the Secre-
tary actually occurs. The States could provide information to the
Secretary that would, in fact, establish whether or not plans are
meeting loss ratios and other provisions of the NAIC model.

We think that the notion of having oversight is good, so that if
information is provided to the Secretary that States are not living
up to the agreement that they have arranged, the Secretary or the
State Health Insurance panel that has empowered the States to
take over this obligation from the Secretary, could remove that
right.

We do not think that direct intervention by the Department is
necessary. Rather, that information could be provided back to the
States to indicate whether the State is living up to the agreement
that it has had with the Federal Government. That is the part that
has been missing to date. We think it has, in fact, caused some dif-
ficulties.

Senator ROCKEFELLER. And again, as for the State, what makes
you think that the States are suddenly going to get vigorous in
their enforcement monitoring?

Dr. WILENSKY. Because it would be a requirement in order to
continue the State's authority to deem that plans are meeting the
Baucus standard or whatever the new standard is labeled. And
strong incentives could be placed so that if the State did not have
that right delegated to it, the insurance companies could be ad-
versely affected, both in a monetary way and in terms of the poli-
cies that it could offer.

Senator ROCKEFELLER. Another question. Generally, seniors are
prime targets for unscrupulous business practices. The suggestion
has been made that you get a printed statement from the Medigap



insurance company certifying that the policy is okay, that the
Agency is okay, the so-called labeling method.

Could you address yourself to my very fundamental concern that
labeling, that a label is something that (1) an agent can very quick-
ly explain away to a disadvantaged senior-disadvantaged, that is
not economically, but just disadvantaged in terms of awareness of
the product, and (2) that labels are routinely overlooked as a part
of our national ethic.

Dr. WILENSKY. Okay. There are two pieces to the issue that you
have raised. First, we believe that providing more consistent, better
information so that seniors can easily understand what is in the
policy and in any additions to whatever basic minimum is defined
by law, is extremely critical. There has been absence. There has
been a lot of different terminology used. Even people like myself
who think they understand the insurance world relatively well
have difficulty understanding what some of the policies cover.

So that I have iio quarrel with you about the fact that informa-
tion, necessary information so that people can make informed
choices, has not been available.

Second, I think the issue of what to do ought to be viewed in two
ways. If you had lack of compliance with the NAIC model, you
could, in fact, make it onerous in selling a policy, first, by requiring
a very visible notice on every page of the policy the fact that this is
not in compliance with the standards established by the NAIC and
second by requiring the individual to sign a form indicating that he
understood that.

Senator ROCKEFELLER. I want to get to my third question. On
page 9 of your testimony you stressed the need for insurers to be
able to develop what you call innovative benefit packages and that
any restriction on "type and number of Medigap policies that may
be offered would deprive beneficiaries of the ability they currently
have to select the benefit package that fits their individuals needs'
and indeed this is one of your principles.

Dr. WILENSKY. Correct.
Senator ROCKEFELLER. You also go on to say that you would

prefer no standardization at all.
Dr. WILENSKY. Of befiefits?
Senator ROCKEFELLER. Yes.
Dr. WILENSKY. Now--
Senator ROCKEFELLER. Let me finish. I might agree with you if

before we had not heard testimony that seemed to suggest that sen-
iors are really having an extremely difficult time picking appropri-
ate Medigap policies. Consumers are overwhelmed by these choices.
I do not understand your reluctance about standardization.

Dr. WILENSKY. With all due respect to the Senators who I know
have been very concerned and given great thought to the legisla-
tion that has been put forward, I think there has been some mis-
placed emphasis. What has been needed is consistent, uniform,
standard information. That has not existed. It is very difficult for
people to understand what is in a minimum benefit package and in
particular what is included in any additions and how much that
might cost.

It is far preferable to require consistent terminology and to re-
quire that information be provided on what additions are offered



and how much cast that adds to the minimum package rather than
to limit choice. The Medicare Select proposal that we are advocat-
ing, a preferred provider organization arrangement, is not some-
thing that is currently permissible under the Baucus standard. Not
because I think the standard was designed to exclude it, it simply
is an innovation that did not exist at the time that the legislation
was written. It is precisely this situation we want to prevent from
happening.

When you put forward a limited number of standardized bene-
fits, you probably will not anticipate innovative changes like PPO's
or networks of physicians with primary care gatekeepers that are
now being developed by the private insurance industry.

I think the problem has been lack of a standardized set of defini-
tions and information on the implication of adding benefits to the
minimum package. I personally believe it is condescending and pa-
ternalistic to the elderly to say you can only buy three or four sets
of benefits because we say so.

I do not think that is the best way to respond to the very legiti-
mate confusion that you have raised and that your colleagues have
raised in their legislation.

Senator ROCKEFELLER. All right. My time is up. Dr. Wilensky, I
thank you.

Senator Baucus?
Senator BAUCUS. Thank you, Mr. Chairman.
Dr. Wilensky, are you familiar with the experience of some

States that have, as I understand it, simplified policies-that is, re-
quirements that reduce the number of policies that may be sold?

Dr. WILENSKY. I understand that there are three, I believe, such
States that do that.

Senator BAUCUS. Wisconsin is one State; is that correct?
Dr. WILENSKY. Yes. Kansas is another and I am not sure which is

the third.
Senator BAUCUS. I understand Minnesota is the third State.
Do you have enough knowledge of experience in those States to

know the degree to which that is a good idea? Is it working in
those States? Are seniors happy or less satisfied? Are insurers
more or less satisfied? I am just curious about what you know
about those States in experimenting with this new approach in
standardizing benefits.

Dr. WILENSKY. There have been two different approaches that
are used in the three States. I was incorrect in saying it was
Kansas. Minnesota, Wisconsin, and Massachusetts are the three
States that have taken two different approaches. One is a rider ap-
proach where they limit the number of riders that are available;
and the second option in Massachusetts limits the whole package.

I am not aware of surveys about consumer satisfaction or surveys
that particularly get at the point as to whether or not this is the
best way to handle this problem.

Senator BAUCus. How long have those States adopted those two
different approaches? How long have they been in existence?

Dr. WILENSKY. I can find out for you.
[The following information was subsequently received for the

record:]



Dr. WILENSKY. Three states, Minnesota, Wisconsin, and Massachusetts, currently
allow Medigap insurers to offer only those combinations of benefits outlined in state
regulations.

The Minnesota regulations have only been in effect since January 1, 1990, while
in Wisconsin they have been in effect since January 1, 1989. The Massachusetts
statute has been in place since 1980.

Dr. WILENSKY. Let me just add one other point, Senator. While I
obviously have strong feelings about the Federal Government en-
gaging in this type of restriction on what the elderly of this coun-
try can purchase as Medigap, I have somewhat less objectic.1 be-
cause of the level at which it is occurring if States do choose to do
that.

Senator BAUCUS. Well that is the very Government ve have, ba-
sically, when it comes to insurance. States set their owvn insurance
regulations.

Dr. WILENSKY. That is correct.
Senator BAUCUS. I was just wondering, don't you think it makes

sense for us to learn more about those States before we decide
whether or not it is a good idea-that is, before we categorically
reject standardization of benefits as a bad idea?

Dr. WILENSKY. Well I certainly have no objection to learning
more about it. As I think you know, I am a researcher by back-
ground and you will rarely find me objecting to trying to find out
more about something before we make a decision.

But I would counter by saying, we have, to datp, not done any-
thing like what I am suggesting, which is make a serious attempt
to provide standardized terminology and standardized information
so that it is clear, very clear, what it is you are buying, and what
you get and what it costs you to add benefits. I think this would be
incredibly valuable and it would seem to me a much more prudent
next step rather than to say we will jump beyond that and assume
that it cannot happen. We should not assume that people who are
over 65 are incapable of making choices, even with good informa-
tion, and therefore go to this limited benefit.

Senator BAucus. I am a little unclear as to what you mean by
standardizing terminology. I mean how is that really going to help
solve the problem. As I understand the problem-at least according
to GAO and through seniors groups-a lot of it is lack of enforce-
ment and the loss ratio for many policies that are sold and pur-
chased are lower than the 60 percent for individual policies. And
we also hear that people are confused about the wide variety of dif-
ferent benefits packages that people are confused.

Now when you say "standardized terminology" or "standardized
information" I am not quite certain what that is and how that is
going to help solve the problem.

Dr. WILENSKY. The difficulty is that there are sometimes techni-
cal terms or there are terms that are used to mean different
things-what the coverage is, what the benefit is, what the deducti-
ble involves. The requirement should be that when you use a term,
it is always, in every policy, used precisely the same way. And even
more importantly, that when you add a benefit it is clearly defined
what is covered by the benefit that was not covered previously and
also what that benefit costs.



You and Senator Rockefeller have referenced the GAO report.
While it is true that there are a number of plans that do not meet
the minimum loss ratios, I think it is important to note-I do not
want to minimize the problem-that it is a little misleading to con-
centrate on the number of plans. The fact of the matter is, 90 per-
cent of the premium dollars covering individual policies and 96 per-
cent of the premium dollars for group policies met the minimum
loss ratios. What that means is that there are some plans out there
that few people subscribe to that are not meeting the minimum
loss ratios.

Senator BAUCUS. My time is about up here. I want to ask you an-
other question.

How many different plans are there now being sold? And how
many different combinations are there of benefits now being sold?

Dr. WILENSKY. I do not have any information like that.
Senator BAUCUS. Your rough guess? Just off the top of your

head, rough guess?
Dr. WILENSKY. A couple hundred?
Senator BAUCUS. Nobody knows?
Dr. WILENSKY. I am sure people do.
Senator BAUCUS. Well if nobody knows, how can we-can you-

say that the problem is not complexity of the proliferation of a
great number of plans or a combination of benefits?

I mean it is a little hard for me to square those two statements,
if you don't know how many plans are being offered or the number
of combinations of benefits are available.

Dr. WILENSKY. The problem is lack of information on what you
are buying and how much it costs to buy any additional benefit. I
agree it has been a very bad problem and it is one for which we
bear some responsibility, along with the Congress, in allowing to
happen.

But I think the way to fix the problem is to require uniform in-
formation on what the benefit addition is and what it would cost
the elderly. Then the elderly persons can decide, whether they
want it or not.

Senator BAUCUS. Well with all due respect, I think the solution
involves more than that. That is part of it, but I think there is
more to it than that.

Thank you very much, Mr. Chairman.
Senator ROCKEFELLER. Thank you, Senator Baucus.
Senator Chafee?
Senator CHAFEE. Thank you, Mr. Chairman.
Dr. Wilensky, in the first part of your statement, the printed

statement, you talked about the fact that co-insurance and deducti-
bles have been built by Congress into the program in order to
assist in reducing the costs. Then you go on to point out that those
who have Medigap insurance, and therefore are paying for the in-
surance and not paying for the deductibles cr the co-insurance, end
up by using the Medicare program 24 percent more and that it
thus results in Medicare outlays of approximately $17 billion a
year.

So what? Why are you putting that in your testimony? What are
you trying to tell us?



Dr. WILENSKY. I was trying to make the point that requiring that
everyone have first dollar coverage if they have Medigap wrapar-
ounds, first, in my view, needlessly limits choice; second, in fact,
imposes some costs on the Medicare system. There is a substantial
amount of evidence that first dollar coverage leads to greater use.
And since the Federal Government pays at the least 80 cents on
the dollar, there is a cost to all of us who are funding this program
when there is first dollar coverage.

I am not saying that it should not be available. It strikes me that
if there are changes to be made in the minimum benefit package,
one of the things that should seriously be considered is to allow the
option of a catastrophic wraparound. That is simply not permitted
under current law. You must begin in the front end. It would not
only give seniors a choice but--

Senator CHAFEE. Under the Baucus standards?
Dr. WILENSKY. Yes.
Senator CHAFEE. I think you are right. First of all, I did not

mean to say "so what." I should not have said that because this is
extremely interesting. I personally have always felt that some co-
payment or deductible is useful and that it makes people think
twice before casually embarking into a program. Now perhaps the
word "casual" is not the correct word.

I also do not quite understand why an individual, if he or she so
chooses, cannot have catastrophic coverage.

Dr. WILENSKY. Correct.
Senator CHAFEE. I think this should be a market basket situa-

tion, that an individual could go in and get the type of insurance
that is best suited to his or her situation. I agree completely with
your point that you are making, and I hope we can revise the regu-
lations or the standards to achieve the goal that you have set forth.
I think that makes sense.

You, in your testimony, stress the importance of assuring that
the States have a role in the regulation of insurance. I agree with
that. Many argue that the insurers should not be able to market
policies unless they are certified either by the State or the Secre-
tary of Health and Human Services.

In the States which do not adopt the Federal standards, the Sec-
retary would be required to certify every insurance policy sold in
that State. In effect, the Secretary becomes a regulator, if you
would, of Medigap insurance.

Dr. WILENSKY. Correct.
Senator CHAFEE. Now are you equipped to handle that?
Dr. WILENSKY. I do not believe so. I think that the States have

historically had much more experience regulating insurance than
the Federal Government.

Senator CHAFEE. Well, I think so too. I appreciate the testimony
you have given here. And particularly, I want to reiterate the point
that Dr. Wilensky has made, Mr. Chairman, about the fact that I
think we want to make sure that the elderly understand the poli-
cies. But I do not think we should look on every elderly person as
lacking the competence to do what is best for him or her, and that
situations vary. I think we ought to recognize that.

Thank you, Mr. Chairman.



Dr. WILENSKY. Senator Chafee, as I had mentioned to Senator
Riegle, I would like to express my appreciation for your support of
our Medicare Select proposal and also for the sentiment, that you
have just expressed.

Senator CHAFEE. Thank you.
Senator ROCKEFELLER. Thank you, Senator Chafee.
Senator Riegle?
Senator RIEGLE. Thank you, Mr. Chairman.
You say A lot of the right things but you do not quite get there.

We have to get you there. I guess I would say to you, when the bill
that I have developed and has now quite a broad list of co-sponsors,
when it is supported by the State Insurance Commissioners, which
it is, when it is supported by the Blue Cross/Blue Shield, HIAA,
and consurner and aging groups who agree on the need for simplifi-
cation, what is it that they are missing, and that you are seeing?
Or what is it that they are seeing that you are missing that causes
you to not be willing to join that kind of a consensus?

Dr. WILENSKY. I have been trying to make clear that while I be-
lieve there has been real confusion, and that we in the Government
bear some responsibility, I believe that the way we should correct
that is to force a standardization of information-to make it very
clear what is in whatever minimum package we agree to, and to
make it very clear what benefits are added to it, and what those
additional benefits cost.

I think it is not proper to limit the number of benefit packages
that are available. I understand what you are trying to--

Senator RIEGLE. No, we do not limit the number of benefit pack-
ages at all. We want a standardized package with add-ons or some
other mechanism that can go with that, but that does not necessar-
ily limit the number of packages.

Dr. WILENSKY. Okay, then I am mistaken about that. I thought
there was a limit as to what was put on.

It may be that there are some particulars about the bill then
that I have misunderstood.

Senator RIEGLE. Maybe it is just semantics. Because what we are
looking for is, with the help of all of the professional parties at in-
terest, which of course you are one as well, to try to achieve some
basic package that is a starting point and that is uniform-and
albeit with the definitions and the clarifications, the same things
you talk about-and then you can have also add-ons or whatever
NAIC decides. You can have add-ons to that of all types and sorts
that would be understood and what have you, that people can
decide they want or do not want as such.

But the problem now is-and, you know, older persons are every
bit as smart, if not smarter than people of younger ages, but for
many people as they get older, it gets tougher to figure these
things out. These things are not simple. They are very complicated.
They are very confusing. People are being fleeced out of, you know,
hundreds of millions and billions of dollars. I mean we have some
obligation to put a stop to the fact that people are having their
money taken away from them by people who are really exploiting
the situation.
* To have a standard package or packages that the experts in the
field agree on, I view that as common sense. I mean I do not under-



stand where the objection lies. I am just having a hard time under-
standing that.

Dr. WILENSKY. We would, obviously, be pleased to work with
your staff to see whether we cannot come to some further agree-
ment. It is my understanding that your legislation gives the NAIC
a period of time--9 months-in order to come up with not only the
minimum, which would probably be statutorily defined, but nine
other benefit packages and nothing else could be marketed.

It is really that limitation, as opposed to insisting on a standardi-
zation of information or information about the costs of any addi-
tional benefits that is in question. It may turn out that, in fact,
there are only 9 or 10 or 15 packages that are put forward. But it is
not limiting the number that is important. It is limiting the kind of
information that must be provided, including the cost of any addi-
tional component, that we think is critical.

Senator RIEGLE. On the question of how many variations or add-
ons one wants to consider, I think that is an open question. I think
that can be discussed. I think what is critical here is to have a
standard package that is well thought out, well crafted, that is uni-
form, uniform across the 50 States, people can understand it and
then they can decide from that point whether they want add-ons or
what not, and then can do some kind of a cost benefit analysis
beyond that point.

Dr. WILENSKY. I agree with that.
Senator RIEGLE. But I think this is one area where the Govern-

ment has a constructive role to play without being intrusive. I
mean what we are-trying to do here is allow people to get good
value, fair value, full value, without being bled dry by people who
are taking advantage of the inherent confusion of the existing set-
up. I really think we have to get this done.

I mean these are the kinds of reasons why people have govern-
ments, to try to, you know, have intelligent things done that can
help them make these kinds of choices in a situation where they
are not taken advantage of.

Dr. WILENSKY. No, Senator, I very much agree with the state-
ment you have just made. I would be very pleased to be personally
involved and to have my staff work with your group to suggest
some modifications that would make us more comfortable.

Senator RIEGLE. I appreciate that. Because, you know, we are not
locked in concrete. I want to try to find something that is going to
work. So let me accept that offer and we will talk further.

Dr. WILENSKY. Great.
Senator RIEGLE. Thank you, Mr. Chairman.
Senator ROCKEFELLER. Thank you, Senator Riegle.
Senator Heinz?
Senator HEINZ. Mr. Chairman, there is one issue that underlies

the consumer confusion about policies, and which has to be, I
think, directly addressed. When we say, for example, as Dr. Wi-
lensky did, that what is needed is to have a minimum benefit pack-
age plus individual options that can be added onto that for a price,
the question is: Is the consumer in a very good position to judge
what a well integrated package ought to look like? If they were
presented under this scenario with what you might call a Chinese
menu-where you get one from Column A, which is the basic bene-



fit, and then multiple choice from Column B-could they make a
good choice?.

I want to ask you, Dr. Wilensky, what information, if any, do we
have about an individual's ability to judge the value of benefits
based on the way they are described and also whether consumers
have the information they require about the probability of needing
a particular kind of benefit that might sound very attractive-it
might sound rather unattractive-depending on how it was de-
scribed?

Dr. WILENSKY. Well I guess I feel, in some ways, at a little bit of
a loss about the general philosophical statement that is implied. It
strikes me that we can agree that there is a need for clear lan-
guage about what the benefit actually is-it's prescription drugs or
nursing services or something else, and very clear understandable
language about what that additional benefit costs above the mini-
mum. I cannot think of anyone who is going to be a better position
than the elderly person and the elderly person's family, who nor-
mally helps the elderly person, to make these decisions.

It is precisely because I believe that given some information--
clear, understandable, standardized information-about what you
would be buying, and what it cost you to get that additional bene-
fit, that there is no one better able to decide whether the addition-
al benefit is worth the additional costs than the elderly person. I
think the notion that the Government can make this decision, or
the so-called "experts" can decide better than those over age 65, is
incredibly condescending to our elderly population.

Senator HEINZ. My question though was really: What informa-
tion do we have, as opposed to your opinion or my opinion, as to
people's ability to make these distinctions?

Let me tell you why I ask. Many of us have been engaged in
trying to figure out how to guard consumers of nursing home serv-
ices, whether it is for a loved one or for themselves against sub-
standard care. The bottom line is, it is hard even for an expert to
figure out whether one nursing home is above average, average or
well below average. It is very tough, even for a member of the
HCFA staff. It takes us sometimes, you know, many years to con-
clude that one nursing home, indeed, does deliver substandard care
and should be sanctioned or, in some cases, lose its eligibility for
Medicare or Medicaid patients.

It is not unreasonable-to ask the question: Do we have any infor-
mation beyond just your and my opinion? So that is really what I
am getting at.

Dr. WILENSKY. Well, I suspect that in the future, there will be a
minimum benefit package that will have been developed by a con-
sensus of experts. Some decisions then, are already limited in
terms of the benefit package that is available for the elderly indi-
vidual.

We normally allow choices for people to make purchases. I guess
my response to you is that I am not aware of information that indi-
cates that we either should not or do not allow people to make
choices, or that we assume they make bad choices when they are
given good information.



Senator HEINZ. The following question might be considered a
cheap shot, although it is not intended as such: Do you know which
Federal employee's health insurance package you have?

Dr. WXLENSKY. Yes, of course.
Senator HEINZ. Can you tell us the benefits in it?
Dr. WILENSKY. I can tell you some of them.
Senator HEINZ. You are better than most of us. You know how

complicated it is to figure out which is a more cost effective propo-
sition-the high option or the low option.

Dr. WILENSKY. It is not described the way I am suggesting, which
is to say, additional benefits that move away from the minimum
benefit package would have an added cost. I certainly wish they
would do that. It would make it much easier.

Senator HEINZ. It certainly would. There are other things that
might make it easier as well.

My time has expired.
Senator ROCKEFELLER. Thank you, Senator Heinz.
Senator Durenberger?
Senator DURENBERGER. On the issue of coverage, I cerLainly do

like the recommendation that we require a catastrophic option. Is
there a simple way to design that and to describe that? And is
there some standard definition which would put you in a position
to say that taking either Prudential, which writes a lot of AARP
insurers, or Blue Cross, which writes a lot of their own supplemen-
tal, that one of the current standard plans costs "X" number of
dollars in catastrophic only would cost so much a month? Have you
any idea what the comparative costs would be?

Dr. WILENSKY. Let me go back and- answer your questions in a
couple parts. A common definition of "catastrophic," was -agreed
upon by you gentlemen awhile ago. There are a number of defini-
tions that one could come up with, but not an infinite number.
There are a few that I think would do. The sense of my colleagup3
in the back is that a catastrophic package might cost only half of
what a standard wraparound package would cost. We can try to
provide some additional information about that.

[The following information was subsequently received for the
record:]

One possible catastrophic benefit package would require the following changes to
the current minimum benefit package:

* All hospital deductibles, after the deductible related to the first admission for
the calendar year, would be covered. This replaces the current requirement that
policies cover either all or none of the hospital deductible; and,

* Part B coinsurance amounts after a $500 deductible would be met. This replaces
the current requirement that policies cover all Part B coinsurance after the $75 de-
ductible is met.

The annual cost of this revised minimum benefit package would be $300, accord-
ing to our actuaries. The cost of the current minimum benefit package is $580, a
difference of 48 percent.

Dr. WILENSKY. I am told that a $500 deductible for Part B with
one deductible per year would, for example, halve the cost of a pre-
mium. So, again, it depends on whether you look at the catastroph-
ic definition you used in the catastrophic legislation or something
slightly more lenient. But we believe it would have a significant
impact on the premium costs to the elderly.



Senator DURENBERGER. You would be paying-that kind of a
plan after the first $500 would be paying what?

Dr. WILENSKY. Everything else in Part B.
Senator DURENBERGER. Everything else that is covered under

Part B.
Dr. WILENSKY. That is covered under Part B.
Senator DURENBERGER. All right.
Dr. WILENSKY. But again the minimum could be tailored to Medi-

care coverage, in which case it would kick in after a cerin
amount of money is paid on Part A or Part B. You could structure
it so that it would pay on either-the exact issues that you strug-
gled with in defining the catastrophic legislation.

Senator DURENBERGER. Would you favor a prohibition against
coverage for the current deductible on Part B if we were to incor-
porate that in there, eliminating the coverage for the deductible?

Dr. WILENSKY. I would prefer that there be less coverage of Part
B. I do not know that I would want to have a prohibition of cover-
ing the deductible.

Senator DURENBERGER. Why not?
Dr. WILENSKY. Basically, for the same reason that I've made

some of my other statements. In general, I would prefer to have
people be able to choose if they wish to pay for it. The problem
with this, which has been an issue that economists have raised
over the last 10 years that I have been aware of, is that first dollar
coverage imposes costs on the rest of the system. People have sug-
gested from time to time that if you have first dollar coverage you
ought to have to pay a tax on it because of the impact that it im-
poses.

In general, I prefer to try to get people to do things or not do
things through financial incentives rather than through outright
prohibition. But the point that you are raising is that it does
impact the cost to the rest of the system in a significant way.

Senator DURENBERGER. Do you or anyone in the front row have
any of those examples if we did eliminate deductible coverage, as to
what impact that might have-on the premium costs?

Dr. WILENSKY. We would be glad to supply it for the record, Sen-
ator.

Senator DURENBERGER. Okay.
[The following information was subsequently received for the

record:]
The premium for the current minimum benefit package, including all hospital de-

ductibles, is $580 annually. The cost for the same package with only one hospital
deductible for the first admission in a year would be approximately $420.

Senator DURENBERGER. My third question is, your Medicare
Select proposal provides that minimum loss ratios for these man-
aged care policies will be 10 percent lower than the minimums for
other Medigap policies. If managed care promotes efficiency in
health care delivery, why should these policies be expected to pay
out less in benefits than non-managed care arrangements?

Dr. WILENSKY. The only issue we were trying to address is that
there are administrative costs involved in this type of plan that are
not part of other insurance plans. So we were trying to recognize



that. Whether the precise percent is correct or not, it is our best
estimate with the advice that we had.

What we were trying to do is to have a comparable pay out for
benefits. We believe there would be an additional administrative
cost that these organizations would have to face and we were
trying to compensate.

Senator DURENBERGER. So then if we are going to go back and
revisit the tougher risk contract kinds of operations you would
favor 110 percent of the AAPPC or some other?

Dr. WILENSKY. We have been trying hard to get you to consider
100 percent.

Senator DURENBERGER. Thank you.
Senator ROCKEFELLER. Thank you, Senator Durenberger.
Senator Daschle?
Senator DASCHLE. Thank you, Mr. Chairman.
Dr. Wilensky, I find myself in agreement with many of the

things that you have said this afternoon. Where I find myself in
very stark disagreement is on an issue that has already been dis-
cussed at some length from a lot of different angles. That issue is
simplification.

You were asked earlier about the States' experience with simpli-
fication; and you indicated correctly there are three States who
have simplified their Medigap markets. Senator Durenberger's
State is one. In fact, Minnesota has been a leader in this area.
What we have found is that in Wisconsin there have been 12 per-
cent fewer complaints since simplification has been enacted. We do
not know the exact percentage in other States, but in all three
cases the States have reported a fairly significant decrease in com-
plaints.
.um?- t.wo, nearly every consumer group, nearly every senior

citizen group, has indicated they want simplification. They are not
arguing that- there ought to be the broad array of different policies
on the _r, ua ket. So I guess when one looks at both the experience of
the three States that have it and the broad array of users who
want it, it is a pretty courageous stand you take as you argue for
something other than what seems to be the writing on the wall.

Senator Riegle asked you what HCFA knows that these groups
do not know, that these States do not know. I am not sure you had
an opportunity to answer that question. But I would give you an-
other opportunity if you want to take a shot at it.

Dr. WILENSKY. I would very much like to.
Let me first say that standardization of benefits does result in

simplification. I have no question with that. And particularly com-
pared to the chaos that exists, I am not in the least surprised that
you would get 12 percent, or whatever percentage you mentioned,
fewer complaints. It is relative to the situation.

Since we do not have an example where there is clear informa-
tion about what you are buying and what it costs you if you buy
above a certain package, it is not clear to me that you would not
have 20 percent less frustration or whatever. I cannot tell you that
you would. It would certainly seem to me that what is being pro-
posed is a far more drastic step than what ought to be the next
step.



Second is that while I am aware, maybe even painfully aware,
that there is more support than I might have thought would occur
-for the standardization of benefits, I am not sure whether that in-
cludes AARP. That is obviously a large group. Their point of view
would be important. Occasionally groups have been known to not
speak as clearly on behalf of their members as they might.

As I have said to you, I think we have not done what we need to
do for the elderly. I think we really have not served them as well
as we could. We have not assured them that they could buy, with a
minimum amount of effort, a Medigap package and know what
they are buying and what it is costing. I think the way to correct
that is to ensure that information exists and not to assume that
competent, elderly people cannot make judgments if given the in-
formation.

Senator DASCHLE. Well let me pose a question in the form of a
statement. I would like you to, if you could, respond to the three
points I am about to make. You were asked how many different va-
rieties of policies and plans are there today. And understandably,
you could not give a specific answer. I think it is conventional
wisdom that there are thousands. Given all the different provisions
of every different plan, if you mix and match them up anyway you
want to, you could come up with a combination of thousands. I do
not think that anyone would dispute that.

The question I have with regard to that conventional wisdom is:
How do you standardize information if you cannot standardize the
packages? In other words, don't you by the very nature of offering
this broad array of different choices necessitate a broad array of
different terminology to define each of those choices? That is my
first point.

The second point is enforcement. If I assume that your answer to
the first question is "yes," then my next question is: How in the
world would you enforce it in law? How do you enforce this if in-
surers say, "well, of course, the information is different because the
policy is different?" And the policy may legitimately be different.
So if insurers are going to define the nuance in that particular new
policy they are going to have to do it with their own information. I
see the light is on. That is the second point.

The third point I would make is--
Senator ROCKEFELLER. Take your time, Senator Daschle, because

you did not have an opening statement. So take your time.
Senator DASCHLE. Thank you, Mr. Chairman.
The third point that I would make is that, insurance companies

tell me that if you do what you are suggesting, that is, limit infor-
mation, you are going to limit the number of policies offered. They
indicate to us perhaps four to six different Medigap policies would
be offered to beneficiaries. So you are accomplishing what you say
you do not want to accomplish by standardizing-language, if the ex-
perts are any guide. So why not do it anyway? Why not do it to
begin with?

Could you respond to those three points.
Dr. WILENSKY. I will certainly try to do that.
Let me say that I agree with your conclusion that the reL .lt of

requiring the information that we are talking about would limit or
reduce the number of policy and plan options over what is current-



ly available. I think it would reduce them because it would be ex-
ceedingly difficult to try to make a convincing case as to why
people might want to buy additional benefits relative to either a
minimum or some standardized optional descriptions.

The point is that by not setting out ahead of time to define limit-
ed benefit packages in statute, but by requiring consistent termi-
nology and consistent information to be provided about what hap-
pens when benefits are added on, you allow for changes to occur
that you all might not think of today, or that today might not seem
important, but in fact represent a legitimate change next year or 2
years from now.

Rather than have to go through the cumbersome process of rede-
fining a new, acceptable benefit package, the information and the
terminology should be standard and clear, as well as the cost of
adding on to whatever minimum package you use. I really do hope
you give some consideration to the catastrophic as a minimum.
Then, if you have PPO's or networks of physicians or some other
organizational arrangement that might not turn out to fit your five
packages or eight packages or nine packages, you do not have to
worry about altering or amending the legislation.

I really do not think that the way to solve the problem that all of
us are concerned about is to arbitrarily limit the number of benefit
packages that we allow to be sold, but instead to have standardiza-
tion of the terminology used and to provide information, particular-
ly on the cost of any additional benefit.

How do you go about monitoring it? Certainly a legitimate ques-
tion. As I have indicated earlier, I think that we have all been
remiss, that we have allowed, under the voluntary program, which
I am not opposed to, this arrangement to go on. You have an agree-
ment made between HHS and the States, and we in the Federal
Government never look back to see how the States did. Did the
States live up to the arrangement that they said they would? Did
they, in fact, apply their rules in the way that they said they
would?

I think it is important and I think it ought to be required that
States report, on a periodic basis, information necessary for the
Federal Government to make the determination that the States are
carrying out the agreement that we entered into. The agreement
itself is pretty good. You can argue about whether the loss ratios
ought to be a little higher or whether we want to make some other
changes, particularly the NAIC consumer protection changes that
were included in the catastrophic coverage legislation and are re-
quired to be in place by December of this year.

I think we have made great strides toward having the elderly
protected. The problem is, there is nothing in the current law that
forces or even allows us to easily provide the kind of oversight that
we should to ensure that the States actually carry out that agree-
ment. That was in error and I think it is an error that could use
some fixing, but I think there is a way to fix it.

Senator DASCHLE. Well you are quite an optimist, and I must say
it just recalls the old story about draining the sea to find the sub-
marines. You know, you first must find a way to drain the sea.
That is not my problem. You know, you said you are in research. I
think with any sales experience you would have to come to the con-



clusion that with the thousands of different packages will come
thousands of different explanations which will come thousands of
problems associated with describing each of those packages; and
you are right back to where you started.

Dr. WILENSKY. I think not if you require consistent terminology.
I know the NAIC will be up later. In the discussions I have had
with the insurance industry, it seems it would not be difficult to
develop consistent terminology. Now enforcing it is a different
issue. I am a big believer in using financial incentives to get people
to behave in the way that you would like.

States that do not engage in this agreement can have their insur-
ance companies facing severe penalties. They might still be able to
come into the Federal Government for certification, as they now
are allowed to under the Baucus Amendment, but we could make it
mighty expensive for them to do that. We could hit them with a
very expensive certification fee in order to keep the States in this
game, making sure that the States undertake the regulatory mech-
anism that they traditionally have under McCarran-Ferguson.

Senator DASCHLE. Well, I am confident about one thing, and I
will end with this-whether we take it your way or whether we
take it our way, I think we are going to end up with approximately
the same thing. You are going to get a half a dozen or so policy
options. You will be satisfied with that, because you said all you
want to do is limit terminology. I will be satisfied with that be-
cause it simplifies the plan.

But I would just say that if experience is any guide, and it cer-
tainly seems to be in the three States that offer simplified plans
today, if it is any indication as we talk to consumer groups what it
is they find to be the most reasonable approach to solving the prob-
lem, we have a pretty good road map. I do not think I will ever
persuade you, and you certainly will not persuade me. I appreciate
your willingness to come this afternoon. Thank you.

Thank you, Mr. Chairman.
Senator ROCKEFELLER. Thank you, Senator Daschle.
Dr. Wilensky, thank you very, very much. As usual you have

been on the stand for an hour and a half or so. But you do well. I
happen to agree with Senator Daschle's closing when I think of the
96 companies in West Virginia offering-but that is another
matter.

Dr. WILENSKY. Well I might have done well, but I didn't do well
enough if I have not convinced you gentlemen. But thank you for
the opportunity to appear before you.

Senator ROCKEFELLER. Thank you very much.
I would like to bring forward our next panel. Earl Pomeroy, com-

miss;ioner of insurance, State of North Dakota and president of
NAIC; also Alissa Fox, who is the senior Washington representa-
tive of Blue Cross/Blue Shield Association; Linda Jenckes, vice
president of Federal affairs, Health Insurance Association of Amer-
ica; and Karl Hansen, Vita Insurance, who is in fact testifying on
behalf of the National Association of Life Underwriters.

Earl Pomeroy, if you are ready, sir, we would like to start with
you, remembering that the 5-minute rule applies for all of us.



STATEMENT OF EARL R. POMEROY, COMMISSIONER OF INSUR-
ANCE, STATE OF NORTH DAKOTA AND PRESIDENT, NATIONAL
ASSOCIATION OF INSURANCE COMMISSIONERS, BISMARCK, ND
Mr. POMEROY. Mr. Chairman, thank you. I am going, to be very

brief. I do have a plane to catch back to North Dakota. I am won-
dering if I might take questions upon completion of my opening
statement and certainly upon exhaustion of the committee's in-
quiry in order to facilitate my plane departure. You can evaluate
that.

Senator ROCKEFELLER. What time is your plane departure?
Mr. POMEROY. Ten minutes before 5:00.
Senator DURENBERGER. You can ride out with me, Earl, if you

want.
Mr. POMEROY. Thank you, Mr. Chairman.
My name is Earl Pomeroy. I am testifying as president of the

National Association of Insurance Commissioners, chairman of the
NAIC's Medicare Supplement Task Force, and as the Insurance
Commissioner from North Dakota.

I want to underscore the Insurance Commissioner's concern for
meaningful consumer protection of the Medicare supplement
market. As we speak about issues this afternoon we operate on a
complete philosophical agreement that there needs to be effective
regulation to make certain this market is well served and demon-
strated abuses are effectively prohibited.

Now working together, Congress and the NAIC have accom-
plished through a very unique partnership a great deal over the
past decade. I want to indicate what we have accomplished briefly,
indicate what is on the drawing board at the NAIC, and then also
reveal about how we feel about certain provisions of various legis-
lative proposals introduced by Senators Pryor, Riegle, Daschle, and
Chafee.

In 1980 Congress passed the Baucus Amendment to the Social Se-
curity Act imposing the voluntary certification method. This im-
posed effectively minimum standards in the Medicare supplement
market. Minimum standards were developed by the NAIC and the
imposition of these minimum standards had a very positive effect
on the market place. Certainly a number of coverages that were il-
lusory or ineffective disappeared from the market as no longer
being in compliance with the minimum standards.

States virtually universally enacted standards which at least
came up to the minimum Baucus standards. With the passage of
the catastrophic care extensions Congress allocated to the NAIC
the responsibility of coming up with the new minimum standards
appropriate for the catastrophic reconfiguration of Medicare. We
did that, Mr. Chairman; and within 1 year 49 States had passed the
statutes and regulations necessary to meet the new minimum
standards.

I cite that 49 State figure as very important. It shows how seri-
ously States accept their responsibilities under the minimum certi-
fication, under the present Baucus legislation. The repeal of cata-
strophic represented yet another important chapter in the congres-
sional NAIC effort to improve the consumer protections in this
market. The repealing legislation authorized the NAIC not just to



redesign the minimum standards, but to enhance the consumer
protections offered in the Baucus framework. The new protections
that the NAIC brought forward include guaranteed renewability,
limited aging commission structures, improved and clarified the re-
quired outline of coverage, imposed appropriateness of coverage re-
quirements upon agents selling this coverage, clearly prohibited du-
plication of Medicare supplement coverage, and required company
reporting of multiple policies.

These standards are presently being enacted State by State in
order to reach certification. The 1990 NAIC Medicare Supplement
Task Force is also an ambitious one. It includes standardization,
examination of loss ratios, and evaluation of limited benefit poli-
cies. The task force has voted to move toward a standardized
format in the Medicare supplement market. Presently we are
trying to steer the course between affecting meaningful simplifica-
tion through standardization while preserving optimal, meaningful
consumer choice.

This is an extremely difficult line to draw and we are committed
to incurring substantial research dollars surveying consumer pref-
erences as we move the standardized format configurations for-
ward.

We have done a great deal to strengthen loss ratio monitoring.
At our meeting held earlier this week we voted to bring into the
NAIC office a multi-State, representatives of several States, for
purposes of evaluating the loss ratio data that we have achieved.
As I told you in February, Mr. Chairman, we have also substantial-
ly improved the loss ratio reporting form which makes it much
easier to enforce loss ratios. We are also looking at raising the indi-
vidual loss ratio to 65 percent. I cannot indicate to you this after-
noon that this is a step the NAIC as a whole will take. Eleven
States have moved that way and it has not been demonstrated, at
least to my satisfaction, that increasing the loss ratio from 60 to 65
percent resulted in any significant market dislocation.

Again, I am not certain whether the NAIC will move the model
in that direction; but States are individually appearing to. There is
a trend moving that way. We also are surveying limited benefit
policies for purposes of identifying what is in this market and the
loss ratios that are being realized.

There are several points of agreement and disagreement with the
Federal proposals that are pending. We strongly support the Con-
sumer Council provisions of the Pryor, Riegle and Daschle legisla-
tion. We endorse a clear prohibition of duplication. We acknowl-
edge the legitimacy of moving toward a standardization format, al-
though prefer doing it in a manner within the Riegle bill rather
than the Daschle legislation. We acknowledge the importance of
managed care. And to that end support the Medicare Select provi-
sions of Senator Chafee's proposal.

We oppose the mandatory certification provision of the Daschle
legislation in light of track record in meeting voluntary certifica-
tion. I do not believe the need for this has been established. We
strongly oppose the Senator Chafee proposal regarding ongoing
HCFA monitoring of State performance.



While Dr. Wilensky indicated that HCFA does not want to regu-
late insurers, it appears to us that this proposal would have HCFA
regulating States and State departments; and this is unacceptable.

Thank you, Mr. Chairman. I will be happy to answer any ques-
tions.

Senator ROCKEFELLER. Thank you, Mr. Pomeroy.
Senator Durenberger and I determined that your flight schedule

is all right and we can go through the panel.
Mr. POMEROY. Sure. I will certainly defer to that determination,

Mr. Chairman. [Laughter.]
Senator DURENBERGER. You are stuck riding with me.
Senator ROCKEFELLER. Ms. Fox?
[The prepared statement of Mr. Pomeroy appears in the appen-

dix.]

STATEMENT OF ALISSA T. FOX, SENIOR WASHINGTON REPRE-
SENTATIVE, OFFICE OF GOVERNMENT RELATIONS, THE BLUE
CROSS AND BLUE SHIELD ASSOCIATION, WASHINGTON, DC
Ms. Fox. Thank you, Mr. Chairman. I am Alissa Fox of Blue

Cross and Blue Shield Association. I appreciate the opportunity to
present our views today on Medigap reform. The Blue Cross and
Blue Shield Association supports the enactment of a meaningful
Medigap reform bill this year.

The association supports most aspects of the various legislative
proposals under consideration by the committee. We support efforts
to strengthen enforcement of minimum loss ratios, raise the mini-
mum loss ratio for individual policies to 70 percent, simplify Medi-
gap benefits, fund State consumer counseling programs, assure that
individuals buy only one Medigap policy, and foster the develop-
ment of Medigap PPO's.

I would like to take this opportunity to outline concerns we have
about some provisions contained in the bills. While we support the
movement to simplify Medigap benefits we would like to see one
important change. Legislation should provide NAIC greater flexi-
bility to consider a range of approaches to simplification. We are
concerned that the limit on the total number of options insurers
could offer, which has been specified in two of the bills, would
unduly constrain the NAIC and preclude some proposals, including
ours, from being considered.

Also, in order to encourage worthwhile innovation we recom-
mend that State insurance departments, rather than NAIC or
HHS, should have the authority to approve innovative benefits.

I would like to describe the simplification proposal we have sub-
mitted for NAIC's consideration. Under our proposal the NAIC
would specify a core benefit package that all Medigap insurers
would be required to offer. This is consistent with the bills before
you. The NAIC would also specify a limited number of standardized
additional benefits that insurers could package with the core bene-
fits as appropriate. These optional benefits would be precisely de-
fined by NAIC. We have attached to our testimony an example of a
chart that could be used by all insurers so that beneficiaries could
compare policies.
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We believe this approach offers several advantages. Consumers
would be able to make comparisons across policies because all the
variations in coverage and cost-sharing designs for a given benefit
would be eliminated. Consumers would have access to more options
and insurers could be more responsive to local consumer needs and
competitive environments if they had the flexibility to design bene-
fit packages.

We have concerns with two approaches that are currently under
discussion. First, we are opposed to an approach that would require
a minimum package with benefit riders that could be purchased
separately at the beneficiary's option. Allowing beneficiaries to
accept or reject specific benefits at the time of purchase would lead
to serious adverse selection, resulting in higher premiums. In fact,
our actuaries estimate that it would cost a consumer about 28 per-
cent more if benefits were offered individually as riders. We also
believe that riders could result in insurers dropping certain bene-
fits, such as prescription drugs.

We also would not support a prepackaged approach under which
insurers could offer a very limited number of prepackaged plans. It
will be extraordinarily difficult for any entity to decide the appro-
priate content for a limited number of policies that will be sold na-
tionally.

A second area of concern is direct Federal regulation of Medigap
insurance. We favor maintaining the Baucus voluntary certifica-
tion program that preserves State regulation of insurance. In our
view, the entirely voluntary structure outlined in the Federal
Baucus amendments has worked extremely well. We believe the
Federal Government could play- an important role in fostering
more effective State regulatory programs, and we support provi-
sions that would accomplish this.

Finally, we are very concerned about additional process require-
ments for State Insurance Commissioners, such as mandating
public rate hearings. Such requirements would further tax limited
staff and financial resources which we believe would be better
channeled into enforcement activities.

Thank you for the opportunity to provide our recommendations.
Senator ROCKEFELLER. Thank you.
[The prepared statement of Ms. Fox appears in the appendix.]
Senator ROCKEFELLER. Linda Jenckes?

STATEMENT OF LINDA JENCKES, VICE PRESIDENT, FEDERAL AF-
FAIRS, HEALTH INSURANCE ASSOCIATION OF AMERICA, WASH-
INGTON, DC
Ms. JENCKES. Thank you, Mr. Chairman. As always, it is a pleas-

ure to be with you and the other members of the committee. I
would like my entire submitted for the record and would like to
highlight its contents for you now if I may.

Senator ROCKEFELLER. Please.
Ms. JENCKES. The HIAA shares the concerns of Members of Con-

gress, consumers, and senior citizens groups who believe that de-
spite vigorous State regulation of the private Medicare supplement
industry some consumer problems do in fact persist and should be
confronted.



Also, due to consumer confusion regarding coverage needs, sen-
iors may be purchasing unnecessary policies. At the State level the
industry has been working with the National Association of Insur-
ance Commissioners and Commissioner Pomeroy to develop solu-
tions to these market problems. Proposals currently before the
committee would employ a variety of approaches to deal with prob-
lems in the Medicare supplement marketplace.

We appreciate the concerns of the sponsors of these proposals
and have been, and hope to continue, working with you and your
staffs to craft solutions to these problems.

After studying all the bills pending before committees of the
Congress the Association has developed a set of legislative recom-
mendations, many of which are very much- like the provisions in
some of your bills. We believe that our recommendations will effec-
tively deal with problems in the Medicare supplement market.
These HIAA supported reforms to be implemented within the cur-
rent statutory frame work would improve the value of Medigap
coverage and alleviate problems in the marketplace.

The reforms include: simplification of Medigap policies, guaran-
teed renewability of coverage, prohibiting the sale of Medigap poli-
cies to persons also enrolled in Medicaid, assuring that States have
approved policies sold to their residents and the premiums charged
for them and prohibiting the sale of duplicate Medigap policies. We
support counseling for seniors on their health insurance needs and
also limiting delays in coverage for pre-existing conditions.

There are provisions in various bills that we cannot support be-
cause we feel they would reduce the availability of coverage. Of
particular concern to the HIAA are proposals which would have
the Federal Government increase the minimum loss ratio require-
ments for individual and group Medigap coverage and which would
expand the Federal role to cover types of health insurance not sold
primarily to seniors which are indemnity or dread disease policies.
We are concerned about proposals which would regulate agent
commissions and limit medical underwriting as well.

I will highlight some of the specifics now. We would like to state
our strong support immediately for Federal legislation to promote
health insurance counseling and assistance to seniors. The Pryor,
Kohl, Riegle, Daschle, and Chafee bills all have worthwhile con-
sumer counseling and assistance provisions. Similarly, the estab-
lishment of toll-free hotlines called for by the Kohl, Riegle, Daschle
and Chafee bills to assist seniors with health insurance questions
or problems would be worthwhile and a cost effective initiative.

On increased civil penalties as contained in the Kohl, Riegle and
Daschle bills, we do not oppose such increases. On the sale of dupli-
cative coverages, the NAIC consumer protection amendments now
being-ut into effect by the States deal effectively with the problem
of seniors being sold more than one Medicare supplement policy
and we support them. We also support similar Federal legislation
specifically prohibiting the sale of duplicate Medicare amendments
based on these NAIC recommendations. On approval of premium
rates, the Kohl, and Senator Daschle, your bill, would require all
States specifically to approve any premium increase for Medicare
supplement insurance. We support this requirement. Virtually all



States presently have such a requirement for individual policies
but may not require it for approval of group premium rates.

