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MEDICARE CATASTROPHIC COVERAGE

TUESDAY, JULY 11, 1989

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, DC.
The hearing was convened, pursuant to notice, at 10:00 a.m., in

room SD-215, Dirksen Senate Office Building, Hon. Lloyd Bentsen
(chairman of the committee) presiding.

Also present: Senators Baucus, Bradley, Pryor, Rockefeller, Pack-
wood, Dole, Roth, Chafee, Heinz, and Durenberger.

[The press release announcing the hearing follows:]
[Press Release No. H-41, June 27, 1989

SENATOR BENTSEN ANNOUNCES HEARING ON PROPOSED CHANGES TO THE MEDICARE
CATASTROPHIC COVERAGE PROGRAM

WASHINGTON, DC-Senator Lloyd Bentsen (D., Texas), Chairman, announced
Tuesday that the Finance Committee will hold a hearing on proposals to address
duplicate coverage under the Medicare Catastrophic Coverage Program and to con-
sider making the program voluntary as originally approved by the Senate.

The hearing will be held on Tuesday, July 11, 1989 at 10 a.m. in Room SD-215 of
the Dirksen Senate Office Building.

"The Medicare Catastrophic Coverage Act of 1988 included provisions that were
intended to assure that Medicare beneficiaries who formerly received catastrophic
insurance protection through employer-based retiree health insurance or private
purchased 'Medigap' policies will not receive duplicate benefits under the New Med-
icare law and their insurance," Bentsen said.

"This hearing will give the Committee on Finance an opportunity to review the
implementation of these protections against duplicate. coverage by private employ-
ers and state insurance commissioners, and to determine whet her further action mn
necessary," Bentsen said.

The Committee will also consider whether participation in the catastrophic cover-
age program should be made voluntary.

"The Catastrophic Medicare Bill that I introduced and that was approved by the
Committee and Senate was voluntary. If an individual chose to drop Part B-the
portion that covers physician fees-he could drop catastrophic coverage at the same
time," Bentsen said.
OPENING STATEMENT OF HON. LLOYD BENTSEN, A U.S. SENATOR

FROM TEXAS, CHAIRMAN, SENATE FINANCE COMMITTEE
The CHAIRMAN. This hearing will come to order. Today's hear-

ings on the issues related to the Medicare Catastrophic Coverage
Act of 1988 will address two specific areas. First, many Medicare
beneficiaries are concerned that their new catastrophic benefits
may duplicate the coverage they're already receiving, either
through an employer, or through the purchase of private medigap
coverage.

According to CBO, 77 percent of Medicare enrollees had some
form of insurance in 1987, including 25 percent entirely or partly
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financed by employers. Quite understandably, Medicare enrollees
do not want to pay additional Medicare premiums for benefits they
have earned during their working years or that they will also be
paying insurance premiums for.

That is why members of this Committee worked to include provi-
sions in the legislation that protect beneficiaries against duplicate
benefits.

Senator Riegle offered a maintenance of effort amendment re-
quiring employers to offer new benefits or lower premiums in lieu
of health benefits that are now duplicated by Medicare.

Senator Baucus worked to develop modifications t6 the Baucus
standards for private medigap insurance to ensure that Federally-
approved medigap policies do not duplicate Medicare.

Senator Pryor worked to meet the concerns of Federal retirees
about duplicate coverage under their health benefits program.

Today, witnesses include representatives of groups that are af-
fected by the protection against duplicate coverage. That includes
businesses and unions affected by the maintenance of effort re-
quirement and experts on the issues facing Federal and military
retirees.

We are going to hear from State Insurance Commissioners and
insurers involved in the changing medigap market. I hope their
testimony will help us determine whether further action is re-
quired to protect enrollees against duplicate coverage.

Now the second issue we will address today is one on which this
Committee unanimously agreed when the original catastrophic ill-
ness bill passed this Committee. Under our bill the catastrophic
benefits would have been optional in the sense that they would be
available to enrollees enrolled in Part B of Medicare which is vol-
untary.

An individual could drop Part B coverage if he or she wanted to
avoid receiving the catastrophic benefits and paying the premiums.
Frankly, I do not believe it would be in any beneficiary's interest to
do so. Since CBO tells us that Part B alone involves a substantial
Federal subsidy to every individual enrolled, even those paying the
maximum supplemental premium.

Needless to say, equivalent private coverage with a comparable
subsidy is unlikely to be available. Legislation introduced by Sena-
tors Baucus, Chafee and Pryor, which would make the program
voluntary, as under the original Senate bill, has attracted strong
support. Today's hearing will explore that approach.

Now there has been a further development. Early last month we
had CBO testify that there was going to be a substantial increase
in the cushion above the reserves required to take care of the pay-
ment of claims to beneficiaries. As I recall, that original amount
was $4.2 billion. We had estimates going all the way up to $9 and
$10 billion. My hope then was that we could cut back on the premi-
ums because I did not feel that, in effect, we should be trying to
pay for some of the deficit in the budget by a further payment on
the part of the potential beneficiaries of catastrophic illness.

I have been advised by CBO, as late as yesterday, that the num-
bers that they gave us at the beginning of last month are dramati-
cally changing and that the potential cost of the drug benefits has



escalated beyond the preliminary estimates, adding substantially to
the expense of the program.

What that means to me is, a difficult problem in trying to pair
the premiums. I think when you get into that kind of a situation
that one of the things we are going to have to look at is the option
too of a reduction of soine of the 'benefits. The one that has been
the most difficult to estimate and one that was not included in the
bill as it came out of this Committee, was the prescription drug
benefits. That, is where the costs are exceeding the original esti-
mates by a material amount. We do not have hard numbers on
that one yet. But hopefully we will within the very next few days.

So as you look at a way to try to adjust this and to make it ac-
complish the objectives originally intended, and to keep it within a
reasonable cost, a serious look has to be taken at the benefits. Obvi-
ously, one of those will be the question of prescription drugs part,
as to whether or not that should be retained or that should be
dropped.

In seeing the order of arrival, Senator Chafee, do you have any
comment that you would like to make?

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

Senator CHAFEE. Thank you, Mr. Chairman. First of all I want to
applaud you for holding these hearings. These are very important.
I have a statement I would like to include in the record if I might.

The CHAIRMAN. Yes, of course.
Senator CHAFEE. There are just a couple of brief comments I

wanted to make. As you mentioned, I support making this program
voluntary. That, as you know, is the way we originally passed it
here-passed it on the floor of the Senate-and then when we got
to conference it had to be changed. I will be interested in the testi-
mony we have on the pros and cons of the voluntary aspect of the
program.

Second, I believe, Mr. Chairman, that this catastrophic coverage
provides a good, solid benefit package for the citizens of the United
States. Fifty-six percent of all Medicare beneficiaries will get this
catastrophic coverage for only $48 a year. That is $4 a month in
addition to their usual Part B premium. Now that in my judgment
is a whale of a buy. Another 28 percent will get it for less than
$350 a year.

We keep hearing about people paying the maximum supplemen-
tal. There are only 6 percent of all Medicare beneficiaries in the
United States will be paying the maximum amount.

Today we will examine the issue of duplication of benefits. One
of the duplication problems obviously lies in the medigap plans and
I am glad we are going to get some information on that today. As
you know, when we passed this bill one of the requirements was
that the medigap insurers eliminate the duplication. There is seri-
ous question as to whether that has taken place. I am looking for-
ward to hearing about that.

The long and the short of it, Mr. Chairman, is no matter how
much we do to eliminate the overlap between this program, the
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catastrophic, and other plhns, the duplication on the medigap poli-
cies will still exist unless we take some action on that front as well.

So I want to thank you, Mr. Chairman, and I look forward to
these hearings.

The CHAIRMAN. Well, I would say, Senator, I certainly agree with
you that the catastrophic illness bill and that legislation fulfills a
very major need for our country when we talk about spousal im-
poverishment, when we talk about the incredible costs on the cata-
strophic illness and the wiping out of a family's security. Those are
all concerns for us that we've tried to address and that has been a
major piece of legislation.

Obviously, as we do with all major pieces of legislation, we
review it to see those things that have worked up to expectations
and those that are not and some of the concerns that have devel-
oped. That is what we are trying to address.

Senator CHAFEE. Mr. Chairman, we find in the calls to our office
that the elderly indeed have been unnecessarily frightened about
this program. When they call in, they think they are going to be
whacked with this tremendous tax. They call and it turns out that
most of them are not paying any income tax or very modest income
tax to start with. When it is explained to them-and it takes some
effort to go through and explain the whole program to them-and
what they save in the medigap, they go away thinking, well this is
different from what I have been hearing on the television and else-
where from some of the senior citizen groups.

I hope we can clarify and clear up some of these misunderstand-
ings in today's hearings.

The CHAIRMAN. Thank you.
[The prepared statement of Senator Chafee appears in the appen-

dix.]
The CHAIRMAN. Senator Pryor.

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

Senator Pryor. Yes, Mr. Chairman, I want to also join with Sena-
tor Chafee in thanking you for holding this hearing. Especially,
Mr. Chairman, I want to express my appreciation to you for bring-
ing up the very recent, I think as of the day before yesterday, Con-
gressional Budget Office report on the new costs that they are pre-
dicting for the programs. The CBO, it is my understanding-I have
not read in detail the report, but it my understanding they say
that these costs are rising because of the manufacturers price in-
creases and too because of the proliferation of the new drugs that
they are bringing to the market at this time.

One, we do not know how many of those new drugs are necessary
or whether there is a constructive benefit for bringing this huge
number of new drugs on the market. But I think we need to know
that answer. On next Tuesday, Mr. Chairman, in the Senate Spe-
cial Committee on Aging-I will chair a hearing on these points.
One is to why there is such a tremendous increase in drug pricing.
Two, who is at fault. We will discuss the tiering and the variation
of prices charged by the pharmaceutical manufacturers. And final-
ly, we will address who is going to pay the bill.
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I would say to Senator Chafee, even though as he said there is an
unnecessary frightening of the senior citizens out there, I also
maintain-I say to my good friend and colleague, there is an un-
necessary, let us say, overcharging to the senior citizens, and ulti-
mately to the American taxpayer for these drugs that the pharma-
ceutical manufacturers are charging. We are going to try to get to
the bottom of this and we are going to have at least two hearings
on this. They will begin next Tuesday.

Mr. Chairman, I hope that these hearings will benefit this Com-
mittee in ascertaining some facts and figures that we can use in
coming to grips with this problem we have before the Committee
and others today.

Again, I want to thank you, Mr. Chairman.
The CHAIRMAN. Thank you very much.
Senator Baucus, do you have any comments?
Senator Baucus. I have no statement to make, Mr. Chairman.

Thank you.
The CHAIRMAN. All right.
Well, let me state once again that as-we look at these and try to

see where the increased costs are taking place, that I think we
have to take a serious look at the benefits and prescription drugs
would be one of those that we would look at, not necessarily just
that one.

Senator Pressler, would you like to testify this morning.

STATEMENT OF HON. LARRY PRESSLER, A U.S. SENATOR FROM
SOUTH DAKOTA

Senator PRESSLER. Thank you very much, Mr. Chairman. I shall
be fairly brief because I know you have many witnesses. I first
want to commend you for your leadership in this area and the diffi-
cult issues that we must resolve. I also want to commend Senator
Pryor, the Chairman of the Aging Committee, for his leadership on
the cost of drugs issue. I understand he will be holding some sepa-
rate hearings on that issue, and as a member of the Senate Aging
Committee I am glad to lend my support.

Recently I held some meetings in my State, as many of my col-
leagues do in their own States, and had large turnouts on this cata-
strophic coverage act financing issue. I did a survey among those
present and others, and although I do not claim it to be scientific, I
found a great desire for change in this area. Our citizens are
asking that we reexamine this, as this Committee is doing, and I
commend you for it.

The survey of my South Dakota senior citizens indicated that
greater than 50 percent would like the system changed or imple-
mentation delayed. The second highest percentage want to make
participation in the program voluntary. The survey indicated that
they want a separate category for the catastrophic program. The
elderly do not want the catastrophic provisions included under
Part B. According to the survey, Part B of Medicare should be left
as it now stands.

The benefit of greatest value to senior citizens is perceived to be
the spousal impoverishment provisions. Senior citizens view the
current premium as far too excessive for the benefits provided. The
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cost of the catastrophic program is a burden paid by too few people.
If coverage remains the same, in their view, a different method of
financing must be devised.

The provisions of the catastrophic program already are available
to many senior citizens through their supplemental insurance pro-
grams. They feel that there's duplication and ask how we can justi-
fy the excessive price tags on benefits so few people will enjoy. For
example, how many people will use 365 days of hospital care in a
year? In order to remain in a hospital and collect Medicare reim-
bursement, the individual must show continuous recovery progress.
Someone who requires 365 days of care normally does not demon-
strate a steady recovery.

Second, the nursing home provisions available through the cata-
strophic program are limited. A nursing home must offer skilled
care and be certified by Medicare. In South Dakota I am aware of
only four homes in the entire State that accept Medicare eligible
residents. I am confident that other States can identify a similar
situation.

If we really want to help people who need long-term care, then
let us talk about long-term care insurance. There is a definite need
to finance extended care. Many South Dakotans who have commu-
nicated with me have mentioned this need.

Mr. Chairman, I have additional material here, but I shall sum-
marize my statement by saying that, based on the hearings I have
held in my State and based on the surveys I have conducted, our
people want implementation delayed; they want a voluntary
option. They feel strongly that the price of drugs is unfairly high.
They also feel strongly that this is the first time we have had a
program benefiting a small number of people who benefits have
been paid for by a certain age category of our population. They
argue strongly that if we are to have such a program, it should be
financed by all the people, not just a small group.

Mr. Chairman, I ask unanimous consent to present the Commit-
tee a summary of the survey I took. I thank you very much for the
time.

The CHAIRMAN. Thank you very, Senator. We would be pleased
to do that.

[The survey and prepared statement of Senator Pressler appear
in the appendix.]

The CHAIRMAN. Senator Graham.

STATEMENT OF HON. BOB GRAHAM, A U.S. SENATOR FROM
FLORIDA

Senator GRAHAM. Thank you, Mr. Chairman, and members of
this Committee. I appreciate the opportunity to appear before you
today, and I commend you for the outstanding leadership that you
have provided to the development of an intelligent policy of health
care for older citizens in this country.

The CHAIRMAN. Thank you, sir.
Senator GRAHAM. It was less than a year ago that the Cata-

strophic Care Act was approved. In less than that year some have
now suggested outright repeal. I do not share this view. I believe
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that there were many positive dimensions to this legislation that
should be retained.

However, there have been enough legitimate questions raised
that we need to delay portions of this legislation to explore ques-
tions, such as the duplication of coverage, the possibility of excess
revenue, the financing mechanisms, the question of mandatory
versus voluntary participation, and whether this legislation might
hinder progress towards a shared goal of long-term care.

Therefore, Mr. Chairman, I support a reasonable period of delay
in the Medicare portions of catastrophic coverage. I would define
"reasonable -period" as 1 to 2 years. During that period we should
continue with the Medicaid portions of the legislation, particularly
those that relate to spousal impoverishment. We sh :uld create a
commission to explore health care issues for the 1990s to look at
the complex interconnection of public and private health programs,
to look at what is happening at the State level, and how we might
draw from the experience of State innovations for national health
care policy.

To deal effectively with these concerns we must not limit our-
selves to the specific aspects of catastrophic coverage. We must set
our overall direction in the coming years on how to deal with the
relationship between the private sector and public sector insur-
ance, how to bridge the gaps that exist between Medicaid and Med-
icare and how we find the means to provide long-term care.

These are very difficult and complex issues that can best be ad-
dressed with a suspension of the catastrophic coverage and a broad
look at our future direction in health care for retirees, a topic of
which catastrophic coverage is only a part. We have learned from
the debate over catastrophic coverage that there is an intricate web
between private and public health insurance programs. One reason
we need to delay catastrophic coverage is to look at the problems of
duplicated coverage that exist within the current program.

Moveover, we need to look at what private insurance does best
and what public insurance does best as we look to the future devel-
opment of a health insurance system. The strength of the private
insurance system is the number of options that can be offered to
the consumer. The strength of the public insurance system is the
universality of coverage. Because of these different strengths, there
is an important continuing role for medigap policies that supple-
ment the core coverages provided by Medicare.

Portions of the catastrophic act have been very positive. For in-
stance, providing incentives for mammography screening will save
lives because we know the benefits of early detection in fighting
cancer. Prevention of illness protects lives and saves money.

Mr. Chairman, this movement towards a prevent strategy, mani-
fested by the mammography provision, is a step in the right direc-
tion. The Medicare system and the rest of our health network, in-
cluding the Veterans Administration, should emphasize prevention
as well as treatment.

Another positive aspect of last year's catastrophic legislation is
that it addressed the problem of retirees who did not qualify for
Medicaid but could not afford medigap private coverage. The
surtax on retirees who pay income tax does not seem to be an ap-
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propriate way to finance this solution, but the problem still needs
to be addressed.

We have learned from the debate over catastrophic coverage that
long-term care is the major goal of most American retirees. My
fear is that catastrophic coverage, by creating additional resistance
to new financing mechanisms, could be an impediment to establish-
ing coverage for long-term care. Long-term care is an extremely
complex issue. Congress and the American people should explore
all methods of providing services and financing those services, in-
cluding public support and incentives for private insurance to pro-
vide complimentary services.

Mr. Chairman, there are some exciting things happening at the
State level that could give us direction. In the State of Washington,
a sliding scale has been developed in which the State is assisting
those persons with low income to purchase private insurance to
cover some of the costs of long-term care. In our State of Florida
we have developed a community care for the elderly program,
which attempts to provide a range of services related to the desire
of older persons to maintain independence. But as the aging proc-
ess limits that ability, there are complimentary, publicly funded
services.

These and other initiatives, I think, can be looked at for ideas
and innovations that could be incorporated at a national level.
Delay of anticipated reforms is never a pleasant prospect. But the
problems of catastrophic coverage and the other issues discussed
earlier are complex and cannot be considered in isolation from
each other.

We should delay implementation of catastrophic coverage be-
cause we need to develop programs that have the confidence of our
retired population. We need to evaluate the direction of health in-
surance over the next decade to see if catastrophic coverage assists
or impedes these developments. We need to think comprehensively
and to consider options that in isolation might be misunderstood.

Blue ribbon commissions are not panaceas, but they are useful
for taking a broad long-term perspective. I believe that such a com-
mission is an appropriate forum for addressing our 10-year goals in
the Medicare system. The delay caused by this approach is justified
by the impact of our eventual decisions on the lives of all Ameri-
cans.

Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Senator.
Would that include, when you talk about delay in Part B, would

that include also a delay in mammography?
Senator GRAHAM. Yes. I would propose that we defer all of the

Medicare aspects of the catastrophic legislation. I would exclude
from that delay the Medicaid provisions.

The CHAIRMAN. Thank you.
Are there questions of the Senator?
[No response.]
The CHAIRMAN. Thank you very much, Senator.
Senator GRAHAM. Thank you.
The CHAIRMAN. I see the minority leader has arrived. Senator

Dole, would you care to make any comments?
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OPENING STATEMENT OF HON. BOB DOLE, A U.S. SENATOR FROM
KANSAS

Senator DoLE. I would just make a short statement and I would
ask that my statement be put in the record.

The CHAIRMAN. That will be done.
Senator DoLE. I want to first congratulate the Chairman for

these hearings and my colleagues from both the House and the
Senate who have been testifying and other witnesses who are cer-
tainly knowledgeable in this area.

I think it is fair to say that participation in Medicare should not
be viewed as a burden. However, I think there is the perception out
there because of some features of the Catastrophic Bill that this is
a burden. We have added new benefits and frankly they maybe a
mixed blessing. We have recently had the opportunity to debate
this issue on the floor.

I also want to congratulate Senate McCain along with other col-
leagues on both sides the aisle for alerting us to some of the real
problems. Certainly, Senator McCain has been the leader in that
effort.

We are trying to figure out what we should do. I mean some of
us would like to hang onto this program, but make changes that
are necessary to remove some of the inequities. Some of the inequi-
ties have been addressed by the Chairman earlier in his opening
remarks and were addressed by the Chairman weeks ago when
they were called to his attention. We do have duplication of cover-
age and it is an area that we ought to address, whether its a prob-
lem for military retirees or Federal employees.

Frankly, I think there are different views about what we should
do. I guess we could say that some would like to replace the supple-
mental premium with general revenues but we do not have any
surplus in general revenues. It seems to me that there is a very
basic principle in this catastrophic law with respect to financing
that I think has merit, though those who pay it obyiously do not
share that view.

However I think we should return to the position taken by the
Senate at the time of the passage of the bill and link participation
to Part B so it is voluntary. In fact, if the benefits are as good as-
many argue they are-then people will choose to be covered. In my
view, people have the right to make a choice.

With respect to the bigger issue of the size and the structure of
- the premium, the jury is still out. In fact, if a surplus truly exists,

adjustments should be made. But again, I understand that surplus
may not be as great as previously indicated. However, if we find
that we do not have a surplus and there is still dissatisfaction with
the program, perhaps the next step should be to review the bene-
fits themselves.

I, for one, believe that we have taken on more than was neces-
sary and more than we could handle. The respite benefit certainly
is an example. I remember, I think the price tag was about a bil-
lion dollars. I remember during the conference negotiation I was
told by the HHS Secretary that the Administration was opposed to
it, so I wrote letters to everybody saying we're opposed to it and
the next thing I knew the Administration capitulated.
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The drug benefit, is another example, certainly a lot of people
wanted it, but I think there are some that believe we ought to take
another careful look at-the drug benefit and respite care.

If this catastrophic program is too costly and we want to pre-
serve the basics of it, then we have to start taking a look at some
of the benefits where we may have gone too far. So I want to work
with the Chairman, Senator Packwood, and other members of this
Committee, and my colleagues in the Senate so we can avoid the
rather fractious battle we had on the Senate floor the last time this
issue came before us.

I commend the Chairman for trying to work out something we
can all live with.

The CHAIRMAN. Thank you, Senator.
[The prepared statement of Senator Dole appears in the appen-

dix.]
The CHAIRMAN. Senator McCain.

STATEMENT OF HON. JOHN McCAIN, A U.S. SENATOR FROM
ARIZONA

Senator McCain. Thank you, Mr. Chairman. Thank you for again
giving me the opportunity of appearing before this Committee on
this very important issue. I would like to thank you again, Mr.
Chairman, for your efforts at trying to reach an equitable solution
to what has become a very, very difficult issue for members of the
Senate and members of Congress and the American people.

Mr. Chairman, there is no doubt that the intensity of the opposi-
tion to this legislation continues to mount and some action needs to
be taken. To start with, Mr. Chairman, I would like to put to rest, I
hope finally, something that has been a great concern to me and
that is the allegation that was made time after time on the floor of
the Senate that seniors are just a bunch of greedy malcontents who
are not willing to pay for their own health care protection needs.

Mr. Chairman, that is not the case. The bill that I have spon-
sored, which was offered as an amendment to the Supplemental
Appropriations Bill, is supported by 44 organizations representing
19 million seniors-organizations like the National Association of
Retired Federal Employees, the American Postal Workers Union,
the National Association of Government Employees, the National
Association of Letter Carriers, Naval Reserve Association, Federal
Postal Workers, and many others. Mr. Chairman, these are not
greedy Americans. They are not rich and they are not greedy.

I hope such accusations will not be part of this debate again. To
accuse these people who are opposed to the catastrophic health
care bill as it is presently shaped, as being rich and greedy Ameri-
cans is plain wrong. They are not. They are average Americans
who see that a piece of legislation has been passed which provides
for benefits they do not need, they do not want to pay for, and does
not address the key concern of seniors in this country no matter
what their income level-that is long-term care.

Mr. Chairman, seniors know what their needs are. They are
angry because they are being forced to pay for some expensive
things they feel they don't need as much as long-term protection.
You are right, Mr. Chairman, providing any long-term protection
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will be very expensive. That is because the care itself is expensive.
We all know that it costs about $25,000 to $35,000 a year for nurs-
ing home care. Seniors fear long-term care and its costs. They
know that private insurance for long-term care is very expensive,
and in many cases they cannot even get it.

In spite of these realities, we adopted legislation which consumes
a lot of the seniors' resources to expand acute care coverage. The
very passage of this act may preclude us from doing something
about long-term care for a long time to come. And, seniors know
this.

Let me repeat with some fear of redundancy, Mr. Chairman,
what I have proposed is to delay for a year the implementation of
the portion of the Act which has yet to be brought on line. Thus,
we would retain the spousal impoverishment protection, protect
the long-term hospitalization benefit, and protect the skilled nurs-
ing facility benefit, while delaying the surtax and provisions such
as the outpatient prescription drug program. This proposal also
protects the Medicaid buy-in and the program for pregnant women
and infants.

The distinguished Republican leader just described a proposal
that is being discussed to make participation in the Act voluntary,
Senator Wallop__ai ias a proposal that would address the volun-
tary issue. Mr. Chairman, telling seniors that we are going to make
the Act voluntary, and in doing so make it so that if they got out of
catastrophic that they would be denied the ability to participate in
Medicare under Part B. I do not think seniors would agree with
such a proposal.

If the committee is going to move in the direction of making the
Act voluntary, lets make it truly voluntary. If voluntary ends up
being the committee's direction, consider making the Act voluntary
by creating a Part C. Create a Part C. This would really put to test
the perception of some that this new program is the best thing that
we ve seen in a long time. The view of some members of this Com-
mittee seems to be, once seniors figure out what the program is all
about, they will want to participate. If that is so, then let us give
them a Part C. Then, they can choose Part C. Make it truly volun-
tary or involuntary.

Another idea I have read in the media that is being considered
by the Chairman of this Committee, and others, is lowering the
premiums. I think lowering the premiums would be a wonderful
idea, Mr. Chairman. History shows us, however, that every single
health care program ever enacted by Congress always exceeded,
always exceeded, the original estimates sometimes by four and five
times the amount originally estimated.

Also, let me point out, the Congressional Budget Office is already
reestimating the costs of the prescription drug program. They are
already reestimating it, and they are finding out that the costs of
the program are going to far exceed the original projections. So
before we take what I think would be a bandaid approach, and that
is basically reducing surtax, let us look at what the actual costs
will be. I think particularly the prescription drug part of the pro-
gram may far exceed the origin! estimates.

Next to finally, Mr. Chairman, most people in this country do
not have the opportunity to come to Washington. I hope this Com-
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mittee will seek the opportunity to go around the country and
listen to the American people on this issue. This is a crucial issue
with the seniors of Americans. I hope you will give them the oppor-
tunity to make their views known.

Finally, Mr. Chairman, there is a fire storm out there. The inten-
sity is increasing; it is not decreasing. These are not greedy Ameri-
cans. They are American citizens who have now found themselves
with a program that they did not want and they do not need. They
find portions of this program they do want. The proposal I make
preserves those programs that they need-the spousal impoverish-
ment protection, the skilled nursing facility and home catastrophic
hospitalization benefits, the Medicaid buy-in, and the program for
pregnant mothers and infants. These would be preserved, and I
think we should and must preserve those. We can pay for these
provisions with the $4 a month increase which has already been
levied on Part B.

Mr. Chairman, let us examine piece by piece, part by part, the
rest of the program. Rejecting those that the majority of senior citi-
zens clearly having stated that they do not want, and need at this
time, and then move forward in a bipartisan fashion and address
the issue of long-term care which is indeed the most pressing and
compelling need of seniors across this country.

I thank you, Mr. Chairman, for your indulgence, your patience,
and the courtesy you have extended to me on this issue as has Sen-
ator Packwood and others as we have winded our way through this
very difficult and sometime contentious issue.

Thank you, Mr. Chairman.
The CHAIRMAN. Thank you very much, Senator McCain.
Are there questions of the Senator?
Senator DoLE. I just have one question.
The CHAIRMAN. Yes.
Senator DoLE. Not a question, really, Senator McCain But I

would first thank you for your leadership. As you know the Admin-
istration has a different position because of the loss. Was it $4 bil-
lion?

Senator MCCAIN. Three point something, I believe, yes, sir.
Senator DoLE. I do not know how you address that in your state-

ment or whether-maybe we can take care of that by taking a look
at these benefits that some have alluded to. Maybe the program is
more than we can pay for at this time.

Senator MCCAIN. I think Senator Dole raises a very important
point here, at least from the OMB green eye shade viewpoint. It
seems to me, however, somewhat violaceous to say that we passed a
piece of legislation for which we are going to collect taxes from
senior citizens, for benefits to be provided later which the majority
of seniors, at least a large number of them, feel they do not need.
And now we find ourselves in a budget crunch because we have
created a surplus.

I do not believe that it is the intent of legislation to somehow,
through smoke and mirrors, disguise the size of the budget deficit.
Although, the budgetary aspects of this issue are important be-
cause of Gramm-Rudman and all the other things of which we are
very well aware. But, to me, it is in no way a rationale for preserv-
ing the program as it is.
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The CHAIRMAN. Well, Senator, we still have to face up to the fact
that we have an enormous deficit and we are trying to meet those
budget commitments.

Senator MCCAIN. I agree with that.
The CHAIRMAN. So we would have to deal with it in a responsible

way.
Senator MCCAIN. Thank you, Mr. Chairman.
The CHAIRMAN. If we do find ourselves in a situation where we

cut premiums, which has become more of a question whether we
can as we hear new numbers coming out of CBO, but I think we
have to face the issue. It is well and good to talk about benefits but
if you do not pay for them we have a real problem.

Senator CHAFEE. Mr. Chairman, I would like to ask Senator
McCain a question, if I might.

Senator, on your proposal to postpone the supplemental and keep
the spousal impoverishment and some of the other provisions paid
for by the increase in the monthly-the Part B premium, has that
been costed out by CBO and OMB?

Senator MCCAIN. Yes, it has.
Senator CHAFEE. First, do they agree? I suppose not.
Senator MCCAIN. It has been costed by CBO. I do not know about

OMB.
Senator CHAFEE. Okay. CBO agrees with what? That it pays for

itself?
Senator MCCAIN. They agree that the increase in the flat Part B

premium would pay for those programs. Yes, Mr. Chairman.
Senator CHAFEE. So essentially what you are dropping is the pre-

scription drug?
Senator MCCAIN. And mammogram and several other programs

that are included in the Act.
I might alsq say that I agree with the Chairman and you, the

budget deficit is a problem. It must be addressed. But, again, my
response is, do we raise people's taxes whether they be social secu-
rity or any other in order to create an illusion that the deficit is
being addressed when we know that over time those taxes that we
are raising. will be drained sooner or later by the beneficiaries?

I am in no way denigrating the importance of the deficit and the
impact on this. But it seems to me we created a trust fund which
was to be used to pay benefits, not to reduce the deficit. If those
benefits are not needed, then it seems to me that this is a second-
ary consideration to laying an additional tax on the backs of people
who simply tell me they cannot afford it.

But in answer to your question, sir-I'm sorry for that editori-
al-is that--

Senator CHAFEE. I have no dog in that fight.
Senator MCCAIN. CBO says the $4.80 does pay for those three

programs-the skilled nursing facility benefit, the catastrophic hos-
pitalization benefit, and preservation of the spousal impoverish-
ment protection.

Senator CHAFEE. Thank you.
Senator McCAIN. Thank you.
The CHAIRMAN. Thank you.
Any other questions?
[No response.]
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The CHAIRMAN. Thank you very much, Senator.
Senator McCAIN. Thank you, Mr. Chairman.
The CHAIRMAN. Mr. Fawell, thank you for your patience. We are

pleased to have you.

STATEMENT OF HON. HARRIS W. FAWELL, A U.S.
REPRESENTATIVE FROM ILLINOIS

Congressman FAWELL. Thank you, Mr. Chairman. I do have a
prepared statement. I will summarize portions, but otherwise I will
not repeat points that have already been made.

The CHAIRMAN. Thank you because we have quite a number of
witnesses to hear today. Thank you.

Congressman FAWELL. First, I want to say thank you very much
for once again opening your hearings. In regard to the possibility of
funding estimates being altered and the voluntary aspect of this
measure, I do appreciate that very much. I would like to read a
statement by Joan Beck.

Perhaps if I can be of any help to the Committee at all it might
be in regard to relating how the seniors feel. I agree with Senator
McCain, these are not selfish people who are not willing to give a
lot and, indeed, they have done a great deal for this great nation of
ours.

Joan Beck is a syndicated columnist with the Chicago Tribune
and she recently said in testifying before our Task Force Commit-
tee on this bill that, "Thousands of senior citizens have tried very
hard to change the Medicare Catastrophic Care Act-in all of the
civics textbooks ways. They have written bags full of letters to
members of Congress. They have formed coalitions, lobbied, held
meetings. They have had suiveys and polls taken. They persuaded
sympathetic members of Congress to introduce bills to repeal or
postpone or amend the law-and watched the proposals molder in
committees, by and large."

Again, you are to be commended, Mr. Chairman, that this Com-
mittee is not one that allows things just to molder. You are trying
to grapple with it I know and I commend you for that.

I would express my feeling, and I think most seniors share my
feeling, that there ought to be a repeal simply because we went in
the wrong direction. We could not have done, I think-well, these
are awfully strong words that I'm uttering here-but to utilize a
special income tax for special people to try to finance this is some-
thing seniors are deeply frustrated about.

I think it is in the wrong direction because we have gone to ex-
panding Medicare in the traditional areas of hospital and physician
services. We have added prescription drugs and a number of other
areas when seniors are deeply concerned about catastrophic care.
Most American families are deeply concerned about this. It is mom
and dad or grandma or grandpa, a favorite aunt or whoever it may
be. All the blessings of living longer, of course, mean-we can defer
old age but we cannot set it off.

They are not selfish people. We asked them-it seems to me-
and this is what they tell me-we ask them not only that they
should self-finance but we also told them they are going to subsi-
dize for a relatively large group of other people. Then we did not
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really sit down and say, what do you want, by the way, in terms of
what you are going to have to self-finance?

Seniors recognize that as they look at long-term custodial nurs-
ing home care which is what they thought was in this bill that
they do know they are going to have to share in the cost. I do not
think that the Federal Government has to assume that burden all
by itself. But we other words told them they have got to self-fi-
nance. We told them they have to subsidize others with a special
income tax on these special people and they are middle income
people. The very rich can afford it-the very, very rich. The caps
even protect them. The very poor have Medicaid.

Seventy percent-more than that probably-75 percent do have
medigap or they have employer-provided insurance care which we
are pushing in all other policies in this Federal Government that
that is what ought to be done. They are coming in and saying, here
you are elbowing out the private insurance industry completely
and we think that if we are going to be called upon to participate-
and because of the deficit problem I think they recognize that some
participation of seniors is absolutely essential, they look to the pri-
vate industry too, they look for the possibility of 2 or 3 years of co-
insurance deductibles and things of this sort, so that the private in-
surance industry would have a chance to be able to participate, et
cetera.

Then they say, you not only did all of this but you made it, you
know, absolutely-it is not voluntary, the mere fact that I am eligi-
ble. I might be 67 years of age working for a corporation. I have
employer-provided insurance. Bango! I am hit! Everybody is hit.

Their feeling is that that just was not fair. I tend to agree with
them. They are also saying that when you come up with a tax on a
tax and have the title, "Supplemental Premium" that that was not
fair. That we have breached every promise we made in the Tax
Reform Act when we said we took away a number of tax credits
and deductions and income exclusions and we said we will not, as
far as all of America is concerned, increase income taxes but we
did it and for one group-the senior citizens who are proscribed
and tied in their ability to be able to earn because of the social se-
curity earnings test and for other reasons. They cannot go out and
pick up a job as easily as many people can.

These are middle class seniors. It is an open-ended surtax-a tax
on a tax which invites a double hit every time we redefine the defi-
nition of gross income, every time we alter those rates. We are
always flirting with this and we know we are going to be doing it
more, they get a double hit, with the increase in rate, the new defi-
nition of income and then they get a tax on the rate also.

That is what they continuously bring out to me. That we have
gone in the wrong direction and we have utilized one of the worst
modes of financing. In regard to changing the estimates in refer-
ence to what the cost of this program, which was originally esti-
mated at $31 billion to $35 billion over a 5-year phasein period
only, I agree with what Senator McCain has indicated and what
the Chairman has just indicated. That that probably is not a very
good idea and, indeed, Congress has been notoriously always under-
estimating the cost of Medicare.
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When Medicare first came into being in 1965 we said by 1990 it
will cost $8.8 billion. Well we missed by close to $100 billion. We do
it all the time and we are certainly not perfect here. HCFA has
made it clear that in so far as the prescription drug program, abso-
lutely, there is going to be a shortfall and there is an incentive to
buy drugs. As Senator Pryor has pointed out, there is the greatest
markup you will ever find and we are going to contribute a great
deal to that.

I think that in my opinion that we really ought to repeal it. I do
not think that is going to happen. I fully endorse the McCain
amendment as the next best approach. It is a consensus of our
Task Force over in the House-two of the Republican Task Forces
studying this. We believe that, let us freeze what we have, but my
goodness, let us hold back, let us review and let us think in terms
of how we can after we talk to seniors move toward long-term cus-
todial nursing home care. Which I repeat, I do not expect-nobody
expects-the Federal Government to fully fund it. But, there can
be a tri-partide cooperation here between the senior citizens who
will help to self-finance. That and the Worthland report showed
that. You can also have the private industry partake and you can
have some Federal governmental responsibilities there too, it
seems to me.

Let me conclude with just one final-and this is a harsh state-
ment that Mrs. Beck made-I do not mean to imply this detrimen-
tally to any member, least of all to the Chairman. But she said the
letters senior citizens have written to her go along this line, "Their
letters call the Medicare Catastrophic Coverage Act a hoax, a
sham, a rip-off, a catastrophe itself, a nightmare, a clever ploy to
soak retirees and shave the deficit, a sick joke, a swindle, 'elderly
bashing,' and in the words of a veteran from Bessemer, Alabama,"a financial Pearl Harbor sneak attack."

Nobody in this Committee had any such intentions. We went so
fast on this that we just kind of-it grew like a little topsy it seems
and we came up with something that was the Catastrophic Cover-
age Act and AARP was for it and everybody thought it was a great
thing. I voted against it. Maybe I am lucky.

But now we have and we should take the ought time to say, look
we made a mistake. We are not perfect. Let us try to see what
funds we have available from seniors. What may be available from
government, how we can bring the private insurance industry into
this and let us see if we can craft a programthat everybody really
wants-long-term custodial nursing home care. Again, not only
seniors but just about every family in America because we all or
will be facing this kind of a tussle and crisis in our family.

The CHAIRMAN. Thank you very much.
Congressman FAWELL. I have talked too long. Mr. Chairman, I

thank you again for the opportunity of allowing me a seat in this
important hearing.

The CHAIRMAN. Mr. Fawell, thank you very much. I must tell
you that this Committee labored long and hard on that, had all
knds of hearings, listened to all the interest groups, worked at it
at length trying to develop a piece of legislation that met these
concerns. I seriously doubt you will ever pass any major piece of
legislation that satisfies everyone. There are no questions, but what
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there are some inequities in this. We are working to try to correct
them.

We are going to devote some more attention to it, some more
effort to it and that will be our objective. When we get all through
not everyone will be happy.

Congressman FAWELL. Thank you, Mr. Chairman.
The CHAIRMAN. Are there other comments?
[No response.]
[The prepared statement of Congressman Fawell appears in the

appendix.]
The CHAIRMAN. Mr. Rhodes.
Congressman RHODES. Thank you, Mr. Chairman.
The CHAIRMAN. The other distinguished son of a distinguished

father. Your father is a long time friend of mine.
Congressman RHODES. Thank you, sir.
The CHAIRMAN. It is nice to have you.

STATEMENT OF HON. JOHN J. RHODES III, A U.S.
REPRESENTATIVE FROM ARIZONA

Congressman RHODES. Thank you, Mr. Chairman. I would like to
say that Congressman Fawell and I both voted against this and,
Harris, I do not believe we were lucky, I think we were very far-
sighted, maybe also lucky, Mr. Chairman.

I, too, have a prepared statement which in the interest of time I
would like to submit for the record. I just have three brief points I
would like to make. I think we have heard from the testimony and
the opening statements here today so far that delay and study
really is not necessary, Mr. Chairman.

I think that we have already identified the problems with this
legislation and I think we know enough right now in this session of
Congress to go ahead and reform the legislation. I have a vehicle
introduced in the House, H.R. 2055, which is along many of the
same lines as Senator McCain's in terms of what it retains and in
terms of what it would propose to do away with. But it does not
delay. It simply says, we have identified the problems that exist
here and we have the information available to us to proceed to
reform this legislation now.

I am concerned about delay for a lot of reasons, not the least of
which is, Mr. Chairman, I think it is just going to keep this issue
an item of great concern and of great confusion and of great con-
tention throughout the country for so long as we delay it and delay
taking final action on it. So I would commend to your Committee,
at least for your review, H.R. 2055, to see if it has some elements in
it that could be of interest to you.

Secondly, I would like to address the question of the drugs. I am
very pleased to hear your comments and your opening statements
because, again, when Congressman Fawell and I began work on
this some months ago we became very concerned about some num-
bers that we saw concerning the drug benefit. We were very con-
cerned that the drug benefit could easily go into deficit immediate-
ly upon its implementation-not 2 years, not 3 years, but in the
first year-that there is so much uncertainty about the drug bene-
fit, there is so much concern about some of the issues that Senator



18

Pryor mentioned. That this benefit alone could have a devastating
impact on the entire Medicare trust fund and that we simply do
not, first of all, know enough about it; and secondly, we made it far
too broad in its coverage.

In my legislation we take the drug benefit out of Medicare alto-
gether, institute a benefit in Medicaid for those individuals, first of
all, who are over 65 and secondly, whose income is at 150 percent
of the Federal poverty level with a $50 deductible. It puts the drug
benefit in the program and for the benefit of the people who genu-
inely need that benefit in a way that we can afford it.

Lastly, I would like to take a moment to address the question
that we all have to face concerning the impact of reforming this
legislation on the budget. It concerns me. It concerns all of us.
There is not a member of either the House or the Senate, Demo-
crat or Republican, who is not deeply concerned about the deficit
situation.

But it concerns me as well for us to say to a specified group of
people, as at least I am willing to say, we passed an ill-advised, ill-
conceived piece of legislation-partially ill-advised and partially ill-
conceived. We financed some portions of it by a tax that is levied
on a limited portion of the population. We now recognize that the
benefits which are to be directly financed by that tax are either not
needed or we cannot afford them or are available in other forms
and we would like to recognize your concerns about those benefits
and the costs of them and do away with them.

But we cannot do it because we need your $3.7 billion in revenue.
We have already counted that $3.7 billion. We put it into the reve-
nue side of our ledger and so you are stuck. You are now a $3.7
billion portion of the budget deficit solution.