On simplification of Medicare supplement policies, I would like
to respond to the question, Senator Daschle, that you asked before
regarding the number of benefit options which are presently avail-
able. We just recently did a survey of our companies to determine
how many additional benefits they were generally offering. We
came to the conclusion-and this is attached to my statement and
is included in the full statement-that it is approximately eight.
However, there are different degradations of each. For example, on
balance billing one company may offer 10 percent of its costs or 20
percent or 100 percent. Also, although eight are the most common,
there are actually only four which are most typically offered.

[The following information was subsequently received for the
record:]

TYPES OF ADDITIONAL BENEFITS OFFERED TO THE MINIMUM STANDARD MEDICARE SUPPLEMENTAL
INSURANCE POLICY

Policis Covered personsType of benefit
No. Percent No. Percent

19 59.3 Payment of greater than the Medicare allowable charge on Part B ........... 257,227 9.6
16 . 50.0 Payment for additional SNF days during a Medicare certified SNF admission ..... 2,623,615 98.5
11 34.3 Private Duty Nursing ........................................ ...... 2,611,505 98.1
8 25.0 Prescription Drug Coverage ................................................................................ 591,717 22.2
9 28.1 Foreign M edical Care ........................................................................................... 81,500 3.1
5 15.6 Hospital services not covered by Medicare (e.g. private room) ...................... 59,105 2.2
2 6.2 Immunizations .......... 13,500 0.5
2 6.2 Ambulance charges not covered by Medicare I ................................................... 13,500 0.5

'Benefit not offered by more than one insurer.

At any rate, we are supportive of the concept of standardization
but do not believe it is either advisable or necessary to limit con-
sumers to choosing among a few prescribed alternative packages as
contemplated in your and Senator Riegle's bill. If the goal is to
simplify informed decision making by consumers, we believe it can
best be achieved in a way which provides consumers a greater
range of choices while allowing insurers greater latitude to desig.Tn
competitive benefit packages-not too dissimilar to the Blue Cross
position.

Under the alternative system we have in mind, the Congress
would require the NAIC to develop a list of standardized optional
benefits and uniform language and formats to be utilized in Medi-
care supplement policies and outlines of coverage. Insurers would
be permitted to select whichever of these individual standardized
benefits they wish to offer in addition to the minimum benefit
package, but would also have to offer prospective purchasers a
policy containing only the minimum required benefits.

We feel that an improved outline of coverage, which is also at-
tached to my statement, will help consumers in identifying the
choices which are in their best economic interest.

On hospital and dread disease policies, we do not agree that Fed-
eral action is needed either to regulate the loss ratios or limit the
sale of hospital indemnity policies to Medicare beneficiaries. Hospi-



tal indemnity policies are not Medicare supplements. Unlike Medi-
gap policies these policies are unrelated to Medicare and they are
marketed population-wide, not just to Medicare beneficiaries. Their
loss ratios, -benefits, outline of coverage, and marketing are con-
trolled by States under a separate NAIC model regulation. We look
forward to working with the NAIC in their oversight as to whether
that regulation is effective.

We look forward to working with you on the other provisions in
the bills which are contained in my full remarks.

Thank you.
Senator ROCKEFELLER. Thank you, Linda, very much.
[The prepared statement of Ms. Jenckes appears in the appen-

dix.]
Senator ROCKEFELLER. Senator Daschle has just made a good ob-

servation. It is 10 minutes of 4:00, Earl. Karl, we are not going to
forget you, but I think it would be important maybe to ask you a
couple of questions and let you go. Because Friday afternoon is a
little bit different than other places. Let me just do one or two.

Karl Hansen, who has not spoken yet, will testify right after you
leave that although his organization initially opposed NAIC stand-
ards on limiting commissions to 200 percent, they have agreed to
abide by NAIC standards and that the NALU is not "lobbying the
State capitols to defeat it."

How often are NAIC standards overridden by State capitols? Are
all the NAIC minimum standards subject to State discretion?
Which NAIC standards most frequently are not adopted by States?
How much discretion, in fact, do States have?

Mr. POMEROY. The Baucus partnership for the regulation of Med-
icare supplement has brought about a system where the States vir-
tually comply with every aspect required for certification, and the
indication of the HCFA panel which certifies whether a State com-
plies or not, has deemed each of the major components of the Con-
sumer Protection Amendments to be required and not discretion-
ary in order to achieve certification.

Where we are finding the greatest resistance in terms of the leg-
islation of the enactment of the consumer protection amendments
is in the agent/commission area and I am pleased that it is not the
life underwriters that are generating that opposition. It comes
from, primarily, individuals engaged exclusively in the sale of
health insurance to senior citizens. Frankly, the target group,
which has caused a good deal of the problem, we are addressing
generally.

So the minimum standards are taken seriously. There is very
little discretionary room if a State is to achieve certification.

Senator ROCKEFELLER. Okay. Now I think I heard you say that if
there was an increase in the loss ratio you do not think there
would be a substantial affect on access to these policies.

Mr. POMEROY. Depending on what the increase is, Mr. Chairman.
Senator ROCKEFELLER. Sure. Obviously. But if it was as in the

bills?
Mr. POMEROY. I think the adjustment in the bill, moving individ-

ual to 70 and group to 80 would definitely have an impact in terms
of market access and availability; and I think would disrupt the
market. I, personally, as a North Dakota Commissioner, I believe



taking the individual loss ratio requirement from 60 percent to 65
percent will cause no dislocation. Eleven States have taken that
move. I know of no State that has taken individual up to 70 per-
cent or group up to 80 percent. I believe there would seriously be
problems in that area.

Senator ROCKEFELLER. You mean you believe because you are not
sure, because nobody has done it yet or do you clinically, so to
speak, believe that that would cause disruption?

Mr. POMEROY. I believe based upon information which has been
presented to me as a regulator evaluating this. The North Dakota
Department, nor the NAIC, neither have done an exhaustive study
about the impact of 70 percent on the market, although I believe
based upon my technical regulatory expertise and understanding of
the market that there would be problems.

Senator ROCKEFELLER. That is interesting. Okay. Well I am glad I
asked that question. I haVe one more before Senator Daschle.

Linda Jenckes indicated in her testimony that an increase in loss
ratios for individual Medigap policies would largely eliminate the
use of agents in marketing Medigap policies. Do you agree with
this statement? Who is it that commonly purchases Medigap poli-
cies from agents-individuals in rural areas, low income individ-
uals? What percentage of the Medigap market is in fact sold by
agents?

Mr. POMEROY. I do not have specific data relative to the percent-
age of the markets sold by individual agents as opposed to group. I
do know that individual agents play a major responsibility in pro-
viding effective access of the consumer to this product and that
direct marketing efforts fall short of blanketing the universe of
people that might be interested in purchasing this coverage.

I do not believe the experience in those States which have taken
individual loss ratio requirement up to 65 percent have found the
agent activity to tail off substantially. Even in rural areas the
State of Minnesota, for example, has had a 65 percent loss ratio re-
quirement since I believe 1983, possibly 1981. But in any event
their market is difficult to distinguish relative to availability from
the North Dakota market which is still at the 60 percent, although
we are now in the process of moving to 65 percent.

Senator ROCKEFELLER. So again the 65 to 70 percent differential
is-a question in your mind on this matter also?

Mr. POMEROY. That is a question. But I think taking it from 60 to
65 is by my view a safe step. Moving beyond that I have some seri-
ous questions about the market implications.

Senator ROCKEFELLER. Senator Daschle?
Senator DASCHLE. Thank you, Mr. Chairman.
Minnesota also has mandated level commissions. I would be in-

terested in knowing whether there is any evidence, just as Senator
Rockefeller has asked about loss ratios, on the basis of what we

-have been able to tell from Minnesota's experience, that there has
been an unwillingness to sell Medigap policies in Minnesota be-
cause of the level commissions.

Mr. POMEROY. The NAIC Medicare Supplement Task Force has
heard from the State of Minnesota specifically on this point. The
department has represented to us that their market has not been
unduly disrupted or even disrupted to a significant extent.



Senator DASCHLE. Our bill has, as you may know, mandates a 150
percent first year commission rate. Do you think that is unreason-
able?

Mr. POMEROY. I believe a 150 percent first year commission rate
is not unreasonable; frankly, as an individual regulator, I prefer it
to the 200 percent in the NAIC model. On the other hand, the
NAIC model-and there are commissioners that believe the NAIC
model goes too far. There certainly is a good deal of resistance en-
countered in the States as we try and legislate the 200 percent.

So reasonable minds can differ on that point. But I do not per-
sonally have a problem with the 150 percent.

Senator DASCHLE. You heard Dr. Wilensky talk about simplifica-
tion. Do you agree with her?

Mr. POMEROY. I do not agree with Dr. Wilensky on the issue of
simplification, although there is no question about the sincerity of
her views. The fact of the matter is that there are not an infinite
variety of required coverages within this narrow market. There are
about 10 major coverages afforded in a Medicare supplement policy
and I believe that you can restrict in a fairly standardized way the
market into offering those major coverages and reach the goal of
standardization without unduly impinging upon consumer choice.

Senator DASCHLE. You must talk from time to time with the
Commissioners from Minnesota, Wisconsin, and Massachusetts. As
they have talked with you, either informally or in some of your
meetings, have they given any indication that there is a problem
with standardization as they have experienced it?

Mr. POMEROY. Yes and no. Generally speaking, all prefer stand-
ardization, believe their constituents are happy with it.

Now the business of achieving standardization is very technically
difficult. Minnesota and Wisconsin each within the last year have
undergone fairly substantial revisions to their initial standardiza-
tion effort and in each instance they feel they have improved their
legislation.

Each of the three formats is different from one another. Minne-
sota and Wisconsin are actively participating in the NAIC Task
Force effort to arrive at a model standardization format. So it can
be done. Doing it is tricky and the States that have done it are still
learning how to improve upon this format.

Senator DASCHLE. Very good.
I have been in exactly the same position you are in right now,

Mr. Pomeroy. You are going to my part of the country as our
neighbor. I wish you well. There is nothing worse than getting to
National at 4:00 on Friday afternoon. Good luck.

Mr. POMEROY. Thank you very much, Senator Daschle.
Senator ROCKEFELLER. That you, Earl, very much.
Mr. POMEROY. Thank you, Senator Rockefeller.
Senator ROCKEFELLER. Karl Hansen, please proceed. I am sorry

to scoop part of your testimony.



STATEMENT OF KARL E. HANSEN, PRESIDENT, VITA INSURANCE
ASSOCIATES, MOUNTAIN VIEW, CA, TESTIFYING ON BEHALF OF
THE NATIONAL ASSOCIATION OF LIFE UNDERWRITERS
Mr. HANSEN. ME Chairman, Members of the subcommittee,

thank you for giving the National Association of Life Underwriters
the opportunity to testify today. My name is Karl Hansen. I am
president of Vita Insurance Associates in Mountain View, CA. In
fact, I have not been to Florida in quite sometime. I just want to
make that clear.

NALU, currently celebrating its centennial is a Federation of
1,000 State and local associations. The 138,000 members of these as-
sociations are sales professionals in life and health insurance and
other related financial products.

We are especially pleased to testify before you on the issue of
Medicare supplemental insurance. There has been much hyperbole
over the past several months on this issue. You have heard testi-
monials from individuals who claim to have been improperly sold a
multiple number of Medigap policies.

Let me state at the outset as emphatically as possible that
NALU does not promote nor condone any of these abuses in the
market place. Although there seems to be little objective evidence
about how widespread these egregious practices have become, we
want to join with you to help pass legislation that will terminate
the elicit activities of these boiler room operations.

Over the past several weeks we have been working with Con-
gressman Pete Stark, chairman of the Ways and Means Subcom-
mittee on Health, to develop a package of reforms that protect and
help consumers. We are pleased to inform you that NALU, along
with the National Association of Professional Insurance Agents,
the Independent Insurance Agents Association of America, and the
National Association of Casualty and Surety Agents-strongly sup-
ports Mr. Stark's new proposal.

Let me briefly outline the nature of the package. Although all of
the details have yet to be worked out, we believe that it promises
to be an excellent piece of legislation which deserves both congres-
sional and industry support. It includes proposals first to standard-
ize benefit packages, prohibit the sale of duplicative policies, estab-
lish a uniform calculation of loss ratios, codify pre.-xisting condi-
tion limitations, medical underwriting reforms, establish minimum
loss ratios for dread disease and hospital indemnity policies, and
envisions a role for the NAIC, each individual State, and the De-
partment of Health and Human Services.

As I indicated at the outset, the details are still sketchy and we
expect that a definitive package will be marked up in Mr. Stark's
subcommittee very shortly.

As you know, numerous legislative initiatives have been intro-
duced in the Senate. A key concern centers around efforts to fur-
ther restrict agent compensation. One such provision would place
further restrictions on first year agent commissions at 150 percent
of the renewal rate. This is objectionable for a number of reasons.
The NAIC has already revised its model to restrict first year com-
missions at 200 percent of renewals. Although we initially opposed
the efforts by the NAIC to enact this provision we have agreed to



abide by their decision and NALU is not lobbying the State capitals
to defeat it.

Although we strongly disagree with the prospect of curbing
abuses through caps on agent commissions, we would ask you to
give the NAIC model an opportunity to work.

Before leaving the issue of agent compensation let me make a
few observations. Agents provide valuable personal assistance to
the elderly, especially those in rural areas who might not have the
same-access to the choices in Medigap policies as those in urban
areas. Agents spend countless hours answering complex problems
about Medicare, explaining the advantages and disadvantages of
certain policies and their benefits, and assisting senior citizens
with both Medicare wid Medigap claims.

Squeezing agent's sold policies out of the market will only en-
courage more direct sales of products. While these may be fine for
some, seniors who need the assistance of an agent will find small
comfort in an 800 telephone number. With the increasing complex-
ity of health insurance in general, and Medicare specifically, senior
citizens need more guidance not less.

Economically, reputable agents will be most adversely affected
by limitations on the compensation they may receive. These same
law abiding agents will have to choose between spending less time
with their clients or selling other insurance products to other con-
sumers. To pnalize those agents and ultimately their clients by
tacking on additional arbitrary restrictions on all agent commis-
sions would be a disservice to the industry and consumers.

While we hope that you would favorably consider the Stark pro-
posal we will be happy to work with you and your staff in drafting
a bill that is acceptable to the Senate Finance Committee.

Thank you again for the opportunity to testify this afternoon. I
would love to try to answer any questions you might have.

[The prepared statement of Mr. Hansen appears in the appen-
dix.]

Senator ROCKEFELLER. Thank you very much, Mr. Hansen.
Ms. Jenckes, you have testified that HIAA is opposed to increas-

ing minimum loss ratio standards. But Blue Cross/Blue Shield
which currently underwrites Medigap insurance in 42 percent of
the market-more so in West Virginia-favors increasing the mini-
mum loss ratio standard. Can you explain the difference in this?

Ms. JENCKES. I will attempt to, Senator Rockefeller. Number one,
95 percent of the premium income is actually meeting the loss
ratio standard as it presently exists. I would like to just start off
with that point.

Number two, I think even though Blue Cross and Blue Shield
does use agents, many more of our companies employ agents to sell
their products. So, therefore, I think there is a difference in the
way our product is marketed. They are also much larger in the
group insurance business than are most commercial insurance
companies with the exception of Prudential, who has the AARP
case. So that individual loss ratio requirements have far more
meaning for our general membership than I think it does for Blue
Cross/Blue Shield.

Senator ROCKEFELLER. I am trying to find something here.



Karl, the AARP survey found that 24 percent of individuals with
Medigap policies had two or more policies.

Mr. HANSEN. Right.
Senator ROCKEFELLER. And 37 percent said an agent never asked

them if they already had a Medigap policy before attempting to sell
another one. How do you respond to that?

Mr. HANSEN. Well we obviously do not condone the fact that
some agents are not doing their proper job in presenting a Medigap
contract. I think the only thing that I can say as an association is,
we are promoting the education and the professionalism to try to
do the job more properly.

In fact, in my own personal situation we make every effort to in-
clude the family-the son or daughter of the parent-in the Medi-
care supplement process because-in fact, I should share briefly
with you the fact that even when we do this and we go through the
process of need analysis and whatnot, and we establish a Medigap
contract, in more than one case, just a matter of 2 or 3 years later,
I have discovered that the senior citizen has purchased yet another
Medicare supplement in addition to the one that we placed in force
due to the mail and the television onslaught that they receive liter-
ally probably 8 hours a day on the TV. And the child who we had
in the conversation of the sales process, you know, did not even re-
alize that their own parent was paying for two Medicare supple-
ments.

It is not a practice that we condone. In fact, in California we are
working with the Commissioner, and we think we are making a lot
of headway to restrict those licenses. And in the heavy abuse areas,
they actually have the licenses of agents revoked.

Ms. JENCKES. Senator, it may be helpful to note that the new
NAIC standards which were approved last December, which are
just presently going into effect in the States now do require the ap-
plicant to answer that question on the actual policy form. And if
they answer the question that they do in fact have other insurance
they must agree to drop their existing insurance before they can
purchase another policy or the agent and/or company may offer it.

Mr. HANSEN. I was not aware if that was just California law or
national law. We actually do that in California.

Senator ROCKEFELLER. Okay. As I indicated in my opening state-
ment, GAO estimates that the Medigap insurance premiums will
go up between 5 and 50 percent this year; average, I think, what
was it, 19.5 percent. Medicare, is going up only 11, maybe 12 per-
cent. Why are Medigap premiums going up so much more?

Ms. JENCKES. Senator, our premiums directly reflect the in-
creases in the costs of the Medicare program. When I testified as
well as Blue Cross and Blue Shield earlier this year, we indicated
that Medicare Part B costs were going up on a 16 percent com-
pounded basis. You couple that with the fact that insurers had to
once again for the second year in a row substantially modify their
benefits, to meet the current NAIC standards and add it to the cost
of the policy, as well as the general cost of inflation and utilization
of the product and the cost of the product will naturally increase.

So I think you will find any price increases that we have very
consistent with those of the Medicare program itself. We supple-
ment its benefits. So as it goes up, our policies will go up approxi-



mately the same amount because we are picking up the Part B cost
or 20 percent of the co-insurance amounts. We wish we could get it
down. Perhaps the new Physician Payment Reform system that is
underway will help, as well as some of fraud and abuse initiatives.
Again, whatever direct costs Medicare has, we have as well in our
policies.

Senator ROCKEFELLER. Karl?
Mr. HANSEN. Yes, I was going to mention that in those contracts

that actually pay the difference between what Medicare allows and
what the actual charge is, as Medicare continues on a rather con-
servative nature of increase in their benefits, that difference con-
tinues to-expand. So those contracts that we consider to be the top
end, comprehensive contracts are actually paying a larger, and
larger, and larger bite of the total bill. Therefore, they are going up
in cost rather dramatically.

It is not something any of us like to-believe me, I do not like to
communicate to the client, "Here it goes again." But that is what
is happening. It is a problem.

Ms. Fox. I would just add for Blue Cross/Blue Shield, our premi-
ums went up on average 23 percent this year and about two-thirds
of that reflected repeal of Medicare catastrophic, on average.

Senator ROCKEFELLER. GAO disputes that.
Ms. Fox. That is what our plans have reported to us. This is an

average figure and there are variations in that.
Mr. HANSEN. The loss ratios did not go down dramatically. I

think that is probably the best evidence in looking from year to
year, that the premium increases in the Foster-Higgins Study that
I was looking at, loss ratios have remained rather level in the
years studied. So it would imply that the premium increases were
in fact appropriate.

Believe me, I fight theInsuran-ce companies on this issue. You
know, we do not like to pass on those increases to our consumer
clients.

Senator ROCKEFELLER. Maybe I can come at it from a different
angle. I am trying to crack that argument. I find it very hard to
accept it. I cannot dispute your facts, but the mathematics does not
seem to work out right to me. Medicare inflation is lower than
what you are talking about. You are talking about 19.5 percent av-
erage increase for Medigap insurance; Medicare is 10 percent, liter-
ally 10 percent.

My time has run out. I am going to let Tom take a crack at it
while I try to regroup.

Senator DASCHLE. I must say, Mr. Chairman, I do not think I
would have any better success. I do think part of it is administra-
tive costs. Medicare is able to avoid--

Senator ROCKEFELLER. Medicare administrative costs are 2 to 3
percent on this.

Senator DASCHLE. But I do not think health insurance companies
can say that. I think their administrative costs are much higher
than Medicare, as are their sales costs. Medicare does not have
sales costs. But that is as good a shot as I have at guessing. I share
your frustration.

We are not here to talk about catastrophic but, Alissa-I was
going to start out with a positive note here. What I find frustrating
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is that when we passed the catastrophic plan we did not see a com-
mensurate decrease in premiums. We saw an increase that year too
and it was attributed to other increases. We never see a decrease.

That is not a question. It is just a frustration I have.
Ms. Fox. I would just like to say that in 1989 some of our plans

actually did decrease their Medigap premiums. However, an aver-
age Blue Cross and Blue Shield Plan Medigap rates increased an
average of 8 percent.

Senator DASCHLE. Increase.
Ms. Fox. But there were quite a number of plans that did show

an absolute dollar reduction from the prior year.
Senator DASCHLE. It is one of the more frustrating things that we

have to contend with.
Ms. Fox. I would just add that on average our administrative

costs run about 10 percent. It is larger- than Medicare, which is
about 3 percent.

Senator DASCHLE. Does that include sales?
Ms. Fox. Yes.
Senator-DASCHLE. Administrative costs includes all of your over-

head?
Ms. Fox. Yes.
Senator DASCHLE. On average?
Ms. Fox. Yes.
Senator DASCHLE. Okay. I think that is much lower than the in-

dustry average, substantially lower.
Let me just start out with what I was going to say. That is, we

really do appreciate the cooperation we have had from all three of
your organizations as we have begun drafting this legislation and
considering how we can make it most practical. I must say it has
been kind of a breath of fresh air to talk to groups affected and to
have the kind of constructive suggestions we have gotten in all
three cases. Not that we agree on everything, but certainly you
have been very forthcoming and I, for one, appreciate that. I can
give you a lot of cases where we deal with industries where that is
not the case.

Linda, with regard to loss ratios, with what time we have, going
over the history of the establishment of those things from the be-
ginning, the impression I have is that they were a little arbitrary
at first. We thought we would decide what was fair and we would
rationalize on the basis of a few numbers. We have come up with
those numbers and we are living by them. But I really do not know
anybody who can give me a definitive analysis as to why those loss
ratios ought to be the Bible.

Now we are arguing for a lot of reasons that they ought to be
higher. But you seem to argue without equivocation that they just
cannot be any higher. I have not heard any real convincing argu-
ment that on the basis of fact, rather than conjecture, they just
cannot be higher. Are you prepared to elaborate at all on that?

Ms. JENCKES. Commissioner Pomeroy indicated that on the indi-
vidual side some States are going to the 65 percent loss ratio of re-
quirement-I was not aware that one State had it in since 1981-
but most have done so just this past year. It is very difficult for me,
therefore, to give you an impact statement on that amount.



When you look at loss ratios, and that is why we did the Foster-
Higgins study which is attached to my testimony, I think-you will
see it is a unique management tool for the commercial insurance
industry and for consumers, it is not an indication of value. What a
consumer has to look at is cost of the product and the service of the
company that they are using.

I think the best example, Senator Daschle, I can give you is, to
compare two policies which have the same exact benefits and the
same exact cost, one can have a 90 percent loss ratio and one a 60
percent. I would suggest to you that probably the one at 60 percent
may be the better buy because there probably will not be a premi-
um increase next year.

So when you look at loss ratios on behalf of the consumers, who
we are all attempting to protect, I think there are other things
that will help the consumer do better comparison shopping then
looking at loss ratios. The idea that we proposed on the outline of
coverage, which takes the existing Medicare supplemental mini-
mum standards, and then breaks out any additional benefits in ac-
cordance with your simplification ideas, and puts a price on those
two separate parts of the package, will help consumers line up
three policies-a Blue Cross policy, a Prudential policy, and a
Mutual of Omaha policy-and determine which one is the best
value and the best buy for them.

I think if the loss ratio were on the policy the consumer would
not know what that loss ratio means. But that is not to say that we
do not feel they should be enforced. Every company should be
meeting 60 percent for individual policies and 75 percent for group.
If they are not, there is supposed to be a reduction in premium to
the consumer.

Senator DASCHLE. I see my yellow light is on. Two questions real
quick and then I will submit the other questions for the record for
other witnesses.

You do support the refund provision in our bill? Do I understand
that correctly?

Ms. JENCKES. Absolutely.
Senator DASCHLE. Okay.
And with regard to Medicare I assume your industry and I do

not want to put words in your mouth-but it is my understanding
that you do support the elimination of duplication.

Ms. JEN-KES. That is correct.
Senator DASCHLE. And when it comes to Medicaid policies the

AARP report which indicated that 51 percent of Medicaid recipi-
ents have a Medigap policy indicates the kind of pervasiveness of
duplication. Would you support a provision which would eliminate
Medigap coverage from Medicaid recipients?

Ms. JENCKES. Senator, that is difficult. We would never actively
advocate -that any Medicaid beneficiary purchase this type of
policy. The difficulty is that there are several States-and I will
provide the list for you-that actually purchase Medigap policies
for their Medicaid recipients because they feel it is a better buy
and is less costly to the State. So I think we have to examine why
those States do it.

[The list follows:]
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Based on a limited survey done by the American Public Welfare Association, New
York, Minnesota, Oregon and Washington buy Medicare Supplemental insurance
policies for their Medicaid beneficiaries. Georgia, Arkansas and Alabama are active-
ly considering doing so as well.

Ms. JENCKES. Secondarily, there are a couple of States that pro-
hibit us from asking the question as to whether or not you are on
Medicaid. So conceptually, yes. I agree with you and industry does
as well that this practice should be stopped; but I think we really
have to examine what exists in the marketplace. We were very
concerned about the AARP survey as well which indicated half of
Medicaid beneficiaries had Medigap. Maybe they arrived at that
number because of the fact that many of the States are buying
these policies for the recipients.

So I think before we actually move we have to study why certain
States are doing it. In concept, however, we are with you.

Senator DASCHLE. Thank you for your testimony. I am out of
time. I know we have another panel.

Go ahead.
Mr. HANSEN. A small comment. I have many wealthy clients who

have their parents spend down to Medicaid and then they want to
buy a Medicare supplement contract on them. I mean wealthy cli-
ents. I come from a wealthy neighborhood.

Senator DASCHLE. Do you want to give us any-names? [Laughter.]
Mr. HANSEN. I have a multi-millionaire that has six Medicare

supplement contracts. I cannot talk him out of them. It is unbeliev-
able. It is a fear situation, quite frankly. So it is a problem.

Senator ROCKEFELLER. The only way I can try and come back at
this, Tom, is totally simplistic. First of all, if it went from 60 to 65
and 70 to 75 or 80, whatever, it is true that that would come out of
profits, is it not?

Ms. JENCKES. No, Senator. When it comes to the components of a
loss ratio for the commercial insurance industry you are looking at
premium taxes; you are looking at cost of the sales force; you are
talking about administration of the policy and a host of other
things.

Second, when you look at a loss ratio, and we are delighted that
the NAIC has finally standardized the requirements in all 50
States for a loss ratio standard, you cannot look at it for 1-year
only because policies appreciate in value over time. They become
more beneficial. When a policy first comes on the marketplace you
may have a group of beneficiaries who buy that policy who are
healthy and may not submit a claim on it for 2 or 3 years. In that
case, the loss ratio that very first year is going to be very low be-
cause there have been no claims submitted against it. That is just
one among a host of factors that would determine the level of a
loss ratio. One of our largest Medicare supplemental underwriters
indicated that the extent of their profit the last couple of years has
been 2 to 3 percent.

Senator ROCKEFELLER. Let me come at it another way. You are
paying 60 cents out of a dollar under the current situation for the
individual. You raise your premiums to $1.20 or to $1.40.

Ms. JENCKES. Okay. I have to respond to that, that 60--



Senator ROCKEFELLER. In fact, I would like to get it, if possible,
from at least two of you in writing. Just give me something verbal
quickly now. But I would like to get it in writing.

Ms. JENCKES. When you look at the 60 cents on the dollar and
apply it to a loss ratio, you are referring to costs for a year. A loss
ratio, however, is calculated over the life of the policy. To get a
more accurate reading, you have to look at it at a minimum of 3
years, which is what NAIC just did in its recent new regulation.

One of the major ingredients of a loss ratio, is that it is looking
at the value of that product over time but I will put this in writing.

[The information appears in the appendix.]
Senator ROCKEFELLER. I am trying my best, Linda. I thank all of

you very, very much-very, very much, and I am sorry that it has
taken so long for us to get you up here. But then again, you are
better off than the next panel.

Ms. JENCKES. Thank you.
Senator ROCKEFELLER. The next panel is Eric Shulman, who is di-

rector of legislation, National Council of Senior Citizens; Gail
Shearer, policy analysis, Consumers Union; and Mr. Wayne Lind-
ley, Health Insurance Counseling and Advocacy Program, Califor-
nia Department of Aging. We welcome you folks very much.

Eric, we will start out with you once you are ready.

STATEMENT OF ERIC SHULMAN, DIRECTOR OF LEGISLATION,
NATIONAL COUNCIL OF SENIOR CITIZENS, WASHINGTON, DC
Mr. SHULMAN. Thank you, Senator Rockefeller. I appreciate the

opportunity to be here to talk about this issue and I will summa-
rize my testimony and ask that the testimony be introduced into
the record.

Senator ROCKEFELLER. Of course.
Mr. SHULMAN. Mr. Chairman, the National Council feels that the

current debate taking place in Congress over Medigap is just some-
what misdirected. While other congressional hearings and wit-
nesses have focused mainly on consumer protections most seniors
today are more concerned about how much their policy costs, how
much their rates have gone up in the last 2 years, and what, if any-
thing, Congress and the Administration can do about it.

This is not to demean the importance of these consumer protec-
tions. We believe that there have been accesses within the industry
for many years and we do believe that these protections and meas-
ures included in -: - Daschle legislation are very important.

But I do want to reemphasize that we recently had our national
convention in Chicago and I must say that of preeminent concern
to our members has been the spate of Medigap increases since the
repeal of catastrophic and, indeed, the continuing Medigap insur-
ance premium increases over the last few years.

One reason that Medigap prices keep going up is that loss ratios
are set low; and under current law they are voluntary targets. Ac-
cording to the GAO the private insurance industry is failing to
meet even the Baucus standards of 60 percent. Excluding Pruden-
tial, other commercial policies had an average-loss ratio of 59 per-
cent. That means that insurance companies are returning an aver-
age of 59 cents on each dollar they take in.



NCSC feels strongly that loss ratios need to be increased and
that the targets need to be made mandatory. Access to supplemen-
tal insurance will not be harmed and overall value of policies
would be increased making them a better buy. The loss ratios for
health insurance for those under age 65 average out to a little over
80 percent. The loss ratios for Medicare are 97 to 98 percent. If
these insurers can meet these targets then Medigap can raise
theirs to 70 percent.

There are other problems associated with the industry. Current
Medigap laws are inadequate and poorly enforced. Premium in-
creases consistently outpace the rate of medical inflation. Even
when Congress expands Medicare benefits, agents use whatever
means necessary to sell their policies and seniors afraid of facing
their future penniless often buy more than one policy.

Even great abuse occurs when agents sell policies to Medicaid
beneficiaries. Over 3 million seniors receive benefits through the
Medicaid program. Since Medicaid covers out-of-pocket costs for
seniors living below the poverty line there is no need for these
people to spend their few meager dollars on Medigap. These prob-
lems are exacerbated by the fact that the law allows for little or no
consumer participation when it comes to establishing premium
rates. We allow consumer representation when it comes to pricing
utilities and other forms of insurance, why not Medigap?

Only 16 States require that State Insurance Commissioners for-
mally approve a premium increase for group policies before they
take affect. Many rate increases, even if approved beforehand, take
place without consumer representation or input. While a public
hearing does not guarantee lower rates, it does provide an opportu-
nity for advocates to turn up the heat on insurers and to make in-
surance commissioners, and indeed insurance companies, more ac-
countable.

NCSC feels very strongly that a Federally mandated State prior
approval requirement complete with public hearings be a part of
the final package enacted by Congress.

There is a comprehensive solution to the problems of Medigap
before you. NCSC supports and endorses S. 2640 and we appreciate
Senator Daschle's efforts to improve the Medigap situation. Actual-
ly, Senator Daschle's bill is the only bill before you with a public
hearing element in it. While NCSC feels that a hearing should be
held on all rate increases, we understand the need for some type of
triggering device so that insurance commissions are not over-
whelmed. We support the provisions requiring higher loss ratios
and feel that the approach of requiring rebates for policies that do
not meet the minimum loss ratios is both innovative and necessary.

We also believe that only through a public hearing process will
consumers again feel as if they have some control over a process
which all too often seems to roll right over them. NCSC also sup-
ports the other provisions of S. 2640.

Finally, Mr. Chairman, NCSC firmly believes that only a compre-
hensive solution, such as that provided in S. 2640, will alleviate
some of the pressures on the Medigap system. Unfortunately, Mr.
Chairman, even with all of these protections we realize that it will
not be possible to substantially slow or certainly halt large Medi-
gap premium increases. While a public hearing will make insur-



ance companies more accountable, require them to do more of their
work in the sunshine, State Insurance Commissioners more respon-
sive, and it would give access to millions of consumers who have
never had it, it will not put a halt to medical inflation and the
tendency of physicians to overvalue procedures.

As you know, we believe that the only way to affectively halt
medical inflation in the United States is to enact some form of na-
tional health care program. I want to just take this opportunity to
thank you, Mr. Chairman, for both your leadership and dedication,
your work with the Pepper Commission, and we would like to work
with you in the future in moving toward that goal.

That concludes my testimony.
Senator ROCKEFELLER. Thank you very much, Mr. Shulman.
[The prepared statement of Mr. Shulman appears in the appen-

dix.]
Senator ROCKEFELLER. Ms. Shearer?

STATEMENT OF GAIL E. SHEARER, MANAGER, POLICY ANALYSIS,
CONSUMERS UNION, WASHINGTON, DC

Ms. SHEARER. Thank you, Mr. Chairman. Consumers Union ap-
preciates the opportunity to testify before you on the issue of pri-
vate health insurance t supplement Medicare. We commend the
leadership that the members of this subcommittee bring to this
issue. We believe that Senator Daschle's proposal, which has been
co-sponsored by many members of this subcommittee, incorporates
the best provisions and assembles a comprehensive reform package
that should serve as the basis for your deliberations.

We urge you to preserve what we view as the bill's most impor-
tant principle-the principle of apples to apples comparisons. The
bill should not allow companies to bundle the benefits however
they want, because we believe this undercuts the goal of simplifica-
tion.

The essential features of comprehensive Medigap reform are sim-
plifying the market through standardization of benefits, encourag-
ing State counseling programs, prohibiting the sale of duplicative
Medigap policies, improving enforcement of loss ratio standards, in-
creasing loss rati-os and discouraging twisting by leveling sales com-
missions.

I will comment very briefly on a few of the bills that have been
introduced in the Senate with regard to these features. First, S.
2189, Senator Pryor's counseling bill. This would establish a grant
program, as you know, to provide health insurance information
counseling and assistance to Medicare eligible individuals. We
strongly support this bill because we believe that counseling pro-
grams have the potential to dramatically improve the performance
of this market. The impressive track record of existing counseling
programs lends strong support for this view.

As you know, though, we believe that counseling alone is not
enough. We are very pleased that S. 2189 has been incorporated
into S. 2640, the Medigap Fraud and Abuse Prevention Act.

Turning now to Senator Riegle's Medigap Simplification Act, the
key feature of S. 2641 is the requirement that the NAIC or DHHS
simplify the Medigap insurance benefit structure. The legislation



would require either a core benefit package with separately priced
optional riders or a limited number of benefit packages. We strong-
ly support this provision since we believe that simplification should
be the centerpiece of Medigap reform.

In anticipation of the enactment of congressional legislation, the
NAIC has established a working group to develop a model simplifi-
cation regulation and we are participating actively in the NAIC's
deliberations on how best to do this.

Like counseling, simplification alone does not solve the problems
in this market, but it is a powerful tool that should be a central
part of the comprehensive reform bill. We are pleased that the key
provisions of S. 2641 have been incorporated into S. 2640.

I will turn now to that-S. 2640, Senator Daschle's Medigap
Fraud and Abuse Prevention Act. This is a comprehensive bill that
dramatically changes the way Medicare supplemental insurance
would be regulated. The key provisions are simplification, a grant
program for counseling, prohibition of duplicative policies, im-
proved enforcement of loss ratios, flattening of agent commissions.

We strongly support this bill. It would dramatically change the
private health insurance market to the benefit of senior citizens. It
would lead to a less complicated market, improved value for premi-
um dollars, increased price competition, reduced waste on the pur-
chase of excessive policies, and it would curb agent abuses. In addi-
tion, it would provide senior citizens with a source of objective
advice about their health insurance needs. S. 2640 provides all
these benefits with a minimal price tag.

In conclusion, Consumers Union strongly supports the Medigap
legislation introduced by Senators Pryor, Riegle and Daschle, each
of which is co-sponsored by many members of this subcommittee.
The keys to ending abuse in this market are simplification, one-on-
one counseling, ending duplication, enforcing and increasing loss
ratios, and leveling agent commissions.

We look forward to working with you to assure that Medigap
reform is a reality this year. Thank you very much.

Senator ROCKEFELLER. Thank you, Ms. Shearer.
[The prepared statement of Ms. Shearer appears in the appen-

dix.]
Senator ROCKEFELLER. Mr. Lindley?

STATEMENT OF WAYNE R. LINDLEY, STATE PROGRAM MANAGER,
HEALTH INSURANCE COUNSELING AND ADVOCACY PROGRAM,
CALIFORNIA DEPARTMENT OF AGING, SACRAMENTO, CA, AC-
COMPANIED BY TERRI KENNEDY, DIRECTOR, HICAP-RIVER-
SIDE, SAN BERNARDINO, CA
Mr. LINDLEY. Thank you, Mr. Chairman. We are pleased to be

here today and be invited to talk about the merits and benefits of
establishing a Federal grant program for State health insurance in-
formation counseling and assistance programs. I am accompanied
by Terri Kennedy, one of our managers in California.

We support the concepts contained in Senator Pryor's bill, S.
2189, and our references today in the counseling programs would
apply to the principles in that bill.



I would like to first make three points on the need for counsel-
ing. The first is-and I think it was mentioned by some other testi-
mony here today-that the problems that we are facing in some of
these areas are not just age specific. I think a lot of policy lan-
guage, and the policies offered, and so forth are very complicated
and hard to understand by any individual, any average individual
of any age.

Second, the elderly are vulnerable in some areas, particularly to
false and misleading insurance practices, for two very important
reasons. One, Medicare is generally misunderstood as being com-
plete in its coverage of acute illness and especially the long-term
care needs. I think that has been fairly well documented in the last
few years. The second is fear. Fear of long-term illnesses or custodi-
al care nursing homes is more of a reality to the retired elderly
than it is with younger generations. That leads in part to the pur-
chase of excess insurance.

Third-and I think this is very important to understand, espe-
cially with the education and counseling components-is that laws
and regulations and the enforcement of those laws and regulations
are only two of the important parts of consumer protection. But by
adding education and counseling that really get to the local level
for seniors, we can have a triad approach that is really effective.

We see the counseling programs as an equally important partner
in assisting the consumer. In addition, the counseling programs
that we are aware of, and in particular our experience in Califor-
nia, are in a unique position to discover and document problems
that need to be corrected through regulation and enforcement. We
have a number of things going on in California now to provide data
bases on the problems that seniors are facing. -

Additionally, I would like to make a point on our cost efficiency.
I would like to point out that the Health Insurance Counseling and
Advocacy Program in California, otherwise known as HICAP, has
last year counseled over 50,000 seniors. We also put on education
forums for over 100,000 people throughout communities in Califor-
nia. So I think we really see an awful lot of the things that seniors
are up against.

We reported last year savings from our program to the clients in
the State an amount of $4,689,000. That is almost a $2 savings for
every $1 spent in the program. Since late 1987 the HICAP has re-
ported $10.7 million in savings. That does not count several years
that we were providing services but were not documenting that
savings. -

Our statistics show that, in many instances, personal client sav-
ings can amount to several thousand dollars, with an average sav-
ings of around $900 per client. State counseling programs can also
save time and expense for Federal programs. We have experienced
this in a number of ways. For example, in Terri's area in Riverside
in San Bernardio Counties, the Social Security Administration has
made as many as 150 referrals a week to the local HICAP agency.

We also know that there is cost avoidance to many of the things
we can do with education and counseling that will prevent people
from having to spend down their resources early and becoming eli-
gible for Federal and State programs.



There are currently 12 States that have independently developed
counseling programs. But there are at least a dozen more States in-
terested in starting programs immediately, provided the resources
can be developed. State counseling programs are highly flexible
and conform to the specific needs of the service population in each
State.

And from the experience to date there are two critical keys to
the success of these programs. First, they are sponsored by either
the State regulatory agencies or consumer-type agencies under the
auspice of the State Government. They are independent of the con-
flict of interest we see in other programs.

And second, they rely on volunteers to expand services beyond
core professional staff. State counseling programs have the flexibil-
ity to meet many different demands surrounding the acute long-
term care issues of interest to most seniors. This flexibility should
not be restricted by Federal statute.

The status quo offers no answers for the tens of thousands of el-
derly consumers faced with serious decisions and problems involv-
ing health insurance. And into this vacuum will come dozens of in-
surance industry counseling programs and hundreds more local
counseling services offered by financial planners and insurance
specialists to add significantly to the existing confusion that the
seniors face. There will be no stable or reliable place to go without
some form of State counseling programs in our opinion.

The advantages of a State-administered counseling program are:
(1) they can tap the resource networks of the regulatory system,
aging services, and consumer advocacy groups; (2) by using trained
volunteers that are supported by professionals, they are a cost effi-
cient and far reaching entity assisting individual communities; (3)
they provide an objective source of information without conflict of
interest; (4) they are trusted, especially if locally trained, regis-
tered, and supervised peer volunteer counselors are used; and (5)
they provide consistency by forming a nationwide network of con-
sumer-information and assistance tailored to the unique character-
istics of each State.

Mr. Chairman, with your permission, I would like to enter into
the record the HICAP performance report for last year.

Senator ROCKEFELLER. Of course.
Mr. LINDLEY. Thank you.
[The information appears in the appendix.]
[The prepared statement of Mr. Lindley appears in the appen-

dix.]
Senator ROCKEFELLER. I thank all of you.
What was the question that I should have asked of the previous

panel about penetrating this matter of loss ratios and how that
would just be devastating? In other words, the cost of Medicare,
and the cost of repeal of catastrophic, and all the rest of it was
causing these premium price increases. I was trying to find the fal-
lacy and I felt it was there somewhere, but I could not put my
finger on it. Could you have helped me?

Mr. SHULMAN. I would just say, Senator, it seemed to me you
asked the right questions. It was the answers that seemed to be un-
clear. .



Senator ROCKEFELLER. No. I was not concerned about the ques-
tion. I was concerned that I was not able to elicit an answer. I
could not come around back at the answer in the way that I
wanted. So maybe one of the three of you would just simply say
your views on that.

Mr. LINDLEY. Mr. Chairman, could I have Terri Kennedy re-
spond?

Senator ROCKEFELLER. Of course.
Ms. KENNEDY. I think that the problem that we see--
Senator ROCKEFELLER. In fact, I saw you shaking your head at

one point.
Ms. KENNEDY. Yes. The problem that we found was that the

excuse for the premiums going up was catastrophic. So logically if
catastrophic is repealed why aren't they going down? Okay? That
relates to the loss ratio. It is very simple in our minds. We cannot
seem to get it clear in everyone else's.

Senator ROCKEFELLER. Well their logic would have been that
people would have thought there was something there so that the
fear of increase, rather than have gone down, would have doubled,
right, so that people would be reaching out for more Medigap. But
-that certainly is a point.

Mr. SHULMAN. Although I can just recall that during the cata-
strophic fight that CBO came out with an analysis saying that Me-
digap premiums would drop by about $100 a year as a cousequence
of the implementation of the catastrophic.

Senator ROCKEFELLER. Yes, that-is right. That statement was
made, wasn't it?

Tell me what confuses seniors most about Medigap. It was an in-
teresting by-play. In other words, everybody wants to say that sen-
iors do not get confused more than anybody else; and yet I keep
coming back to West Virginia with 96 companies out there trying
to sell Medigap insurance policies.

Ms. Jenckes at one point said there are really only eight; and
then she sort of said that within that eight there are only four. But
my statistics for West Virginia say 96. Tom indicated thousands
across the country. I suspect he is right.

What is it that confuses seniors? Give me examples of it. Help
me understand it.

MS. SHEARER. Can I start with that one?
Senator ROCKEFELLER. Sure.
MS. SHEARER. Let me just make a point that did not come up ear-

lier. That is that Dr. Wilensky talked about the concern of being
condescending to the elderly.

Senator ROCKEFELLER. Yes, that is right.
MS. SHEARER. One thing that did not come out was that for the

most part people under 65 have the luxury of having their employ-
ers shop for their health insurance. It is not until they turn 65 and
they retire that all of a sudden they are thrust into this horribly
complicated decision -without years and years of experience in
many, many cases. So I do not think that that condescending argu-
ment holds up that well.

But just commenting on your question about what complicates
people, I think in large part it is the fact that there are so many
different policy benefits out there, and policy provisions are defined



in many different ways. Just turning to one example, the coverage
of excess charges, there is no standard definition for excess
charges.

I just would like to turn to one point that Dr. Wilensky made
about the desire for a catastrophic policy. It is interesting that, I
believe that her assumption would be that the catastrophic policy
would be defined in one standard way. I believe that that principle
can be extended to the way the Medigap market is today. I mean
there is no cluster point. Benefits are all over the place. I think
that we need a standard definition. We need consumers to be able
to compare a limited number of policies.

People from AARP talk about a "kitchen table" test. It would
make sense for you to be able to spread out on one small table the
number of options that are available without having hundreds and
hundreds of options on the market. I know this is a sort of ram-
bling response.

Senator ROCKEFELLER. No, it was a very good one. It is the idea
that somehow if there are 96, if you reduced it to 48, it would be
impinging upon the free enterprise system. I mean I guess that is a
factor. But the real point is, how can we give fair choices and allow
seniors to make accurate choices, and as you say, by themselves or
with an agent or with an agent who leaves a policy or with an
agent who wants to sell a policy.

You know, I love the television ads about all the close and won-
lerful relationships, and I am sure that is true in a lot of cases.
But that is the way they make their living. They have to sell poli-
cies. That puts pressures on seniors. And that, just by definition, if
the senior is seeing a policy that he or she has not seen before and
it offers something that is different, then the thought that, my
gosh, I have something in which I am not covered, I had better get
that, and nobody to counsel no.

A kitchen table would seem to me to be sensible.
Ms. SHEARER. The principle that we have endorsed is the concept

of meaningful choice in this market place. We believe that you
could take a limited number of packages, if you set the low one at
the core basic minimum policy, you set the high one at basically a
policy that incorporates everything available on the market place,
and you define in between two midpoints, that we believe that con-
sumers could live with that type of choice. What they do not need
is frivolous variation and variation in definitions.

Senator ROCKEFELLER. It is the same thing that we ran into in
the Pepper Commission, looking at standard health coverage insur-
ance. It was very clear that there are about 700 different basic in-
surance polices out there, and that what you need is kind of a
standard minimum. It is not necessarily a Cadillac; it might be a
Chevrolet. You do not say that there cannot be Cadillacs but you
have to have that standard one out there, that covers preventive,
and hospital, and doctors, so that there is the certainty that you
are getting a good buy and have a basic health benefit plan.

Then if you want to add on, people have the right to do that.
Plus, another concern on my part--I mean I was a Governor for

8 years and in our insurance department there were 18 people.
They were overwhelmed. I did not exactly notice Gail Wilensky
jumping up and down with the desire to monitor this program. Did



you? The only other choice would be Social Security and that
would be a terrible choice because they are overwhelmed beyond
belief.

Mr. LINDLEY. Mr. Chairman?
Senator ROCKEFELLER. Yes.
Mr. LINDLEY. If I could just also add one other thing.about that

question that you asked a minute ago. What we are finding also is
that yes there may be a core of eight or whatever principle benefits
and so forth, but a lot of the advertising, seniors get distracted by
the advertising. If it is a highly competitive area, you are going to
take a lot of liberty with the English language in the-advertising.

Our experience shows that while there are some elderly who are
extremely capable individuals who either because of their business
in the past or because they dealt with family finances for years,
but there are an awful lot of others-there are widows, there are
all kinds of people-who have not had that experience, and they go
immediately to the sales literature and are believing the sales liter-
ature to be contracts. And over and over again our experience is
that when they get a claim denied, they are in shock. They did not
realize that it was not covered in many cases.

Senator ROCKEFELLER. Yes.
Mr. LINDLEY. Of course, that applies a lot more to long-term care

insurance, not just the Medigap any more.
Senator ROCKEFELLER. And if seniors have four, five or six Medi-

gap policies, in and of itself, that describes that there is a problem,
does it not? I mean there is just no excuse for that. There is just
simply no excuse for that.

My last question and then we will end this. Would you think
that loss ratio information would be helpful to seniors or is that
not necessarily useful information?

Ms. SHEARER. r think that if all of the other things that are on
the table were done that the provision of loss ratio information be-
comes less important. I am concerned about some of the misleading
signals loss ratio information could possibly give. Just as the point
was made earlier that a very high loss ratio could be a sign that
the premium is going to increase the next year.

There are two sides for this one and I do not have strong feelings
one way or the other. On the other hand, I think there is the argu-
ment to be made that consumers deserve to know what kind of
value the typical purchaser of that policy is getting. But I do have
some reservations about disclosure of loss ratio information as
something that is going to solve all these problems.

Senator ROCKEFELLER. Yes. I think I would agree with that. It
sounds good but the effect to be helpful may not be very much.

I guess it comes down to the fact that- when-people are purchas-
ing Medigap insurance policies decisions they are feeling vulnera-
ble because that is why they are looking for this kind of assistance.
They are often-well, what, there are 9 million elderly Americans
living all by themselves. Many of them have not had this experi-
ence before and they have to make these decisions and analyze
these things quite apart from the persuasiveness of the agent and
the goodwill of the agent, and then the television advertising. It is
an overwhelming situation.
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It just seems to me that Congress has a responsibility to simplify_
to standardize, to monitor, to simply reach out and be helpful in
what is obviously a very, very serious problem. As I said at the be-
ginning, I think we are going to do that.

I thank you all very, very much.
This hearing is adjourned.
[The hearing was adjourned at 4:49 p.m.]
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ADDITIONAL MATERIAL SUBMITTED

PREPARED STATEMENT OF SENATOR TOM DASCHLE

Mr. Chairman, I would like to commend you for holding this nearing today. Earli-
er in the year, the Finance Committee held a hearing to learn about problem in the
Medigap industry--am-pleased that we have this opportunity to meet again to dis-
cuss solutions to those problems. It is a timely hearing as well; as it becomes in-
creasingly likely that negotiators at the budget summit will pare down Medicare
spending, it is vital that we have strong consumer protections in place in the Medi-
gap market.

Medigap insurance is big business. Three quarters of our nation's seniors, total-
ling about 25 million people, purchase Medigap to fill in the holes in Medicare cov-
erage. It is a highly lucrative market as well. Medicare supplemental insurance has
grown into a $15 billion industry that provides plans to seniors in all fifty states.
My state of South Dakota alone has over fifty Medigap plans from which seniors
can choose. In states like California, seniors can sort through nearly 200 complex
and varying Medigap plans.

Few would debate the importance of Medigap insurance, since Medicare currently
covers only 45% of senior citizens' health expenses. It is also evident that the major-
ity of insurance companies and their agents provide high-value policies and service
to their Medigap clients. Policies from companies like Blue Cross Blue Shield, for
example, consistently meet loss ratios well above the current NAIC standards.

However, a minority of unscrupulous companies and agents take advantage of
poor regulation of the Medigap industry. They lead our nation's seniors to buy mul-
tiple and duplicative policies of low value and frivolous differences. A growing body
of evidence suggests that some of these agents employ high-pressure marketing
techniques and prey on seniors' fears of catastrophic illness and financial dependen-
cy or ruin. As we learned at the previous Finance Committee hearing on Medigap,
fraud in this industry is not a "fringe problem blown out of proportion," as some in
the insurance business would lead us to believe. Millions of seniors every year are
victimized by such egregious practic&.

The examples of these abuses can be quite dramatic. Ruth Hotchkin , an elderly
woman from Humboldt- Soiuth- Dakota, was pressured into buying 45 Medigap and
life insurance policies over a twenty year period, even though she only needed one
of each type c f policy. For all this worthless extra coverage, she spent over half of
her income. Millions of seniors find themselves in this same situation every year.
An AARP study found that 25% of people owning Medigap own more than one
policy., and five percent own three or more. At an average cost of $800 per policy,
and with some policies costing as much as $1200 per year, this is clearly a serious
problem for our nation's senior citizens.

As disturbing as the reports of seniors buying multiple policies are the results of
an AARP study regarding Medicaid recipients and Medigap insurance. This study
shows that 51% of low-income seniors who qualify for Medicaid purchase Medigap
policies, despite the fact that in nearly every state, Medigap policies are 100% dupli-
cative of the benefits offered under Medicaid. Considering these seniors' limited re-
sources, there is no reason why Medicaid beneficiaries need or should be sold a su-
perfluous insurance policy.

Medigap insurance was designed to give seniors a feeling of security and peace of
mind. Unfortunately, it seems that these policies can cause seniors far more worries
than they can alleviate.

(53)



I believe Congress can no longer sit back complacently while senior citizens are-
being victimized by fraud and abuse in the Medigap market. The time has come to
tdke off the "velvet gloves" and crack-down on the perpetrators of this fraud.

The bill that I have introduced with Senators Heinz, Riegle, Pryor, Durenberger
and Rockefeller, a companion measure to Representative Wyden's bill, addresses the
major problems plaguing the Medigap industry. The bill builds on the current guide-
lines set forth in the Baucus Amendments and closes some of the gigantic loopholes
in them. It also provides new and stronger protections for beneficiaries, especially in
the area of preventing the saleof duplicative policies. It raises loss ratios and estab-
lishes a system for ensuring that they are met. It limits the incentives that lead
agents to "churn" customers. The bill also sets criminal and civil penalties for the
violations of these new standards.

One section. of the bill deals with two particularly troubling aspects of Medigap
insurance-its high cost and its low value. A study by the General Accounting
Office (GAO) found that 34% of companies selling individual policies and 67% of
companies selling group policies failed to meet the current loss ratio standards for
individual and group policies respectively. Despite this fact, many states have no
formal mechanism for reviewing and approving rate increases. They simply rubber
stamp approval of all rate requests, with obvious consequences for the quality of
these policies.

Our bill would prevent unjustified rate increases and help to ensure high-value
policies through a three-pronged approach. First, it raises loss ratios to 70% and
80% for individual and group policies respectively. Second, it requires states to ap-
prove rate increases prior to the date they go into effect. This would ensure that
loss ratios are met and premiums are reasonable in relation to the benefits offered.
Third, it requires companies to offer senior citizens a rebate if the policy they hold
does not meet the minimum loss ratio in a given year.

Our bill also tackles the problem of 25% of senior citizens owning duplicative poli-
cies and 50% of Medicaid recipients purchasing unnecessary Medigap coverage. The
bill would prohibit the sale of a Medigap policy to anyone who already owns a Medi-
gap policy or receives Medicaid benefits. Further, it requires companies to suspend
Medigap premiums and benefits for any period during which a customer is eligible
for Medicaid. Premiums would be automatically reinstated if a beneficiary loses
Medicaid eligibility.

Finally, our bill incorporates a provision authored by Senator Riegle that wou~d
simplify the market. It would require that NAIC, in consultation with representa-
tives of consumers, insurers, and Medicare beneficiaries, develop simplified Medigap
benefit packages and establish uniform format and standard terminology for Medi-
gap policies. This provision will allow for "apples to apples" comparisons between
policies and plans. It would also promote competitive rates.

Mr. Chairman, this is a comprehensive piece of legislation that is designed to
attack the major problems in the industry. The ultimate goal of this bill is to ensure
that Medigap policies are of high value, that a meaningful range of choices is avail-
able, and that seniors have the information they need to buy the policy that best
suits their needs.

Over the last several months, I have worked with representatives from the insur-
ance industry, agent organizations, senior and consumer groups to refine and im-
prove my bill. I am pleased at the high degree of cooperation and compromise sur-
rounding these discussions. We have narrowed our differences considerably, and
there are only a few significant issues left to resolve, look forward to exploring
those issues today.

PREPARED STATEMENT OF SENATOR DAVE DURENBERGER

In 1980, shortly after I came to the Senate, many of us in Congress recognized
that there were significant problems with the Medicare Supplemental policies insur-
ers were selling to seniors to cover expenses not reimbursed through Medicare. That
year, we wrote into law the Baucus Amendment to correct the perceived abuses that
were found in the Medigap market.

Today, ten years later, it has become clear that the Baucus Amendment has not
worked as we had anticipated. This year, the Senate has heard from people like
Charlene Blackburn of Santa Cruz, California, an articulate former Assistant Dean
of Students at the University of Oregon. Mrs. Blackburn was sold 14 different Medi-
gap policies by the same agent for which she was paying thousands of dollars a
year. Just one of those policies would have been sufficient to meet her needs-the
other 13 served only one purpose, to line the agent's pockets.



This year, we heard from the General Accounting Office which reported that one
out of three insurance companies selling individual Medigap policies failed to meet
the minimum standards established by the Baucus Amendment requiring insurers
to return a reasonable portion of each premium dollar in benefits to policyholders.
GAO further reported that an astounding sixty-seven percent-two out of three-of
the companies selling group Medigap policies failed to meet the Baucus Amendment
requirements.

Consumer interest groups have described in detail the incredibly confusing array
of Medicare Supplemental policies which defy useful cost comparisons. Accountants
and actuaries cannot even figure out what really is the best Policy for the money;
how can we expect the elderly to make such- choices.

And what's even worse is that low-income seniors, the poorest of the elderly, are
being ripped off by the Medigap insurers. A recent AARP study indicates that 50
percent of low-income seniors who qualify for Medicaid purchase Medigap insur-
ance, despite the fact that Medigap coverage duplicates the benefits these individ-
uals already receive under Medicaid. That is simply outrageous.

Something must be done to eliminate the continued marketing and sales abuses
in the $15 billion Medigap market. That something is S. 2640, the Medigap Fraud
and Abuse Prevention Act, that was introduced in May by Senator Daschle, my
good neighbor from South Dakota, and that I have co-sponsored along with most of
my colleagues here today.

This most important bill addresses the uneven enforcement of current law and
establishes tough consumer protection standards. Specifically, the bill provides new
and stronger policyholder protections, especially in the area of duplicative policy
sales, raises the amount that insurers must pay out to policyholders in benefits, es-
tablishes a system for ensuring that the benefit payout standard is met, and limits
incentives for agents to unnecessarily "churn" or replace existing Medigap policies.
The bill also brings much needed simplification to all Medigap policies, making
them more uniform, more understandable and easier to compare.

Many of the provisions of this bill were inspired by the trail blazing efforts of
Minnesotans-particularly the Minnesota state legislature and the Minnesota De-
partment of Commerce. I am extremely proud that Minnesota has set the standard
for the nation over the past decade by adopting tough insurance reforms to stand-
ardize Medigap benefits, to ensure that even "uninsurable" seniors have a source
for coverage, and to assure that policyholders get their money's worth. We have
learned much from the-Minnesota experience.

Today's hearing is especially timely given reports from the budget summit of tens
of billions in cuts to Medicare over the next five years. These cuts are very likely to
produce an even greater reliance on Medicare Supplemental insurance.

The Medigap Fraud and Abuse Prevention Act contains a number of controversial
reforms that today's distinguished witnesses will discuss. I look forward to some
healthy debate over the bill s benefit standardization provisions, the prior approval
and public hearing requirement for premium increases, and the limits on commis-
sions paid to agents. I would also like your thoughts on adding a requirement that
states must promulgate a consumer cost comparison guide similar to the exceptional
guide issued earlier this year by the Minnesota Commerce Department.

If we are able to eliminate the clear abuses in this market, we will have eased the
anxieties of 15 million Americans who rely upon their Medicare Supplemental poli-
cies to protect them and their families against the often catastrophic costs of getting
sick. And just maybe, we won't need to be back here again next year investigating
the same problems.

PREPARED STATEMENT OF ALISSA T. Fox
Mr. Chairman, I am Alissa Fox, Senior Washington Representative for the Blue

Cross and Blue Shield Association. I appreciate the opportunity to testify before
your subcommittee on the subject of Medicare supplemental insurance.

Blue Cross and Blue Shield Plans underwrite benefits to supplement Medicare
coverage for about eight and one-half million beneficiaries, approximately 42 per-
cent o all beneficiaries with such coverage. About two-thirds of these benefici-
aries-6 million people-have individual Blue Cross and Blue Shield coverage; the
other two and one-half million are covered under group policies.

Our testimony today focuses on approaches to reforming the Medigap market,
specifically those outlined in legislative proposals introduced by Senators Daschle,
Riegle, Chafee and Pryor and cosponsored by several Members of the Finance Com-
mittee.
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Blue Cross and Blue Shield Plans are committed to providing subscribers with
coverage that meets their needs, exceptional value for their premium dollar, and
the service they deserve. The Blue Cross and Blue Shield Association supports the
enactment of a meaningful Medigap reform bill this year to assure that Medicare
beneficiaries receive high-value Medigap policies and that they better understand
the coverage options available to them.

APPROACHES TO REFORMING THE MEDIGAt MARKET

Notwithstanding increasingly rigorous regulation of Medigap insurance and the
responsible conduct of most insurers in the Medigap market, problems do exist. Be-
cause Medicare beneficiaries often do not understand their Medicare benefits, they
cannot always make well-informed choices about Medigap coverage. Also, some
states lack adequate resources to enforce Medigap regulations with sufficient rigor.
Finally, some seniors have been sold excessive coverage, a consequence of inappro-
priate marketing that should be precluded.

We share your concern about these issues. We also welcome this opportunity to
take a hard look at marketing practices, standards, enforcement, and other mat-
ters-and to offer our views as to how to address these issues.

The Association supports many aspects of the various legislative proposals under
consideration by the Committee. Specifically, we support efforts to:

• strengthen enforcement of minimum loss ratio requirements and raise the mini-
mum loss ratio for individual policies to 70 percent in order to ensure that benefici-
aries receive good value;

• simplify Medigap benefits so seniors can shop wisely;
* establish and support state consumer counseling programs to educate seniors-

about Medicare and Medigap; and
o assure that individuals purchase only one Medigap policy to provide adequate

coverage of health care expenses.
Our detailed comments on the legislative proposals follow.

Simplification of Medigap Benefits
The Medigap reform bills introduced by Senators Riegle, Daschle and Chafee pro-

pose to simplify the choices facing seniors purchasing Medigap insurance. All three
bills would do this by outlining parameters for the simplification of Medigap bene-
fits, and leaving the design and definition of benefits within these parameters to the
National Association of Insurance Commissioners (NAIC). We support the delega-
tion of these responsibilities to the NAIC. We believe that the NAIC, because of its
expertise and longstanding role in the regulation of insurance, can most effectively
specify appropriate Medigap simplification standards. Indeed, this process is already
underway and we have been working closely with the NAIC to develop policy in this
area.

The bills before you would have the NAIC define a uniform stand-alone minimum
benefit package that all Medigap insurers would be required to offer. The simplifica-
.tion proposal developed by Senator Riegle and included in both his and Senator
Daschle's bills provides that the NAIC also would specify additional, optional Medi-
gap benefits that insurers could offer. Both these bills would limit to ten the total
number of Medigap benefit combinations the NAIC could develop, and require that
the premiums for the additional, optional benefits be stated separately. In order for
an insurer to offer a new or innovative benefit, a state would have to apply to the
Secretary of HHS or the NAIC for a waiver to permit issuance of such a benefit for
up to three years.

Under Senator Chafee's bill, the NAIC would be required to develop, in addition
to the stand-alone core benefit package, an alternative minimum benefit package
that has no first-dollar coverage and is significantly less expensive than the stand-
ard minimum package.

The Blue Cross and Blue Shield Association supports proposals designed to reduce
consumer confusion in the Medigap market. However, we believe that beneficiaries
should continue to have access to worthwhile policies that include the variety of
benefits they want, and that insurers must be permitted to pursue cost-containment
strategies and minimize adverse selection problems that could increase premiums.
We are particularly concerned that an inflexible limit on the total number of op-
tions insurers can offer would preclude consideration of an alternative approach
that we believe would responsibly and effectively achieve Congress' policy objectives.
We have submitted our proposal to the NAIC working group convened to develop a
draft model rule that includes simplification requirements.



Under our proposal, the NAIC would specify a core benefit package that all Medi-
gap insurers would be required to offer. This is consistent with the simplification
provisions in all the bills before you. Also, the NAIC would specify a limited number
of standardized additional benefits that insurers could combine qnd package with
the core benefits as they deem appropriate. The terms, nature and content of each
of these optional benefits would be defined precisely by the NAIC. For example, if
the NAIC established a prescription drug benefit with a $200 deduct;'ie a;d 2t, per-
cent coinsurance, any Medigap insurer offering a prescription drug benefit would
have to offer it on these terms.

Medigap PPOs would be allowed under our proposal. In order to encourage worth-
while innovation, such as cost-containment designs, we recommend that state insui-
ance departments rather than the NAIC or the Secretary of HHS, have the author-
ity to approve these types of benefits.

Finally, the NAIC would establish a standard format and standard language that
all Medigap insurers would be required to use, perhaps similar to the format we
have included with our testimony for the record.

We believe this approach would offer the following important advantages:

* Consumers would be able to make comparisons across policies because the mini-
mum benefit package and the additional benefits insurers could offer would be de-
fined precisely and uniformly. All the variation in coverage and cost-sharing designs
for a given benefit that currently make comparisons difficult would be eliminated.

* Consumers would have access to more options if insurers had flexibility to design
benefit packages than they would if the number and structure of packages were lim-
ited by the NAIC. It will be very difficult for any entity to decide the appropriate
content for a limited number of Medigap policies nationally.

* Insurers could be more responsive to local consumer needs and competitive envi-
ronments if they had the flexibility to design benefit packages. In many cases, Blue
Cross and Blue Shield Plans have included benefits, such as additional home-based
services, at the request of local senior citizen advisory groups.

In our discussions with the NAIC, we have indicated that we would oppose any
approach to simplification that provided for a minimum package with benefit riders
that could be purchased separately at the beneficiary's option. Allowing benefici-
aries to accept or reject specific benefits at the time of purchase would lead to seri-
ous adverse selection. Our actuaries estimate that it would cost a consumer roughly
28 percent more in premiums to purchase the most commonly marketed benefits as
riders to a typical Blue Cross and Blue Shield core policy than it would if the very
same benefits were sold as part of a benefit package. We also believe that an ap-
proach based on riders could result in insurers discontinuing their offer of certain
benefits. In response to a recent survey, almost all of the Blue Cross and Blue
Shield Plans that currently offer a prescription drug benefit indicated they would
drop the benefit if they had to offer it as a rider.

We have also indicated to the NAIC that we would not support an approach
under which insurers could offer only some number of "pre-packaged" benefit vp-
tions specified by the NAIC. We believe that this approach would narrowly limit
consumer choice that seniors exercise and value. Reform in this area must balance
the need for simplification against the importance of worthwhile choice.

With respect to Senator Chafee's proposal that the NAIC develop both a mini-
mum benefit package and an alternative "bare bones" minimum package as part of
the simplitatidn standards, we believe that--state regulators should have the au-
thority to choose which of these two core packages insurers in their states must
offer.

Finally, we have two other concerns regarding aspects of the proposed simplifica-
tion:

* We oppose the provision that would require separate pricing of benefits con-
tained in a package. This would be confusing to consumers because the cost of a
particular benefit will vary depending upon the other benefits with which it is pack-
aged. We believe the standard format we have proposed would achieve the objective

Sfacilitating comparisons across policies.
* As a general principle, we recommend that simplification requirements apply to

new policies only. Widespread confusion and dissatisfaction would likely result if
subscribers in existing policies were forced to switch to higher- priced policies or re-
ceive fewer or different benefits. We propose that insurers offer their subscribers
the option, at renewal time, to purchase the minimum benefit package under the
new simplification standards or, if available, a policy substantially equivalent to the
one they hold.
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Preventing Duplication
The Association supports the policies reflected in the bills before you, that Medi-

care beneficiaries need only one Medigap policy to provide adequate coverage of
their health care expenses and that Medigap policies should not be sold to individ-
uals entitled to Medicaid benefits.

We favor the approach proposed by Senators Riegle and Daschle, whose legisla-
- tion would require that sellers provide potential subscribers with a Federal notice
informing them that Medicare beneficiaries should purchase only one policy and
that those eligible for Medicaid should not purchase Medigap insurance. We agree
also that sellers should be required to obtain a signed statement from the potential
customer indicating whether he or she has other Medigap coverage, or is receiving
Medicaid. We are concerned, however, that this requirement be crafted carefully so
that the obligation of the seller to assess the beneficiary's existing Medigap or Med-
icaid coverage is realistic; otherwise, agents may decline to sell worthwhile coverage
rather than risk untenable personal liability.

Loss Ratios
Senator Daschle's bill would increase the minimum loss ratios from 60 to 70 per-

cent for individual policies and from 75 to 80 percent for group policies. Senator
Chafee's bill directs the NAIC to establish loss ratio standards for indemnity and
dread disease policies.

We believe that loss ratios are an important indicator of value. They reveal the
percentage of premium dollars that insurance companies return in benefits to con-
sumers. The balance reflects administrative expenses, including marketing costs and
agent commissions, and profit.

We support raising the minimum loss ratio requirement for individual Medigap
policies to 70 percent. A 30 percent maximum for administrative costs seems to us a
reasonable standard. However, we recommend maintaining the minimum loss ratio
for group policies at 75 percent. We have found that most group policies are associa-
tion-type groups that have administrative costs quite similar to the administrative
costs associated with individual coverage.

While the Blue Cross and Blue Shield system has virtually no market in hospital
indemnity and dread disease policies, we believe that the development by the NAIC
of loss ratio requirements for these types of policies appears appropriate.

Senator Chaf1-e's and Senator Daschle's bills seek to strengthen enforcement of
loss ratio standards. We believe provisions of both their legislative proposals would
go a long way toward accomplishing this objective. We support provisions that
would have the NAIC develop standard procedures for the calculation, reporting,
and review of loss ratios, and that would have insurers whose policies fail the loss
ratio standards make premium credits necessary to bring them into compliance.

We believe that meaningful implementation and enforcement of loss ratio stand-
ards on a state-by-state and policy-by-policy basis is essential. Only in this way can
consumers be assured of receiving valuable Medigap policies.

Public Hearings
Senator Daschle's bill would require that states hold public rate hearings before

approving "significant premium increases." We are concerned that the establish-
ment of additional process requirements for state insurance commissioners would
further tax limited staff -nd financial resources which, we believe, would be better
channel led into enforcement activities.

As an alternative to Senator Daschle's proposal, we suggest that public hearings
be required for any premium increase for a policy that fails to meet or barely meets
the minimum loss ratio standard.

Agent Commissions
We do not oppose proposals to limit agent commissions structures. Current NAIC

model regulations limit first-year commissions to 200 percent of commissions paid
for renewals, and require that commissions for subsequent years be level with
sond-year commissions. The rriodel regulations also prohibit higher commissions
for replacement than for renewal, unless the replacement policy is substantially
richer. Senator Daschle's bill would limit first-year agent commissions to 150 per-
cent of renewal commissions.

Many of our Plans use agents to sell Medigap policies. When our Plans use
agents, they generally pay first-year commissions of around IS percent. In some
cases, however, Plans pay a very minimal, one-time commission, such as $25 per
sale. We recommend that any legislation restricting agent commission structures
provide for a limited exception to accommodate such situations as these.



Consumer Education
We support proposals offered by Senators Pryor, Daschle, and Chafee to improve

consumer information and education. We believe that beneficiary confusion about
basic Medicare coverage is widespread, and that the confusion surrounding supple-
mental coverage cannot be dispelled until individuals understand their underlying
benefits. Organized and well-funded education programs will be essential to assist
beneficiaries in making smart choices about their Medigap coverage.

A number of Blue Cross and Blue Shield Plans have service representatives and
outreach programs in their communities to help seniors understand their Medicare
coverage and their supplemental insurance needs. In addition, we have worked
closely with HHS and the NAIC to update and improve the consumers' guide to sup-
plemental insurance coverage. However, we believe that more can and should be
done to educate consumers making insurance purchases. We believe that the benefi-
ciary counseling proposals will help to fill these needs.
The Role of the Federal Government, States and the NAIC

Senator Daschle's bill calls for a very significant change, namely, a departure
from the current voluntary character of the Federal certification program for Medi-
gap insurance. Under his proposal, the sale of policies that did not meet the new
NAIC standards or, in the case of states that do not adopt the NAIC standards, re-
ceive the Secretary's approval, would be subject to a civil money penalty. Under
Senator Chafee's bill, Federal oversight of state regulatory programs and of policies
issued in states without federally-approved regulatory programs, would be signifi-
cantly increased. However, the Federal certification program would continue to
remain entirely voluntary.

In our view, the entirely voluntary structure outlined in the Federal Baucus
Amendments has worked extremely well. Notably, since the NAIC first developed
model standards for Medigap insurance, nearly all states-while retaining the au-
thority to reject the NAIC standards and establish their own-have adopted the
NAIC's regulations without being compelled to do so by law.

We favor maintaining a voluntary system that preserves state regulation of insur-
ance, and recommend, as all the bills have proposed, that Congress contrue to rely
on the NAIC to develop standards that assure reasonable value and benefits in Me-
digap coverage, and on states to adopt and enforce them. We believe the appropriate
role of the Federal Government is to assure more adequate enforcement by states.
We do not believe additional penalties or a direct Federal regulatory role is neces-
sary.

We recognize that, despite the generally excellent outcome of the current ap-
proach to regulating Medigap policies, some states have ,ot adequately enforced the
NAIC standards. Accordingly, we agree that additional measures are needed to
ensure that consumers get good value for their premium dollars, understand their
benefit options, and are prc tected against abusive marketing practices.

We believe that the Feder il Government can play a critical role by strengthening
the existing regulatory framework for Medigap insurance, imposing clear disclosure
requirements, and providing for consumer education and counseling programs.

we support the provisions of Senator Chafee's bill that would: strengthen Federal
review of state regulatory programs and enforcement; provide for Federal technical
assistance to states whcse regulatory programs the Secretary found in need of im-
provement; and provide for grants to states with approved programs to help
strengthen their enforcement. Under Senator Chafee's legislation, states seeking
continued Federal approval of their Medigap regulatory programs would be required
to report annually to the Secretary of HHS concerning loss ratios and other matters
specified by the Secretary. If-a state failed to satisfy these requirements, the Secre-

would be authorized to revoke approval of its regulatory program.
We recommend that the NAIC be given a reasonable period of time, such as the

nine months proposed by Senators Riegle and Daschle, to revise its model act and
regulations to include new standards in certain areas. Three months, as proposed by
Senator Chafee, is too little time for the NAIC to deliberate and act on these impor-
tant issues. As under current law, the Secretary of Health and Human Services
would develop the standards within one year if the NAIC failed to act. While adop-
tion of the standards by states would remain voluntary, we are confident that the
states would adopt the model regulations, just as they have the current Medigap
model regulations.

Under Senator Chafee's bill, insurers in states without approved regulatory pro-
grams would be required to pay an initial fee of $20,000 to obtain Federal certifica-
tion of a Medigap policy. We are concerned that such fees would discourage insurers
from seeking Federal certification of their policies.



Medicare Select
Senator Chafee's bill includes a managed care initiative, known as "Medicare

Select," that would relax current Federal standards for Medigap insurance to en-
courage PPOs to become involved in this market. Under the pro--osed legislation,
Medigap insurers, after state approval, could provide reduced supplemental cover-
age when subscribers obtain services outside the insurer's PPO network. This differ-
ential coverage would act as a financial incentive to Medicare beneficiaries to stay
within the network and receive their services from its more efficient and lower-cost
providers. The Medigap PPOs would be permitted to develop their own medical
review operations, funded by offsets against the Federal appropriations for medical
review performed by Medicare contractors.

We are supportive of this initiative which, we believe, would build on and facili-
tte innovative managed care arrangements that have been increasingly successful
and popular in the private insurance market. Indeed, the Medicare Select concept is
modeled on a Medigap PPO initiated by Blue Cross and Blue Shield of Arizona. As
mentioned earlier, we believe Medigap PPOs should be exempt from benefit stand-
ardization.

However, we object to the proposal to fund PPO medical review contracts through
offsets against the already strained Medicare contractor budget. We are especially
concerned that a Medigap PPO is likely to have start-up costs to establish an effec-
tive medical review operation that are much higher on a unit cost basis than those
of an efficient Medicare carrier reviewing a large volume of claims. We propose that
Medicare Select operations have an independent source of funding, or that the total
number of PPO medical review contracts that could be funded from the Medicare
contractor budget be limited.

Medigap Regulation and HMOs
Senator Daschle's bill would exempt all HMOs with HCFA contracts from Medi-

gap regulation. As part of the effort to improve public policy in the Medigap area,
we believe it is appropriate to consider the application of standards to HMO prod-
ucts that provide Medicare and supplemental benefits to the elderly.

Because of their structure, and because of the important flexibility they allow for
innovative benefit and health delivery designs, we do not believe it is necessary or
appropriate to apply Medigap simplification requirements to policies issued under
TEFRA HMOs, health care prepayment plans (HCPPs) under section 1833 of the
Social Security Act, or Medigap PPOs.

In fact, because they are subject to extensive Federal regulation, we believe it
would be appropriate, as Senator Daschle has proposed, to exempt TEFRA HMOs
from the array of Medigap regulation under your consideration. On the other hand,
we believe that HCPPs, which are subject to very limited Federal regulation, should
be subject to premium and other standards such as those that apply to both Medi-
gap insurance and TEFRA contracts.

State Approval of All Policies Sold in the State
We support the provision of Senator Daschle's bill that would require state ap-

proval of all policies sold in a state. The current Federal statute provides that under
certain circumstances, a policy may be deemed to be approved in the state in which
it is sold. The bill would eliminate the authority for deemed approval, and require
state regulators to approve all policies sold in their states.

CONCLUSION

Blue Cross and Blue Shield Plans are committed to providing Medicare benefici-
aries with Medigap benefits designed to meet their needs, excellent value for their
premium dollars, and superior service. In our view, the voluntary character of the
Federal regulations governing the Medigap market has worked extremely well, as
demonstrated by the timely promulgation of model Medigap regulations by the
NAIC, and the nearly universal adoption of them by the states.

The Blue Cro&. and Blue Shield Association supports efforts to ensure that Medi-
care beneficiaries receive high-value Medigap policies, help make informed choices,
and receive protection from marketing abuses. We offer our continued assistance in
promoting these efforts as Medigap reform legislation is considered.
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MEDIGAP SIMPLIFICATION PROPOSAL
BLUE CROSS & BLUE SHIELD ASSOCIATION

POLICY. POUCY POLICY

STANDARD BENEFITS: A . -
(De&•dbyVm 14MG

CORE BENEFITS x x x

OPTIONAL BENEFITS:
1. Part A Deductible X X
2. Part B Deductible X X
3. Home Health X
4. Balance Billing X
5. Outpatient Prescription Drugs X
6.
7.

TOTAL FOR CORE & OPTIONAL BENEFITS $ $ $

INNOVATIVE"" BENEFITS:
(Appoved by the Mao lrsurv Commooer)

TOTAL -____EMIUM__--- - ..... > is

TOTAL PREMIUM $ $

37-814 0 - 91 - 3

* THE NAIC WOULD DEFINEA SET OF SPECIFIC CORE BENEFITS THATMUST

BE INCLUDED IN ALL POLICIES.

6 THE NAIC WOULD DEFINEA iETOFADDITIONAL BENEFITS INSURERS COULD COMBINE IN
POLICY PACKAGES TO ALL OR SOME POLICIES. THE ACTUAL BENEFITS WOULD BE DEFINED
e.g. A PRESCRIPTION DRUG BENEFIT WITH A $ DEDUCTIBLE AND 25W COINSURANCE.

* INNOVATIVE BENEFITS COULD BE ADDED ONLY IFAPPROVED BY THE STATE

INSURANCE COMMISSIONER.



PREPARED STATEMENT OF KARL E. HANSEN

Mr. Chairman, members of the Subcommittee, thank you for giving the National
Association of Life Underwriters (NALU) the opportunity to testify today. My name
is Karl E. Hansen, CLU. I am President of Vita Insurance Associates in Mountain
View, California.

NALU, currently celebrating its centennial, is a federation of 1,000 state and local
associations. The 138,000 members of these associations are sales professionals in
life and health insurance and other related financial products.

We are especially pleased to testify before you on the issue of Medicare supple-
mental insurance. There has been much hyperbole over the past several months on
this issue. You have heard testimonials from individuals who claim to have been
sold a multiple number of Medigap policies. Let me state at the outset, as emphati-
cally as possible, that NALU does not promote nor condone any of these abuses in
the marketplace.

Although there seems to be little objective evidence about how widespread these
egregious practices have become, we want to join with you to help pass legislation
that will terminate the illicit activities of these "boiler-room operations."

As you know, the National Association of Insurance Commissioners' (NAIC) Con-
sumer Protection Amendments to the Medicare Supplement Model Act and Regula-
tion, adopted in December 1989 and passed in a number of states, includes various
new marketing restrictions and consumer protection safeguards. Ideally, we would
hope that Congress could defer to the NAIC untilthe model has been enacted by all
the states and a sufficient time has elapsed to see what happens before moving to
pass Federal regulations. However, we are cognizant of congressional concerns to
stop marketing abuses when they occur and we are willing to work with Congress to
stop these fraudulent practices.

Over the past several weeks, we have been working with Congressman Pete Stark
(D-CA), Chairman of the Ways and Means Subcommittee on Health, to develop a
package of reforms to protect and help consumers. We are pleased to inform you
that NALU, along with the National Association of Professional Insurance Agents,
the Independent Insurance Agents Association of America, and the National Asso-
ciation of Casualty and Surety Agents, strongly supports Mr.Stark's new proposal.

Let me briefly outline the nature of the package. Although all of the details have
yet to be worked out, we believe that it promises to be an excellent piece of legisla-
tion which deserves both congressional and industry support.

STANDARDIZATION OF BENEFIT PACKAGES

The proposal envisions that companies would be allowed to sell four different ben-
efit packages, ranging from standard to comprehensive. Each package would provide
for uniform language and format. There are several advantages to this approach.
Consumers could choose from a limited number of products containing some format
which would be generic in nature. Arguably, this would make it easier and less con-
fusing for senior citizens. In addition, with the uniformity in language, consumers
could compare apples to apples and oranges to oranges, thereby taking any mystery
out of the process.

DUPLICATION OF POLICIES

The proposal would prohibit the sale of duplicate policies. In addition, neither
agents nor direct mail companies could sell policies to Medicaid beneficiaries.
Agents, and presumably direct marketers as well, would be required to obtain a
signed affidavit from the consumer. On the affidavit, a question would be asked of
the client about whether he had any present coverage. If the answer is in the af-
firmative, no additional policy could be sold unless it was to replace the present one,
presumably with additional benefits or one which would conform to new Medicare
laws as amended by Congress. In an effort to regulate the sale of duplicate policies,
the Stark proposal establishes a Federal data-match system at th6 Department of
Health and Human Services (HHS) to monitor and facilitate the oversight of the
anti-duplication provisions of this legislation.

UNIFORM CALCULATION OF LOSS RATIOS

The proposal envisions a revised NAIC Model which would provide a uniform
methodology for determining loss ratios, calculated over a reasonable number of
years. It is our understanding that this is intended to solve the controversy over
whether projected loss ratios or actual loss ratios are the proper benchmark by
which to judge a policy.



PREEXISTING CONDITION AND MEDICAL UNDERWRITING REFORMS

The proposal would codify existing standards with respect to preexisting condi--
tions and waiting periods. Moreover, it establishes a six-month open enrc-llment
period when individuals become eligible for Medicare, or in the case of the working
aged, when they enroll in Medicare. Again, the intent we believe, is to improve
access and promote full coverage for individuals when they become covered under
Medicare. Consumers would have the advantage of obtaining more complete Medi-
gap coverage without some of the obstacles which have heretofore been a problem.

LOSS RATIOS FOR DREAD DISEASE AND HOSPITAL INDEMNITY POLICIES

The proposal establishes minimum loss ratios of 55 percent for dread disease and
60 percent for hospital indemnity policies if such policies are sold to or renewed by
Medicare beneficiaries. Such loss ratios would be calculated over a reasonable
number of years. Although there has been some question about whether the loss
ratio is an appropriate measure of the value of a policy, this proposal would essen-
tially codify what is presently in the NAIC model, at least for indemnity policies.
The current range in the NAIC model starts at 45 percent and goes as high as 60
percent, depending upon the type of policy (See the Guidelines For Filing Rates of
Individual Health Insurance Forms, Section II).

ADMINISTRATION

Under the Stark plan, the NAIC would revise its Medigap standard within six
months following the date of enactment. The Secretary of HHS would be required to
issue regulations within twelve months after the date of enactment; such regula-
tions would reflect the NAIC's revised standards, including uniform enforcement
standards, providing the NAIC's revised standards carry out the enacted Medigap
reform provisions.

States would have one year or the next legislative session to adopt the revised
standards. In addition, states would continue to regulate Medigap policies provided
the Secretary has certified that the revised Medigap standards have been adopted in
their entirety and fully enforced by the states. If a state fails to adopt the revised
standards, or enforce the standards, then policies sold in that state must be certified
by the Secretary. The policy would have to be approved by either the State or the
Secretary. Non-approved policies would be subject to a premium tax.

As I indicated-at the outset, the details are still sketchy and we expect that a
definitive package will be marked up in Mr. Stark's Subcommittee shortly.

It is our understanding that several members have endorsed S. 2640, proposed by
Senator Daschle. While we support the goals of the legislation and many of its pro-
visions, there are a few problems in the bill which must be addressed. First, we
oppose the provision to place further restrictions on first-year agent commissions at
150% of renewals. This is objectionable for a number of reasons. The NAIC has al-
ready revised its model to restrict first-year commissions at 200% of renewals. Al-
though we initially opposed the efforts by the NAIC to enact this provision, we have
agreed to abide by their decision and NALU is not lobbying the state capitols to
defeat it. Although we strongly disagree with the prospect of curbing abuses
through caps on agent commissions, we would ask you to give the NAIC model an
opportunity to work.

Before leaving the issue of agent commissions, let me make a few observations.
Agents provide valuable personal assistance to the elderly, especially thuse in rural
areas who might not have the same access to the choices in Medigap policies as
those in urban areas. Agents spend countless hours answering complex questions
about Medicare, explaining the advantages and disadvantages of certain policies and
their benefits, and assisting senior citizens with claims. Squeezing agent-sold policies
out of the market will only encourage more direct sales of products. While these
may be fine for some, seniors who need the assistance of an agent will find small
comfort in an 800 telephone number. With the increasing complexity of health in-
surance generally and Medicare rules, senior citizens need more guidance, not less.

Economically, reputable agents will be most adversely affected by limitations on
the compensation they may receive. These same law-abiding agents will have to
choose between spending less time with their clients or selling other insurance prod-
ucts to other consumers. To penalize those agents, and ultimately their clients, by
tacking on additional arbitrary restrictions on all agent commissions would be a dis-
service to the industry and consumers.

Reductions in commissions will not remove the incentives for unwarranted sales
or ill-advised replacement sales. Those who are violating the law will continue to do



so. It is the job of regulators to promote tough and effective enforcement of laws
designed to weed out and prevent abuses.

The second problem is the extent of agent liability. Although it is our understand-
ing that this is merely a drafting error, let us note it for the record. In terms of the
affidavit which the agent would provide to the consumer, the agent is required to
ask whether there is current coverage or if the individual is receiving Medicaid ben-
efits. We have no problem in making such an inquiry. In fact, most agents presently
inquire about their clients' insurance coverage. However, agents are only willing to
obtain the signed affidavit provided that only-a "good faith" effort is required. In
other words, our reading of the bill makes no provision for elderly consumers who
may be unsure of their other coverage yet tell the agent no other policies exist
when in fact there are. Our concern is that strict liability might be imposed. Agents
cannot be reasonably expected to investigate their clients, although they will happi-
ly record any and all information disclosed by such a client. As I indicated before,
we have been assured that this is either a drafting error or a different interpreta-
tion of what was intended.

Finally, our third major objection is the increase in loss ratios for Medigap poli-
cies. Initially, there is the question as to whether loss ratios are an accurate indicia
of good value. The recent study by Foster Higgins, "Loss Ratios on Medicare Supple-
ment Policies-Interpretation and Analysis," June 19, 1990, suggests they are of
limited consumer value. As the study notes, Consumer Reports in its June 1989 issue"endorsed the policies of several carriers with loss ratios on the order of 60-65% for
mature business because of the benefits made available." In addition, the ratio must
be sufficiently mature in order to be accurate. For example, it is not unreasonable
to have a low loss ratio- if there is little or no claims experience upon which to base
it. A sixty-five year old male who purchases a policy may be healthy for several
years and therefore the ratio of claims to premiums would necessarily be low or nil.
Moreover, companies may by necessity move to cut agent commissions to achieve
compliance with a higher loss ratio imposed by Congress. In our discussions with
some of the companies, their representatives have argued that with a profit margin
of 3% or less, they might have to either move out of the market or cut commissions
to stay in this line of business. Either action would be would be bad public policy.

While we hope that you would favorably consider the Stark proposal, we will be
happy to work with you and your staff in drafting a bill which is acceptable to the
Senate Finance Committee.

Thank you again for the opportunity to testify. I will be pleased to answer any
questions you may have.

PREPARED STATEMENT OF SENATOR JOHN HEINZ

Thank you Mr. Chairman for holding today's hearing, which, in the view of this
Senator, represents the culmination of more than a year's effort to develop an im-
proved regulatory framework for supplemental health insurance-one that protects
the purchasers of these policies rather than the sellers.

Over the past year, in hearings before the Special Committee on Aging and this
subcommittee, we have taken tally of the problems plaguing the market for supple-
mental health insurance. We heard about annual premium increases of up to 50
percent, about states without the enforcement stick to control questionable prices.

heard stories of beneficiaries being confused and coerced into purchasing multi-
Fle policies by overzealous agents and blatantly misleading advertisements. We
earned that it is nearly impossible for consumers to make meaningful comparisons

between policies on the basis of benefits and costs.
And, while we learned how insurers, agents and state insurance commissioners

contribute to these problems, we would be remiss not to place part of the blame on
the doormat of the Federal Government. After all, Congress and the Administration
have created a Medicare program that is cumbersome, complicated, and inadequate
in terms of covering the basic health care needs of our senior citizens. It is not sur-
prising that into this morass of poor policy stepped the insurance industry with
their Medigap plans.

Absent major Federal legislation to reform our health care system, our role today
is not to quash the Medigap market, but to assure a better quality product. The
Daschle/Heinz Medigap Fraud and Abuse Prevention Act would do just that.

Our bill, S. 2640, would simplify the purchase of a Medigap policy by limiting the
number of benefit packages available and standardizing the format, termirglogy
and benefits contained in each package. This would permit a true "apples-to-apples'
policy comparison and encourage competition based on price and benefits. S. 2640



would also improve loss ratios, require prior approval for rate increases, mandate
policies be guaranteed renewable, and prevent the sale of Medigap coverage to Med-
icaid recipients. Incentives for agents to "twist" or "churn" coverage would be mini-
mrized by reducing the allowable sales commission for new policies to no more than
150 percent of the commission for a renewal, and agents would be precluded from
selling duplicate coverage to a beneficiary.

Most importantly, the Daschle/Heinz bill would make consumer education a pri-
ority through funds for state-sponsored health insurance counseling programs for
Medicare beneficiaries-a concept developed by Senator Pryor and myself. Our
hearings made it clear that older Americans have at best a hazy grasp of protec-
tions offered under Medicare--and thus an uninformed approach to purchasing ad-
ditional coverage through Medigap. State counseling programs, such as Pennsylva-
nia's, have-proven invaluable to beneficiaries in an environment best characterized
by the phrase "caveat emptor"-let the buyer beware.

Although insurers and agents do not support all provisions of S. 2640, they have
expressed support of the bill's primary objectives and provisions. This hearing pro-
rides an excellent opportunity to focus on our areas of disagreement and learn how

we might best meet the goals of the legislation without disrupting the stability of
the Medigap market. I look forward to today's testimony and to working with con-
sumer and industry representatives over the days and weeks-to come to assure the
passage of comprehensive reform legislation.

PREPARED STATEMENT OF LINDA JENCKES

Mr. Chairman and Members of the subcommittee, I am Linda Jenckes, Vice Presi-
dent for Federal Affairs of the Health Insurance Association of America. The HIAA
is the principal trade association of the commercial health insurance industry. The
330 HIAA member companies underwrite over 85 percent of the private health in-
surance available from commercial companies in this country._Sixty HIAA member
companies underwrite Medicare supplement policies.

I am here today in responds to your request for our comments on the Medicare
supplement reform legislation before your committee. Those bills are: S. 2050 (Sena-
tor Kohl), S. 2189 (Senator Pryor), S. 2640 (Senator Daschle), S. 2641 (Senator
Riegle), and S. 3020 (Senator Chafee). After some general comments on the regula-
tion of Medicare supplement insurance, I will offer specific comments on some of
the provisions of these bills. We hope they will be useful to the committee.

Medicare provides our senior citizens invaluable basic protection against health
care expenses, yet three quarters of the program's beneficiaries also have private
health insurance to protect themselves against expenses not covered by Medicare. A
1989 survey by the HIAA revealed that about a third of those seniors with private
coverage in addition to Medicare have it provided by a former employer. Of those
persons with private coverage not obtained through former employment, 45.1 per-
cent purchased it through a group or association, 44.5 percent from an insurance
company or agent, 6.9 percent by mail and 3.5 percent belong to a health mainte-
nance organization.

Medicare is an extremely complicated benefit program-one whose details have
been modified over the years by Congress. Because most Medicare supplement bene-
fits dovetail with those provided under Medicare itself, they reflect that complexity.

Nevertheless, a great deal has already been done to help seniors understand both
Medicare and Medicare supplement insurance. Attachment I to this statement lists
the consumer protection measures presently in effect and currently being imple-
mented by all state insurance regulators. We believe that as the Congress decides
what additional Federal legislation is needed to protect purchasers of Medicare sup-
plement insurance, it will want to take into account the safeguards already in place
or currently being implemented by the states.