Senator, I do not think any of us either want to or would like to
try to sell that proposition to the over 65 population of this coun-
try. I do not think that is fair. I do not think that is what we in-
tended to do. I do not think that is was ever the intention of any
member of the Congress to use the over 65 population as a $3.7 bil-
lion contribution to reduction of the deficit. We intended to use
that money to provide some benefits that we now question whether
we should be doing.

I doubt seriously that anybody in the Congress is as dedicated to
reduction of the deficit as you and I are, but I just do not think
that is a fair proposition to the people that are affected by this leg-
islation.

I also thank you, Senator, for taking the courageous step of re-
opening this issue. It will be difficult. You are to be commended
and I appreciate the opportunity to appear before the Committee
this morning.

The CHAIRMAN. Thank you very much, Mr. Rhodes.
I have stated early on that if you have a surplus in this there is

no sense in trying to finance the budget with it, if you have that
surplus. But the problem is, I am having trouble finding numbers I
can count on. I had them testifying here before us June 1 that we
are going to have an enormous surplus. I met with them last night
and now they are changing their numbers.

I heard an earlier comment that Congress has a history of under-
estimating these things. Congress depends on so-called experts. So
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you have the OMB that gives you numbers and CBO gives you
numbers. Finally, you try to decide which one is right. Congress
then follows that. But we have had some major misses on it. I
agree to that.

Senator Packwood.
Senator PACKWOOD. No questions, Mr. Chairman.
The CHAIRMAN. Senator Baucus.
Senator BAUCUS. No questions, Mr. Chairman.
The CHAIRMAN. Thank you very much, Mr. Rhodes.
Congressman RHODES. Thank you, Mr. Chairman.
[The prepared statement of Congressman Rhodes appears in the

appendix.]
The CHAIRMAN. Now we have a panel of Mr. David Newhall, the

Acting Assistant Secretary of Defense [Health Affairs), and Mr.
Frank Titus, the Acting Associate Director for Retirement and In-
surance Group of the Office of Personnel Management. Gentlemen,
we are pleased to have you.

Mr. Newhall, if you would lead off.

STATEMENT OF DAVID NEWHALL, III, ACTING ASSISTANT SECRE-
TARY OF DEFENSE (HEALTH AFFAIRS), DEPARTMENT OF DE-
FENSE
Mr. NEWHALL. Thank you, Mr. Chairman, Senator Packwood,

Senator Baucus.
The CHAIRMAN. I would ask all of you to please hold your state-

ments to 5 minutes so we can ask the questions and we will take
your entire statement in the record.

Mr. NEWHALL. Certainly, Mr. Chairman.
The CHAIRMAN. Thank you.
Mr. NEWHALL. I appreciate your invitation to testify today. You

have asked that I address--
The CHAIRMAN. Now there are a lot of people here who want to

hear what you have to say. So why don't you move that mike up
like you are about to eat it.

Mr. NEWHALL. All right. Is that better, Mr. Chairman?
I appreciate the opportunity to be here and to address the impli-

cations of the Catastrophic Act on the military health benefit
system. Our system is dedicated to ensuring that we are capable of
providing life saving care to our fighting forces in time of war. In
peace time we are responsible for providing cost-effective, quality
medical care to over 9 million beneficiaries. These beneficiaries in-
clude the uniformed force, retired members of the Armed Forces,
and their dependents.

We operate over 500 medical facilities, including 130 hospitU;ls in
the continental United States. We refer to this network of our own
military medical facilities as the direct care system. In addition to
our own military hospitals and clinics, we also oversee operation of
the Civilian Health and Medical Program of the Uniformed Serv-
ices, known as CHAMPUS. The CHAMPUS program, on a cost-
share basis, reimburses for authorized health care obtained -from ci-
vilian providers by our beneficiaries, when care is not available in
one of our hospitals or clinics.
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It is important to note, Mr. Chairman, that, by statute, Medicare
beneficiaries are not eligible for CHAMPUS coverage. When a mili-
tary beneficiary is eligible for Medicare coverage, CHAMPUS eligi-
bility ceases. Eligibility for care in our military hospitals and clin-
ics, however, continues with Medicare eligibility, but eligibility
does not mean that the care will be available in our military hospi-
tals and clinics.

Care is available on a space-available basis. That is, subject to
the availability of space and facilities and physicians and other
providers. The commanding officer of each facility determines
availability. Emergency care will, of course, be provided at all
times to all beneficiaries. However, when the commanding officer
determines that there is not sufficient space, physicians or other
treaters, care is provided in priority order.

Priority 1: To uniform personnel.
Priority 2: To the dependents of active duty personnel and de

pendents of members who died in the service of their country.
Priority 3: To retired members and their dependents.
Of our 9 plus million beneficiary population, slightly more than

720,000 or 8 percent are Medicare eligible. This means that of the
total 33 million persons affected by the Medicare Catastrophic Cov-
erage Act, slightly more than 2 percent are also eligible to receive
care in military hospitals and clinics but are not assured of receiv-
ing it.

Charges to our beneficiaries at military hospitals and clinics are
virtually nonexistence. In-patient care is provided at a rate of $8.05
per day for dependents and a small subsistence charge for military
personnel. There is no charge for outpatient care or for prescrip-
tion drugs. Consequently, military treatment facilities are under-
standably a popular source of care for eligible retirees and their de-
pendents. Because care at military facilities is essentially free, this
popularity will not be affected by the Medicare Catastrophic Cover-
age Act. The constraining factor in military treatment facilities for
the care sought by Medicare-eligibles is space or the availability of
treatment staff.

Thus, beneficiaries dually entitled to DOD and Medicare benefits,
may receive care in a military facility if that care is available. This
varies substantially from one military hospital to another and even
from day to day.

Given these parameters, how much care are we at the Depart-
ment of Defense providing to this dually eligible population? Of the
total 923,000 admissions handled by the direct care system in fiscal
year 1987, 67,000 or 7 percent were admissions of beneficiaries over
age 65. Based on a 1984 survey of our beneficiaries, we feel that
somewhat under half, probably around 45 percent of total in-pa-
tient care provided to the dually eligible population is provided in
our military hospitals. In other words, somewhat over half of the
care provided to Medicare-eligibles who are also eligible for care in
DOD facilities is received outside of our hospitals and probably cov-
ered by Medicare.

In conclusion, we have no plans to reduce the level or amount of
care available for the over 65 beneficiary in military medical facili-
ties. We are trying at least to maintain-and, Mr. Chairman, it has
been a struggle-our current level of care. I must emphasize that
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we could never come close to handling the total medical care re-
quirements of this population.

Thank you, Mr. Chairman. I'll be glad to answer any questions.
[The prepared statement of Mr. Newhall appears in the appen-

dix.]
The CHAIRMAN. Well, let us have both of you testify first. So, Mr.

Titus, if you would proceed.

STATEMENT OF FRANK D. TITUS, ACTING ASSOCIATE DIRECTOR,
RETIREMENT AND INSURANCE GROUP, OFFICE OF PERSONNEL
MANAGEMENT, ACCOMPANIED BY NANCY KICHAK, DIRECTOR,
OFFICE OF ACTUARIES
Mr. TITUS. Thank you. Mr. Chairman, and members of the Com-

mittee. I would first like to introduce Nancy Kichak, who is accom-
panying me this morning. She is the Director of our Office of the
Actuaries.

The CHAIRMAN. All right.
Mr. TITUS. Thank you for inviting me to join you today. I appre-

ciate the opportunity this hearing will afford to survey the impact
of the Medicare Catastrophic Coverage Act of 1988 on individuals
subject to employee-sponsored health insurance plans such as the
Federal employees health benefits plan and to evaluate the effec-
tiveness of the provision in that law requiring maintenance of
effort on the part of the employer plan. That is, substitution of ad-
ditional benefits for coverages newly assumed by Medicare, refunds
to Medicare eligibles of the actuarial value of the duplicate cover-
age or some combination of these approaches.

Section 442 of the Catastrophic Act requires OPM, in consulta-
tion with insurers offering health benefits plans under the FEHB
program, to establish an FEHB premium reduction with respect to
enrollees who are also entitled to primary coverage under both
Parts A and B of Medicare. The reduction is required to be a uni-
form amount equal to the estimated cost of medical services and
supplies which would have been covered by FEHB plans had Medi-
care catastrophic benefits not been enacted. The estimate is prorat-
ed by the number of Medicare eligibleFEHB enrollees.

After engaging an independent consultant to assess our computa-
tion of the rebate amount together with insurance carrier com-
ments on its appropriateness, OPM announced in a Federal Regis-
ter notice dated October 26, 1988 that the 1989 FEHB rate reduc-
tion for Medicare eligible annuitants would amount to $3.10 per
month. A General Accounting Office report, dated March 23, 1989,
concluded that OPM's rebate determination is consistent with the
health care financing administration's projection of the 1989 na-
tional average cost of catastrophic coverage changes and appears to
be reasonable.

As the situation now stands, OPM must continue to mako' rebate
determinations under the Catastrophic Coverage Act indefinitely
because the FEHB law does not currently authorize OPM to con-
tract for plans expressly designed to supplement Medicare's cover-
age. Medicare coverage was not even uniformly available to Feder-
al employees until 1983.
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Most private employers, however, have long adjusted their post-
retirement health care plans to explicitly compliment Medicare
benefits. Even if such employers pay all or a high percentage of
health insurance premiums, they find the so-called medigap plans
advantageous because they are generally cheaper and more com-
prehensive than employee plans and retirees benefit from coverage
more appropriate to their needs.

Section 423 of the Catastrophic Act required OPM to conduct two
studies related to the possible offering of Medicare supplemental
plans under the FEHB program and to submit them to appropriate
congressional committees. One study was to identify FEHB pro-
gram changes which would be necessary in order to incorporate
plans expressly designed to supplement Medicare and to improve
the efficiency and effectiveness of this program.

The second study called for by Section 423 concerned the feasibil-
ity of adopting standards by the National Association of Insurance
Commissions for Medicare supplemental plans in the event such
plans are offered to Federal annuitants.

OPM prepared a consolidated report on these issues which is
dated April 1989. Under the Act, the NAIC was given 90 days to
issue new minimum standards for Medicare supplemental policies.
After reviewing these standards, OPM concluded that they were
reasonable and that any product sponsored or made available
under the Federal program for its annuitants should be consistent
with them.

Unfortunately, the other issue identified for the study cannot be
dealt with so quickly. Prior to enactment of the Catastrophic Act,
OPM contracted with a benefits consultant for a comprehensive
study of our program. In its final April 1988 report, the consultant
identified serious problems of risk selection and economic ineffi-
ciency. As part of an overall reform, the consultant specifically rec-
ommended that Medicare eligible annuitants be removed from the
general risk pool and placed in special Medicare supplemental
plans.

There are equity issues resulting from the fact that increasingly
Medicare eligible annuitants who have been paying taxes for Medi-
care coverage, are still paying FEHB premiums, as if Medicare did
not exist. However, the primary argument against immediate
action to establish special plans in the FEHB program, independ-
ent of major structural reform is that simply removing these Medi-
care eligibles from the general risk pool is certain to increase the
premiums for the remaining FEHB enrollees, and more important-
ly, result in a major destabilization of an already precarious pro-
gram.

The destabilization would occur, moreover, at a time of great
physical constraint when budgetary limitations demand a predict-
able and controllable levels of government expenditures and mini-
mal enrollee increases.

Thank you very much. I would be happy to answer any ques-
tions.

The CHAIRMAN. All right. Thank you.
Mr. Newhall, I was trying to follow all those numbers of yours.

So let me just cut through all of them and ask you, can you advise
this Committee as to whether or not military retirees have been
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treated equitably under the catastrophic illness bill and if not,
what you think we ought to do about it.

Mr. NEWHALL. Mr. Chairman, I am not sure I am qualified to re-
spond. I am not sure I know enough about all the ins and outs of
the Act. But I can say this, having heard the testimony this morn-
ing, that any suggestion that the vast majority of care is provided
to military retirees in our facility would be an incorrect suggestion.
We provide a very large amount of care, but I do not think it is
quite half of the total care received by the Medicare eligible popu-
lation.

The CHAIRMAN. Well, as I recall some of the numbers you were
talking about, it was about 45 percent.

Mr. NEWHALL. Yes, sir.
The CHAIRMAN. You were talking about them based on availabil-

ity and all that. You finally got down to about 2 percent of the
people, as I remember. Isn't that one of the numbers you gave me?

Mr. NEWHALL. That is correct, Mr. Chairman.
I do not see any significant expansion in the amount of care that

we will be able to provide to any of our other than uniformed bene-
ficiaries. I noted in my statement we do not foresee a cutback, but
we are having hard times with access, with long lines. We are
having real problems providing a level of care that we provided in
earlier years. So I do not see any significant expansion.

The CHAIRMAN. We are getting complaints, you know, from mili-
tary retirees and we are trying to figure out how to best address
them to be sure they get equity in whatever we have in the way of
catastrophic illness. You have no specific recommendations in
regard to that?

Mr. NEWHALL. No, sir. I did not come prepared with recommen-
dations.

The CHAIRMAN. If you come up with some, we would be delighted
to hear them.

Mr. NEWHALL. Thank you, Mr. Chairman.
The CHAIRMAN. Now let me ask you the same question, Mr.

Titus. Do you think that when we get to Federal retirees that they
are being treated equitably under the catastrophic illness legisla-
tion and if not, what do you think needs to be changed?

Mr. TITUS. I am not sure if you are asking whether they are
being treated equitably by the legislation or if my opinion is how
that legislation is interacting with the FEHB program.

The CHAIRMAN. It is the same deal.
Mr. TITUS. All right. In terms of---
The CHAIRMAN. I am not giving you any out. I still want an

answer.
Mr. TITUS. All right, sir. In terms of how the catastrophic legisla-

tion has affected the FEHB program, I would say, as I testified,
that there are equity issues. That a number of studies have shown
that the Medicare-eligible population has probably purchased more
insurance than it actually needs under the FEHB program. And
that in terms of the overall program that the Medicare covered an-
nuitants-and I am referring to those covered by both Medicare A
and B-have somewhat of a subsidizing effect on the overall pro-
gram.
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One of the reasons why these individuals may be purchasing
more insurance than arguably need is that it is difficult to perceive
exactly how the Medicare coverage coordinates with the FEHB pro-
gram. If we had a medigap program, it would be much simpler,
simpler for our enrollees to understand and perhaps less expensive.

The CHAIRMAN. Some of the things you are suggesting would be,
I assume, coming under the Governmental Affairs Committee and I
have written the Chairman, Senator Glenn, concerning what plans
he might have so that we could try to see that we mesh them so
they are more complimentary to each other.

I have no further questions.
Senator Chafee.
Senator CHAFEE. Thank you, Mr. Chairman.
Mr. Newhall, about the study that you are citing when you say

that about half of the needs of your 720,000 eligibles were met by
military hospitals. In total needs, I suppose you are including drugs
and in-patient care. That survey was 1984, if I understand it from
your testimony, which was 5 years ago.

Just as an observer, first, I am astonished that you only have
720,000 over 65 you are dealing with. In other words, you would
think amongst all your military retirees you would have more than
that that are over 65. I suspect the numbers have grown and are
continually growing as the population lives longer. So that must be
an ever growing number, is it not?

Mr. NEWHALL. That is very correct, Senator. For example, be-
tween 1985 and 1987 our over 65 population, the Medicare eligible,
grew by 13 percent. Care rendered, using that same base year of
1985, grew by only 7.5 percent on the inpatient side. So it is,
indeed, a very fast growing portion of the population.

But the rate of care being rendered has fallen off some from
peak years. I expect that you will not see any sharp increase in the
amount of care being rendered inside.

Senator CHAFEE. Well, I think that probably your ability-you,
being the Defense Department-your ability to service these indi-
viduals in your military hospitals is as you say not merely going to
hold its own at 50 percent, it is going to decline.

Mr. NEWHALL. It has already started to decline, Senator.
Senator CHAFEE. Even if you have a hospital where services are

available, frequently the services are not of the type that the sen-
iors might need. In other words, because of your selection of doc-
tors and the specialties that the doctors practice in every hospital
is not available.

Mr. NEWHALL. In some cases, though, I would note, Senator, as
you know from your time as Secretary of the Navy, our hospitals

ave very extensive graduate medical education. We train an awful
lot of residents each year and thus we need the retiree pathology,
if you will, to conduct our training programs and to keep our physi-
cians well trained and prepared for their wartime tasks.

Senator CHAFEE. In summary, the situation is going to get more
challenging for your seniors, that is your over 65 population.

Mr. NEWHALL. I think that is fair observation, sir.
Senator CHAFEE. Now, Mr. Titus, a question for you. The retirees

that use your programs have an option, do they not, in other words
there is not something built into the program that they are carry-
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ing over due to the fact that they are retirees. They have to pay for
it. They make a selection for, and it is a very vast group that they
can-a number of programs that they can select from, is that not
true?

Mr. TITUS. Yes, that is true. The program is funded on a year-by-
year basis so you are not prepaying in any way for your retire-
ment.

Senator CHAFEE. In other words, if a retiree chose not to take
any of the programs and pay for them, that retiree would not be
eligible for any type of medical care as a retiree; is that not cor-
rect?

Mr. TITUS. That is correct unless it was attained privately.
Senator CHAFEE. That is right. But I am talking from the Federal

Government. In other words, you do not-it is not like a United
Auto Worker who retires from his job and is covered for life under
certain programs. A Federal retiree is only covered if he or she
pays for it; is that correct?

Mr. TITUS. That is correct. They pay on the same basis and the
same premiums as you and I with the exception of the rebate that
we make for the Medicare eligibles.

Senator CHAFEE. So that if a retiree understood this program and
realized what benefits there were under it-I am talking about cat-
astrophic-the retiree then could drop those Federal retiree health
programs that he or she was paying for and save some money.

Mr. TITUS. The retiree would be better advised to pick one of the
plans with a lower level of benefits that best compliments the Med-
icare program. If the retiree dropped our insurance entirely there
might not be coverage for a spouse or a dependent child and there
would not be coverage for some of the co-insurance and deductibles.

Senator CHAFEE. One last question, if I might, Mr. Chairman.
The CHAIRMAN. Sure.
Senator CHAFEE. To say that Federal retirees are automatically

involved in a duplicative situation is not quite accurate because if
this program remained in effect-the catastrophic program, that
is-the Federal employee could drop those programs, not pay for
them, or select one that would fill in whatever gaps are still ex-
posed under the catastrophic. But he or she would not automatical-
ly have a duplicative situation.

Mr. TITUS. That is true. They could continue our coverage until
the point in time they became eligible for Medicare and then drop
it. If they did so, they would not-if they changed their mind-be
able to pick it up again, however.

Senator CHAFEE. Well, that is a separate situation. You mean if
you drop out of a Federal program you cannot go back in?

Mr. TITUS. As a retiree, yes.
The CHAIRMAN. Thank you.
Senator Baucus.
Senator BAUCUS. Thank you, Mr. Chairman.
Mr. Titus, following up on that, why can't that restriction be

changed? That is, why can't some measure be taken so that if some
employee opts out that at some later date, that employee could opt
back in again?

Mr. TITUS. It could be changed. I believe it would require legisla-
tion.
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Senator BAUCUS. It seems to me that we want to fashion the pro-
gram in a way that treats Federal employees and retirees fairly.
Either Federal retirement programs should be changed so that
they are not duplicative or an option should be available to Federal
retirees, so that they are not paying twice and do not have duplica-
tive coverage. Can't that be set up some way?

Mr. TITUS. Well, yes it can. That is our objective, too. Notwith-
standing the Medicare Catastrophic Act we believe very strongly
that the FEHB program needs to be reformed. That need existed
before Medicare catastrophic; it will exist even should Medicare
catastrophic be delayed. Certainly, that reform needs to specifically
address the Medicare provisions, including the catastrophic provi-
sions.

Senator BAUCUS. Would you oppose any congressional provision
that would allow the Federal plans to be changed so that an em-
ployee, after a reasonable period, could opt back in?

Mr. TITUS. I am not prepared to respond to that at this time.
Senator BAUCUS. Is that not somewhat integral to the issues we

are facing today?
Mr. TITUS. I think that if we had a reformed program with a me-

digap plan specifically tailored to the Medicare program, including
the catastrophic provisions, that there then would be no incentive
for a person to drop out. However, if we had such an arrangement
I am quite sure that we would favorably consider evaluating allow-
ing people to drop out and reenter as a feature of a reformed pro-
gram.

Senator BAUCUS. Assuming we can figure out some way to take
care of the duplicative problem, does your organization have a view
of whether we should drop some of the benefits in order to reduce
some of the premiums or supplemental income tax?

Mr. TITUS. I am not aware of any view on those subjects.
Senator BAUCUS. Sorry?
Mr. TITUS. I am not aware of any view on those subjects.
Senator BAUCUS. What would your personal view be?
Mr. TITUS. My response would have to be that I really have not

evaluated them and so I could not make an informed judgment on
that.

Senator BAUCUS. Do you think it makes sense for us to work a
tightly sculpted catastrophic coverage program that is in fact cata-
strophic and deal with long-term health care issues at a later date?

Mr. TITUS. Well, I can tell you that last year the previous Direc-
tor of the Office of Personnel Management and the Reagan Admin-
istration advanced long-term care legislation under our insurance
program-our life insurance program-as a means of addressing
that issue with respect to Federal employees.

Senator BAUCUS. I have no further questions. Thank you, Mr.
Chairman.

The CHAIRMAN. Senator Packwood.
Senator PACKWOOD. No questions, Mr. Chairman.
The CHAIRMAN. Senator Bradley.
Senator BRADLEY. Thank you very much, Mr. Chairman.
Mr. Titus, I just want to ask you if you think the $3.10 premium

reduction adequately compensates Federal retirees for duplication
of coverage.
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Mr. TITUS. Yes, that is my opinion. Again, it was evaluated by
the General Accounting Office who agreed that the estimate was
reasonable.

Senator BRADLEY. What are the areas that are most frequently
duplicated?

Mr. TITUS. I will ask Nancy to speak to the elements of the calcu-
lation.

Ms. KICHAK. Okay. For 1989 the duplicative benefits were the
multiple deductible for hospital admissions, the co-insurance for
over 60 days and the payment for care in excess of the life time
reserve. Most of our health plans were already covering 365 days of
hospital care.

Senator BRADLEY. What is your estimate for next year?
Ms. KICHAK. We are required by the legislation to consult with

our carriers and we just got in the data on that. Our estimate is
not final, but it is ranging between $7 and $9 a month.

Senator BRADLEY. Thank you very much.
The CHAIRMAN. Senator Rockefeller.
Senator ROCKEFELLER. Thank you, Mr. Chairman.
Mr. Titus, I am just trying to re-ask this question again, maybe

for the third or fourth time. Is it your testimony then that the pro-
tection for double coverage under the Medicare Catastrophic Act
did, in fact, not do violence or disservice to the Federal retirees
that you speak of?.

Mr. TITUS. The increased coverage under the Medicare Cata-
strophic Act is being addressed by the rebate that we are making.
The problems with respect to the Federal Employees Health Bene-
fit program I think relate a little bit less to the Catastrophic Act
than the fact that the program does not coordinate well with Medi-
care as a whole.

Senator ROCKEFELLER. So that the problem then, in effect, lies
not so much in the Medicare Catastrophic Act itself but in struc-
tural problems within FEHB.

Mr. TITus. There are structural problems. I think that the Medi-
care Catastrophic Act made people more aware of the relationship
between the Medicare program and FEHB because of some of the
new premium features. But basically, the problem was there before
and it was not created by the Catastrophic Act.

Senator ROCKEFELLER. If the Medicare Catastrophic Act, in what-
ever form-let us say in present form-were made voluntary,
linked to Part B, in your judgment, what percentage of Federal re-
tirees would opt out of the Medicare Catastrophic Act?

Mr. TITUS. I really do not know. I do not have any basis for
making an estimate.

Senator ROCKEFELLER. Would there be a significant number, for
example?

Ms. KICHAK. We think it would be a significant number that
would opt out. The problem is that our annuitants do not often
make logical decisions and tend to overinsure. But we would expect
a large number to opt out.

Senator ROCKEFELLER. Your testimony then would be that it
would be based upon their lack of knowledge of what it is that they
have in fact in the way of coverage or that they would opt out per-
haps because of structural problems within FEHB, but there is not
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necessarily a reason for them to opt out because of the nature of
the catastrophic Medicare bill?

Ms. KICHAK. I am not sure I understand the question. Let me say
that the benefits that the Medicare Catastrophic Act are providing
were largely provided previously through the FEHB and, therefore,
they can obtain those benefits through our system already.

So when I said we expect a large portion to opt out, if it were
voluntary, we would expect them to drop the Part B.

Senator ROCKEFELLER. But Mr. Titus also indicated that there
was no inherent difficulty, I thought, in the double coverage protec-
tion aspect of the Medicare Catastrophic Act as it ncw exists. Am I
wrong in that, Mr. Titus?

Mr. TITUS. You mean in terms of whether the $3.10 is the appro-
priate amount to be rebated. No, that is the correct amount. A lot
would depend on exactly how the benefits would be coordinated, if
they opted out. The benefits that were provided by Medicare Cata-
strophic, by in large, existed in the program before. So it did not
add really new benefits.

If when you say, if they drop out, if the FEHB program then
became the primary payor for benefits that were customarily paid
by Medicare before the Catastrophic Act then there would be po-
tentially a very significant impact on the FEHB premiums paid by
the remaining enrollees as well as the government.

Senator ROCKEFELLER. Thank you.
The CHAIRMAN. Thank you.
Senator Heinz.
Senator HEINZ. Thank you, Mr. Chairman.
Mr. Titus, following up on Senator Rockefeller, I understand the

situation you have with Aetna precludes, in your mind, much of
any action right now. But in principle, I gather there would be
nothing wrong with FEHB developing a supplemental plan careful-
ly tailored to fit with the catastrophic program, is that right?

Mr. TITUS. I would go beyond saying there is nothing wrong with
that. I think that is the correct thing to do.

Senator HEINZ. You would like to do that if you could, would cir-
cumstances permit?

Mr. TITUS. Yes. We believe very strongly though that that has to
occur within the context of overall restructuring of the program.
That you would do great damage to the program if that is all you
did.

Senator HEINZ. Dave Newhall, would that be DOD's position as
well?

Mr. NEWHALL. It is not something to which I have given a great
deal of thought. There is one thing I would point out for the Com-
mittee. It is important to recognize that Medicare is an entitlement
program and the care that I have talked about earlier with the
Chairman and Senator Chafee is an eligibility program. So that as
this Committee tries to weigh issues of fairness and so on, on the
one hand, you have your entitlement program and you are being
asked to consider whether or not an eligibility program will meas-
ure up and will offer care because that is all we have is an eligibil-
ity program.

Senator HEINZ. If the catastrophic program and Part B, together,
were made voluntary, Part B would no longer be as it is now in



29

effect a mandatory entitlement program for which people paying
the surpremium can pay rather heavily. If it was voluntary, how
would that change the response you just gave?

Mr. NEWHALL. I do not know how to predict behavior, Senator, as
far as risk selection. So I do not know that my response is well
founded on any facts.

Senator HEINZ. Let me go back to Mr. Titus and say, if you were
in a position to do what you want, which is to make some carefully
constructed supplemental programs for Federal employees to fit
with catastrophic and we made catastrophic as many of us have
proposed voluntary as part of Part B, including the payment of the
surpremium, what would be the effect, do you think, on Federal
employees wanting to participate in the catastrophic program?

Mr. TITUS. I think that that again goes back to exactly how the
benefits are coordinated between the FEHB program and this re-
vised Medicare catastrophic program. If the FEHB program would
assume liability for benefits for which Medicare was previously the
customary first payor, there would be a very significant effect,
which is to say an increase, on the overall premium levels of
FEHB.

I cannot tell you what that would be. But the retirees' decision in
terms of making a rational decision would be comparing those costs
and benefits relative to the costs and benefits that would be provid-
ed by paying the additional Medicare premiums and purchasing
probably a less expensive FEHB plan designed specifically to com-
pliment that Medicare coverage.

Sc I think that the answer to that has everything to do with ex-
actly how those benefits are coordinated which will spill over into
the FEHB premium.

Senator HEINZ. Very well. Thank you very much.
Senator BRADLEY. Senator Roth.
Senator ROTH. Thank you very much, Mr. Chairman.
If you developed a complimentary medigap policy, what kind of

benefits would you include in that, Mr. Titus?
Mr. TITUS. We would basically follow the NAIC guidelines in

terms of the basic benefit package with the possibility of some addi-
tional optional packages that might be purchased at the enrollees'
election should the enrollee wish expanded coverage over the NAIC
minimum.

Senator ROTH. Federal retiree health premiums have increased
approximately 25 percent annually during the last 2 years. What
cost containment ideas, if any, are you considering in an effort to
restrain price increases in the program? Have you, for example,
looked at the cost containment ideas in Medicare or other govern-
ment health programs?

Mr. TITUS. Cost containment was an area that was addressed by
our consultant study that was completed in April of last year. Our
most recent action with respect to cost containment has been to
poll all of our experienced rated carriers and ask them to give us
information about the cost containment strategies that they are
employing and specific information about the costs and benefits of
those strategies, not only with respect to the FEHB program but
also, I believe, with their other lines of business.

28-055 - 90 - 2
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We hope then to develop a data base, such that we can make in-
formed decisions about employing cost containment features which
have been demonstrated to be cost effective in actual use by the
insurance carriers. We have just received that data this summer.
We will be looking at it with an eye toward 1991.

Senator ROTH. If OPM were to develop a Medicare supplemental
insurance program, could long-term care be incorporated? Are you
familiar with the proposal introduced by Senator Pete Wilson, that
a number of us have co-sponsored, where you would roll over life
insurance policies toward long-term care coverage?

Ms. KICHAK. We are very familiar with that proposal and it was
supported by our Agency in the last Administration. We feel that
long-term care has to be handled in that way because it is the kind
of care that lends itself to long-term pre-funding, rather than acute
care which is funded annually as in our FEHB. We have done some
pricing of what it would cost to include long-term care in the
FEHB and the costs would be exorbitant.

Senator ROTH. That's all the questions I have at this time.
Senator BRADLEY. Mr. Chairman, could I ask one.
The CHAIRMAN. Yes, of course.
Senator BRADLEY. There was a point after I asked my question. I

would just like to get clarification. I asked how much is the reduc-
tion in premium on behalf of the Federal employee because of du-
plication between catastrophic and the Federal program and you
said about $40 a year this year and next year it could be as much
as $108 a year. About $9 you said was the upper limit. Now that is
because there is that much duplication.

You made a point in response to Senator Heinz, I think, where
you said that if Federal employees opted out of the program that
the premium that remaining Federal employees paid would go up.
Was that the point or that the premium paid by the remaining re-
cipients of catastrophic care would go up?

Ms. KICHAK. No, the point is that the premium paid by the other
employees and annuitants in the program would go up because our
Medicare annuitants that are in the same risk pool as our employ-
ees and non-Medicare annuitants are a better risk group because of
the Medicare coordination. They are cheaper. If they pulled them
from Part B, we would spread the claims now paid by Part B over
the employees, Medicare annuitants, and non-Medicare annuitants
resulting in increased premiums for all enrollees.

Senator BRADLEY. How much more would that be, would you
guess?

Ms. KICHAK. In aggregate it is 7 percent. The problem we have
with our 400 plans is, in some plans it would-because of the
nature and the people in each individual plan-it could affect some
plans by as much as 10 to 20 percent and some plans almost not at
all.

Senator BRADLEY. In dollars, what is that?
Ms. KICHAK. I cannot do that at the table.
Senator BRADLEY. Okay.
The CHAIRMAN. All right.
Senator BRADLEY. Could you do that and give it as a part of the

record?
Ms. KICHAK. Certainly, we will be glad to do that.
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The CHAIRMAN. All right.
[The follow information was subsequently received for the

record.]
The increase in total benefits that would be payable under the FEHBP if all cur-

rent annuitants and their spouses who now have both Parts A and B of Medicare
dropped Part B is estimated to be $900 million in 1990.

The CHAIRMAN. Thanik you. Thank you very much.
Mr. NEWHALL. Thank you, Mr. Chairman.
The CHAIRMAN. Our next panel is Mr. Earl Pomeroy, the vice

president of the National Association of Insurance Commissioners
of Bismarck, ND; Ms. Gail Shearer, the manager of policy analysis
for Consumers Union, Washington, DC.

Mr. Pomeroy, if you would proceed, please. We have a 5 minute
rule.

STATEMENT OF EARL R. POMEROY, VICE PRESIDENT, NATIONAL
ASSOCIATION OF INSURANCE COMMISSIONERS AND COMMIS-
SIONER OF INSURANCE, STATE OF NORTH DAKOTA, BISMARCK,
ND
Mr. POMEROY. Thank you, Mr. Chairman. I will be abbreviating

my written statement which has been submitted. I am Earl Po-
meroy, Insurance Commissioner of North Dakota, and Vice Chair-
man of the NAIC.

The National Association of Insurance of Insurance Commission-
ers is an organization of the 50 States and four territories and the
District of Columbia. Our purpose is to coordinate the insurance
regulation between the States throughout the country. We very
much appreciate the opportunity to participate in the hearing this
morning.

We have seen in the wake of the passage and initial implementa-
tion of the catastrophic care extensions to Medicare that attention
has been focused on the medigap or Medicare supplement market.

Generally, the questions have fallen into three areas: Have the
minimum standards for medigap policies imposed under the so-
called Baucus Amendments been adapted to address the changes
which have been made in the Medicare program? Secondly, why
have premiums charged for the private medigap coverage often
failed to decrease in light of the expanded coverages of Medicare?
And thirdly, reports of abusive agent and company conduct contin-
ue to be received. Are insurance regulators addressing these con-
cerns or is additional Federal action necessary?

I will address each of these briefly in turn. This Committee rec-
ognized that the time the initial catastrophic care extensions were
contemplated that changes would be required under Baucus. In my
preceding testimony to this Committee, while that act was being
considered, I was able to extend a commitment that the National
Association of Insurance Commissioners within 90 days after imple-
mentation of the new law would have new standards developed. We
met this commitment and the States are now well down the road
toward adopting the NAIC model revisions.

We envisioned that virtually every State will have them in place
by September 20, 1989, within 1 year of their initial adoption in
model form by the NAIC.



32

The issue of premium decreases, Mr. Chairman, is one that un-
fortunately I have to report is the exception rather than the rule
by what we have seen in the private market. Initially, regulators
reviewed very skeptically the rate filings made with the new prod-
ucts, but we did find actuarial justification for not declining the
rates based in some of the following areas-primarily increased,
providers costs and increased consumer utilization wiped out what-
ever savings might have been realized by the expanded coverages
of the catastrophic care extensions.

In addition, a number of insurers had had a length of time be-
tween when they had last filed for rate increases. We have been in
a cycle where health care costs have been rising dramatically. De-
pending on how current their rates, they may have not accommo-
dated increases. Lost ratio performances in prior years also may
have justified additional rate increases.

We have found that the 1989 implementation does not bring the
full catastrophic care extensions into play and as a result the ex-
tensions offered did not offset a great deal of the costs previously
covered by the private market.

An invisible benefit to a number of consumers, Mr. Chairman,
but a very real one to virtually everyone insured with a private
medigap policy, is that their rates would have gone up and would
have gone up beyond what they realized but for the extensions of
the catastrophic care amendment.

Concerns have been raised by the public--
The CHAIRMAN. What you are saying is they would have gone up

more?
Mr. POMEROY. They would have gone up more, Mr. Chairman.

The largest insurer of the medigap market in North Dakota, for ex-
ample, would have realized a 23 percent increase in premium; as it
was, it was 2 percent. No decrease, but certainly not the substan-
tial hit it would have been.

Concerns have been raised by the public, as well as members of
Congress about several market conduct issues. These include our
loss ratios meeting the required levels; are coverages continuing to
be duplicated involving needless premiums from consumers; are
consumers needlessly being rolled from one coverage to another;
are consumer education activities adequate; would standardized
policies enhance consumer choices; and finally, are criminal stat-
utes being used-criminal penalties being imposed.

On loss ratios, Mr. Chairman, I can tell you that the NAIC has
worked to enforce mandated loss ratios. We have improved our re-
porting form and I expect that we will be able to monitor, better
than we have in recent years, effective 1989 and moving forward,
the actual loss ratios.

We have proposed several sweeping consumer protection amend-
ments presently being contemplated to address market conduct
abuses. I believe the most important is leveling the commissions
charged by the agent between the first year's sale and the renewal
commissions. There is presently a stark differential which gives the
agent a strong incentive to either duplicate the coverage or roll the
insured 1 year to another into a new policy so the agent is always
realizing the new commission. I think leveling commission will
help.
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Finally, ir conclusion, Mr. Chairman, I believe that administra-
tive remedies only go so far. This Committee could take the lead in
expanding criminal penalties for agent abuse of the public in the
sales area. We have recommendations in this area and would wel-
come the assistance of U.S. Attorneys in our own market enforce-
ment efforts.

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

The CHAIRMAN. Thank you.
Ms. Shearer.

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

MS. SHEARER. Thank you, Mr. Chairman, and members of the
Committee. Consumers Union appreciates the opportunity to
present our views on the catastrophic health care bill and on the
issue of private health insurance to supplement Medicare or medi-
gap insurance.

Before addressing the medigap issue, I would like to touch on
some of the other issues you are considering today. First, Consum-
ers Union continues to strongly support the catastrophic health
care legislation. The benefits it provides senior citizens are substan-
tial. Consumers Union agrees with the principle that the cost
should be borne by the elderly because the next Federal health
care dollar should be used to help the millions of people under age
65 who lack health insurance.

Long-term care for people of all ages is also an important priori-
ty for Consumers Union. But the need for a comprehensive long-
term care program should not be used as an excuse to gut this very
significant improvement in Medicare benefits. Consumers Union
opposes efforts to make catastrophic protection voluntary, either on
its own or with Medicare Part B coverage. Making coverage volun-
tary would seriously jeopardize the financial viability of the Medi-
care system.

It would allow the private medigap industry to select the healthy
and wealthy risks, turning Medicare into a program that special-
izes in higher health risks and lower income senior citizens. In ad-
dition, expanding the role for the private sector would make the
challenge of improving the poor performance of this market even
greater.

The centerpiece of our recommendation is standardization which
holds the potential to dramatically improve the performance of the
medigap market. Under standardization policy benefits could not
vary from standard levels set forth in low, medium and high poli-
cies which would range from less comprehensive to more compre-
hensive. The government would establish uniform definitions for
key policy terms and would restrict the variations allowed for
other insurance policy provisions.

Standardization of the medigap market can be achieved without
spending a lot of money. While it could yield substantial consumer
benefits, it would not require the painful task of coming up with
billions of dollars to finance new government benefits.
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The key marketing abuses in the Medicare supplement insurance
market are first, consumer confusion. Consumers are confused
about what Medicare and their private medigap policies cover. The
variation in policies makes it virtually impossible for consumers to
make a rational comparison of what is available.

Second, duplicative coverage. One-fifth to one-third of consumers
have more than one medigap policy and pay thousands of dollars to
buy duplicative coverage. This Committee has expressed concern
about a problem of duplication of coverage between Medicare and
private policies. Consumers Union does not consider this to be a
major problem.

The Catastrophic Act and the National Association of Insurance
Commissioners transition rule on Medicare supplement insurance
clearly prohibits such duplication. This type of duplication is easy
to identify. In contrast, duplication between various Medicare sup-
plement insurance and hospital indemnity and dread disease poli-
cies is not presently against the law, is difficult to detect, and as
the figures show, is extensive.

Low value. Most policies divert a lot of money to pay administra-
tive costs, marketing costs and profits.

Twisting. High first year commissions provide an incentive for
agents to churn or twist their clients from one policy to another.

Deceptive lead card company practices. Lead card companies
send deceptive mailings to senior citizens making it appear that
they are official government mailings.

I will turn now to our recommendations for congressional action.
First, Congress should standardize the Medicare supplement insur-
ance market. Standardization of the market should be the center-
piece of regulatory reform. Under standardization the government
would establish uniform definitions for key policy terms and re-
strict the variations allowed for other insurance policy provisions,
such as length of pre-existing condition period.

Policy standardization should be distinguished from minimum
standard types of regulation. With minimum standards, insurers
are free to offer benefits greater than the minimum standard.
Under standardization no such variation is allowed. As part of the
standardization package, there should be a prohibition of the sale
of duplicative coverage. No person should own more than one Med-
icare supplement insurance policy.

A number of States, including Massachusetts, Wisconsin and
Minnesota, have enacted standardization approaches to regulating
this market and these are proving to be both effective in improving
market performance and popular with the elderly.

Second, Congress should require that the commission structure
for the sale of Medicare supplement insurance policies be level.
Third, Congress should establish a comprehensive counseling pro-
gram for health insurance for the elderly and should encourage the
States to do the same. Fourth, the sale of hospital indemnity and
specified disease-for example, cancer insurance-should be pro-
hibited to people over 65.

In conclusion, marketing abuses in the Medicare supplement in-
surance industry continue to victimize the country's senior citizens.
Congress should enact legislation that would put an end to these
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abuses and make it possible for consumers to spend their health in-
surance dollars effectively.

We appreciate the opportunity to present our views.
[The prepared statement of Ms. Shearer appears in the appen-

dix.]
The CHAIRMAN. Ms. Shearer, I strongly supported provisions to

give more educational material to the consumers and I am particu-
larly appreciative of the work your organization has done in devel-
oping that kind of educational information. But here I hear you
saying that you think there ought to be only one medigap policy
that a consumer should buy. What do you think of that, Mr. Po-
meroy?

Ms. SHEARER. Could I just interrupt for a second.
Mr. POMEROY. Certainly.
The CHAIRMAN. Okay.
Ms. SHEARER. I am sorry I was misunderstood. I do not mean to

say just one. I am talking about looking at what is in the market-
and providing a range of meaningful choice. For example, three dif-
ferent types of medigap policies should be available, not just one.

The CHAIRMAN. I understand that. As I understood you, you are
saying that the consumer should end up only buying one of them.
Isn't that correct; isn't that what you are saying?

MS. SHEARER. That is correct. A consumer should not have more
than one medigap policy, yes.

The CHAIRMAN. What do you think of that Mr. Pomeroy?
Mr. POMEROY. I believe regulators would agree that a consumer

only needs one medigap policy. We disagree with Consumers Union
in believing that there ought to be only three variations of that
product available to the market. There is a wide range of need out
on the market and products are varied to address various needs.
Some products are more appropriate for other people, given vary-
ing circumstances.

The CHAIRMAN. Well, let me ask you about this. That is an inter-
esting proposal. I would agree that a consumer probably only needs
one medigap policy if it is a full one. But you do not think he is
entitled to be a fool and buy two if he wants to? Would you legis-
late that he can only own one?

Ms. SHEARER. Well, I think what I would do is a number of
things. First of all, have a standardized market and comprehensive
education and counseling so that a person understands that they
do not need more than one. Second, I would have severe penalties
on agents who oversell or churn policies.