We can well understand that in the wake of the repeal of the Medicare Cata-
strophic Health Insurance Act, the Congress is especially interested in Medicare
supplement insurance and is considering legislation aimed at correcting marketing
abuses and assuring that seniors receive fair value for their insurance dollars.

LEGISLATIVE PROPOSALS

Proposals currently before the Committee would employ a variety of approaches
to deal with problems in the Medicare supplement marketplace. We appreciate the
concerns of the sponsors of these proposals and wish to work with you to craft solu-
tions to those problems.
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After studying all of the bills pending before committees of the Congress, the As-
sociation has developed a set of legislative recommendations-many of which are
very much like various provisions of those bills. We believe that our recommenda-
tions will effectively deal with problems in the Medicare supplement market. These
HIAA supported reforms, to be implemented within the current statutory frame-
work, would improve the value of Medigap coverage and alleviate problems in the
marketplace. They include:

* simplification of Medigap policies,
* guaranteed renewability of coverage,
" prohibiting the sale of Medigap policies to persons also enrolled in Medicaid,
" assuring that states have approved policies sold to their residents and the pre-

miums charged for them,
" prohibiting the sale of duplicative Medigap policies,
* counseling for seniors on their health insurance needs, and
* limiting delays in coverage for preexisting conditions.

There are provisions of various bills that we cannot support because they would
reduce tb- availability coverage. Of particular concern to the HIAA are proposals
which would have the Federal government:

* increase the minimum loss ratio requirements for individual and group Medi-
gap coverages,

* expand the Federal aegis to cover types of health insurance not sold primarily
to seniors,

• regulate agents commissions, and
* limit medical underwriting.

These points will be addressed in somewhat greater detail in the following com-
ments on the bills now before the Committee on Finance.

Counseling Medicare Beneficiaries: We would like to state our strong support for
immediate Federal legislation to promote health insurance counseling and assist-
ance to seniors. The Kohl, Riegle, Daschle, and Chafee bills all have worthwhile con-
sumer counseling and assistance provisions. We believe that seniors would benefit
most from a broadly focused counseling effort covering Medicare, Medicare supple-
ment insurance, long-term care insurance, Medicaid and other forms of health cov-
erage as provided for in Senator Pryor's proposal. Unbiased personal assistance has
been shown to be a great help to Medicare beneficiaries seeking appropriate health
coverage. Counseling programs already in existence have earned consumer support
and their value has been recognized by a recent resolution of the NAIC encouraging
'all states to develop them.

Similarly, the establishment of toll-free hotlines called for by the Kohl, Riegle,
Daschle, and Chafee bills to assist seniors with health insurance questions or prob-
lems would be a worthwhile and cost-effective initiative.

Increased Civil Penalties: The Kohl, Riegle and Daschle bills would impose much
higher Federal civil penalties for violations of prohibited practices. We do not
oppose such increases.

Agents and companies who knowingly commit abuses in marketing health insur-
ance to Medicare beneficiaries should be exposed and disciplined.

Sale of Duplicative Coverages: The NAIC consumer protection amendments now
being put into effect by the states deal effectively with the problem of seniors being
sold more than one Medicare supplement policy. They prohibit the sale of a policy
to a person who already owns one unless that person commits to dropping the first
policy. We support similar Federal legislation specifically prohibiting the sale of du-
plicative Medicare supplements. We believe such a law Vi ll greatly reduce Congres-
sional concerns about problems in the Medigap market place.

Agent Commissions: We believe that Federal legislation dictating how agents'
commissions are structured would be an inappropriate intrusion into the business
relationship between insurers and-their agents. It is a matter best left to the states.

Approval of Premium Rates: The Kohl and Daschle bills would require all states
specifically to approve any premium increases for Medicare supplement insurance.
We support this requirement. Virtually all states presently have such a require-
ment for individual policies, but many do not require approval of group premium
rates.

We cannot agree, however, with the Daschle bill's requirement that there be
public hearings whenever the increase requested exceeds a certain amount. Such a
requirement would be extremely burdensome and expensive both for multi-state in-
surers and for state insurance departments. In the end, hearings would only add to
the cost of the insurance.



Simplification of Medicare Supplement Policies: One often-heard criticism is that
while current Taw requires that Medicare supplements provide certain minimum
benefits, it does not limit the additional benefits a policy can provide. This results in
consumers being faced with too much variation among policies to make sound price
comparisons. The Daschle and Riegle bills would address this problem by limiting
the choices among policies to 10 standardized alternatives.

The HIAA has surveyed our major Medicare supplement underwriters to deter-
mine how much diversity there is in the nonmandated benefits offered to seniors.
We found that eight benefits are by far the most common. They are:

* payment of greater than the Medicare allowable charge under Part B;
* payment for additional-skilled nursing facility days during a Medicare certified

skilled nursing facility admission;
* private Duty Nursing;
* prescription Drug Coverage;
* foreign Medical Care;
* hospital services not covered by Medicare (e.g., private room);
* immunizations;
* ambulance charges not covered by Medicare.

Only one-tenth of one percent of covered persons in the survey had nonmandated
benefits other than these.

We are supportive of the concept of standardization, but do not believe it is either
advisable or necessary to limit consumers to choosing among a few prescribed alter-
native packages, as contemplated by the Riegle and Daschle bills. If the goal A to
simplify informed decision making by consumers, we believe it can be achieved in a
way which provides consumers a greater range of choices while allowing insurers
greater latitude to design competitive benefit packages.

Under the alternative system we have in mind, the Congress would require the
NAIC to develop a list of standardized optional benefits and uniform language and
formats to be utilized in Medicare supplement policies and outlines of coverage. In-
surers would be permitted to select whichever of these individual standardized bene-
fits they wished to offer in addition to the minimum benefit package currently re-
quired by the NAIC model regulation, but would also have to offer prospective pur-
chasers a policy containing only the minimum required benefits.

The outline of coverage, which must be given prospective purchasers, would con-
tain one column showing the benefits in the policy which- are required by law and
the total premium for those benefits. Another column would list the optional stand-
ardized benefits included in the policy and the total additional premium attributa-
ble to them. The outline would make it easy for consumers to determine the benefit
differences between policies and the cost of those differences.

As we understand Senator Chafee's bill, its provisions on standardization are
quite similar to what we would prefer. We would also like to state our support for
opening the Medicare supplement market to managed care alternatives, as Senator
Chafee's bill provides. The HIAA views managed care as a cornerstone for improv-
ing this country's health care financing and delivery systems. We, therefore, sup-
port the Medicare Select proposal as a modest step in the right direction.

We cannot, however, support that part of the proposal that would take program
safeguard funds from Medicare intermediaries and carriers and use them to pay for
the medical review activities of Medicare Select insurers. Subtracting from the
proven and highly cost-effective efforts of carriers and intermediaries to fund as yet
unproven Medicare Select insurers would be an unwise investment.

Hospital Indemnity or Dread Disease Policies: We do not agree that Federal action
is needed either to regulate the loss ratios or limit the sale of hospital indemnity
policies to Medicare beneficiaries. Hospital indemnity policies are not Medicare sup-
plements. Unlike Medigap policies, these policies are unrelated to Medicare and
they are marketed population-wide, not just to Medicare beneficiaries. Their loss
ratios, benefits, outlines of coverage, and marketing are controlled by states under a
separate NAIC model regulation.

Most seniors who own indemnity policies purchased them before becoming eligible
for Medicare. Indemnity policies do not duplicate benefits provided by Medicare or
Medicare supplement policies. Instead, they pay a stated cash benefit upon hospital-
izatiop. Another type of indemnity policy, sometimes called a "dread disease policy,"
pays various cash benefits based upon the type of disease being insured, i.e., cancer.
While indemnity policies are no substitute for a Medicare supplement policy, for a
person who bps a Medicare supplement, they may provide useful supplemental
income in case of serious illness.



One of our member companies surveyed its indemnity policy owners and found
that:

e 75 percent used the indemnity payment received to cover expenses related to
their illness not covered by other insurance;

* 50 percent used it to pay for post-hospital expenses such as home health care,
ambulance service or prescription drugs not covered by Medicare;

e 23 percent used it to pay for extra costs in the hospital such as having a private
room or a t.v.;

o 17 percent used it for transportation and parking costs for family members vis-
iting the hospital; and

* 13 percent used the payment to replace lost earnings.

Protection for these expenses, while certainly not as essential as the coverages
provided by Medicare supplement policies, may still be useful to have and should
not be denied the elderly. Effective consumer education, addressing all types of
health insurance available to seniors, as proposed in Senator Pryor's bill, is the best
way to counteract seniors purchasing too many of these policies and to persuade
current owners of multiple policies to drop excessive coverage.

Minimum Loss Ratios: The current Federal loss ratio standard for Medicare sup-
plement insurance is 75 percent for group policies and 60 percent for individual poli-
cies. Under the NAIC model, states may set higher standards if they find that their
demographic, geographic, and other characteristics make a higher requirement ap-
propriate

The General Accounting Office has reported that a number of insurers are not
meeting the minimum standards. However, the NAIC has noted that 95 percent of
the premiums paid for Medicare supplement policies in force longer than three
years are being paid to companies that are meeting the standard. The position of
the HIAA is that insurers should be meeting the loss-ratio standards as defined by
the states and that, as provided by the NAIC model regulation, regulators should
require premium reductions where-appropriate to assure that insurers do meet the
current standard. Raising the minimum loss ratios is unrelated to the problem of
insurers failing to meet the standard. Vigorous state enforcement of the standard is
the solution to that problem. We believe that the recently strengthened NAIC loss
ratio standards and reporting requirements will enhance enforcement and dramati-
cally increase the number of insurers meeting the requirements.

We do not agree, however, that the current 60 and 75 percent standards should be
raised. It is simply incorrect to assume that a high loss ratio is indicative of a policy
being a "good value" to the consumer. As was pointed out during a recent House
Energy and Commerce Committee hearing, a Medigap policy with a high loss ratio
can have a higher premium than identical coverage from another insurer with a
lower loss ratio. It is not a policy's loss ratio, hut rather its price, how well its it-ne-
fits suit the needs of the purchaser, and the dependability ef hm s urer offering the
coverage that determine whether one policy is a better value than another.

Loss ratios directly reflect how actively and widely an insurer markets its cover-
ages-the higher the degree of marketing activity, the lower the insurers loss ratio.
A significant increase of the loss ratio standards for individual Medicare supple-
ment policies will largely eliminate the use of agents in marketing this type of in-
surance. Before taking that step, the Congress should consider that it is agents who
effectively reach individuals who are not reached by other marketing methods. Com-
panies that do not use agents will incur lower loss ratios if they broaden their mar-
keting strategies to reach the seniors now located by agents.

We have become very concerned about some of the ideas that have been expressed
concerning loss ratios. A loss ratio is not a measurement of profit. It is a standard of
reasonableness used by state regulators to review how much an insurer is paying in
claims as compared to its costs of marketing and administering the product. Be-
cause the subject is so very complicated, we commissioned an independent consult-
ing firm to write a paper explaining the significance of loss ratios and how they
may vary due to operational differences between insurers. We have attached that
paper to this statement and urge that it be studied by anyo-..,. interested in the loss
ratio issue.

As stated previously, we also do not support the Federal government subjecting
policies that are not Medicare supplements, such as hospital indemnity policies, t(.
the same loss ratio standards as Medicare supplements. That is a matter that
should be left to the expertise and experience of the states and the NAIC, which is
studying the issue.



Health Insurance Sales to Medicaid Beneficiaries
Under the Riegle and Daschle bills, insurers would be prohibited from selling

Medicare supplement policies to Medicare beneficiaries who are also on Medicaid.
We think that such a prohibition might be 'Worthwhile, but would like to point out
that at least one state prohibits insurers from asking applicants if they are on Med-
icaid.

The Daschle bill also provides that when a Medicare supplement policyholder be-
comes eligible for Medicaid, the insurer must suspend coverage indefinitely, while
the policyholder retains the right to reinstate coverage if he/she becomes ineligible
for Medicaid at some later date. New York, Oregon, Washington and Minnesota ask
whether Medicaid enrollees have private coverage and will pay the premium for
them if doing so would reduce Medicaid's liability for their health care expenses.
Several other states are considering adopting this cost-containment strategy. While
we understand the intent of this provision, we note that its adoption would have the
effect of increasing state Medicaid costs.

Having offered these observations, I would like to emphasize that the HIAA does
not condone the sale of unneeded health insurance to people on Medicaid and will
certainly cooperate with whatever workable measures the Congress'decides to enact
on this question.

We are pleased to have had the opportunity to appear before you today. We know
that you recognize the value of Medicare supplement insurance in helping the elder-
ly meet the substantial health care expenses that Medicare does not cover. We
share your interest in seeing that supplemental policies continue to offer fairly
priced, ethically marketed protection, and that our policyholders are satisfied with
their coverage.

If you have questions, I will be glad to respond now or, where it might be neces-
sary, submit information for the hearing record.

ATTACHMENT I.-STATE REGULATION OF MEDICARE SUPPLEMENT INSURANCE

Under current law, whenever a person eligible for Medicare applies to purchase
any type of health insurance they must be given a government- written "Guide to
Health Insurance for People with Medicare." It contains a good basic discussion of
Medicare, Medicare supplements and other types of private health insurance, and
gives sound advice on shopping for coverage. Also, at the time application for a
Medicare supplement policy is made, the applicant must be given an outline of cov-
erage in a format prescribed by the government that shows 1) what Medicare pays
and does not pay, and 2) which of the supplemental benefits provided by the policy
are required under the minimum standards .or such policies and which of those
benefits are additional to the minimum requirements.

This information is provided to all applicants before a policy is issued to them and
each applicant has a 30 day "free look" period following issuance within which to
cancel the coverage at no cost to themselves.

New Consumer Protection Provisions: As required by the Medicare Catastrophic
Benefit Repeal Act of 1989, the states are now improving their regulation of Medi-
care supplements by adopting certain new requirements. These new rules were pro-
mulgated by the National Association of Insurance Commissioners (NAIC) last De-
cember. Under these important new consumer protection provisions:

* Individuals purchasing Medicare supjplement insurance policies cannot be can-
celled for any reason except for failure to pay the premiums or a material misrepre-
sentation.

e People obtaining coverage under group Medicare supplement insurance policies
are no longer subject to loss of coverage if their membership in that group ceases or
the group policy itself terminates. They will be offered continuation of coverage
through an individual policy.

* The sale of duplicative Medicare supplement policies is banned.
" Insurance companies and agents, when soliciting applications for Medicare sup-

plement insurance policies, are required to obtain additional information concerning
applicants' past and present health insurance coverage. This information will verify
that individuals do not own more than one Medicare supplement policy.

* In order to assure that sales of duplicative Medicare supplement policies do not
occur, insurance companies are also required, annually, to review their records for
persons who have more than one Medicare supplement policy and report their find-
ings to the states.

e When seniors purchase a new Medicare supplement policy to replace one they
already own, the new NAIC requirements will:
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-Prohibit the new insurer from imposing any new preexisting condition limi-
tations or waiting periods for benefits being replaced; and

-Limit the front-end loading of agents' compensation in order to lessen their
incentive to replace adequate existing policies.
If they have not already done so, insurers are required to establish written mar-

keting procedures to assure regulators that both existing and new consumer protec-
tion requirements are complied with.

* Such marketing practices as twisting, cold load advertising, and high pressure
tactics are prohibited as part of the sale of Medicare supplement insurance policies.

These new consumer protection provisions are in addition to existing state regula-
tions which:

" prescribe the minimum benefits that a Medicare supplement must provide,
" require that policies automatically adjust to changes in Medicare deductibles

and copayments,
e specify the information that must be provided by an insurer or agent when a

policy is sold or updated,
" prohibit many types of policy limitations or exclusions, and
* require insurers to meet loss-ratio standards involving the ratio of claim pay-

ments to premiums.

In addition to its broad authority to regulate insurance, virtually every state has
in effect the "Unfair Method of Competition and Unfair and Deceptive Acts and
Practices in the Business of Insurance" statute.

Finally, insurance departments have other sanction- authority such as their agent
licensing laws which also enable the state to issue fines, revoke licenses and publi-
cize the results of disciplinary actions.
Enclosures.
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LOSS RATIOS ON MEDICARE

SUPPLEMENT POLICIES -

INTERPRETATION AND ANALYSIS

INTRODUCTION

Medicare Supplement regulatory attention and concern have focused
on loss ratios since the first NAIC Model Regulation was adopted
in late 1979. While loss ratios have been an important
regulatory tool, they have been subject to considerable
misunderstanding. This paper has been written to provide
background information -- quantitative and qualitative --
concerning loss ratios. The paper considers basic conceptual
points, such as the relationship of loss ratio and policy value.
It also contains detailed technical analysis concerning the
progression of loss ratios over time, and the impact of that
progression on minimum standard compliance. Our intent is to
eliminate misunderstandings and improve the ability of
governmental bodies to develop and enforce appropriate minimum
standards.

Foster Hig-ins
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SUW4AY

Loss ratios for health insurance policies represent the ratio of
claims to premiums. This paper includes background information
concerning loss ratios, and considers their application to
regulation of individual medicare supplement policies. The major
points developed are as follows:

Management Tool: In health insurance, loss ratios are a
tool used by financial managers to monitor emerging
experience, and adjust premium rates when necessary to mst
objectives. Care should be taken in using loss ratios for
other purposes to ensure the application is reasonable and
appropriate. In our view, loss ratios do not represent a
measure of policy value, or a return on investment, and
should not be used as such.

Regulatory Applications: Minimum loss ratio standards
should allow for the existence of different type of
operations providing different types of coverage using
different types of distribution systems. If t'o conditions
are present, minimum standards should not act t exclude any
one type of operation, even if that type has significantly
lower loss ratios. Those conditions are:

- The cost of the products provided by that type of
operation are acceptable from a public policy
perspective, and

- Differences in the products offered by that type of
operation create legitimate issues of consumer choice.

M Medicare Supplement Market: In the medicare supplement
market there are, in fact, several different types of
operations using different types of distribution systems.
Differences in operations of commercial carriers, including
marketing methods, operating costs, and products result in
lower target loss ratios for their products. minimum loss
ratios for these types of operations should be set based on
an independent assessment, as described in the preceding
paragraph. To do otherwise would be to risk excluding
viable classes of operations and carriers from the market.

* Consumer Value: Consumers consider a number of factors in
assessing the value of an insurance policy:

- Price,
- Benefits available,
- Carrier reputation, especially concerning service and

solvency, and
- Terms of coverage, including preexisting condition

clauses and other health status requirements.
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Loss ratios do not enter into this assessment, since the
consumers generally do not know what the loss ratios are,
and price is more important than loss ratio. A higher loss
ratio does not imply a lower premium rate, as illustrated in
this paper.

Consumer Reverts, in its June 1989 issue, endorsed the
policies of several carriers with loss ratios on the order
of 60-65% for mature business because of the benefits made
available.

Loss Ratio Compliance: NAIC data for 1988 shows commercial
carriers largely in compliance with minimum loss ratio
requirements for mature business under the current 1IAIC
Model Regulation. Average loss ratios for mature business
(policies issued prior to 1986) were about 66%, well over
the 60% minimum used in most states, as well as the 65% used
in some.

Loss ratios for all medicare supplement business in 1988
(new and mature combined) were generally consistent with
loss ratios for other types of individual coverage during
1987/1988 -- slightly over 60%.

Caution should be exercised in drawing conclusions from one
year's data. since the year may not be reDresentative.
However. the data demonstrates a degree of compliance far
greater than suaested by Drior studies, when separate data
on mature business was not available.

Foster Higeins



SECTION I

LOSS RATIOS - DEFINITION AND USE

The loss ratio for an insurance product is defined as the ratio
of claims to premiums. In health insurance, loss ratios are used
as a tool by financial managers to:

* Determine whether emerging claims experience bears the
desired relationship to premium income.

* Adjust premium rates to the appropriate level when it
does not.

Analysis of this type is performed using a target loss ratio,
which represents the ratio of claims to premiums desired by
management. The target loss ratio is set by-

- Estimating the expense ratio (the ratio of expenses,
taxes, and profit charges to the premium rate), and

° Subtracting the expense ratio from 1.00.

For example, if expenses, taxes, and profit charge will total 38%
of premium, then the target loss ratio will be 62%.

Loss ratios are often used for purposes other than those for
which they were originally intended. When this is done, care
needs to be taken to ensure the application is reasonable. For
example, we do not believe loss ratios are an appropriatee tool
for measuring the value of a policy to its purchaser.

Insurance and Financial Management

A risk is an event of uncertain financial impact which may occur
at some future date. People buy insurance to protect themselves
from risks by pooling their economic resources. Under an
insurance or risk pool arrangement, each participant contributes
funds -- premiums -- which are used to reimburse the members of
the pool who have suffered covered losses -- claims.

To be financially sound, the premiums must exceed the cost of
operations. Claims typically represent the largest expense, but
the costs of forming and maintaining the insurance pool can also
be significant. The types of nonclaim expenses which may be
incurred are:

Direct marketing expenses (e.g. agent's commissions,
direct mail printing & postage)
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" Marketing support (e.g. product development, marketing
management)

" Underwriting (e.g. classification and control)

* Nembership Administration (e.g. billing, change of
address)

" Claims Administration (e.g. payment of claims,
preparation of claims reports)

* Taxes -- federal, state, local

" Regulatory Compliance

Investment income generated on positive net caLh balances, if
any, would reduce net expenses.

Premiums are generally set equal to the total of:

0 Estimated claims, plus

• Estimated expenses and taxes (net of investment
income), plus

* A risk or profit charge.

The sum of the last two items, divided by the premium, is the
expense ratio defined above.

Nonclaim expenses are often fairly predictable, although there
are exceptions. For example, compliance expenses for medicare
supplement policies incurred because of the implementation and
repeal of the catastrophic program would have been difficult to
predict.

On the other hand, claims for health insurance are difficult to
predict with precision. Therefore, proper management of health
insurance calls for:

• Monitoring the level of emerging claims in relation to
the allowance in the premium rate, and

" Adjusting premiums to an appropriate level as needed.

Loss ratios -- the ratio of claims to premiums -- are used by
insurance managers to help perform this function.

Foster Higgins
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TYDOs of Loss Ratios

There are several different types of loss ratios: -

Target or desired loss ratios: The loss ratio standard
established by management when the premium rates are
set, developed by subtracting the expense ratio from
1.00. The target loss ratio may be the same for all
years of coverage, or it may vary by policy year,
depending on the type of company and its pricing
methodology.

Historical or experience loss ratios: The actual ratio
of claims to premiums for some period in the past.
Historical loss ratios may be developed based on the
actual claims paid during the period (paid loss ratio)
or the claims which the insurer incurred a legal
obligation to pay (incurred loss ratio).

Anticipated or orojected loss ratio: The loss ratio
expected for some future period. This would be the
same as the target loss ratio if no experience data
wern available. Otherwise, it would be based on the
historical loss ratio, projected to reflect changes in
claims due to inflation, etc., and may reflect changes
in premiums as well.

In preparing to market a new line of business, a company will
establish target loss ratios. Once sales have begun, historical
los, ratios will be calculated using emerging experience data.
Periodically, projected lops ratios will be developed from the
historical data. Typically, the projected loss ratios will be
developed assuming premium rates are unchanged. These projected
loss ratios are compared to the current target loss rat'.o, which
may differ from the original targets, to determine the L-quired
change in premiums.

FosterHig ins
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SbCTION 2

LOSS RATIOS - REGULATORY APPLICATIONS

Summary

Loss ratios have bean adopted by regulators as a means of
defining whether premium rates for a policy are reasonable in
relation to the benefits provided. Rates for policies with loss
ratios below a predetermined minimum standard are deemed to be
unreasonable.

For some types of coverage, including medicare supplement, there
are several different types of carriers providing coverage.
Regulators need to consider :%ow the operations conducted by these
carriers differ, and how minimum standards should allow for the
associated differences in:

o Operating expenses.

* Premium rating practices.

Otherwise, some types of operations may be inadvertently excluded
from the market because of inability to comply.

Consistency of standards by type of carrier, operation and
coverage is also important. Loss ratio standards for individual
medicare supplement policies have been stricter than those for
'ndivi~ual health insurance coverage in many jurisdictions.
However, in recent years commercial carrier loss ratios for
medicare supplement and other forms of individual health
insurance have been about the same.

Differences in Carriers and ODerations

When carriers, or the operations they conduct, differ with
respect to marketing strategy, enabling legislation, or other
characteristics, it is likely that operating costs will differ as
well. As a result, differences in target loss ratios should be
expected.

Suppose, for example, that there were two types of carriers
providing a given line of coverage, and that the first, Type A,
had significantly lower costs and higher target loss ratios than
Type B. In setting minimum loss ratios, regulators need to
consider points such as:

" Are their significant differences in their operations?

* Do operational differences result in differences in
costs which are reasonable and legitimate?
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• Considered independently, are the costs of the
operations of a Type B carrier acceptable?

" Are there differences in the target markets, terms of
coverage, and benefits and services offered by the two
types of carriers?

Suppose there are differences in operations, and the associated
differences in costs are legitimate. In addition, suppose the
Type B costs are acceptable, and elimination of Type B carriers
would restrict consumer choice or access to coverage. In our
view, it would be difficult to rationalize setting minimum loss
ratios at a level which would exclude Type B carriers, or the
types of operations they conduct, from the market.

The next two sections provide information designed to assist in
performing the analysis described above. Section 3 Include3 a
discussion of the carriers in the medicare supplement market, and
differences in the types of operations they conduct. Sec ion 4
covers issues related to consumer choice.

One important difference in carriers or operations which often
arises concerns premium rate setting policies. Minimu loss
ratio standards should be designed to allow for legitimate
differences in premium rate setting practices. These types of
issues are described in section 5.

Consistency of Standards

The NAIC Model Regulation for medicare supplement policies calls
for a 60% or 6b% minimum loss ratio. Other forms of individual
health insurance coverage are typically required to have a 55%
minimum loss ratio. While the standards for other coverages are
wore liberal, actual loss ratios experienced by commercial
carriers for medicare supplement and other coverages have been
about the same in recent years -- a little over 60%.

For example, the A. M. Best Company Aggregates & Averages reports
show that, during 1987 and 1988, commercial carrier experience on
guaranteed renewable, collectively renewable, and noncancellable
policies was as follows:

Premium Loss
Yea Income Ratio

1987 $8.9 billion 60.8%
1988 $9.7 billion 63.7%

Total $18.6 billion 62.3%

This total loss ratio is very consistent with the 61.9% loss
ratio for all commercial carrier individual medicare supplement
policies in 1988, as reported in the 1988 NAIC loss ratio data.

Foster Higgins
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SECTION 3

THE MEDICARE SUPPLEMENT MARKET

sulmary

There are several different types of organizations providing
medicare supplement coverage under different operational
approaches. Differences in the type of organization and
operation affect the marketing strategies employed, which, in
turn, can affect the market segments served. As a result, their
costs of operation are very different, as are their historical
loss ratios.

These differences make it difficult to assess the reasonableness
of the loss ratios of one type of operation based on comparison
to another. We believe that operations conducted by commercial
carriers in selling individual medicare supplement policies are
often sufficiently different from other operations to warrant
independent consideration with respect to minimum loss ratios, as
described in the prior section.

Tves of Carriers

The three major types of organizations providing medicare
supplement coverage are:

• Commercial insurance carriers

* Associations

* Blue Cross/Blue Shield Plans

Often times, these different types of carriers differ with
respect to the types of operations they conduct.

Commercial carriers may provide coverage through employers on a
group basis, as well as to individuals through agents or by
direct mail. Associations tend to solicit applications from
their members through various types of member communications.

It ir difficult to generalize about the Blue Cross/Blue Shield
system, because its membership is so diverse. Most Blues plans
provide coverage to both employer groups and to individuals. In
marketing to individuals, some plans will use agents, just like
the commercials. More commonly, especially in the Northeast,
Blues plans will make coverage available through a combination of
group conversions and direct applications. -Under the group
conversion approach, coverage is offered to employees aged 65+
who are retiring from Blue Cross covered groups. With direct
applications, coverage is made available to anyone who applies
directly to the plan.
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This paper is primarily concerned with individual coverage. To
help illustrate the differences between carriers, the discussion
focuses on three distinct types of carriers and operations:

* Commercials using agents

* Associations using direct mail

* Blues plans using group conversions and direct
applications

Marketing Strategies

The three different types of business operations differ primarily
with respect to their marketing strategies and objectives. These
differences, in turn, result in differences in costs for
marketing and other functions. The primary differences relate to
the breadth of the target market, and the aggressiveness with
which it is pursued.

Commercial Carriers: For commercial carriers, the
target market is very broad. That is, any person over
age 65 in a state where the carrier is licensed and
does business could, potentially, obtain coverage from
the carrier. Marketing activity and costs for this
type of operation will increase in tandem. That is,
the higher the agents' commissions, the higher the
activity and associated cost of coverage for the
individuals sought out.

Associations: Associations, on the other hand, are
much more focused. Coverage is usually restricted to
the association's members. This does not mean that the
target market will be small. Far from it. An
association may have membership in the millions.
However, in focusing on its membership, such an
association would be able to conduct an active
marketing campaign at lower cost than commercial
carriers, for several reasons. For example, some
organizations would have continual access to lists of
members about to turn age 65 -- who are prime
candidates for medicare supplement coverage -- which
could be used to generate high response, cost effective
direct mail campaigns. The tax status of the
organization may allow for additional competitive
advantages in the cost of operations.

Blue Cross/ Blue Shield: A Blues plan conducting
operations along the lines described above would be
conducting two types of marketing campaigns at once.
Group conversions represent a very focused, active, low
cost type of marketing effort. Coverage is made
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available only to former members of the plan's insured
groups, and only at one point in time -- either upon
turning 65, or at retirement.

Alternatively, the market covered by direct
applications is very broad, similar to the market for a
commeralal carrier. As noted above, some plans will
approach the market similar to a commercial carrier.
Others, however, often approach this broader market far
less aggressively. Marketing efforts may rely largely
on occasional newspaper ads and word of mouth. In some
plans, coverage cannot be purchased on a year round
basis. Rather, application can only be made during
special "open enrollment" peorods which last one to two
months. This more passive marketing approach is, at
times, a reflection of the regulatory environment.
Blues plans forced to provide coverage at subsidized
rates -- common practice in some parts of the country
-- could suffer financially if too much medicarfi
supplement coverage is written.

Comparisons and Choices

Due to differences in operations, the appropriateness of one type
of cc-rier's loss ratios cannot be assessed by comparing them to
another. Medicare's loss ratio, imputed to be on the order of
98%, has been compared to commercial carriers$ as a means of
demonstrating the latter's lack of efficiency. Appendix I shows
why this comparison is neither informative nor relevant.

Historically, Blue Cross/ Blue Shield plans have had higher loss
ratios than commercial insurance carriers selling individual
medicare supplement policies. For example, the NAIC 1988
experience reports show that, in 1988, commercial carriers with
at least $250,000 in premium had an average loss ratio of 66.1%
for mature business (business written prior to 1986). Blue
Cross/Blue Shield plans had an average loss ratio of 93.4% for
mature business.

In our view-this comparison is largely irrelevant from both
regulatory and consumer perspectives. The operations conducted
by the two types of carriers are often different, and the Blue
Cross loss ratios are artificially high due to subsidies,
implicit and explicit, in some jurisdictions. As a result, the
comparison does not suggest one type of carrier or operation is
superior to another.

While similar datais not available for association groups,
similar comments wotld apply if it were. Therefore, in out view,
minimum loss ratioi for commercial carriers or any other group
should not be set based on comparisons to other carrier types.
Rather, they should be developed based on analysis of the types
of operations they conduct.

Foster Higgins
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SECTION 4

CONSUMER VALUE

Assessment of policy value is a personal, subjective exercise.
In evaluating a policy, a consumer needs to consider whether it
covers the right services at an affordable price. Other
important concerns are the carrier's financial strength,
solvency, and commitment to service. Perceived value varies
from person to person. It is unlikely that any one carrier has a
policy which is right for all people in all situations.

Many people need or prefer to have an advisor such as an
insurance agent assist with this type of evaluation. There are
people who would likely never purchase needed coverage if not
approached by an agent.

Within reasonable bounds, policy value cannot be assessed based
on loss ratios. In developing its list of recommended policies,
Consumer Reports did not use loss ratios as a basis for
comparison. Its highest rated policy was sold by a company --
Banker's Life and Casualty -- which has experienced loss ratios
as low as 60% for mature business.

Assessment of Value

In assessing policy value, some of th6 primary concerns are:

,_ered Services: The NAIC Model Regulation specifies
certain, minimum benefit levels for medicare supplement
policies. However, consumers are faced with a wide
range of optional bersefits. These include:

- Prescription Drug.

- Excess Part B Charges.

- Part B Deductible.

The first two are often considered to be very valuable
options. In his paper, "Outpatient prescription drug
spending by the Medicare population", Dan Waldo
estimated that the average person over age 65 will use
over 18 prescriptions per year in 1991. At a cost of -
over $20 per prescription, the average total bill will
exceed $400. For many users, costs will run into the
$1,000s.
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While this coverage is valuable, it is often hard to
obtain. Insurers are concerned about anti-selection --
many people can assess their need for prescription
drugs very accurately. In addition, insurers are
worried about high trends on drug coverage, since drug
prices are largely under the control of the
manufacturers.

In the Wisconsin Individual Medicare Supplement
Insurance Policy Study for 1990, for example, it is
offered only by two carriers -- Blue Cross and State
Farm. If the person is in poor health, coverage may
only be available from State Farm, because Blue Cross
requires a health statement. In 1989, AARP plans which
provided drug benefits covered only 50% of costs up to
a $500 annual maximum. This would cover most people
adequately. However, it would leave people with large
prescription bills -- about 10% of the population --
with large out-of-pocket expenses.

Coverage of Part B charges in excess of Medicare
approved charge limits, while expensive, is also a
valuable benefit. While some states, such as
Massachusetts, restrict a physician's ability to make
such-charges, most do not. Many hospital-based
physicians will not accept assignment, resulting in a
significant liability for Medicare bensficiariel who
are hospitalized. Consumer Re2orts noted that many
Blues plans do not cover this type of expense.

Alternatively, coverage of budgetable items, such as
the Part B deductible, may not be consider-d to be a
valuable item, since the amount involved is budgetable
($75 per year). However, many insurers do not give the
consumer a choice in this area, and include it as a
mandatory benefit (e.g. 9 of the carriers in the
Wisconsin study).

Price: Price is also an important element in assessing
value. However, price will not necessarily vary with
historical loss ratios, for a variety of reasons. (A
high historical loss ratio may moan that-the carrier is
in need of a rate increase.)

A carritsL %ve v both a lower hiItn' .- F rza atio
and lower premium rates than another carrier for
similar coverage. For example, the 1988 NAIC loss
ratio study showed American Family Mutual with a 58%
loss ratio, while Blue Cross of Wisconsin had a 65%
loss ratio. However, in the 1989 Wisconsin rate study,
American Family Mutual's rates were lower than Blue
Cross' by a minimum of 11%, and by as much as 25% at
some ages.
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Aggregate premium rate comparisons aside, premium
rating practices often call for variations in rates by:

- Geographic Location

- Age

- Sex

These types of variations can give one carrier or
operation an advantage with some groups of people, and
another advantages with others. They introduce
differences in price which may offset differences in
loss ratios.

Availability: Most carriers place some types of
restrictions on who can purchase coverage. Generally,
the purpose of these restrictions-is to help ensure
that new enrollees are in reasonably good health,
although there may be other reasons. Regardless of the
reason, the point is that coverage is not available to
everyone who wants it when they want it.

Associations will restrict coverage to their own
members, although this may be only a minor restriction
where it's easy and inexpensive to join. Commercial
carriers and some Blues plans screen applicants using
health questionnaires, rejecting applicants in
extremely poor health, while other Blues plans use open
enrollment periods to achieve the same end. Coverage
under group conversions is usually only made available
during a brief period following termination of
employment.

Solvency. Insurance is of no value if the carrier
can't pay the claims. Some carriers may have lower
loss ratios because they have properly assessed the
cost and risks associated with this and other types of
business, and have not been prohibited by regulators
from setting premiums at a proper level. The added
protection afforded to policyholders can be of
considerable value.

At the present time, insured have considerable flexibility in
selecting the coverage they want based on these and other
considerations.
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Services Of Agents

Service is an important element of any product delivery system,
especially insurance. For commercial carriers, service is often
provided through their agents. Agents perform such services as:

" Educating customers concerning their needs for
coverage.

" Helping customers select a carrier and a package of
benefits.

o Helping customers interpret policies and file claims.

Properly performed, these types of services can and should be
considered a type of benefit associated with the policy.
Coverage has no value if it is not purchased, or purchased too
late. To the extent that agents reach people who would not act
in a timely way to purchase insurance, they are performing a
legitimate service, and deserve to be compensated. The cost of
these services are reflected in the loss ratios of policies sold
by agents, but the associated reduction in loss ratio does not
automatically decrease policy value.

ImWact on Minimum Loss Ratio Standards

The policies offered by commercial carriers will be perceived as
having higher value than those offered by other types of carriers
by some consumers, and as having lesser value by others.
Reputable observers, including Consumer Re2orts, have concluded
that these commercial carrier policies may, at times, have higher
value than policies offered by other types of carriers.
Regulators should carefully examine the potential impact of
changes in minimum loss ratios on consumer choice to ensure that
the public benefits from the change.
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SECTION 5

PREMIUM RATING AND LOSS RATIO COMPLIANCE

smnxr

Commercial carriers often develop premium rates which provide for
loss ratios which increase over time. This approach works to the
advantage of policyholders who keep their coverage enforce for
several years, since it can reduce long-term premium rate
requirements.

Minimum loss ratio standards need to be properly structured and
applied for carriers using this type of premium rating approach
to comply. The current NAIC Model Regulation is a reasonable
type of standard in this regard, in that it applies its loss
ratio standards on a policy lifetime basis. The NAIC Model also
requires policies to meet the loss ratio standard by the third
year. This latter requirement can conflict with loss ratio
progressions under some premium rating methodologies.

The prior standard was less clear in terms of its application to
policies of different durations. Some regulators and observers
applied loss ratio standards on a year-to-year basis, while
others applied them on a lifetime basis. In our opinion, such
differences in interpretation distorted the compliance record of
commercial carriers.

Commercial Carrier Ratina

Commercial carriers often develop premium rates which allow for
loss ratios which increase by policy duration. They do this
primarily because they have a substantial investment in new
business. That is, the commissions paid to agents, or the cost
of a direct mail solicitation campaign, represent an investment.
This investment must be recovered over the life of the policy.
Lower loss ratios at the early durations allow more of this
investment to be recovered in the early policy years, thereby
reducing future charges to long-term policyholders. This is
demonstrated in Table 1.

In this table, policyholder premiums for a hypothetical portfolio
are developed under two alternative rating strategies -- Constant
Premium Rate and Constant Loss Ratio. Under the constant premium
rate approach, rates are the same in all policy years. Loss
ratios increase over time because per capita claims increase due
to aging, inflation, and other reasons. Under the constant loss
ratio approach, premium rates increase proportionately to claims.

In this example, the carrier provides medicare supplement
coverage to 100 people in 1990. The number of people covered
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reduces 20% in each of the next two years -- a fairly standard
cancellation rate for this type of business. For simplicity's
sake, results are shown only for the first three years of
coverage, but this does not affect the legitimacy of the example.

Under each approach, the total premium collected wer the three
year period is the same -- $132,720. This results in a 60% loss
ratio over the three year span. While the total premium
collected over the three years is the same, policyholders who
retained their coverage paid an average premium rate of $543.93
in the third year under the constant premium rite approach. This
is 10.1% less than the $605 rate paid under the constant loss
ratio approach.

The example shows that variations in loss ratio by duration can
help to reduce premium rates over the longer term, which is
desirable for the people who keep their coverage in force.

Compliance -- Current NAIC Model Reulation

The NAlC Model Regulation calls for the minimum individual loss
ratio standard to be applied over the entire period for which
rates are computed. In applying this standard, the regulation

/ includes separate guidelines for policies in their first 3 years,
and policies in durations 4 and later. It applies as follows:

* For policies in force less than 3 years, the expected loss
ratio in the third year must meet the minimum standard.

For policies which have been in force 3 or more years, both
the actual incurred loss ratio for the most recent year and
the expected incurred loss ratio over the period for which
rates are calculated must exceed the minimum standard to be
deemed reasonable.

These guidelines were first included in the model regulation in
late 1987.

Guidelines of this type allow commercial carriers needed
flexibility in designing premium rate scales. Historical data
suggests that commercial carriers can and will comply with this
type of standard.

The 1988 NAIC study on medicare supplement experience contains
data on, commercial carriers with total annual premiums of over $2
billion for individual medicare supplement policies. In the
study, loss ratios for calendar year 1988 were shown separately
for policies:

* Issued through 1985, which were three years old by the end
of the study.
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• Issued after 1985, which were in their first three years
during the study.

The study showed that, for policies issued through 1985:

Commercial carriers had an average actual loss ratio of
66.1%, which is substantially higher than the standard 60%
minimum, and also exceeds the 65% minimum used in some
states.

* Carriers with average loss ratios in excess of the standard
60% minimum accounted for 87% of total premium.

• Average total annual premium per carrier for carriers in
compliance was about $7.9 million, almost 3.5 times the $2.3
million average for carriers not in compliance.

Certainly caution is necessary in interpreting results from a
study covering one year, especially since the NAIC has indicated
that the numbers are subject to change. However, the study does
not support the notion that most commercial carriers fail to
comply with minimum standards.

In this study, carriers with mature business which were not in
compliance with the 60% standard tended to have smaller
portfolios than those which are. Some of these smaller carriers
may have been in the process of "learning" the business, and will
comply in the future. Others may never learn, and pose a long-
term regulatory problem. However, the total volume of business
written by these carriers is relatively small.

Com2oliance -- Prior NAIC Model Reaulation

Prior to 1988, the NAIC Model Regulation did not include
guidelines concerning application of the standard to new and
mature business. Consequently, interpretation and application of
the standard varied. State rate filings indicate that some
insurance departments applied the standard on a one year basis,
whereas others applied it on a policy lifetime basis. That is,
some insurance departments required the anticipated losa ratios
for the coming year to be at least 60% (or 65% where
appropriate), whereas-others required the combined loss ratios --
historical and anticipated -- over the life of the policy to be
at least 60% (or 65%).

The distinction is important, because it is very possible for a
carrier to comply with the lifetime standard, while failing the
one year standard. This is demonstrated by the examples in
Appendix 2.

Differences in opinion concerning how to apply the guidelines,
combined with limitations on available data, distorted the
compliance picture for commercial carriers. Prior to 1988, the

Foster Higgins
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major analyses performed by GAO, including its report of October
1986, were based on historical data for new and mature business
combined. This data could only be used to measure compliance on
the year-to-year basis referenced above. As a result, many more
commercial carriers appeared to be below the 60% minimum than
would have been the case if the current guidelines were to apply.

Table 1

Rating Strategies

Constant Premium Rate Strategy

Number of -
X r Subiber

Annual
Premium
Ratea

Total
Premium
IncoMe-

Total
Caims

100 $543.93 $54,393 $30,000

80 543.93

64 543.93

43,515 26,400

Loss
Ratios

55.2%

60.7

34,812 23,232 66.7

Totals $132,720 $ 79,632

Constant Loss Ratio Strategy

60.0

Number of
X=a Subscribers

Annual
PremiumRate

100 $500.00

80 550.00

64 605.00

Total
Premium Total Loss
Income ML=s Ratios

50,000 $30,000 60.0%

44,000 26,400 60.0

38,720 23,232 60.0

Totals $132,720 $ 79,632 60.0%

Foster Hgins
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APPENDIX 1

Loss ratios under the Medicare program are often compared to
those for comnercia. insurance carriers to show that Medicare is
more efficient. We believe this comparison is inappropriate, as
shown below.

Medicare's Los& Ratio

Based on the 1988 Trustees' reports, Medicare expenditures (in
millions) for 1987 were:

PArt A Prftr Total

Benefit Payments: $50.0 $29.9 $79.9

Expenses: $ .8 $ .9 $ 1.7

Total: $50.8 $30.8 $81.6

If the total expenditures are used as a proxy for premium income,
then the loss ratio on a paid basis for 1987 would be 97.8%
(79.9/81.6).

Some critics of commercial insurance carriers, who often have
loss ratios on the order of 55-70% on a one year basis, have used
this type of statistic to infer that Medicare operates far more
efficiently than insurers. This comparison is inappropriate for
the following reasons:

" Differences in Charge Base: On a per capita basis,
Medicare benefits are far higher than benefit costs
under medicare supplement policies. Since the benefit
costs are higher, Medicare costs can be spread over a
larger base. The resulting economies of scale distort
the loss ratio comparison.

" Marketing Expenses: Medicare has a largely captive
market. Most retirees turning age 65 are automatically
enrolled In Part A when they apply for Social Security.
Part B premiums are such a bargain that about 90% of
the eligible population enrolls. As a result, Medicare
costs include almost no component for marketing. For
commercial carriers, this is usually the largest single
component of expense.

" Taxes: Medicare is not subject to state premium tax,
federal income tax, or other taxes and licenses.

* Risk/Profit Charaes: The approach used to develop the
loss ratio ignored the potential need for any risk
margin or profit charge. Under typical commercial
carrier operations, a risk or profit charge is needed
to maintain the carrier's surplus position and provide
a return to shareholder-

Foster Hmns
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claims. If sales, premium tax and profit loadings are
20.0%, 2.5% and 3.0% respectively, then administrative
expenses will be 8.2% of total premium. That is:

.1238 X (1-(.200 +.025 + .03)] - 8.2%
1.1238

Therefore, adjusting for the charge base calls for an
increase of 6.0% (8.2 - 2.2) in the loading for
administrative expenses.

Karketina Costs: In drafting this paper, we interviewed
several major commercial carriers concerning their
commission scales and other sales related expenses. It is
very difficult to compare sales expenses between companies.
Differences in contractual relations with agents and other
sales management result in differences in the portion of
total costs covered by commissions versus internal
marketing costs. Based on our discussions we believe 20% is
a reasonable estimate of the average total annual cost of
commissions and other sales expenses.

Taxes and Profit Charges: Taxes and profit charges are
based on loadings observed in commercial carrier rate
filings. Profit changes are net of investment income.

Foster Higains
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E*Denses from Other Sources: The expenses charged to
the trust funds do not include all the costs which are
properly chargeable to the program. Other costs which
should be considered include:

- General Management costs attributable to executive
branch functions performed by Office of Management
and Budget, Office of Personnel Management, etc.

- General Management costs associated with
activities of the U.S. Congress.

Medicare's loss ratio cannot be compared to a commercial
carrier's until it is adjusted to the level at which it would be
if it conducted operations on a similar basis. In our opinion,
adjusting for the first 4 factors would reduce the Medicare loss
ratio to 66% if it were a typical commercial carrier selling
business through agents. The adjustments are as follows:

* Reduction in Charge Base: 6.0%
• Marketing Costs: -20.0%
• Premium Taxes: -2.5%
* Profit Margin: -3.01

Total Adjustment: -31.5%

Medicare Loss Ratio - pre Adj. 97.8%
Medicare Loss Ratio - post Adj. 66.3%

Details concerning each of these adjustments are outlined below.

Therefore, even without adjusting for the fact that the Trustees'
report does not include all program expenses, we can reconcile
Medicare expenditures with a 66.3% loss ratio for commercial
carriers. Based on this analysis, Medicare does not appear to be
far more "efficient" than commercial carriers.