The CHAIRMAN. Churn.
MS. SHEARER. Churn or oversell. Often agents will sit down with

their clients and say, well, you need this policy because it covers
this risk and a second policy to cover another risk.

The CHAIRMAN. That is a tough one to enforce. When you have
an agent and you have a customer and they are sitting by the fire-
place and the fellow runs the flowers by and lets him smell them,
you know, and talking about how sick he is going to be. How one
person remembers that conversation and how the other one re-
members it. Go ahead.

MS. SHEARER. Excuse me. There are some steps that can be
taken. For example, Congressman Dingell, put together a very corn-
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prehensive proposal that would require the agent to ask and to get
a written response to several questions. The agent would have to
ask: "Are you eligible for Medicaid?" and to require the consumer
to write down the answer. The agent would have to ask the con-
sumer whether he or she has other health insurance and get the
answer in writiiig. Without anything in writing, you are right, it is
extremely difficult to enforce. But there are some steps that could
be taken to help on that.

Mr. POMEROY. Mr. Chairman, insurance regulators are moving to
address, and presently have before us, a number of proposals which
deal with the concerns that Ms. Shearer has been talking about.
One of them is a suitability requirement, whereby the agent is
under the obligation to sell only that which is suitable to the pro-
spective insured. The issue then does not become how much insur-
ance can the person load up the individual with, it is what does the
individual need given the financial circumstances.

The CHAIRMAN. Well, I certainly agree. I think if consumers have
the right policy, they only need one, or they end up with a lot of
duplicative services.

Senator Packwood.
Senator PACKWOOD. Ms. Shearer, run by me that opening state-

ment you made again. I think I heard that you like the catastroph-
ic health insurance program and you like the way it is financed,
and any new monies we have should be used for children or some-
thing else. Did I hear it correctly?

MS. SHEARER. That is our position; that is right. That is why we
supported the principle of having the elderly pay for this benefit.
That is right.

Senator PACKWOOD. Do you mean both having the elderly pay for
it and having payments skewed-not in a bad sense, but skewed
progressively-so that those who have somewhat more money pay
a bit more than those who have less money?

MS. SHEARER. That is right. Our position during the development
of the catastrophic bill is that a rough guideline that the Congress
should consider was that the maximum premium be no more than
four times the average benefits. That is close to what was enacted.
We support the progressivity.

Senator PACKWOOD. I cannot find that in your written statement
that I have. I heard you say it, but I do not find it in your written
statement.

MS. SHEARER. It was my intention to focus in the written state-
ment on the medigap market primarily but I -will submit that in
writing in addition if that would be helpful.

Senator PACKWOOD. Well, I will just take it out of the transcript.
I just wanted to make sure that I heard what I heard.

Ms. SHEARER. Yes.
Senator PACKWOOD. I think you are the first witness to say that.
MS. SHEARER. I believe a colleague of mine supported it when he

was here last month.
Senator PACKWOOD. What happened to him? [Laughter.]
MS. SHEARER. He is back home in Texas.
Senator PACKWOOD. I thought maybe he was a prisoner in Beirut

or something like that.
I have no other questions. Thank you, Mr. Chairman.
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The CHAIRMAN. Senator Chafee.
Senator CHAFEE. Thank you, Mr. Chairman.
Mr. Pomeroy, I would like to refer you to the top of page 5 in

your testimony where you indicate that the increased benefits that
are provided under the catastrophic, as far as Part A go, are rela-
tively insignificant-that is, the first day payment, once only, and
the extension of the time in the hospital. Do I understand you cor-
rectly on that?

Mr. POMEROY. To put it in proper perspective, those benefits im-
plemented in 1989 do extend the coverage undoubtedly. They gen-
erally have not been enough to offset the other increases in the
cost and utilization that private insurers have been paying.

Senator CHAFEE. Now one of the things that I am interested in is
the loss ratios on medigap policies. It is my understanding that
GAO has reported that more than half the policies it surveyed had
loss ratios below the target of 60 percent. Do you folks take that
into consideration at the National Association of Insurance Com-
missioners?

Mr. POMEROY. Yes, we certainly did, Senator. The issue of using
loss ratios is a very useful regulatory tool when evaluating submit-
ted rate increases requested by insurers. It has not been a particu-
larly effective tool to date relative to forcing companies to roll
their rates back in the even they are not reaching targeted loss
ratios. The reason for that is an actuarial explanation and it in-
volves basically the varying maturity- of the risk pool covered.

Unfortunately, our reporting blank did not really ferret out, I
think, in appropriate actuarial fashion whether or not they were
meeting the targeted loss ratio. We think we will be able to do a
better job in 1989 and forward.

Senator CHAFEE. I am not sure I quite understand you. Let's say
they are below 60 percent, considerably below it, don't you folks
then say, okay, reduce your premiums?

Mr. POMEROY. Senator, that would be correct in the event it was
a mature loss pool. Now the loss ratio will vary on a policy depend-
ing on the length of time that--

Senator CHAFEE. I see. You have to have some period to examine
it?

Mr. POMEROY. That is correct.
Senator CHAFEE. Okay. Now, Ms. Shearer, you say in your testi-

mony that if you make this voluntary as we have proposed here,
that all the healthy would get out of the program and only the un-
healthy would be left there. I do not quite understand the rationale
there. First of all, I am not sure why so many people would get out
of it. Why would they get out of it?

Ms. SHEARER. Well, I think that anybody paying the maximum
supplemental premium would consider whether it would make
sense to buy a private medigap policy to cover the Part B and the
catastrophic needs. The private insurers are interested in market-
ing such a policy, mostly to healthy people. So you have the com-
bined effects: people who are at risk of paying the largest supple-
mental premium and people who are most eligible for a private
policy would be the likely people to withdraw from the Part B and
catastrophic program.
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Senator CHAFEE. You think they could get a private policy for
less money? After all, that would be the inducement.

MS. SHEARER. Well, that is right. I think in the short term, when
they are relatively young, they are close to 65, they are relatively
healthy, I believe there would be private insurers who would be
willing to market such a policy.

Senator CHAFEE. Oh, you mean restrict it in age from 65 to 70?
MS. SHEARER. Well, that is one of my concerns, Senator.
Senator CHAFEE. Under our program, I do not think you can get

back in.
Ms. SHEARER. Well, I am glad to hear that because that would

help provide an inducement. I think there is a lot of misinforma-
tion among the public about what the relative efficiency of the
Medicare program and about the practices of private insurers in
terms of whether their policies are guaranteed renewable, for ex-
ample.

Senator CHAFEE. Well, I am not positive that under our program
you could not get back in. I do not know what the answer to that
is.

MS. SHEARER. It is an important point.
Senator CHAFEE. But that would be an incentive for them to stay

in, obviously?
Ms. SHEARER. That is right.
Senator CHAFEE. Okay, fine. Thank you, Mr. Chairman.
The CHAIRMAN. Thank you very much for your testimony. It was

quite helpful.
Our next panel will be Mr. Alan Reuther, who is the associate

general counsel of the United Automobile Workers; Mr. Alan Spiel-
man, the executive director of government programs legislation,
Blue Cross and Blue Shield; Mrs. Linda Jenckes, the vice president
of Federal affairs, Health Insurance Association of America.

We are pleased to have you. Mr. Reuther.

STATEMENT OF ALAN V. REUTHER, ASSOCIATE GENERAL
COUNSEL, UNITED AUTO WORKERS, WASHINGTON, DC

Mr. REUTHER. Thank you. Mr. Chairman, my name is Alan Reu-
ther. I am an Associate General Counsel for the UAW. We are
pleased to have this opportunity to share with you our views on the
issues relating to duplication of health care coverage under the
Medicare Catastrophic Protection Act.

Prior to enactment of the catastrophic legislation many employ-
ers provided their retirees with health insurance coverage compa-
rable to the benefits provided under the catastrophic program.
UAW retirees covered under our collective bargaining agreements
with the major automobile, aerospace and agricultural implement
companies already had all of the benefits provided under the cata-
strophic act. These benefits were paid for entirely by the employer.

The enactment of the catastrophic legislation has resulted in a
huge windfall for employers which maintained retiree health insur-
ance programs for post-65 retirees and their families. Because the
catastrophic program expanded the benefits covered under Medi-
care, it correspondingly reduced the benefits which have to be cov-
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ered under these employer-sponsored retiree health insurance pro-
grams.

At the same time, the catastrophic act also imposed significant
new costs on senior citizens. The net result of the catastrophic pro-
gram is to provide an economic windfall for many employers and to
shift the cost of paying for catastrophic benefits from these employ-
ers directly to the elderly. Thus, many retirees are actually worse
off as a result of the catastrophic program.

In an effort to address this problem, the Catastrophic act con-
tains the so-called maintenance of effort requirement. Although
this provision will provide some relief to UAW retirees and other
senior citizens, it does not solve all of the problems created by du-
plicative health care coverage. To begin with the maintenance of
effort provision is only temporary. Once it expires the cost of pro-
viding the catastrophic benefits will still be shifted from employers
to retirees. Furthermore, there will still be many cases where the
basic and supplemental premiums paid by retirees under the cata-
strophic program will exceed the value of any rebate or additional
benefits paid by their employer under the maintenance of effort
provision.

To address these concerns the UAW urges this Committee to con-
sider a number of improvements to the maintenance of effort provi-
sion. First, it should be made permanent for all persons who have
retired. Second, it should apply to all individuals covered under
employer-sponsored retiree health plans which provide duplicative
coverage, not simply individuals who retired prior to the date the
catastrophic program was enacted. Third, it should "pply to all of
the benefits provided under an employer-sponsored plan which du-
plicate any of the benefits under the catastrophic act, including
benefits under the new prescription drug program. Fourth, the
threshold for applying the maintenance of effort obligation should
be lowered significantly. And lastly, the law should be amended to
make it clear that the maintenance of effort rebates are not subject
to Federal income and FICA taxes.

In addition to the foregoing improvements we urge this Commit-
tee to explore the possibility of allowing employers in lieu of-the
maintenance of effort obligation to purchase catastrophic coverage
from Medicare on behalf of their retirees. This could be accom-
plished by having employers pay Medicare on behalf of each retiree
an amount equal to the actuarial value of the catastrophic benefits
for that year. If an employer chooses this Medicare buy-in option,
the retirees would be exempt from the flat premium and surtax
levied under the catastrophic program.

There has been considerable discussions about proposals to make
the Medicare catastrophic program voluntary. The UAW strongly
opposes these proposals. One proposal would allow retirees to opt
out of the catastrophic program, but would still permit them to
enroll in the Medicare Part B program. The problem with this pro-
posal is that it would almost certainly result in a large revenue
loss to the Federal Government, thereby undermining the solvency
of the catastrophic program.

Another proposal would allow retirees to opt out of the cata-
strophic program, only if they also decide to opt out of the Medi-
care Part B program. The UAW is concerned that the private in-
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surance industry might try to stimulate an exodus from the Medi-
care Part B and catastrophic programs by feeding on the fears of
senior citizens concerning the new surtax. There might also be a
significant problem of adverse selection. Most importantly, senior
citizens who are covered under certain employer-sponsored retiree
health insurance programs could still have an incentive to opt out
of both Medicare Part B and the catastrophic programs.

For all of these reasons we are concerned that in the long run
this proposal could undermine the social insurance nature of the
Medicare program. The UAW also believes that it is wrong to char-
acterize this proposal as making the catastrophic program volun-
tary. Although senior citizens would have the right to opt out of
the catastrophic program, they would be subjected to an extremely
heavy penalty if they chose this option. That is, they would also
have to opt out of Medicare Part B and lose the subsidized coverage
offered under that program.

Prior to the enactment of the catastrophic act all senior cit7ens
had the right to enroll in the Medicare Part B program and all
senior citizens received the same subsidy under that program. The
proposal to link enrollment in the catastrophic program with en-
rollment in the Medicare Part B program is simply an indirect
means of reducing the subsidy under the Medicare Part B program
for middle and upper income senior citizens.

In the past we have consistently opposed proposals to reduce the
portion of the Medicare Part B program which is subsidized
through general revenues. Accordingly, we also oppose any propos-
als which would indirectly accomplish the same result by linking
enrollment in the Medicare Part B program with enrollment in the
catastrophic program.

In conclusion, Mr. Chairman, the UAW appreciates the opportu-
nity to present our views on the problems associated with duplica-
tive health care coverage. We look forward to working with you
and the other members of this Committee in dealing with this diffi-
cult problem. Thank you.

The CHAIRMAN. Thank you.
[The prepared statement of Mr. Reuther appears in the appen-

dix.]
The CHAIRMAN. Mr. Spielman.

STATEMENT OF ALAN P. SPIELMAN, EXECUTIVE DIRECTOR, GOV-
ERNMENT PROGRAMS LEGISLATION, BLUE CROSS AND BLUE
SHIELD ASSOCIATION, WASHINGTON, DC
Mr. SPIELMAN. Thank you, Mr. Chairman. We do appreciate the

opportunity to be here and I would ask that my full written state-
ment be included in the record.

The CHAIRMAN. It will be done.
Mr. SPIELMAN. We in the Blue Cross and Blue Shield Association

and member plans are proud of the medigap coverage we provide
to over 8.5 million senior citizens. Our products provide a wide
range of benefits and high value to senior citizens. In 1987 our
products returned on average 95 cents in benefit payments for
every dollar collected in premiums.
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In 1989, our Medigap increases have been quite moderate. On av-
erage, the rate increases were about 8 percent and premiums for
about 20 Blue Cross and Blue Shield plan medigap policies actually
decreased in 1989.

I would like to make several points iii this area. First, duplica-
tion of coverage between Medicare and medigap should not exist.
We believe, Mr. Chairman, that existing law is adequate to prevent
such duplication if properly enforced.

Second, duplication among medigap polic-les should also not exist.
But, unfortunately, it does. Some seniors do buy several policies.
We all need to do more to get the message across that multiple me-
digap policies are a waste of money.

Third, there continues to be, as mentioned earlier, wide variation
in loss ratio compliance. The GAO study cited earlier indicated loss
ratios of less than 60 percent for certain policies provided by our
competitors.

What can be done about this? We think several things. First,
strengthen the NAIC models. This Committee has recognized the
importance of NAIC work in establishing benefit and consumer
protection standards. Work is underway now to revise those stand-
ards as indicated previously; and we would urge you to support
that effort. We are working closely with the NAIC and in late fall
or winter they expect to finalize those standards. Those revisions,
once adopted, could be also adopted for purposes of the Federal cer-
tification program.

Second, we believe that the Federal penalties against duplication
should be clarified and any loopholes eliminated. Third, to help
reduce duplication, we would urge you to consider strengthening
the notice requirements at the point of sale to require a compari-
son of the new policy, whether it be a medigap policy or a limited
benefits policy, with the minimum medigap standards-how it
measures up.

We would also urge that at the point of sale consumers be pro-
vided with information on the availability of Medicaid coverage of
Medicare cost sharing for certain low-income beneficiaries. Finally,
we recommend that the notice provide a strong advisory against
buying more than one policy that meets the minimum standards.

The final recommendation we have would encourage appropriate
enforcement of minimum standards. We recommend that you con-
sider a requirement that States provide assurances satisfactory to
the Secretary of Health and Human Services that they have mech-
anisms in place for reviewing the loss ratios of medigap policies
and have taken appropriate action against policies which consist-
ently fail to deliver reasonable value to consumers.

We would be pleased to work with you on these proposals and
any other aspects of this issue. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.
[The prepared statement of Mr. Spielman appears in the appen-

dix.]
The CHAIRMAN. Mrs. Jenckes.
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STATEMENT OF LINDA S. JENCKES, VICE PRESIDENT, FEDERAL
AFFAIRS, HEALTH INSURANCE ASSOCIATION OF AMERICA,
WASHINGTON, DC
Mrs. JENCKES. Thank you, Mr. Chairman,-and members of the

Committee. I would hope, Mr. Chairman, that my entire statement
would be put in the record. I would like to begin by saying that we
empathize with you.

The CHAIRMAN. I have needed that. Thank you very much.
Mrs. JENCKES. But you are not the only one that is having a diffi-

cult time explaining the benefits to Medicare beneficiaries. We, in
the insurance industry-whether it is Blue Cross and Blue Shield
or other companies that are not members of ours-have literally
been inundated with calls from reporters, consumer groups and
policyholders seeking information and explanations. I am not sure
if anyone quite expected this degree of beneficiary disquiet or con-
fusion.

Industry representatives spent a good deal of time during the
consideration of the catastrophic bill working with your Commit-
tee, as well as others, The Department of Health and Human Serv-
ices, as well as the National Association of Insurance Commission-
ers, to assure a smooth transition for the 70 'percent of Medicare
beneficiaries who also have private health insurance.

I would like to take note that we have recently revised our Medi-
care supplement insurance consumer book which we have made
available to the Committee and staff. But I would also like to sug-
gest that if you would like additional copies for your constituents
we would be happy to provide them. We also have a toll-free 800
number, which has been in existence since 1983 and, as you can
well imagine, the number of phone calls has substantially in-
creased with the passage of the catastrophic law.

What I would like to do is just mention that in conjunction with
the catastrophic law, there were specific requirements that were
put in place by the law for both the National Association of Insur-
ance Commissioners and their respective insurance departments,
as well as for insurers. As each State of the benefits are phased in
over the next 3 years, private insurers must: (1) inform policyhold-
ers of the changes; (2) issue policy riders eliminating duplicate cov-
erage; and (3) commence rate adjustment proceedings with the
State insurance departments in order to guarantee that policyhold-
ers get appropriate premium adjustment for the amended coverage.

These steps are required for all Medicare supplemental policies
in force. Beneficiaries with employer-provided health insurance to
supplement Medicare are getting cash rebates or new benefits as
required by the maintenance of effort provision of the catastrophic
act. I might add that most employers, to our knowledge, are, in
fact, giving cash rebates.

Again, to my knowledge, all of the provisions in the catastrophic
legislation which set out the steps to be taken by State insurance
officials to assure swift and efficient transition have occurred as
planned and with little contention. The NAIC has met all of its
deadlines for amending its model regulations for Medicare supple-
mental policies.
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In fact, the General Accounting Office and the Health Care Fi-
nancing Administration, as stated in recent reports to Congress,
have concurred that this transition phase has been well done. I
even note that the Federal Trade Commission in February of this
year indicated that only two complaints on government "look
alike" policies have been received on Medicare supplemental poli-
cies.

My submitted statement describes the pattern of private health
insurance coverage sold to the Medicare population. But I would
just like to highlight a few points. Nearly all elderly Americans
participate in the Medicare program. Less understood, however, is
the extent that the elderly are covered by other health insurance
policies-71.5 percent of the 30 million elderly are covered by pri-
vate health insurance; and another 11 percent have Medicaid.

Employer-sponsored health insurance still plays a major role for
many elderly in protecting them against the cost of care. Data
from the Employee Benefit Research Institute indicates that about
one of every four elderly citizens-7.6 million individuals-have
employer-sponsored health retirement benefits. A recent survey of
500 elderly conducted by HIAA in response analysis would place
that figure at over 30 percent. Another HIAA survey-and Mr.
Chairman, I would like to submit both of these for the record when
available; I just happen to have preliminary data on them-indi-
cates that employers pay an average of 85 percent of the cost of
single coverage, and 77 percent for family coverage.

[The information appears in the appendix.]
Mrs. JENCKES. Employers also pay full cost of Part B Medicare

premiums for over 40 percent of their retirees and 34 percent of
their spouses. Benefits in retirement plans are also broad. For ex-
ample, 94 percent of retirees are covered for prescription drugs and
91 percent have home health coverage. Nearly 90 percent have cat-
astrophic thresholds after which the beneficiary is no longer re-
sponsible for copayments.

Our surveys also show that 90 percent-and I need to correct
that in my written testimony-of the elderly remain satisfied with
both the costs and benefits of their private coverage. Over 80 per-
cent of owners of private policies plan to retain their current poli-
cies; only 3 percent plan to drop them; and 15 percent, do not
know.

As an aside, I would just like to indicate th.At our HIAA survey-
again, Mr. Chairman, which I will share with the Committee-indi-
cates that only 85 percent of Medicare beneficiaries have one
policy; one 15 percent have two or more, which could include em-
ployer plans; and only one person-3/10 percent-out of 500 did
not know. So we assume that that individual must have had some-
thing.

I would like to move on and just mention that there has been
raised as a serious problem perhaps some marketing abuses. We
would just like to be on record as saying that we feel that those
abuses are extremely rare but to whatever extent they do exist
they should be eliminated. We want to work with you, as well as
the National Association of Insurance Commissioners, to continue
to press for changes in State insurance regulations that will help
weed out bad apples and promote increased consumer protection.
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Perhaps, Mr. Chairman, one last observation for the sake of time
and that on why our private sector premiums are rising. I guess
the good news in the Medicare catastrophic law-or at least the
first phase of it-is that this is the one phase that perhaps had a
good financial impact on beneficiaries. This was the change in the
number of unlimited hospital days, in terms of Part A, and also in
the fact that individuals are now only responsible for one Part A
deductible.

Now we estimate that that factor alone represents a potential
benefit reduction of 8 to 12 percent. However, unfortunately, on
the other hand, a number of premium factors more than offset this
rc auction. Let me just briefly highlight them. That is the fact that
the Medicare Part A deductible, even though now there is only
one, was increased from $540 to $560 in 1989. We, based on our
past experience, approximate that one-quarter or 8 million of the
32 million beneficiaries will enter a hospital at least once this year.
That represents a raw claims cost of $5 per beneficiary.

There are a few other features. But rather than comment on
them, I would like to talk about the most compelling one. That is
the overall increase in cost to the Part B program. Physician costs,
whether it be for Part B and moving to an out-patient basis serv-
ices, are accounting for approximately a 16 percent increase in
Part B costs. We, in the private sector, whether it is Blue Cross and
Blue Shield or the commercial insurance industry, pick up these
costs-because the second phase the catastrophic law is not in
effect-of the 20 percent co-payment, which reflect those increases
in Medicare Part B costs.

I would like to conclude, Mr. Chairman, by saying, as you know,
we were never supportive of the catastrophic law. We had hoped
instead that the Congress could look at long-term care benefits and
perhaps include some tax incentives for individuals to purchase
long-term care policies.

In yet another survey that I would like to share with the Com-
mittee, we have indications that consumers-those over the age of
65 and younger-are in fact willing to pay for the cost of private
long-term care policies. We are proud that we and Blue Cross and
Blue Shield have been able to put them on the market and we
want to pledge to work with you in the future on this as well as
the Medicare supplemental problem.

The CHAIRMAN. Thank you, Mrs. Jenckes.
[The prepared statement of Mrs. Jenckes appears in the appen-

dix.]
The CHAIRMAN. Mrs. Jenckes, your number of 85 percent of the

cost for single coverage being paid by employers and 77 percent for
the family coverage is substantially higher than the number we
have received from CBO. I am curious to know -I am trying to
find the difference. Is that percentage, does it relate just to the re-
tirees or is that retirees and workers too?

Mrs. JENCKES. Mr. Chairman, that figure is for retirees.
The CHAIRMAN. Would you get me those numbers so we can see

where the difference is between you and CBO.
[The information appears in the appendix.]
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The CHAIRMAN. Did I understand you to say that your industry is
paying back to most employers some reduction in the cost of the
premium because of the duplicative coverage?

Mrs. JENCKES. No. Mr. Chairman, what I was suggesting is that
one facet of the Medicare Catastrophic Act that did have a poten-
tial for reducing premiums was the fact that now the Federal Gov-
ernment would be only requiring the individual to pick up one hos-
pital deductible as opposed to the past.

The CHAIRMAN. All right.
Mrs. JENCKES. However, the offset is based on the fact that the

Part B costs continue to rise at a rate which we cannot control.
Number two is the fact that many insurers delayed or deferred pre-
mium adjustments because of the uncertainty as to what was going
to be included in the final catastrophic bill.

The CHAIRMAN. I have heard that. Thank you.
Mr. Reuther, you made a point about making the maintenance of

effort on Part A, going through 1989, and Part B through 1990,
making that permanent. Doesn't that put us in a situation where
you would lock it in permanently for the future for employees after
the date of the catastrophic illness bill? Wouldn't it require a mini-
mum in the 'retiree benefits that would not be reduced in the
future? Wouldn't that more or less, if I understand you, lock that
in?

Mr. REUTHER. I think there may be some misunderstanding
about what we are suggesting. We believe the maintenance of
effort provision should be permanent for people who have already
retired because under our view, under the law, an employer does
not have the liberty to cut back on their benefits. As far as people
who retire in the future though, we are not suggesting that it
should be made permanent.

The CHAIRMAN. I see. So you are getting, again, to what are dif-
ferent decisions of the courts on the question of those already re-
tired and whether or not those benefits can be changed. That is
still in dispute in some of the courts as I understand it.

Mr. REUTHER. That is true.
The CHAIRMAN. Yes.
Senator Rockefeller.
Senator ROCKEFELLER. One question, Mr. Chairman, to Mrs.

Jenckes.
You indicated that it might be possible that you had data that

indicated people earlier in their lives might be willing to make in-
surarge purchasing decisions with relation to long-term health care
which could incorporate certain catastrophic principles and this
might work out. This is one of the things we are looking at in the
Pepper Commission. The evidence that we are getting, at least as
experts speak to us, is that trying to talk to a forty year old about
long-term care is terrific, but it does not work. Because when you
are forty you are going to live forever. So I am interested in your
data.

Mrs. JENCKES. Senator Rockefeller, I would just like to make one
response-and I will supply you with the data-is, we were sur-
prised as well. I think you are aware that several of our companies
are offering group available-meaning employer-offered, but not fi-
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nanced-long-term care policies. To our utter amazement the evi-
dence is that the average age of sign up is the age of 42.

We feel in part that is a blessing due to the catastrophic law be-
cause I think people are now aware, regardless of age, that Medi-
care does not offer nursing home coverage. We do have statistics to
back it up, which I would be happy to give you.

Senator ROCKEFELLER. Thank you.
The CHAIRMAN. Thank you very much for your testimony.
Our next panel consists of Mr. Arthur Flemming, co-chairman of

the Save Our Security Coalition and the former Secretary of
Health, Education and Welfare; and Ms. Martha McSteen, presi-
dent of the National Committee to Preserve Social Security and
Medicare.

Well, Mr. Flemming, you have been before this Committee many
times. We are delighted to have you back. If you would proceed.

STATEMENT OF ARTHUR S. FLEMMING, CO-CHAIRMAN, SAVE OUR
SECURITY COALITION, AND FORMER SECRETARY, HEALTH,
EDUCATION AND WELFARE, WASHINGTON, DC
Mr. FLEMMING. It is a pleasure to be back, Mr. Chairman. Along

with others, I deeply appreciate your willingness to hold hearings
on this very, very important issue. As you know, and the other
members of the Committee, Save our Security is a coalition of over
100 national, State and local aging and disability groups, founded
in 1978 by the late Wilbur Cohen. SOS supports a strong social se-
curity and health care system in America.

One of the most active members of the SOS coalition is the
United Automobile Workers of America. If you look at the outline
of my testimony, which I have submitted for the record, you will
note that that outline parallels the recommendations included in
Alan Reuther's testimony relative to possible amendments to the
maintenance of effort amendment.

We appreciate the fact that that amendment was initiated in the
Senate. We feel that the'amendments that were suggested by Alan
Reuther are amendments that could prove to be very, very helpful
in expanding the concept.

Specifically, also, I would like to underline the amendment that
he urges the Committee to take a look at which is the amendment
that would allow employers, including State and local governments
in lieu of the maintenance of effort obligation to make payments to
Medicare on behalf of all retirees in lieu of their making the sup-
plemental payments themselves, payments which will be equal to
the annual actuarial value of the catastrophic program for which
they are now paying, minus the amount of the flat premium in
that year.

We feel that if that particular amendment should be passed that
it would mean that under this proposal on balance the employer
community would not be paying more over any given period of
time than they otherwise would pay for these benefits as they
would, in effect, simply be making a change in insurance carriers.

Also, the government would not severe a revenue loss because
the revenue attained by the employer's purchase of catastrophic
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benefits from Medicare would offset the loss from the supplemental
payments.

We likewise feel that if a decision is made to permit employers,
including State and local government, to purchase catastrophic
benefits from Medicare we recommend that the following addition-
al steps be authorized: (1) Permit employers who are not currently
paying for catastrophic benefits for retirees to purchase these bene-
fits from Medicare in lieu of the retirees making the supplemental
payments themselves; (2) authorize the Federal Government as an
employer to make payments to Medicare on behalf of all Federal
retirees for the catastrophic benefits in lieu of the retirees making
the supplemental payments themselves; and (3) similarly, authorize
health maintenance organizations to purchase catastrophic benefits
from Medicare in lieu of their Medicare beneficiaries making the
supplemental benefits themselves.

We feel that if this basic amendment were adopted, and together
with these other amendments that have been suggested, that it
would not go a long ways in the direction of dealing with what is
essentially an inequitable situation, a situation which if it is not
correct will undermine confidence in the Federal Government's
commitment to fairness.

We recognize that this proposal does not deal with the funda-
mental issues, namely that improvements in Medicare should be fi-
nanced by the entire community and not just by beneficiaries.

Next, I would just like to comment briefly on the proposals to
make catastrophic programs voluntary. Either one of these propos-
als, in our judgment, would start the nation down the slippery
slope of seriously weakening one of the basic concepts incorporated
in our social security program, namely the concept of compulsory
and, therefore, virtual, universal coverage.

We feel that this concept of compulsory coverage has brought
some genuine benefits to our nation. One of the things it has done
is to avoid diluting-when we avoid diluting the concept of compul-
sory, universal coverage by permitting individuals to voluntarily
leave all or parts of the social security system, we have helped to
keep the system on a sound financial basis by protecting it against
adverse selection.

There is no doubt that the adoption of either one of the proposals
that are before the Committee for voluntary withdrawal from the
Medicare catastrophic plan would lead to adverse selection. It is
clear that the adverse selection would be greater if the beneficiary
is- not required to also withdraw from Part B. Adverse selection
would also be greater if the issue of duplication of payments for
catastrophic coverage is not dealt with in an adequate manner.

Even a small step down the slop. of a voluntary approach to
social security of compulsory or universal coverage, which some
may allege these proposals to be, is almot sure to encourage other
exception with a resulting serious weaker ing of the concept. When-
ever we narrow the definition of the community participating in
any aspect of our social security systern we will pay a price-the
price of weakening the system.

Dr. Fein, one of the nation's leading authorities in the field of
health care in commenting on the method of financing the cata-
strophic bill says we paid a price-I fear a heavy price-when we
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redefined community and opted for a financing system in which
the group at risk is supposed to finance its own services.

The CHAIRMAN. Mr. Flemming, I will have to ask you to summa-
rize, Mr. Flemming.

Mr. FLEMMING. I am right at the last sentence, Mr. Chairman.
We would pay a price, a heavy price, if we redefine community

by retreating from the concept of universality by authorizing vol-
untary withdrawals.

Thank you very much.
The CHAIRMAN. Thank you.
[The prepared statement of Mr. Flemming appears in the appen-

dix.]
The CHAIRMAN. Ms. McSteen.

STATEMENT OF MARTHA McSTEEN, PRESIDENT, NATIONAL COM-
MITTEE TO PRESERVE SOCIAL SECURITY AND MEDICARE,
WASHINGTON, DC
Ms. MCSTEEN. Mr. Chairman, as President of the National Com-

mittee to Preserve Social Security and Medicare I appreciate the
opportunity to present the views of the members, almost 5 million.
We would like to thank you very much for addressing this issue
and continuing to find ways to resolve some of the problems associ-
ated with the Medicare Catastrophic Act.

Prior to the passage of the Act, fully one-fourth of Medicare
beneficiaries age 65 and over were covered by health insurance pro-
grams provided by current or former employers. That is, in addi-
tion to the 50 percent of seniors who had many of the same bene-
fits from their own individual medigap policies and the 10 percent
with the lowest income and fewest assets received the same bene-
fits through Medicaid.

It is for the remaining 15 percent of seniors that the Act carries
the greatest benefit. To them it is an extension of the nation's
safety net. The 1 million beneficiaries who have chosen to become
part of risk contract health maintenance organizations are particu-
larly frustrated because they already have catastrophic coverage.

For the 1 million Federal retirees and survivors who are Medi-
care eligible the catastrophic coverage is also duplicative because
they receive such coverage through their health insurance plans.

In the long run, large employers may be the segment of our econ-
omy to benefit the most from the Act. The Employee Benefit Re-
search Institute has estimated that the catastrophic legislation re-
duces employers' liability to current retirees by 30 percent.

In connection with the voluntary coverage, we have been looking
at the various pieces of legislation that have been proposed and
there is no question that Medicare Part B coverage is valuable and
essential for American seniors.

But recognizing the value of Part B, we then must examine how
a voluntary catastrophic benefit package tied to Part B would
impact the nation's seniors. Just how voluntary would such cover-
age be? There seems to be really little choice for a natural, uncon-
strained decision. Dropping Part B would just make seniors worse
off. Those opting out would lose valuable Part B benefits while the
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cost of this protection would undoubtedly increase for those who
remain.

Seniors with meager annual incomes would likely be forced to
choose between purchasing Medicare coverage and purchasing
other necessities such as food and rent. Adding the catastrophic
program to Part B places low and middle income seniors in a di-
lemma. It does not address the true concerns which seniors have
raised about the new law.

What is abundantly clear is that those seniors who are most in
need of health care coverage provided by Part B and catastrophic
are still going to need it, voluntary or not. More than likely these
seniors will be the poor and middle income seniors with limited
ability to pay. And if wealthy seniors elect to drop from the pro-
gram, the added cost will fall to those least able to afford it. Clear-
ly, making this program voluntary will increase the cost of these
essential benefits for those in these income categories who remain.

The National Committee believes the solution to the questions
being addressed here today lies in strongly supporting legislation
introduced by Senators Harkin and Levin and Representative
Bonior. This legislation replaces the Medicare surtax, retains all
benefits offered, including the popular prescription drug provision
offered under the catastrophic act, and in the process closes a tax
loophole for the wealthy.

The National Committee respectfully requests the Senate Fi-
nance Committee to give this legislation favorable consideration.
Social insurance programs such as social security and Medicare
have always been financed by broad-based revenues rather than
user fees, for these programs benefit all Americans not just a few.

Medicare is designed to not only protect seniors and disabled in-
dividuals in ill health, but it also promises protection for today's
workers and eases the burdens on families of beneficiaries.

Thank you, Mr. Chairman, for this opportunity.
The CHAIRMAN. Thank you.
[The prepared statement of Ms. McSteen appears in the appen-

dix.]
The CHAIRMAN. Ms. McSteen, I understand that you stated that

the out-of-pocket costs under Medicare, according to your esti-
mates, would be at least $2,825.

Ms. MCSTEEN. Yes.
The CHAIRMAN. What do you think they would have been with-

out the catastrophic illness bill?
Ms. MCSTEEN. Well, I do not have those figures before me as to

what they would be.
The CHAIRMAN. Well, let me tell you what the General Account-

ing Office testified to. They testified that those costs would be up in
the area of $50,000. So obviously, as it is constructed, it does have
some very major benefits to the recipients of it.

Ms. MCSTEEN. Yes, we agree.
The CHAIRMAN. Now one of the other problems we have, if you

recall, when we were considering this, the Administration-the
previous Administration-made it very clear that they were going
to oppose it, fight it, veto it, unless those people who were the po-
tential beneficiaries of it paid for it. That is what we faced.
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Now you are talking to me about not making Part B voluntary.
Your concern there is that we would further erode Part B.

Ms. MCSTEFN. Yes.
The CHAIRMAN. And yet the Congressional Budget Office says

even those people paying the highest premium will still have a
very major subsidy from the Federal Government, meaning the
other taxpayers of the country. Am I to conclude from what you
say that you think there is -not enough support for a catastrophic
illness bill, that those people of that age would not support it if
they have to pay for it?

Ms. MCSTEEN. There are many benefits in the catastrophic pack-
age. There is no doubt about it. I think the concern that members
of the National Committee have, and many seniors across the coun-
try, is that to deviate from the social insurance concept is quite
radical and that we should attempt to stick to the past procedures
for providing for social programs that do benefit all Americans, not
just seniors. And seniors are taxpayers and seniors do pay their
share and they want to pay their share.

It is just that besides the catastrophic coverage, long-term care,
as you well know, is out there and is yet to be paid for by someone.
I think seniors expect to share a part of that burden also. So it is
just a continuance as we move to bring health care to, I hope, all
people in this country under some semblance in the near future
that we are concerned about.

The CHAIRMAN. Mr. Flemming, when you say we get on the slip-
pery slope, aren't we already there with Part B? That is a volun-
tary program. It is subsidized; it is a question of the degree of sub-
sidizing. When you add catastrophic, the percentage of subsidiza-
tion is not quite as high, obviously. But aren't we already there?

Mr. FLEMMING. Already at what point?
The CHAIRMAN. Part B is voluntary.
Mr. FLEMMING. Well, it is true. The history of Part B, of course,

is very interesting from my point of view. When those of us who
were initially working on Medicare back in the middle 1960s went
to work on it we were advocating both Part A and Part B as com-
pulsory programs, as -you may undoubtedly know. When the bills
started through the Congress it had only a Part A-only hospitali-
zation. That is what came over to the Senate from the House and
twice the Senate rejected that bill with only a hospitalization provi-
sion in it.

Then people went to work on seeing what they could do about
getting some coverage of medical costs into the bill. The voluntary
aspect of Part B was a compromise. It was worked out over in the
House and that passed and came over here and that passed the
Senate. Now it is very interesting, when that was first put into op-
eration, when a person reached 65 they were told that they were
under Medicare and then they were told that they had an option of
deciding whether or not they wanted to be under Part B. They
could say at that particular point they wanted to be under or they
did not want to be under.

But Congress later changed that law so as to provide that when a
person becomes ciigible at 65 for Part A you get a statement saying
you are under Part A and the statement says you are also under
Part B. That there will be a deduction of your social security check



51

to cover the premiums and so on, unless you say that you do not
want to be under Part B.

The CHAIRMAN. Unless you opt out.
Mr. FLEMMING. Unless you opt out. So that when the Congress

amended the law at that point, they took one step away from a
pure voluntary approach.

The CHAIRMAN. They took an overt act on the part of--
Mr. FLEMMING. Many of us hope that the time will come when

the Congress will take the second step. Because we really believe
that if our social security system overall, not just the health care,
but retirement, survivorship, disability and so on, is going to be on
a sound basis it should be on a compulsory basis.

That is why we do not want to see another step taken in what we
think is the wrong direction-namely, giving people an option to
opt out of a program such as the catastrophic because we really be-
lieve that if that option is given there will be the element of ad-
verse selection.

Now nobody knows just to what extent and so on. But that it will
be there. Obviously, it would be there if they were not required to
also opt out of Part B. But even if they are required also to opt out
of Part B, there will be some adverse selection.

Mr. Chairman, personally as one who believes so firmly in this
social security concept that we have developed here in this country,
I do not want to see us take another step down that, what I call,
slippery slope. That is the main point that I would like to make on
that.

The CHAIRMAN. Thank you, Mr. Flemming.
Senator ROCKEFELLER.
Senator ROCKEFELLER. Just one question, Mr. Chairman, to Ms.

McSteen.
You made the point in your testimony that really the catastroph-

ic health care Medicare bill really only affects about 15 percent of
seniors without medigap coverage and then you indicated, I
thought, that the other 85 percent were more or less covered.

Ms. MCSTEEN. With some coverage, either medigap or Medicaid-
yes.

Senator ROCKEFELLER. Right. Now, then you came along and sug-
gested that the Harkin bill should be supported, which would
retain all of the benefits but would be paid for by all of the people.

Ms. MCSTEEN. Right.
Senator ROCKEFELLER. My question is, is there not an inconsist-

ency in that if you say that it really only works for 15 percent, the
85 percent are otherwise covered by medigap, I would have some
questions. Other testimony this morning has indicated that there
are some major gaps in that medigap coverage.

Ms. MCSTEEN. Right.
Senator ROCKEFELLER. But do I find an inconsistency in your tes-

timony?
Ms. MCSTEEN. The Harkin bill would retain, as you know, all of

the provisions of the catastrophic. In my testimony regarding the
duplication of benefits I was trying to say that there are 15 percent
of the people who would really gain from it a great deal. But cer-
tainly, because it does include certain elements of coverage that
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are not in the Medicare bill now, it would provide coverage for
those people, even though some of it is duplicate.

Medigap policies are supposed to adjust themselves to accommo-
date the catastrophic coverage. In that way then it-the Harkin
bill-should protect those people too.

Senator RoCKEFELLE. I see.
Thank you, Mr. Chairman.
Mr. FLEMMING. Mr. Chairman, could I make just one statement?
The CHAIRMAN. Mr. Flemming, I am 40 minutes late. We have a

caucus meeting right now.
Mr. FLEMMING. Okay.
The CHAIRMAN. I have been staying here because I wanted to

have a chance to hear all of you. I appreciate very much your testi-
mony. Thank you.

Mr. FLEMMING. I appreciate it.
The CHAIRMAN. It has been most helpful to us. Thank you.
Ms. MCSTEEN. Thank you.
[Whereupon, the hearing was adjourned at 12:52 p.m.]
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INTRODUCTION

On July 1, 1988, the President signed into law P.L. 100-360, the Medicare
Catastrophic Coverage Act of 1988 (MCCA). This legislation places an upper
limit on the Medicare enrollee's liability in connection with covered Medicare
services. It also establishes a new Medicare catastrophic prescription drug
program. It has been estimated that once the changes are fully implemented
in 1993, approximately 22 percent of Medicare enrollees will be entitled to
higher Medicare benefit payments each year.

The legislation is financed through a combination of: (1) an increase in
the monthly premium for people enrolled in Part B of Medicare; and (2) a new
supplemental premium that is mandatory for people enrolled in, or otherwise
eligible for, Part A of Medicare and who have Federal tax liabilities of $150
or more. It is estimated that approximately 41.2 percent of Medicare enrollees
will pay the supplemental premium in 1989.

MCCA was designed to address the concern that many of the elderly and
disabled covered by Medicare had inadequate protection against catastrophic
medical expenses. In fact, about 20 percent of enrollees had no other health
insurance coverage. Many of these individuals were poor and near poor not
covered by Medicaid.

The majority of Medicare enrollees did, however, have some form of
health insurance protection supplementary to Medicare. This paper reviews
the types of supplementary coverage held by Medicare enrollees. It also
outlines the provisions of MCCA designed to avoid duplicative coverage
between Medicare and private policies designed to supplement Medicare's
benefits.

(53)
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Based on 1987 data obtained from the March 1988 Current Population
Survey (CPS), 77 percent of the noninstitutionalized Medicare population had
some other coverage, either through private insurance or public programs (see
table 1).1 Close to 68 percent of this population had some private health care
coverage either through employment-based plans or through individually
purchased policies. For the aged noninstitutionalized Medicare population, 78
percent had some form of supplermentary coverage; 71 percent had some form
of private insurance coverage.

Approximately 29 percent of the noninstitutionalized Medicare population
had some employment-based coverage offered either through a current or
former employer or union. For 11 percent of Medicare enrollees, the employer
paid the entire cost, while for an additional 12 percent of enrollees the
employer paid some of the costs. Included in the category of those for whom
employers paid some of the costs are people covered under the Federal
Employees Health Benefits program (FEHBP).

Approximately 39 percent of the noninstitutionalized Medicare population
had individually purchased policies as their only form of private insurance
protection in 1987. Some individuals who had employment-based plans may
have also purchased such non-employment based coverage; however, this
information was not recorded in the CPS.

Some Medicare enrollees receive coverage through other public programs.
In 1987, 8 percent of non-institutionalized enrollees were covered by Medicaid.
Approximately 1.6 percent of enrollees who had no private insurance or
Medicaid coverage received military or Veterans Administration (VA) health
care benefits. The CPS survey does not record those with either private or
Medicaid coverage who may also have used military or VA benefits.

I'This annual survey, conducted by ths Bureau of the Census, covers the

civilian noninstitutionalized population. Institutionalized elderly and disabled
Medicare enrollees, many of whom are covered by Medicaid, are excluded from
this discussion.



TABLE 1. Other Health Insurance Coverage of the Nedicare Population, 1987
(numbers in thousands)

Employment-Based Coverage

Employer Employer
Total Employer pays some pays none Private,
Medicare pays total of the of the non-employ-
Enrolles aJ Total cost cost rost ment based

Employed 2,756 1157 504 524 129 1,061
(100.0%) (42.0) (18.3) (19.0) (4.7) (38.5)

Not 24,754 6925 2587 2864 1474 10,264
employed (100.0%) (28.0) (10.5) (11.6) (6.0) (41.5)

Total 27,510 8082 3091 3388 1603 11,32S
(100.0%) (29.4) (11.2) (12.3) (5.8) (41.2)

Under 65

Employed 285
(100.0%)

Not 2599
Deployed (100.0%)

Total 2885
(100.0%)

All 30395
Enrolled (100.0%)

95
(33.3)

629
(24.2)

724
(25.1)

8806
(29.0)

39
(13.7)

218
(8.4)

257
(8.9)

3348
(11.0)

49
(17.2)

332
(12.8)

381
(13.2)

3769
(12.4)

7
(2.5)

79
(3 0)

86
(3.0)

1689
(5.6)

51
(17.9)

395
(15.2)

446
(15.5)

11,771
(38.7)

CHAMPUS,
VA or
military

Medicaid health care

41
(1.5)
1751
(7.1)

1792
(6.5)

47
(16.5)

611
(23.5)

658
(22.8)

2450
(8.1)

35
(1.3)
360

(1.5)

395
(1.4)

7
(2.5)

87
(3.3)

94
(3.3)

489
(1.6)

a/ The institutionalized, many of whom are covered by Medicaid, are excluded from this survey.

NOTE: This table does not reflect coverage for persons having more than one form of Insurance protection.
Persons having more than one type of protection are recorded in the column furthest to the left. For example an
individual with both employment-based coverage and Medicaid would be recorded as having only employment-based coverage.

Numbers may not add due to rounding

Source: CBO, Preliminary unpublished tables, October 1988, based on March 1988 Current Population Survey.

No other
coverage

(A

461
(16.7)
5455

(22.0)

5916
(21.5)

85
(29.8)

877
(33.7)

962
(33.3)

6879
(22.6)
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MEDIGAP POLICIES

A private non-employment based insurance policy is the most common
form of additional coverage for Medicare enrollees. A policy that is designed
to supplement Medicare's coverage is referred to as a Medigap" policy. The
principal protection offered by the majority of Medigap policies is coverage of
Medicare's deductible and coinsurance charges. Some policies cover a limited
number of additional services, for example, prescription drugs. The major
sources of Medigap insurance are Blue Cross/Blue Shield (BC/BS) plans and
commercial insurance companies.

Standards in Effect Before 1989

There are substantial differences in the costs and coverage offered by
various private insurance plans. Regulation of private insurance, including
health insurance, has by statute and tradition been primarily a State
responsibility. State insurance commissioners participate in a voluntary
organization known as the National Association of Insurance Commissioners
(NAIC). A primary objective of the NAIC is to promote uniformity in State
insurance regulation by developing model State statutes and regulations for
adoption by individual States.

Concern with marketing and sales abuses in policies sold to the elderly
led to the adoption in 1980 of an amendment to P.L. 96-265, the Social
Security Disability Amendments of 1980. This amendment (sometimes known
as the "Baucus amendment" after Senator Baucus, the chief Senate sponsor)
added a new section 1882 to the Social Security Act. Section 1882 established
a voluntary certification program for private health insurance policies designed
to supplement Medicare. These policies could, at the option of the insurer,
be certified by the Secretary if they met certain standards. This certification
would inform the purchaser that the policy met minimum governmental
standards. The voluntary program applied only in States that failed to
establish equivalent or more stringent programs.

To be certified under section 1882, a policy was required to meet or
exceed standards set forth in a model regulation approved by the NAIC on
June 6, 1979, and incorporated in section 1882 by reference. These standards
required such policies to:

0 cover all inpatient hospital coinsurance charges, plus 90 percent of
covered charges after a beneficiary exhausted his or her hospital
benefits;

* cover Part B coinsurance, which could be subject to a $200 deductible
and a maximum benefit of $5,000 per year;

2Employment-based policies can also be referred to as Medigap policies
if they are designed to supplement Medicare's coverage.



57

CRS-6

" require that purchasers of a policy have a "free look" period, during
which time they could return an unwanted policy for cancellation and
receive a full refund of any premium paid; and

" not define preexisting conditions more restrictively than as a
condition that was diagnosed or treated within 6 months before the
policy's effective date and not deny a claim, on the basis of
preexisting conditions, for services furnished more than 6 months
after such effective date.

In addition, Medigap policies were required to meet certain loss ratio
targets. Loss ratios are the percentage of insurance premiums returned to
policyholders in the form of benefits. They are calculated by dividing the
amount of benefits paid by the amount of premiums collected. Medigap
policies must be expected to pay benefits equal to at least 60 percent. of
premiums collected for individual policies and 75 percent for group policies.

Section 1882 also established criminal penalties for fraudulent activities
connected with the sale of Medigap policies. Actions subject to penalties
include making false statements and misrepresentations, falsely claiming
certification by the Secretary, selling policies that duplicate Medicare's
benefits, and mailing into a State Medigap policies disapproved by that State.

The elderly may purchase policies not meeting the requirement of section
1882; however, such policies may not be marketed as Medicare supplemental
policies. Examples include policies for specific diseases (e.g., cancer policies)
or hospital indemnity policies (i.e., policies which pay a fixed amount for each
day the insured is in the hospital up to a specified number of days.)

Section 1882 does not apply to plans of employers or labor unions.

New Standards Created by the Medicare Catastrophic Coverage Act

Establishment of new standards. MCCA revised the requirements for
the voluntary certification program. It provided that if the NAIC amended its
model regulation by October 1, 1988 to reflect changes made by the law, then
the amended regulation would apply as a standard for certification. The
NAIC met this requirement by adopting an amended regulation on September
20, 1988. (See following section on implementation of the new standards.)

The NAIC model standards apply in a State on the earlier of:

* the date the State adopts standards equal to or more stringent than
the amended model regulation; or

* one year after the NAIC first adopts the amended regulation (i.e.,
September 20, 1989).
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After the date the NAIC model standard applies in a State, no Medigap
policy may be certified by the Scretary and no secretarial certification may
remain in effect unless the policy meets the standards of the NAIC model
regulation. Similarly, State regulatory programs must meet or exceed the
new NAIC standards by that date in order to be found to meet or continue
to meet certification standards.

Transition for existing policies. In September 1987, the NAIC adopted
a Model Transition Regulation to implement transitional requirements for the
conversion of Medigap policies to conform to what at that time were
prospective Medicare program revisions. This Transition Regulation (as
subsequently amended to reflect MCCA) contains a specific prohibition against
covering benefits under Medigap plans that duplicate Medicare's coverage.
Further, it requires insurers to notify beneficiaries of policy and premium
changes, to file policy riders with the State to eliminate duplication, and to
make appropriate premium adjustments in their policies.

MCCA permitted the selling or maintenance of certified policies in States
which had not adopted the amended model regulation by January 1, 1989, as
follows:

In States that enacted standards equal to or more stringent than
the NAIC Transition Regulation by January 1, 1989, insurers were
required to notify policyholders at least 30 days before the annual
effective date of benefit changes required by the new Medicare law.

In States that had enacted the NAIC Model Regulation but not the
NAIC Transition Regulation by January 1, 1989, insurers were
required to send a notice to each policyholder by January 31, 1989
explaining the improved Medicare benefits and how these
improvements would affect the policy's benefits and premiums.

In States that had not enacted either the NAIC Transition
Regulation or the NAIC Model Regulation by January 1, 1989,
policies issued before that date were deemed to be in compliance if
the insurer complied with the amended NAIC Model Transition
Regulation by January 1, 1989. For policies issued on or after
January 1, 1989, (but before the effective date of the Transition or
the amended Model Regulation in the State) insurers must be in
compliance with the NAIC Transition Regulation before the date of
sale.

Other requirements. MCCA contained a number of additional amendments
to section 1882 requirements, including the following:

Free-look. A 30-day free-look period is required for all supplemental
policies without regard to the manner in which the purchase of the
policy was solicited. (Previously a free-look requirement applied only
to mail order policies.)
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" Reporting of information. States with their own Medigap
certification programs are required either to use forms developed by
the NAIC to collect information on actual loss ratios or provide for
monitoring of such ratios in an alternative manner approved by the
Secretary.

* Consumer information. The Secretary is required to: (1) inform
beneficiaries about marketing and sales abuses subject to sanctions
and the manner in which they may report any such action or
practice; (2) publish a toll-free telephone number for such individuals
to report suspected violations of the laws relating to Medigap
standards; and (3) provide beneficiaries with a listing of State and
Federal agencies and offices where information and assistance
relating to Medigap policies may be obtained.

Required submission ofeadvertising. Entities issuing Medigap policies
are required to submit a copy of each advertisement used (or, at
State option to be used) to the Commissioner of Insurance (or
comparable officer) for review and approval, to the extent required
under State law. This provision applies to written, radio, and
television ads.

Status of Implementation of the New Standards

NAIC Model Act and regulation. On September 20, 1988, the NAIC
adopted modifications to the Medicare Supplement Insurance Minimum Model
Standards Act and the amended Model Regulation to implement that Act.
The following highlights the major changes contained in these documents:

• The Model Act and Regulation exclude application to plans of
employers or labor unions;

* The Model Act and Regulation specifically prohibit duplication of
Medicare benefits;

The Model Act and Regulation requires every insurer or other entity
providing supplement insurance or benefits in the State to provide
a copy of any advertisement intended for use in the State to the
Commissioner of Insurance for review or approval (to the extent
required under State law);

The Model Act and Regulation specify that subscriber contracts of
hospital and medical service associations and health maintenance
organizations (HMOs) that are designed primarily to supplement
Medicare's benefits are included within the definition of Medicare
supplement policies;



60

CRS-9

The Model Regulation requires insurers to notify policyholders, at
least 60 days in advance of the effective date of the now benefit
changes, of the appropriate premium adjustments necessary to
produce loss ratios as originally anticipated for the policies.
Premium adjustments are to be in the form of refunds or premium
credits. No other premium adjustment can be made at any time
other than the anniversary or renewal date.

* The Model Regulation specifies that the following minimum benefit
standards apply:

- Coverage of either all or none of the hospital
deductible;

Coverage of the daily copayment charge (i.e., for the
first 8 days) for skilled nursing facility (SNF) services;

- Coverage of the blood deductible under Part A;

- Effective January 1, 1990, coverage of Part B
coinsurance up to the catastrophic limit;

-- Effective January 1, 1990, coverage of the Part B blood
deductible;

Effective January 1, 1990, coverage for the 20 percent
coinsurance for home IV drugs subject to the drug
deductible; and

-- Effective January 1, 1990 coverage for the coinsurance
for covered immunosuppressive drugs.

The NAIC minimum benefits do not require the coverage of prescription
drug expenses incurred by the beneficiary before satisfying the deductible.
Further, with the exception of the coverage of coinsurance for home IV drugs
and immunosuppressive drugs as noted above, no coverage is required for
drug coinsurance charges imposed once the beneficiary has met the drug
deductible. Coverage for coinsurance for home IV drugs is limited to drugs
subject to the deductible; the deductible does not apply in cases where the
drug is furnished in connection with home IV therapy services initiated in the
hospital.

State that have taken action. The NAIC reports' that all States either
have adopted or are in the process of adopting the Model standards. As of

'Testimony of the NAIC before the House Energy and Commerce
Committee, Apr. 26, 1989.
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April 26, 1989, the following 34 Statea and the District of Columbia had
adopted the new standards:

Alaska
Arizona
Arkansas
California
Colorado
District of Columbia
Georgia
Idaho
Illinois
Indiana
Iowa
Kansas

Kentucky
Maine
Maryland
Massachusetts
Minnesota
Mississippi
Nebraska
Nevada
New Jersey
New Mexico
New York
North Dakota

Ohio
Oregon
Rhode Island
South Carolina
South Dakota
Tennessee
Texas
Utah
Vermont
Washington
Wisconsin

Characteristics and Data on Medigap Plans

Loss ratios. In 1986, a General Accounting Office (GAO) report' on
Medigap insurance concluded that the Baucus amendment had accomplished
its primary goal of increasing and standardizing State regulation of Medigap
policies. At that time, 46 States, the District of Columbia, and Puerto Rico
had laws and/or regulations that met the Baucus requirements.'

GAO found that while many individual policies did not meet the target
loss ratios of section 1882, the actual loss ratios of the policies with the
largest volumes of premiums collected were above the targets. The 1984
aggregate loss ratio for surveyed BC/BS organizations was 81.1 percent. The
figure for commercial companies was 60.2 percent; this figure was
substantially influenced by the high ratio (78 percent) of Prudential which
accounted for nearly one-quarter of premiums collected.

'U.S. General Accounting Office.
Increased Protection Against Substandard
the Subcommittee on Health. House
GAO/HRD-87-8, Oct. 1986.

Medigap Insurance: Law Has
and Overpriced Policies. Report to
Committee on Ways and Means.

'The four States not certified as meeting the requirements were
Massachusetts, New York, Rhode Island, and Wyoming, regulations of the
noncertified States did not include many of the minimum standards, but some
included features that exceeded the NAIC model in some respects. According
to information obtained in a telephone conversation with an official of HHS,
these States were still not certified by Nov. 1, 1988. The Secretary had not
certified any policies in these States under the voluntary certification program.
Two policies were submitted for approval and were returned to the insurance
companies for modifications. The policies were never resubmitted by the
insurance companies.

28-055 - 90 - 3
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In testimony before the Senate Finance Committee on June 1, 1989, GAO
provided the latest available loss ratio information. Information had been
obtained for 92 commercial policies, 75 BC/BS individual plans and 47 BC/BS
group plans. The 1987 loss ratios for commercial plans was 74 percent.
Prudential's high loss ratio of 83 percent helped raise the overall total;
excluding Prudential, other commercial policies averaged 59 percent. Loss
ratios for the 75 individual BC/BS plans averaged 93 percent while the 47
group plans from those same BC/BS organizations averaged 96 percent. GAO
reported that the Medigap policies surveyed had a total of about $4.9 billion
in premiums in 1987. Commercial policies had over $1.7 billion; the individual
BC/BS plans had $2.6 billion, while the group plans had $0.6 billion.

Policy coverage and conditions. Among Medigap policies, coverage differs
substantially. Many provide coverage in addition to the minimum required by
the NAIC standards. In its June 1989 issue, Consumer Reports reported on
its survey of Medigap policies being offered this year. All of the surveyed
policies covered the hospital deductible, a number covered skilled nursing
facility benefits above the 150 day limit; a number also covered a portion of
balance billing charges. The article noted that policies generally will not pay
for the kinds of services that Medicare will not cover (such as long-term
institutional care); however, a number of the surveyed policies offered what
was described as a substantial out-of-hospital prescription drug benefit.

Some of the policies surveyed by Consumer Reports included additional
restrictions, such as waiting periods for pre-existing conditions. While about
half of the companies represented in the survey accepted all applicants, some
companies required them to meet certain standards. Premiums for some
policies depend on the policyholder's age, while in other cases all persons are
charged the same amounts. Some policies are guaranteed renewable for the
life of the policyholder. Other policies are conditionally renewable, i.e., the
company can cancel so long as it does so for an entire class of policies in the
State.

Premiums. Despite the enactment of MCCA, premiums for Medigap
policies generally have risen this year, although there is substantial variation
among policies and among regions. The BC/BS Association reports that a
recent survey of its plans showed that the average annualized rate change for
Medicare supplemental subscribers since July 1, 1988 (the enactment date of
MCCA) was 8-1/2 percent.' The Health Insurance Association of America
reported that while commercial insurers do not report their premium rates to
the Association, the average increases would appear to be about 10 percent.7

The increases are attributable to a number of factors including:

t estimony of the Blue Cross/Blue Shield Association before the House
Energy and Commerce Committee, Apr. 6, 1989.

7Testimony of Health Insurance Association of America before the House
Energy and Commerce Committee, Apr. 6, 1989.
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* only the Part A benefit improvements contained in the MCCA were
effective this year;

* the timing of the premium adjustment may have coincided with a
normal request for a rate increase;

• higher medical care prices and utilization have increased health
insurance costs generally;

* some companies that previously used a single rate for each of their
standard supplement policies (for example Prudential) have moved
to area specific ratings; and

* some companies may be adding the new minimum benefits (such as
the deductible) as well as other coverage not previously provided.

Both the coverage offered and the associated premiums vary substantially
among insurance policies. Annual premiums for the most generous policies
surveyed by Consumer Reports were about $1,000 while certain policies rated
as 'Best Buys," with somewhat less comprehensive coverage, would cost about
$600.

Sales Practices by the Industry

The Baucus amendment was enacted in response to widespread reports
of abusive sales practices in Medigap policies sold to the elderly. It is generally
believed that these practices have diminished since enactment of that law.
However, violations still occur. Recent testimony by consumer groups and
attorneys before the House Energy and Commerce Committee in April 1989
and similar testimony by the Southwest Regional Office of Consumers Union
before the Senate Finance Committee in June 1989 cited a number of recent
violations. The types of abusive sales practices cited by these witnesses
include the following:

• misrepresentation;

• selling policies which duplicate coverage the senior already has;

* twisting (where agents encourage the elderly to switch, or "twist,*
old policies for new ones because of the substantially higher
commissions on new policies);

0 generating lists of names to sell to insurance agents ("lead
developing') through ads offering information about Medicare; and

* selling low value hospital indemnity policies or dread disease policies
to persons who already have Medicare and Medigap;
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The NAIC, in its testimony before the Energy and Commerce Committee,
agreed that some abuses still occur. However, it stated that the incidence was
considerably less than it was 8 years ago when the Baucus amendment was
enacted or even 3 years ago because of the efforts of State insurance
commissioners and the NAIC. It noted that in the 11 States that specifically
track Medicare supplement complaints, 8 reported less than 10 percent of
insurance complaints relating to Medicare supplement policies while 3 States
reported a figure slightly over 10 percent.

The NAIC cited a number of recent actions designed to curtail abusive

activities including:

" extensive consumer education Rctivities on the part of the States;

• State action barring and penalizing agents for selling duplicative
coverage;

* NAIC restriction on payment of first year commissions for
replacement business; and

" adoption of NAIC Rules Governing Advertisements of Medicare
Supplement Policies that include restrictions on celebrity advertising.



65

CRS-15

EMPLOYER-BASED PLANS

Many employers provide health benefits to their retired and disabled
workers. Typically they are medium and large size firms. Although coverage
varies, generally it falls into one of the following forms:

The plan has the same coverage for retirees as for active workers,
but subtracts what Medicare pays. This means the retiree must meet
at least the employer plan's annual deductibles and coinsurance.
This arrangement is often referred to as a Medicare carve out;

" The plan pays the difference between what Medicare pays and the
employer plan's total covered expenses. This means that Medicare
and the employer plan together pay for virtually all the retiree's
covered medical expenses. This arrangement is often referred to as
a coordination of benefits approach;

The plan pays an amount approximately equal to Medicare's
deductibles and coinsurance. This means that Medicare and the
employer plan together pay for virtually all of Medicare-covered
services. This arrangement is often referred to as a Medicare
supplement;

* No health insurance is provided, but the employer pays the Medicare
Part B premium.

Employer-based group health benefit plans are not covered by the section
1882 standards governing private medigap policies, but various other Federal
requirements apply to them.

Requirements for Employer-Based Plans

Generally, when employers provide health benefits to retired and disabled
workers also covered by Medicare, Medicare is the primary payer of dually-
covered health services. In the absence of other changes, the new benefits
offered under MCCA would increase the duplicative coverage for Medicare
enrollees covered under employer-based health plans.

MCCA, as amended by P.L. 100-485 (the Family Support Act of 1988),
includes a so-called "maintenance of effort* provision. Employers who on
enactment (i.e., July 1, 1988) provide health care benefits to employees or
retired former employees that duplicate by at least 50 percent the new
Medicare Part A benefits must provide to these employees or former employees
an amount of additional benefits or refunds, or both, that total at least the
actuarial value of the duplicative Part A benefits. Similar requirements are
applicable to duplicative Part B benefits. Duplicative benefits are defined as
those which are duplicative of the new benefits added by MCCA (excluding
covered outpatient drugs). Duplicative benefits are to be determined net of
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any premiums paid by employees or retirees that are attributable to the
duplicative benefits.

The maintenance of effort requirements are time-limited. The
requirements with respect to duplicative Part A benefits are effective during
1989 only and for duplicative Part B benefits during 1990 only. Special
provisions apply if there is a collective bargaining agreement in effect on the
date of enactment. In this case, the requirements are in effect through the
end of 1989 for Part A benefits and the end of 1990 for Part B benefits, or
if later, the expiration date of the agreement (without regard to extensions
after enactment). The law contains no enforcement or penalty provisions.
There is no maintenance of effort requirement after expiration of these
provisions.

Employers covered by the Part A maintenance of effort requirement are
those who, on enactment, provide duplicative Part A benefits whose actuarial
value is at least 50 percent of the 1989 national average actuarial value
(discounted to the date of enactment) of such new Part A benefits. Similarly,
employers covered by the Part B maintenance of effort requirement are those
who, on enactment, provide duplicative Part B benefits whose actuarial value
is at least 50 percent of the 1990 national average actuarial value (discounted
to the date of enactment) of such new Part B benefits. Public employers,
except the Federal Government, are included.

An employer may elect to compute the amount of the required benefits
or refunds-to be provided with respect to duplicative Part A or Part B benefits
either:

* as being equal to the respective national average actuarial values of
the new Part A or Part B benefits published by the Secretary; or

• the actuarial value with respect to that employer, computed using
guidelines published by the Secretary.

The Secretary is required before the beginning of each of 4 years
(beginning with 1989 for Part A and 1990 for Part B) to:

" calculate and publish the national average actuarial value of the new
benefits for the following year which will be used by employers who
elect to use the national figures; and

" publish guidelines to be used by employers who elect to use their
own actuarial values.

The Secretary is also required (before 1989 for Part A benefits and 1990
for Part B benefits) to publish guidelines to assist employers in determining
whether the maintenance of effort requirements are applicable to them.
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The provision does not applv to duplicative benefits provided under a
plan:

* to which more than one employer is required to contribute; and

" which is maintained pursuqnt t-o one or more collective bargaining
agreements between one or more employee organizations and more
than one employer.

It should be noted that some current employer plans provide relatively
extensive coverage at relatively little cost to retirees. Some of these
individuals will now be liable for the Medicare supplemental premium; they
may therefore pay more in total than they previously paid for their health
insurance coverage.

Exemption for Plans that are Primary Payers

Medicare is the primary payer for aged retirees who have other health
insurance coverage; however, Medicare becomes the secondary payer for certain
aged workers. Employers are required to offer their employees age 65 or over
and to spouses age 65 or over (of employees of any age) the same health
benefit coverage offered to younger workers. Employees have the option of
accepting or rejecting the employer plan. When a Medicare-eligible employee
accepts the employer plan, that plan becomes the primary insurer. Medicare
will make secondary payments if the plan pays only a portion of the charges
for covered services and primary payments for Medicare covered services not
covered under the employer plan. This provision is sometimes referred to as
the working aged provision.

For 1987-1991, similar requirements apply to disabled employees (or
disabled family members of current employees) of large employers. Large
employers are defined as those with 100 or more employees.

Medicare also becomes the secondary payer for a period of up to 12
consecutive months for individuals who are entitled to Medicare solely on the
basis of end-stage renal disease akid who are entitled to benefits under an
employer group health plan.

The maintenance of effort provisions make no specific reference to
persons covered under these employer-sponsored plans. However, the
conference report on P.L. 100-485 includes the following statement:

It is the conferees' understanding that in the case of an employer
who is a primary insurer for a Medicare beneficiary the maintenance
of effort provision does not apply for that employer for such
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beneficiary because Medicare is the secondary payer for such
beneficiary.8

The Congressional Budget Office (CBO) estimates that 3.3 percent of the
Medicare population has primary coverage under employer-based plans. 9

Status of Implementation of New Requirements

On December 6, 1988, the Secretary published a Notice in the Federal
Register 0 announcing the national average actuarial value of the additional
Medicare Part A benefits available in 1989. The 1989 value of the new
benefits is $65. The July 1, 1988 value was $61; 50 percent of this value was
$30.50. A comparable Notice with respect to duplicative Part B benefits will
be published at the end of 1989.

Under the Notice, employers are required to determine if they provided
on July 1, 1988, duplicative Part A benefits of $30.50 or greater. If so, they
are required to determine the duplicative value for 1989. The employer has
the option of using this 1989 value or the 1989 national average actuarial
value of duplicative benefits (i.e., $65) to determine the amount to be returned
to the beneficiary in the form of a refund or expanded benefits. The Notice
provides instructions for making these calculations.

The Notice states that the term "actuarial value" refers to the value of
the benefits to the employee, rather than the cost to the employer. Thus,
administrative and overhead costs are excluded.

If an employer provides only new benefits, a wide range of benefits may
be included. They may include payment of the Part B premium, provided the
employer was not already paying the Part B premium as of July 1, 1988.
Further, if an employer had already agreed to an increase in benefits prior to
July 1, 1988, which were to become effective on or after that date, they are
not considered to be additional benefits.

If an employer decides to make only a refund of money, the refund must
be available to the beneficiary by the end of the calendar year. Each
employee and retiree enrolled in the employer plan is to receive an equal
refund. The employer may make part or all of the refund in the form of an
offset against employee premiums. An employer may not increase the cost of

8U.S. Congress. House. Family Support Act of 1988. Conference Report
to Accompany H.R. 1720. House Report No. 100-998, 100th Cong., 2nd Sess.
Washington, U.S. Govt. Print. Off., Sept. 28, 1988. p. 197.

"Unpublished CBO data, Nov. 25, 1988.

"0Federal Register, v. 53, no. 234, Dec. 6, 1988, p. 49233.
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plan benefits to employees or reduce the amount of plan benefit to offset the
cost of additional benefits and/or refunds.

If an employer chooses to provide a package of additional benefits or a
combination of additional benefits and refunds, the employer is required to
take into account the timing of changes in the calculation of benefits and
refunds. For example, if the employer establishes an additional benefit
package for duplicative Part A benefits, effective July 1, 1989, it must either
provide appropriate refunds for the first 6 months or ensure that the
additional benefits beginning July 1 equal in value 1 year's duplicative
benefits.

The Notice specified that the maintenance of effort requirement does not
apply to plans where Medicare is the secondary payer.

Characteristics and Data on Employer-Based Plans

Data on the prevalence and nature of employer-based health benefit
coverage pertaining to retirees and the disabled is somewhat limited. It is
mostly from surveys intended to address broader questions about employee
benefits. Thus, many relevant details about how these plans operate with
respect to the retired and disabled populations are not available (or are not
necessarily conclusive).

One recent source of information is a periodic survey of employee benefit
practices of medium and large companies conducted by the consulting firm
Hay/Huggins Company, Inc. In its 1988 report,I Hays/Huggins indicated that
77 percent of the 656 employers who responded to questions about retiree
health benefits said that they provided somd sort of health care coverage to
their retirees. Five percent reported that they provided it to early retirees
only, 11 percent reported that they provided it to "normal" (i.e., age 65 and
over) retirees only, and 61 percent reported that they provided it to both early
and normal retirees. Somewhat similar results, not yet published by
Hay/Huggins, will appear in its upcoming 1989 report. The following table,
indicating the prevalence of various types of arrangements for retirees, shows
the results of the latest survey.

"The 1988 Hay/Huggins Benefits Report. Hay/luggins Company, Inc.
1988.
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TABLE 2. Prevalence of Various Types of Private Employer-Based
Health Benefit Plans for Retirees Found in Hay/Huggls Survey, 1989

Employer provides Employer reduces Employer Eploe
benefits that own plan $1 for only buys offers no
augment $1 for Medicare Part B plan to
Medicare retirees

45% 25% 5% 25%

Source: Hay/Huggins Company, Inc. Unpublished survey data.

Most private employer plans provide at least the same level of coverage
(when Medicare benefits are included) for retirees as for active employees. In
the 1988 Hay/Huggins survey, 81 percent of 461 respondents that cover
retirees over age 65 described their plans as such. Typically, the plans are of
the carve out form, where the plan provides the same benefits to retirees as
active workers subtracting any Medicare benefits that are paid.12
Approximately 11 percent of 627 respondents said they paid the Medicare Part
B premium for their retirees as part of their plan.

Slightly, over half of the respondents reported paying fully for the cost of
coverage for retirees over age 65. Slightly over one-third said that they paid
fully for dependents' coverage. The remainder reported either sharing the
cost with retirees or requiring them to pay for it by themselves.

12Melbinger, Michael S., and Timothy O'Donnell. The Medicare
Catastrophic Coverage Act of 1988 and Its Impact on Employer-Sponsored
Retiree Medical Plans. Employee Relations LJ., v. 14, no. 3, winter 1988.
This article cites some statistical data on the prevalence of the various types
of retiree health benefit plans reported in 1987 by the consulting firm, Mercer-
Meidinger-Hansen, Inc.



71

CRS-21

TABLE 3. Financing of Private Employer.Based Health Benefit
Plans for Retirees Found in Hay/Huggins Survey, 1988

Percentage of plans reporting
method of financing.

Retirees Retirees
under age 65 age 65 and older

For retirees:

Fully paid by employer ........... 51% 52%
Shared by employer/retiree ........ 32 28
Paid by retiree ................. 17 20

For dependents of retirees:

Fully paid by employer ........... 36 38
Shared by employer/retiree ........ 43 37
Paid by retiree .............. ..... 21 35

Source: 1988 Hay/Huggins Benefits Report.

The Hay/Huggins survey data do not represent a scientific sample.
However, they are consistent in various respects with a 1987 survey of
employee benefits conducted by the Bureau of Labor Statistics (BLS). That
survey, covering medium and large firms with a representative population of
21.3 million full-time workers, showed that, in 1986, 76 percent of the
workers were in plans where health benefit coverage extended into retirement
(see the following table). It found that where such coverage was provided, it
almost always continued up to age 65, and in 90 percent of the cases, it
continued after age 65. Employers provided the coverage at no cost to about
half of the retirees (although the study found that there had been a notable
decline in no-cost coverage from 1980 to 1986) but required about 15 percent
of retirees to pay the full cost. Employers shared the cost with about 30
percent of retirees under age 65 and about 22 percent of those age 65 and
older.
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TABLE 4. Prevalence and Financing of Private Employer-Based
Health Benefit Plans for Retirees Found in BLS Survey, 1987'

Survey participants:

With retiree coverage .................... 76%
Without retiree coverage ................... 21%

Type of coverage in plans with retiree health benefits:

Percent of retirees

Under age
65 with

Age 65 and
older with

Total with coverage ....

Same coverage as worker
Reduced coverage.....
Increased coverage ....

No coverage -.........

Financing of retiree health benefits:

Fully paid by employer ....... 51
Shared by employer/retiree . . . . 30
Fully paid by retiree ......... 15

.... (78)

.... (18)

.... 99% ........... 90%

........... (71)

........... (16)

. ... .. .. ... ( 1)

.. . . . 1 . . . . . . . . . . . . 10

. ............ 52

.... ........ 22

. ............ 14

'Totals may not equal 100 percent because some plans'
not determinable.

provisions were

bRetiree coverage is provided in one of these age groups but not the
other.

Source: U.S. Department of Labor. Bureau of Labor Statistics.
Employee Benefits in Medium and Large Firms, 1986. Bulletin 2281, June
1987.

While the BLS study found that retirees' health benefits were generally
the same as workers' benefits, 18 percent of retirees under age 65, and 16
percent of retirees age 65 and older, received reduced coverage. Also, a 1988
survey conducted by another benefit consulting firm, the Wyatt Company,
found that one quarter of the companies responding said that they had
modified their retiree health plans or anticipated doing so during the next
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year. Six percent had already taken action to reduce or eliminate future
retiree medical benefit liabilities.' 3  This trend is expected to continue
because of ongoing efforts by employers to pare their health benefit costs,
particularly those incurred on behalf of retirees.

'3Wyatt Company. Retiree Medical Plans: Problems on the Horizon. The
Compensation and Benefit File, v. 5, Jan. 1989. p. 10.
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FEDERAL EMPLOYEES HEALTH BENEFITS PROGRAM

Under FEHBP, Federal employees, retired and disabled annuitants, and
their dependents are offered health benefits from a range of participating
health benefit plans. The premiums are shared by the Federal Government
and by the enrollees." Premium payments are deposited in the Employees
Health Benefits Fund, from which benefits and administrative costs are paid.
The program is administered by OPM.

FEHBP Coordination with Medicare

FEHBP does not offer plans that are limited to supplementing Medicare's
coverage. Retired, disabled, and surviving Federal annuitants enroll in
FEHBP under the same coverage options (i.e., for Self Only or Family
coverage), pay the same premiums, are included in the same risk pools, and,
except for those with Medicare, receive the same benefits as active workers."

Federal annuitants obtain eligibility for Part A of Medicare the same way
as other retired and disabled people--either by having worked in employment
covered by the Hospital Insurance (HI) portion of the social security payroll
tax (as of 1983 virtually all Federal employment became covered) or as a
spouse of someone who has earned stich coverage. Similarly, their enrollment
in Part B is voluntary as it is with most other Part B enrollees. Except for
differences in the way supplemental premiums for Medicare catastrophic
coverage are calculated (discussed later), FEHBP annuitants with Medicare are
generally treated the same under Medicare as are all other Medicare enrollees.

Since most medical services are covered by both programs, Medicare and
FEHBP coordinate their benefit payments. By law, Medicare is the "primary
payer" (unless the FEHBP annuitant is still employed) as is the case for
retirees covered by private plans. In addition, OPM requires, for FEHBP
enrollees entitled to Medicare, that each health insurance plan participating
in FEHBP waive its hospital and/or medical deductibles and coinsurance.
Thus, FEHBP annuitants with Medicare have virtually 100 percent coverage

"The non-postal Federal contribution cannot exceed a specified dollar
amount or 75 percent of the premium cost, whichever is less. In 1989, the
maximum monthly government contribution will be $98.45 for Self Only
coverage and $215.54 for family coverage. The average government
contribution will be $157.09 and the average enrollee contribution will be
$89.57. (Source: OPM.)

"6To enroll, an annuitant must have participated in FEHBP (1) during the
5 consecutive years before retirement, or (2) for all service since their first
opportunity to enroll. Annuitants who cancel their FEHBP coverage cannot
later re-enroll in the program.



75

CRS-26

of services covered by their FEHBP plans--an arrangement similar to the so-
called coordination of benefits plans found in the private sector.

Although the new Medicare catastrophic benefits may provide additional
coverage for annuitants enrolled in the few FEHBP plans that have
significant gaps in their catastrophic coverage, it probably will have little
effect on the benefits of most FEHBP enrollees. Many of these new Medicare
benefits would have been paid by FEHBP, so to a large extent the new
catastrophic coverage merely shifts costs from one Government program to
another. This was recognized when the new law was formulated, and a
provision was included requiring that FEHBP enrollees with Medicare receive
a rebate equal to the value of those new Medicare benefits that duplicate
FEHBP's.

Rate reduction. The law requires OPM, in consultation with carriers
offering benefits under FEHBP, to reduce rates charged to persons who are
also covered by Medicare. The reduction is equal to the amount (prorated for
each covered Medicare eligible individual) of the estimated cost of the new
benefits.

A Medicare eligible individual is defined as any annuitant, survivor of an
annuitant, or former spouse of an annuitant who is: a) eligible for FEHBP
benefits, b) eligible for Part A benefits, and c) covered by Part B. Further,
Medicare must be the primary source of health care benefits for such
individual.

Funds in the Employees Health Benefits Fund are available without
fiscal year limitation for costs incurred by the OPM in making the rate
reduction.

The Director of OPM determined that the premium reduction for 1989
would be $3.10 per month for each eligible FEHBP participant." This
reflects the value of the new duplicative Part A benefits in that year. The
rebate is added to the retiree's check. GAO recently reviewed the calculation
and concluded that it was reasonable.17 The value of the duplicative benefits
(and therefore the rebate) would be expected to rise in the future, particularly
in light of the fact that the 1989 amount does not include any Part B and
drug benefits since those aspects of the new law do not take effect until 1990
and later years.

OPM Study. The law required OPM to conduct a study regarding
changes to FEHBP that may be required to incorporate plans designed
specifically for Medicare-eligible individuals and to improve the efficiency and

"6Federal Register, v. 53, no. 207, Oct. 26, 1988, p. 43308.

"7U.S. General Accounting Office. U.S. Employee Health Benefits. Rebate
of Duplicative Medicare Coverage. GAO/HRD 89-58, Mar. 1989.
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effectiveness of the program. OPM was required to submit a report to the
Senate Committee on Governmental Affairs and the House Committee on
Post Office and Civil Service by April 1, 1989. Any supplemental plan
recommended by the OPM was not to duplicate benefits for which payment
may be made under Medicare. Any recommended plan had to cover
Medicare's coinsurance and deductible charges and could offer additional
payments for uncovered benefits or for covered benefits whose Medicare
payments are limited by a fee schedule.

OPM also was required to report to the appropriate committees of
Congress by April 1, 1989, whether it is feasible to adopt the standards issued
by the NAIC (pursuant to the requirements described above) for supplemental
policies provided under FEHBP.

A report on these two issues wis transmitted to the Committees in May
1989.

Characteristics and Data on FEHBP Coverage of Annuitants

Of 4 million Federal workers and annuitants (i.e., civil service retirees
and survivors) enrolled in FEHBP in 1989, an estimated 1.5 million (38
percent) were annuitants. An additional half million annuitants were not
enrolled in FEHBP."&

OPM estimates that 783,000, or 51 percent, of Federal annuitants
enrolled in FEHBP and 351,000 spouses had Medicare Part A protection. An
estimated 791,000 annuitants had Part B protection (as did an additional
350,000 spouses). Approximately 60,000 of these annuitants (and 27,000
spouses) had only Part A coverage; some 68,000 of them (and 26,000 spouses)
had only Part B coverage.'

OPM further estimates that of the 1 million annuitants over age 64, an
estimated 760,000, or 76 percent, were eligible for Part A.'

"$These estimates were prepared by the Congressional Research Service
(CRS) using unpublished OPM data. About 45 percent of nonenrolled
annuitants waived FEHBP coverage-.many of them presumably are in some
other medical plan (e.g., a spouse's plan, another employer's plan, a private
policy etc.)--and the rest are ineligible.

U.S. Office of Personnel Management. A Report on Offering Medicare
Supplemental Plans to Federal Annuitante. May 1989.

qrbid.
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Measures of Fairness and Duplication of FEHEP Coverage of
- Annuitants

Two recent reports requested by Congress addressed the question of the
fairness of FEHBP to Federal annuitants and the extent to which it
duplicates coverage provided under Medicare.

OPM study. As required by the MCCA, OPM studied the idea of offering
Medicare supplemental plans under FEHBP to Medicare-eligible enrollees.
While the report illustrated a number of possible approaches, OPM concluded
that it would not be desirable to create such plans until the more
fundamental problems currently affecting FEHBP were "addressed and
corrected.* The report stated:

It is our considered opinion that while Medicare supplemental plans
may offer the eligible population simpler, more stable and more
appropriate coverage, an isolated action to remove these enrollees
from the general risk pool would increase Government costs, increase
costs to many (and the most vulnerable) enrollees, and quite possibly
destabilize the entire program with consequences not entirely
foreseeable.

2 1

The report also concluded that if a supplemental plan were adopted for
FEHBP enrollees with Medicare, it would be feasible to conform it to the
NAIC standards that currently apply to such policies in the private sector.

Other related concerns examined by the Congressional Research Service
(CRS). Similar matters relating to the fairness and duplication of coverage
for FEHBP enrollees with Medicare were recently examined by CRS in a

.report requested by the House Committee on Post Office and Civil Service.2
The following issues were addressed.'

-Medicare subsidization of FEHBP. Because Medicare pays for much of
their medical bills, FEHBP enrollees with Medicare argue that they are paying
for duplicative protection--i.e., for coverage under FEHBP that they already
get from Medicare-and that they and the Medicare program therefore are
subsidizing other FEHBP participants.

21Ibid.

'U.S. Congress. House. Committee on Post Office and Civil Service.
The Federal Employees Health Benefits Program. Possible Strategies for
Reform. Committee Print No. 101-5, 101 Cong., let Sees. Washington, U.S.
Govt. Print. Off., May 24, 1989.

2'Segments of the following discussion were taken directly from the CRS
report.
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Both CRS and OPM data show that FEHBP enrollees with Medicare cost
FEHBP less than enrollees of the same age who are not covered by Medicare.
The CRS report showed that for 1989, the estimated "pure premium'2

averaged across all plans is $2,582 for all enrollees and $2,026 for enrollees
with Medicare.

TABLE 5. FEHBP Plan Costs as Reflected in Pure Premiums'
for Enrollees with and without Medicare, 1989

Type of Medicare Nonmedicare All
coverage enrollees enrollees enrollees

Single ........... $1,429 $1,612 $1,563

Family .......... $2,623 $3,302 $3,194

All enrollees ...... $2,026 $2,720 $2,582

"Premiums net of all administrative expenses and reserves. See footnote
24.

Source: Developed by CRS using OPM data.