Development of Adjustments

The adjustments were developed as follows:

Charge Base Adjustment: Attachment I compares expected per
capita costs during 1989 for the Medicare program with the
costs for a typical medicar, supplement policy. Medicare
costs are 5.5 times typical medicare supplement costs. Both
sets of expected costs were developed using our cost
analysis system. The level of expected costs for medicare
supplement, adjusted for prevailing loss ratio levels, is
consistent with premium rate levels published by state
insurance departments.

Under Medicare, expenses are 2.2% of total costs, or 2.25%
of claims. Decreasing the claims base by a factor of 5.5
increases the relative level of expenses to 12.38% of

Foster Higgins



APPENDIX 1

ATTACHMENT 1

Medicare and Medicare Supplement

Per Capita Claim Costs

Calendar Year 1989

Medicare

Part A: $1704

Part B: 1113

Total: $2817

Typical Medicara Suppleeent Policy

ft=i.A
Deductible: $151

Coin./Life. Res.: 37

365 Non Ren. Days: 19

Total: $207

PartB

Deductible: $ 58

Coinsurance: 251

Total: $309

- Grand Total: $516

Medicare/Medicare Supplement - $2817 / $516

- 5.5

Foster Higgins
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APPENDIX 2

Commercial carriers often design premium rate scales in a manner
which results in loss ratios which will increase over time. This
is done in part to keep long-term costs low.

The way this is done, the loss ratio for a given year may appear
very low when compared to:

- the loss ratio for mature business (business more than
3 years old)

- the average loss ratio over the life of the policy.

Studies based on one year's loss ratios may, therefore, distort
the compliance picture when compliance is defined using the
former types of measures. The following examples show why this
happens.

Loss Ratios - One Year's Issues

Attachment 1 illustrates the year-by-year progression of loss
ratios for a hypothetical portfolio of medicare supplement
policies issued by a typical commercial carrier. Specifications
for this hypothetical portfolio are included as Appendix 3.
Specifications are based on:

- The Foster Higgins Retiree Health Care Cost Analysis System,
a standardized pricing system based on Medicare statistics
supplemented by other published data.

a A review of selected commercial insurance carrier rate
filings.

We believe these specifications are reasonable and realistic.
However, they are not likely to be representative of the
experience of any one carrier.

The attachment shows the year-by-year experience -- premiums,
claims, and loss ratios -- over the first 20 years after issue in
1996 for 100 insureds. The annual loss ratio climbs from a low
of 50.7% in the first year, to 62.61 in the third year, to 65.6%
in the fourth and subsequent years. Over the first 20 years, the
average loss ratio is 61.2%. Discounted at 8%, the loss ratio
based on the present value of premium and claims is 60%. Thus,
the policy could satisfy either a lifetime standard, or a 60%
third year historical standard.

Loss Ratios - Multiple Issue Years

The example in Attachment 1 is oversimplified, in that it only
considers 1 year's issues. In actual practice, a carrier would
be issuing p-icies each year. Attachment 2 illustrates a
scenario where the carrier issues 100 Policies in 1990 and each

Foster Hmgigins
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APPENDIX 2

ATTACHMENT I

Annual Loss Rati1s

100 Isues in 1990

LOSS
CLAIMS PREMIUM RATIO

38.165
34,970
31,883
27,727
23.053

19,248
16,069
13.420
11,102
9,094

7,363
6.881
4,649
3.635
2,809

2,143
1,609
1,195

877
636

TOTALS $255,529

$183,159

75.326
61,754
50,941
42,287
35.158

29,356
24,507
20.467
18,932
13,869

11,229
8,970
7,090
5,543
4,285

3.268
2,455
1,823
1,338

971

$417,568

$305,226

0.7%
5.6%
62.6%
65.6%
65.6%

65.6%
65.6%
65.6%
65.6%
65.6%

65.6%
65.6%
65.6%
65.6%
65.6%

65.6%
65.6%
65.6%
65.6%
65.6%

61.2%

60.0%

FosterH ggins

1990
1991
1992
1993
1994

1995
1996
1997
1998
1999

2000
2001
2002
2003
2004

2005
2006
2007
2008
2009

PRESENT
VALUES
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subsequent year. As the attachment shows, year-by-year loss
ratios will increase more slowly as a result of issuing new
business because policies in the early durations with lower loss
ratios are included. Despite this slower increase in year-by-
year loss ratios, however, the carrier is still in compliance
with the 60% standard on both-a lifetime basis and a third year
basis.

Attachment 2 shows that issuing new business can depress annual
loss ratios. It stands to reason that new business growth will
further depress annual loss ratios. Attachment 3 illustrates the
impact of two alternative growth scenarios:

" Scenario A: No Growth (100 Issues per Year)

- Scenario B: 5% Compound Growth (100 Issues in 1990,
105 in 1991, increasing to 155 in 1999)

In this attachment, we have limited the projections to 10 years.
Compound growth rates of 5% cannot be sustained over the long
term, and we do not mean to imply that they can.

Growth in new business further depresses the year-to-year loss
ratios. As the attachment shows, after 10 years, a 5% growth
rate in new business will reduce the loss ratio to the level of
the 60% target. This occurs even though the carrier is in
compliance with a lifetime standard and third year historical
standard. This shows that year-to-year loss ratios cannot be
relied on to draw conclusions about compliance even when the
block of business is relatively mature.

Foster H igins
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APPENDIX 2

ATTACHMENT 2

Annual Lou Ratis

100 Issues Each Yewr

AN PoIs Polide in Duratis 5.

LOSS
Ms CLAMS PREMIUM RATIO CLAIMS PREMIUM

75.326 50.7%
137,079 53.4%
188,020 55.9%
230,307 67.6%
265,465 58.7%

294,821 69.4%
319.328 59.8%
339.795 60.2%
356,727 60.4%
370,596 60.6%

381.825 60.6%
390.795 60.9%
397,885 61.0%
403,429 61.0%
407,713 61.1%

410,981 61.1%
413,436 61.2%
415,259 61.2%
416,597 61.2%
417,568 61.2%

27,727
50,780

70.028
86,097
99,517

110,619
119.713

127.075
132,957
137,606
141.240
144.050

146.193
147.802
148,997
149,875
150.511

42,287
77,445

106,801
131.308
151,775
168,707
182,576

193,805
202.775
209.865
215,409
219,693

222,962
225,416
227.239
228,577
229,548

LOSS
B=L6

65.6%
65.6%

65.6%
65.6%
65.6%
65.6%
65.6%

65.6%
65.6%
65.6%
65.6%
65.6%

65.6%
65.6%
65.6%
65.6%
65.6%

TOTALS $3,992,394 $6,632,954 60.2% $1,990,785 $3,036,190 65.6%

Foster Hligins

BEST AVAILABLE COPY

1990
1991
1992
1993
1994

1995
1996
1997
1998
1999

2000
2001
2002
2003
2004

2005
2006
2007
2008
2009

38,165
73,135

105.017
132,744
155.797

175,045
191,114
204,534
215,636
224.730

232,093
237,974
242,623
246,257
249,067

251.210
252.819
254.015
254,892
255,629
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APPENDIX 2

ATTACHMENT 3

Annual Loss Ratios

100 Issmes Each Yew

SCENARIO A.- NO GROWTH

Policies in Durations 3+

LOSS
YEA C LAIMS PREMIUM BM

1990 38,165 75.326 50.7%
1991 73,135 137.079 53.4%
1992 105,017 188,020 65.9%
I 99 132.744 230,307 57.6%
1994 155.797 265,465 58.7%
1995 175.045 294,821 59.4%
1996 191.114 319.328 59.8%
1997 204.534 339.795 60.2%
1998 215,636 s5.727 60.4%
19m 224,730 370.596 60.6%

LOSS
CLIMS PREMIUM

27,727
50,780
70,028
86,097
99.517

110.619
119,713

42.287 65.6%
77.445 65.6%

106,801 65.6%
131.308 65.6%
151,775 65.6%
168,707 65.6%
182,576 65.6%

TOTALS $1,515,916 $2.577,464 58.8% $564,479 $860,899 65.6%

SCENARIO S: 5% GROWTH

Polices in Durations 3+

LOSS
XTB CLAIMS PREMIUM RATO

1990 38,165 75,326 50.7%
1991 75.043 140.846 53.3%
1992 110.678 198.829 55.7%
1993 143,939 251.057 57.3%
1994 174,188 298.768 58.3%
1995 202.146 343.062 58.9%
1996 228.322 384.722 59.3%
1997 253.158 424.425 59.6%
1998 276,918 462,578 59.9%
1999 299,857 499,577 60.0%

LOSS
CLAIMS PREMIUM RATIO

27,727
52.166
74,023
93.792

111.902
128.599
144.123

42,287 65.6%
79.560 65.6%

112.894 65.6%
143.045 65.6%
170.664 65.6%
196,129 65.6%
219,805 65.6%

TOTALS $1,802,413 $3,079,191 58.5% $632,332 $964,384 65.6%

Foster Higagins
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APPENDIX 3

Specifications

Hypothetical Medicare Supplement Portfolio

Distribution of Issues by Ace

A",

65-69
70-74
75-79
80-84

Percentage

45%
25
15
15

Claims Costs and Premium Rates for Selected Ages in 1990

Annual Claim Cost by
Year of Coverage

Annual Premium
Rate

Year 2 Year 3 Year 4

427.50

522.50

570.00

450.50 490.00

530.00 605.00

601.00 660.00

AILAars

$ 589.75

758.75

926.75

1,011.00

Cancellation Rates at Selected Ages and Durations

Duration

3

.165

.190

.205

.250

A

.160

.185

.210

.260

.150

.180

.220

.270

.145

.185

.230

.280

I
.140

.190

.240

.290

A
.150

.200

.250

.300

2
.160

.210

.260

.310

.170

.220

.270

.320

Interest Discount - Present Value Calculations

Foster Higgins

BEST AVAILABLE COPY

A
65

70

75

80+

XeAr"

$ 297.50

382.50

467.50

510.00

Ag

67

72

77

82

2

.170

.195

.215

.250

.175

.200

.225

.250
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PREPARED STATEMENT OF WAYNE R. LINDLEY

Mr. Chairman and Distinguished Members of the Subcommittee: We are pleased
to be invited here today to discuss the merits and benefits of establishing a Federal
grant program for state health insurance information, counseling, and assistance
programs.' Chris Arnold, the Director of the California Department of Aging, has
asked me to speak on this issue oni behalf of the Department's Health Insurance
Counseling and Advocacy Program (HICAP). Terri Kennedy, Program Manager for
Inland Counties Health Systems Agency HICAP, has assisted me with today's testi-
mony. We will first review the need for counseling programs. Then we will discuss
the cost effectiveness of this approach and the flexibility of state counseling pro-
grams. Finally, we will summarize our points in the conclusion.

Imagine for a moment you are 76 years old and newly widowed. Your children are
in another state. You have recently been released from the hospital and a nursing
home, and are receiving some home health care. You are also receiving several-bills
from different providers. It looks like you owe these providers well over $10,000.
These bills keep coming every month. Some say "DO NOT PAY, THIS IS NOT A
BILL, INSURANCE HAS BEEN BILLED." Others are notices from collection agen-
cies:" IF WE DO NOT RECEIVE PAYMENT BY THIS DATE WE WILL BE
FORCED TO SEEK LEGAL REMEDY .... ." You have always paid your way and on
time. But how do you know what you really owe? Should you just pay them all so
you can sleep at night, if you even have the resources to do so? Who can explain
this to you? How can you possibly get well with all this pressure?

The stress of circumstances such as the preceding example is not uncommon.
Once an individual pays a medical bill, it may be very difficult to obtain a refund
later. This scenario is an everyday occurrence, somewhere in the United States. In
California last year, the Health Insurance Counseling and Advocacy Program
(HICAP) counseled over 50,000 people. With over 500 volunteer Counselors, and
about 60 local Full-Time Equivalent professional staff in support, we have been for-
tunate to launch one of the most comprehensive assistance programs in the nation
in service to over 4 million constituents (see attachment B). Unusual in tight finan-
cial times, both Governor Deukmejian and the California Legislature have support-
ed the concept of beneficiary counseling with real resources. However, while other
states would like to start similar programs, the resources generally are not avail-
able. We hope our testimony here today will provide a little more insight into the
value we see in making available Federal grant funds to start or support counseling
programs throughout the United States and its territories. What California's HICAP
has shown is that, with sufficient support, volunteer based programs can be an im-
portant factor in reducing the burden of health care costs on our elderly citizens.

THE NEED FOR COUNSELING AND EDUCATION

The methods for financing acute and long-term care have become more complex
since Medicare's enactment in the mid 1960s. The average person can get lost in the
plethora of conflicting interests, rules, and carefully worded private insurance
policy contracts. While employed, a person may have good coverage and may think
such conditions will last forever. Upon retirement, however, a person can be
shocked to find coverage by both Medicare and private insurance is not what it was
assumed to be. The irony of health insurance is that after years of paying premi-
ums, it is only after a claim is filed that many find themselves perplexed about a
denial of payment. Why should this occur? It occurs because the average person
does not understand the comple,.ities of health insurance and relies instead on sales
literature or presentations. What is stated in advertising, however, is not a contract.
Education and counseling can help. There are three hints I would like to make
about the need for more public access to education and counseling.

First, the problems of interpreting what health insurance will do for you is not
only an age related problem. Many younger people do not adequately understand
their coverage either. People who happen to have good coverage while employed (in-
cidentally, a condition we are seeing deteriorating as corporations seek benefit cost
reduction), often do not question their coverage, so long as the costs seem reasona-
ble. Unions and corporate risk managers are more involved than the average
worker. It is not until an individual is faced with obtaining an individual policy that
contract language is a concern. Unlike buying a car, an individual cannot "kick the
tires" of an insurance policy. Many younger persons are just as susceptible as older

'For the purposes of this testimony, the generic term "counseling program" applies to all
forms of such programs currently existing and generally as described in S. 2189.
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individuals to accept the word of an insurance agent that a particular policy will
come through when needed. Insurers will pay claims based on their own interpreta-
tion of contract terms and phrases, that had a different meaning to the consumer
when the policy was initially advertised and sold All consumers could benefit from
better education on what to expect from health insurance.

In a sales presentation, an agent told a woman that her new Medigap
policy would cover her while living abroad. The policy, however, did not
cover her while she was out of the country. Through HICAP's intervention
the HICAP Counselor arranged to have the agent refund the premium for
the period of time she was out of the country ($495). She had not under-
stood the actual contract provisions, but accepted instead what was adver-
tised.

Second, while all age groups have difficulty understanding health insurance, the
elderly are particularly vulnerable to false or misleading insurance sales practices
for two important reasons: (1) Medicare is generally misunderstood as being com-
plete in its coverage of illness and, especially, long-term care needs, and (2) fear.

ear is the "great motivator." Advertising health insurance relies upon the motiva-
tion of fear (look at a few samples of long-term care insurance advertising to see
this point). For the elderly especially, the cost of health care or long-term chronic
disability care is known to deplete assets which are intended to last an individual's
full life expectancy. Fear of long-term illness or custodial care in nursing homes is
more of a reality with retired elderly than it is with younger generations. "Impover-
ishment," "ward of the state," "burden on children" are the kind of phrases one
hears from senior (or near senior) consumers for wanting to purchase as much in-
surance as possible. If not knowledgeable about the facts, the elderly are thus more
likely to be sold excess insurance. The Special Committee on Aging has estimated
the elderly purchase over $3 billion in unneeded health insurance each year in the
United States. Counseling and education of the elderly population would go a long
way toward preparing consumers to protect their interests.

A distraught 72 year old woman presented a letter to the local HICAP
Counselor from a collection agency demanding payment of $1,947 stemming
from her husband's earlier open heart surgery. Under duress, she almost
paid the bill, but because she had received assistance from HICAP before,
she called. The letter contained no information to identify the provider of
service, the date of service, or the total billing. The HICAP Counselor called
the collection agency and in an ensuing investigation, the agency found
errors in the billing. It had been an assigned claim for which no bill had
ever been presented for payment. The HICAP saved her $1,947 on the first
error and an additional $1,542 on a second error discovered in the process.
Aside from the savings, this woman obtained peace of mind.

Third, laws and regulations, and enforcement of the laws and regulation, are two
very important components of consumer protection in health insurance. By adding
education and counseling to regulation and enforcement, it forms triad approach
that complements each element. A low-cost counseling program in each state is an
economical and cost beneficial way to strengthen consumer protection as an en-
hancement to existing regulation and enforcement. We have found that regulation
has not always been enough, that public education and personal counseling can
make a difference. The problem with more law and regulation is that for every hole
plugged, there seems to be a surplus of clever ways to spring new leaks. This is a
never ending effort. If we see counseling programs as an equally important partner,
we go a long way toward assisting the consumer. In addition, counseling programs
are in the unique position to discover and document problems that need to be cor-
rected through regulation and enforcement.

HICAP Counselors in a rural mid-state county helped two couples cancel Medi-
care supplement insurance policies sold to them by the same insurance agent. It ap-
peared the agent may have used unethical sales tactics in selling the policies. The
HICAP Counselors were able to have the clients' previous insurance reinstated with
no new waiting period for pre-existing conditions. The total reimbursement recov-
ered for these clients was $3,939. In addition, the Department of Insurance was noti-
fied and an investigation started as a result of HICAP's intervention.

STATE COUNSELING PROGRAMS-A COST EFFICIENT ALTERNATIVE -

According to a May 1990 Consumers Union survey, state counseling programs are
cost efficient ways to directly help people. Wisconsin, for example, claims nine dol-



104

lars saved for every program dollar expended. We know from California's experi-
ence that more savings can be generated than the program costs, even considering
the relatively greater resources California contributes to the program. These re-
sources have established a comprehensive network of over 500 volunteer Counselors
backed up by professional and legal staff. Consider the fact that in Fiscal Year (July
1 to June 30) 1988-89, California's HICAP reported savings of $4,689,231 to the cli-
ents and the state. That is almost a two dollar savings for every dollar spent in the
program ($1.75 per dollar). Since late 1987, the HICAP has reported $10.7 million in
savings. 2 In many instances, personal client savings can amount to several thousand
dollars, with an average savings around $900 per client.3

State counseling programs also save time and expense for Federal programs. In
California, the close working relationship between the Health Care Financing Ad-
ministration (HCFA) District Office and HICAP has relieved the Federal office of
many constituent problems. California's Peer Review Organization (PRO), California
Medical Review, Inc. (CMRI), has stated that HICAP is a major contributor to get-
ting information out to service providers and the public, making their job of educa-
tion a little easier. Local Social Security offices refer clients to the HICAP routinely.
In the two counties of Riverside and San Bernardino for example, the Social Securi-
ty Administration (SSA) has made as many as 150 referrals a week to the local
HICAP agency.

In addition to these direct savings, there is also "cost avoidance" which is consid-
erably more difficult to measure, but nevertheless important. The Federal and state
governments save money every time an individual can postpone spending down
their resources and becoming eligible for Medicaid. Education and counseling can
very often develop options for the client aimed at maximizing their independence
and minimizing the need to spend their assets. Good pre-retirement planning also
helps to avoid the necessity for the state or Federal governments to intervene pre-
maturely.

THE FLEXIBILITY OF STATE COUNSELING PROGRAMS

Seventy-two year old Mrs. X was in a cafeteria of a major U.S. Air Force
base in California when she collapsed. Medics rushed to the scene and CPR
was applied. She was immediately taken to the base hospital for emergency
surgery to repair a ruptured abdominal aneurysm. She subsequently spent
37 days in intensive care and an additional 14 days on a ward. She is now
recovering in a nursing home. For her stay at the Air Force hospital, Mrs.
X received a bill for $24,700. She was told by the hospital's billing depart-
ment that she was the sole responsible party and although non-Medicare
approved hospitals can, under certain circumstance, be reimbursed directly
by the Medicare program, this fact was unknown by the military hospital.
Consequently, Mrs. X's account was turned over to collections with an in-
terest of $150 added to her bill monthly. She wrote or called every resource
that she could think of, to no avail. Medicare would pay if the hospital
would bill the Medicare program directly. Instead, she was threatened re-
peatedly for non-payment. Before HICAP was contacted, she finally agreed
to pay $700 a month, with a 7 percent interest rate, out of her income of
$965 per month and savings of $35,000.

It is difficult to comprehend how a seriously ill, 72 year old woman with complete
medical coverage through a government insurance program, and supplement insur-
ance, could end up privately paying with interest and penalties, literally stripping
her of most of her zv naining assets. Needless to say, when HICAP intervened on
Mrs. X's behalf, shd. was finally heard. We do not claim that every person assisted
by our program has a case as obvious as Mrs. X, however, our point is that no law
or regulation in and of itself would have helped Mrs. X. A counseling program and
the personal attention to her case from a consumer vantage point did.

2 Includes data only between FY 1987-88 and FY 1989-90. Data on savings before 1987 was
not documented, otherwise this amount would have been greater.

2 Savings are identified and calculated on the actual dollars returned to the client or state
because of refunds, reductions or deletions of already billed amounts, and-payment to the client
by a third party (such as another insurance policy or an HMO), or the monetary equivalent
saved by preventing or postponing what would otherwise be an out-of-pocket expense to the
client without HICAP's intervention. These are the total dollars saved in a maximum 12 month
period, despite the fact that savings can be generat-.' Ior many years, as in the case of eliminat-
ing excess insurance. Annual Report to the Legislatzf, Health Insurance Counseling and Advo-
cacy Program for FY 1988-89, Issued February 1990.
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Consumers Union reports that there are currently 12 states that have independ-
ently developed counseling programs. There are at least a dozen more states inter-
ested in starting programs immediately, provided the resources can be developed.
The existing programs range from more narrowly defined functions for specific con-
sumer complaints within departments of insurance to much broader programs, such
as California's HICAP, that offer education, counseling, and legal assistance on a
full range of topics related to health insurance and health plans. Programs can be
housed within departments of insurance or in departments of aging. For example,
Washington state s Senior Health Insurance Benefits Advisors (SHIBA) program is
about 12 years old and proven to be very successful by linking the training expertise
of the department of insurance to local volunteer counselors. Wisconsin's Elderly
Benefits Assistance Program moved from pilot status to statewide status in 1984,
and, under the Bureau on Aging, uses Area Agencies on Aging and professional
staff to administer the services.

Each existing state program has in common the desire to assist senior consumers
face-to-face with the problems of health insurance. In a recent meeting of existing
state programs and interested states, four goals were established for all such pro-
grams: (1) Educate the public and beneficiaries, (2) provide one-on-one counseling for
seniors with problems, (3) advocate for the consumer's rights, and (4) support the
enforcement of law, regulation and ethical practice. With low budgets for the most
part (with the exception of California, many operate under $200,000 and others tem-
porarily "redirect" existing personnel or resources from other commitments) the
counseling programs are successful at reaching and educating thousands of seniors
each year. With sufficient resources, existing programs can expand services greatly
and states now contemplating programs can begin.

State counseling programs are highly flexible in conforming to the specific needs
of the service population in each state. From the experience to date, there are two
critical keys to the success of state counseling programs: (1) they are sponsored by
state regulatory or consumer organizations independent of conflict of interest, and (2)
they rely on volunteers to expand services beyond a core professional staff.

These programs can be at the center of networks such as the state regulatory
system and the aging services network to form an efficient information grid un-
matched by any private concern. Departments of insurance can work closely with
departments of aging, and vice versa. This provides access to all the essential prob-
lem solving entities. Referral of program clients to other services in the aging net-
work is an important asset of these programs, as is the state counseling program an
important referral point from Federal, state, and local interests. State sponsored
counseling programs are able to keep up with latest trends and changes in the
system and are becoming more skilled at sharing information with fellow state pro-
grams.

State counseling programs can provide an element of trust that is missing from
other forms of "counseling" (or marketing) offered within the industry. Our experi-
ence with industry counseling programs has reinforced our concern about conflict of
interest. For example, in 1988, Aetna came to California and other states to orga-
nize a "counseling program" in a joint venture with the Area Agencies of Aging.
However, the use of Aetna's name and logo on consumer materials developed under
the program was fraught with conflict of interest problems. Because of California's
existing state program and general resistance, Aetna subsequently dropped the idea
in California. In another example, the California Association of Life Underwriters
(CALU) established the Senior Citizens Health Insurance Counseling (SCHIC) as a
public service program. Once again, because licensed agents were able to sell poli-
cies to clients counseled, the conflict of interest issue was raised.

State counseling programs work with Federal agencies and quasi private "watch-
dog agencies." In California, HCFA, California Medical Review, Inc. (PRO), the De-
partment of Insurance, and the Department of Corporations work together with
HICAP. This network forms a series of checks and balances heretofore missing from
the consumers' vantage.

State counseling programs now have the flexibility to meet many different de-
mands surrounding the acute and long-term care issues of interest to most seniors,
and this flexibility should not be restricted in Federal statute. For example, meeting
the demand for benefits counseling of the pre-retirement population may be equally
important to post retirement counseling, since many problems can be avoided if edu-
cation is provided early enough. Also, states should be encouraged to counsel on
aging issues, related public and private plans such as Medicare, HMOs, and PPOs.
In the future, there may be a need to turn this expertise to the fast changing world
of ever-more-creative long-term care financing concepts. In short, state counseling
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programs can keep up with the changing times and can be close to people, consumer
oriented, and connected in a way that cannot be replicated by any other alternative.

CONCLUSION

The alternatives are: (1) continue the status quo (2) charge an existing Federal
agency to provide counseling in addition to its existing functions, or (3) provide the
means to assist states in developing volunteer supported counseling programs. As
we have mentioned in the body of this testimony, we believe experience has shown
us that state counseling programs offer cost efficient services .... especially when
using trained volunteer Counselors.

The status quo offers no answers for the tens of thousands of elderly consumers
faced with serious decisions and problems involving health insurance. Into the this
vacuum will come dozens of insurance industry counseling programs and hundreds
more local counseling services offered by "financial planners" and- "insurance spe-
cialists" to add significantly to the existing confusion. There will be no stable and
reliable place to go for help.

Charging an existing Federal agency, such as the Social Security Administration,
to add counseling to their already extended work load would more likely be wishful
thinking more than a substantive answer. It is unlikely that the Social Security Ad-
ministration, or any other Federal organization, can afford to expand their mission
in this regard without added expense and internal biases. These agencies have not
traditionally operated large volunteer based services distributed on the local level.

The advantages of state administered counseling programs are: (1) they can top
the resource networks of the regulatory system, aging services and, consumer advo-
cacy, (2) by using trained volunteers supported and supervised by professionals, they
are cost efficient and far reaching, (3) they provide an objective source of informa-
tion without conflict of interest, (4) they are trusted (especially if locally trained,
registered, and supervised peer volunteer Counselors are used and, (5) they provide
consistency by forming a nationwide network of consumer information and assist-
ance tailored to the unique characteristics of each state.

We recommend in principle that counseling programs be developed in all states
and territories of the United States. We further recommend that any Federal stat-
utes: (1) allow states flexibility in designing programs, (2) encourage a broad range
of services offered in counseling programs, (3) encourage departments of insurance,
commerce, or other similar state entities to work with departments of aging, and
vice versa, (4) establish a clearinghouse function that will serve the needs of pro-
grams for keeping up to date with private insurance products and Federal insurance
programs, laws, and regulations.
Attachments.
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C aliforna Department of Agng

Annual Report to the Legislature
on the

Health Insurance Counseling
and Advocacy Program

L BACKGROUND

A. PRODUCTION

1. Legislative Authority

This report is submitted by the California Department of Aging to the California
Legislature pursuant to Welfare and Institutions Code, Section 9756 (Chapter 1464,
Statutes of 1984, AB 2419).

The 1984 legislation establishing the Health Insurance Counseling and Advocacy
a(HICAP), under the auspice of the California Department of Aging, requires

the t to contract for the provision of community education, counseling, and
legal representation to as many Medicare beneficiaries as possible. These services
provide assistance to people with Medicare and health insurance problems. The
legislation also requires the Department to report to the Legislature each January,
detailing tl expendtur, of funds appropriated for the purposes of this legislation and
the savings realized by the State and Medicare beneficiaries through the Program.

2. Puro of this Report

The purpose of this report is to provide information on the performance of the
FICAP and its 24 projects located throughout the State. This information not only
serves the purpose of meeting the requirements of State law, but it also serves as
the Program's Annual Report to the public.

Since FY 1985-86, HICAFs emphasis has been to develop and support a network
of local projects capable of providing a full range of Medicare and health insurance
counseling services. These local projects are responsible for canying out the
legislative mandates of the Program for Medicare beneficiaries.

This report reviews the performance activities of the HICAP over the 12-month
period from July 1, 1988 through June 30, 1989 (FY 1988-89).

As a public communications document, this report provides: 1) performance
statistics on the assistance provided (see Section H1A.); and, 2) information on cost
savings for the HIICAP clients and for the State (see Section C).

4. 1izymigt

For the purposes of this report, a "client contact" is one person served p=r episode
who may or may not have been served more than once by a project in any particular
fiscal year. Although an effort is made to reduce the number of "duplicative" counts,
the Management Information System does not uniquely identify and track each person
served. Therefore, some duplication is assumed even though it may be a small
proportion. Attention should be paid to any qualifying remarks and footnotes.

Data reported herein may not reflect the trends of the Program currently as there is a
delay of from 6 to 12 months in the reporting cycle.
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B. DESCRIPTION OF THE HICAP PRQJCTS

1. List of Locil HICAP Projects

Throughout this report, references will be made to the HICAP projects, particularly in
tables and charts. Each of the HICAP projects has a service delivery jurisdiction of
one or more counties (none less than a single county). Therefore, we have developed
identity (ID) references for each project that tells the reader the county where the
project headquarter office is located and a reference to the number of counties in their
particular service jurisdiction. For example, the Legal Assistance to the Elderly, Inc.,
is referenced as San Francisco (1). This tells the reader the service is headquartered
in San Francisco and is made up of only one county. Sacramento (9) would
represent the Legal Center for the Elderly and Disabled, headquartered in Sacramento
County and having a service jurisdiction of nine counties.

The 24 current projects are listed below in alphabetic order by headquarter county.
(See Appendix A for a Service Jurisdiction Map shovng the locations and service
areas of each of the projects.) Of the total number ot :,:ojects, 13 projects are
nonprofit social service agencies and 11 are gcvemment or nonprofit Area Agencies
on Aging.

ID
REFERENCE

Alameda (1)

Butte (5)

Calaveras (5)

Contra Costa (1)

Fresno (2)

Humboldt (2)

Kern (1)

Kings (2)

Los Angeles (1)

Merced (1)

PROJECT JURISDICTION
ANNALAAR

Legal Assistance for Seniors, Inc.I Alameda

Area Agency on Aging, PSA 3

California Human Development
Corporation

Contra Costa County Office
on Aging

Fresno-Madera Area Agency
on Aging

Humboldt Senior Resource
Center

Kern County Office on Aging

Kings/Tulare Area Agency
on Aging

Medicare Advocacy Project, Inc.

Merced County Area Agency
on Aging Programs

Butte, Colusa, Glenn,
Plumas, Tehama

Alpine, Amador,
Calaveras, Mariposa,
Tuolumne

Contra Costa

Fresno, Madera

Del Norte, Humboldt

Kern

Kings, Tulare

Los Angeles

Merced

ANNUAL AWARD

$ 103,976

47,672

42,172

62,682

56,185

42,172

42,172

42,172

409,733

42,172

(Continued)
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ID
REFERENCE

Monterey (1)

Orange (1)

Riverside (4)

Sacramento (9)

San Diego (2)

PROJECT JURISDICTION
ANUA AWAR

Monterey County Area Agency
on Aging

Visiting Nurse Association
Foundation

Inland Counties Health Systems
Agency

Legal Center for the Elderly and
Disabled

Progressive Social Services
System Technology
(PRO-TECH)

San Francisco (1) Legal Assistance to the Elderly

San Mateo (1) Little House

Santa Barbara (2)

Santa Clara (1)

Santa Cruz (2)

Shasta (5)

Sonoma (6)

Stanislaus (1) -

Ventura (1)

Central Coast Commission
for Senior Citizens

Council on Aging of Santa Clara
County

Seniors Council of Santa Cruz
and San Benito Counties

PSA 2 Area Agency on Aging

North Bay Health Resources
Center

Salvation Army Modesto Corps

Grey Law

Monterey

Orange

Inyo, Mono, Riverside,
San Bernardino

El Dorado, Nevada,
Placer, Sacramento,
San Joaquin,Sierra,
Sutter, Yolo, Yuba

San Diego, Imperial

San Francisco

San Mateo

San Luis Obispo,
Santa Barbara

Santa Clara

San Benito, Santa Cruz

Lassen, Modoc, Shasta,
Siskiyou, Trinity

Lake, Marin,
Mendocino, Napa,
Solano, Sonoma

Stanislaus

Ventura

ANNUAL AWARD

$42,172

158,559

182,174

162,563

198,577

102,172

62,099

53,638

95,466

42,172

42,172

126,025

42,172

46,931
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IL PROGRAM PERFORMANCE

A. STATEWIDE SUMMARY

Chart 1 compares three years of HICAPs performance, FY 1986-87, FY 1987-88, and
FY 1988-89.2 Table 1 shows the statewide ICAP performance for FY 1988-89 by
Quarter.

As indicated in Chart 1, the HICAP has shown a remarkable increase in services in
FY 1988-89. This is due in pan to the expansion of the Program and to the maturing
nature of the newer projects. From FY 1987-88, community education activities
increased by 147 percent (discounting electronic media), counseling services increased
by 71 percent, and legal services increased by 34 percent.

Chart 1
HICAP PERFORMANCE COMPARISON

AMONG FY 1986-87, 1987-88, AND FY 1988-89
BY SERVICE

150000 3211

125000

100000

75000 1041 2391,

50000 272258

25000

0
FY 1986-87 FY 1987-88 FY 1988-89

U L-gal UCounseling U Community Educat ]

2In FY 1986-87, there were only ten TUCAP projects By t end of FY 1987-88,.22 WICAP Irojecm
wer establish. By the end of FY 1988-89, al 24 HICAP projects were in operain.

BEST AVAILABLE COPY



113

Table I
HICAP STATEWIDE SERVICES

FY 1988-89
BY SERVICE, BY QUARTER/YEAR END

JCommunity Education (Media)

1-4Qtr
37,630

2ndQt.
17.080

3rdQtr
I18.M5

ICommunity Education (Presenatios 14,138 22.034 31 937 26,467 " 94,576
No. of Presentations 336 4131 596- 5-61 1,861,
Avg. No. of Clien on 42 3 54 51 51

[Counseling 1 9,,4"1 9.6301 11,001 IZ,7671 43,4431

ILegal 1 $321 7031 7831_ 893 3,2IM

Avg. Number of Volunteers21 4Sl 4971 5671 474
Total Volunteer Hours 11,0201 12,7201 14,5741 15.688K 54.0021
Avg. Hou per Volunteer per to. 1 9.61 9.4 9.8[ 9,2[ 9.5

By specific service, the HICAPs performance is described as follows:

I. Co unijX EdUgjilof

As shown in Table 1, persons contacted and provided educational information
in community forums reached 94,576 in FY 1988-89. This is an average of
over 7.880 p=sons per month. A total of 1,861 community presentations were
made, averaging 155 presentations per month, up about 150 percent over last
year's average of 62 presentations per month. The monthly average number of
persons attending public forums or workshops was 51, about the same as last
year. These workshops were presented in community centers, senior centers,
libraries, and other donated meeting rooms throughout local communities.

The use of electronic media brought a new dimension to HICAP in
FY 1988-89. In addition to the direct approach at community forums, HICAP
projects experimented with a variety of mass media approaches, including
hour-long programs on cable, local television programs, radio talk shows, and
detailed educational azcves in newspapers with high target population
readership. This is the first year the tIICAP recorded this type of media use.
The estimated number of persons contacted through mas media techniques was
156,484.3

2. Counseling

As indicated in Table 1, the HICAP projects (supported by approximately 500
volunteers) had 43,443 client counseling contacts in FY 1988-89, up 71 percent
over last year's 25,385 client counseling contacts. In FY 1988-89, the average
counseling client contacts per month was 3,620. This is an average of 92
counseling sessions per volunteer, per year.

3 Estimated audiences for maw media are determined by circulation or audience estimates of the media
being used. The methodologies are often the same as those used to calculate market size for advertising
PW poses.

4th FY
Qtr TOTAL
S3,4201 56.484
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3. Lega Remeentnnon

During FY 1988-89, 3,211 legal services client contacts were established as
indicated in Table 1. This is an average of 268 legal service contacts per month.

4 Volunteers

At the end of FY 1988-89, there were 558 volunteers in the Program. The
average number of active volunteers was 474. Over the year, these volunteers
contributed 54,002 hours which represent an average of 9.5 hours per month
per volunteer.

B. PROJECT PERFORMANCE

Table 2 provides FY 1988-89 performance information by pMjCCL Discretion should
be used in the interpretation and use of this information because of regional variables.
Conclusions on project performance should not be determined strictly on this
information alone.

Table 2
HICAP PROJECT PERFORMANCE

FY 1988-89
BY PROJECT, BY SERVICE

SAlamed a {ue Calveras Contra Cos Fresno Humbold&

_ _omm'ty Ed ( ) T= 0 -3 .0
Comnwuty FA (Pm.) -7-7-- --- T39 W,
Counseling ----70 --T42t --- W
Le g Services,4 I 03 2:7

Avg. Active Vol/Mo. 29 20. 6. 24 3.
ToWm I loursiYeaur 4, 250 3.5531 5211 29081 5441 921

Avg. Mo Ny i-LVo. 121 14.1 7.71 &7 13.0 253,1

Kern Kings Lot Angeles Merced Monterey Orantge
zommuruly Fd. (med") 0 0 8.1

Commu--iy Ed. (1t.) 1.785 3 4 2021 7--6
ro-unol.Jni 730 -7-- ,14 0-I-T=3.6

LUgal Serviaces -1_T ------- r
Avg A:Uve VolJMo. 1 8 4.5. .,4
ToW I loudY"car 744 3111 ?4.41 8191 507q

Avg. MomMy Hn/Vo. 1 5.6 3.31 3.1 3.2 &7' 39

riverside iSacralelto San Dieo San Francisco San Matto Santa Barbara
Commuruty FA (Media) 2.,7 0 0 O b 0
,Comnu y FA L(Pres.) ------ 7,M ,7 ,42 ,4 .5

Coun in 2.614 1 4--322 --- TM - -TM6 1,6 1,61

sgml Serves 0 311 1 T1 0
Avg. Active Vol/Mo. 21. 30 2
Tow I low'sYe, ar Z.810 2550 4,0M 8181 1.999 1,143

Svg. Moantily 1.n/Vol. 1. 7, 10.7 4.61 14.b T 8.4
TotalSatClarm Santa Cruz Sbast' Sooona -~igt -ttr A- rt

LoiiimwStaisla Ed (eda nIiu . s AN Agencie

Community Ed. (Ps) 0 0 0 07 T 3 0 156,484
Comnm iuty Ed MPM.) 69, - .4 28 177 1 ,10 R87 .76

counseling , 176 3 ,70 7 333 .13643,443
Legal Services 3 0 6 67 23.1
Avg. Active VolI./Mo. 30 14 141 631 -7 i.
Tota Hours/Yea 4,27 899 3321 1091 UM 6 =M 3,02

,Avg. MOnLIy H y l. 1 !.9 5.3 3.0l 14.41 33 . .

BEST AVAILABLE COPY
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1. Alameda (1) -Leal Assistance for Seniors. Inc.

a. Background

The HICAP project of Alameda County is Legal Assistance for Seniors, Inc.,
(LAS) and is based in Oakland. LAS provides legal representation and advice, and
community legal education to Alameda County senior citizens. These services are
provided at the Oakland office and at service sites throughout the County.

b. -Historical Development

LAS began in 1976 as a program within Bay Area Community Services, Inc., and
has operated as an independent legal entity since July 1986. Health insurance and
access to health care have always been priorities for LAS and for many years LAS
has provided legal advice, representation and education regarding Medicare,
Medi-Cal and private health insurance. Several years ago, LAS dropped its services
regarding private health insurance due to lack of resources, but picked up services
again as a HICAP contractor in the spring of 1988. LAS became a HICAP agency
because of the opportunity to strengthen existing health-related advocacy services.

c. Services

FY 1988-89 was the first full year that LAS provided HICAP services. These
services were: community education (6,777 client contacts), counseling (1,781
client contacts), and legal services (41 client contacts).

Community education efforts were 175 percent of planned activity level (estimated
at 3,880 client contacts). The average attendance at I of their 116 presentations was
58, ranging from a high of 144 to a low of 17.

Counseling services averaged 148 contacts per month, for a total of 1,781 which
was less than the planned activity level of 2,340 by 24 percent. LAS had 15
counseling sites in June 1989.

Legal services were 73 percent below their planned activity level of 150 for the
fiscal year.

d. Volunteers

For FY 1988-89, the average number of volunteers per month was 29. These
volunteers contributed 4,250 hours to HICAP last year. The average number of
hours per volunteer per month was 12 hours.

2. Butte (5) -Area Agency on Aging. PSA 3

a. Background

The Area Agency on Aging in Planning and Service Area 3 (PSA 3) is a division of
the University Foundation of California State University, Chico, and is one of the 33
Area Agencies in the State. Located in Chico and serving Butte, Colusa, Glenn,
Plumas, and Tehama Counties, PSA 3 plans, coordinates and advocates for the
development of a comprehensive service delivery system. PSA 3 contracts to provide
nutrition, transportation, ombudsman, legal, homemaker, and Alzheimer's Day Care
services to persons over 60 years of age. Additionally, PSA 3 staff provides
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information, referral and case management services, the Multipurpose Senior Services
Program, and operates as a Regi Resource Center for brain-impaired adults.

b. Historical Development

ITe Area Agency was founded in 1980 incorporating the Senior Information and
Referral Center (SIRC), which had served ten Northern California counties for five
years. The Area Agency originally provided services through the Older Americans
Act funds exclusively, but has grown to provide services with Medi-Cal, California
Department of Mental Health and Older Californians Act monies. PSA 3 originally
identified the need for health insurance counseling services through its information,
referral and case-management services. When PSA 3 information and assistance
staff visited the homes of elderly clients they were frequently greeted by the
"shoebox" of unpaid bills or tales of unethical sales practices. The HICAP meets
this need, functioning as an integral part of the service delivery network.

c. Services

For FY 1988-89, the total services rendered were distributed among community
education presentations (2,295 client contacts), counseling (1,700 client contacts),
and legal services (18 client contacts). In addition to community education
presentations, estimated community education contacts using media were 1,200.

Community education was provided using both presentations and media. The
community presentation contacts showed a 51 percent increase over last fiscal
year's activity. In community education, they achieved 81 percent of their planned
activity level of 2,830.

Counseling services increased 16 percent over FY 1987-88. PSA 3 averaged 142
contacts per month, for a total of 1,700 which was 9 percent more than the planned
activity level of 1,558. The number of counseling sites increased from two in
June 1988 to three in June 1989.

Legal services increased from 1 in FY 1987-88 to 18 in FY 1988-89.

d. Volunteers

For FY 1988-89, the average number of volunteers per month was 20. This is an
18 percent increase over 17 in FY 1987-88. These volunteers contributed 3,553
hours to HICAP, an increase of 3 percent over last fiscal year. The average number
of hours per volunteer per month was 14.8 hours.

3. Calaveras (5) - California Human Development Corporation

a. Background

The California Human Development Corporation (CQDC) operates the HICAP in the
five Mother Lode Counties of Calaveras, Alpine, Amador, Tuolumne, and Mariposa.
In addition to HICAP, the parent agency, located in Santa Rosa, provides job training
and employment for people without marketable skills, criminal justice and community
services, energy conservation, food production, disabled services/training, child
development programs and elder services, and manages over 150 grants.
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b. Histoical Development

CHDC was started in 1967 as the North Bay Human Development Corporation and
obtained federal funding to implement the life-stabilizing taining/employment
services for eligible low-income Latinos. An original grant was secured in the
amount of $125,000 to implement these services throughout the Northern
California Counties of Contra Costa, LAke, Napa, Mendocino, Solano, and
Sonoma. Since then, the organization has grown considerably, currently
implementing $16 million worth of human service contracts in the states of
California, Hawaii, Oregon, and Washington. CHDC is one of the original funded
projects providing HICAP services. The grant provided services to residents of

veras County only and has since expanded in October 1987 to include the
counties of Alpine, Mariposa, Tuolunne, nd Amador. The HICAP is part of a
broad spectrum of services offered to seniors, including information and referral,
telephone reassurance, home weatherization, congregate and home-delivered meals,
and an independent living assistance program.

c. Services

The total services rendered were distributed among community education (955
contacts), counseling (1,648 contacts), but no legal services (0 contacts).

Community education efforts showed a 260 percent increase over last fiscal year's
activity. The average attendance at 1 of their 21 presentations was 45, ranging from
a high of 85 to a low of 27. They achieved 159 percent of their played activity
level of 600.

Counseling services increased 241 percent over FY 1987-88. The CHDC averaged
137 contacts per month, for a total of 1,648 which was 27 percent less than the
planned activity level of 2,244, although higher than last year's performance. The
number of counseling sites stayed the same at seven in both June 1988 and June 1989.

No legal services were provided by CHDC in FY 1987-88 and FY 1988-89.

d. Volunteers

For FY 1988-89, the average number of volunteers per month was six. This is an
increase from two in FY 1987-88. These volunteers contributed 521 hours to
HICAP, an increase of 324 percent over last fiscal year. The average number of
hours per volunteer per month was 7.7 hours.

4. Contra Costa (l - Contra Costa County Office on Aging

a. Background

In Contra Costa County, the Volunteer Services Division of the County Office on
Aging administers the local HICAP project. The Office on Aging is a separate
administrative unit within the County Social Service Department. Under the
provisions of Title II of the Older Americans Act, the Office on Aging plans,
coordinates, and administers the Area Plan for programs on aging for persons age
60+ in the County. Over the years, the Office on Aging has become involved in a
variety of activities beyond those required for Area Agencies on Aging. The Office
on Aging provides direct services to persons age 60+ in the areas of information
and referral and case management for frail elderly, as well as administers the Senior
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Community Services Employment Program (SCSEP) and the Retired Senior
Volunteer Program (RSVP) for the County. The Contra Costa Office on Aging's
HICAP Project cooperates with other Bay Area HICAP organizations because of
the mutual needs within the greater metropolitan area

b. Historical Development

The County Board of Supervisors established the Office on Aging in 1975 to carry
out the functions of the Area Agency on Aging for the County. The need for health
insurance counseling in Contra Costa County later became apparent because the
senior information and referral system, which is an in-house operation of the Office
on Aging, tracks "gaps in service." The Senior Information Coordinator organized
a health insurance counseling program and, therefore, Contra Costa's program
pre-dates the 1986 establishment of HICAP in the County. The senior information
service continues to provide many referrals to the HICAP and vice versa.

c. Services

The total services rendered were distributed among community education (4,563
contacts), counseling (1,420 contacts) and legal services (35 contacts).

Community education efforts showed a 58 percent increase over last fiscal year's
activity. The average attendance at I of their 118 presentations was 39, ranging
from a high of 73 to a low of 19. They achieved 130 percent of their planned
activity level of 3,500.

Counseling services increased 12 percent over FY 1987-88. The Contra Costa
County Office on Aging averaged 118 contacts per month, for a total of 1,420
which was 5 percent less than the planned activity level of 1,500. The number of
counseling sites increased from 19 in June 1988 to 23 in June 1989.