The recent OPM study showed that FEHBP enrollees with Medicare
incurred lower relative costs under FEHBP than other annuitant enrollees
ages 55-65 and those age 65 and older not having Medicare.

TABLE 6. FEHBP Costs for Selected Groups of Enrollees
Expressed in Relative Cost Factors, 1989

Type of Active Annuitant Medicare Non Medicare
coverage employee (ages 55-65) enrollee (ages 65+)

Single 1.0 1.9 1.4 3.9
Family 1.0 1.4 0.9 2.6
Average 1.0 1.5 1.1 3.1

Source: OPM. Report on Offerring Medicare Supplemental Plans.

2"Pure premium" is defined as the actual total premium charged by
carriers (including both Government and employee contributions) net of all
administrative expenses and reserve requirements. It is the amount of
estimated claims (or benefits) paid by plans tcward enrollee medical expenses,
and thus represents the value (and the cost) of the plan's coverage.
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However, the question of whether FEHBP enrollees with Medicare
subsidize other FEH3P enrollees is not answered simply by data indicating
that their cost to FEHBP is less than that of some other enrollees. Although
they may feel that they have "paid for" their Medicare benefits separately, and
question why Medicare benefits they receive should reduce the premiums of
other FEHBP enrollees, in reality the value of their Medicare benefits far
exceeds what they paid in Medicare taxes and premiums. This phenomenon
is true for current Medicare enrollees generally but is even more pronounced
for current Federal annuitants, because many have obtained Medicare
eligibility through their spouses' covered employment or by being
"grandfathered" into the system when Federal workers were covered in 1983.
Thus, for argument's sake it would seem that the issue of whether enrollees
with Medicare subsidize other FEHBP enrollees should take account of the
inherent subsidy that they receive through the Medicare program, a subsidy
provided in part by younger Federal workers currently contributing to
Medicare.

As time passes, more and more Federal employees will work their entire
career under Medicare (since Federal employment is now covered). Therefore,
they will receive no more of a subsidy than the general population.
Nevertheless, the argument that the Federal Government as the provider of
both forms of insurance should integrate benefits under both programs, as
private employers do, could still apply.

--Value of FEHBP for enrollees covered by Medicare. Another related
issue is whether FEHBP enrollees with Medicare pay more in FEHBP
premiums (i.e., what they actually pay out of pocket for their FEHBP
insurance, and disregarding the Government contribution) than they receive
in benehts from FEHBP? While the Mledicare program pays for most (about
70 percent)' of their dually covered medical costs, FEHBP enrollees with
Medicare pay no FEHBP deductibles and coinsurance, and generally have high
medical expenses because of their age. Thus, their costs to FEHBP are still
substantial even though Medicare pays much of their bills. The key question
is whether the value of what are, in effect, supplementary benefits provided
by FEHBP exceeds the premiums they pay.

The following table shows that the average pure premium value for
FEHBP enrollees with Medicare is $2,026 while the average actual premium
paid by enrollees with Medicare is only $1,079. The difference between the
pure premium value and the actual cost to the enrollee (their share of the
premium) is, of course, due almos'. entirely to the effect of the Government
contribution (the Government's share of FEHBP costs). From this data, it
would appear that, in the aggregate, FEHBP enrollees with Medicare receive
more from FEHBP than they pay in premiums (with the Government picking
up the difference in cost through its share of premium payments). Their
aggregate benefits are almost double what they pay.

'Derived from unpublished 1989 OPM data.

a-spolvw V I _ .- - - . - - - - . - - . - - .
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TABLE 7. Annual FEHBP Pure Premium Value Compared
to Enrollee Share-of Actual Premiums for

Annuitants with Medicare, 1989

Pure Enrollee share Gainb on actual
Type of premium of actual premium for
coverage value' premium Medicare enrollees

Single .......... $1,429 $ 807 77.2%

Family ......... 2,623 1,352 94.0

All enrollees ..... $2,026 $1,079 87.7%

"'Pure premium" as discussed in footnote 24.

bPure premium value that exceeds enrollee share of premium.

Source: Derived from OPM data.

-Potential overinsurance. Part of the perception of FEHBP enrollees
with Medicare that they get a "bad deal" from FEHBP may be due to a
tendency to overinsure themselves when choosing a FEHBP plan. Because
OPM requires that FEHBP plans waive their coinsurance and deductibles for
enrollees with Medicare, these enrollees have virtually 100 percent coverage
of hospital and doctor expenses. Therefore, it is very advantageous for
enrollees with Medicare to select plans with low premiums, while disregarding
deductibles and coinsurance requirements (since they are waived). However,
data show that many enrollees with Medicare select plans with high
premiums, for which they receive little added protection.

In 1989, it is estimated that about 97,000 (12 percent) of FEHBP
enrollees with Medicare are in the three most expensive plans.2 They make
up 36 percent of the total enrollees in these plans. Only 54,000 enrollees
with Medicare are in HMOs, compared with 67,000 annuitants without
Medicare and 279,000 active workers.

It is estimated that 48 percent of all annuitants in BC/BS High Option
are entitled to Medicare (65 percent of those age 65 or over have Medicare).
Fifty percent of all annuitants in Aetna High Option are entitled to Medicare
(62 percent of those age 65 or over have Medicare). One might think that
part of this phenomenon could be ascribed to the need to provide high
coverage to a spouse not entitled to Medicare, but annuitants who elected Self
Only coverage show the same pattern (49 percent of the Self Only in BC/BS

"These plans have premiums at least 90 percent higher than the average
of all FEHBP plans.
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High Option are entitled to Medicare--and 63 percent of those age 65 and
over).

Although the 1989 figures are not yet final, preliminary data from OPM
show that in the latest open season BC/BS High Option lost 63,000
annuitants, a 19 percent reduction, while BC/BS Standard Option gained
81,000 annuitants. Almost 60,000 annuitants switched from High to Standard
Option within BC/BS. Such data indicate that annuitants with Medicare as
a group may have begun making more economical choices about their FEHBP
coverage relative to their health insurance needs."

-The impact of the Medicare catastrophic provisions on FEHBP enrollees
versus private sector retirees. Basically, Medicare's now catastrophic health
benefit provisions impact Federal annuitants in the same way as they do
private sector retirees. However, there are a few differences.

In the Federal sector, the law requires that a rebate be given to FEHBP
enrollees with Medicare, based on the amounts the new Medicare benefits are
estimated to save the FEHBP plans. (As previously mentioned, in 1989 these
expected savings have resulted in a $3.10-a-month rebate.) In the private
sector, employers that provide retiree health benefits under plans that
duplicate at least 50 percent of the new Medicare catastrophic benefits must
provide the retirees with an equivalent amount of additional benefits under
their plans or refund the amounts saved because of the Medicare duplication.

One difference between the two sectors, however, is that there is no
expiration of the provision requiring OPM to provide FEHBP rebates for the
duplicative coverage, while for private employers, the so-called "maintenance
of effort" requirements (either to add benefits or to refund savings) apply only
through 1989 with respect to Part A overlaps and only through 1990 for Part
B overlaps. Further, these maintenance of effort provisions do not apply to
benefits provided under collectively bargained multiemployer plans.

Another difference is in the way the new Medicare income-related
premium (the surtax) is computed. Social security benefits are not taxable if
the retiree's adjusted gross income (AGI) plus half the benefits are less than
$25,000 ($32,000 for a couple), and thus social security benefits count in
determining the new Medicare surtax only for higher-income retirees. When
AGI plus half the benefits exceed the $25,000 and $32,000 thresholds, no more
than half the ocial security benefits can be taxable (and thereby count in
computing the surtax). Federal annuities, on the other hand, are largely
taxable (usually 90 percent or more) without income thresholds, and therefore
ordinarily would count- in computing the surtax for virtually any Federal

"Retirement Life. May 1989. p. 16. Whether the switching from High
to Standard Options was due to an overall increase in understanding by
annuitants of their situation, or to the effect of the new Medicare catastrophic
coverage, is unclear.
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annuitant eligible for Part A of Medicare. Because it was perceived to be
inequitable to charge Medicare enrollees with equal amounts of retirement
incomes different supplemental premiums merely because of the way different
kinds of retirement income are treated for income tax purposes, the new law
includes an adjustment for retirees with governmental annuities. In 1989, 15
percent of $6,000 ($9,000 for a couple) of the Federal annuity (or the whole
amount of the annuity if smaller) can be deducted from the enrollee's tax
liability in the computation of the surtax. The $6,000 and $9,000 figures
were explicitly set as a surrogate for the portion of the Federal annuity that
is analogous to social security benefits (and therefore would be partially or
fully exempt from taxation).

Using a rough measure of whbat portion of a Federal annuity might be
viewed as a "substitute" for social security--40 percent for a worker with a
"typical" Federal career--it would appear that the $6,000 exclusion ranges from
being adequate to being too generous for Federal retirees with annuities under
$15,000 or so in 1989. However, for those with annuities in the low $20,000
range and modest amounts of additional taxable income ($5,000-$10,000), the
$6,000 exclusion may be too small and thus the surtax may be said to be too
large. At higher income levels, the situation reverses itself again slightly, but
overall the $6,000 exclusion appears to be adequate. Thus, because the
exclusion rules are broad proxies for the influence of social security on the
surtax computation, the actual effect of the supplemental premiums on
Federal retirees can be different from that of retirees with similar income
levels in the private sector.
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MILITARY RETIREES

Military retirees become entitled to Medicare at age 65 since military
service is covered by the program (since 1957). Military service, however, does
not entitle an individual to FEHBP. A military retiree will not have FEHBP
benefits unless the retiree or his or her spouse has become eligible from
having worked in Federal civilian employment.

Military retirees may obtain health care services from a Department of
Defense (DOD) facility, and if qualified, from a VA facility. As of the end of
FY1988, approximately 435,000 military retirees over age 65, plus an unknown
number of dependents, were entitled to receive services from DOD or VA
facilities. The number of who actually received such services is unknown.
Use of such facilities is contingent upon access to a facility and availability
restrictions

MCCA made no changes in existing provisions relating to the military
health services system. Those military retirees who have a sufficiently high
income will be required to pay the new Medicare income-related premiums.
Some of these individuals may continue to obtain health care (subject to
availability restrictions) at a DOD or VA facility.

'Military retirees under age 65 receive health care services through the
Civilian Health and Medical Program of the Uniformed Services (CHAMPUS)
and the Civilian Health and Medical Program of the Veterans Administration
(CHAMPVA). CHAMPUS also covers the eligible dependents of active duty,
retired, and deceased members of the uniformed services. CHAMPUS pays
part of the costs of certain health care services furnished by civilian providers.
CHAMPVA provides similar benefits for the eligible dependents of certain
veterans. A CHAMPUS or CHAMPVA beneficiary loses entitlement to
CHAMPUS or CHAMPVA if he or she qualifies for Medicare Part A.
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PREPARED STATEMENT OF SENATOR DAVID L. BOREN

Mr. Chairman: I want to thank you for calling this hearing today to further dis-
cuss the Catastrophic Coverage Act. You have been most attentive to the concerns
that we have heard from our constituents and from our colleagues about the pro-
gram and you have acted promptly in calling these two hearings in the last six
weeks.

I fully supported the Mitchell/Bentsen resolution in June calling for the Finance
Committee to revisit several issues of particular concern. I voted for this resolution
because I feel that it is the Committee s responsibility to respond to and address the
problems that have developed over this legislation. In the June 1 hearing here in
the Finance Committee, we reviewed the method of financing that President
Reagan directed, that of requiring those who would benefit the program to pay for
the program. This has come to be known as the "surtax." Since the collection of the
1989 supplemental premiums has begun, estimates suggest that there may be as
much as a $9 billion surplus over the next 4 years. I support your efforts, Mr. Chair-
man, to reduce the premiums to the level needed to run the program. It was never
intended to collect more money that needed from our senior citizens.

The second item of review, that of the possibility of making the program volun-
tary, is also of special interest to many of my constituents. When this measure origi-
nally passed the Senate in the 100th Congress, the program was voluntary, but was
changed in conference with the House of Representatives. There are many Oklaho-
mans who are Federal or military retirees, or who otherwise have company policies
that offer duplicative benefits, who are especially concerned about this measured Al-
though the catastrophic act addressed this issue and requires employers to offer ad-
ditional benefits or refund a portion of the premium, this is an item that continues
to be debated and deserves to be the focus of this hearing.

Again, Mr. Chairman, thank you for calling for this hearing today to explore the
possibility of these changes.

PREPARED STATEMENT OF SENATOR JOHN H. CHAFEE

Mr. Chairman, I applaud you for holding these hearings. Today we are to focus on
two issues that have been at the" center of the controversy over the new catastrophic
benefits: the duplication of coverage and the mandatory nature of the coverage.

I, for one, have always believed that the new catastrophic coverage should be vol-
untary. I have joined with Senator Baucus in sponsoring a bill which would do this
by tying the coverage to Part B. Making catastrophic voluntary-as it was in the
original Senate-passed bill-has the potential to address most of the complaints that
have been levied against the new benefits. Seniors will have the opportunity to
review the coverage, compare it to what they may already have through an employ-
er or private policy, and make a decision. Those who want it will have that option.
Those who don't can opt out by opting out of Part B.

I still believe that the Catastrophic Coverage Act offers a package of good, solid
benefits that provide real protection against catastrophic expenses. 56 percent of all
Medicare beneficiaries will get this catastrophic coverage for only $48 per year in
addition to their usual Part B premium. Another 28 percent will get it for less than
$350 dollars per year. This is a real bargain when you consider that Medigap poli-
cies-many of which do not include the catastrophic benefits that people actually
need most-can cost anywhere from $600 to $1500 per year.

And even those who will pay the maximum supplemental premium-which
amounts to only 6 percent of allMedicare beneficiaries still receive a sizable subsidy
on their total Medicare benefits: $800 per year even for the least-subsidized group,
according to CBO. As good a value as it is, however-people should have the oppor-
tunity to make that choice for themselves.

As for duplicated coverage, making the program optional will also address many
of these concerns as well. We should also make adjustments that will allow the cata-
strophic benefits mesh better with plans from private employers and the Federal
Government.

The real duplication problem, as I see it, lies with private Medigap plans. Not
that the Medicare catastrophic benefits duplicate Medigap plans-we specifically
prohibited that in the law and need to make sure the prohibition is enforced. The
real problem is the duplication among private Medigap plans. As many as a third of
senior citizens own two or more Medigap policies-some own as many as a half
dozen plans that are virtually identical. In response to high-pressure sales tactics
that prey upon their fears, the elderly are overinsuring themselves with policies
that often are of dubious value. There is good reason to be concerned that states are
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not being aggressive enough in regulating the plans, with result that abuses in the
private Medicare market persist despite the regulations we enacted in 1980.

The long and short of it is this: no matter how much we do to eliminate overlap
between Medicare catastrophic and other plans, the duplication among private Me-
digap policies will still exist unless we take action on that front as well. This is an
area where the elderly are spending, in some cases, thousands of dollars per year on
coverage that is completely superfluous. Directing our attention to these abuses
would be time well spent, in my opinion, and would be a real benefit to senior citi-
zens.

Thank you, Mr. Chairman.

PREPARED STATEMENT OF SENATOR DAN COATS

Mr. Chairman, I would like to thank you for the opportunity to present my views
on the Medicare Catastrophic Coverage Act (MCCA).

It is clear that the MCCA must be re-examined based on the information-that has
come to light since the law was passed last year. The estimates of program costs, the
problem of duplication for people forced to pay the surcharge, and the views of the
group who the law is intended to help combine to make it timely for this Commit-
tee, and Congress as a whole, to look at the goals we envisioned when this law was
being shaped.

The latest numbers from the Congressional Budget Office (CBO) show a disturbing
drop in the MCCA's projected contingency margin, especially in the drug insurance
trust fund. I am not aware of one Medicare program that has come close to meeting
projected costs since this system was launched in 1965. The overruns are legendary.
Common sense tells me that when the planned margins for the MCCA begin to drop
so sharply in just one year, there is little hope that the program will not be severely
in the red by 1993. The hard reality of the budget deficit makes it clear that budget
neutrality is a basic requirement that Congress cannot ignore in dealing with the
MCCA, and the present scheme makes that most unlikely.

Another factor that must not be overlooked is the large number of seniors who
have duplicate coverage with the MCCA and are being forced to pay the supplemen-
tal premium. According to the Congressional Research Service (CRS) of the Library
of Congress, an astonishing 29% of the non-institutionalized Medicare beneficiaries
have at least some health insurance coverage from an employer. There is another
sizable group that works and receives health insurance as a fringe benefit. Although
these seniors are fortunate to have medical benefits, they are still hard pressed to
pay an additional tax for coverage they do not need. It would be far better to re-
structure MCCA to cover basic acute care needs, eliminate the supplemental premi-
um and let the seniors choose whether they want it.

Finally, since one of the basic tenets of the law is that it be beneficiary financed,
it is important that the MCCA have the support of a goodly portion of the seniors.
As we all know, a substantial portion of the elderly oppose it. According to a Wirth-
lin Group poll that was conducted in May of this year, the 59% of the seniors who
were aware of the program opposed it by a margin of 53%-31%. Even those who
favored the program believed the benefits were not worth the costs. Those of us who
serve in this body do not need a poll to know how the seniors feel. I have received
almost 9,000 pieces of mail about the MCCA, and the overwhelming majority do not
like this law.

It is not reasonable to expect a consensus on a law as complex as the MCCA, how-
ever, the discontent in Indiana is not the result of a clever mass mail campaign by a
narrowly focused group. Every senior I meet in town meetings, or any other meet-
ing, make it a point to tell me how much they dislike this law. I believe that the
MCCA should be beneficiary financed, however the cost should be cut and the bene-
fits realigned so that seniors will have good reason to conclude that the whole pack-
age is a good deal and worth supporting.

Mr. Chairman, I know you are well aware of the questions that have been raised
about the MCCA, and I would like to commend you for holding this hearing so-that
these problems can be addressed. I believe seniors deserve an acute care program
that will meet their basic needs at a cost that they can afford. As I explained above,
this program should be budget neutral, beneficiary financed, and redrawn to cover
basic acute care needs so that it would be actuarially sound to make it voluntary.
As you know, I have introduced S. 1174, a bill that I believe abides by these princi-
ples. I urge you and this committee to give it your most serious consideration as the
debate on the MCCA continues.
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Your leadership will be critical to saving the worthwhile idea of-acute catastroph-
ic care for the elderly, and I look forward to working with you to meet this chal-
lenge.

PREPARED STATEMENT OF SENATOR BOB DOLE

Participation in the Medicare Program should not be viewed as a burden, but that
in fact is the situation we have created. The new benefits that were added by the
catastrophic bill are a mixed blessing. The problems we are faced with are both
those related to the apparent duplication of coverage being experienced by some and
the size of the premium being faced by others. Senator McCain and others have
done an excellent job of alerting us to these real problems.

With respect to the duplication of coverage being experienced by some, there is no
question that the problem is real. An attempt was made to address some of these
concerns at the time of passage of the bill but more may well be necessary. Military
retirees in particular have a legitimate complaint. Federal employees also deserve
our attention as changes in FEHBP were certainly anticipated but have not yet oc-
curred.

The witnesses before us today will no doubt have different views as to what the
problem is and what the solutions should be. But the solution is not in the view of
this senator simply a question of replacing the supplemental premium with general
revenues.

However, at a minimum we should return to the position taken by the Senate at
the time of passage of the bill and link participation to Part B so it is voluntary. If
in fact the benefits are as good as mary argue they are, then people will choose to
be covered. In my view people have the right to make a choice.

With respect to the bigger issue of the size and structure of the premium, the jury
is still out. If in fact a surplus truly exists adjustments should be made.

However, if we find that we do not have a surplus, and there is still dissatisfac-
tion with the program perhaps the next step should be to review the benefits them-
selves. I for one believe that we may have taken on more than was necessary and
that we could handle. The respite benefit and the drug benefit are among those that
may warrant careful review.

I am looking forward to the testimony of those here today as it will hopefully
assist us in making appropriate adjustments in the program.

PREPARED STATEMENT OF CONGRESSMAN HARRIS W. FAWELL

Chairman Bentsen, thank you for giving me the opportunity to testify before you
on the issue paramount to most senior citizens in the United States today, the Medi-
care Catastrophic Coverage Act of 1988.

Joan Beck, syndicated columnist with the Chicago Tribune recently stated: "Thou-
sands of senior citizens have tried very hard to change the Medicare Catastrophic
Care Act-in all the civics textbook ways. They have written bags full of letters to
members of Congress. They have formed coalitions, lobbied, held meetings. They
have had surveys and polls taken. They have persuaded sympathetic members of
Congress to introduce bills to repeal or postpone or amend the law-and watched
the proposals molder in committees, it they get that far."

Your consenting to having this hearing today to review the financing portion of
the bill and the voluntary aspect of the law is commendable.

A review of this type, while commendable, is not sufficient. I still believe the only
way to right the wrong of passing Public Law 100-360 is to repeal the whole thing.
Congress made a mistake and now Congress owes it to the citizens it serves to cor-
rect that error.

We passed a law outlining benefits for a group of people without considering what
that group of people wanted in a benefit program. We then demanded, through a
mandatory surtax, for those same people to pay for those benefits even if they never
took advantage of them. Finally, we even went so far as to craft this surtax so that
it mandates subsidizing of another group of people, those seniors who pay no incomE
tax. This special tax on a special group of people to subsidize yet another group has
never been done before, and now we know why.

The House Republican Research Committee Task Force on the Medicare Cata-
strophic Care Act recently came to a consensus to support the proposal put forth by
Senator McCain, with a minor adjustment. I introduced, H.R. 2q70, June 28, 1989. It
provides for a one year delay of all Part B benefits, the drug benefit, and the supple-
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mentary premium. It retains on schedule, the extended hospital and skilled nursing
home care provisions as well as the three Medicaid provisions included in Public
Law 100-360.

We feel that for Congress to do justice to this issue and really respond to the sen-
iors' concerns, we need at least a year to fully review each benefit of the current
law and determine whether or not this is the expansion of Medicare seniors want in
order to meet their catastrophic health care needs and how such needs can be equi-
tably funded.

Senator Bentsen you have stated your support for a reduction in the supplemen-
tal premium. I do not advocate such a move for several reasons. First, changing esti-
mates of income tax revenues to finance the Catastrophic Care Act does nothing to
correct the fatal flaws of this legislation which expands Medicare in the wrong di-
rection. Second, the supplemental premium, even if reduced (probably only tempo-
rarily) is still an open-ended age discriminatory special income tax, primarily
weighted upon middle-income seniors. Since it is a "tax upon a tax," it is a perma-
nent "double hit" against seniors every time there is a change in the definition of
taxable income or a change in income tax rates. Thirdly, Congressional cost esti-
mates of the Medicare program have been notoriously underestimated. For instance,
the projected costs of the Medicare program for 1990, made in 1965, was $8.8 billion.
We all know it will be in excess of $100 billion! Considering the current disputed
estimates between CBO and HCFA, I believe it would be imprudent to tamper with
estimates of financing this Act.

The Finance Committee has also circulated the idea of making the benefits of this
Act voluntary. As I understand it, however, a person could opt out of catastrophic
coverage only if he or she also opted out of Part B.

We all know that seniors have supported and built their retirement years around
Part B since it was first offered. Few could sacrifice that coverage in order to opt
out of the catastrophic package.

If you posed the option of a TRULY voluntary catastrophic package to seniors, the
vast majority of middle income seniors would not take it. The Congressional Budget
Office knows this and seniors know this. So what you are doing is making an offer
that you know people cannot accept.

Only a straight repeal or at the very least, a real review, through a one year
delay as suggested by Senator McCain, will allow us to get to the heart of the
matter.

The letters senior citizens have written Joan Beck best summarizes their feelings:
"Their letters call the Medicare Catastrophic Coverage Act a hoax, a sham, a rip-off,
a catastrophe itself, a nightmare, a clever ploy to soak retirees and shave the defi-
cit, a sick joke, a swindle, 'elderly bashing,' and in the words of a veteran from Bes-
semer, Alabama, "a financial Pearl Harbor sneak attack."

PREPARED STATEMENT OF ARTHUR S. FLEMMING

DUPLICATION OF COVERAGE

I. Introduction
A. Save Our Security (SOS) is a coalition of over 100 national, state and local,

aging, and disability groups. Founded in 1979, by the late Wilbur I. Cohen, SOS sup-
ports a strong Social Security and health care system in America.

B. There has been widespread national concern over the financing of the Medi-
care Catastrophic Protection Act of 1988, P.L. 100-360.

1. The SOS Coalition supports all the new benefits incorporated in this Act.
2. Member organizations of the SOS Coalition share, however, a common con-

cern over the inequities that are built into the coordination provisions in the
Medicare Catastrophic Protection Act of 1988.

3. They do not believe that any beneficiaries should be placed in a position
where they are called upon to pay twice for essentially the same benefits.

4. This situation confronts State and local retirees, Federal retirees, and
many retirees who have health benefits under employer-sponsored retiree
health plans as well as retirees who receive catastrophic benefits under HMOs.

C. As a partial response to the duplicative payment issue there was included in
the Medicare Catastrophic Protection Act a maintenance of effort provision which
requires any employer (including state and local governments) that was previously
providing to their retirees 50 percent or more of the benefits included under the
Medicare catastrophic program (including prescription drugs) to provide either addi-
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tional benefits or a cash rebate to the retirees equal to the value of the duplicative
health benefits. This obligation only applies for one year with respect to improve-
ments under Medicare Part A, and one year with respect to the improvements
under Part B, or until the end of an existing collective bargaining agreement (if
later).
I. Body

A. The SOS recognizes that the duplicative payment issue could be alleviated by
amending the maintenance-of-effort provision so as, for example, to provide for:
-making it permanent for persons who have already retired applying it to all indi-

viduals covered under employer-sponsored retiree health plans which provide
duplicative coverage and not simply individuals who retired prior to the date
the Medicare catastrophic program was enacted

-applying it to all of the benefits provided under an employer-sponsored health
plan which duplicates any of the benefits provided under the Medicare Cata-
strophic Protection Act.

-lowering the threshold for applying the maintenance-of-effort obligation so that it
applies to any employer which previously provided 25 percent or more of the
benefits added under the Medicare catastrophic program.

1. Such steps would alleviate but not-meet head-on the duplicative payment
issue.

2. We believe that there is an additional step, however, that could be taken
that would really clear the air.

B. We believe that the law should be amended to allow employers (including State
and local governments) in lieu of the maintenance of effort obligation, to make pay-
ments to Medicare on behalf of all retirees in lieu of their making the supplemental
payments themselves equal to the annual actuarial value of the catastrophic pro-
gram for which they are now paying minus the amount of the flat premium in that
year. If a payment based on the actuarial value leads to a revenue shortfall then
the payment by the employer could be equal to the amount the beneficiary would
have paid.

1. The companies should still be required to make a rebate to each retiree (or
add additional benefits) equal to the value of the flat premium.

2. The existing Catastrophic Health Insurance law forces only the retirees
who are involved in the duplicative issue to pay increased out-of-pocket costs.

a. Employers will be realizing substantial savings.
b. The extent of the decrease in employer expenditures is documented in

the June 14, 1989 testimony before the Ways and Means Subcommittee on
Oversight by Lawrence H. Thompson, Assistant Comptroller General,
Human Resources Division of the General Accounting Office: Medicare Cat-
astrophic insurance will reduce companies' costs for retirees age 65 and
over by 5 percent in 1989, by 15 percent in 1990, and by 19 percent when
fully phased in .... After incorporating savings from the Medicare cata-
strophic legislation, our estimate of companies' accrued retiree health li-
abilities falls to $197 billion, a 13 percent decrease. If the nation's employ-
ers had started advance-funding these accrued liabilities in 1988, their first-

- year funding costs would have been $28 billion. This is about 3 times their
1988 pay-as-you-go costs.

c. In brief, under existing law the employer's financial burdens are re-
duced and the retiree's burdens are increased.

3. Under the Buy-In proposal-
-On balance the employer community would not be paying more over any given

period of time than they otherwise would pay for these benefits as they would
in effect simply be making a change in insurance carriers.

-Also the Government would not suffer a revenue loss because the revenue ob-
tained by the employers' purchase of catastrophic benefits from Medicare would
offset the lostof surcharge revenues.

-Duplicative payments for catastrophic benefits would be eliminated.
C. If a decision is made to permit employers (including State and local govern-

ments) to purchase catastrophic benefits from Medicare we recommend that the fol-
lowing additional steps be authorized:
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1. Permit employers who are not currently paying for catastrophic benefits
for retirees to purchase these benefits from Medicare in lieu of the retirees
making the supplemental payments themselves.

2. Authorize the Federal Government, as an employer, to make payments to
Medicare on behalf of all Federal retirees for the catastrophic benefits in lieu of
the retirees making the supplemental payments themselves.

3. Similarly, authorize Health Maintenance Organizations (HMOs) to pur-
chase catastrophic benefits from Medicare in lieu of their Medicare benefici-
aries making the supplemental payments themselves.

III. CONCLUSION

A. We recognize that this proposal does not deal with the fundamental issue,
namely, that improvements in Medicare should be financed by the entire ',commu-
nityl, and not just by beneficiaries.

B. It would, however, deal with an inequitable situation-a situation which if it is
not corrected will undermine confidence in the Federal Government's commitment
to fairness.

PROPOSALS TO MAKE MEDICARE CATASTROPHIC PROGRAM IVOLUNTARYP

I. Introduction
A. Two proposals have been advanced to make the Medicare catastrophic program"voluntary."

1. One proposal would allow retirees to decide to drop out of the catastrophic
program but continue to be covered by the Medicare Part B program.

2. Another proposal would allow retirees to drop out of the catastrophic pro-
gram only if they also decided to drop out of the Medicare Part B program.

B. Either one of these proposals would start the nation down the slippery slope of
seriously weakening one of the basic concepts incorporated in our Social Security
program, namely, the concept of compulsory and therefore virtual universal cover-
age.
II. Body

A. The concept of compulsory coverage has brought some genuine benefits to our
nation.

1. Because Social Security covers virtually all employment a very high per-
centage of our working population build their eligibility and credits wherever
they work which in turn provides them with an added incentive to move when-
ever such a move is in their best interest and oftentimes when it is in the na-
tion's interest.

2. The success to date in resisting efforts to dilute the concept of compulsory
or universal coverage by permitting individuals to voluntarily leave all or parts
of the Social Security System has helped to keep the System on a sound finan-
cial basis by protecting it against adverse selection.

a. Anytime persons are given the right to withdraw voluntarily from any
part of the System, the System runs a genuine risk of losing far more of the'good" than the "bad" risks.

b. If this happens the System will have to obtain additional revenues to
replace its loss of revenue from "good" risks in order to meet its commit-
ments to the "bad" risks.

c. In addition some of the "good" risks that leave will discover that they
made the wrong choice and, as a result, the nation may find it necessary to
provide them with support through the welfare system.

3. There is no doubt that the adoption of either one of these roposals for vol-
untary withdrawal from the Medicare Catastrophic plan would lead to adverse
selection.

a. It is clear that the adverse selection would be greater if the beneficiary
is not required to also withdraw from Part B.

b. Adverse selection would also be greater if the issue of duplication of
payments for catastrophic coverage is not dealt with in an adequate
manner.

B. Even a small step down the slope of a "voluntary" approach to Social Security
of compulsory or universal coverage-which some may allege these proposals to
be-is almost sure to encourage other exceptions with a resulting serious weakening
of the concept.
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III. Conclusion
A. Whenever we narrow the definition of the "community" participating in any

aspect of our Social Security System we will pay a price-the price of weakening the
System.

B. Dr. Rashi Fein, one of the nation's leading authorities in the field of health
care, says "We paid a price, I fear a heavy price, when we redefined "community"
and opted for a financing system in which the group at risk is supposed to finance
its own services."

C. We would pay a price-a heavy price-if we redefined "community" b retreat-
ing from the concept of universality by authorizing "voluntary" withdrawal

SAVE OUR SEcuRrry (SOS)
July 12, 1989.

Hon. LLOYD D. BENTSEN,
US Senate,
Washington, DC.

Dear Senator Bentsen: I appreciate very much your providing me with the oppor-
tunity of testifying before you and members of your committee on the Medicare Cat-
astrophic Protection Act.

If your time had permitted in the question and answer period would have-
-underlined our opposition to proposals for postponing the effective date of the

Act.
-stated our opposition to solving the financing problem by eliminating the pre-

scription drug benefit.
-associated myself with Senator Pryor's efforts as Chairman of the Select Com-

mittee on Aging to endeavor to identify the causes for the projected sharp in-
creases in drug prices.

I would appreciate it if this letter could be made a part of the record of the hear-
ing.

Again, thank you so much for the time and thought you are giving to health
care-an issue which belongs close to if not at the top of our nation's domestic
agenda.

Sincerely,
ARTHUR S. FLEMMING, CO-CHAIR.

PREPARED STATEMENT OF LINDA JENCKES
Mr. chairman and members of the committee, I am Linda Jenckes, Vice President

of Federal Affairs for the Health Insurance Association of America. HIAA is a trade
association representing some 350 insurance companies who write approximately 40
percent of the health insurance in this country. While 60 member companies under-
write private Medicare supplement policies, the top ten carriers write the lions
share of this business.

I'd like to begin by saying that we empathize with you. Members of congress
aren't the only ones having to explain to confused senior citizens the changes in
their benefits, premiums, and taxes that have come as a result of the catastrophic
legislation. The HIAA, its member companies, and their agents are also being inun-
dated with calls from reporters, consumer groups, and policy holders seeking infor-
mation and explanations. I'm not sure anyone quite expected this degree of benefici-ardiguiet.eThfact is, industry representatives spent a good deal of time during the consid-

eration of the catastrophic bill working with congressional committees to assure a
smooth transition for the 70 percent of Medicare beneficiaries who also have private
insurance to supplement Medicare. The HIAA also worked with the Nationa Asso.
ciation of Insurance Commisioners and state insurance department officials to
guarantee continuity of coverage for policy holders during this confusing period.

As the fruit of these efforts, the catastrophic bill included clear provisions requir-
ing that all Medicare supplemental policies be amended to eliminate any duplica-
tion with the expanded Medicare benefits by January 1, 1989. As each state of the
catastrophic benefits are phased in over the next three years, private insurers must-
(1) inform policy holders of the changes, (2) issue policy riders eliminating duplicate
coverage, and (3) commence rate adjustment proceedings with the state insurance
departments in order to guarantee that policy holders get appropriate premium ad-
justment for the amended coverage. These steps are required for all Medicare sup-
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plemental policies in force. Beneficiaries with employer provided health insurance
to supplement Medicare are getting cash rebates or new benefits as required by the
"maintenance of effort" provision of the Catastrophic Act.

To my knowledge, all of the provisions in the catastrophic legislation which set
out the steps to be taken by state insurance regulatory officials to assure a swift
and efficient transition have occurred as planned and with little contention. The
National Association of Insurance Commissioners has met all of the deadlines for
amending its model regulations for Medicare supplemental policies.

States are now in the process of adopting the appropriate statutory and regula-
tory changes necessary to conform with Congress' expectations. It is also my under-
standing that the overall goals of Congress in adopting and subsequently enhancing
the 1980 Baucus amendments (P.L. 96-265) which establish the framework for Fed-
eral standards and state regulation of Medicare supplemental policies, are being ful-
filled. That has been the testimony of the General Accounting Office and the Health
Care Financing Administration as stated in reports to Congress.

Let me describe the pattern of private health insurance coverage sold to the Medi-
care population.

Nearly all elderly Americans participate in the Medicare program. Less under-
stood is the extent that the elderly are covered by other health insurance policies.
Data from the Bureau of the Census indicate that approximately 71.5 percent of the
30 million elderly are covered by private health insurance, and another 11 percent
have Medicaid coverage.

Although 90 percent of the elderly are no longer actively engaged in the wor4
force, employer-sponsored health insurance still plays a major role for many elderly
in protecting them against the cost of health care. Date from the Employee Benefit
Research Institute indicates that about one of every four elderly citizens 7.6 million
individuals-have employer-sponsored health retirement benefits. A recent survey
of 500 elderly conducted by HIAA and Response Analysis would place that figure at
over 30 percent.

Another HIAA survey found that employers pay an average of 85 percent of the
cost for single coverage, and 77 percent for family coverage. Thus, a typical single
retiree will pay $15 per month while a family retiree pays $48 per month. Employ-
ers also pay the full cost of Part B Medicare premiums For over 40 percent of their
retirees, and 34 percent of their spouse. Employer-sponsored health plans are es-
sentially continuations of active employee coverage. Nearly 75% of these plans are
"Medicare carve out plans" where the employer calculates the benefits payable
under the plan and reduces the payments by what Medicare pays.

Benefits in retirement plans are broad; for example, 94 percent of retirees are cov-
ered for prescription drugs and 91 percent have home health coverage. Nearly 90
percent have catastrophic thresholds after which the beneficiary is no longer re-
sponsible for co-payments.

Our surveys also show that over 80 percent of the elderly remain satisfied with
both the costs and benefits of their private coverage. Over 80 percent of owners of
private policies plan to retain their current policies, three percent plan to drop
them, and 15 percent don't know.

I would also like to comment on the fact that your attention is occasionally drawn
to the marketing of insurance to the elderly. While numerous Congressional hearing
have shown that the problems addressed by the Baucus Act in 1982 still crop up,
there are procedures in place to find, prosecute, and eradicate the improper and ille-
gal activities of those unscrupulous agents and companies who would take advan-
tage of the elderly. Since one of the primary functions of the state insurance depart-
ments is to protect the consumer from marketing abuse, we think it appropriate
that the occasional abuse that are reported to be dealt with at that level. Let me
assure you, Mr. Chairman, that the HAA will continue to Press for changes in state
insurance regulations that will help weed out "bad apples' and promote increased
consumer protection. We are presently working with Representative Dingell (D-
Mich) chairman of the House Energy and Commerce Committee, as well as the
NAIC to develop a proposal which would eliminate duplication of Medicare supple-
mental policies. We would be happy to provide you with this proposal if you would
like to consider it.

In our opinion, this is not an area where Congress needs to add more statutes to
the law books. In addition to 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. All 50 states have enacted legis-
lation that is equal to NAIC Medicare Supplement Minimum Standards Model Act.
The text of the Unfair Trade Practices Act is lengthy; it addresses virtually every
aspect of company and agent activity and prohibits practices such as providing false



92

information or advertising, rebates, unfair discrimination, unfair claim settlement
practices and other unfair methods of competition or deceptive acts or practices.

Insurance departments have other sanction authority such as the agent licensing
laws which also enable the state to issue fines, revoke licenses and publicize the re-
sults of disciplinary actions. While we have enough laws; how to improve their en-
forcement remains a valid question. The National Association of Insurance Commis-
sioners is addressing this very issue in a hearing scheduled for July 21 here in
Washington. The Commissioners have a number of consumer protection measures
under consideration. They should be given a change to conclude their deliberations.

I would now like to discuss the role that professional health insurance agents play
in selling and serving Medicare supplemental policies, and the use of Medicare sup-
plemental policy loss ratios as a measure of the policy's value to consumers.

Because licensed agents help bring health insurance to millions of individuals
young and old, their important role should not be misunderstood or underestimated.
Agents can perform all of the following services for the elderly: explain Medicare's
benefits, describe how policies will pay benefits, hand deliver policies and review op-
tions; answer questions; assist in claims filings, and help schedule medical Provider
reviews.

Seniors who are members of a group or association which offers access to a group
Medicare supplement policy, as some 40 percent of beneficiaries are, probably buy
through the mail, and never see an agent. However, about 25 percent of benefici-
aries chose to purchase individual Medicare supplemental policies through a profes-
sional health insurance agent in the neighborhood.

The fact that approximately 8 million seniors turn to agents for advice on their
health insurance needs is testimony to the value of the service they offer. Under-
standing the Medicare program and its benefits can be difficult and confusing. Bene-
ficiaries in need of advice can call the regional Social Security office, the local Medi-
care carrier or intermediary and the area senior's consumer hotline. Or, they can
rely on their local licensed professional health insurance agent, or call one from the
yellow pages. In the vast majority of cases, the elderly turn to the agent who has
the training, time and answers to best help them.

In recognition of the importance of the service that agents provide, the Federal
and state minimum standards for individually sold Medicare supplemental policies
require a 60 (65 percent in some states) loss ratio rather than the 75 percent loss
ratio for group policies including the AARP's products.

While direct mail and associations can be used to sell basic policies which meet
the Federal minimum standards, companies have found that many people want a
trained agent to explain Medicare benefits and the need for supplemental coverage,
including long-term care.

Isolated cases of marketing abuse are inherently difficult to eradicate. We in in-
dustry remain committed to doing all that is reasonable to eliminate the problems. I
am none-the-less confident that all those seniors who purchase or maintain Medi-
care supplemental policies year after year find good value in these products and in
the service provided by the professional health insurance agents who advice them.

Why are Medicare supplemental premiums increasing? There are several reasons
why premiums for Medicare supplement policies have increased in 1989, despite the
enactment of the Catastrophic Coverage Act.

First, some aspects of the Catastrophic Act which have had a favorable impact on
private supplemental insurance premiums. According to actuaries at the Health
Care Financing Administration, the full actuarial value of the new catastrophic hos-
pital and skilled nursing facility benefits which went into effect on January 1, 1989,
is $65/year per beneficiary. We estimate that this factor all alone represents a bene-
fit reduction of 8-12 percent in the average Medicare supplement policy.

There are, on the other hand, a number of premium increasing factors that more
than offset this reduction.

(1) The Medicare Part A deductible was increased from $540 to $560 in 1989.
Based on past experience, we expect approximately one-quarter of the 32 million
Medicare beneficiaries to enter a hospital at least one in this calendar year. Since
most Medicare supplement policies cover the $560 hospital deductible, this repre-
sents an increase of raw claims cost of approximately five dollars per beneficiary.
The impact on premiums for the average policy will be an increase of approximately
1.5 percent.

(2) Effectively January of 1989, Congress approved a three percent increase in the
prevailing charges paid to participating physicians for primary care services (e.g.,
office visits, emergency department services and skilled nursing care). The prevail-
ing charges for other Medicare covered services for participating physicians will in-
crease one percent. Since Medicare supplemental policies pay the 20 percent of Med-
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icare allowable charges for which beneficiaries are liable, increases in prevailing
charges automatically increase the cost of private policies by an amount identical to
the percentage increase in Medicare's payments to Part B providers.

(3) Despite experiencing normal increases in claims costs, many companies report
that premium increases were deferred in 1988 until it became clear what type of
catastrophic legislation Congress would adopt. Once the legislation was passed in
mid 1988, companies began to plan for the cost implications of the benefit adjust-
ments associated with the Catastrophic Act requirements and therefore made up for
the deferral of premium increases in 1988. The net effect of waiting was to increase
the premiums needed in 1989.

(4) When one looks at the causes for the largest reported premium increases, you
will probably find that the insurer involved has started to use area specific rating.
Many of the largest Medicare supplemental writers, including the AARP/Pruden-
tial, Blue Cross and Blue Shield Plans and other commercial insurers formerly
charged a single rate for each of their standard supplement policies. This year, how-
ever, many companies have moved to regional rating, i.e., charging higher premi-
ums in those areas of the country where medical care charges are the highest.
While this has resulted in smaller or no premium increases for beneficiaries in
areas where Medicare costs are low, some surprisingly high increases have occurred
in high cost urban areas.

(5) Each of the aforementioned factors contribute to rising premiums, but even
when combined, they still are no match for rising medical care costs. Since the ma-
jority of the claims liability for Medicare supplemental insurers stem from the
twenty percent of Medicare approved Part B charges which are left for beneficiaries
to pay, this line of business is subject to all of the same forces that drive up Medi-
care Part B costs.

Insurers across the nation have noticed a significant upward swing in the volume
of physician and out-patient claims. So has Medicare. Because of rising physician
fees, greater volume of services provided the elderly, and coverage for the new tech-
nologies which make it possible to do procedures in other than the hospital setting,
Medicare Part B payments have doubled in only five years from $13 billion in 1983
to $28 billion in 1988. That's a compounded rate of 16 percent per year.

Like Medicare Part B, Medicare supplement companies are seeing huge increases
in the volume of claims they receive. We suspect this is due in part to providers
"debundling" of services. Debundling, or increasing the volume of covered services
per beneficiary, is one way providers can compensate for recent Federal restrictions
and cutbacks in provider payments. Medicare and Medicare supplemental insurers
are defenseless against this form of provider cost shifting.

We also feel the effect of the incentives built into the Medicare prospective pay-
ment system which encourages a shift away from impatient hospital treatment
more to outpatient procedures. Outpatient procedures are covered primarily by Part
B and at 80 percent of Medicare's allowable fee versus 100 percent when done on
hospitalized patients. This also means that Medicare supplemental policies must re-
imburse 20 percent of a sharply increasing number of outpatient claims.

I wish to stress that Medicare supplemental premiums are increasing because
companies are seeing increases in both the cost and volume of medical claims which
exceed savings from the Catastrophic Coverage Act. Annual increases in claims
costs per beneficiary in the order of 16-18 percent are common. While there are a
large array of factors which caused claims costs to increase at this level each~year,
cost increases for Medicare supplemental policies closely parallel increasing Part B
costs to Medicare. Only drastic nationwide solutions can effectively cope with sky-
rocketing expenditures for physician services.

CONCLUSION

While the HIAA tried to convince the Congress that long-term care needs of the
elderly should be a higher priority for Congress than expanded Medicare coverage
for hospital and doctors services, the industry has adjusted to the will of Congress
and is amending its benefits accordingly. We do hope, however, that you see the
wisdom of directing whatever future Federal health resources may become available
for the elderly, into tax incentives that will accelerate a developing market for pri-
vate long-term care policies (which a favorable tax incentive would offer). They also
feel that the government's role should be limited to providing care for the poor and
near-poor.
Attachments.

28-055 - 90 - 4
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THE ELDERLY AND THEIR HEALrH CARE COVERAGE

(Prepared by: Thomas Rice, Ph.D. and Katherine Desmond, submitted to: Health Insurance Association of
America)

INTRODUCTION

The purpose of this document is to report on findings from a national survey of
Medicare beneficiaries, conducted in April and May of 1989. The survey, sponsored
by the Health Insurance Association of America (HIAA), was designed to address a
number of important questions concerning Medicare coverage and private supple-
mental insurance policies owned by the elderly. These included:

* How much do the elderly know about the recent changes in Medicare that came
about as a result of the Medicare Catastrophic Coverage Act?

" How concerned are they about the remaining gaps in Medicare?
* How satisfied are they with the changes in Medicare brought about by the

recent legislation?
* What types of private health insurance policies do they have and how did they

purchase them?
" How satisfied are they with their private insurance policies?
* Do they plan to drop their private insurance as a result of the legislation?
" If they are briefed about the new legislation's benefits, do they respond any dif-

ferently?

BACKGROUND

Political Context
Last year, Congress made some substantial changes in the Medicare program-

the first major changes in the benefit and financing packages that beneficiaries
have seen in the nearly 25 years since the program was enacted. Rather than rejoic-
ing, however, there has been a great deal of public opposition to the Medicare Cata-
strophic Coverage Act among the elderly, centered largely on its financing methods,
but also on what some consider to be its shortcomings in protecting the elderly from
catastrophic health care expenses.

There are now a number of proposals before Congress to revamp the legislation.
These include making the additional benefits and payments (monthly premiums and
additional income taxes) voluntary, lowering maximum income tax liabilities,
spreading the cost of program benefits beyond the elderly, and even scrapping the
new benefits in their entirety. It is difficult for Congress to act, however, since it is
unclear whether the public opposition is that of a vocal (and relatively wealthy) mi-
nority or, alternatively, is broad-based.

Beyond the issue of the legislation's popularity, another issue of concern is what
spillover effects, if any, will be felt in the private insurance market. Over 70% of
Medicare beneficiaries own private health insurance to supplement Medicare,1 an
estimated $13 billion market in 1986.2 A question raised by the legislation is wheth-
er beneficiaries will now drop their private health insurance coverage because they
believe Medicare's new benefits will provide sufficient protection.
The Medicare Catastrophic Coverage Act

The Medicare Catastrophic Coverage Act (MCCA), enacted by Congress in 1988,
makes a number of changes in both program benefits and financing that will be
phased in over the next several years. The three most important new benefits in-
volve hospital care, Part B expenses (primarily, physician care), and prescription
drugs. Beginning in 1989, beneficiaries are no longer responsible for substantial
daily copayments for hospital stays in excess of 60 days, and furthermore, they must
pay the $60 initial deductible only once in a single calendar year. Starting in 1990,
there will be a $1,370 annual cap placed on Part B copayments. Prescription drug
coverage-an entirely new Medicare benefit-will be phased in between 1991 and
1993; ultimately, Medicare will pay 80% of drug costs after an annual deductible of
approximately $600 is met.

There are a number of other benefit enhancements as well, most notably liberal-
ization of Medicaid regulations in order to allow the spouse of a nursing home resi-
dent to retain enough income to avoid impoverishment. Although there were some
modest changes in the Medicare nursing home benefit, one of the primary com-
plaints about the legislation is that it does not extend Medicare coverage to long-
term nursing home care. This is the type of care that is most likely to impoverish
the elderly.3
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Unlike prior Medicare benefits, thejew ones are to be financed entirely by pro-
gram beneficiaries. Most of the cost will be-funded through the controversial "sup-
plemental premium," which is actually an additional amount of income tax to be
paid by an estimated 40% of the elderly. The maximum tax liability, which will be
paid by less than ten percent of the elderly, is scheduled to be $800 per person
($1,600 for a couple). In addition to the supplemental premium, the Part B monthly
premium charged to all program beneficiaries whose incomes are above the poverty
level will rise by four dollars.

After the benefits are fully phased in, the following expenses will still be borne by
beneficiaries (or by their private insurance policies): the initial $560 hospital deduct-
ible; the $75 Part B deductible and 20% coinsurancb payment until annual expenses
of $1,370 are incurred; all non-assigned physician charges above what Medicare
deems to be reasonable; the first $600 of prescription drug costs; and 20% of all ad-
ditional prescription drug costs during a year.

THE SURVEY OF MEDICARE BENEFICIARIES

To address the research questions posed above, a telephone survey of 500 Medi-
care beneficiaries was conducted in April and May of 1989. The survey, carried out
by Response Analysis, Inc. in Princeton, New Jersey, was based on a nationally rep-
resentative sample chosen using random-digit dialing.

In conducting the survey, it was found that only a small fraction of those house-
holds contacted were eligible, because only those households that had at least one
person age 65 or over and on Medicare were accepted into the sample. Individuals
who were dually eligible for Medicare and Medicaid were not interviewed because
they do not normally purchase private health insurance to supplement Medicare.

Response Analysis was able to ascertain eligibility information for 71% of the
telephone numbers that were determined to be for residential households with
working telephones. The majority of the remaining 29% hung up before or during
the screening interview. Of the households for which it was possible to establish eli-
gibility, 85% did not have anyone age 65 or older, and a few others were excluded
because the elderly residents were not eligible for Medicare or were dually eligible
for Medicare and Medicaid. Of the households that met all of our eligibility stand-
ards, 68% completed the interview. On average, there were six calls necessary per
completed interview; the interviews themselves lasted an average of 19 minutes. To
ensure the representativeness of the sample, when there was more than one person
age 65 or older in the household, the person with the next birthday was chosen for
the interview.

Of the 500 completed interviews, 391 (78%) owned private insurance to supple-
ment Medicare and 109 did not. In order to assess the impact of respondents' level
of understanding of the recent changes in Medicare, a "split-sample" technique was
employed. Half of the private insurance owners were briefed by the interviewer on
the details of the new legislation's benefits, and the other half were not. Instead,
they were quizzed to determine their level of understanding. Nonowners were not
briefed and therefore were given the quiz.

One interesting aspect of the survey was that elderly respondents were asked
whether they or someone else was more familiar with their private health insur-
ance policies. If someone else was said to be more familiar, then an attempt was
made to contact that person to find out the desired information about health insur-
ance coverage, including whether the original respondent was likely to drop his or
her health insurance policy in the wake of the MCCA. Curiously, only 14 of the 391
policy owners said that someone else was more familiar with their insurance. In
these cases, we used the information from the original elderly respondent to con-
struct all variables except those concerning their experience and satisfaction with
private health insurance. We suspect that the reason that so few people claimed
that someone else was primarily responsible for insurance decisions was that the
question was asked well after the interview had begun, and respondents were reluc-
tant to admit that they were not the best person to speak with.

Table 1.-CHARACTERISTICS OF THE SAMPLE COMPARED TO THE ELDERLY POPULATION AS A WHOLE

Demographic Characteristic Our Sam(percent

Age:
65-74 ........................... ................................................ ... 65.2

National
Sample'
(percent)

59.3
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Table 1.-CHARACTERISTICS OF THE SAMPLE COMPARED TO THE ELDERLY POPULATION AS A
WHOLE-Continued

Our an~e National
Demographic Characlefistic ( C-S

75 and over ...................................................................................................................................... 3 4 .8 4 0 .7
Sex:

M ale ......................... .............. ...... .................................................................................................. 3 3 .6 4 0 .6
Fem a le .............................. .... ....................................................................................................... 6 6 .4 5 9 .4

Race:
B lac k ....... ............................................. ................................................... 5 .8 8 .4
H isp a n ic .................................................................. ......................................................................... 0 .4 3 .0
O ther ................................................................................................................................................. 9 3 .8 8 8 .6

Marital Slatus:
M a rried .............................................................................................................................................. 4 7 .9 5 5 .7
U n m a rried ..................... ................................................................................................................... 52.1 4 4 .3

Education:
0 -1 1 Y ea rs ....................................................................................................................................... 3 8.2 4 8 .8
H igh Schoo l G rad ............................................................................................................................. 3 2 .1 3 0 .8
Som e College ..................................................................................................................................... 2 9.7 20 .3

Employment Status:
Em p loyed ................................................................................................................................ . 7 .7 10 .7
N ot Em ployed ................................................................................................................................... 9 2.3 89.3

1 Source: Statistical Abstract of the United States, 1989 (see note 4).

Table 1 shows some of the characteristics of our sample, in comparison with na-
tional figures published in the Statistical Abstract of the United States.4 Although
our sample does differ somewhat from the national figures, no clear pattern
emerges. Compared to the national figures, our respondents were more likely to be
(or claim to be) somewhat younger, female, white, unmarried, better educated, and
not employed. Some of the differences probably can be explained by the nature of
the telephone survey. For example, Hispanics may be under represented because of
language problems over the telephone, and younger Medicare beneficiaries might be
over represented because they are more likely to live in private residences. Other
differences, however, are more perplexing. For example, it is odd that our sample
exhibits traits that are indicative of both higher economic status (e.g., more educa-
tion) as well as lower economic status (e.g., female, unmarried). One possibility is
that respondents were less truthful about some personal characteristics (particular-
ly, education) to our interviewers than they may be to census takers. The reason
that our survey may have over represented females (and therefore, probably the un-
married as well) may have been that females were more likely to answer the phone
and were more willing to be interviewed. Although an attempt at randomization
was made by asking to interview the elderly person with the next birthday, it is
possible that in some cases this was not followed by respondents. Finally, since our
sample was the result of a random selection process, some difference from census
figures is to be expected.

FINDINGS: THE MEDICARE PROGRAM

The Elderly's Knowledge of the Recent Changes in Medicare
One purpose of the survey was to ascertain the degree to which the elderly under-

stand the recent changes in Medicare. On the one hand, one might expect their
knowledge levels to be high given the intensive amount of press coverage concern-
ing the changes. On the other hand, previous research has shown that the elderly
appear to understand few of the specifics of their Medicare coverage.5

To assess knowledge, we asked nine questions about the recent changes in Medi-
care to 303 individuals: the half of the split sample of owners whom we did not brief
(N = 194), and those who did not own private insurance policies (N = 109). For each
item, the respondent was asked to indicate whether the statement was correct, in-
correct, or that he or she did not know. We explicitly gave the "Don't Know" choice
so that we could reduce the amount of guessing, and therefore better gauge true
knowledge levels.

The nine questions (with answers in brackets) represented six aspects of the legis-
lation:
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Hospital Coverage
* With the new catastrophic coverage, Medicare will cover all costs of a hospital

stay, except for an initial payment of about $500 [True].
Physician Coverage

* Medicare will cover all costs that your physician charges you for services
[False].

e Medicare will cover all reasonable costs of physician services after the first
$1,400 or so per year is paid [True].
Nursing Home Coverage

a Medicare will cover most of the costs associated with a six-month nursing home
stay [False].
Prescription Drug Coverage

o When the new legislation is fully phased in, Medicare will cover some of the
costs associated with prescription drugs [True].

e Medicare will pay 80% in of all reasonable prescription drug costs during a
year [False].
Spousal Impoverishment

o Medicare will provide some protection to the husband or wife of a nursing home
patient to avoid loss of all of his or her assets in paying for nursing home care
[True].
Financing

* All people who have Medicare will be required to contribute toward the cost of
the new Medicare benefits through an increase in the monthly premium [True].

* All people who have Medicare will be required to contribute towards the cost of
the new Medicare benefits through an increase in their Federal tax payments
[False].

We constructed these questions because they seemed to capture the primary as-
pects of the new legislation. Admittedly, some of the issues are not as cut-and-dried
as we indicate. For example, only those above the Federal poverty level are required
to contribute $4 a month in additional premiums; we did not believe that this
nuance would affect our results, particularly because people who received Medicaid
benefits were excluded from the survey. Another example concerns the nursing
home benefit. Although the new legislation could, in theory, provide coverage for up
to five months, the press has made it clear that the vast majority of nursing home
sta s still will not qualify for Medicare coverage.

Table 2 shots the percentage of sample members who responded correctly to each
question. What is most noteworthy are the extraordinarily low knowledge levels ex-
hibited. For the nine questions, the average percentage of correct answers was only
28%. Knowledge levels varied a great deal, however, from question to question. For
example, 47% knew that Medicare did not cover all physician charges, but only an
astoundingly low 9% were aware that not everyone had to pay more in Feeral
taxes to finance the program.

Other findings were just as surprising. For example, in spite of the fact that much
of the debate on the MCCA centered on Medicare's lack of coverage for long-term
nursing home care, only 19% of respondents knew that Medicare would not cover
most of the costs of a six-month nursing home stay. Many observers would claim
that the centerpiece of the new legislation is prescription drug coverage, yet only
39% knew that Medicare was planning to include any such benefits.

Table 2.-PERCENTAGE OF ELDERLY CORRECTLY ANSWERING SELECTED QUESTIONS ABOUT THE
MEDICARE CATASTROPHIC COVERAGE ACT

Percent of
Item Re ,ns

Covers all hospital costs except deductible ............................................... ................................................................... 34.1
Doesn't cover all physician charges ................................................................................................................................ 46.5
Covers all reasonable charges after $1,400 ............................. .................................................................................... 15.5
Doesn't cover most costs of six m onth nursing home stay ............................................................................................ 19.1
Covers som e prescription drug costs ................................................................................................................ . 38.6
Doesn't cover 80% of all prescription drug costs .......................................................................................................... 23.5
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Table 2.-PERCENTAGE OF ELDERLY CORRECTLY ANSWERING SELECTED QUESTIONS ABOUT THE
MEDICARE CATASTROPHIC COVERAGE ACT-Continued

Perwnt of
Item Re

Provides spousal im poverishm ent protection ................................................................................................................... 18.5
All m ust pay m onthly prem ium ...................................................................................................... ..... . . . . ..... 48.5
All do not have to pay additional incom e taxes ............................................................................................................. 8.9

We conducted statistical tests (t-tests and one-way analysis of variance) to deter-
mine if there were differences in knowledge levels by a number of characteristics.
We found (with significance levels in parentheses) that those with the highest scores
were younger (10%), married (1%), Caucasian (1%), better educated (1%), and
wealthier beneficiaries (1%). Not surprisingly, education was a particularly impor-
tant determinant of knowledge. For example, beneficiaries who had attended at
least some college correctly answered an average of 3.5 questions right, compared to
only 1.7 for those who did not finish high school. Nevertheless, the fact that the best
educated of the elderly correctly answered only about one-third of the questions un-
derscores how poor knowledge levels really are.

We came away from this part of the survey with a sense of disappointment. As we
will report next, the elderly have formulated opinions about the MCCA; unfortu-
nately, these opinions appear to be based on ignorance rather than facts. Given that
this piece of legislation has received an unprecedented amount of press coverage-
beginning with the Bowen Commission study a year before passage of the legislation
and continuing to this day -it is indeed surprising how little of this information
has been assimilated.
Concern About the Remaining Gaps in Medicare

We asked respondents six questions regarding their concern about some of the
gaps that remain in Medicare even after passage of the MCCA. These questions
were asked of all 500 respondents. (Owners of private policies were asked what their
level of concern would be if they did not have any insurance to supplement Medi-
care.) Respondents were given four choices: "very concerned," "somewhat con-
cerned," "not too concerned," and "not at all concerned." The specific expenses ad-
dressed were:

" the first $560 of a hospital stay
" the $1,400 in Part B payments
" doctor bills higher than the Medicare allowed amount
" the first $600 in prescription drug costs
" paying for a long nursing home stay
• paying for dental care
Figure 1 shows the proportion of respondents who were either very concerned or

somewhat concerned about these expenses. The message that emerges is that the
elderly are very worried about incurring out-of-pocket costs. Stated in a different
way, it appears that they strongly desire first-dollar coverage, which probably helps
explain why we later find that so few plan to drop their private insurance coverage
in the wake of the MCCA.

Looking just at the proportion of the sample who said they were "very con-
cerned," it is perhaps not surprising that 78% expressed this feeling about long
nursing home stays, and even that 71% felt that way about excessive physician
charges. Both of these expenses are unknowns, and therefore have the potential of
causing great financial hardship. What was more surprising to us was the concern
expressed over expenses that were fixed and, by most standards, not terribly high,
especially when compared to supplemental health insurance premiums. (As dis-
cussed later, our respondents reported paying mean annual premiums of $718). For
example, two-third (66%) were very concerned about the first $600 of prescription
drug costs, and 56% were very concerned about the hospital deductible.

We do not mean to imply that the elderly are mistaken in their concern-obvious-
ly, it is a subjective assessment. Rather, what emerges from the findings thus far is
a group of people whose understanding of the Medicare program is weak, and who
appear deal with the resulting uncertainty by desiring coverage for any remaining
gaps. The fact that they are so concerned with those gaps that still remain in Medi-
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care is consistent with the hypothesis that they will want to retain their private
supplemental insurance, an issue addressed later.

We conducted chi-square tests to examine variables associated with the level of
concern. Not surprisingly, the most consistent finding was that. people with lower
incomes tended to be more concerned about all of the gaps that remain in Medicare.
For example, whereas 73% of those with annual incomes below $10,000 said they
were "very concerned" about the $560 Part A deductible, this was true of only about
36% of those with incomes above $20,000. Two other fairly consistent findings across
the six "concern" questions were that younger beneficiaries were more concerned
than their older counterparts, particularly with regard to long nursing home stays,
and that the less educated were more concerned about Medicare's gaps as well. We
have no ready explanation as to why younger beneficiaries expressed a greater
degree of concern than their older counterparts. Another curious finding was that
whites expressed more fear than nonwhites about the costs of long nursing home
stays, but less concern about dental costs.
Attitudes About Medicare and the Medicare Catastrophic Coverage Act

We asked respondents questions concerning their satisfaction with Medicare bene-
fits and costs both before and after the recent changes. This is the first instance in
which our split-sample technique becomes important. Here, we are particularly in-
terested in whether those to whom we explained the changes in Medicare's benefits
responded more positively than those in the control group, who did not receive an
explanation of the new benefits. We confine our results to the 78% of respondents
who owned private insurance.

Respondents were asked five questions concerning their satisfaction with Medi-
care:

• how satisfied they were with Medicare's benefits before the legislation
* how satisfied they are in program benefits after the legislation
• how satisfied they were with Medicare premium costs before the legislation
* how satisfied they are with Medicare premium costs and any additional income

taxes they may have to pay after the legislation
* their overall opinion of the legislation
For each of the first four questions, respondents were given four choices: "very

satisfied," "somewhat satisfied," "not too satisfied," and "not at all satisfied." For
purposes of presentation for the first four questions, we have combined the first two
into an overall "satisfied" category, and eliminated any "Don't Know" responses so
that the percentages indicate the level of satisfaction among those who ventured an
opinion.

Figure 2 shows satisfaction levels with Medicare benefits before and after the leg-
islation. One of our most unexpected findings was that among both the briefed and
control groups, respondents indicated more satisfaction with Medicare benefits
before these benefits were expanded. In both groups, approval levels declined by
more than ten percentage points. The findings with regard to costs are shown in
Figure 3. Whereas over 70% of respondents were satisfied with their payments
before the legislation, this fell precipitously, to around 30%, afterwards. Further-
more, similar levels of dissatisfaction were recorded among different income levels.
We believe that this strong dissatisfaction with the financing side of catastrophic
has colored the elderly's view of the benefits, which might explain the anomalous
result that they preferred the old, more limited Medicare benefit package.

We conducted chi-square tests to determine characteristics associated with Medi-
care satisfaction, and found (with level of significance in parentheses) that high
school graduates were more satisfied with both the benefits (1%) and costs (1%) of
their policies, but that those who said they were in only fair or poor health were
less satisfied both with policy benefits (1%) and costs (5%).

An issue that has received a great deal of attention is whether or not most elder-
ly' people approve overall of the recent changes. To address this, we asked respond-
ents:

Taking into account both the benefits and costs [of the MCCA] to you,
which of the following describes your opinion about the changes in Medi-
care? Do you (1) strongly support the changes, (2) support the changes some-
what, (3) oppose the changes somewhat, or (4) strongly oppose the changes?

Table 3 presents the results for each of three groups: the briefed owners of private
insurance, the control group of owners, and non-owners. Looking first at the overall
results in the last column, most of those who ventured'an opinion oppose the legisla-
tion. Whereas 33% of respondents are strongly or somewhat supportive of the
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changes, 42% strongly or somewhat oppose the changes. Furthermore, there ap-
pears to be more fervor among the opponents: Whereas 7% are strongly supportive,
24% are strongly in opposition. About one-fourth of respondents did not venture an
opinion. Chi-square tests of significance found no variables to be significantly associ-
ated with respondents' overall opinions of the legislation.

Table 3.-OVERALL OPINION ABOUT THE MEDICARE CATASTROPHIC COVERAGE ACT
[in percent]

Befed Owners Control Group Non-Ow s TOWaOwners

Strongly Support .................................................................................. 9.2 6.7 5.5 7.4
Som ew hat Support ............................................................................... 24.5 27.8 24.8 25.9
Som ew hat Oppose ............................................................................... 21.9 17.5 11.9 18.0
Strongly Oppose ................................................................................... 25.0 25.8 18.3 23.9
Don't Know .......................................................................................... 19.4 22.2 39.4 24.9

No clear pattern emerges from the split sample. When people are given informa-
tion about the changes in Medicare's benefits, they do not appear to be more in
favor of the legislation than do members of a control group. In and of itself, this
implies that public support may not grow very much as people become more famil-
iar with the MCCA.

FINDINGS: THE PRIVATE INSURANCE MARKET

Private Supplemental Insurance Policies and Their Owners
Number of Policies Owned.-Figure 4 shows the percentage of sample members

who owned policies, as well as the percentage of policy owners who owned more
than one policy. It must be remembered that we excluded individuals who were
jointly eligible for Medicare and Medicaid, which raises ownership rates because
those eligible for Medicaid typically do not purchase private coverage. We found
that 78% of the elderly own policies. When one takes into account our exclusion of
joint Medicare/Medicaid eligibles, our figure is identical to estimates make by Con-
gressional Budget Office.6

Approximately 85% of owners said they owned one- supplemental policy, with the
remaining 15% claiming to own two or more. Only 10 sample members (2.6% of
owners) reported owning three or more policies; one sample member claimed to own
as many as six.

There have been a number of studies conducted previously on the characteristics
of policy owners and nonowners. 7 Our results are consistent with most of these
other studies. We performed chi-square tests and found that the following groups
were most likely to own one or more policies (significance level in parentheses): indi-
viduals age 80 and under (10%), whites (1%), married (5%), better educated (1%),
higher incomes (1%), and those reporting better health status (10%). Although most
of the differences were not terribly great, race was a notable exception. Whereas
82% of whites owned policies, only 33% of nonwhites did. The pattern with regard
to income was also interesting. Although those with higher incomes were more
likely to own private policies, there was no relationship between ownership and
income for income levels beyond $10,000. These patterns with regard to both race
and income are consistent with previous studies on the determinants of policy own-
ership.8

We also conducted chi-square tests to determine what factors were associated with
owning multiple policies. The only demographic or health status measures that
were statistically significant (level of significance in parentheses) were: those with
higher incomes were more likely to own multiple policies (5%); and those who vis-
ited the doctor more in the previous year were more likely to own more than one
policy (10%). This latter finding may simply indicate a utilization response: people
who purchase more than one policy may demand more physician visits.

Premiums.-The mean and median annual premiums for private supplemental in-
surance policies reported by respondents is shown in Figure 5. The mean was $718,
and the median, $640. The Congressional Budget Office estimated that the typical
premium for a Medigap-type policy was $542 in 1987.1 Our higher figures reflect the
much-publicized fact that policy premiums have risen substantially since that
time.10 We conducted t-tests on a number of individual characteristics that we
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thought might be associated with higher premiums, but could find no variable that
was statistically significant, even at the 10% level.

We also asked respondents whether their premiums had increased during the pre-
vious 12 months. Although one might question whether respondent recall would be
reliable, particularly if the premium were being paid by an employer or former em-
ployer, we were interested in determining whether satisfaction with private policies
is affected by premium increases (an issue examined later in the findings). Figure 6
shows that a plurality of respondents (47%) indicated that their premium did in-
crease, but a sizable number (40%) said that there was no change or that they actu-
ally decreased. Of those reporting a change, the median was about 20%, or $12 a
month.

Types of Policies Owned.-Respondents were asked to indicate which of the follow-
ing statements best described their policy (if they owned more than one policy, ques-
tions applied to the one with the highest premiums):

* It pays many of the medical expenses not covered by Medicare; these are some-
times called "Medigap" or "Medicare supplement" policies

• It pays you a fixed amount of money for each day you spend in the hospital
* It pays only for long-term care in a nursing home or care at home
" It pays only if you have a specific disease such as cancer
Figure 7 shows the responses. The large majority of policy owners-89%-report-

ed having Medigap policies. The next highest, 8%, was for hospital indemnity, while
only one percent each reported having specified disease or long-term care polices. It
is possible that the non-Medigap policies were underreported because, among those
people who owned more than one policy, these policies were not their primary
policy.

Policy Purchase Methods.-We asked those respondents who did not obtain their
policies through an employer or former employer how they purchased their policies.
The choices regarding their actual method of payment were: (1) through a group or
association; (2) from an insurance company or agent; (3) through the mail, or (4)
through an HMO. Figure 8 shows that the vast majority purchased policies through
an association or group, or through an insurance company or agent of such a com-
pany. Interestingly, only 7% said they received their policy through the mail.

We also asked all respondents their desired method of purchasing a policy if they
were doing it again. Not surprisingly, those who received their policies through an
association or group preferred that method, whereas those who used an insurance
company thought that was best. People who received their policy through an em-
ployer or former employer overwhelmingly preferred that method.
Satisfaction with Private Insurance Policies

We asked policy owners several questions about their satisfaction with their pri-
vate insurance policies. The first two questions concerned satisfaction with policy
benefits and costs. Respondents were given four choices: "very satisfied," "somewhat
satisfied," "not too satisfied," and "not at all satisfied." (Respondents who answered
"Don't Know" have been excluded from these tabulations.) Figure 9 shows that
nearly 90% of owners report satisfaction with policy benefits, and almost three-
quarters with policy costs. These figures are a little higher than the Medicare satis-
faction levels before the new legislation reported in Figures 2 and 3, and much
higher than current Medicare satisfaction levels. We were curious as to whether sat-
isfaction with costs was correlated with whether the person said his or her policy
experienced an increase in premiums during the last 12 months. Not surprisingly,
people whose policy premiums had not increased were twice as likely to be "very
satisfied" with policy costs (significant at the 1% level).

Another question on the survey asked whether the respondent's private insurance
policy "met all your expectations" Figure 10 shows that, for a large majority of
owners, their policy did so. Almost three-fourths said that their policy met all expec-
tations, while only 14% said that it did not. (The remaining 12% did not know, pos-
sibly because they had not yet used any policy benefits.) Those respondents who said
that their policy did not meet all of their expectations were asked where it had
failed to do so. The most frequently noted area was physician care, followed by hos-
pital, prescription drugs, and dental services.
The Effect the of Medicare Catastrophic Coverage Act on the Private Insurance

Market
One of the great unknowns about the MCCA is how it will affect the private in-

surance market. The legislation does remove some of the reasons that elderly per-
sons might have had for purchasing supplemental coverage. In particular, two glar-
ing "gaps" in Medicare were filled in by the legislation: beneficiaries are no longer
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at financial risk for hospital stays that exceed 60 days, and there is now a cap on
their 20% Part B coinsurance liability. The Medicare prescription drug coverage,
when fully implemented, also removes some of the risks of incurring very high
levels of out-of-pocket costs.

On the other hand, the legislation comes far from covering all health care costs.
There are, of course, the remaining beneficiary financial responsibilities for hospital
care ($560), Part B ($1,370) and prescription drugs ($600 plus 20% of additional
costs), as well as most nursing home care. Whether these remaining gaps would be
sufficient to cause the elderly to retain their supplemental insurance policies was
one of the most important research question addressed in the survey.

As before, we employed the split sample technique, to determine if there were dif-
ferences among those who were briefed about the new Medicare benefits versus
those who did not receive additional information. One could argue that the former
group's responses might be more predictive of the long-run response, because over
time it is likely that the elderly will gain additional knowledge.

Respondents were asked one of two questions, depending on whether they said
they owned one policy or more than one policy. If a respondent owned one, we
asked:

What do you think you are likely to do once the new Medicare benefits
are fully implemented? Do you plan to keep the additional health insurance
policy that supplements Medicare, or do you plan to drop it?

If a respondent owned more than one policy, the wording was:
Do you plan to keep all of the additional health insurance policies you

have that supplement Medicare, drop some of them, or drop all of them?
We have combined answers to these questions into three categories: keep all poli-

cieS; drop one or more policies; or don't know. Figure 11 shows the response for the
two groups, which are nearly identical. The vast majority of respondents over 80%
in both groups-reported that they planned to keep their private insurance policies.
Only three percent of each group said they planned to drop one or more policies,
and about 15% did not know what they would do.

We conducted chi-square tests to examine a number of variables that might be
associated with the keep/drop decision, and to our surprise, almost none were. For
example, those who were most concerned about the remaining gaps in Medicare ap-
peared no more likely to retain their policies than those who were less concerned.
There were also no patterns with regard to age or income. Curiously, the only statis-
tically significant finding among the demographic and health status variables was
that those who said their health was only "fair" or "poor" were less likely to say
they would keep their policy (significant at the 1% level).

Those who are unsatisfied with the private policies, however, are less likely to say
that they will retain their policies. Table 4 shows that among the 14% of respond-
ents who reported that their policy did not meet all of their expectations, a full 40%
plan to drop a policy or do not know whether they will, versus only 14% for those
whose policy has met all expectations (significant at the 1% level).

Putting these findings together, it appears that the primary reason explaining
why some individuals may not retain their private insurance policies is not because
of the MCCA's benefits, but because they are unsatisfied with the private insurance
policies. One could easily imagine these people purchasing another policy to replace
their current one. Thus, it appears that in and of itself, the catastrophic legislation
will have little overall impact on the private supplemental insurance market, al-
though one must interpret these results with some caution as it may be too early for
most people to have made final decisions about their insurance.

Table 4.-PERCENTAGE OF PRIVATE POLICY OWNERS WHO PLAN TO KEEP OR DROP THEIR POLICIES,
BY WHETHER THEIR POLICIES MET ALL OF THEIR EXPECTATIONS

[In percent)

Policy Met AJI Polcy Did Not MeetExpectations All Expectations

Plan to Keep Policies ........................................................................................................ ... . 86.5 60.4
P an to D rop Policies ............................................................................................................. 1.1 13.2
D on 't K now ............................................................................................................................ 1 2 .4 26 .4
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CONCLUSIONS

There are three overall findings from the survey. First, the elderly know very
little about specific Medicare provisions, although what they've heard makes them
have serious reservations about the recent legislation. Second, even if one informs
them about the extensiveness of Medicare's coverage for acute care services, they
are still extremely worried about the remaining gaps, most of which are so-called
"first dollar" rather than "catastrophic." Consequently, our third finding is that
they plan to retain their private insurance coverage because of their fear of the re-
maining gaps. In fact, in an open-ended question we asked respondents why they
said they would keep their policy, and most referred either to the need for addition-
al protection, or that Medicare did not cover all costs.

Our findings point to the predicament of formulating elective, yet politically ac-
ceptable national health policy for the elderly. The tastes, preferences, and knowl-
edge of the elderly revealed in our survey starkly contrast with homo economicus-
the rational, calculating and knowledgeable individual that dominates the world of
neo-classical economics. Instead, we find a fearful and uninformed individual, highly
concerned about any costs which must be paid for out-of-pocket, eager to purchase
insurance to protect against even foreseeable expenses. Some fear and ignorance is
understandable, given the complexity of the Medicare program, the existence of un-
foreseeable Medicare gaps, the sheer magnitude of the cost of a major illness, and
the confusing array of private insurance policy choices. Indeed, some elderly may
cling to their policies in the mistaken belief that they are protected from the most
devastating of risks, a long nursing home stay.

Private supplemental health policies help allay some of these fears, which partly
explains why the elderly are more satisfied with the costs and benefits of their pri-
vate health insurance than they are with Medicare. Moreover, market surveys gen-
erally indicate that the elderly are uncomfortable with change, which may further
exacerbate present ill-feelings towards Medicare. Yet, these tastes for first-dollar
coverage and aversion for change suggest that competition advocates who hope to
control costs by molding a health care system where beneficiaries are more sensitive
to the cost of care, are likely to be frustrated.
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TODAY's FUTURE DILEMMA: POSTRETIREMENT HEALTH BENEFITS

(Steven DiCarlo, Jon Gabel, Health Insurance Association of America, Gregory de Lissovoy, Judith Kasper,
Johns Hopkins University)

Retiree health benefits are steadily becoming a more significant portion of the
costs of employer-sponsored health plans. Because of escalatinF costs, many busi-
nesses are considering limiting their liability for retired workers health care. Sever-
al factors make postretirement health benefits (PRHB) the most vexing promise em-
ployers have made to employees.

Two factors are preeminent: the accelerating cost of health care and the aging of
the population. After implementing cost-containment programs in the mid-1980s,
employers were optimistic that health care costs could be controlled. However, confi-
dence has faded with the reappearance of double-digit premium increases. Other
factors driving up PRHB costs are expensive new medical technology and the
demand that the technology be used without restraint.

The graying of America threatens the solvency of Medicare and employer-spon-
sored health plans. Even if health care costs could be contained, the sheer numbers
of elderly people dictate that PRHB costs will be a greater share of the health care
pie. Complicating matters has been the increase in the number of employees who
retire before age 65 as firms attempt to reshape their work force.1 In 1950, working
age Americans outnumbered people 65 and over by seven to one. Today this ratio is
four to one. By the year 2030, it will be about two to one. 2 With fewer employed
workers to finance the cost of the retired population, costs per employee will sky-
rocket for firms providing PRHBs. Moreover, Americans are living longer. By the
year 2030, enough people will be age 100 or more to create three generations of
Medicare recipients. 3

Recent proposed changes in accounting standards rather than demographic trends
brought the costs of PRHBs to the forefront. The Financial Accounting Standards
Board (FASB) an accounting standards body, formally proposed new rules in Febru-
ary 1989 that will require employers to show future costs of postretirement benefits
on an accrued basis.4 Presently, most employers only show current retiree expenses
on a pay-as-you-go basis. For some companies this cost may now be their greatest
single liability.5 The Employee Benefits Research Institute (EBRI) estimates the
amount of this unfunded liability for private employers at $169 billion.6 While this
is not a new cost, it illustrates a liability that most firms have yet to confront.

DEVELOPMENT OF PRHBS

PRHBs became popular in the mid-1960s when Medicare was instituted. Because
Medicare did not cover all health care costs, businesses and individuals began to
supplement Medicare with coverage for uncovered services.

Employers began offering PRHBs in part because of concern for the long-term
health of their workers and because it was a more inexpensive form of compensa-
tion than wage increases. At the time these promises were made, few foresaw the
coming explosion in costs. Employers also believed that this promise of future bene-
fits depended on the welfare of the company and could be easily modified or retract-
ed.7 Subsequent court cases, such as Eardmon v. Bethlehem Steel (1984) have largely
dispelled this notion." In 1986, the Bureau of Labor Statistics estimated that 76 per-
cent of full-time participants in health plans of medium and large employers had
continued health care coverage after retirement. 9

SURVEY FINDINGS

In 1988 the Health Insurance Association of America (HIAA) and the Johns Hop-
kins University surveyed employers concerning the types of health benefits offered
to active employees. The completed sample represented a national survey of 1,665
randomly selected employers who offered health insurance benefits. The sample in-
cluded both private and public firms, excluding union and Federal government em-
ployees. The response rate exceeded 70 percent.

We then reinterviewed private firms that indicated current coverage of retirees. 10

The retiree survey included questions about eligibility, premium costs, cost sharing,
cost-containment provisions and coordination with Medicare. We completed 327
interviews of the firms that provide retiree health benefits-a response rate of 84
percent. Westat, a Maryland-based survey firm, conducted the interviews. The aver-
age interview time was 10 to 12 minutes.

Corroborating findings of other surveys, we found that retiree benefits were simi-
lar to active employee benefits. 1  The average number of retirees covered by each
firm in our survey was 2,079; however, more than 50 percent of these companies
covered fewer than 200 retirees. The number of retirees covered ranged from one to
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75,000. Of the retirees currently covered by PRHBs, 32 percent were early retirees,
and more than two-thirds were age 65 and older (see figure 1). The average length of
time employers have offered PRHBs was 21 years. Firms that offer these benefits
tended to be well established with only 5 percent having been in business for ten
years or less.

Seventy-five percent of the plans required a defined number of years of service
before an employee was eligible to receive retiree health benefits, usually the same
as required for a pension (see figure 2).

The overwhelming majority (88 percent) of retirees were enrolled in conventional
fee-for-service plans; 8 percent were enrolled in PPOs and four percent in HMOs
(see figure 3). Of the active employees, 11 percent were enrolled in PPOs and 18 per-
cent in HMOs. Most retirees (94 percent) were covered by the same plans as active
workers.
Retiree Costs

The average monthly premium cost for retirees age 65 and older is similar to that
of active employees: single coverage for retirees was $100 and family coverage cost
$207.12 Employers contributed 85 percent of the single premium and 77 percent for
the family premium (see figure 4) Six percent of the retirees paid their premium in
full; 44 percent contributed nothing toward their premium. The average rate of in-
crease in premiums between 1987 and 1988 was 11 percent. A large majority (87 per-
cent) of retiree health plans had premium increases in 1988. One percent had a de-
crease, and 12 percent showed no increase over 1987 (see figure 5).

Retirees differ significantly from current workers in first-dollar coverage pay-
ment. More than 40 percent of the retirees covered faced no deductibles, compared
with 4 percent of active employees. However, for those who did, the median deducti-
ble was $150 for single and $250 for family coverage. This compares to $150 for
single and $300 for family deductibles paid by active enrollees.
Benefits -

A large majority of retirees (84 percent) received the same benefits and coverage
levels as active enrollees, Of those with different levels, just about all received re-
duced benefits (2 percent received better benefits) Our survey specifically targeted
benefits most often needed by retirees. Results show that: 94 percent of retirees
were covered for prescription drugs; 91 percent had home health care coverage; 73
percent were covered for hospice care; and 66 percent were covered for skilled nurs-
ing care (see figure 6).

A relatively unknown area in PRHBs is the extent to which retirees are subject to
cost-containment provisions. Our survey indicates intense cost management activity.
Since retirees were enrolled in the same plans as active employees, they were most
likely subject to the same restrictions and compliances. Table 1 illustrates the prev-
alence of each type of cost-containment provision.
Coordination with Medicare

The amount firms pay for benefits of retirees age 65 and older is usually deter-
mined by linking the firm's coverage to what Medicare will pay. We asked employ-
ers about how they coordinated their plan reimbursements with Medicare (see
figure 7) Retirees -were most often enrolled in a Medicare carve-out plan (74 per-
cent), where benefits payable are reduced by the amount of the Medicare payment.
The second most common plan was coordination of benefits (22 percent), where Med-
icare payments are applied to the plan's deductible and coinsurance requirements
and the employee generally pays no out-of-pocket cost. Exclusion plans (11 percent)
were the third most frequently used. This is where a plan subtracts Medicare pay-
ments from the total claim before applying deductible and copayment provisions.
Medsup plans, those that pay only Medicare deductibles and copayment amounts,
accounted for 8 percent. Fixed benefit allowance plans that pay for only specific
items or services not covered by Medicare also accounted for 8 percent. 1 3

In addition to coordinating with Medicare, our survey reveals that employers paid
the full cost of Medicare Part B premiums for more than 40 percent of their retir-
ees. Employers also contributed the total amount of Part B premiums for 34 percent
of retiree spouses.