Legal services decreased from 37 in FY 1987-88 to 35 in FY 1988-89.

d. Volunteers

For FY 1988-89, the average number of volunteers per month was 28. This is an
increase from 24 in FY 1987-88. These volunteers contributed 2,908 hours to
1ICAP, an increase of 55 percent over last fiscal year. The average number of
hours per volunteer per month was 8.7 hours.

5. Fresno (2) - Fresno-Madera Area Agency on Aine

a. Background

The Fresno-Madera Area Agency on Aging (FMAAA) was established through a
Joint Power Agreement in 1980 by the City of Fresno and Fresno and Madera
Counties. A Board of Directors, Advisory Council, and FMAAA staff work
together to fulfill goals, objectives, and activities mandated by the Federal Older
Americans Act and the California State Older Californians Act.

b. Historical Development

Fresno-Madera Area Agency on Aging joined HICAP in Septemroer of 1988 and
provided HICAP services for the last six months of the fiscal year. The initial
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organization of the HICAP was brought about by forming a steering committee
composed of representatives from the Fresno County Economic Opportunity
Commission, Fresno-Merced Counties Legal Services, Law Offices of
Anthony L. Terry, San Joaquin Valley Health Consortium, Madera Senior
Services, American Association of Retired Persons, Retired County Employees
Organization, the Neighborhood Watch Association, Older Americans
Organizations and potential HICAP volunteers. Members of the steering committee
are now the nucleus of a HICAP Advisory Committee.

c. Services

Services were distributed among community education presentations (1,566
contacts), counseling (308 contacts), and legal services (20 contacts). In addition
to community education presentations, estimated community education contacts
using media were 7,000.

Community education was provided using both presentations ana media. The
presentation efforts were 70 percent of their planned activity level of 2,250. The
average attendance at I of their 35 presentations was 44, ranging from a high of 56
to a low of 26.

Counseling services averaged 26 contacts per month, for a total of 308 which was
less than the planned activity level of 980 by 69 percent. Fresno-Madera had 15
counseling sites in June 1989.

Legal services were 87 percent below their planned activity level of 149 for the
fiscal year.

d. Volunteers

For FY 1988-89, the average number of volunteers per month for the three months
they had volunteers was 13. These volunteers contributed 544 hours to HICAP.
The average number of hours per volunteer per month for three months was 13.6
hours. This differs from the data shown in Table 2 because all the data shown in
Table 2 is based on a full 12-month year.

6. Humboldt (2) - Humboldt Senior Citizens Council

a. Background

The mission of the Humboldt Senior Citizens Council (HSCC) is promoting
independence and self-sufficiency among the senior citizens and impaired adults of
Humboldt County. To achieve this, HSCC offers an integrated array of advocacy,
health, nutrition, and social services designed to enhance the dignity and protect the
rights of individuals in both home and out-of-home settings. Serving the elders of
Humboldt and Del Norte Counties, senior services are centered in the Humboldt
Senior Resource Center and the Del None Senior Center with outreach services
throughout both Counties.

b. Historical Development

The HSCC is a community-based nonprofit corporation formed in 1974 to serve
rural Humboldt County. Initially dedicated to serving senior citizens, the HSCC
voted in February 1985 to expand its target population to include impaired adults
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over age 18. The HSCC has implemented many successful programs in the past 14
years, incgud. -! range of long-term care and Older Americans Act, Tile m
poamL These include M piu - S,,nior Services Program (MSSP),
IInkages,Respite, Adult Day Health Care (ADQC,, a,- Hweimer's Programs, as

well as Nutrition and Senior Information and Referral services. In aciuoi,
Humboldt County is part of the "SEED" effort and HSCC has been a major
contributor to this project. HSCC's HICAP started services in April 1988.

c. Services

FY 1988-89 was the first full year that Humboldt Senior Resource Center provided
HICAP services. These services were distributed among community education
(892 contacts), counseling (612 contacts), and legal services (7 contacts).

Community education efforts were 66 percent of their planned activity level of
1,360. The average attendance at I of their 25 presentations was 36, ranging from
a high of 71 to a low of 10.

Counseling services averaged 51 contacts per month, for a total of 612 which was
more than the planned activity level of 485 by 26 percent. Humboldt had four
counseling sites in June 1989.

Legal services were 93 percent below their planned activity level of 97 for the fiscal
year.

d. Volunteers

For FY 1988-89, the average number of volunteers per month was three. These
volunteers contributed 928 hours to HICAP. The average number of hours per
volunteer per month was 26 hours.

7. Kern County (I) - Kern County Office on Aging

a. Background

The HICAP in Kern County is a component of the Kern County Office on Aging,
Information and Referral Service. The primary purposes of the Office on Aging
include planning, monitoring, and assessing programs serving persons age 60 and
over in Kern County. The Office on Aging provides staff support to the
Kern County Commission on Aging which advises the Kern County Board of
Supervisors and the Office on Aging about issues and concerns of Kern County
senior citizens. The Office on Aging also works toward the development of a
comprehensive and coordinated-service delivery system for older people of
Kern County. Finally, the Office is responsible for the operation of the
Information and Referral (I&R) Program.

b Historical Development

The Kern County Office on Aging was designated as the Area Agency on Aging for
Planning and Service Area 33 on October 1, 1980. The transfer of contract
administrative responsibility to the Office on Aging from the California Department
of Aging was complewd July 1981. The Office on Aging began administering the
I&R Program on July 1, 1984. Prior to that date, the I&R Program had been
administered by Bakersfield College through a contact with the Office on Aging.
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Along with providing I&R services, the I&R Prgram has expanded to include case
management and now HICAP services. The HICAP is a result of priorities
established for the I&R Program by the Kem County Commission on Aging. The
developmet of the HICAP was ranked second behind the development of case
management. These priorities were then presented to the Kern County Board of
Supervisors in meeting all the statewide HICAP requirements for an effective
Program.

c. Services

FY 1988-89 was the first full year that Kern County Office on Aging provided
HICAP services. These services were distributed among community education
(1,785 contacts), counseling (730 contacts), and legal services (7 contacts).

Community education efforts were 139 percent of their planned activity level of
1,282. The average attendance at 1 of their 46 presentations was 39, ranging from
a high of 70 to a low of 27.

Counseling services averaged 61 contacts per month, for a total of 730 which was
less than the planned activity level of 1,044 by 30 percent. Kern County had four
counseling sites in June 1989.

Legal services were 81 percent below their planned activity level of 36 for the fiscal
year.

d. Volunteers

For FY 1988-89, the average number of volunteers per month was 11. These
volunteers contributed 744 hours to HICAP. The average number of hours per
volunteer per month was 5.6 hours.

8. Kings (2) - Kingstrulare Area Agency on Aging

a. Background

The KingsiTulare Area Agency on Aging (KT AAA) has considerable experience
in planning, designing, implementing, delivering, monitoring, and evaluating
services to seniors. The KiT AAA has developed a program of education and
professional development in which the need for intensive long-term care services in
Kings and Tulare counties was promoted. The KIr AAA prepared two grants:
Adult Day Health Care (ADHC) and Multipurpose Senior Services Program -
(MSSP). A series of changes were initiated which transformed the K/T AAA into
an intensive information, counseling, and referral program. The KIT AAA is
working to provide coordination among such programs as Adult Protective
Services, In-Home Supportive Services, Public Guardian, and Veterans Affairs,
currently provided by the Department of Public Social Services.

b. Historical Development

The K/T AAA has operated as a special governmental district under a Joint Powers
agreement between the counties of Kings and Tulare since 1980. For the last five
years, the K/T AAA has operated all programs for aging services in these counties.
A first step to improve long-term care services in the rural counties was taken three
years ago with the establishment of the Tulare County Multi-Agency Task Force,
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which brought together a cohesive group of "public" health and social service
agencies to establish a more uniform system of services.

c. Services

FY 1988-89 was the first full year that K/T AAA provided HICAP services. These
services were distributed among community education (1,203 contacts), counseling
(574 contacts), but no legal services (0 contacts).

Community education efforts were 32 percent of their planned activity level of
3,717. The average attendance at I of their 31 presentations was 39, ranging from
a high of 65 to a low of 14.

Counseling services averaged 48 contacts per month, for a total of 574 which was
less than the planned activity level of 1,810 by 69 percent. K/T AAA had five
counseling sites in June 1989.

Legal services were not provided although they had a planned activity level of 19
for the fiscal year.

d. Volunteers

For FY 1988-89, the average number of volunteers per month was eight. These
volunteers contributed 311 hours to HICAP. The average number of hours per
volunteer per month was 3.3 hours.

9. Los Angeles (1) - Medicare Advocacy Proiect. Inc.

a. Background

The Medicare Advocacy Project, Inc. (MAP), specializes in Medicare, Private
Medicare Supplemental Health Insurance, Long-Term Care Insurance, Health
Maintenance Organizations (HMOs), and related issues. MAP is fully qualified to
address these areas of vital concern to seniors and other Medicare beneficiaries.
Thousands of Los Angeles County beneficiaries receive individualized assistance
and advocacy from professionals and specially trained volunteers. Thousands more
are helped through the community outreach component via the media, workshops,
and presentations.

b. Historical Development

MAP was founded in 1984 in response to the pressing need for accurate
information regarding Medicare/Medigap insurance and related issues of concern to
seniors. MAP began as a three-person storefront and has grown over the years to
meet the ever increasing need for information and advocacy of the 800,000 plus
Medicare beneficiaries in Los Angeles County. In 1986, MAP was awarded the
HICAP grant for Los Angeles County. This grant allowed MAP to substantially
expand its capacity to provide service.
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c. Services

The total services rendered were distributed among community education (9,253
contacts), counseling (3,134 contacts), and legal services (1,408 contacts). In
addition to community education presentations, estimated coramunity education
contacts using mass media was 86,010.

Community education was provided using both presentations and media. The
community presentation contacts showed a 128 percent increase over last fiscal
year's activity. This was 40 percent below the planned level of 15,405 contacts.

Counseling services decreased 2 percent over FY 1987-88. MAP averaged 262
contacts per month, for a total of 3,134 which was less than the planned activity
level by 8 percent. The number of counseling sites remained at 40 in both
June 1988 and June 1989.

Legal services decreased 12 percent, from 1,597 in FY 1987-88 to 1,408 in
FY 1988-89.

d. Volunteers

For FY 1988-89, the average number of volunteers per month was 45. This is an
18 percent increase over FY 1987-88. These volunteers contributed 1,957 hours
to HICAP which is an increase of I percent over last fiscal year. The average
number of hours per volunteer per month was 3.6 hours.

10. Merced (1) - Merced County Aa Agency on Aging

a. Background

In addition to the responsibility for planning, programming, implementing,
monitoring, auditing, evaluating, and reporting for Merced County senior citizen
programs, the Merced County Area Agency on Aging (AAA) works in cooperation
with its Advisory Council and local service providers to avoid overlap and
duplication of services and to advocate for senior citizen programs for which there
is a demonstrated need. The Area Agency administers a variety of supportive and
nutrition services and has taken special effort to establish local long-term care
services within the rural service area. The Merced HICAP is an integral part of the
Merced County Senior Service Program and takes advantage of the support of the
local Area Agency service detiverysystemr A regular schedule is maintained to
provide HICAP services at six Senior Services Programs and nine Nutrition sites
within the rural service area.

b. Historical Development

The Merced County AAA has existed as a separate County Department since 1979.
County Ordinance #964, adopted by the Board of Supervisors on November 27,
1979, established the purpose of the AAA "to plan, coordinate, administer,
monitor, and subcontract services and resources relative to the aged programs in
Merced County;, to further assist in improving the lives of older persons; and to
stimulate the commitment of additional funds by public and private agencies to
support programs needed by older persons." In an effort to enhance its current
array of supportive services provided to senior citizens, the Merced County AAA
applied for and received funding to provide HICAP services on March 1, 1988.
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c. Services

FY 1988-89 was the first full year that Merced County AAA provided HICAP
services. These services were distributed among community education (458
contacts), counseling (706 contacts), and legal services (11 contacts).

Community education efforts were 46 percent of their pinned activity level of
1,000. The average attendance at I of their 16 presentations was 29, ranging from
a high of 90 to a low of 5.

Counseling services averaged 59 contacts per month, for a total of 706 which was
more than the planned activity level of 250 by 182 percent. Merced had five
counseling sites in June 1989.

Legal services were 87 percent below their planned activity level of 83 for the fiscal
year.

d. Volunteers

For FY 1988-89, the average number of volunteers per month was five. These
volunteers contributed 204 hours to HICAP. The average number of hours per
volunteer per month was 3.2 hours.

11. Monterey (1 - Monterey County Area Ancyr on Aini

a. Background

The Monterey County Area Agency on Aging (AAA) is a division of the
Department of Social Services and has administrative control over funding from the
Older Americans Act, Title XX Adult Services, Linkages, and funds for senior
programs from the County.

b. Historical Development

The AAA has provided a coordinated system of services to seniors since its
inception in 1980. Two agencies were contracted to provide HICAP services: the
Alliance on Aging and Legal Services for Seniors (LSS). Established in 1970, the
Alliance on Aging is a nonprofit agency with the purpose of providing services to
enable older persons to live with inx'ependence and dignity. It has grown to
provide food services, senior employment services, and senior supportive services.
LSS is a nonprofit organization which provides free legal services to the elderly in
Monterey County. Founded in 1985, LSS is dedicated to providing quality legal
assistance to the elderly. LSS has considerable experience in Medicare and health
insurance counseling.

c. Services

FY 1988-89 was the first full year that the Alliance on Aging and LSS provided
HICAP services. These services were distributed among community education
(2,021 contacts), counseling (1,565 contacts), and legal services (556 contacts).

Community education efforts were 149 percent of their planned activity level of
1,360. The average attendance at 1 of their 56 presentations was 36, ranging from
a high of 67 to a low of 6.
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Counseling services averaged 130 contacts per month, for a total of 1,565 which
was 195 percent of the planned activity level of 802. Monterey had four counseling
sites in June 1989.

Legal services were 363 percent above their planned activity level of 120 for the
fiscal year.

d. Volunteers

For FY 1988-89, the average number of volunteers per month was eight. These
volunteers contributed 819 hours to HICAP. The average number of hours per
volunteer per month was 8.7 hours.

12. Orange County (1) - Visiting Nurse Association Foundation

a. Background

Professional care, volunteer commitment and community service are the underlying
principles of the Visiting Nurse Association (VNA) Foundation of Qiange County.
Through the years, VNA has identified community need for health care and has
satisfied that need with appropriate services. The Orange County HICAP operates
within the VNA organization. While some client referrals come from VNA social
workers and nurses, the majority come from public forums and the Area Agency on
Aging. The VNA is willing to look to the future and expand services while
networking with many agencies in Orange County to provide a full spectrum of
services, including the HICAP.

b. Historical Development

The VNA is a community based, nonprofit organization which has been providing
home health services to residents of Orange County since 1947. Their 41-year
history has been filled with growth, and they now provide a full spectrum of
medical, rehabilitative, and supportive services (HICAP falling into this latter
category). The VNA established the VNA Foundation in 1985 to raise money (o
provide services for those without the ability to pay. It is under the VNA
Foundation that HICAP is housed. In November of 1986, the agency which
initially established the HICAP in Orange County dissolved. Consequently, VNA
accepted the local responsibility for providing HICAP services.

c. Services

For FY 1988-89, the total services rendered were distributed among community
education (7,356 contacts), counseling (5,460 contacts), and legal services
(77 contacts).

Community education efforts showed a 108 percent increase over last fiscal year's
activity. The average attendance at 1 of their 119 presentations was 62, ranging
from a high of 98 to a low of 36. They achieved 108 percent of their planned
activity level of 6,800.

Counseling services increased 23 percent over FY 1987-88. VNA averaged 455
contacts per month, for a total of 5,460 which exceeded the planned activity level
by 44 percent. The number of counseling sites increased from 38 in June 1988 to
54 in June 1989.

37-814 0 - 91 - 5
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Lea. services increased 1,000 percent, from 7 in FY 1987-88 to 77 in FY 1988-89.
This large incease is attributed to establishing a formal referral and tracking system.

d. Volunteers

For FY 1988-89, the average number of volunteers per month was 48. This is a 27
percent inrease over FY 1987-88. These volunteers contributed 5,078 hours to
ICAP which is an increase of 64 percent over last fiscal year. The average

number-of hours per volunteer per month was 8.9 hours.

13. Riverside (4) - Inland Counties Health Systems Agency

a. Background

The Inland Counties Health Systems Agency (ICHSA) serves Inyo, Mono,
Riverside, and San Bernardino Counties. The project, which began in March
1988, is a diversified nonprofit regional health planning and home care
organization. In addition to HICAP, the agency operates two State-funded
projects, a hypertension control project and an early intervention project for
handicapped and high-risk infants, and a home repair services program for older
persons that is I of 11 projects nationwide funded by the Robert Wood Johnson
Foundadon. The agency also provides private duty home health care and operates
Riverside County's In-Home Supportive Services program. Finally, the agency
provides marketing research and consulting services.

b. Historical Development

ICHSA has been in existence since 1969. During the period 1976 through 1987,
ICHSA was the federal and State designated health planning agency for the
four-county area (Health Service Area 12). Congress terminated funding for heath
planning in 1986, and ICHSA became an affiliate organization of the Visiting Nurse
Association of the Inland Counties on May 1, 1987. ICHSA is involve 1 in a broad
range of health and related activities and has a long history of interest an.d
involvement in older people's health care. The agency has considerable experience
in volunteer participation and serving a large and diverse four-county service area
The HICAP project is viewed by the agency as a natural response to its historical
and current interest and experience in the field of health care for older persons.

c. Services

FY 1988-89 was the first full year that ICHSA provided HICAP services. These
services were distributed among community education presentations (8,428
contacts), counseling (2,084 contacts), but no legal services (0 contacts).

Community education was provided using both presentations and mass media. The
average attendance at I of their 170 presentations was 50, ranging from a high of
87 to a low of 21. In addition to community education presentations, estimated
community education contacts using mass media was 2,274.

Counwlng services averaged 174 contacts per month, for a total of 2,084 which
was less than the planned activity level of 2,234 by seven percent. ICHSA had 20
counseling sites in June 1989.
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Legal services were not provided although they had a planned activity level of 16
for the fiscal year.

d. Volunteers

For FY 1988-89, the average number of volunteers per month was 21. These
volunteers contributed 2,810 hours to HICAP. The average number of hours per
volunteer per month was 11 hours.

14. Sacramento (9) - Legal Center for the Elderly and Disabled

a. Background

The Legal Center for the Elderly and Disabled (LCED) has been providing legal
services to low-income seniors and disabled persons in Sacramento County for the
past 15 years.-A wide range of legal assistance is offered by the staff of attorneys
and paralegals. With the addition of the HICAP contract, the LCED now provides
a broader and more comprehensive number of services. While the LCED services
are limited to residents of Sacramento County, the HICAP component is
responsible for the nine-county area of Sacramento, San Joaquin, Yolo, Yuba,
Sutter, Placer, Nevada, El Dorado, and Sierra. Only HICAP-related legal services
are provided for clients in other than Sacramento County. The HICAP unit, as a
member of the LCED family, is able to offer a comprehensive.service since legal
resources are readily available when needed.-

b. Historical development

The Sacramento HiCAP began in September of 1985. Sites were established in
libraries, senior centers, schools, nutrition sites, and other public facilities. Former
teachers, government workers, nurses, doctors, attorneys, and other professionals
volunteered to take training and become Counselors. These volunteers have proven
to be of the highest caliber and are dedicated to helping people. The "Organizational
Advocate of the Year" was awarded to Sacramento's HICAP by the California
Commission on Aging in 1988. In addition, LCED has received commendations
from county and city officials.

c. Services

The total services rendered were distributed among community education (7,887
contacts), counseling (4,522 contacts), and legal services (351 contacts).

Community education efforts showed a 5 percent increase over last fiscal year's
activity. The average attendance at 1 of their 103 presentations was 77, ranging
from a high of 158 to a low of 20. They achieved 75 percent of their planned
activity level of 10,500.

Counseling services increased 4 percent over FY 1987-88. The Legal Center for
the Elderly and Disabled averaged 377 contacts per month, for a total of 4,522
which was 10 percent less than the planned activity level of 5,000. The number of
counseling sites decreased from 21 in June 1988 to 16 in June 1989.

Legal services increased 44 percent, from 243 contacts in FY 1987-88 to 351 in
FY 1988-89.
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d. Volunteers

For FY 1988-89, the average number of volunteers per month was 30. This is a
decrease from 34 in FY 1987-88. These volunteers contributed 2,550 hours to
HICAP, an increase of 25 percent over last fiscal year. The average number of
hours per volunteer per month was 7.2 hours.

15. San Diego (2' -Progressive Social Stvices System Technology (PRO-TECH)

a. Background

PRO-TECH, the San Diego HICAP, works closely with other social service
programs in the County and provide, client referrals and interagency presentations.
The greatest problem in the provision of services in San Diego/Imperial Counties is
the large geographical service area and the many small and relatively distant
communities which must be served. However, the aging network and social
service delivery system are fairly well-levelop d and are used to access clients.

b. Historical Development

PRO-TECH is a nonprofit charitable corporation organized in 1978. It has been
providing general legal services to the elderly in San Diego County for the past ten
years. These services included representation and counseling on Medicare and
Medi-Cal issues. PRO-TECH was funded for the HICAP in early 1988 and has
included HICAP functions in its community outreach network.

c. Services

FY 1988-89 was the first full year that PRO-'1ECH provided HICAP services.
These services were distributed among community education presentations (3,175
contacts), counseling (1,792 contacts), and legal services (215 contacts).

Community education was provided using toth presentations and mass media. The
presentation efforts were 31 percent of their planned activity level of 10,200. The
average attendance at 1 of their 81 presentations was 39, ranging from a high of 80
to a low of 10. In addition to community education presentations, estimated
community education contacts using media was 60,000.

Counseling services averaged 149 contacts pe' month, for a total of 1,792 which
was less than the planned activity level of 3,130 by 43 percent. PRO-TECH had 26
counseling sites in June 1989.

Legal services were 20 percent below their planned activity level of 270 for the fiscal year.

d. Volunteers

For FY 1988-89, the average number of volunteers pnr month was 32. These
volunteers contributed 4,090 hours to HICAP. The. av erage number of hours per
volunteer per month was 10.7 hours.
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16. San Francisco (1) - Legal Assistance to the Elderly

a. Background

Legal Assistance to the Elderly (LAE) is a non-sectarian, nonprofit organization
which has a goal to protect, defend, and advocate for the legal rights, benefits, and
services of elders by providing legal counsel, representation, and community
education free to residents of San Francisco who are 60 and older. Clients are seen at
intake sites throughout this culturally diverse city. The frail client is visited at home,
in the hospital, or other settings. Clients are provided information, advice, counsel,
and representation for problems associated with Social Security or Supplemental
Security Income, Medicare and Medi-Cal, private health insurance, nursing homes,
housing, private pensions, powers of attorney, and physical and financial abuse.

b. Historical Development

Originally founded by the American Jewish Congress in 1975, LAE was
incorporated as an independent nonprofit agency in 1979, governed by a
22-member Board of Directors and guided by a 10-member Senior Advisory
Committee. LAE's involvement with HICAP came as a result of realizing that
many clients were having difficulty negotiating the maze of Medicare and
suppIemental health insurance. These concerns were instrumental in working with
others in the field of aging to implement the HICAP. Because of LAE's access to
the elderly community and commitment to health issues, it was obvious that many
of LAE's resources would enhance the HICAP. The San Francisco HICAP has
worked to develop an ongoing relationship with all HICAP projects throughout the
State to facilitate communication with other agencies which have similar resources.

c. Services

The total services rendered were distributed among community education
(4,342 contacts), counseling (1,036 contacts), and legal services (103 contacts).

Community education efforts showed an 87 percent increase over last fiscal year's
activity. The average attendance at 1 of their 92 presentations was 47, ranging from
a high of 212 to a low of 23. They achieved 96 percent of their planned activity
level of 4,500.

Counseling services increased 75 percent over FY 1987-88. LAE averaged 86
contacts per month, for a total of 1,036, which was less than the planned activity
level of 1,800 by 42 percent. The number of counseling sites increased from 12 in
June 1988 to 15 in June 1989.

Legal services decreased 45 percent, from 186 in FY 1987-88 to 103 in FY 1988-89.

d. Volunteers

For FY 1988-89, the average number of volunteers per month was 15. This is an
increase over 8 volunteers in FY 1987-88. These volunteers contributed 818 hours
to HICAP, an increase of 71 percent over last fiscal year. The average number of
hours per volunteer per month was 4.6 hours.
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17. SW. Mateo (1) - Peninsula Volunteers/Lttle House

a. Background

Peninsula Volunteers, Inc., is a private nonprofit organization dedicated to
promoting the general community welfoe of the senior population. The focus
within its parent organization, Little House, is twofold: 1) to make an immediate
contribution to the older person by providing companionship and the stimulus of a
multi-level program of educational, cultural, recreational, and community activities;
and 2) to provide the opportunity for needed research in gerontology. Peninsula
Volunteers/Little House has now developed a Well Elder Center at which
rehabilitative and consultative services. are provided by the medical staffs of
Stanford and Sequoia Hospitals and other health care providers in the County.

b. Historical Development

Incorporated in 1947, the Peninsula Volunteers/Little House is a charitable
organization. In 1949, the Corporation developed the first suburban senior center in
the country which has become the model for coordinated and comprehensive services
to the elderly. In addition, Peninsula Volunteers/Little House developed Rosener
House, an adult social day center, and two independent living facilities: Crane Place
and Partridge Place. Because Peninsula Volunteers/Little House is recognized as the
major multi-purpose senior center in San Mateo County, the County Area Agency on
Aging agreed in 1988 that Little House would be the agency best suited to implement
the HICAP. In developing the Program, Peninsula Volunteers/Little Heuse has had
exceptional cooperation from both the San Francisco County and Santa Clara County
HICAP agencies.

c. Services

FY 1988-89 was the first full year that Little House provided HICAP services.
These services were distributed among community education (4,645 contacts),
counseling (1,064 contacts), and legal services (15 contacts).

Community education efforts were 232 percent of their planned activity level of
2,000. The average attendance at I of their 88 presentations was 53, ranging from
a high of 81 to a low of 18.

Counseling services averaged 89 contacts per month, for-a total of 1,064 which
was less than the planned activity level of 1,200 by 11 percent. Little House had 14
counseling sites in June 1989.

Legal services were 50 percent below their planned activity level of 30 for the fiscal
year.

d. Volunteers

For FY 1988-89, the average number of volunteers per month was 12. These
volunteers contributed 1,999 hours to HICAP. The average number of hours per
volunteer per month was 14 hours.
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18. Santa Barbara (2) - Central Coast Commission for Senior Citizens

a. Background

The Central Coast Commission for Senior Citizens (CCCSC) is a California
nonprofit public benefit corporation serving senior citizens in Santa Barbara and
San Luis Obispo Counties. The CCCSC is the designated Area Agency on Aging
for San Luis Obispo and Santa Barbara Counties. The Commission currently
operates several other senior citizen programs: Retired Senior Volunteer Program
(RSVP), Senior Nutrition Program of San Luis Obispo County, Caring Callers,
Senior Community Service Employment Program (SCSEP), and PIC Older Worker
Program (Fifty Five Plus). The Commission is governed by a Board of Directors,
75 percent of whom are 60 years of age or older. All members are residents of
San Luis Obispo or Santa Barbara Counties, with 5 of the 14 directors appointed
by fhe respective County Board of Supervisors, and the Santa Maria,
Shta Barbara, and San Luis Obispo City Councils.

b. Historical Development

First chartered in March 1975, the CCCSC Was designated the Area Agency on
Aging soon after. Throughout the past 13 years, the CCCSC has maintained and
expanded its community commitments with a focus on development of in-home
supportive services and long-term care programs. In 1985, the Area Agency on
Aging conducted an Elder Needs Assessment Survey which indicated 25 percent of
those surveyed experienced difficulty in completing health insurance claim forms.
Also, in FY 1985-86, the Area Agency on Aging secured funding from the
Department of Aging to initiate a Medicare and insurance billing service in the
Santa Maria area. The Area Agency on Aging granted the monies to the
Marian Medical Center (MMC) which continues to operate the program. The
program has proven very successful and is now fully funded by MMC. This
program provided services only to the northern Santa Barbara area on a limited
basis. Because the need for health insurance counseling services was evident
throughout Santa Barbara and San Luis Obispo Counties, the CCCSC applied for
and received the HICAP grant in 1988. _

c. Services

FY 1988-89 was the first year that the CCCSC provided HICAP services. These
services were distributed among community education (2,456 contacts), counseling
(1,061 contacts), but no legal services (0 contacts).

Community education efforts were 108 percent of their planned activity level of
2,282. The average attendance at I of their 55 presentations was 45, ranging from
a high of 60 to a low of 31.

Counseling services averaged 88 contacts per month, for a total of 1,061 which
was less than the planned activity level by 6 percent. CCCSC had established 11
counseling sites by June 1989.

Legal services were not provided this fiscal year.
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d. Volunwers

For FY 1988-89, the average number of volunteers per month was 11. These
volunteers contributed 1,143 hours to HICAP. The average number of hours per
volunteer per month was 8.4 hours.

19. Santa Clara (1) - Council on Aging of Santa Clara County

a. Background

The Council on Aging of Santa Clam County, Inc. (COA), is a private nonprofit Area
Agency on Aging which operates the HICAP to bring consistency and continuity to
existing service providers, and to expand the Program to all parts of the County.

Santa Clara County has the privilege of being the home of Stanford University,
where a model health insurance counseling program was started over ten years ago
under the leadership of Leona McGann of Palo Alto. In fact, the COA provided
funding for the first volunteer training manual developed for use in the County at that
time. The addition of HICAP services has greatly enhanced the Area Agency's
advocacy efforts in the areas of health planning and health insurance, and has brought
an entirely new group of elderly into the Area Agency's service network. The COA,
as one of the first group of ten HICAP grantees in California, continues :o play an
active role in the coordination and sharing of resources among all HICAPs.

b. Historical Development

The COA has been operating since 1975. In the capacity of an Area Agency on
Aging, the COA has actively planned, coordinated, advocated, developed
programs, and distributed Older Americans Act funding to create and maintain a
comprehensive system of services for older persons in Sa&a Clara County. For the
past ten years, the COA has also provided senior employment services through the
Older Americans Act Title V program. In the last five years, the COA has evolved
into one of the largest providers of direct services in the County by developing and
providing gap-filing services in the absence of other provider organizations.
Currently, in addition to its Area Agency on Aging functions and responsibilities,
the COA also directly provides senior services in the areas of employment,
long-term care, case management , Multipurpose Senior Services Program
(MSSP), emergency home response, and friendly telephone reassurance, as well as
the HICAP.

c. Services

For FY 1988-89, the total services rendered were distributed among community
education (6,983 contacts), counseling (3,136 contacts), and legal services (165
contacts).

Community education efforts showed a 156 percent increase over last fiscal year's
activity. The average attendance at I of their 108 presentations was 65, ranging
from a high of 78 to a low of 10. They achieved 171 percent of their planned
activity level of 4,089.

Counseling services increased 13 percent over FY 1987-88. COA averaged 261
contacts per month, for a total of 3,136 which was 17 percent more than the



133

planned activity revel of 2,674. The number of counseling sites increased from 15
=June 1988 to25 in June 1989.

Legal services decased 15 percent, from 194 in FY 1987-88 to 165 in FY 1988-89.

d. Voluners

For FY 1988-89, the average number of volunteers per month was 30. This is an
increase over 24 in FY 1987-88. These volunteers contributed 4,237 hours to
HICAP, an increase of 35 percent over last fiscal year. The average number of
hours per volunteer per month was 11.9 hours.

20. Santa Cruz (2) - Seniors Council of Santa Cruz and San Benito Counties/Area Agency

j Aagi

a. Background

The Area Agency on Aging (AAA) is located in Aptos and it operates the local
HICAP project. HICAP services for FY 1988-89 were performed under contract
with two agencies: 1) Senior Network Service, Inc., an information and referral
agency, and 2) the Senior Legal Services, Inc. Both agencies have provided health
insurance counseling for many years. The AAA's approach to the delivery of
HICAP service involves a thre-part arrangement under the leadership of the
Seniors Council of Santa Cruz and San Benito Counties, Inc. The operation of the
HICAP-in Santa Cruz and San Benito Counties is overseen by an official Advisory
Council which answers to the Seniors Council Area Agency on Aging Board of
Directors. Interagency committees convened by the AAA in both counties are also
conducive to regular communication and exchange of information among providers
of a wide diversity of services to elders.

b. Historical Development

The Santa Cruz HICAP was established by the AAA in March 1988. The Senior
Network Services agency is a multi-purpose agency providing Santa Cruz County
residents with senior supportive services. The Senior Citizen Legal Services was
the prototype for legal services to the elderly nationwide, and is well established hi
both counties. Together, these agencies developed an integrated system of service
in the two-county area. Volunteer counseling sites, legal assistance sites, and
community education locations are selected from existing senior service sites (such
as senior centers) to more effectively reach the service population.

c. Services

For FY 1988-89, the total services rendered were distributed among community
education (1,346 contacts), counseling (1,760 contacts), and legal services (80
contacts).

Community education efforts showed a 5 percent decrease over last fiscal year's
activity. The average attendance at 1 of their 22 presentations was 61, ranging from
a high of 165 to a low of 22. They achieved 179 percent of their planned activity
level of 750.
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Counseling services increased 16 percent over FY 1987-88. The Seniors Council
of Santa Cruz and San Benito Counties averaged 147 contacts per month, for a total
of 1,760 which was 76 percent more than the planned activity level of 1,000. The
number of counseling sites greased from 12 in June 1988 to 10 in June 1989.

Legal services decreased 17 percent, from 96 in FY 1987-88 to 30 in FY 1988-89.

d. Volunteers

For FY 1988-89, the average number of volunteers per month was 14. This is a
decrease from 17 in FY 1987-88. These volunteers contributed 888 hours to
HICAP, an increase of 4 percent over last fiscal year. The average number of
hours per volunteer per month was 5.3 hours.

21. Shasta (5) - PSA 2 Area Agenc on Aging

a. Background

The PSA 2 Area Agency on Aging is located in Yreka and oversees the HICAP in
the counties of Lassen, Modoc, Shasta, Siskiyou, and Trinity. PSA 2 has
contracted with the Senior Legal Center of Northern California to operate the
HICAP in their five-county jurisdiction.

b. Historical Development

Incorporated in 1981, the Senior Legal Center of Northern California is a nonprofit
multi-program corprtion whose principle purpose is to provide assistance to the
senior population in the PSA 2 area. The Senior Legal Center was selected to sponsor
the Long-Term Care Ombudsman Program in 1982, and the HICAP in 1988.

c. Services

The PSA 2 Area Agency on Aging joined HICAP in September of 1988 and
provided HICAP services for the last nine months of the fiscal year. These services
were distributed among community education (928 contacts), counseling (368
contacts), and legal services (22 contacts).

Community education efforts were 59 ?ercent of their planned activity level of
1,577. The average attendance at I of their 28 presentations was 33, ranging from
a high of 60 to a low of 19.

Counseling services averaged 31 contacts per month, for a total of 368 which was
less than the planned activity level of 675 by 45 percent. PSA 2 had seven
counseling sites in June 1989.

Legal services were twice theL planned activity level of 11 for the fiscal year.

d. Volunteers

For FY 1988-89, the average number of volunteers per month for the eight months
they had volunteers was 21. This differs from the data shown in Table 2 because
all the data shown in Table 2 is based on a full 12-month year. These volunteers
contributed 832 hours to HICAP. The average number of hours per volunteer per
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monh (for eight months) was five hours. (Note: Volunteers fluctuated from a high
of 57 to a low of 11.)

22. Sonoma (6) -North Bay Health Resources Center

a. Background

North Bay Health Resources Center (NBHRC) is based in Petaluma and has
functioned for many years as a former Health Planning Organization. Prior to
providing HICAP services, they provided health insurance counseling in the
counties of Napa, Sonoma, and Solano. The NBHRC HICAP project coordinates
with other existing resources to provide an integrated and comprehensive service
program. NBHRC supports a philosophy that: 1) primary preventicr. of problems
is more effective than crisis intervention; 2) people should know their rights ai.d
obtain what they are entitled to from Medicare; 3) people should understand their
options and rights under supplemental health insurance policies and .receive wltat
they are entitled to; and 4) all Medicare eligible people in the service irca, including
minorities, low-income, and isolated rural residents, should have access to
necessary information and assistance.

Currently, the program is reaching approximately 10 percent of the 65+ population
through public information and education efforts and through the program's
decentralized counseling and advocacy system. The service delivery approach
employed by the NBHRC is integrated with the greater social service delivery
system in this large six-county service area. HICAP staff work closely with the
Area Agencies on Aging, Information and Referral networks, senior service
providers, Social Security offices, and other organizations to accomplish its goals.

b. Historical Development

The NBHRC HICAP has served five counties (Mendocino, Lake, Sono ,a, Napa,
and Solano) since 1985, and was extended to a sixth county (Marin) during the
FY 1987-88 funding period. The program functions in a large geographic service
area which includes urban, suburban, and rural communities with considerable
diversity in their values and attitudes.

c. Service Performance

For FY 1988-89, the total services rendered were distributed among community
education (11,767 contacts), counseling (5,708 contacts), and legal services (67
contacts).

Community education efforts showed a 41 percent increase over last fiscal year's
activity. The average attendance at I of their 246 presentations was 48, ranging
from a high of 104 to a low of 31. They achieved 102 percent of their planned
activity level of 11,578.

Counseling services increased 19 percent over FY 1987-88. North Bay average.;
476 contacts per month, for a total of 5,708 which was 14 percent less than the
planned activity level of 6,604. The number of counseling sites increased from 43
in June 1988 to 50 in June 1989.

L*Ugal services increased from 27 in FY 1987-88 to 67 in FY 1988-89.
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d. Volunteers

For FY 1988-89, the average number of volunteers per month was 63. This is a 34
perent increase over 47 in FY 1987-88. These volunteers contributed 10,971

toICAP, an increa of 23 percent over last fiscal year. The average
number of hours per volunteer per month was 14.4 hours.

23. Stanislaus (fl - Modesto Salvation Army

a. Background

The Modesto Salvation Army is committed to helping aging persons cope with their
special problems and successfully adjust to changing lifestyles. The Salvation
Army supports a variety of services to seniors of Stanislaus County, including
nutritional services, information and referral, and poverty assistance programs.

b. _Histoial Development

The Salvation Army was established in Modesto in 1890. It has continued the
work of its founder, William Booth, by offering nutrition, housing, and
information and referral, among other services to those in greatest need in the
greater Modesto area. Although senior citizens have always been recipients of
services at the Salvation Army, it was felt in 1980 that a special effort was needed
to serve some of the unmet needs of the many seniors of the area. The Salvation
Army began a county-wide Information and Referral service in November 1980
which has continued for the last seven and one-half years. The Salvation Army
had, in fact, been providing insurance counseling to seniors since 1983, but had to
limit program expsion for lack of funding. Becoming a HICAP agency in 1988
was a major achievent in the effort to expand and provide Stanislaus County
more professional counseling services.

c. Services

FY 1988-89 was the first full year that the Modesto Salvation Army provided HICAP
services. These services were distributed among community education (1,108
contacts), counseling (740 contacts), and legal services (2 contacts).

Community education efforts were 74 percent of their planned activity level of
1,500. The average attendance at 1 of their 22 presentations was 50, ranging from
a high of 152 to a low of 14.

Counseling services averaged 62 contacts per month, for a total of 740 which was
more than the planned activity level of 614 by 21 percent. The Modesto Salvation
Army had four counseling sites in June 1989.

Legal services were 90 percent below their planned activity level of 20 for the fisal
year.

d. Volunteers

For- FY 1988-89, the average number of The Salvation Army's volunteers per
month was seven. These volunteers contributed 1,168 hours to HICAP. The
average number of hours per volunteer per month was 13.3 hours.
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24. Ventura Mfl - Grey Law

a. Background

Grey Law of Ventura County, Inc., is a nonprofit corporation dedicated to
providing free legal Services to the senior citizen population of Ventura County.
Grey Law has representatives available on a regular basis at 13 senior centers
throughout the County. Grey Law also has speakers who will cover any subject
related to senior issues. These speakers have spoken at numerous senior centers
and to other organizations throughout the County.

b. Historical Development

Grey Law opened its doors January 1979 and started a Comprehensive Employment
Training Act (C.E.T.A.) project with the goal of providing legal assistance to senior
citizens and the disabled of Ventura County. Eventually, Grey Law evolved into a
senior citizen legal aid project In the years the program has been opez.tional Grey
Law's work has allowed many seniors to remain active participants in the economic
and social life of the community by providing them access to and representation in the
legal system. Since Grey Law already had an existing network that served the senior
population of Ventura County and they were dealing in HICAP issues on a limited
bai they quickly incorporated HICAP into its existing network and expanded
services.

c. Services

FY 1988-89 was the first full year that Grey Law provided HICAP services. These
services were distributed among community education (2,387 contacts), counseling
(534 contacts), and legal services (11 contacts).

Community education efforts were 99 percent of their planned activity level of
2,400. The average attendance at 1 of their 34 presentations was 70, ranging from
a high of 113 to a low of 22.

Counseling services averaged 45 contacts per month, for a total of 534 which was
less than the planned activity levcl of 1,500 by 64 percent. Grey Law had seven
counseling sites in June 1989.

Legal services were 93 percent below their planned activity level of 156 for the
fiscal year.

d. Volunteers

For FY 1988-89, the average number of Grey Law's volunteers per month was 11.
These volunteers contributed 683 hours to HICAP. The average number of hours per
volunteer per month was five hours.
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C. = SAV ISO LUN AND TO STATE

As a consequence of the Supplemental Report of the Budget Act of 1987, the HICAP
began documenting cost savings in July o 1987. Cost savings, whether for the client
or for the State, are difficult to edict ahead of time. In many cases, legal services are
used to settle complicated t disputes and may take several months to settle. When
these cases are sealed they often represent a great deal of money. In FY 1988-89, total
savings were reported to be $4,689.231. This represents savings for the client and
savings for the State. State savings are reputed as a subset of all savings.

These data show that HICAP had a 176 percent return, in terms of the cost/benefit ratio
of the Progran This is almost a two dollar savings for every dollar expended in the
Program. While the savings do not contribute to the costs of the Program, this reflects
a significant favorable impact of the Program. The trend in cost savings is both an
increasing overall savings rate and an increasing per capita savings to the clientele.

1. Client and State Cost Savings

Chart 2 shows cost savings reported for FY 1988-89. There are four categories of
savings reported by the contractors. First, the category "Policy Premiums
Cancelled" represents the dollars saved by reducing the amount of insurance
purchased. This would include the cancellation of unnecessary policies when a
client is over-insured, such as having excess or inadequate Medicare supplement or
long-term care policies, specific itLness policies, or excess accident or indemnity
policies, and for Medi-Cal beneficiaries who were sold policies for health care
already covered by Medi-Cal.

The second category, "Reimbursements from Medicare," represents claims
adjustments, including money reimbursed for claims errors that were corrected or
for appeals to Medicare that were won. The third category, "Reimbursements-
Other Coverage," is a catch-all category for situations concerning entities other than
Medicare or insurers, such as savings to the client from overpaid provider
reimbursements. "Other Savings" is a catch-all for unusual situations such as dated
checks from insurers unknowingly held by the client that were finally processed.
These types of situations do not easily fit into the major cost savings categories but
do represent a service to the client.
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CHART2
HICAP STATEWIDE SUMMARY

FY 1988-89
TOTAL WMNT AND STATE COST SAVINGS BY TYPE

In FY 1988-89, HICAP saved 5,134 clients an average of $913.37 each.3 Policies
cancelled because they wee duplicative or unnecessary resulted in savings to clients
in the amount of $960,897, or 20.49 percent of all savings. Reimbursement for
uumecessary out-of-pocket expenses from faulty Medicare claims resulted in
$932,225 worth of savings to Medicare beneficiaries, or 19.88 percent of all
reported savings. Savings from insurance claim adjustments or service provider
claims were $767,346, or 16.36 percent. "Other savings" of $2,028,763 amount
to 43.26 percent of the total savings.

2. t.atSaivngs

Chart 3 shows cost savings to the State reported for FY 1988-89. In Chart 3 there are
two categories of savings to the State reported by HICAP contractors. The first
catego, "Reimbursements from Medicare," includes dollars saved the State by
resubmitting or appealing Medicare claims for Medi-Cal recipients. The second category
"Reimbursements-Other Savings," represent dollars saved the State from sources other
than Medicare, contributing to the health care expenses of Medi-Cal recipients.

This average actjulas moJs identfied based on the actual dollars returnd to client because of
refunds. reductions, or deleions of Iready billed mounts and pmeynet by a third party, or the monetary
equivaleat saved by preventiat or posqaing what would otherwise be an out-of-pocket expense. and
oillm saved for my Sumaency, such as Medi-CL. became Medicare peid for expenses that would
otherwise have bea paid for by the State. In the lattr cas the State receives the benefits. not the
client.
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The reputed rimbursmt to the State, as a result of Medicare coverage supplanting
Medi average (also known as "cost shifting"), amounted to $46,063 or 3.57
percent of total State savings and about I percent of total savings reported.

CHART 3
HICAP STATEWIDE SUMMARY

FY 1988-89
STATE COST SAVINGS BY TYPE

3.57%

In addition to these direct savings, there is also "cost avoidance" which is much
more difficult to measure, but nevertheless important. In effect, the State saves
money every time a client is capable of postponing spending tfeir own funds to the
point of becomin; eligible for Medi-Cal. The educational and counseling aspects of
the Program are aimed at maximizing the clients' planned benefits and minimizing
the need to spend down their savings. Good pre-retirement planning helps to avoid
the necessity for the State to intervene at an earlier stage.

The appropriate use of private insurance, Medicare, and medical plans reduces the
dependency on the State. Many clients are not initially Medi-Cal recipients, but rather
Medicare beneficiaries who have to make hard choices concerning their health
coverage. With the right counseling, these clients can improve their chances for staying
independent longer. This is both good for the client and for the State, as it reduces
State Medi-Cal costs.

O3 Reimbursements from
Medicare

* Reimbursements-Other
Savings

96.43%
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D. CASE AM q R ANECOM)

Loca HICAP Counselors work with seniors who face a variety of problems in paying
for and o *nig health care, whether as a result of Medicare policies or the limitations
to health inurance. The best way to show this variety is to provide examples of actual
cases. The following are anecdotes describing actual cases, although names or other
identifiers have been changed to proc the confidentiality of the clients.

A Spanis speaking couple in Southern California were referred to HICAP after
having been pressumed into joining a Health Maintenance Organization (HMO) by an
aggressive marketing representative. Terpresentative told the clients they could
cancel the membership by phone. The couple signed the enrollment form, primarily
to disengage from the representative, believing they could call the next day and
canceL The following day they called to cancel their membership in the HMO.

The couple continued to use their non-HMO providers. When Medicare started to
deny claims, they realized the HMO had not cancelled their membership. They nied
three more times to disenroll, but only after the intervention of a city councilman did
the HMO finally disenroll the couple. By that time the couple was liable for
$26,000 worth of unpaid claims. The HICAP intervention used a bilingual
Counselor who assisted the couple in their appeal The appeal was successful and
the HMO ended up paying the $26,000 in out-of-plan claims.