PLAN CHANGES UNDER CONSIDERATION

As health care costs continue to grow and impending regulations and legislation
prove burdensome to employers, many analysts predict that firms will make drastic
cuts in benefits or eliminate PRHBs altogether. 14 The HIAA-Johns Hopkins Survey
asked employers if they plan to drop coverage or if they were considering plan
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changes. Employers were asked separately about plan changes for current and
future retirees age 65 and older, and for early retirees. We found the plan changes
for both groups of retirees to be basically the same in most cases.

Contrary to some forecasts, few employers were planning or considering dropping
retiree health coverage altogether (see figure 8). Of the firms currently offering
PRHBs to retirees age 65 and older, fewer than 5 percent were likely to discontinue
offering benefits for future retirees. For early retirees, slightly more were unlikely
to continue benefits for future early retirees. We asked if they were considering
eliminating spousal or dependent coverage. Only 4 percent were considering this for
retirees age 65 and older, less than that were considering this elimination for early
retirees. Thus, including employers that plan to drop retiree coverage altogether,
roughly 9 percent of the firms surveyed were considering eliminating dependent
coverage. There will, however, be changes in the way retiree benefits are structured.
Among them are:

* Increasing retiree contributions for premiums. Of the firms that do not require
retirees to pay the full cost of their coverage, more than half (55 percent) said they
will require future retirees to pay a greater share or all of the premium. Sixteen
percent anticipate requiring retirees to contribute the full cost. Similar findings
were seen with retiree contributions for spusal or dependent coverage.

e Increasing retiree cost-sharing. One-third of the employers planned to increase
retiree cost sharing by instituting higher deductibles and coinsurance rates.

* Expanding the use of managed care plans, such as HMOs and PPOs. Of those
firms that do not currently make these plans available to retirees, 40 percent said
they were planning or considering this for early retirees. Thirty-six percent indicat-
ed this as a possibility for older retirees.

e Tightening eligibility. Three out of 10 employers said they were planning or
considering tightening eligibility, such as changing the minimum numbers of years
of service.

Employers were reluctant to reduce or cut current benefits. Only 15 percent were
planning or considering reducing benefits for future retirees age 65 and older.
lightly more than 10 percent will take this action for early retirees.
There is much uncertainty and volatility in the courts regarding promises employ-

ers make to employees about benefits. At issue is whether firms have made contrac-
tual agreements with employees and to what extent the promised benefits should
provide coverage. Thus far, the courts have ruled both ways concerning these issues.
Given this uncertainty, experts speculate that employers will be leery of changing
the health plans of current retirees. 15 However, our survey revealed that 16 percent
of employers plan to change the health benefits available to current retirees.

OUTLOOK FOR RETIREE HEALTH COSTS

Rising health care costs and the expectation of having to account for future retir-
ee expenses, have many employers considering options to reduce their liability to-
wards PRHB plans. Based on our survey, the two most likely strategies employers
will use are managed care and increasing the amount that retirees pay for their
own care. More and more firms are making available HMOs and PPOs for their re-
tirees. While this is still mostly voluntary, financial incentives alone are likely to
make these plans the only choice in the future. Unfortunately, managed care plans
are no longer the panacea they were once thought to be. There are signs that HMOs
are reaching maximum efficiency in some areas. For example, recent data suggest
that the average number of hospital inpatient days in HMOs has reached its mini-
mum level. 1 6

According to our survey, firms are beginning to think about and implement in-
creased cost-sharing requirements by retirees in the form of greater employee con-
tributions for premiums and higher deductibles and coinsurance rates. This has the
double effect of immediately reducing employer outlays and subsequently reducing
employee utilization. 17 Due to high levels of employer contributions, most Ameri-
cans do not have a true sense of what their health care costs.1 8 There is little finan-
cial reward for most employees to seek efficient providers and health plans or to
question potentially unnecessary treatments by hospitals and physicians. Requiring
retirees and employees to pay more of their own health costs may remedy this.

Yet even if health -are costs can be controlled, what can be done about the
graying of America? As the baby boom generation moves through its midyears,
more Americans are retiring while fewer children are being born. How can society
avoid the inevitable financial burden this poses?

One solution is to set aside funds now to pay for future costs. FASB has made a
small step in this direction by proposing that employers calculate and report their
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future liability for retiree benefits. While the proposal stops short of dictating how
the obligation is to be funded, the first step must be an understanding of what that
expense may be.

Another approach to the problem is for employers to curtail early retirement to
at least partially offset the anticipated shortage of new, younger people entering the
work force in the next few decades.

Finally, keeping people healthy will reduce health care costs. By introducing well-
ness programs, employers like Johnson and Johnson and Quaker Oats are encourag-
ing a healthier, more active and less costly work force. 19 While these programs
have been geared toward active employees, in the future they can be focused on re-
tirees as well.

If the current generation of workers and businesses does not plan wisely for re-
tirement health costs, it will inevitably pass this financial burden on to its children.
However, there will be many fewer working children available to support the ever-
increasing number of retired parents and grandparents. Fortunately, at least for the
moment there is time to plan a response. The political, economic and social agendas
of the coming decade must address this and other issues associated with the cost of
retirement so that today's workers can have a comfortable retirement with the ex-
pectation that their children's standard of living will continue to rise.

REFERENCES

1. Early retirement programs tend to increase employer health costs because the
PRHB expense is carried by a smaller active employee base and results in more ad-
ministration and higher fixed costs. For more details, see Jonathan Dopkeen, "Post-
retirement Health Benefits," Health Services Research, February 1987, Vol. 21, No.
6, pp. 802-803.

2. U.S. Department of Health and Human Services, press release, July 29, 1988.
3. Remarks by Otis R. Bowen, Secretary-of Health and Human Services, National

Conference of Americans for Generational Equity, July 29, 1988.
4. For an executive summary of the proposal, see "Executive Summary of FASB

Exposure Draft on Accounting for Post Retirement Benefits," Spenser Research Re-
ports, December 1988. The complete draft is also available from FASB.

5. See J. Norman, "Retiree Benefits: This Footnote Doesn't Have to Become a
Nightmare," Business Week, Feb. 27, 1989, p. 39; D. Shalowitz, "FASB's Effect on
Profits Illustrated," Business Insurance, Feb. 20, 1989.

6. EBRI Issue Brief Employee Benefits Research Institute, November 1988, No.
84.

7. Jonathan Dopkeen, "Postretirement Health Benefits," Health Services Re.
search, February 1987, Vol. 21, No. 6, pp. 795-848.

8. In the Bethlehem Steel case, the corporation attempted to change the retiree
health plan. The district court ruled that the employer did not clearly retain the
right to modify or eliminate these benefits. Bethlehem Steel eventually settled the
case, obtaining the plan modifications and establishing a permanent retiree health
plan. For additional court cases, see EBRI Issue Brief Employee Benefits Research
Institute, November 1987, No. 47.

9. Bureau of Labor Statistics, "Employee Benefits in Medium and Large Firms,
1986," U.S. Department of Labor, Washington, D.C., June 1987, Bulletin 2281.

10. Our data represent employers that currently cover retirees with PRHBs. Most
other surveys report benefit levels and cost-sharing features for firms offering
PRHBs.

11. Bureau of Labor Statistics, "Employee Benefits in Medium and Large Firms,
1986," U.S. Department of Labor, Washington, D.C., June 1987, Bulletin 2281. Con-
sulting firm studies also confirm this.

12. For more details on the cost of active employees, see J. Gabel, et al., "Employ-
er-Sponsored Health Insurance in America," Health Affairs, Summer 1989, Vol. 8,
No. 2, pp. 116-128.

13. The reader should note that plan names and definitions usually vary from
survey to survey. The definitions should be used for comparison purposes.

14. See A. Bennett, "Firms Stunned by Retiree Health Costs," Wall Street Jour-
nal, May 24, 1988; J. Geisel, "Accounting Rules Will Trigger Retiree Health Plan
Changes," Business Insurance, Feb. 20, 1989; F. Swoboda and A. Crenshaw, "Ac-
counting Changes May Force Benefit Cuts," Washinaton Post, Feb. 14, 1989; I. Ness,
"Critics of New FASB Rule Predict Benefit Cutbacks," National Underwriter, Feb.
20, 1989.

15. EBRI Issue Brief, Employee Benefits Re3earch Institute, November 1985, No.
47.



119

16. See "HMO Hospitalization No Longer Falling; Outpatient Visits up 18%,"
Healthweek, March 20, 1989.

17. P. Ginsburg and J. Sunshine, "Cost Management in Employee Health Plans,"
The Rand Publication Series, The Rand Corporation, October 1987.

18. Two recent studies document surprisingly little cost sharing on the part of em-
ployees. For details, see G. Jensen, M. Morrisey and J. Marcus, "Cost Sharing and
the Changing Pattern of Employer-Sponsored Health Benefits," The Milbank Quar-
terly, 1987, Vol. 65, No.4, pp.521-551; S. DiCarlo and J. Gabel, "Conventional Health
Insurance: One Decade Later," Health Care Financing Review, Spring 1989, Vol. 10,
No. 3, pp 77-89.

19. See J. Schwartz and T. Padgett, "'Wellness' Plans: An Ounce of Prevention,"
Newsweek, Jan. 30, 1989; A. Bennett, "Firms Stunned by Retiree Health Costs,"
Wall Street Journdl, May 24, 1988.

Table 1.-Cost-Containment Provisions in Postretirement Health Plans, 1988

Recent of
Pbns

Concurrent Utilization Review ......................................................................................................................................... 78
Preadm issio n Certification ............................................................................................................................................... 76
Case M anagem ent for Large Claim s .............................................................................................................................. 74
Second S urg ica l O pinio n ................................................................................................................................................. 61
G ene ric D rug s .......................... ...................................................................................................................................... 19

Source: HLAAJons Hopkins Survey, 1988



120

Figure 1

Figure 2
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Figure 3

Figure 4
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Figure 5

Figure 6

Premium Increases for Retiree Health Plans, 1988
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Methods Used to Coordinate
Payments with Medicare, 1988
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HEALTH INSURANCE ASSOCIATION OF AMERICA
July 25, 1989.

Senator LLOYD BENTSEN,
Senate Committee on Finance,
Dirksen Senate Office Building,
Washington, DC

Dear Senator Bentsen: I am responding to the questions you raised at the July 11
hearing on the Medicare Catastrophic Coverage Act.

You specifically asked that I comment on the recommendations made by the wit-
ness from Consumer's Union and Mr. Earl Pomeroy, Insurance Commissioner from
North Dakota. Since these witnesses raised several issues, I would like to discuss
each in turn.

STATE VS FEDERAL REGULATION

Despite the enactment in 1981 of federal standards for Medicare supplement in-
surance and the existence of an elaborate system of state regulation of health insur-
ance sold to seniors, isolated cases of inappropriate sales of Medicare supplement
policies to the elderly occasionally crop up. However, no objective assessment has
proven that it is a widespread problem and that cases brought to the attention of the
appropriate state officials are not being properly investigated and prosecuted. In fact,
state insurance departments report that citizens complaints regarding Medicare
supplement insurance are not common.

Positive proposals for addressing reported problems do exist. They are now being
addressed by the insurance industry, the National Association of Insurance Commis-
sioners, state insurance regulatory officials and consumer groups representing the
elderly. For these reasons we do not believe federal action at this time is necessary.

DUPLICATION OF COVERAGE

The fact is, very few seniors have more than one Medicare supplement policy. In
survey after survey we find that 85 percent of seniors have only one health insur-
ance policy in addition to Medicare, i.e., one Medicare supplement policy. Of those
who report having more than one policy in addition to Medicare, the vast majority
have one Medicare supplement and one hospital indemnity policy.

With few exceptions, it is not generally advisable for a Medicare beneficiary to
have more than one qualified Medicare supplement policy. However, millions of
American seniors choose to buy a hospital indemnity policy in addition to their
Medicare supplement policy. (Unlike Medicare supplement policies which are de-
signed to pay for Medicare's copayments and deductibles, hospital indemnity poli-
cies make a specified payment in cash to the policyholders upon proof of hospitaliza-
tion or illness.) Combining these coverages can be a sound economic decision for sen-
iors who are forced to deal with medical providers who bill patients for amounts in
excess of Medicare's allowable rates or who face large cash outlays associated with a
major illness or hospitalization. There are also other types of health insurance pur-
chased by the elderly. For example, seniors are increasingly turning to the growing
market for long-term care insurance. Many working seniors choose to buy disability
insurance in addition to Medicare. Traveling seniors also buy separate private
health coverage while overseas.

Since millions of seniors choose to buy such products to complement their Medi-
care benefits, it seems inappropriate to us to suggest that these options be precluded
by regulation or statute.

STANDARDIZATION OF POLICIES

Some have suggested that the Secretary of Health and Human Services should be
instructed to write detailed specification for private health insurance policies. The
idea of protecting American seniors from the choices that a free-market produces is
no less obnoxious when applied to health insurance than it is for other valued goods
and services. Spurred by the recent expansion of Medicare, private insurers are now
developing new coverage that might appeal to Medicare beneficiaries such as im-
proved vision care, expanded dental benefits, and new ways to cover long-term care
bills. This is too dynamic a time to impose federal constrictions. The N.A.I.C. is pres-
ently studying methods of enhancing consumer education in this area. We feel the
commissioners should be allowed to develop their ideas.
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AGENT COMPENSATION

Part of the price for the additional service that customers receive from a profes-
sional health insurance agent goes to pay a commission which reflects the time,
effort, and skill he or she offers. Appropriate initial compensation is necessary, for
that is the point when maximum agent interaction with the policyholder takes
place. In order to assure that fair consideration is given to all parties to the insur-
ance transaction, the consumer, the company, and the agent, we suggest that the
issue of fair agent compensation be left for state regulation and the N.A.I.C. That is
the body with the experience and responsibility for balancing the complex interests
involved.

I trust this answers your questions. The staff of the Health Insurance Association
of America is ready and eager to be of further assistance on these complex matters.
Please don't hesitate to contact me if we can be of help.

Sincerely,
LINDA JENCKES

PREPARED STATEMENT OF MARTHA MCSTEEN

Mr. Chairman, I am Martha McSteen, and as President of the National Commit-
tee to Preserve Social Security and Medicare, I appreciate the opportunity to
present the views of the National Committee's five million members. Thank you for
holding this hearing and continuing to search for solutions to the problems associat-
ed with the Medicare Catastrophic Coverage Act.

The MAicare Catastrophic Coverage Act brought to the attention of seniors the
enormity of all of the issues surrounding health care: its cost, its quality and its
accessibility. Such concerns are familiar to millions of Americans who are not yet
eligible for Medicare. The way to resolve the health care problems of all Ameri-
cans-young and old--is to build on the social insurance foundation.

The National Committee has serious concerns about duplicate coverage and
making the coverage voluntary. We believe that the issue can only be resolved by
correcting the user-fee financing approach.

DUPLICATE COVERAGE

Prior to the passage of the Medicare Catastrophic Coverage Act, fully one-fourth
of Medicare beneficiaries age 65 and over were covered by health insurance pro-
grams provided by current or former employers. That, says the Health Insurance
Association of America, is in addition to the 50 percent of seniors who had much of
the same benefits from their own individual medigap policies. And the 10 percent
with the lowest income and least assets received the same benefits through Medic-
aid. It is for the remaining 15 percent of seniors, that the Medicare Catastrophic
Coverage Act carries greatest benefit. To them, it is an extension of our nation's
safety net.

Those Medicare beneficiaries paying for medigap policies have undergone a
double blow-increaWe premiums for Medicare and increased premiums for medi-
gap. And, regardless of the provisions of the Medicare Catastrophic Coverage Act,
seniors are still faced with considerable out-of-pocket costs.

In the first year of the fully implemented program, seniors could be liable for at
least $2,825. And it could be much greater if physician charges are above what Med-
icare allows. While the catastrophic act disallows duplicate coverage by medigap
policies, beneficiaries have yet to see any real reductions in their medigap premi-
ums. Last year's $65 estimated actuarial value of the catastrophic benefits was
eaten up by health care inflation and was not reflected in lower medigap premiums.
The insurance industry now says that premiums will go down next year when the
actuarial value is estimated by the Health Care Financing Administration to be a
total of $166. Nonetheless, seniors continue to pay for private insurance as well as
incre.led monthly Medicare premiums and-for about 47 percent-a supplemental
tax. And still, seniors remain vulnerable to financial disaster from long-term illness.
Any long-term care private coverage must be purchased in addition to medigap and
Medicare. For many seniors, such coverage is a luxury they cannot afford.

One National Committee member from Naples, Florida, John McRorie, explains
how a fellow retiree under age 65 and former colleague at the USX Corporation
pays a lot less for his corporate group health care plan that includes catastrophic
illness protection than does Mr. McRorie with his duplicate Medicare catastrophic
health coverage. His friend pays $960 a year for full coverage for himself and his
wife, while Mr. McRorie and his wife pay $312 a year for an employer-sponsored
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medigap plan (which includes catastrophic protection) and $765.60 in Medicare Part
B premiums including the additional $96 for catastrophic coverage. On top of that,
he expects to pay $262 as a result of the supplemental tax. In other words, Mr.
McRorie will pay $1,339.60 for the same coverage which costs his non-Medicare eligi-
ble retired friend only $960. As Mr. McRorie puts it, "it is horrifying to imagine the
financial shock the non-Medicare eligible retiree and his wife are going to get when
they reach age 65 and become Medicare eligible."

Mr. McRorie's case is not unusual for those senior workers and retirees with me-
digap coverage derived from an employer plan. Medicare catastrophic coverage costs
them a lot and buys them little if anything.

The one million beneficiaries who have chosen to become part of risk contract
health maintenance organizations are particularly frustrated because they already
have catastrophic coverage. While the HMO is required to return to members the
actuarial value in additional benefits or reduced premiums, for many seniors paying
the surtax, it is a poor trade.

For the one million Federal retirees and survivors who are Medicare eligible the
catastrophic coverage is also duplicative because they receive such coverage through
their Federal health plans. The $3.60 rebate on their annuity checks makes only a
small dent in the pain of a surtax for unneeded benefits.

In the long run, employers may be the segment of our economy to benefit the
most from the Medicare Catastrophic Coverage Act, EBRI has estimated that the
catastrophic legislation reduces employers' liability to current retirees by 30 per-
cent. Quoting from the EBRI report, "Without this adjustment, the current value of
privately corporate liability for retiree health benefits would be $247 billion: $98 bil-
lion for current retirees and $149 billion for current workers. Shifting the costs from
employers to employees is a straight 30 percent cut in retirement health benefits.

The maintenance-of-effort provision in the catastrophic legislation requires em-
ployers to provide additional benefits or a refund if their policies duplicate at least
50 percent of new or improved Medicare benefits. However, this provision is only in
effect for two years or until the expiration of the collective bargaining agreement.
There is no provision for requiring the employer to continue to give back to current
and retired employees the benefit value from the seniors-only financed catastrophic
act. In reality, there is probably no effective way to recapture the lost employer ben-
efits.

While we would encourage the Congress to strengthen the current maintenance-
of-effort provision, this will only give modest relief to beneficiaries with employer-
provided coverage. Most of those paying the surtax will still be worse off. The only
way to address the problem is with broad based-based financing.

Duplication of benefits and increased costs still trouble millions of seniors. That
includes the one-and-a-half million seniors presently in the work force whose em-
ployment related health insurance is primary payor ahead of Medicare.

VOLUNTARY

Several pieces of legislation have been introduced which would include the cata-
strophic benefits as part of Part B, which is voluntary. In examining the pros and
cons of such legislation, I would like to offer the following comments.

There is no question that Medicare Part B coverage is valuable and essential for
American seniors. Medicare Part B pays an estimated 46.7 percent of beneficiaries'
physician costs, according to a 1989 report by the House Select Committee on Aging.

Recognizing the value of Part B, we then must examine how a voluntary cata-
strophic benefit package tied to Part B would impact the nation's seniors. Just how"voluntary" would such coverage be? There seems to be little choice for a natural,
unconstrained decision. Dropping Part B would just make most seniors worse off.
Those opting out would lose valuable Part B benefits while the cost of this protec-
tion would undoubtedly increase for those who remain.

Seniors who felt they could not afford any additional expenses from their meager
annual budget would likely choose not to purchase catastrophic and Part B. These
individuals still in dire need of medical care would then have to turn to Medicaid
and Medicaid costs in turn would soar. Still other seniors who may philosophically
oppose Medicare would choose not to purchase coverage under an optional plan.
Very wealthy seniors might well elect not to purchase coverage under a voluntary
plan.

In the long term, if Medicare catastrophic and Part B were tied together as an
optional plan for health care protection, one must ask if there would not be an ero-
sion of support for the Part B program. If so, another major health care crisis would
exist.
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The National Committee believes the solution to the questions being addressed
here today lies in replacing the Medicare surtax with general revenues and in the
process closing a loophole which gives very wealthy taxpayers a tax break. We
strongly support S. 1125, legislation introduced by Senators Harkin and Levin and
Representative Bonior which would do just that and at the same time retain all ben-
efits offered under the catastrophic act. The National Committee respectfully urges
the Senate Finance Committee to give this legislation favorable consideration this
year.

Social insurance programs such as Social Security have always been financed by
broad-based taxes rather than "user fees," because these programs benefit all Amer-
icans. Medicare not only protects seniors and disabled individuals in ill health, but
it also promises protection for today's workers and eases the burdens on families of
beneficiaries. "Senior only" financing is like asking only parents to pay for schools
or farmers to pay for farm subsidies.

Medicine, health care technology and treatment of disease in this country are
uniquely outstanding in the world. Yet, as you know, this country lags behind
almost every developed nation in providing adequate health care for all its citizens.
Now is not the time to make health care for seniors a greater burden on them indi-
vidually, but rather to expand the care in a more reasonable economic manner by
changing the financing so that it is a shared responsibility among all taxpayers and
does not erode the current financial mechanism of Medicare Part B.

Thank you, Mr. Chairman, for the opportunity of testifying before this Commit-
tee.

PREPARED STATEMENT OF [AVID NEWHALL, III

Mr. Chairman and members of the Committee: I appreciate the invitation to testi-
fy on the Medicare Catastrophic Coverage Act of 1988 in my current capacity as
Acting Assistant Secretary of Defense for Health Affairs. You have asked that lad-
dress the implications of the Act from the perspective of the Military Health Serv-
ices System.

The Military Health Services System is dedicated to ensuring that, in time of war,
we are capable of providing life saving care to our fighting forces. In peacetime, we
are responsible for providing cost-effective, quality medical care to over 9 million
beneficiaries. These beneficiaries include active duty and retired members of the
Armed Forces and their dependents.

We operate over 500 medical facilities including 130 hospitals within the continen-
tal United States. We refer to this network of military medical facilities as the
direct care system. In addition to our own health care facilities in the direct care
system, we also oversee operation of the Civilian Health and Medical Program of
the Uniformed Services (CHAMPUS) The CHAMPUS program, on a- cost-share
basis, reimburses for authorized health care obtained from civilian providers by our
beneficiaries, when care is not available in a military treatment facility.

However, it is important to note that, by statute, Medicare beneficiaries are not
eligible for CHAMPUS coverage. When a military beneficiary is eligible for Medi-
care coverage, CHAMPUS eligibility ceases. Eligibility for care in military hospitals
and clinics continues beyond age 65, but eligibility does not mean availability. Care
is available on a space availability basis that is, "subject to the availability of space
and facilities and the capabilities of the medical and dental staff." The commanding
officer of each facility determines availability. Emergency care will be provided at
all times to eligible beneficiaries. However, when the commanding officer deter-
mines that there is not sufficient space, facilities and/or professional staff to provide
non-emergency care to all eligible persons, care is provided in the following order of
priority:
PRIORITY 1: Active duty service members
PRIORITY 2: Dependents of active duty service members and dependents of mem-

bers who died while serving on active duty
PRIORITY 3: Retired members, dependents of retired members and dependents of

members who died while in a retired status
Of our 9 million plus beneficiary population, slightly more than 720 thousand or 8

percent of our total beneficiaries, are over age 65. This means that of the total 33
million persons affected by the Medicare Catastrophic Coverage Act, slightly more
than 2 percent are also eligible to receive care in military medical treatment facili-
ties.

Charges to our beneficiaries at the military hospitals and clinics are minimal. In-
patient care is provided at a rate of $8.05 per day for dependents and a small sub-
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sistence charge for military personnel. There is no charge for outpatient care or for
prescription drugs. Consequently, military treatment facilities are understandably a
popular source of care for eligible retirees and their dependents. Because the care at
military facilities is essentially free, this popularity will not be affected by the Medi-
care Catastrophic Coverage Act. The constraining factor in military treatment facili-
ties for the care sought by Medicare-eligibles is the space available nature of this
benefit or geography.

Thus, beneficiaries dually entitled to DoD and Medicare benefits, may receive
care in a military facility if that care is available. This varies substantially from one
military hospital to another and even from day to day.

Given these parameters, how much care are we at DoD providing to this dually
eligible population? Of the total 923 thousand admissions handled by the direct care
system in FY 1987, 67 thousand or 7 percent were admissions of beneficiaries over
age 65. Based on a 1984 Beneficiary Survey, dually eligible beneficiaries satisfied
nearly half of their inpatient hospital care needs in military facilities. Therefore, it
is clear that where and when it is available, the military health benefit avoids Medi-
care program costs and relieves the dually eligible beneficiaries of out-of-pocket
costs.

In conclusion, we have no plans to reduce the level or amount of care available
for the over 65 beneficiary in military medical facilities. We are trying at least to
maintain and, if possible, increase the productivity at all our military treatment fa-
cilities. However, I must emphasize that we could never handle the total medical
care requirements of this population of over 700,000 persons.

I would be pleased to answer any of your questions.

PREPARED STATEMENT OF CONSTANCE BERRY NEWMAN

Mr. Chairman and members of the committee: Thank you for inviting me to join
you today. I appreciate the opportunity this hearing will afford to survey the impact
of the Medicare catastrophic coverage act of 1988 on individuals subject to employ-
er-sponsored health insurance plans, such as the Federal Employees Health Benefits
(FEHB) program which OPM administers, and to evaluate the effectiveness of provi-
sions in that law requiring "maintenance of effort" on the part of employer plans,
that is, substitution of additional benefits for coverages newly assumed by Medicare,
refunds to Medicare eligibles of the actuarial value of duplicative employer-spon-
sored benefits, or some combination of these approaches.

Section 422 of the Catastrophic Act requires OPM, in consultation with insurers
offering health plans under the FEHB program to establish an FEHB premium re-
duction with respect to enrollees who are also entitled to primary coverage under
both parts A and B of Medicare. The reduction is required to be equal to the esti-
mated cost of medical services and supplies which would have been covered by
FEHB plans had Medicare catastrophic benefits not been enacted, prorated by the
number of Medicare-eligible FEHB enrollees. For 1989, most of the expanded Medi-
care coverage is for inpatient hospital benefits under part A, although benefits are
also expanded for skilled nursing care, hospice care, and blood transfusions. Expan-
sion of inpatient hospital benefits will not materially reduce out-of-pocket expenses
for Medicare-eligible FEHB enrollees because their FEHB plans have typically paid
Medicare inpatient deductibles and coinsurance and those plans also waive any
FEHB deductibles and coinsurance for such enrollees. OPM's valuation of this dupli-
cation of hospital benefits was derived by estimating the percentage of Medicare
beneficiaries who could be expected to be saved from either multiple hospital deduc-
tibles in the event of more than one hospital confinement each year, coinsurance
charges on hospital stays in excess of 60 days, or exhaustion of inpatient benefits.
After engaging an independent consultant to assess our computation of the rebate
amount, together with insurance carrier comments on its appropriateness, OPM an-
nounced in a Federal Register notice dated October 26, 1988, that the 1989 FEHB
rate reduction for Medicare-eligible annuitants would amount to $3.10 per month. A
general accounting office report dated March 23, 1989, concluded that OPM's rebate
determination is consistent with the health care financing administration's projec-
tion of the 1989 national average cost of catastrophic coverage changes and appears
reasonable.

As the situation now stands, OPM must continue to make rebate determinations
under the Catastrophic Coverage Act indefinitely because the FEHB law does not
currently authorize OPM to contract for plans expressly designed to supplement
Medicare's coverage. Medicare coverage was not even uniformly available to Federal
employees until 1983. Most private employers, however, have long adjusted their
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post-retirement health care plans to explicitly complement Medicare benefits. Even
if such employers pay all or a high percentage of health insurance premiums, they
find these so-called "medigap" plans advantageous because they are generally
cheaper than more comprehensive employee plans and the retirees benefit from cov-
erage more appropriate for their needs. -

Section 423 of the Catastrophic Coverage Act required OPM to conduct two stud-
ies related to the possible offering of Medicare supplemental plans under the FEHB
program and submit them to appropriate congressional committees. One study was
to identify FEHB program changes which would be necessary in order to incorpo-
rate plans expressly designed to supplement Medicare benefits and to improve the
efficiency and effectiveness of this program. The second study called for by section
423 concerned the feasibility of adopting standards issued by the National Associa-
tion of Insurance Commissions (NAIC) for Medicare supplemental plans in the event
such plans are offered to Federal annuitants. OPM prepared a consolidated report
on these issues which is dated April 1989.

Under the Catastrophic Coverage Act, the NAIC was given 90 days to issue new
minimum standards for Medicare supplemental policies. After reviewing the stand-
ards the NAIC adopted in September 1988, OPM concluded that the standards are
reasonable and that any product sponsored or made available by the Federal Gov-
ernment for its annuitants should be consistent with them.

Unfortunately, the other issue identified for study cannot be dealt with so quick-
ly. Prior to enactment of the Catastrophic Coverage Act, OPM contracted with an
employee benefits consultant for a comprehensive study of the FEHB program. In
its final April 1988 report, the consultant recommended a major restructuring of the
program to correct serious problems of risk selection and economic inefficiency, as
part of an overall reform, the consultant specifically recommended that Medicare-
eligible annuitants be removed from the general FEHB risk pool and placed in spe-
cial Medicare supplemental plans. There are equity issues resulting from the fact
that, increasingly, Medicare-eligible annuitants will have been paying taxes for
Medicare coverage while still paying FEHB premiums as if Medicare did not exist.
However, the primary argument against immediate action to establish special Medi-
care-supplement plans in the FEHB program-independent of making other neces-
sary structural and substantive changes-is that simply removing Medicare-eligible
annuitants from the general risk pool is certain to increase the premiums for the
remaining FEHB enrollees and, more importantly, would result in major destabili-
zation in an already precarious program. The destabilization would occur, moreover,
at a time of great fiscal constraint when budgetary limitations demand a predict-
able and controllable level of government expenditures and minimum enrollee in-
crease.

Thank you again. I will be happy to answer any questions you may have at this
time.

PREPARED STATEMENT OF EARL R. POMEROY

INTRODUCTION

Mr. Chairman, I am Earl Pomeroy, Vice President of the National Association of
Insurance Commissioners (NAIC) and Commissioner of Insurance for the State of
North Dakota. The NAIC is a non-profit association whose members are the 50 in-
surance officials of each state, the District of Columbia, Guam, American Samoa,
Puerto Rico and the Virgin Islands.

Thank you for the opportunity to appear today to address regulation of Medicare
supplement insurance after passage of the Medicare Catastrophic Coverage Act of
1988 ("Medicare Catastrophic Act"). The purpose of this testimony is to furnish in-
formation on (1) the status of state activity, (2) Medicare supplement premiums and
(3) ongoing NAIC activities in this area.

I. STATUS OF STATE ACTIVITY
The NAIC developed revisions to its Medicare supplement standards within 90

days of passage of the Medicare Catastrophic Coverage Act of 1988.1 The states, in a
very short timeframe, have implemented those revisions. In fact, 10 states complet-
ed their revisions by year end 1988.2 Proposals that by the end of September 1989
all states will have the necessary revisions in place.

The states which have completed their revisions are now submitting their Medi-
care supplement programs to the Supplemental Health Insurance Panel, which was
established under the original Baucus amendment, for certification.8 As of June
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1989, 7 states were approved by the Panel. 4 Twenty-one states have been "condition-
ally approved," which means that the state is in full compliance, but approval is
conditional pending final action by the state." The remaining states' proposals are
in various stages of review by the Health Care Financing Administration staff. The
NAIC expects that all states will complete their revisions by September 20, 1989,
(one year after NAIC adoption) and will either become or will remain certified:

II. MEDICARE SUPPLEMENT PREMIUMS

Mr. Chairman, many have inquired why Medicare supplement insurance premi-
ums appear to be increasing after passage of the Catastrophic Act. Because the Cat-
astrophic Act increased Medicare benefits for it beneficiaries, it was certain that
there would be fewer. Medicare supplement insurance benefits to insure and as a
result, it was thought that refunds or credits would be due to existing policyholders.
As it turns out, however, not all existing policyholders are receiving refunds. In
fact, it has come as a surprise to some that the premiums are actually increasing.

There is a wide variance in the premiums on these existing policies (those in ex-
istence on January 1, 1989). The states report that the Catastrophic Act, by itself,
has generally caused premiums to decrease slightly because it required insurers to
eliminate benefits now covered under the Medicare program. However, other fac-
tors, such as the timing of the premium adjustment, the increase in utilization and
higher prices for medical services, the length of time which has elapsed between
premium increases, recent loss ratio performance, and addition of new minimum
benefits have all contributed to a net increase in premiums on the existing policies.

For the year 1989, the changes in the Medicare program occasioned by the Cata-
strophic Act affect Part A (hospital) services only: inpatient hospital services, skilled
nursing facility (SNF) care, and blood. In 1989, the Medicare program was expanded
to cover an unlimited number of days in the hospital (after a $560 deductible). Medi-
care was also expanded to eliminate the prior hospitalization requirement for SNF
care. Now, Medicare covers 100 percent of costs after the first 8 days of SNF care
(up to 150 days).

Therefore, only these items which relate to Part A of the Medicare program were
eliminated from the existing policies effective January 1, 1989. Because these new
Medicare benefits in Part A are not that extensive, refunds may be slight or may
not occur at all.

Premium adjustment information has been filed with the departments and states
are now examining or approving (if a state has prior approval authority) rate in-
creases or decreases on the policies which have previously been approved and were
in the hands of policyholders on January 1, 1989.

Departments are also examining the brand new policy filings to which the NAIC's
revised minimum benefit standards apply, once adopted. The significance of the re-
vised benefit standards is that they require insurers to include certain additional
benefits in any new policies. The additional benefits which are required in 1989 are:

1. Either all or none of the Medicare Part A deductible ($560),
2. Coverage for the first 8 days of skilled nursing facility (SNF) care ($25.50 per

day = $204), and
3. Coverage for the cost of the first 3 pints of blood (difficult to estimate, but ap-

proximately $50 per pint=$150).
It is these new benefits that are taken into account when reviewing premiums for
the Medicare supplement policies offered in 1989. However, it must be noted that
some companies offered some of the above items, for example, the deductible, even
though such items were not required prior to 1989.

In summary, existing policyholders may not receive refunds as a result of the
Medicare Catastrophic Act. Further, the brand new policies containing the new min-
imum benefits will likely cost more than the existing policies.

III. NAIC ACTIVITY

Because of the concern of the state regulators about the continuing abuses in con-
nection with the sale of Medicare supplement insurance, the NAIC is moving to
strengthen state prohibitions against agent and company abuse. A draft of "con-
sumer protection' amendments to the NAIC model act and model regulation has
been distributed to regulators, industry, trade organizations and consumer organiza-
tions for comment. A nulic hearing on the proposed amendments is scheduled for
Friday, July 21, in Washington, D.C., at the Hall of States. We invite your attend-
ance and participation. I must emphasize that the amendments are proposed, and at
this time, have not been adopted by the NAIC as a whole. As you may know, the
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NAIC has previously stated to the United States House of Representatives that it
does not oppose strengthening of the Baucus criminal penalties, which we believe
are in need of revision.

The proposed amendments focus on both agent and company abuses. The proposal
requires agents to adhere to a "suitability" requirement which would obligate
agents to inquire when selling policies about a prospective customer's income and
the customer s need for additional insurance. The proposal requires a level commis-
sion structure for agents. Both of these measures are designed to alleviate the
"twisting" or "churning" from one policy to another.

The proposed amendments also concentrate on company abuse by requiring com-
panies to report multiple policies held by individuals. In addition, companies would
be required to disclose the premium structure for each component of the policy to
assist consumers in making an informed purchase.

The amendments also set forth additional penalties, including a requirement that
premiums are to be returned to a policyholder, retroactively, in the event of a viola-
tion.

In addition to the consumer protection amendments, the NAIC is examining the
effectiveness of its revised loss ratio reporting form and recommends an adjustment
of the filing deadline from June 30 to March 1 to coincide with the filing deadline of
the annual financial statements.

Lastly, the NAIC is currently working with the Health Care Financing Adminis-
tration to revise the Guide to Health Insdtance for People With Medicare for 1990.
We have made available to the states a consumer education video and the states are
reporting that the Medicare supplement video is a helpful tool to use in their con-
sumer education programs.6 I believe the NAIC sent all members of Congress infor-
mation on the video, as well.

Mr. Chairman, this concludes our prepared remarks. If you have any questions, I
would be happy to answer them.

FOOTNOTES

1. The NAIC held a special plenary session to adopt these revisions on September
20, 1988. The NAIC revised its Medicare Supplement Insurance Minimum Stand-
ards Model Act and its Model Regulation to Implement the NAIC Medicare Sup-
plement Insurance Minimum Standards Model Act.

2. Kansas, Massachusetts, Mississippi, Nebraska, New Mexico, Ohio, South
Dakota, Texas, Washington and Wisconsin.

3. The Supplemental Health Insurance Panel (SHIP) consists of the designee of
the Secretary of Health and Human Services, Ms. Barbara Gagel, chair, and 4 insur-
ance regulators: Director John Washburn (Illinois), Commissioner Roxani Gillespie
(California) Commissioner David Levinson (Delaware) and Commissioner Andrea
"Andy" Bennett (Montana).

4. Arkansas, Iowa, Kansas, Nebraska, Nevada, New Mexico and Washington
State.

5. Arizona, California, District of Columbia, Florida, Idaho, Illinois, Indiana, Lou-
isiana, North Carolina, North Dakota, Ohio, Oklahoma, Oregon, Pennsylvania,
South Carolina, South Dakota, Texas, Utah, Vermont, Virginia and Wyoming.

6. The 10-minute videotape, entitled Understanding Insurance to Supplement
Medicare, No. 124174, can be obtained on a free-loan basis by calling Modern Talk-
ing Picture Service, Inc., 1-800-243-6877.

NATIONAL ASSOCIATION OF INSURANCE COMMISSIONERS,
September 29, 1989.

Ms. LAURA WILCOX,
Hearing Administrator,
US, Senate,
Committee on Finance,
Washington, DC

Dear Ms. Wilcox: This is in response to Senator Bentsen's questions regarding the
testimony of the National Association of Insurance Commissioners at the July 11
hearing on catastrophic coverage.

Queston. In those states where new standards have not yet gone into effect, do
you anticipate timely implementation, or is there some controversy in these remain-
ing states?

Answer. The NAIC does anticipate timely implementation of the new standards.
As far as we are aware, there is no controversy over the prohibition against dupli-
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eating benefits already provided under Medicare. As of this date, all states have sub-
mitted their revisions to the Health Care Financing Administration for review.

Question. What led the Commissioners to believe that revisions [to the Baucus
criminal penalties] may be necessary, and what types of revisions should the Com-
mittee consider?

Answer. During the revision of the Guide to Health Insurance for People with
Medicare, which -the NAIC and HCFA conducted jointly late last year: we learned
that the Baucus criminal penalties provision has rarely been used. In fact, it is our
understanding that only twice has the section been invoked, and without success.

The ineffectiveness of the criminal penalty section could be improved by modify-
ing the "coordination of benefits" paragraph which reads:

For purposes of this paragraph, benefits which are payable to or on behalf
of an individual without regard to other health benefit coverage of such in-
dividual, shall not be considered as duplicative.

In other words, this paragraph says that as long as both policies at issue will pay
benefits, the sale of both policies to an individual does not constitute duplication.
The NAIC is recommending to its members in September that the sale of more than
one Medicare supplement policy is excessive coverage, except where the additional
coverage, when combined with basic medical expense coverage, results in no more
than 100% of the individual's actual medical expenses. "Basic medical expense"
does not include hospital indemnity or limited benefit policies.

I hope that this information will assist the Committee in its deliberations. Please
contact me if you desire further material or information.

Sincerely,
EARL R. POMEROY, NAIC Vice President.

PREPARED STATEMENT OF SENATOR LARRY PRESSLER

I want to thank our distinguished colleague, Senator Bentsen, for holding this
hearing to discuss the provisions of the Catastrophic Coverage Act. This legislation,
more than any other in recent times, has caused older people in South Dakota a
great deal of frustration. I have heard from thousands of senior citizens about this
situation through letters and meetings conducted in my state. What I hear is that
senior citizens are upset. In fact, they are downright mad.

Recently, I completed a survey of South Dakota senior citizens. Greater than 50
percent would like the benefits repealed or implementation delayed. The second
highest percentage want to make participation in the program voluntary. They
want a separate category for the catastrophic program. The elderly do not want the
catastrophic provision voluntary under Part B. Part B of Medicare should be left as
it now stands. The benefit of greatest value to senior citizens is perceived to be the
"s pousal impoverishment" provisions.

Senior citizens view the current premium as far too excessive for the benefits pro-
vided. The cost of the catastrophic program is a burden paid by too few people. If
coverage remains the same, then a different method of financing must be devised.

The provisions of the catastrophic program already are available to many seni-r
citizens through their supplemental insurance programs. Why duplicate what
people can already obtain, for less money, through the private sector? How can we
justify the excessive price tag on benefits so few people will ever enjoy?

For example, how many people will use 365 days of hospital care in a year? In
order to remain in a hospital and collect Medicare reimbursement, the individual
must show continuous progress. Someone who requires 365 days of care does not
demonstrate a steady recovery.

Second, the nursing home provisions available through the catastrophic program
are limited. Nursing home must offer skilled care and be certified by Medicare. How -
many homes meet those qualification? In South Dakota, I am aware of only four
homes in the entire state that accept Medicare eligible residents. I am confident
that other states could identify a similar situation.

If we really want to help people who need long-term care, then lets talk about
long-term care insurance. There is a definite need to finance extended care. Many
South Dakotans who have communicated with me have mentioned this need.

Home care, hospice care and access to ambulatory care services are valued by
senior citizens. Today's seniors are very concerned about the high cost of a visit to a
doctor's office. They are horrified by the inadequate reimbursement to physicians in
rural states. Why do senior citizens in South Dakota pay the same for Medicare
Part B, yet the physicians who treat them are not paid the same as their urban
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counterparts who offer the same procedures? Why should our rural elderly suffer
because physicians no longer can afford to practice in rural communities such as
Ipswich, South Dakota or Lake Preston, South Dakota?