HICAP Counselors in a mid-State county helped two couples cancel Medicare
supplement insurance policies sold to them by the sam insurance agent. It
appeared the agent may have used unethical sales tactics in selling the policies. The

si Counselors were also able to have the clients reinstated with their previous
insurer, with no new waiting period for pre-existing conditions. The total
reimbursement recovered for these clients was $3,939. In addition, the Department
of Insurance began investigating the sales practices of the agent involved as a result
of HICAP's intervention.

An 83-year-old client bought a Medicare supplement policy for which she paid a
full year's premium of $990. The policy was issued by the agent to her the same
day she completed the application and paid the premium. Within the 30-day "free
look" period, the client decided she did not want the policy and returned it to the
company with written notice that she wanted to cancel.

Subsequently, the company issued her a refund check, but only in the amount of
$90. Several attempts to contact the selling agent were unsuccessful. A HICAP
Counselor assisted the client by writing to the insurance company and to the
Department of Insurance. The full refund check in the amount of $900 was issued
tothe client and delivered by Federal Express mail within six days of the letter sent
to the Department of Insurance.

In a sales presentation, an agent told a woman that her new Medigap policy would
cover her while living abroad. The policy, however, did not cover her while she
was out of the Country. Through HICAP's intervention, the HICAP Counselor

These swiroes we compiled to exemplify the type of problems faced by and resolved by HICAP projects.
Each you, new medotes we provided to reject work conducted in the reporting period; however, some
anecdotes are no from the reporting year simply because they are good examples of the kind of work
Jor by the HICAP.

37-814 0 - 91 - 6
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aranged to have the agent refund the premium for the1puiod of time she would be
o~u~t fte Country ($495). After consulting with the HICAP Counselor, the client
also decided to drop a "Medibill" service (a private service that takes car of billings
for a fee) at an annual savings of $195. The Counselor was able to provide the
necessary forms and instuctions to allow the client to handle her own bills and
claims. •

An older worker is a member of a Health Maintenance Orgvnzawn (ILMO). The
HMO is the primary payer and should only bill Medicare as secondary payer.
Howev, this HMO and its doctors billed Medicare as the first payer. Medicare
paid the client who, in turn, paid his doctors and the HMO. When Medicare
caught the errors, it requested a refund from the HMO. The HMO did not respond,
so Medicare billed the client. The client explained the situation to Medicare, but
Medicare insisted the client was liable for the overpayrient which was in excess of
$3,000. The client, out of desperation, contacted the HICAP when Medicare
threatened to garnish his Social Security checks. The IUCAP Counselor sent letters
to the HMO which finally responded. The HMO had the doctors refund the $3,000
to Medicare. Medicare then dismissed the charges to the client.

A distraught 72-year-old woman presented a letter to the local HICAP Counselor
from a collection agency demandinpament of $1,947 for services received by her
husband for his open heart surgery n 1986. The local HICAP project had been
assisting the client and her husband with their medical billing and reimbursement
off and on since 1985. The Counselor knew that the client did not have a bill fr
this amount and all other bills had been attended to and resolved for her husband's
surgery. The letter contained no information to identify the provider of service
(doctor), the date of service, nor the total of the bill. The client attempted to get this
information from the collection agency and was confronted with a rude demand for
payment. The local HICAP Counselor called the agency and spoke with an account
representative who could not identify the provider and demanded an additional
amount of money ($1,542), citing an error in the original letter which did not reflect
the total amount due. Later on this "error" turned out to be an additional mistake by
the collection agency because the charge had already been paid by Medicare and the
client's supplemental insurance company.

In a discussion with the account representative's supervisor, it was discovered that
the HICAP client had been billed in error. The agency had not researched the
client's account and did not know it had been an assigned claim for which no bill
had ever been presented to the client for payment. The collection agency was
provided sufficient information to correct the billing error which had occurred in
1986 when the client's doctor first billed Medicare. They agreed to cease all efforts
to collect payment from the HICAP client and immediately sent a letter of apology
to the client for any anxiety the firm had created. The local HICAP project saved
the client $1,947 which would have been paid if HICAP had not intervened and an
additional $1,542 which would have been paid if the second error had not been
discovered.

During March 1988, a lady with emphysema came into the HICAP project with a stack
of Explanation of Medicare Benefits (EOMB) forms. On a few forms, Medicare had
approved payment for oxygen and durable equipment; however, on others, both had
been denied. The total amount denied was $1,177. The local HICAP Counselor
assisted her with a request for reconsideration, which was denied. A request for a
review was also denied. The HICAP participant was then assisted in the preparation
and submission of a r',uest for a Fair Hearing. The Hearing Officer sent the
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paticipant a letter approving the entire amount. The letter was signed and returned to
the Hearing Officer. Early in May 1988, die participant received $949.60 (80%) from
Medicare, and the HICAP Counselor assisted the client with the submission of a
suppIm tal insurance claim. By the end of May, the client had received $227.40
from her insrnwce company. She was reimbursed a total of $1,177.

A HICAP clients husband had died of cancer. In addition to grieving her loss, the
client had to contend with bills from 33 different providers. The local Counselor
asted the client by org g and processing claims and payments during a period of
several months. The Counselor also contacted the doctors to ask if they would acceptassignment for their services. Many of the doctors agreed to accept assignment which
saved the client between $4,000 and $5,000.

* A SpMish-speaking HICAP client visited the local HICAP project because he had
numerous Medicare claims which were denied payment. Medicare had denied the
clainx because he had a group insurance policy. A HICAP Counselor determined
that Medicare was wrong since the client had been retired for several years and his
retirement plan did not include health insurance. The client had completed 2-3
questionnaires from Medicare stating that he was not employed, but the information
was not entered correctly in Medicare's computer. By the time he visited the
HICAP project, there was a considerable amount of money owed to the client. The
HICAP CoUnselor called Medicare, the clients files were reexamined, and delayed
payments were sent to the physicians. Medicare discovered an incorrect code was
entered which indicated that another insurance claim was involved. Because of the
language barrier, the Counselor wrote a letter for the client, which the client signed,
outlining the problems. The letter also confirmed the previous telephone
conversations and the proposed outcome by Medicare. Consequently, the client
was extremely grateful that the Counselor had been able to accomplish in just two
phone calls what he had been trying to achieve for many months.

E. CONCLUSION

The HICAP met its performance objectives for Fiscal Year 1988-89. The Program
exceeded last year's overall performance. Reflecting the performance of all 24 projects,
a comparison of the FY 1987-88 performance data with FY 1988-89 shows a 147
percent increase in the number of community education clients contacted, a 71 percent
increase in the number of counseling client contacts, and a 34 percent increase in the
number of legal client contacts.

The HICAP projects reported $4,689,231 in savings to 5,134 clients during FY 1988-89
for an average savings of $913.37 per person.5 This savings represents a 176 percent
return in terms of cost savings compared to the expense of the Program. Within the total,
$1.291,960 was reported saved for the State's Medi-Cal program. Although client
savings were significant, the real benefits are derived from cost avoidance by preventing
or postponing the need for people to rely on the State's Medi-Cal program.

This average includes savings identfied based on the actual dollars returned to the client because of
reftidc reductions. or deletions of Iready billed amourts and payment by a third party, or the monetary
equivalent saved by prevntinS or postponing what would otherwise be an out-of-pocket expense, and
doUmn saved for my State agency, such as Mudi-Cal. because Medicare paid for expenses that would
otherwise have been paid for by the State. In the latter cae. the State receives the benefits, not the
client.
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APPENDIX A
HICAP SERVICE JURISDICTIONS

(24)

37-814 0 - 91 - 7
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APPENDIX B

ADMINISTRATIVE CONTACTS LISTING

HEALTH INSURANCE COUNSELING AND ADVOCACY PROGRAM
(Revised February 1990)

COUNTIES PHONE

Orah Young, Executive Director
Leslie Baker, Program Manager
LEGAL ASSISTANCE FOR SENIORS
1611 Telegraph Avenue, Room 905
Oakland, CA 94612

Paul Martinsen, Director
Judy Kane, Program Manager
AREA AGENCY ON AGING, PSA 3
2nd & Normal Streets
Chico, CA 95929

Frank Meyer, Executive Director
Bob Louis, Program Manager
CALIFORNIA HUMAN DEVELOPMENT CORP.
P.O. Box 1180
San Andreas, CA 95249

Robert Sessler, Director
Lennis Lyon, Program Manager
CONTRA COSTA COUNTY OFFICE ON AGING
1305 MacDonald Avenue
Richmond. CA 94801

Barbara Pontecorvo, Director
Steve Eicholz, Program Manager
FRESNO-MADERA AREA AGENCY ON AGING
2220 Tulare Street, Suite 1200
Fresno, CA 93721

Kermit Thobaben, Executive Director
Phil Way, Program Manager
HUMBOLDT SENIOR RESOURCE CENTER
1910 California Street
Eureka, CA 95501

Eddy Lane, Director
Kathy Gibbs
KERN COUNTY OFFICE ON AGING
2717 O Street (Mail Address: 1415 Truxtun Ave.)
Bakersfield. CA 93301-5215

Alameda

Butte (5)
Colusa, Glenn, Plumas

Tehama

Calaveras (5)
Alpine, Amador, Mariposa

Tuolumne

Contra Costa

Fre sno/Madera (2)

Humboldt/Del Norte (2)

Kern

(415) 839-0393

(916) 895-5961

(209) 754-4244

(415) 374-3481

(209) 488-3821
(209) 488-2899

(707) 443-9747

(805) 861-2218

AGENCY
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APPENDIX B

ADMINISTRATIVE CONTACTS LISTING

HEALTH INSURANCE COUNSELING AND ADVOCACY PROGRAM
(Revised February 1990)

AGENCY

John Davis, Director
Joe Marchbanks, Program MLuger
KINGS-TULARE AREA AGENCY ON AGING
1920 West Princeton, Suite A-B
Visalia, CA 93277

Bess Brewer, Program Manager & CEO
Aileen Harper. Assistant Director
MEDICARE ADVOCACY PROJECT, INC.
31-5 West Ninth Street, Suite 1004
Los Angeles, CA 90015

Dennis Tatum, Director
Mary Ward, Program Manager
MERCED COUNTY AREA AGENCY ON
AGING PROGRAMS

851 West 23rd Street
Merced, CA 95340

Vicki Shepard, Director
AREA AGENCY ON AGING, MONTEREY
1184 Monroe Street, Suite 10
Salinas, CA 93906

Kathy Kennedy
ALLIANCE ON AGING
600 South Main Street, #7
Salinas, CA 93901

Sara Senger, Attorney
LEGAL SERVICES FOR SENIORS
1011 Cass Street, Suite 101
Monterey, CA 93940

Gordon Martin, Executive Director
Julie Schoen, Program Manager
VISITING NURSE ASSOCIATION OF
ORANGE COUNTY FOUNDATION

P.O. Box 1129
Orange, CA 92668-0129

COUNTIES

Kinpglare (2)

Los Angeles

Merced

Monterey

Monterey

Monterey

Orange

PHONE

(209) 730-2553

(213) 614-0991

(209) 385-7550
(209) 385-6951

(408) 375-8132
(408) 757-5905

(408) 758-0911

(408) 372-3989

(714) 639-4963
(714) 639-4962
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APPENDIX B

ADMINISTRATIVE CONTACTrS LISTING

HEALTH INSURANCE COUNSELING AND ADVOCACY PROGRAM
(Revised February 1990) .

AGENCY COUNTIES PHONE

Linda Dunn, Interim Executive Director
Terri Kennedy, Program Manager
INLAND COUNTIES HEALTH SYSTEMS

AGENCY
P.O. Box 5950
Riverside, CA 92517

Jonathan Elison, Executive Director
Eugene Landay, Program Manager
LEGAL CENTER FOR THE ELDERLY

& DISABLED
P.O. Box 2547
Sacramento, CA 95812

Billy Fmnk, Executive Director
Wendi Minton, Program Manager
PROGRESSIVE SOCIAL SERVICES SYSTEM
TECHNOLOGY

3760 Convoy Street, Suite 336
San Diego, CA 92111 -

Howard Levy, Executive Director
Corinne Parker, Program Manager
LEGAL ASSISTANCE TO THE ELDERLY
1453 Mission Saet, 5th Floor
San Francisco, CA 94103

Howard Banchefsky, Executive Director
Mary C. Pappas, Program Manager
LITTLE HOUSE
800 Middle Avenue
Menlo Park, CA 94025

Joyce Lippman, Director
Mary Anderson, Program Manager
CENTRAL COAST COMMISSION FOR SENIOR

CITIZENS
122 C West El Camino
Santa Maria, CA 93454

Riverside (4)
Inyo, Mono, San Bernrdino

Sacramento (9)
El Dorado, Nevada, Placer
San Joaquin, Sierra, Sutter

Yolo, Yuba

San Diego/Imperial (2)

San Francisco

San Mateo

Santa Barbara (2)
San Luis Obispo

(714) 825-7510

(916) 442-3486

(6, 9) 565-8772
(619) 565-8773

(415) 861-4444

(415) 326-2025

(805) 928-5663
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APPENDIX B

ADMINISTRATIVE CONTACTS LISTING

HEALTH INSURANCE COUNSELING AND ADVOCACY PROGRAM
(Revised February 1990)

AGENCY

Stephen SchmolL Executive Director
Lisa Riley, Program Manager
COUNCIL ON AGING OF SANTA CLARA

COUNTY
2131 The Alameda
San Jose, CA 95126

Jennifer Davis, Director
SENIORS COUNCIL OF SANTA CRUZ
AND SAN BENITO COUNTIES

234 Santa Cruz Avenue
Aptos, CA 95003

Ellen Pire, Directing Attorney
SENIOR CrrIZENS' LEGAL SERVICES
343 Church Seet
Santa Cruz, CA 95060

Brenda Moss, Director
SENIOR NETWORK SERVICES
1777 A Capitola Road
Santa Cruz, CA 95062

Pauline Valdivia, Director
JOVENES DE ANTANO
P.O. Box 860
Hollister, CA 95023

Susan Davenport, Director
PSA 2 AREA AGENCY ON AGING
P.O. Box 1400
Yreka, CA 96097

Mary Jean Phelps, Program Manager
SENIOR LEGAL CENTER
1407 Market Street
Redding, CA 96001

COUNTIES

Santa Clara

Santa Cruz/San Benito (2)

Santa Crux/San Benito (2)

Santa Cruz/San Benito (2)

Santa Cruz/San Benito (2)

Shasta (5)
Lassen, Modoc, Siskiyou

Trinity

Shasta (5)
Lassen, MQdoc, Siskiyou

Trinity

PHONE

(408) 296-8290

(408) 688-0400

(408) 426-8824

(408) 462-1472

(408) 637-6700

(916) 842-1687

(916) 241-8654
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APPENDIX B

ADMINISTRATIVE CONTACTS LISTING

HEALTH INSURANCE. COUNSELING AND ADVOCACY PROGRAM
(Revised February 1990)

AGENCY

Rick Kropp, Executive Director
Lee Austin, Program Manager
NORTH BAY HEALTH RESOURCES CENTER
55 Maria Drive, Suite 837
Petaluma, CA 94952

Captain Kenneth Osborne, Commanding Officer
Dixie Allison, Program Manager
SALVATION ARMY MODESTO CORPS
P.O. Box 1663
Modesto, CA 95353-1663

Michael S. Widliams, Executive Director
Linda Conner, Program Manager
GREY LAW
5755 Valentine Road, Suite_30JL
Ventura, CA 93003

COUNTIES

sonoma (6)
Lake, MArin, Mendocino,

Napa, Solano

Stanislaus

Ventura

PHONE

(707) 762-4591

(209) 577-4068

(805) 658-2266
(805) 658-2170
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APPENDIX B ADMINISTRATIVE CONTACTS
Alphabetically by name of contact person

February 1990

Alison. Dxie
Anderson, Mary
Austin, Lee
Baker, Leslie
Banchefsky, Howard
Brewer, Bess
Conner, Linda
Davenport, Susan
Davis, Jennifer
Davis, John
Dunn, Linda
Eicholtz, Steve
Ellison, Jonathan
Frank, Billy
Gibbs, Kathy
Harper, Aileen
Kane, Judy
Kennedy, Kathy
Kennedy, Terri
Kropp, Rick
Laine, Eddy
Landay, Eugene
Levy, Howard
Lippman, Joyce
Louis, Bob
Lyon, Lennis
Marchbanks, Joe
Martin, Gordon
Martinsen, Paul
Meyer, Frank
Minton, Wendi
Moss, Brenda
Osborne, Kenneth
Pappas, Mary
Parker, Corinne

(209) 577-4068
(805) 928-5663
(707) 762-4591
(415) 839-0393
(415) 326-2025
(213) 614-0991
(805) 658-2266
(916) 842-1687
(408) 688-0400
(209) 730-2553
(714) 825-7510
(209) 488-2899
(916) 442-3486
(619) 565-8772
(805) 861-2218
(213) 614-0991
(916) 895-5961
(408) 758-0911
(714) 825-7510
(707) 762-4591
(805) 861-2218
(916) 442-3486
(415) 861-4444
(805) 928-5663
(209) 754-4244
(415) 374-3481
(209) 730-2553
(714) 639-4963
(916) 895-5961
(209) 754-4244
(619) 565-8772
(408) 462-1472
(209) 577-4068
(415) 326-2025
(415) 861-4444

Phelps, Mary Jean
Pirie, Ellen
Pontecorvo, Barbara
Riley, Lisa
Schmoll, Stephen
Schoen, Julie
Senger, Sara
Sessler, Robert
Shepard, Vicki
Sutter, Val
Tatum, Dennis
Thobaben, Kermit
Valdivia, Pauline
Ward, Mary
Way, Phil
Williams, Michael
Wilson, Wes
Young, Orah

Main Office
Lori Chance/Wayne

Linda Scott
Margaret Sturch
Judy MacDonald
Joyce Dowell

Consultants
Bonnie Bums
Betty Thurmin

David Langenbacher
Alice Gates

(916) 241-8654
(408) 426-8824
(209) 488-3821
(408) 296-8290
(408) 296-8290
(714) 639-4963
(408) 372-3989
(415) 374-3481
(408) 375-8132
(408) 296-8290
(209) 385-7550
(707) 443-9747
(408) 637-6700
(209) 385-7550
(707) 443-9747
(805) 658-2266
(805) 861-2218
(415) 839-0393

(916) 323-7315
Lindley

(916) 323-1462
(916) 322-3837
(916) 327-0556
(916) 327-0556

(408) 438-6677
(916) 791-7828

(213) 736-2920
(415) 557-2206
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PREPARED STATEMENT OF EARL R. POMEROY

I. INTRODUCTION

Mr. Chairman and members of the Committee, I am Earl R. Pomeroy and I am
the President of the National Association of Insurance Commissioners (NAIC) and
Commissioner of Insurance in the State of North Dakota. The NAIC thanks you for
this opportunity to discuss the important topic of Medicare supplement insurance
and the bills that have been introduced by Members of this Committee.

The NAIC is a nonprofit organization whose members are the insurance officials
of each state, the District of Columbia, Guam, American Samoa, Puerto Rico and
the Virgin Islands.

The NAIC shares the concerns voiced by Members of this Committee and others
about the problems associated with the Medicare supplement insurance market-
place, which include failure to meet minimum loss ratios, duplication of coverage,
confused policyholders, and abusive marketing and sales practices.

To address these concerns, the NAIC added enhanced consumer protection provi-
sions to its Medicare Supplement Insurance Minimum Standards Model Act and
Regulation ("NAIC minimum standards") in September 1988 and again in December
1989. In addition, an NAIC task force currently is considering further enhance-
ments, such as benefit standardization and increased loss ratio requirements. We
welcome your interest in these important issues and pledge to work with you and
other interested members of Congress as we move for-ward with our work.

II. NAIC MODEL MINIMUM STANDARDS

In 1980, Congress passed the Baucus amendment to the Social Security Act, which
set forth a voluntary certification for Medicare supplement state regulatory pro-
grams. The Baucus amendment established the NAIC Model Act and Regulation as
the minimum standards for certifying these state programs. If a state fails to enact
the minimum standards, insurers can submit their policies directly to the Secretary
of the Department of Health and Human Services ("HHS") for certification.

The NAIC has been called upon twice in the past three years to amend these min-
imum standards: once when the Catastrophic Coverage Act was enacted and again
when it was repealed. In each instance, the NAIC went beyond making the neces-
sary changes to the minimum benefit standards and promulgated amendments to
strengthen regulatory standards relating to loss ratios, premium and benefit disclo-
sure, and sales and marketing practices.

In December 1987, the NAIC added significant requirements to its Model Regula-
tion regarding monitoring of loss ratios, filing requirements for out-of-state groups
and filing requirements for Medicare supplement advertisements.

The 1989 Revisions
In December 1989, the NAIC added a number of important "Consumer Protection

Amendments" to the NAIC minimum standards. They are discussed in the order in
which they appear in the Model Regulation.

1. Require Guaranteed Renewability
The amendments require all individual policies and certificates to guarantee re-

newability of coverage. Thus, individual policies must be guaranteed renewable, al-
though a commissioner may authorize a cancellation or nonrenewal.

The amendments require group policies to guarantee continuation or conversion
of coverage. If a group policy is terminated and the policy is not replaced, the insur-
er must offer the certificate holders an individual policy. The individual has the
choice of continuing the same benefits in the old policy or the minimum benefit
standards policy recommended by the NAIC. If membership in a group is terminat-
ed, the amendments require the insurer to offer conversion or continuation.

2. Limit Agent Commission Structure
The amendments provide a three-prong approach to agent commissions. First, a

limit on the differential between the first and second year commissions is imposed.
Commissions or other compensation in the first year may be no more than 200 per-
cent of the commissions or other compensation paid in the second year.

Second, the commission paid in the subsequent (renewal) years must be the same
as that provided in the second year. The subsequent years' commissions must con-
tinue for a reasonable number of renewal years also. This means that an insurer
ma not load all of the commission into the first and second years.

ird, agents may not receive first year commissions on a replacement policy,
unless the replacement policy contains benefits which are clearly and substantially
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greater than the benefits under the replaced policy. Insurers must establish a
method of determining which replacement sales qualify for the first year commis-
sions.

.. Require Additional Information and a New Arrangement for the Outline of
Coverage

The amendments require the benefits in the Outline of Coverage to be arranged
in two major categories: the minimum benefit standards and the "add-ons." The
total premium for the policy must be placed in a certain location on the Outline.
The new arrangement is designed to help consumers compare the cost and cover-
ages available to them.

4. Require Additional Responsibilities of Agents and Companies During Appli-
cation Process

The amendments create new responsibilities for agents and companies. Questions
concerning an applicant's existing coverage are required, as well as questions about
the applicant's coverage by Medicare. These questions are intended to furnish infor-
mation about whether the sale of a Medicare supplement policy is appropriate,
given the individual's circumstances.

In addition to the questions mentioned above, agents must list all health policies
sold to the applicant in the last five years, indicating those still in force. Agents also
must now sign the Notice of Replacement which is to be delivered to the applicant
informing the applicant that a replacement sale is involved.

5. Require Companies to Establish Standards for Marketing and Audit Proce-
dures

The amendments require companies to establish standards for marketing and to
establish auditable procedures for verifying compliance. In addition, twisting, high
pressure tactics, and deceptive cold lead advertising are specifically prohibited.

6. Prohibit Sale of More than One Policy Except Under Certain Circumstances;
Determine Appropriateness of Recommended Purchase

The amendments require agents to make reasonable efforts to determine the ap-
propriateness of a recommended purchase or replacement. They also prohibits the
sale of more than one Medicare supplement policy, unless, when combined with the
individual's health coverage already in place, the additional policy insures no more
than 100 percent of the individual's actual medical expenses covered under the com-
bined policies. In virtually all instances, selling a duplicative Medicare supplement
insurance policy is prohibited.

7. Require Reporting of Multiple Policies
The amendments require companies to provide a list of all individuals who have

in force more than one Medicare supplement policy. This list must be provided to
the State Insurance Department and must show the policy and certificate number
and date of issuance, grouped by individual policyholder.

8. Prohibit Preexisting Condition Exclusions in Replacement Policies
The amendments prohibit any replacement policy, including replacements made

by another company, from containing any new preexisting conditions, waiting peri-
ods, elimination periods and probationary periods.

III. LEGISLATIVE PROPOSALS

The NAIC would like to congratulate the sponsors of the Medicare supplement
legislative proposals before you. These proposals address such important and some-
times contentious issues as simplification of policies, standards for loss ratios and
agent commissions, duplication of coverage, and counseling programs for older con-
sumers. We would like to offer comments on several of the issues raised in the pro-
posals:
Certification

NAIC believes that the Baucus voluntary certification program has been largely
effective and should remain in effect. After the changes in the Baucus program re-
quired by passage of the Medicare Catastrophic Coverage Act of 1988, 49 states met
the certification requirements within the deadline established in the Act. Further,
the states, through the NAIC, have added significant consumer protections and en-
forcement provisions to the Medicare supplement standards, including increased re-
porting of actual loss ratio experience to state regulators. The NAIC feels confident
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that loss ratio and other consumer protection standards can be effectively monitored
by state insurance departments within the existing Baucus framework.

Several of the proposals before you would modify the Baucus structure to increase
Federal involvement and oversight. For example, one of the bills would require Fed-
eral certification of policies if state programs do not meet applicable standards (Fed-
eral certification of policies is voluntary under Baucus). Another proposal would
impose Federal rulemaking and oversight of state insurance department activities.
States would be required to report annually to the Secretary of HHS on loss ratio
compliance and other matters deemed relevant by the Secretary.

The NAIC has serious concerns about proposals to increase the Federal role in
regulation of this market, especially proposals which would create Federal agency

-&-ersight and state reporting requirements regarding state regulatory activities and
enforcement efforts. State insurance officials, whether elected or appointed by elect-
ed officials, are responsible to the citizens of their state. Oversight by a Federal
agency diminishes this role and dilutes local accountability. The goal of the Baucus
amendments was to encourage states to adopt uniform minimum standards through
participation in a voluntary certification program. This goal has been met: virtually
every state has enacted standards which meet or exceed the Baucus minimum
standards. We are concerned, however, that enactment of more intrusive Federal
agency oversight may have just the opposite effect of discouraging state interest and
participation in the Baucus certification program.

We understand the Federal interest in establishing strong and uniform standards
for Medicare supplement insurance. Unlike other insurance products, Medicare sup-
plement insurance is closely interconnected with the federally provided health bene-
fits of the Medicare program. However, we believe that any Federal role should be
limited to certifying that minimum standards are in place. Ultimately, state offi-
cials must do the hard work of developing and enforcing regulatory standards to
ensure that consumers are adequately protected. State insurance departments can
bring far greater resources to this job-in terms of numbers of staff, expertise, and
local presence-than any Federal agency. Most important, state officials are far
closer and more responsive than Federal agencies to individual consumers. We be-
lieve that the Baucus framework should continue to rely-on state law and state ac-
countability to ensure adequate enforcement. Efforts by individual states and the
NAIC in the last several years demonstrate their commitment to strong consumer
protection and represent a significant improvement in regulation of this market-
place.

Standardization
The NAIC supports efforts to provide simpler and clearer choices to consumers in

this confusing market. This Spring, the NAIC formed a working group of state regu-
lators to develop a model approach to standardization of benefits, policy language
and format for Medicare supplement policies. The working group currently is con-
sidering several standardization options, including the approaches already imple-
mented in the states of Massachusetts, Minnesota and-Wisconsin. An advisory com..
mittee, composed of consumer and industry representatives, is furnishing assistance
to the working group to develop methods to survey consumer preferences regarding
the various approaches to achieve standardization and the appropriate policy bene-
fits to be included. We are pleased that several of the proposals before you would
rely on the NAIC to design a model approach for standardization of Medicare sup-
plement policies.

There is language in some of the proposals before you, however, which may
unduly limit the NAIC's flexibility in designing a standardization approach. For ex-
ample, two bills would limit the total number of benefit combinations to ten. Such a
provision would essentially prohibit approaches (such as those adopted in Wisconsin
or Minnesota) whii 'o call or offering a core benefit package plus optional additional
benefits. We believe that this result was not intended, and we have been working
with your staff to fashion language which addresses this problem.

Consumer Counseling
The NAIC supports the concept contained in several of the proposals before you of

establishing a voluntary grant program for insurance counseling programs for older
consumers. A number of states, including California, Idaho, Illinois, Kansas, Mary-
land, Mississippi, Montana, Massachusetts, Michigan, New Jersey, North Carolina,
Oregon, Tennessee, Texas, Washington, and Wisconsin have implemented formal
seniors counseling programs. Many other states conduct consumer counseling and
education activities on a more informal basis. We believe that the availability of
funds through a grant program would encourage more states to develop counseling
programs and education activities.
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The NAIC would like to offer its assistance in serving as a clearinghouse of infor-
mation and training services for such a program. The NAIC already provides train-
ing and support services for state insurance departments in a wide range of area.
In addition, the NAIC has developed a number of consumer publications for use by
states, including the Health Insurance Shop rs Guide, the Health Insurance Shop-
pers Guide for Senior Citizens, the Guide to Health Insurance for People With Medi-
care, and the Shoppers Guide for Long-Term Care Insurance. A shoppers guide for
insurance products related to continuing care retirement communities is currently
being developed. We would ask that legislation enacting a grant program for insur-
ance counseling for seniors permit the grant agency to contract with the NAIC as
clearinghouse for information, training and related services.

Other Consumer Protection Issues
The NAIC supports efforts to clarify and tighten the Baucus standards against du-

plication of coverage. In 1989 the NAIC amended it model standards to prohibit sell-
ing duplicative Medicare supplement coverage in virtually all instances, to require
agents to make reasonable efforts to determine the appropriateness of a recom-
mended purchase, to require questions about existing coverage (including Medicaid)
on applications for Medicare supplement insurance, and to require insurers to estab-
lish auditable standards to demonstrate compliance with these and other consumer
protection standards. We believe that the changes proposed in S. 2640 and S. 2641
on nonduplication are consistent with NAIC changes and we support their adoption.

In terms of loss ratios for Medicare supplement insurance and limited benefit
plans, the NAIC is still in the process of considering whether changes to existing
NAIC model standards are appropriate. This week in Kansas City, an NAIC Task
Force directed NAIC staff to undertake a study of existing limited benefit plans, in-
cluding specific disease and hospital indemnity contracts. We anticipate a prelimi-
nary report will be completed by the end of the year.

Finally, the NAIC cannot support requirements for prior approval and public
hearings for increases in rates. These are significant intrusions into the mechanics
of the state regulatory process that may entail shifting limited department re-
sources from other important tasks. We are not aware of any evidence that demon-
strates that prior approval produces either lower rates or increased loss ratio com-
pliance. The NAIC believes that the manner of enforcing loss ratio and other stand-
ards should be left to the states.

IV. CONCLUSION

As President of the NAIC, I am proud of.the consumer protection amendments
and other improvements we have made in our model standards for Medicare supple-
ment insurance. The NAIC is committed to continuing to work with the states to
improve enforcement of these standards. The increased loss ratio reporting require-
ments recently adopted already are improving state compliance efforts. Other ef-
forts to improve state enforcement efforts, including a loss ratio technical manual,
are underway.

The NAIC would again like to thank you for inviting us to testify on these impor-
tant issues. We look forward to working with you and members of your staff as you
continue deliberation of the proposals before you.

PREPARED STATEMENT OF SENATOR DAVID PRYOR

Good afternoon. Chairman Rockefeller, I would like to commend you for holding
this very important hearing and for your commitment to solving the problems in
the Medigap market. We have been plagued with fraud and abuse in this industry
since the inception of Medicare, and I am pleased we are focusing much needed at-
tention on this issue. I look forward to hearing the testimony of all of our witnesses
today, and would like to extend a special welcome to Wayne Lindley and-Terri Ken-
nedy of California's Health Insurance Counseling and Advocacy Program.

I am pleased to join my colleagues today in urging legislation that will make im-
portant improvements to the Medigap market. In particular, I would like to take
this opportunity to applaud the ongoing efforts and commitment of. Senators
Baucus, Daschle, Durenberger, Heinz, Riegle, and Rockefeller. All have played lead-
ership roles on this issue and I am glad to be working with them on this greatly
needed reform.

The legislation being discussed today represents a bipartisan, cooperative effort to
craft a reasonable, effective approach to remedying the ills of the Medigap market.
S. 2189, the Health Insurance Counseling and Assistance Act, S. 2640, the Medigap
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Fraud and Abuse Prevention Act and S. 2641, the Medigap Simplification Act of
1990 address crucial areas for reform: simplification, counseling programs, duplica-
tion, loss ratios, agent commission structures, and premium increases. I strongly
support each of these bills. By focusing on the key issues for reform, these bills will
bring effective, comprehensive reform to this market.

We are all deeply concerned about the understandable confusion many older per-
sons have about their health insurance needs and coverage, as well as their vulner-
ability to high pressure, and sometimes unscrupulous, sales practices. At a March
1990 Aging Committee hearing, we heard about how some of the most vulnerable of
our society-the elderly-are victimized by insurance marketing abuses.

During the hearing, Charlene Blackburn, an 80 year old resident of Santa Cruz,
California, told us she was sold over 13 Medigap policies in the course of less than
four years. We also received testimony from an incarcerated insurance agent in
Florida who, due to extraordinarily high commission structures, made more than
$245,000 in one year.

At this same hearing, we also heard about the use of slick, misleading come-ons
that are used to scare or trick vulnerable consumers into buying something of ques-
tionable value that they don't need and can't afford. The use of these misleading
come-ons has no bounds. For example, we have seen the establishment of question-
able senior citizens' organizations whose main purpose is to devEclop mailing lists to
target insurance leads.

Just this week, Mrs. Lillian Chapman, a 77 year old resident of' Little Rock sent to
me a mailing she and her husband received from the so-called "Association of Re-
tired Americans"-you may have heard me speak of this organization before. Evi-
dently, this organization is directly related to an insurance company that sells Medi-
gap, even though nothing on the mailing states such a relationship.

Mrs. Chapman told my staff that she thought this mailing was from the govern-
ment, and called to ask if this form is something she needed to fill out. Heralding
the "Congressional Repeal of Medicare Catastrophic Act," the bulletin offers a
"Free Medicare Supplement Comparison." It says: "Purpose: if you are Medicare-
age, you probably have been affected by the cancellation of this law. There is a good
chance you will need to revise your present benefit plan - and that you may qualify
for substantial savings by doing so."

It is mailings like this that make very clear the need for Medigap reform, in par-
ticular-for counseling programs and for simplification of policies. A counseling and
assistance program would provide people like Mrs. Chapman with the opportunity
to seek objective advice about the adequacy of their current coverage. Counseling
programs, coupled with simplification and the other elements of the proposed Medi-
gap market reform, can protect our seniors from being vulnerable to these deceptive
practices.

Also, as Chairman of the Aging Committee, I am hearing from many constituents
about similar problems with private long term care insurance policies. I can assure
you that I, along with my colleagues on ihe Finance Committee, will be looking into
the problems in that market as well.

In spite of over a decade of state and Federal regulatory efforts, we continue to
face severe problems surrounding the affordability and marketing of Medigap insur-
ance policies. I am pleased to join you, Chairman Rockefeller, in this important
effort to address the many critical issues related to the Medigap supplemental in-
surance market. I believe that the testimony from our witnesses today will help us
to craft creative and responsive approaches to these problems.

PREPARED STATEMENT OF GAIL SHEARER

Mr. Chairman and members of the subcommittee, Consumers Union I appreciates
the opportunity to testify before you on the issue of private health insurance to sup-

_ Consumers Union is a nonprofit membership organization chartered in 1936 under the laws
of the State of New York to provide information, education and counsel about consumer goods
and services and the management of family income. Consumers Union's income is derived solely
from the sale of Consumer Reports, its other publications and films. Expenses of occasional
public service efforts may be met, in part, by nonrestrictive, noncommercial contributions,
grants and fees. In addition to reports on consumers Union's own product testing, Consumer
Reports, with approximately 4 million paid circulation, regularly carries articles on health,
product safety, marketplace economics, and legislative, judicial, and regulatory actions which
affect consumer welfare. consumers Union's publications carry no advertising and receive no
commercial support.
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plement Medicare ("Medigap" insurance). We commend the leadership that the
members of this subcommittee bring to this issue. The legislative proposals intro-
duced by subcommittee members address many of the problems faced by consumers
who are confused and concerned about their medigap coverage.

In my written statement, I plan to evaluate legislation sponsored by Senators
Kohl, Pryor, Riegle, Daschle, and Chafee. Before commenting on each bill, I will de-
scribe the key elements that Consumers Union believes should be in a medigap
reform bill. Consumers Uniouis believes that Senator Daschle's proposal (which has
been cosponsored by many members of this Subcommittee), incorporates the best
provisions and assembles a comprehensive reform package that should serve as the
basis for your deliberations. The essential elements are:

SIMPLIFICATION OF THE MARKET. Simplification of the market (through
policy standardization) should be the centerpiece of regulatory reform. Simplifica-
tion could be achieved through one of two frameworks: a standard core benefit plus
optional rider approach or a prepackaged standard benefit package approach, with
policy benefits ranging from "low" to "high" in the alternative packages.

We recognize that simplification necessarily involves some limitation on consumer
choice. Consumers Union believes that senior citizens want a meaningful choice in
this marketplace, instead of the baffling array of choices that exists today. It does
not make sense to force senior citizens to study the merits of hundreds of alterna-
tive policy types. The variation that exists in the marketplace today seems to bene-
fit insurance companies, who use the variation as a marketing tool, but not senior
citizens.

The Department of Insurance of the State of Illinois recently conducted a survey
of its volunteer counselors in its Senior Health Insurance Program (SHIP). 90 per-
cent of the respondents (200 counselors) favored standardization of the medigap
market. The Department's summary of results described some comments of those
who favor standardization: "First and foremost, they want simplification. They be-
lieve that Medicare supplement insurance in its current state is complicated and
confusing for most seniors."

COUNSELING PROGRAMS. In light of the confusion in this marketplace, the
history of marketing abuses, and the fear senior citizens have about health care
costs, senior citizens need a source of objective advice about health insurance. In
May, Consumers Union released the results of a survey of health insurance counsel-
ing programs that have been established in 12 states to provide such objective
advice. The survey found that with relatively low budgets, these programs are ex-
tremely successful at reaching and educating thousands of senior citizens. congress
should encourage all the states to establish their own counseling programs, by es-
tablishing a grant program and an information clearinghouse.

DUPLICATION. The 1980 Baucus Amendments allowed the sale of more than one
medigap policy, as long as the policies do not coordinate benefits. This definition of
"duplication" led to the redesign of medigap policies; the markeL cv:Wived from one
in which benefits were coordinated to one in which benefits were not coordinated, to
comply with the letter, if not the spirit, of the law. Congress should close this loop-
hole and impose penalties for the sale of all duplicative medigap policies.

LOSS RATIOS. The General Accounting Office continues to find that many medi-
gap policies fail to meet the 60 percent loss ratio requirement for individual policies
and 75 percent loss ratio requirement for group policies. Congress should require
that companies provide refunds to policyholders in the event the policy fails to meet
the loss ratio standard, and should establish compliance with loss ratio standards as
a condition of approval for rate increases.

In addition to improving enforcement of loss ratio standards, congress should in-
crease loss ratios. Since 1980, when the Baucus Amendment was enacted, health
care inflation has consistently been higher than the overall consumer price index. It
makes sense for the loss ratio standard to increase from 60 percent to 70 percent,
since it is the overall consumer price index, not the health inflation index, that is
relevant for marketing costs, administrative costs and profits. It is appropriate,
therefore, for these costs to be required to represent a smaller percentage of the
health insurance premium dollar.

SALES COMMISSIONS. Agents typically earn a hefty commission for first-year
premiums, and much less for policy renewals. Front-loaded commission structures
have been the driving force behind the common practice of agents "twisting" a con-
sumer from one medigap policy to another, congress should curb this practice by
limiting first-year commissions to no more than 150% of the second year commis-
sion, or even by requiring a level premium structure.

In sum, the essential featureR of comprehensive medigap reform are: simplifying
the market through standardization of benefits, encouraging state counseling pro-
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grams, prohibiting the sale of duplicative medigap policies, improving enforcement
of loss ratio standards, increasing loss ratios, and discouraging twisting by leveling
sales commissions. The next part of my testimony will evaluate the key bills that
have been introduced in the Senate with regard to these features.

S. 2050, MEDIGAP FRAUD AND ABUSE PREVENTION ACT OF 1990- (SENATOR KOHL)

While S. 2050 contains some desirable features increasing loss ratio standards on
individual medigap policies, requiring states have a process for approving or disap-
proving medigap premium increases, and a GAO study on state enforcement of me-
digap standards), some of its provisions do not go far enough to improve the per-
formance of this market. For example, while it would change language in the
present law regarding duplication from prohibiting the sale of duplicative policies
from "policy substantially duplicates" to "policy duplicates," it fails to close the
loophole in the Section 1882 language that allows duplicative coverage if the policies
do not coordinate benefits.

S. 2050 would establish a grant program for the establishment of toll-free tele-
phone hotlines to provide individuals with information about medigap insurance.
Each state receiving a grant would be required to develop a Medicare supplement
insurance brochure. While toll-free hotlines have the potential to provide useful in-
formation to consumers, Consumers Union prefers the approach of S. 2189, which
would help states establish programs that would provide one-on-one (in person)
counseling. (See below.)

S. 2189, HEALTH INSURANCE COUNSELING, AND ASSISTANCE ACT OF 1990- (SENATOR
PRYOR ET AL.)

S. 2189 would establish a grant program to provide health insurance information,
counseling, and assistance to Medicare-eligible individuals and establish a national
resource center for health insurance information. Consumers Union strongly sup-
ports S. 2189 since we believe that counseling programs have the potential to dra-
matically improve the performance of the medigap market. The impressive track
record of existing counseling programs lends strong support for this view. As you
know, we believe that counseling alone is not enough, and we are very pleased that
the counseling proposal of S. 2189 has been incorporated into S. 2640, the Medigap
Fraud and Abuse Prevention Act of 1990. (See below.)

8, 2641, MEDIGAP-SIMPLIFICATION ACT OF 1990- (SENATOR RIEGLE ET AL.)

The key feature of S. 2641 is the requirement that the National Association of
Insurance Commissioners (or the Secretary of HHS) simplify the medigap insurance
benefits structure. The legislation would require either a core benefit package with
separately priced optional riders or a limited number of separate benefit packages.
Consumers Union strongly supports this provision, since we believe that simplifica-
tion of this market should be the centerpiece for medigap reform.

In anticipation of the enactment of Congressional legislation, the National Asso-
ciatiun &f insurance Commissioners (NAIC) has established a working group to de-
velop a model sinipil, cation regulation. We are participating actively in the NAIC's
deliberations on how to besi sin-Plify the market. Getting down to the details is
proving to be a challenging and controversial task. S. 2641 appropriately instructs
the NAIC (or the Secretary) to balance the objectives of (1) simplifying the market
to facilitate comparisons among policies, (2) avoiding adverse selection, (3) providing
consumer choice, and (4) promoting market stability. While many companies would
like to retain the flexibility to "bundle" riders however they want,2 we believe that
such flexibility severely compromises the simplicity goal and would preclude
"apples-to-apples" comparisons, a principle we believe to be central to true simplifi-
cation of this market. We do not believe that simplification will have occurred if
there continue to be hundreds of different medigap policies on the market. In your

2 For example, Blue Cross/Blue Shield has circulated a proposal that would standardize policy
language and format, require a separately priced core package, and allow insurers to bundle the
optional riders in any way that they want. While this improves on the present system, it does
not ",, ar enough. It would allow standard price comparisons for less than half of the typical
polic, s premium. Since few companies would bundle the identical benefit packages, it would
continue to be virtually impossible to compare the cost of comparable benefits that are beyond
the core package. Most companies argue that few consumers want to buy the core minimum.
Therefore, most consumers would be left with a complicated marketplace and the inability to
make apples-to-apples comparisons for the full range of policy benefits.
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deliberations on this provision, we believe it is imperative that you preserve the
principle of the need for apples-to-apples comparisons.

Other provisions of S. 2641 include waivers for innovative benefits, requiring
NAIC educational efforts, a GAO study on the effectiveness of the simplification
program, a prohibition on the sale of policies that duplicate Medicaid benefits, a
study (by the Administrator of the Health Care Financing Administration) of the
use of medigap policies by individuals entitled to Medicaid, and a toll-free consumer
hot-line grant program to provide information on medigap policies, Medicaid, and
Medicare. We support S. 2641 and are pleased that key provisions in it have been
incorporated into S. 2640. Like counseling, simplification alone does not solve the
problems in this market, but it is a powerful tool that should be a central part of
the comprehensive reform bill.

3. 2640, MEDIGAP FRAUD AND ABUSE PREVENTION ACT OF 1990- (SENATOR DASCHLE ET
AL.)

S. 2640 is a comprehensive bill that dramatically changes the way Medicare sup-
plement insurance would be regulated. Key provisions of the bill are:

-Benefit simplification: the bill requires the National Association of Insurance
commissioners (NAIC) or the Department of Health and Human Services
(DHHS) to simplify the medigap market through uniform language and format
and through the development of either a core group of basic benefits plus sepa-
rately priced optional riders or through standard benefit packages;

-State approval for all policies sold in the state;
-Consumer education: the bill requires the Secretary of HHS to establish a pro-

gram of grants to States to assist in establishing counseling programs to help
senior citizens compare medigap policies.

-Prohibition of the side of duplicative policies and the sale of a policy to Medic-
aid recipients;

-Loss ratios: The bill would require premium refunds to consumers in the event
that the loss ratio failed to comply with the standard. In addition, the bill would
increase loss ratio standards to 80 percent for group policies and 70 percent for
individual policies.

-Flattening of agent commissions, limiting first-year commissions to no more
than 150 percent of subsequent year commissions. 3

Other valuable provisions in the bill include: requiring the provision of informa-
tion sheets clearly disclosing premiums for optional benefits and loss ratios; requir-
ing that policies be guaranteed renewable; allowing states to permit the issuance of
policies with innovative benefits (including cost control measures); requiring hospi-
tal indemnity and dread disease policies to meet loss ratio standards of 80 percent
for group policies and .70 percent for individual policies; 4 requiring statements
about loss ratios to be submitted by certified actuaries; requiring public notice and
public hearings in the event of significant price increases; requiring regular audits
of compliance with loss ratio standards by the GAO; and prohibiting imposition of
pre-existing condition clauses on replacement policies.

Consumers Union strongly supports S. 2640. It would dramatically change the pri-
vate health insurance market to the benefit of senior citizens. It would lead to a less
complicated market, improved value for premium dollars, increased price competi-
tion, reduced waste on the purchase of excessive policies, and curbed agent abuses.
In addition, it would provide senior citizens with a source of objective advice about
their health insurance needs. S. 2640 provides all of these benefits with a minimal
price tag.

S. 3020 MEDIGAP AMENDMENTS OF 1990- (SENATOR CHAFEE)

S. 3020, the Medigap Amendments of 1990, introduced on September 11, takes an
entirely different approach than does S. 2640. While it has several individual provi-
sions that are a step in the right direction, the absence of provisions to simplify the
market, to establish one-on-one counseling programs, to restrict the sale of duplica-
tive policies, to level commission structure, and to increase loss ratios make S. 3020

3 We support level commissions (as done in Minnesota and Washington), but accept the 150
percent proposal as a significant improvement on the present commission structure.

4 We would prefer that hospital indemnity and dread disease policies be banned outright, but
support the proposed loss ratio standard as a reasonable compromise that would dramatically
increase the value for premium dollars spent on this type of coverage.
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less desirable than S. 2640 as the basis for consideration of true medigap reform leg-
islation. I will briefly review the key features of the proposal:

Monitoring of State Medigap Programs: This section would require each state
seeking approval from the Department of Health and Human Services to file
annual reports on its program, including information on loss ratios. This increases
the opportunity that DHHS has to review the performance of the (few) states that
may participate in the Federal certification process.

Assistance for State Medigap Programs: This provision would allow the Secretary
of DHHS to make technical assistance available to the states, and would authorize
$20,000,000 for grants to the states to strengthen enforcema-at efforts. ft is not clear
what medigap expertise HCFA has to share at this point witi the states, in light of
the minimal role that HCFA has played to date in this market. It is certainly possi-
ble, however, that in playing in increased role in monitoring the medigap market,
HCFA would develop expertise that could be helpful to the states. Consumers Union
supports increased state enforcement efforts. It is not clear to us, however, that it is
appropriate for the Federal Government (and Federal taxes) to fund state enforce-
ment efforts. Alternative uses for any available funds, such as establishing counsel-
ing programs, may have a higher priority.

Education: S. 3020 would require DHHS (in consultation with the NAIC) to pre-
pare annual reports for each State comparing Medicare supplemental policies with
respect to benefits, loss ratios, consumer satisfaction, and other matters "as may be
useful to potential purchasers." It is not clear who the intended audience for these
reports would be. If it is the state insurance commissioner, then it is not clear why
inforination should be flowing from the Federal Government to state insurance de-
partments. If the intended audience is individual consumers, then the focus should
probably be a cost comparison guide, which is most effective only when the market
has been simplified through policy simplification.

The bill would establish a Medicare and Medigap information telephone. While a
national hotline may be helpful for providing very basic information on Medicare, it
would be less helpful in providing accurate information on medigap policies that are
available in various states. More localized telephone hotlines, as well as one-on-one
consumer counseling, are likely to be more effective means of educating consumers
about this complicated market.

Federal Certification and Loss Ratio Adjustments. The bill would collect a fee of
$20,000 for certification and a fee (of no more than $10,000) for renewal. In order to
renew the certification, the insurer would be required to provide rebates or premi-
um reductions to offset any previous failure to meet loss ratio standards.

This fee would probably have the effect of encouraging companies to work to
make state regulation comply with requirements so that companies can avoid the
Federal certification and fee. We strongly support the linking of recertification to
premium rebates. In the event-that insurers go the route of Federal certification,
this provision would help to enforce the loss ratio standards.

Required Disclaimer for Unapproved Policies. This provision would allow compa-
nies to market policies in states without an approved regulatory program and with-
out Federal certification. It would require disclosure of this fact. Consumers Union
strongly opposes this provision. We believe that two regulatory options are more
than adequate: either the state enacts the approved model regulation, or the policy
gets certified by HCFA. In light of the long history of abuses in this marketplace, a"caveat emptor" approach is inappropriate. You can count on the need for many
future Congressional hearings with a long line of elderly victims of agent abuses if
this provision is adopted.

Revision of the NAIC Model standards and minimum benefits requirements. This
section requires the Secretary of DHHS to determine (91 days after the bill's enact-
ment) whether the NAIC has revised its model act and regulation with regard to:
format and uniform definition of terms (for policies and related documents) the cal-
culation, reporting, and review of loss ratios; including an alternative low-cost mini-
mum benefit policy; and additional regulations of loss ratios for specified disease
and hospital indemnity policies. In the absence of NAIC action, the Secretary would
promulgate Federal model standards for each requirement not addressed by the
NAIC.

While uniform definition of terms is an essential ingredient of true simplification
of this market, it does not assure that consumers will be able to compare medigap
policies effectively.

We support NAIC and DHHS review of procedures for calculating, reporting and
reviewing loss ratios. While the NAIC has recently taken steps in this direction, it is
appropriate for legislation to explicitly require this review.
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Including an alternative minimum benefit policy can be a positive step. We sup-
port requiring insurers to offer the equivalent of a "Baucus minimum" policy, 5 ex-
cluding first dollar Part A and Part B deductibles, for example. It is not clear how
bare-bones a policy is envisioned in the proposed bill, and we are concerned by the
language indicating the minimum benefit policy should be "significantly less expen-
sive than the standard minimum benefit policy." We believe that going below a
"Baucus minimum," e.g., to a $400 Part B deductible, may be inappropriate. If con-
sumers can afford to be exposed to $1000 (combined Part A and Part B deductible in
a truly catastrophic policy) in first-dollar out-of-pocket costs, they can probably
afford and prefer tu buy a more comprehensive (Baucus minimum) policy that would
cost about $35 to $45 per month. If people can not afford to be exposed to $1000 in
first-dollar out-of-pocket costs, they are probably not well served by a catastrophic
medigap policy, even if they can save about $10 to $13 per month on premiums.6

We support improved loss ratio regulation for specified disease and dread disease
policies. While our first choi,:e is to ban these low-value policies outright, a second
best alternative is to require that they meet loss ratios required of Medicare supple-
ment insurance policies.

It is not clear how effective a Federal model regulation will be, in the event that
the NAIC fails to act on any of these issues. The bill does not contain any action-
forcing mechanism to ensure that states adopt the Federal model.

Medicare Select. The national goal of controlling health care costs makes it appro-
priate to allow for the use of innovative cost control techniques. We support the
"Medicare select" concept, which would allow for the marketing of Medicare supple-
ment policies that use preferred provider organizations. We are concerned, however,
that consumers receive information that they need to make a truly informed choice
about whether this type of policy meets their needs. This concept works best in a
market that has been simplified through policy standardization. With simplification
and consumer counseling, consumers will be in the best position to make an educat-
ed choice about this option.

In sum, S. 3020 has some strong points and some weak points. We support increas-
ing DHHS review or loss ratios and state enforcement, uniform format and defini-
tion of terms, a minimum benefit policy (equivalent to the Baucus minimum stand-
ard), loss ratio requirements for dread disease and hospital indemnity policies, and
allowing the marketing of medigap policies that use a preferred provider network to
achieve cost savings. We oppose allowing the sale (with a disclaimer) of unapproved
policies and the absence of an action-forcing mechanism to assure uniform tough
regulation either at the state or Federal level. Other serious omissions from the bill
are simplification of the market (through standardization that allows apples-to-
apples comparisons), incentives for states to establish one-on-one counseling, closing
the loophole that allows for the sale of duplicative policies, and leveling of agent
commissions.

In conclusion, Consumers Union strongly supports S. 2189, the Health Insurance
Counseling and Assistance Act of 1990, S. 2641, the Medigap Simplification Act of
1990, and S. 2640, the Medigap Fraud and Abuse Prevention Act of 1990. The keys
to ending abuses in this market are simplification, one-on-one counseling, ending du-
plication, enforcing and increasing loss ratios, and leveling agent commissions. We
look forward to working with you to assure that medigap reform is a reality this
year. Thank you for providing Consumers Union with the opportunity to present
our views.

PREPARED STATEMENT OF ERIC SHULMAN

Mr. Chairman, members of the Committee, my name is Eric Shulman. I am the
Legislative Director for the National Council of Senior Citizens (NCSC). NCSC repre-
sents over five million older Americans nationwide through our 5,000 affiliated
clubs. The National Council was founded in 1961 to advocate for Medicare, whose
25th birthday we celebrated earlier this year. After achieving the passage of Medi-
care, the Council turned to other advocacy issues, including National Health Care,
Social Security issues, housing and employment programs for the low-income elder-

5 Included, for example, in the "basic" policy would be coverage for deductibles for extended
hospital stays and the 20 percent Part B coinsurance. Coverage for the first-day hospital deducti-
ble and $75 Part B deductible would not be included.
-

6 Estimates for the cost of a basic policy range from $400 (Minnesota) to $560 (NAIC) HCFA
estimates that premiums would decrease by 28% if the minimum benefit policy included a sub-
stantial Part B deductible.
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ly. NCSC also works closely with other organizations to ensure that the policy needs
of other age groups are not ignored.

I appreciate the opportunity to testify before you today. I am particularly pleased
to be here because the National Council of Senior Citizens feels that the current
debate taking place in Congress is somewhat misdirected. While other Congressional
hearings and witnesses have focused mainly on consumer protections, such as pre-
venting the sale of duplicative policies and eliminating the unscrupulous behavior of
some insurance agents, most seniors are more concerned with how much their
policy costs; how much their rates have gone up in the last two years; and what, if
anything, Congress can do about it.

AFFORDABILITY

Approximately 20 million seniors spend over $15 billion a year on private insur-
ance policies designed to cover the gaps created by inadequate Medicare coverage.
These older Americans, many of whom subsist on fixed incomes, are afraid that an
illness will send them into destitution and are, therefore, prey to insurance compa-
nies and agents who feel they Can charge consumers whatever they crn get away
with.

At the National Council's recently held 20th Constitutional Convention in Chica-
go, our membership expressed their concern regarding the high cost of supplemen-
tal insurance. The one thing we were told over and over again is that all the re-
forms in the world will not matter if the insurance is not affordable.

At this Convention our members unanimously adopted a resolution calling for re-
forms that address their concerns about pricing.'

Medigap prices continue to rise. The United States General Accounting Office
(GAO) reports that of twenty insurers who responded to their queries about price
increases, one said they would not raise rates this year, while the others will in-
crease their premiums from five percent to over 51 percent. According to a House
Aging Committee report dated November 2, 1989, increases in Medigap premiums
ranged from 10 percent in Massachusetts to 133 percent in Arizona. Amazingly, this
was before the repeal of the Catastrophic Health Insurance Act, which was sup-
posed to limit premium increases.

To demonstrate how Medigap price increases affect the average senior, I would
like to read to you a letter written by one of our members-Mr. C. H. Capp of Me-
chanicsburg, Pennsylvania. We have -edited the letter to remove the name of the
insurance company, but let me assure you, it is not one of the smaller ones.

"I ... have an insurance policy which is at present $47.90 per month to
pay. I just received a notice from the [insurance company] stating July 1
my insurance premium will be $62.00 per month, a difference of $14.10 per
month which most people of our fixed income cannot afford to pay.

"We have trouble meeting our budget and although this policy covers my
spouse. it is out of reason. It is nearly $5.00 per month more than the
COLA we received last January 1.

"My wife had a stroke and lost sight in her right eye 100 percent and the
left one is about 60 percent. I had a broken right knee joint for 26 years
and had it replaced in September 1986, and the surgeon said your left knee
exray [sic] shows it to be worn out too. In January 1987, I had it replaced
and the joint came out in cinder form. Now we spend over $100.00 per
month for prescriptions and have taxes to pay on our home of about $600.00
and have to pay the prices on everything we purchase. Our surgeon sent
my bill to Medicare and they cut his price way down and paid 80 percent of
what they figured was enough, which left me with 20 percent of that
amount and the difference between the actual cost and what they thought
fair."

Mr. Chairman, this is just one of the many letters we have received on this sub-
ject. I am sure that your office has also gotten many letters of this nature. There is
one thing I would like to add, however. In addition to Mr. Capp's having to spend
$62.00 a month of his Medigap policy, he also has to spend $28.60 a month for him-
self and another $28.60 for his wife in order t,. maintain Part B coverage. Mr.
Capp's total monthly insurance premiums are $118.20.

I See Appendix A.
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LOSS RATIOS

Loss ratios are set too low and, under current law, are voluntary targets. Again,
according to the GAO, the private insurance industry is failing to meet even these
very minimal standards of 60 percent. Excluding the Prudential Insurance Compa-
ny, other commercial policies had an average loss ratio of 59 percent. This means
that insurance companies are only returning an average of 59 cents to beneficiaries
for every dollar they take in. And, yet, some people would argue that loss ratios
should stay the same.

The National Council, and the senior community, feels very strongly that loss
ratios need to be increased and made mandatory. Access to supplemental insurance
will not be harmed and the overall value of the policies would be increased, making
them a better buy. While some Medigap insurers get away with returning less than
60 cents for every dollar they take in, reputable firms currently have loss ratios
which exceed the targets in all proposed legislation before the Senate. Also, the loss
ratios for health insurance for those under age 65 averages out to be approximately
80 percent. The loss ratio for Medicare is 97 to 98 percent. A case of the government
being much more efficient than private industry.

OTHER PROBLEMS

Current Medigap laws are inadequate and poorly enforced. As mentioned above,
loss ratios are set too low. Pr6mium increases consistently out pace the rate of medi-
cal inflation, even when Congress expands Medicare benefits. Agents use whatever
means necessary to sell new policies. Seniors, afraid of facing their future penniless,
often buy more than one policy.

Consumers are also confused. Due to the legal mumbo-jumbo policies are written
in, most seniors do not really know what they are covered for. This leads them into
purchasing duplicative policies with duplicative coverage. These sen igrs are simply
throwing their money away because there is no point in paying for tue same cover-
age twice.

An even greater abuse occurs when agents are selling policies to Medicaid benefi-
ciaries. Over three million poor seniors receive benefits through the Medicaid pro-
gram. Since Medicaid covers out-of-pocket costs for seniors living below the poverty
line, there is no need for these people to spend their few meager dollars on Medigap
insurance.

There are also problems with how insurance agents sell their policies. All too fre-
quently, abuses of the system are left unpunished and are actually, from the agent's
point of view, financially rewarded. Larger commissions are offered for first year
policies, so agents are encouraged to find new purchasers or to find someone who
can be pressured into getting rid of their old policy and buying a new one. Even
when someone is convicted of such a crime, the fines and punishments are surpris-
ingly low.

These problems are exacerbated by the fact that the law allows for little or no
consumer participation when it comes to establishing premium rates. Texas, along
with other states, requires public hearings when automobile companies wish fo in-
crease rates. We allow consumer representation when it comes to pricing utilities,
why not for Medigap insurance?

ACCOUNTABILITY

Only 16 states require that the State Insurance Commissioner formally approve a
premium increase for group policies before they take effect. Only 32 states require
prior approval for individual policies. This says nothing about involving the public.
Many rate increases, even if approved beforehand, take place without consumer rep-
resentation. While a public hearing does not guarantee lower rates, it does provide
an opportunity for advocates to turn up the heat on insurers and to make insurance
commissioners more accountable. A case in point is Rhode Island.

Last year, Rhode Island Group Health Association received an $18 a month in-
crease with no public hearing; Blue Cross/Blue Shield received only a six percent
increase (after asking for 22 percent) with a public hearing. This does not mean that
Blue Cross is suffering in Rhode Island. It does mean that they could not justify an
increase larger than six percent to the State Insurance Commissioner with consum-
ers looking on.

The National Council of Senior Citizens feels very strongly that a Federal prior-
approval requirement be a part of the final package enacted by Congress.
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LEGISLATIVE SOLUTIONS

There are currently half a dozen legislative proposals before the United States
Senate which try to correct some of the problems associated with the supplemental
insurance industry.

Senator Kohl has introduced S. 2050, the Medigap Fraud and Abuse Prevention
Act of 1990. Senator Kohl's bill increases the civil penalties for violating Section
1882 of the Social Security Act; tightens up the duplication prohibition; increases
loss ratios and requires the states to provide stricter enforcement; requires states to
establish a process for approving all rate increases; and, funds Medigap toll-free hot-
lines to provide assistance to those who purchase this insurance.

There is a large loophole in current law which states that an agent cannot know-
ingly sell a duplicative policy. If an agent does not ask if a consumer has a Medigap
policy, then he has not violated the law. This bill will eliminate it. NCSC supports
other provisions of the bill, as well. Our only concern is the Senator's approach re-
garding rate increases. Mr. Kohl does require that states approve all rate increases.
However, he does not require public involvement. Without it, NCSC cannot endorse
this bill.

S. 2189, the Health Insurance Counseling and Assistance Act of 1990, has been
introduced by Senators Pryor, Heinz, Baucus, Daschle, Kohl, Glenn, Cohen, Riegle,
Rockefeller, Burdick, Graham, Wilson, Bradley, Kassenbaum, Danforth and Duren-
berger. This bill provides Federal funding so the states can establish counseling pro-
grams for supplemental insurance purchasers. Counseling is important in giving
consumers access to information which may be otherwise unavailable. We urge this
Committee to include it in any measure passed.

The Medicare Supplemental Policy Consumer Warning Act, S. 2293, was intro-
duced by Senator Wilson. This bill requires a warning label to be placed on all poli-
cies stating that Medigap policies contain coverage gaps and that adviceb should be
sought for information about such policies. Warning labels are well and good, but as
we have seen with other such labels, consumers tend to ignore them, and sellers try
to put them in hard-to-see places.

Senators Riegle, Pryor, Daschle and Rockefeller introduced S. 2641, the Medigap
Simplification Act of 1990. This bill requires that the National Association of Insur-
ance Commissioners (NAIC) set standards that all policies must adhere to. NCSC
applauds this approach. By eliminating confusing language and by developing a core
benefits package, consumers will be able to tell exactly what they are buying and
how much it is going to cost them. This solution makes it easy for insurers and con-
sumers alike to sell and compare policies, while still providing room for innovation
in developing new packages in response to changing consumer demand. Our only
objection to S. 2641 is that it does not go far enough. Only a comprehensive ap-
proach will add more value to current policies and prevent uncalled for price in-
creases.

Senator Chafee introduced S. 2931, the Medicare Managed Care Act of 1990. This
bill would permit Medigap insurers to use managed care approaches to meet the
NAIC model standards. While NCSC approves of managed care procedures to keep
costs down, the Medicare experiments with managed care demonstrates that seniors
are not yet ready to accept managed care on a large scale.

S. 2640

Senators Daschle, Heinz, Riegle, Pryor, Durenberger and Rockefeller introduced
S. 2640, also called the Medigap Fraud and Abuse Prevention Act of 1990. Mr.
Chairman, the National Council has endorsed this bill and urges you and your col-
leagues to mark it up as quickly as possible.

The Daschle bill addresses both of our major concerns regarding a public hearing
process and increased loss ratios. While NCSC feels that a public hearing should be
held on all rate increases, we understand the need for some type of triggering device
so that state insurance commissions are not overwhelmed. We support the provi-
sions requiring higher loss ratios and feel that the approach of requiring rebates for
policies that do not meet minimum loss ratios to be innovative and necessary. We
also believe that only through a public hearing process will consumers again feel as
if they have some control over a process which all too often seems to roll right over
them.

NCSC also supports the other provisions in S. 2640. The three million poor seniors
on Medicaid should not be sold policies. We applaud the efforts Congress is making
to eliminate the lucrative market from agents who are looking to make a fast buck.
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Finally, NCSC supports the provisions that toughen penalties for agents who use
deceptive tactics to sell policies and insurance companies who sell substandard poli-
cies.

The National Council firmly believes that only a comprehensive approach, such as
that provided by S. 2640, will alleviate some of the pressures on the Medigap
system. NCSC wholeheartedly supports this bill and urges its adoption. 2

NATIONAL HEALTH CARE

Unfortunately, Mr. Chairman, even with all of these protections, NCSC realizes
that it will not be possible to put a total halt on large premium increases. While a
public hearing will make the insurance companies more accountable, the State-In-
surance Commissioner more responsive, and give access to millions of consumers
who had none before, it will not put a halt to medical inflation and to the physi-
cians' tendency to over-value procedures. Until Congress finally enacts a compre-
hensive national health care system utilizing strict cost-containment measures, in-
cluding movement towards a single-payer system, medical inflation will continue to
grow unabated and all insurance premiums will rise with it.

Again, thank you for your consideration. I will be happy to answer any questions
you may have.

APPENDIX A

MEDIGAP

WHEREAS over 20 million seniors purchase private health insurance policies;
and

WHEREAS older Americans spend $16 billion a year on Medigap policies; and
WHEREAS, in 1989, premium increases averaged between 40 and 60 percent; and
WHEREAS Medigap premiums for comprehensive policies can run as high as

-$1,200 per year; and
WHEREAS insurance companies only have to return 60 cents for every dollar

they take in as premiums; and
WHEREAS the General Accounting Office finds that 55 percent of Medigap poli-

cies fail to meet even this minimum standard; and
WHEREAS only 16 states require insurance companies to receive the prior ap-

proval of their insurance commission before raising rates; and
WHEREAS between 17 and 34 percent of Medigap consumers hold duplicative

policies; and
WHEREAS first-year commissions to agents can be as high as five times renewal

commissions; and
WHEREAS state governments, which regulate the insurance industry, have no

control over policies which originate in other states.
THEREFORE BE IT RESOLVED, That the membership of the National Council

of Senior Citizens commits itself to support H.R. 4840 and S. 2640, introduced by
Congressman Ron Wyden (D-Ore.) and Senator Tom Daschle (D-S.D.)-the only leg-
islation before the Congress which grants a public-hearing process allowing consum-
ers access to the system and make the insurance companies and state insurance
commissioners more accountable to the public; and

BE IT FURTHER RESOLVED, That NCSC supports the increased, mandatory
loss ratios included in these bills so that insurance companies have to return more
money in benefits than they do under current law; and

BE IT FURTHER RESOLVED, That the National Council supports the other pro-
visions of H.R. 4840 and S. 2640 to eliminate the sales of duplicative policies, to
standardize the marketplace eliminating confusion over what a policy will and will
not do, to prevent the sales of Medigap policies to Medicaid recipients, to guarantee
the renewability of Medigap policies, to increase the penalties for agents who use
scare tactics to sell policies, and to authorize consumer counseling projects through-
out the states.

APPENDIX B

NATIONAL COUNCIL OF SENIOR CITIZENS,
Washington, DC, May 16, 1990.

Hon. THOMAS A. DASCHLE,

2 See Appendix B.
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US. Senate,
317 Hart Senate Office Building,
Washington, DC.

Dear Senator Daschle: Thank you very much for introducing the Medigap Fraud
and Abuse Prevention Act. The National Council of Senior Citizens, representing
over five million older Americans, applauds your efforts on behalf of seniors across
the country.

Approximately 20 million seniors spend over $15 billion a year on private insur-
ance policies designed to cover the gaps created by inadequate Medicare coverage.
These older Americans, who subsist on fixed incomes, are afraid that an illness will
send them into destitution and are therefore prey to insurance companies who feel
they can charge consumers whatever they can get away with.

The current Medigap laws are inadequately and badly enforced. Loss ratios (the
rate the insurance company has to return to beneficiaries compared with premium
dollars brought in) are absurdly low. With most health insurance policies maintain-
ing loss ratios of about 80 percent, Medigap insurers are supposed to reach a target
of only 60 percent. According to the U.S. Government Accounting Office (GAO), less
than 50 percent are able to do even that.

Another problem with current Medigap law is that there is no method for con-
sumer participation. Only sixteen states require their insurance commission to hold
a public hearing. While a hearing process does not guarantee lower rates, it does
provide an opportunity for advocates to turn up the heat on insurers. A case in
point is Rhode Island. Last year, Rhode Island Group Health Association received
an $18 a month increase with no public hearing; Blue Cross/Blue Shield received
only a six percent increase (after asking for 22 percent) with a public hearing.

Your bill addresses both of these problems. It requires states to approve all rate
increases before they take effect, allowing a public hearing for any company which
raises its premiums-more than twice the medical economic index. The bill also
raises loss ratios, while providing greater sanctions for those who fail to meet the
minimum standards. While the National Council feels that a public hearing should
be held on all rate increases, we understand the need for some type of triggering
device so that State Insurance Commissions are not required to hold hearings on
every rate increase. We are especially pleased by the requirement that companies
that do not meet the minimum loss ratios would have to return the excess to the
consumer in the form of rebates.

NOSC is also pleased to support your efforts to simplify Medigap policies, provide
guaranteed renewability, prevent sales to those who are Medicaid-eligible, preclude
the sales of duplicative policies, strengthen sanctions on agents who use hard-sell
tactics, and provide consumer counseling. These are all important steps to help pre-
vent seniors from paying more for their policies than they should be.

However, even with all these protections, this will not put a total halt to large
premium increases. Until a comprehensive national health care system is put into
place utilizing strict cost-containment measures, medical inflation will continue to
grow unabated. And insurance premiums of all types will rise with it.

Again, thank you for introducing such an important and comprehensive package.
We are proud and happy to support your efforts and we are looking forward to
working with you to ensure that seniors will no longer have to face outrageous pre-
mium increases.

Sincerely,

LAWRENCE T. SMEDLEY, Executive
Director.

PREPARED STATEMENT OF GAIL R. WILENSKY

Mr. Chairman and Members of the Subcommittee: I am pleased to be here today
to discuss Medicare supplemental insurance, or Medigap, and the Department's
principles for reform, should congress decide to advance further legislation in this
area.

I share your concern that the elderly and those who purchase Medicare supple-
mental insurance should be able to secure the best value for their money. We be-
lieve that the best way to protect consumers is to give them more and better infor-
mation and ensure a broad range of choice. And, we believe that States should
retain the responsibility for Medigap regulation.
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I would also like to point out that while it is important for beneficiaries to be able
to have protection against high out-of-pocket costs, Medigap insurance can have the
effect of nullifying the coinsurance and deductible structure that congress built into
the Medicare program. Studies have shown that coinsurance and deductibles pro-
vide incentives for individuals to be prudent in their use of health care.

In the non-elderly population, the RAND health insurance experiment indicated
that coinsurance and deductible payments reduce costs with no discernible impact
on the health outcomes measured in the study. A 1987 study by the congressional
Budget Office estimated the impact of cost-sharing on utilization amongjhe Medi-
care population. Ih particular, the CBO study found that, after adjusting for differ-
ences in health status and other relevant factors, Medicare enrollees having Medi-
gap coverage use. 24 percent more inpatient hospital and physician services than en-
rollees having no supplementary coverage. CBO did not draw any conclusions about
health outcomes as a result of differences in utilization. Importantly, this corre-
sponds to an increase in Medicare outlays of approximately $17 billion a year for
the 71 percent of seniors with conventional Medigap.

Thus, in considering any legislation to reform Medicare supplemental insurance it
is important to remember the critical role that such insurance plays in the Medi-
care program.

BACKGROUND

Designed to supplement Medicare coverage, Medigap insurance is sold to Medi-
care beneficiaries by private insurance companies. In 1980, in response to fraud and
abuse found in the sale and marketing of Medigap policies, Congress enacted the
Baucus Amendments. The Baucus legislation established minimum Federal stand-
ards for Medigap policies by adopting model standards developed by the National
Association of Insurance commissioners (NAIC).

States choosing to participate in this program submit their regulations or statute
to the Supplemental Health Insurance Panel for review. The Panel, made up of the
Secretary and four State insurance commissioners, determines if the State's Medi-
gap program meets the NAIC model standards. States are then responsible for en-
suring that the Medigap policies marketed within their borders satisfy these-criteria
for minimum benefits and consumer protection. Any State that chooses not to par-
ticipate in the Baucus program is free to implement its own Medigap regulation.

In States that do not obtain Panel approval, Congress provided the option for in-
surers to submit their Medigap policies directly to the Secretary for certification
that it meets minimum standards. In the past, this option has been used infrequent-
ly, as most States have received Panel approval, and no policy has ever been certi-
fied under this provision.

The current Medigap program operates on a fully voluntary basis. There is no re-
quirement that States submit their Medigap regulatory program for review, and
there is no requirement for plans in non-Panel approved States to come to the Sec-
retary for certification. Furthermore, neither the Panel nor HCFA monitors State
Medigap programs once they are approved.

In general, as Congress has mandated changes to the NAIC model standards,
States wanting to continue to approve Medigap policies under the Baucus frame-
work have been required to incorporate the revisions into their Medigap program.
States then have to submit their revised regulatory program for Panel approval.

CATASTROPHIC AND ITS REPEAL

Prior to the Medicare catastrophic coverage Act of 1988, all but four States were
participating in the Baucus program. The catastrophic legislation significantly ex-
panded Medicare benefits. Federal minimum standards, as defined by the NAIC and
incorporated into the Medigap regulations, were subsequently revised to conform
Medigap coverage to the expanded Medicare benefits. Following these revisions to
the model standards, all but one of the State Medigap programs were approved by
the Panel.

The repeal of catastrophic coverage once again required a change in Medigap
standards to supplement the reduction in Medicare benefits. The repeal legislation
also incorporated new consumer protection pruvisions into the Baucus structure,
adding standards for agent commissions and marketing procedures. States have
until December 13, 1990 to adopt these newest revisions to the Medigap standards
and submit them for Panel approval.

On September 12, the Panel met to consider 15 State regulatory programs submit-
'ted for approval. To date, the Panel has granted full approval to eight States and
conditional approval, meaning the proposed regulations were in compliance but not
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in effect, to eight States. The Panel will continue to consider any further programs
submitted prior to the December deadline.

CURRENT LEGISLATIVE PROPOSALS

Although many States are taking positive action to comply with the latest re-
quirements, others appear to be taking a "wait and see" approach. They realize that

ngress is currently considering a number of legislative proposals which would
once again require amendments to their Medigap program.

There are more than a dozen bills pending in Congress to amend the Medigap pro-
gram. These proposals represent a wide variety of initiatives. Some proposals would
make minimal Changes to the existing law, while others represent sweeping reforms
in regulatory practice. Should any new legislation be enacted this ear, it would be
the third consecutive year that the statute has been amended. These revisions in
Medigap regulations over the past two years have been disruptive to the Medigap
industry, confusing to beneficiaries, and burdensome to States, which have had to
continually update their regulations to keep up with the legislative changes.

While I applaud your concern for protecting Medicare beneficiaries in this area, I
urge you to consider the effect any changes would have both on the Medigap indus-
try and on the effectiveness of State regulation of Medigap policies.

If Congress chooses to enact legislation this year, that legislation should be com-
prehensive enough to address Medigap concerns for the foreseeable future. States
may then be able to concentrate more fully on enforcing their Medigap consumer

rotection standards rather than implementing annual changes. The response
tates may give to continuing mandatory changes may be to drop out of the volun-

tary program. We need to reverse this incentive and encourage continued State par-
ticipation in the voluntary Medigap program.

MEDICARE SELECT

I feel strongly that our Medicare SELECT proposal should be included in any Me-
digap reform legislation. Medicare SELECT gives older Americans access to another
option in health care, one that has been available to consumers in the private sector
for several years, the preferred provider organization. Medicare SELECT would
allow these managed care networks to link with supplemental insurance to provide"wrap around" Medicare coverage. Because it is an important step to providing
beneficiaries with the full range of health care options available in mainstream
medicine, this proposal should be passed even if Congress decides not to enact more
fundamental changes in Medigap.

The current Medigap law is not flexible enough to allow marketing of a managed
care Medigap plan. Giving the statute this flexibility would benefit Medicare benefi-
ciaries as well as the Medicare program.

BASIC PRINCIPLES FOR REFORM

As Congress considers options for Medigap legislation, there are three important
principles that we believe should be incorporated into any reform. These tenets
uphold the basic premises upon which the Baucus standards were established. Let
me briefly outline our principles.

1. Maintain State Responsibility-We believe States should continue to bear the
responsibility for regulation of Medigap. The regulation of health insurance has tra-
ditionally been the role of State rather than Federal government. The McCarran
Ferguson Act of 1945 firmly established that Federal involvement in insurance reg-
ulation should be limited so long as States assumed this responsibility. We want to
protect the traditional State role in insurance regulation.

I am concerned about proposals under consideration that could lead to direct Fed-
eral involvement in insurance regulation. Under one proposal, in States that do not
voluntarily participate in the Baucus program, insurers would be required to submit
their Medigap policies for certification by the Federal government. We are troubled
that this would be a significant step toward the Federal government taking over
Medigap regulation. It would be unfortunate if McCarran Ferguson were under-
mined inadvertently through Medigap reform. Beyond these concerns, Federal in-
volvement could impose substantial administrative burdens and costs during a time
of fiscal constraint.

A better approach would be to develop incentives to promote State participation
in the Baucus structure. This would allow us to work directly with the States, in-
stead of with individual insurers, to protect Medigap consumers.

For instance, incentives could be construct so that insurers would be more
likely to urge State participation in Medigap regulation. Insurers in non-participat-



169

ing States that do not obtain certification by the Secretary might then be required
to print a statement on their policies indicating that the policy was not certified as
meeting minimum requirements.
2. Ensure Choice-We think that as consumers of Medigap insurance, Medicare

beneficiaries should be able to choose from a range of policies that best fits their
needs. Some bills pending before your committee would limit ;he number and types
of policies available to consumers. With adequate and appropriate information, Med-
icare beneficiaries should be able to make an informed decision regarding their Me-
digap insurance.

Policy standardization would unnecessarily hurt consumers by limiting their
choice of insurance protection. creating a rigid insurance market by restricting the
type and number of Medigap policies that may be offered would deprive benefici-
aries of the ability they currently have to select a benefit package that fits their
indiv,,l.tal needs.

Standardization of benefits would also inhibit innovative approaches to Medigap
insurance and the addition of new services to existing benefit packages. The ability
to adapt to the changing needs of the health care environment is a necessity of any
regulatory program. Medigap requirements should be flexible enough to respond to
ongoing changes and innovation in the insurance industry.

There are other, more reasonable means for ensuring that beneficiaries are able
to make informed decisions about the Medigap policies they purchase. This could be
achieved by:

e Establishing set definitions of terminology used to describe Medigap benefits in
order to reduce consumer confusion.

a Requiring every Medigap insurer to offer a policy limited to just the minimum
benefit package, in addition to any other policies they currently offer.

* Requiring policies that offer more benefits than the minimum package to detail
how much of the cost of a policy is due to the minimum benefit package, and how
much is due to the additional benefits.

Though we would prefer no standardization, if the NAIC is asked to develop a
model for standardized benefits, we believe it should be on a voluntary basis. No
Federal law should require standardization.
- 3. Permit a Minimum Benefit Package-We believe that Medigap insurance
should be widely available to Medicare beneficiaries. Medicare supplemental insur-
ance protects beneficiaries from burdensome health care costs through a package of
benefits designed to fill gaps in the Medicare program. However, some beneficiaries
are unable to find basic Medigap insurance and cannot afford the enriched insur-
ance coverage now available.

Any revision in Medigap regulation should provide seniors with the option of
;buying catastrophic-only coverage. At present, such coverage is precluded. We be-
lieve that seniors should have this coice. Moreover, in view of the fact that first-
dollar Medigap increases utilization and costs, this change is particularly important
for the Medicare program.

CONCLUSION

Each of these three- principles is consistent with a basic philosophy I bring to
HCFA-that beneficiaries should have a broad range of choice in receiving their
health care and that they should have the information necessary to make informed
decisions. Medicare beneficiaries should not be precluded from having the same op-
tions available to other consumers of health care. We must keep Medicare moving
on the same track as mainstream medicine and health insurance, not away from it.
Our Medicare SELECT proposal helps to accomplish this goal.

The Administration shares your commitment to the individuals served by the
Medicare program. As Medigap legislative proposals are debated, I urge you to con-
sider our concerns and priorities.

I would be pleased to answer any questions you may have.
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STATEMENT OF THE NATIONAL COMMITrEE TO PRESERVE SOCIAL SECURITY AND
MEDICARE

Chairman Rockefeller, the National Committee to Preserve Social Security and
Medicare strongly supports Medigap reform. We urge you to pass legislation this
year to tighten loss ratios, to require strict review of rate increases before they go
into effect, to prevent duplicative coverage, and discourage unnecessary switching of
policies, to standardize and simplify policy language and to provide insurance coun-
seling for beneficiaries.

Members of the National Committee have made their position clear. Almost
200,000 postcards have been sent to Congress from members urging support of the
Daschle-Wyden Medigap.Fraud and Abuse Prevention Act to clamp down on the
Medigap abuses. This overwhelming response to our July Legislative Alert confirms
that many seniors are impatient with unchecked premium increases and question-
able sales practices leading to costly and unnecessary coverage.

We are also pleased to stand with the Pepper Commission in calling for new Fed-
eral standards for Medigap policies. The Baucus Amendment, passed ten long years
ago, was only a beginning step in that it asked for voluntary compliance and left
oversight responsibilities to states. It is time to revisit and to strengthen the Baucus
Amendment. The important efforts by the National Association of Insurance Com-
missioners to encourage states to comply with basic standards cannot alone solve
the abuses in the Medigap market.

Loss Ratios. This year s dramatic premium increases in many states, brought to
light the unevenness with which state insurance commissioners scrutinize insurance
companies' request for higher premiums. Consumers have no way of knowing
whether premium increases are justified. It is time to set Federal standards on pro-
cedures for strict review of requests for premium increases, standards on how loss
ratios should be calculated and how much they should be. No state should allow
insurance rates to go up without. prior approval...Accordin . the elect omm1itt--,,,
on Aging survey, two-thirds of the surveyed states do not require changes in rates
for group Medigap insurance to be approved before going into effect. Over a third of
the states do not require group policies to file their rates and rate changes with the
state. And several states, including Alabama and the District of Columbia, do 1not
require that rate changes-whether individual or group-be filed at all. Even in
states that require a review before rate increases go into effect, the process varies
widely. Some states conduct paper reviews, while a few have public hearings. A stop
must be put to unchecked premium increases by requiring state-level reviews by in-
dependent actuaries. No increase should be accepted unless insurance companies
assure seniors an average of at least 70 cents in benefits for every dollar paid in
premiums.

Duplication. Duplication of coverages occurs for many reasons, but frequently it
is based on concern of not having sufficient coverage in case of serious illness. We
cannot legislate away these concern, but we can pass legislation which reduces the
possibility of duplication. For example, by standardizing terms and limiting policy
options, seniors would be less confused about coverage. In addition to terms that
mean one thing in one policy and something else in another policy, there are at
least three areas which often leave seniors confused.

First and foremost is the coverage of nursing home stays. This area continues to
be of great concern because policies may call for skilled nursing home coverage and
often it is not made clear what exactly "skilled care" means. Nor may it be pomted
out that it is a very limited benefit tied directly to Medicare coverage. The second
area of confusion is related to non-assigned charges. Seniors turning 65 and not yet
familiar with Medicare and the concept of assignment and non-assignment may be
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quite surprised to realize that most Medigap policies do not cover balance billing by
providers. Third, seniors do not always realize that Medigap rarely covers services
not approved by Medicare. If Medicare denies a claim for any reason, the benefici-
ary is out of luck because Medigap will not cover the service either. It is easy to
think of Medigap as an addition to Medicare, but faulty, because Medigap usually
does not cover what Medicare does not approve. Rather, Medigap should be thought
of as a policy that "wraps around" Medicare-covered services. Not being aware of
these facts can lead seniors to buy multiple policies in pursuit of full protection.

Case Example. Perhaps one of the most onerous situations occurs when seniors
are left without coverage because they cancelled their old policy not realizing the
new policy had a waiting period for preexisting conditions. One 82-year old National
Committee member from St. Louis, Missouri, signed a check for $2,200 on January
23, 1990, during a visit by an insurance agent, believing he was buying better insur-
ance than his current Blue Cross Blue Shield coverage. Not being told that there
would be a waiting period, he proceeded to cancel his Blue Cross policy. Only after
filing numerous claims with the new company did he discover that in effect he was
without insurance coverage. He proceeded to call the insurance broker who told him
that the agent who had sold him the policy was not longer with the company, but a
new broker would come to the house and straighten out the problem. The new
broker proceeded to sell Mr. W. yet another policy for which Mr. W. wrote out a
check in the amount of $1,300. His daughters stepped in and are now trying to hold
the agent to his promise of a 30-day "free look" period. They have reapplied to Blue
Cross-which, not unexpectedly, now requires a new waiting period. Mr. W. remains
uncovered.

Counseling. Mr. Chairman, this is not an isolated case. It illustrates the clear
need for Medigap reform legislation-legislation which includes a strong counseling
program. Seniors must have places to turn to get sound advice. We are particularly
pleased that the Medigap Fraud and Abuse Prevention Act includes Federal grants
matched with state dollars to establish insurance counseling for seniors. Until we
develop more streamlined Medicare and Medigap insurance systems, we have a re-
sponsibility to fund insurance counseling programs to assist seniors through the
mad of these systems. Some states have excellent programs that can be used as
models. Hopefully, this provision will encourage states to build on the services they
already have or create new services. The availability of counseling will allow seniors
to sit down one-on-one and get clear answers to perplexing questions.

Consumer organizations have an important responsibility to educate their mem-
bers about these programs. In an effort to help our members find their way through
the Medigap maze, we have developed an easy-to-use Medigap policy comparison
chart which we provide our members free of charge. But more one-on-one education
is needed than what senior organizations can accomplish.

The National Committee urges the committee to support "ed gap le-slation and
pledges to do its part to see that Congress acts on this far-reaching legislation
during this legislative session. It is essential so that we may speed up the time when
seniors can feel assured they are getting the insurance coverage they need-no
more and no less.

STATEMENT OF SENIOR HEALTH INSURANCE PROGRAM, STATE OF ILLINOIS,
DEPARTMENT OF INSURANCE

My name is Bernadette Nolan, Frugram Director, SHIP (Senior Health Insurance
Program) of the Illinois Department of Insurance. 'hIle '-Drtment established
SHIP in the fall of 1988. Two staff of the Illinois Department of Insuranme tr.-n
volunteers in the areas of health insurance coverage and benefits which affect
senior citizens, particularly Medicare, Medicare supplement and long term care in-
surance. This training is comprehensive -and usually takes three days. The volun-
teers then receive continuing education to keep them informed of the changes in the
health insurance areas that affect the elderly population.

SHIP operates in conjunction with community based organizations that are in-
volved in senior citizens services.

At this time SHIP has trained 645 volunteers and services 69 of the 102 Illinois
counties. During the first six months of 1990 SHIP volunteers have counseled over
2,000. seniors, one on one, in their own communities and have contributed 4,000
hours of volunteer time.

Thank you for the opportunity to submit this testimony for the September 14
Hearing on Medigap insurance.
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More than thirty million persons in the United States are eligible for Medicare.
The complexities of Medicare, particularly in light of the changes that continually
occur in the program, make health insurance confusing for many people. Many
senior citizens feel the need for qualified unbiased assistance in making decisions
about the kind of benefits and amount of insurance coverage they should have.

How much insurance do I need?
What does and doesn't Medicare cover?
What should I look for in a policy for Long Term Care?
Should I ever have more than one Medicare Supplement policy?
These are the types of questions that volunteer counselors are trained to answer

and provide to the senior population.
Senior citizens in the United States purchase billions of dollars more health insur-

ance than they need, primarily out of ignorance and fear of being a burden on their
families. Health insurance counseling programs can be (and are) important aids in
combating the problems seniors face in preparing for their health insurance needs.

There are currently twelve states that provide health insurance counseling serv-
ices and most of these programs are able to operate on a relatively small budget.
They are by and large volunteer programs with professional staff to ensure quality
training and service.

These counseling programs are very effective and have saved senior citizens mil-
lions of dollars annually.

We believe that state counseling programs, by using volunteer support, are a cost
effective means of providing additional consumer protection to our elderly popula-
tion.

We would like to state our strong support for prompt action on Federal legislation
to promote, establish and expand state health insurance counseling programs.

Several Bills have been introduced on this issue which incorporate worthwhile
consumer and assistance provisions. We believe that the elderly population would
benefit most from the broadly focused counseling effort covering Medicare, Medicare
supplement, long term care insurance, Medicaid and other health insurance cover-
age as provided in S. 2189.
Attachment.

[State of Illinois, Department of Insurance]

SENIOR HEALTH INSURANCE PROGRAM (SHIP)

Senior citizens often have questions about health insurance programs but all too
frequently have nowhere to go for answers. Now they will, thanks to a new program
sponsored by the Illinois Department of Insurance. The Department's "Senior
Health Insurance Program," or "SHIP," will recruit, train and organize senior vol-
unteers to serve as teachers, advocates and insurance resource persons for other Illi-
nois seniors. These volunteers will be given 25 hours of training in the basics of in-
surance, including a survey of the medical insurance field, with a focus on Medi-
care, Medicare supplement policies, long term care insurance and consumer protec-
tion.

After completion of training, the "SHIP" volunteers will become advisors to other
senior citizens in their communities. They will be ready to answer basic health in-
surance questions and refer people to the proper government or social agencies to
find solutions to their insurance problems.

These advisors will be organized geographically into "units." The Department will
provide personnel to train these volunteers on an on-going basis andwill keep in
close touch with the units. In addition to monthly training classes, each unit will be
provided with counseling material, instruction booklets and handouts to supplement
classroom instruction.,

Under the continuing guidance of the Department, trained advisors will work in
conjunction with local senior citizen groups. Local senior organizations will provide
of~oe facilities and will help coordinate local activities and refer inquiries from the
p u bIi c t o : , volunteers.

FOR &UiT -1R INFORMATION

If you would like to learn more about the Senior iitalth Insurance Program, call
or write to us at this address:

Senior Health Insurance Program
Illinois Department of Insurance
State of Illinois Center
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100 West Randolph
Suite 15-100
Chicago, Illinois 60601
(312) 917-2427

(State of Illinois, Department of Insurance]

SHIP

TEN COMMANDMENTS

1. Never make a person's decision for them.
In particular, don't tell a person to buy or not to buy supplemental health insur-

ance, or join or not to join any particular HMO. Our purpose is to give the person as
much information as possible so that he or she can make an informed decision. Re-
spect the individual; give the person the knowledge and power to make their own
decisions.

Many of your clients may ask you, "Well, what would you do?" Answer this ques-
tion by exploring the various options available to your client. Review the pros- and
cons of each option and resist the temptation to say, "If I were you, I would
2. Treat the client like a friend you want to help.

One purpose of peer counseling is to remove communication barriers that can
arise in a professional client relationship. Strive to treat all clients with-courtesy,
respect, and empathy. Not only is such an attitude helpful and appropriate, but it
will also improve communication.

S. Make sure you understand the question the person is asking before you provide an
answer.

In particular, make sure the person is asking about Medicare, supplemental
health insurance or HMO's. It will not always be immediately apparent. Listen
carefully for clues; people don't usually articulate their problem the way a textbook
would. And make sure you answer the question being asked. This is an area in
which a Counselor will get better with practice.

4. Learn as much as you can about Medicare and Medigap insurance coverage as
well as HMO's.. .and keep on learning.

Your initial and follow-up training with SHIP, as well as the meetings and con-
versations with SHIP (Department of Insurance) staff, will convey a great deal of
information to you. The more you know, the better you will be able to serve people.

5. When in doubt, check it out!
If you are not certain about the accuracy of information you want to give, check it

out first. You are not expected to know everything. You have SHIP staff and writ-
t ii ta, ials to use as resources. However, telling or implying that something is
fact, when it may not be so, can be very dangerous. If you do not know the answer
to a question, be sure to tell your client that you will look into it and that you will
call them later with the answer.
6. Don't tell someone that their problem will be resolved by a court or another agency

or by the Illinois Department of Insurance.

Never tell anyone that their claim will be resolved to their satisfaction, since this
is not always possible.

7. Be alert to time limits.
If a client indicates that they are in any way unhappy with a Medicare decision

and are interested in challenging it, be sure to alert them to the time limits that
are noted on their Explanation of Medicare Benefits (EOMB) statement. Failing to
be attentive to these limits could result in a person's loss of appeal rights. --

8. Before a client leaves you, make sure both of you know what, if any, further con-
tact will be necessary.

Confirm whether the person is to bring something to you or call you with infor-
mation. Confirm what, if anything, you've agreed to do for the person. Unless the
client has to call or return with further information, your contact will usually be
completed at the time of your counseling session.
9. No job is finished until the paperwork is done.

Complete the counseling report at the time of the counseling session and other
paperwork in a timely manner. The information you are required to take is impor-
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tant for the assessment of the individual's problem, and also in analyzing the prob-
lems of the senior population as a whole. In addition, the records confirm your un-
derstanding of what a client was told.

10. All client information is confidential.
Everything a client tells you is in confidence. As an Advisor, you are expected to

respect this confidentiality. Never discuss or share information regarding a client's
case with friends or relatives. Client cases may only be discussed with SHIP, Illinois
Department of Insurance staff.
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