The people I represent in rural South Dakota are asking for the repeal of the Cat-
astrophic Coverage Act. If it is not repealed, they vant it delayed. They want the
suitax eliminated and the program made voluntary. Like many other elderly
throughout the United States, South Dakotans want action before it is too late. I
urge you to listen to the people affected by the catastrophic program

Thank you very much for this opportunity to speak on behalf of many thousands
of elderly South Dakotans. I offer you my support in making the necessary changes
in this program.

CATASTROPHIC COVERAGE ACT OF 1988

1. LISTED BELOW ARE SOME OF THE OPTIONS SENATOR PRESSLER
COULD CONSIDER. INDICATE THOSE YOU SUPPORT.
27 Keep the law as it is.

173 Delay the catastrophic benefits and premiums until Congress can review the
program.

66 Repeal all of the benefits and all of the premiums.
41 Keep the current benefits and current financing, but allow people who do not

want Part B coverage in Medicare the option of dropping out of the program.
36 Cut benefits such as respite care, prescription drug coverage and limit ex-

panded home-health care. New costs would be covered by a flat premium in
the Part B program. Those who do not want the coverage could drop Part B.

35 Keep the current benefits and current financing, but allow people to drop out
of the program if they do not want Part B cover in Medicare.

90 Keep the current benefits and add long-term health care for children as well
as seniors, limit doctor charges to what Medicare allows, cut the catastrophic
premium and surtax in half and extend the Medicare payroll tax to earnings
w ver $48,000, thus affecting only the top five percent of wage earners.

2. CATASTROPHIC HEALTH INSURANCE CAN OFFER MANY BENEFITS.
ON THL LIST OF BENEFITS BELOW, PLEASE PLACE A CHECK MARK IN
FRONT OF THOSE YOU FEEL SHOULD BE INCLUDED AND THAT YOU
WOULD BE WILLING TO PAY FOR.

99 All hospital costs, except for a $560 deductive.
85 Expanded home health care.
84 Expanded skilled nursing home benefits.
99 Long-term care insurance.
76 Coverage for most prescription drug costs in excess of $600 annually.

113 Help for my spouse if I become a Medicaid patient in a nursing home, to pro-
tect our income and assets, rather than spending everything on care.

74 Cap payments for physician services at approximately $1,400 per year.
3. OTHER COMMENTS: Below are a list of comments that tended to be very pop-

ular among several of the respondents.

If coverage remains the same, then every one should pay ip the same manner as
social security.

The premium is too high for the benefits available. The cost of the act is a burden
paid by too few people. The premium of $2100 is far too high for people who
have carefully planned for their retirement.

The most important item is expanded skilled nursing home benefits.
Cap what doctors can charge for their services. There is too large a difference be-

tween what is billed by the doctor and what is approved by Medicare.
Catastrophic health insurance is way too high. This insurance needs to be dropped.
The present law is difficult to understand. It does not seem to be fair in its proposed

financing.
As the catastrophic bill is now formulated, it seems the middle-income class will

have the brunt of the financing while receiving only a small part of the bene-
fits.

The method of financing this program is flawed and needs to be rethought.
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The U.S. needs to check into a socialized medical program such as those in Great
Britain and Canada. We have needed this for years.

PREPARED STATEMENT OF SENATOR DAVID PRYOR

Mr. Chairman, I commend you for holding this hearing today on the duplication
of benefits and the advisability of making the Medicare Catastrophic Coverage Act a
more optional benefit. It is my hope and expectation that the testimony given today
will help us develop approaches that will address these and other important con-
cerns that have been raised about the Act.

One concern of interest to all of us on the Finance Committee is the cost of the
new program and the question of whether we can reduce the premiums of Medicare
beneficiaries. Mr. Chairman, it is my understanding that the Congressional Budget
Office has recently re-estimated the cost of the new outpatient drug benefit and it is
significantly greater than they had originally projected. Moreover, I have been in-
formed that the primary reasons for the dramatic change in these estimates is the
ever-increasing prices of prescription drugs and the proliferation of new prescription
drugs in the marketplace.

These new estimates are a bitter pill to swallow for Medicare beneficiaries who
had hoped that there would be sufficient revenue to reduce the premiums for the
catastrophic coverage. It is also bad news for those of us that had hoped to find
ways to lessen the burden of the supplemental premiums for our elderly and dis-
abled constituents.

I am deeply concerned about prescription drug prices and am committed to find-
ing ways to control inflation in this area. Next Tuesday, I will chair an Aging Com-
mittee hearing that will scrutinize both the value and the market prices paid for
prescription drugs. It is my intention to use this and subsequent Aging Committee
hearings on this issue to begin to develop cost-savings proposals for consideration by
the Finance Committee.

We face and must address many critical issues related to the Medicare Cata-
strophic Coverage Act. I am pleased to join you, Mr. Chairman, in this important
effort. I believe that the testimony from our witnesses today will help us to
strengthen this legislation.

PREPARED STATEMENT OF ALAN REUTHER

Mr. Chairman, my name is Alan Reuther. I am an Associate General Counsel of
the International Union, United Automobile, Aerospace and Agricultural Imple-
ment Workers of America (UAW). The UAW represents one million active and
500,000 retired workers and their families. We are pleased to have this opportunity
to share with you our views on various issues relating to duplication of health care
coverage under the Medicare Catastrophic Protection Act.

In earlier testimony before this Committee, we set forth our overall views con-
cerning the Medicare Catastrophic Protection Act. As indicated in that testimony,
we oppose the various proposals which have been offered to repeal the Act, to
impose a moratorium on further implementation, or to cut-back on the benefits pro-
vided under the program. The benefits of the catastrophic program are extremely
valuable and should be preserved. But the UAW believes that the manner in which
those benefits are financed should be changed. We strongly support the legislation
introduced by Senators Harkin and Levin (S. 1125), which would repeal the surtax
on the elderly, replace it with general revenues and raise those general revenues by
extending the existing 33 percent tax bracket to very wealthy taxpayers.

In addition to these overall concerns, the UAW is troubled by the inequities
which have been created by the Medicare Catastrophic Protection Act for senior
citizens who previously had catastrophic health insurance coverage provided by
their former employer. This testimony will discuss problems associated with such
duplicative coverage and possible approaches for dealing with the problems.

DUPICATIVE COVERAGE

Prior to enactment of the Medicare Catastrophic Protection Act, some employers
provided their retirees with health insurance coverage comparable to the benefits
provided under the catastrophic program. The Federal Government provided such
coverage to retired Federal employees through the Federal Employees Health Bene-
fits Program. Some state and local governments and many private employers also
provided similar coverage to retired employees.
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The Department of Labor has estimated that 4.3 million retirees and dependents
age 65 or older were covered by employer-sponsored retiree health insurance pro-
grams in 1983. The Employee Benefits Research Institute has estimated that 7.6
million such persons were covered in 1984. These estimates translate into roughly
16 and 27 percent of the age 65 and over population, respectively. Intermediate esti-
mates indicate that nearly 25 percent of the age 65 and over population was covered
under employer-sponsored retiree health insurance programs in 1983.1

The benefits provided under these plans varied from employer to employer. In
some cases, the programs provided virtually all of the benefits covered under the
Medicare Catastrophic Protection Act. In other cases the benefits were more limit-
ed. The programs also differed in the extent to which the coverage was paid for by
the employer. Some programs were paid for entirely by the employer, while other
programs required the retiree to pay a portion of the premiums.

The UAW's collective bargaining agreements with the major automobile, aero-
space and agricultural implement companies provide comprehensive health insur-
ance coverage to retired employees and their families. This health insurance cover-
age is paid for entirely by the employer. It encompasses all of the benefits provided
under the Medicare Catastrophic Protection Act, as well as certain additional bene-
fits (such as vision and dental care). For those retirees and dependents who are over
the age of 65 and are enrolled in Medicare, the employer-sponsored retiree health
insurance programs provide supplementary, "wrap-around" coverage, filling in
whatever benefits are not covered under Medicare.

The enactment of the Catastrophic Act has resulted in a huge windfall for em-
ployers which maintained retiree health insurance programs for post-65 retirees and
their families. Because the catastrophic program expanded the benefits covered
under Medicare, it correspondingly reduced the benefits which have to be covered
under these employer-sponsored retiree health insurance programs.

The Generar Accounting Off ice has estimated that the Medicare Catastrophic
Protection Act will reduce employers' health care costs for retirees age 65 and over
by 5 percent in 1989, by 15 percent in 1990, and by 19 percent when fully phased in.
The Medicare catastrophic program has also reduced the present value of retiree
health insurance benefits which have been accrued by workers and retirees by $30
billion, representing a 13 percent decrease in the total accrued retiree health insur-
ance liabilities. 2

At the same time that it was providing an economic windfall to many employers,
the Catastrophic Act also imposed significant new costs on senior citizens. In addi-
tion to a new flat premium, which will rise from $4 per month in 1989 to $10.20 per
month in 1993, the Medicare catastrophic program also levied a new supplemental,
income-related premium on the elderly. This surtax will amount to 15 percent of
senior citizens' Federal income tax liability in 1989, and will rise to 28 percent of
Federal income tax liability in 1993. The total amount of the surtax is capped at
$800 per beneficiary in 1989 (this cap rises to $1,050 in 1993). Through the combina-
tion of the flat premium and the supplemental, income-related premium, the elderly
are required to pay for the entire cost of the catastrophic benefits.

In light of these two factors, it is hardly surprising that the Medicare Catastroph-
ic Protection Act has evoked such a negative response from senior citizens. The net
result of the program is to provide an economic windfall for many employers (by
reducing costs under their retiree health insurance programs), and to shift the cost
of paying for catastrophic benefits from these employers directly to the elderly. Ac-
cordingly, many retirees covered under employer-sponsored retiree health insurance
programs-including many UAW retirees-are actually worse off as a result of the
catastrophic program. Prior to the enactment of the Medicare Catastrophic Protec-
tion Act, these retirees received catastrophic health insurance benefits under their
employer-sponsored program, with all or part of the cost being paid for by the em-
ployer. With the adoption of the Medicare catastrophic program, however, the retir-
ees are now being required to pay substantial premiums for these same benefits.

The UAW does not believe that the Members of this Committee or the Congress
intended this result. The purpose of the catastrophic legislation was to expand the
protections afforded to the elderly under Medicare, to ensure that senior citizens are
not suddenly bankrupted by catastrophic illnesses. It was not intended to provide

I Joint Committee on Taxation, Present Law and Issues Relating To Employer.Provided Retir
ee Health Insurance, (JCS-15-89), June 12, 1989.2 See Statement of Lawrence H. Thompson, Assistant Comptroller General, Human sources
Division, General Accounting Office, before the Subcommittee on Oversight, Committee on Ways
and Means, U.S. House of Representatives, June 14, 1989.
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companies with a windfall, or to shift the costs of providing catastrophic health in-
surance coverage from employers to senior citizens.

MAINTENANCE-OF-EFFORT

In an effort to address the problems created by duplicative health insurance cov-
erage provide under employer-sponsored retiree health insurance plans, Senator
Riegle offered an amendment when the catastrophic legislation was being consid-
ered on the Senate floor which established a so-called "maintenance-of-effort" re-
quirement. The amendment, which was accepted by Chairman Bentsen, was ap-
proved by the Senate without opposition. The House subsequently agreed to this
provision in conference, with some modifications.

The maintenance-of-effort provision in the Medicare Catastrophic Protection Act
basically requires any employer (including state and local governments) that was
previously providing to their retirees 50 percent or more of the benefits included
under the Medicare catastrophic program (excluding prescription drugs) to provide
either additional benefits or a cash rebate to the retirees equal to the value of the
duplicative health care benefits. This obligation only applies for one year with re-
spect to the improvements under Medicare Part A, and one year with respect to the
improvements under Medicare Part B, or until the end of an existing collective bar-
gaining agreement (if later). In determining the value of the additional benefits or
cash rebate which must be provided to retirees, employers are given the option of
using national average actuarial values calculated by the Health Care Financing
Administration (HCFA) or of calculating the actual value of their own duplicative
benefits.

The UAW commends Chairman Bentsen and Senator Riegle for their leadership
in securing usage of the maintenance-of-effort provision. Although this provision did
not go as far as we would have liked, at least it began to address the problems cre-
ated by duplicative health insurance coverage. On a temporary basis, it seeks to pre-
vent employers from reaping an economic windfall and shifting the casts of provid-
ing catastrophic benefits to retirees.

The UAW is currently in the process of negotiating with the major automobile,
aerospace and agricultural implement companies over the implementation of the
maintenance-of-effort provision. Our experience indicates that many employers will
elect to pay a cash rebate, instead of adding new benefits. Most employers are also
electing to use the national average actuarial values calculated by HCFA, rather
than calculating the actual value of their own duplicative benefits. HCFA has calcu-
lated that the national average actuarial value of the Part A improvements is $65
in 1989. HCFA has also estimated that the national average actuarial value of the
Part A and Part B improvements (excluding prescription drugs) will be $72 and $94
respectively in 196)0. This means that each retiree will receive a cash rebate of $65
in 1989, and approximately $166 in 1990. In some cases the rebates are being paid in
monthly installments. In other cases they will be paid as a lump sum at the end of
the year.

Although these maintenance-of-effort payments will provide some relief to UAW
retirees and other senior citizens, they do not solve all of the problems created by
duplicative health care coverage under employer-sponsored retiree health insurance
programs. To begin with, the maintenance-of-effort provision is only temporary.
Once it expires, the cost of providing the catastrophic benefits will still shifted from
employers to retirees. Furthermore, there will still be many cases where the basic
and supplemental premiums paid by retirees under the Medicare catastrophic pro-
gram will exceed the value of any rebate or additional benefits paid by their em-
ployer under the maintenance-of-effort provision. Thus, these retirees will still
worse off than they were before enactment of the catastrophic program.

To address these concerns, the UAW urges this Committee to consider a number
of improvements to the maintenance-of-effort provision. First, the maintenance-of-
effort obligation should be made permanent for all persons who have retired. Many
courts have held that retiree health insurance is a vested, lifetime benefit which
may not be reduced or terminated once a worker retirees, see, e.g. UA W v. Yard-
Man, 716 F.2d 1476 (6th Cir. 1983), cert. denied 104 S. Ct. 1002 (1984); UA W v. Cadil-
lac Malleable Iron Co., Inc. 728 F.2d 807 (6th Cir. 1984); Local 150-A, UFCW v. Du-
buque Packing, 756 F.2d 66 (8th Cir. 1985).

Second, the maintenance-of-effort obligation should apply to all individuals cov-
ered under employer-sponsored retiree health plans which provide duplicative cover-
age, not simply individuals who retired prior to the date the Medicare catastrophic
program was enacted. So long as an employer has promised to provide the duplica-
tive health benefits to the individual, the employer should be subject to the mainte-
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nance-of-effort obligation, regardless of whether the person retired before or after
the date the catastrophic program was enacted.

Third, the maintenance-of-effort obligation should apply to all of the benefits pro-
vided under an employer-sponsored retired health plan which duplicate any of the
benefits provided under the Medicare Catastrophic Protection Act. This includes
benefits under the new prescription drug program, as well as the improvements
under Medicare Part A and Part B. Moreover, the maintenance-of-effort obligation
should be cumulative. For example, in calendar year 1990 any employer subject to
the provision should required to a provide additional benefits or a cash rebate equal
in value to all duplicative benefits under bath Medicare Part A and Part B, not
simply those covered under Medicare Part B.

Fourth, the threshold for applying the maintenance-of-effort obligation should
lowered significantly. Currently the maintenance-of-effort provision only applies to
employers which previously provided 50 percent or more of the catastrophic bene-
fits. Although there may be justification for excluding employers who only provided
a de minimus portion of the catastrophic benefits, we believe the 50 percent thresh-
old is too high.

Fifth, the law should be amended to make it clear that maintenance-of-effort re-
bates are not subject to Federal income and FICA taxes. Maintenance-of-effort pay-
ments are simply a substitute for retiree health benefits which were formerly pro-
vided by the employer. Retiree- health benefits are considered deferred compensa-
tion, and thus are not subject to FICA taxes. Furthermore, retiree health benefits
are also exempt from Federal income tax, just like health benefits provided to active
workers. Accordingly, the UAW believes that maintenance-of-effort payments
should be treated in a similar manner.

In addition to the foregoing improvements, we urge this Committee to explore the
possibility of allowing employers, in lieu of the maintenance-of-effort obligation, to-
purchase catastrophic coverage from Medicare on behalf of their retirees. This could
be accomplished by loving employers pay to Medicare on behalf of each retiree an
amount equal to the actuarial value of the catastrophic benefits for that year. If an
employer chooses this Medicare "buy-in" option, the retirees would be exempt from
the flat premium and surtax levied under the catastrophic program.

In order for this type of approach to be workable, employers would have to pur-
chase the catastrophic coverage on behalf of all of their retirees. They could not be
allowed to discriminate in favor of certain retirees (such as highly compensated re-
tired executives). In addition, it might be necessary to establish some minimum size
for employers, in order to prevent abuses.

With appropriate safeguards like these, we believe that this Medicare "b -in" ap-
proach could be quite feasible. We believe it would be revenue neutral. Though
the flat premiums and surtax paid by some retirees would exceed the actuarial
value of the catastrophic benefits, for other retirees the premiums and surtax would
be less than the actuarial value of the catastrophic benefits. When viewed in the
aggregate, the premiums and surtax paid by all of the retirees from any large em-
ployer should approximate the actuarial value of the catastrophic benefits.

This Medicare buy-in proposal would not entail increased costs for employers
which were previously providing the catastrophic benefits under employer-sponsored
retiree health plans. Prior to passage of the Medicare catastrophic program, these
employers either purchased the catastrophic coverage from private insurance carri-
ers or else provided these benefits on a self-insured basis. Under this Medicare "buy-
in" proposal they would simply be purchasing the coverage from Medicare. It would
be the same as if the employers simply shifted insurance carriers. Furthermore, the
Medicare buy-in approach would cost the same as the existing maintenance-of-effort
obligation.

However, from the point of view of the retirees, the Medicare buy-in proposal
would be preferable to the existing maintenance-of-effort provision. The retirees
would be returned to a situation comparable to what they had prior to the passage
of the Medicare catastrophic program. They would still he receiving the same cata-
strophic benefits. And the cost would still be paid by their employer. Thus, the retir-
ees would effectively be made whole.

The UAW recognizes that there are many details which would have to be worked
out in order to implement this type of Medicare "buy-in" proposal. We are prepared
to work with you Mr. Chairman, and the other Members of this Committee to devel-
op such a proposal.

MAKING CATASTROPHIC VOLUNTARY

There has been considerable discussion about proposals to make the Medicare cat-
astrophic program "voluntary." On the surface, these proposals may appear to be
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an attractive way of dealing with the problems created by duplicative health care
coverage. Rut when such proposals are examined in more detail, we believe that
they create more problems than they would resolve. Accordingly, the UAW strongly
opposes this idea.

One proposal would allow retirees to opt out of the catastrophic program, but
would still permit them to enroll in the Medicare Part B program. The problem
with this proposal is that it would almost certainly result in a large revenue loss to
the Federal government, thereby undermining the solvency of the catastrophic pro-
gram.

The guiding principle underlying the financing of the Medicare catastrophic pro-
gram is that the elderly have to pay for the entire cost of the catastrophic benefits.
The cost of the catastrophic befits is subsidized for the approximately 60 percent of
Medicare beneficiaries who only pay the flat premium. As a result, the remaining
40 percent of Medicare beneficiaries who are subjected to the supplemental, income-
related premium are forced to pay amounts in excess of the value of the catastroph-
ic benefits. If the Medicare catastrophic program were made voluntary, standing by
itself, most of these individuals would decide to opt out of the program. In the end,
the catastrophic program would be left covering only lower-income senior citizens.
The Federal government would then be faced with the difficult choice of increasing
premium& for this vulnerable group or simply accepting a substantial loss of reve-
nues under the program.

Another proposal would allow retirees to opt out of the catastrophic program only
if they also decide to opt out of the Medicare Part B program. This approach was
incorporated into the version of the catastrophic legislation that originally passed
the Senate. Because of the appropriate general revenue support for the Medicare
Part B program, when the catastrophic and Part B programs are considered togeth-
e,' they are still a good deal for the elderly, including those who are subjected to the
maximum surtax under the catastrophic program. Thus, it is assumed that most
senior citizens would still decide to enroll in the catastrophic program, in order to
retain their coverage under Medicare Part B. Accordingly, this type of approach
might not result in the same loss of revenue as the proposal referred to above.

We still have serious reservations about the assumption underlying this proposal.
We believe that the supplemental, income-related premium has generated such a
negative reaction that many senior citizens might decide to opt out of both Medicare
Part B and the catastrophic program, even if it was not in their financial interest to
do so. The experience with private Medigap insurance policies has demonstrated
that many senior citizens have den encouraged to purchase unnecessary or duplica-
tive coverage by unscrupulous insurance agents. We are concerned that the private
insurance industry might try to stimulate an exodus from the Medicare Part B and
catastrophic programs by feeding on the fears of senior citizens concerning the new
surtax. We are also concerned that there might be a significant problem of adverse
selection. Middle and upper income seniors who are subjected to a hefty surtax, but
who are in good health, might able to purchase health care coverage more cheaply
on their own.

Most importantly, senior citizens who are covered under certain employer-spon-
sored retiree health insurance programs could still have an incentive to opt out of
both Medicare Part B and the catastrophic programs. There are some collective bar-
gaining agreements which provide that if a retiree chooses not to enroll in Medicare
Part B, the company is obligated to provide health care coverage to the retiree.
Until now, most UAW retirees have voluntarily enrolled in Medicare Part B. But if
enrollment in Medicare Part B was linked to enrollment in the catastrophic pro-
gram, some retirees might decide that it was no longer in their interest to stay in
these programs.

For all of these reasons, we are concerned that a substantial number of senior
citizens might decide to opt out of both the Medicare Part B and the catastrophic
programs if enrollment in the two programs were linked. In the long run, this could
undermine the social insurance nature of the Medicare program. The UAW has
long taken the position that social insurance programs like Social Security and
Medicare should provide coverage to all potential beneficiaries. We continue to be-
lieve that all senior citizens ought to be covered under both the Medicare Part B
and the catastrophic programs.

Even if these concerns proved to be unfounded, and most senior citizens decided to
enroll in both the Medicare Part B and the catastrophic programs, we still could not
support this proposal. This is because it does not do anything to address the funda-
mental inequities associated with the financing of the Medicare catastrophic pro-
gram. Indeed, it is really a misnomer to characterize this proposal as making the
-catastrophic program "voluntary." Although senior citizens would have the right to
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opt out of the catastrophic program under this proposal, they would be subjected to
an extremely heavy penalty if they chose this option-that is, they would also have
to opt out of Medicare Part B and lose the subsidized coverage offered under that
program. Thus, senior citizens would still effectively be compelled to enroll in the
catastrophic program in order to retain their subsidized coverage under the Medi-
care Part B program.

An analogy may be helpful in illustrating this point. In order to expand access to
health care, it has been proposed that employers should be required to provide
health insurance coverage to workers and their families. One way to accomplish
this would be through a direct mandate under ERISA or the Fair Labor Standards
Act. Another way to do this, however, would be indirectly through the tax code.
Congress could impose a stiff excise tax on any employer which fails to provide such
health care coverage, or it could take away certain tax subsidies which are current-
ly available to these employers. For example, Congress could disallow deductions for
various business expenses for these employers. Although technically employers
would still have the option not to provide health care benefits to their workers,
surely no one would characterize this as a truly "voluntary" situation. The penalty
of losing the tax subsidy would be so great that it would amount to a de facto man-
date on employers.

The same would be true for senior citizens if enrollment in the Medicare Part B
and catastrophic programs were linked. Although the catastrophic program would
theoretically be voluntaryy," the penalty for failing to enroll in the program would
be so great that it would eff-ctively be compulsory.

Prior to the enactment of the Medicare Catastrophic Protection Act, all senior
citizens had the right te enroll in the Medicare Part B program. And all senior citi-
zens received the same subsidy under that program, since three quarters of the cost
of Medicare Part B is paid for through general revenues. This was a basic entitle-
ment available to all senior citizens.

The proposal to link enrollment in the catastrophic program with enrollment in
the Medicare Part B program is simply an indirect means of reducing the subsidy
under the Medicare Part B program for middle and upper income senior citizens. In
the post we have consistently opposed proposals to reduce the portion of the Medi-
care Part B program which is subsidized through general revenues. Accordingly, we
also oppose any proposal which would indirectly accomplish the same result, by
linking enrollment in the Medicare Part B program with enrollment in the cata-
strophic program.

CONCLUSION

In conclusion, Mr. Chairman, the UAW appreciates the opportunity to present
our views on the problems associated with duplicative health care coverage under
the Medicare Catastrophic Protection Act. We believe that the maintenance-of-effort
provision should be improved in a number of respects in order to address the inequi-
ties resulting from duplicative health care coverage. But we strongly oppose propos-
als to make the Medicare catastrophic program voluntary. We look forward to work-
ing with you and other Members of the Committee in seeking solutions to these dif-
ficult problems. Thank you.

PREPARED STATEMENT OF JOHN J. RHODES, III
Mr. Chairman, thank you for permitting me to appear before your Committee to

discuss the burden of catastrophic health care that is weighing upon millions of
American seniors.

I applaud your decision to hold these hearings and commend you for your willing-
ness to remain favorably disposed to proposals that modify the onerous payment
provisions in current law. Furthermore, I am encouraged and feel that our cause is
emboldened by your recommendation to cut the supplemental premium.

I support measures that lift this tremendous burden off the shoulders of senior
Americans. This includes your proposal of a substantial reduction in the supplemen-
tal premium as well as the legislation pending in both houses of Congress that
would repeal the surtax and delay implementation of some of the benefits. However,
these piecemeal delays and modifications, though well-intentioned, are only efforts
to ameliorate the symptoms of current law. Though I support the short term re-
forms that ease the pain, I prefer to eliminate the cause of the pain and repudiate
temporizing solutions in favor of a long-term solution.

A delay in the implementation of the benefits coupled with a delay in the imposi-
tion of the burdensome surtax would only be temporary. This would give experts
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the time to study the revenue implications of the existing law and reconsider if
some of the benefits are in fact duplicated by private coverage or pension benefits. If
and when we postpone implementation of the 1988 Act, we must decide what to do
in the interim period. Continuing delays only prolong the inevitable implementation
of an unacceptable act. Consequently, I have introduced legislation, H.R. 2055, that
46 of my colleagues have agreed is the ideal vehicle for substantive long-term
reform.

Senior citizens who are supposed to foot the bill for the 1988 Catastrophic Act are
flooding congressional offices with angry letters and phone calls that relay an un-
mistakably clear message: they do not want and will not use the coverage provided
under the Medicare Catastrophic Act of 1988. Many of the provisions of the Act du-
plicate coverage that many senior Americans have through less expensive private
insurance. Furthermore, the mandatory surtax unfairly penalizes Americans who
have been prudent in their savings.

However, as we all know, even those who have been responsible in their finances
often find themselves financially devastated by a debilitating illness. By repealing
the costly and misplaced provisions of the 1988 Act and by retaining those provi-
sions which address the catastrophic health care needs of senior Americans, my bill
eliminates the need for the surtax as a financing mechanism. My bill will eliminate
the surtax, appearing in the 1988 Act under the guise of a "supplemental premi-
um," and will return to the traditional financing method, relating cost paid to bene-
fits received through optional Medicare Part B premiums. Consequently, Medicare
will become the voluntary program it once was, no longer compelling seniors to pay
for benefits they already enjoy.

Unlike the current law, my bill, The Medicare Catastrophic Coverage Reform Act
of 1989, addresses long-term care by stimulating private sector development of long-
term care insurance through tax incentives. Identified as the most prevalent con-
cern amongst senior groups today, provisions encouraging long-term care constitute
a significant portion of my proposed legislation. My legislation allows for the tax-
free roll over of funds from a life insurance policy and/or from an Individual Retire-
ment Account (IRA) for the purchase of long-term care insurance. Additionally, it
allows employers the same tax deductions for long-term care insurance as are cur-
rently used for health and life insurance benefits.

My bill also provides a prescription drug benefit for only those elderly who truly
need it. Currently, it is estimated that only 17 percent of senior Americans are ex-
pected to incur prescription drug benefits in excess of the $600 deductible dictated
in the law passed last year. The Reform Act targets the prescription drug benefit to
those who most in need: Americans 65 or older who live at or below 150 percent of
the poverty rate.

Our Catastrophic Coverage Reform Act of 1989 is a fair and equitable answer to
the needs of millions of Americans. Moreover, it is the right thing to do.

Mr. Chairman, thank you again for allowing me to appear before your Committee
to discuss this matter of monumental importance. I am encouraged by your support
of modification proposals and look forward to working with you and your colleagues
in the Senate to effect a change in the Medicare Catastrophic Coverage Act of 1988.

PREPARED STATEMENT OF SENATOR WILLIAM V. ROTH, JR.

It is a well-known fact that many of our elderly live on fixed incomes. With the
ever rising cost of living, even seniors who have worked all their lives can suffer
true financial hardship if there is an unexpected need for extended hospitalization.
Protecting Seniors from these costs is a goal many thought was achieved last Con-
gress with enactment of the Medicare Catastrophic Coverage Act of 1988. However,
in my view, we have yet to achieve this goal.

Before Catastrophic Insurance was enacted, many private and public sector retir-
ees were already provided with retirement health plans, most of which contained
some form of catastrophic protection. In addition, 70% of all Medicare beneficiaries
subscribed to medigap insurance policies. Similar to private sector retirees, Federal
pensioners are provided with catastrophic protection in their health plans. In fact,
the Blue Cross/Blue Shield plan offered as one of the many plans available to Fed-
eral Retirees, includes a catastrophic protection benefit. Therefore, the new law
boils down to many seniors being hit with a "double whammy" of having to pay
twice for benefits they already had.

There are many inherent ineuities in the "Catastrophic" law. We have the situa-
tion where retirees MUST pay stiff premiums for benefits that duplicate those pro-
vided to them in their retirement health package.
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I think it is important to point out that "Catastrophic" also penalizes the working
elderly. Seniors eligible for Medicare Part A, who work for an employer with at
least 20 employees, and who are enrolled in the employer's health care program, are
exempted from any late penalty for enrolling in Medicare Part B. Yet, even though
these working Seniors are exempted from one premium without any penalty and do
not receive any benefits under Part B-they MUST still pay the annual supplemen-
tal premium which is required of all "Medicare ELIGIBLE. individuals.

I thank the Chairman for this continued consideration of Catastrophic Insurance
in holding today's hearing. I look forward to the testimony, and the opportunity to
address the concerns of Medicare beneficiaries.

PREPARED STATEMENT OF GAIL SHEARER

Mr. Chairman and members of the Committee, Consumers Union* appreciates the
opportunity to present our views on the issue of private health insurance to supple-
ment Medicare ("Medigap" insurance). The Federal Government has a special obli-
gation to monitor the performance of this market, since the design of its own Medi-
care program has in effect created the supplemental market, and because there is a
peat deal of confusion about where Medicare ends and private responsibility for
health care costs begin. We urge the Congress to use the window of opportunity it
now has-with the implementation of the catastrophic bill-to both critically review
and improve the performance of the medigap market.

In my testimony, I plan to describe the key abuses in the medigap market and
propose four recommendations for legislation to eliminate these abuses. The center-
piece of our recommendation is standardization, which holds the potential to dra-
matically improve the performance of this market. Under standardization, policy
benefits could not vary from standard levels set forth in "low," "medium," and
"high" policies, which would range from less comprehensive to more comprehensive.
The government would establish uniform definitions for key policy terms and would
restrict the variations allowed for other insurance policy provisions.

While my testimony focuses on the private medigap market, I do want to note
that Consumers Union strongly opposes efforts to make catastrophic protection vol-
untary (either on its own or with Medicare Part B coverage). Making coverage vol-
untary would seriously jeopardize the financial viability of the Medicare system. It
would allow the private medigap industry to select the healthy and wealthy risks,
turning Medicare into a program that specializes in higher health risks and lower
income senior citizens.

MARKETING ABUSES AND MARKET FAILURE

Following the enactment of the Baucus amendment in 1980, there was relatively
little publicity about abuses in the medigap market. But, unfortunately, this was
not because the Baucus amendment had dramatically improved the performance of
the market. The June issue of Consumer Reports provides some disturbing informa-
tion about marketing abuses. The article uncovered examples of agent ignorance,
high-pressure marketing techniques, agent efforts to sell unnecessary policies, frivo-
lous variation between policies, and a marketplace characterized by confusion
rather than clarity. The article concludes that the Baucus amendment has not
cleaned up the Medicare supplement industry. "Sales abuses still abound, misrepre-
sentation continues unabated, and there's evidence that some policies haven't
achieved the target minimum loss ratios the [amendment] requires." A copy of the
article is attached to my testimony. Some of the key areas of market failure are
described below:

1. Consumer Confusion and Lack of Knowledge. The proliferation of policies
makes it virtually impossible for consumers to make an informed purchase decision.
Research conducted after the enactment of the Baucus amendment shows that bene-

" 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, prod-
uct safety, marketplace economics, and legislative, judicial, and regulatory actions which affect
consumer welfare. Consumers Union's publications carry no advertising and receive no commer-
cial support.
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ficiary knowledge of Medicare and medigap coverage is low. If consumers are misin-
formed about Medicare coverage, they are likely to be susceptible to sales pitches
leading to more supplemental coverage than they need.'

2. Duplicate Coverage/Overselling. Some people buy more than one medigap
policy, paying thousands of dollars in premiums to buy overlapping, duplicative cov-
erage. Since companies do not tend to coordinate benefits, these consumers are able
to collect benefits from all of the policies they own. The point here is that unin-
formed consumers, who are fearful of health care costs, waste their limited dollars
by over-insuring.

A 1987 survey by the Health Insurance Association of America found that 19 per-
cent of Medicare-eligible people surveyed owned two or more medigap policies.2 A
Health Care Financing Administration study found that 17 to 34 percent of those
surveyed (depending on state) owned two or more policies.3

This Committee has expressed concern about a problem of duplication of coverage
between Medicare and private policies. Consumers Union does not consider this to
be a major problem. The Catastrophic Act and the National Association of Insur-
ance Commissioners' Transition Rule (on Medicare Supplement Insurance) clearly
prohibit such duplication. This type of duplication is easy to identify and relatively
easy to police against. In contrast, duplication between various Medicare supple-
ment insurance (and hospital indemnity and dread disease) policies is not presently
against the law, is difficult to detect, and, as the figures show, is extensive. The
Senate should act to simplify the private market to eliminate this type of wasteful
duplication.

3. Low- Value. The General Accounting Office's 1986 results about loss ratios were
disturbing. While the Baucus amendment established a target loss ratio of 60 per-
cent for individual policies, the GAO found that 254 of the 398 policies (64 percent)
it reviewed had loss ratios below the target. The average loss ratio for commercial
medigap policies was only 60 percent. 4 The General Accounting Office's recent
report on 1987 loss ratios showed little improvement; 50 of the 91 policies (55 per-
cent) reviewed had loss ratios under 60 percent.3

4. Twisting. Twisting is the term used to describe a common agent practice of con-
vincing a client to switch policies. Agents have an incentive to do this since many
policies have front-loaded commissions. In other words, the agent earns a hefty com-
mission for first-year premiums, and much less for policy renewals. Consumers often
do not benefit from being "twisted" to a different comparable policy, and face in-
creased costs of uncovered charges, since they face new exclusions for pre-existing
conditions.

5. Deceptive Lead Card Company Practices. As described in Consumer Reports,
lead card companies send out mailings to senior citizens, requesting that the recipi-
ent fill in and return the card enclosed in the mailing. In many cases, the mailings
use names to make recipients think that the sender is a government official. Some
of the names include: National Health Information Center; Consumer Referral Serv-
ice Center, Medicare Division; and Senior Citizens Health Services. Some companies
use mailing addresses that are post office boxes in Washington, D.C., to give the im-
pression of a government connection.

RECOMMENDATIONS FOR CONGRESSIONAL ACTION

1. Congress should STANDARDIZE the Medicare supplement insurance market.
Standardization of the market should be the centerpiece of regulatory reform.
Under standardization, the government would establish uniform definitions for key
policy terms and restrict the variations allowed for other insurance policy provi-
sions (such as length of pre-existing condition period). In a standardized market,
policy benefits could not vary from standard levels set forth in "low," "medium,"
and "high" policies, which would range from less comprehensive to more compre-
hensive. Policy standardization should be distinguished from "minimum standard"
types of regulation. With minimum standards, insurers are free to offer benefits
greater than the minimum standard. Under standardization, no such variation is al-
lowed.

As part of the standardization package, there should be a prohibition of the sale
of duplicative coverage. No person should own more than one Medicare supplement
insurance policy.

The National Association of Insurance Commissioners (NAIC) rejected standardi-
zation and adopted a minimum standard regulatory approach to medigap in 1979.6
The Congress endorsed the original NAIC approach in 1980 in the Baucus amend-
ment. After nine years, we know that this approach is inadequate. It is important
for Congress to look beyond the original NAIC (and Congressional) regulatory ap-
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proach to the innovative work of a handful of states that have embraced the concept
of standardization to the benefit of their consumers.

Wisconsin led the states into standardization in 1978 when it adopted a rule estab-
lishing four distinct categories of Medicare supplement insurance coverage. While
the goal of the regulation was to limit variation between policies and to promote
consumer understanding, companies gradually undercut this goal by offering option-
al riders that made it impossible for consumers to rationally compare policies. As a
result, Wisconsin recently revised its regulation to end the variation. Policies of-
fered for sale as of January 1, 1989 are required to offer one standard minimum
benefits package, with any of six standard riders (including coverage of the Part A
deductible, excess charges, and foreign travel). No other benefits can be offered.

In 1980, Massachusetts adopted a "mandatory standardization benefit" approach
for regulating the medigap market. The regulation established three levels of medi-
gap coverage. All medigap policies sold in Massachusetts are required to comply
with one of the three benefit options and cannot be modified. Not only did this lead
to a dramatic decrease in consumer complaints, but it also resulted in very favor-
able loss ratios-which measure the percent of premiums that are paid to policy-
holders as benefits. In 1986, the General Accounting Office reported that the most
popular medigap policy (a Blue Cross/Blue Shield policy) in Massachusetts had a
loss ratio of 98 percent, in a market where commercial policies averaged 60 percent
and Blue Cross Blue/Shield policies overall averaged 81 percent.

Minnesota recently passed legislation changing its quasi-standardization approach
(four minimum levels of coverage, which could be exceeded) to true standardization
(two levels, with two optional riders, but no other benefits allowed). The state insur-
ance department had found that the minimum benefit approach led to a prolifera-
tion of benefit choices and an inordinate amount of consumer confusion. The law
also changes the commission structure to a level commission for the first four years
of the policy.

The Texas Senate recently approved a bill that would standardize the medigap
market in Texas, but the bill was defeated in a House committee.

Support for standardization comes from people who are deeply involved in coming
to the rescue of elderly people who have been victims of medigap abuses. At recent
hearings of the Oversight Subcommittee of the House Energy and Commerce Com-
mittee, several witnesses called for standardization of the market. Don Gartner, an
Assistant District Attorney for Santa Cruz County, California, whose office is litigat-
ing two civil lawsuits involving insurance and the elderly, said:

Standardization of policies is important. California has about 200 Medicare
Supplements approved for sale, with myriad ways of covering in dense lan-
guage the same item. With such variation, there is little competition on
price or quality of product. A consumer, old or young, cannot set two Medi-
care Supplement policies side-by-side and make an informed choice as to
which is better or chapter. Neither, for that matter, can a District Attorney
or Department of Insurance regulator readily determine that a policy dupli-
cates an earlier one in order to decide whether to prosecute for twisting.

Emory Walton, the Criminal District Attorney for Eastland County, Texas, with
twenty years experience prosecuting fraud cases, also supported standardization:

Uniformity of Health Care Policies: Today, there are almost as many types
of health care insurance policies as Carter has liver pills ... consequently
the elderly are often misled or confused, and the easy victims of abuse in
health insurance sales. In the casualty insurance field, there are generally
accepted automobile and homeowners policies which provide all of the cov-
erages normally needed and allow the insured to choose the coverages and
amounts deemed appropriate. A similar type of generally accepted health
insurance policy could be developed for all types of health care insurance.

2. Congress should require that the commission structure for the sale of Medicare
supplement insurance policies be level. In order to eliminate high first year commis-
sions, which are the driving force that leads many agents to 'churn" their policy-
holders from one policy to another, high first year commissions (e.g., 70 percent of
premiums) should be banned. A level commission structure (e.g., level for the first
four years, decreasing in later years) should be adopted. Some states (e.g., Minneso-
ta) have already taken this desirable step, but a national approach is desirable in
order to make this policy uniform and to avoid an incentive for unscrupulous agents
to move to more lucrative states.

3. Congress should establish comprehensive counseling programs for health insur-
ance for the elderly, and encourage states to do the same. With virtually no addition-



144

al spending, Congress could broaden two counseling programs that are already in
existence. The Department of Health and Human Services operates an 800 number
to advise-senior citizens about Medicare and the supplemental premium. In addi-
tion, the catastrophic bill establishes a three-year demonstration project to train vol-
unteers to counsel the elderly about Medicare. Both programs should be expanded
to encompass counseling on both private Medicare supplement insurance and long-
term care insurance. Senior citizens are in great need of such counseling.

The Health Insurance Counseling and Advocacy Program (HICAP) in California
and Senior Health Insurance Benefits Advisers (SHIBA) in some other states have
been extremely effective in eliminating duplicative coverage and advising senior
citizens of their coverage and their choices. Congress should encourage the states to
establish their own counseling programs, possibly by establishing an information
clearinghouse and through financial incentives.

4. The sale of hospital indemnity and specified disease (e.g., cancer) insurance
should be prohibited to people over 65. Even with standardization of the Medicare
supplement insurance market, the elderly could be "oversold" insurance if agents
persuade them to buy hospital indemnity or specified disease policies, neither of
which are considered to be "Medicare supplement insurance" policies. The cata-
strophic bill, which substantially lessens consumers' potential liability for hospital
costs, makes hospital indemnity policies even less appropriate for people eligible for
Medicare.

Both the Federal Trade Commission (FTC) staff and the General Accounting
Office (GAO) have recently investigated hospital indemnity and specified disease
policies and concluded that they do not meet the health insurance needs of the el-
derly. The FTC staff found that "neither of these policies should be considered to be
a good alternative for persons seeking broad coverage of costs for health care that
Medicare does not pay." The GAO reported that these policies are of limited value.7

5. The sale of duplicative policies should be banned. Many consumers buy more
than one medigap policy or a combination of a medigap policy, hospital indemnity
policy, and dread disease policy, with hopes of being assured of protection against
uncovered health care costs. Standardization, banning hospital indemnity and dread
disease policies, and counseling would go a long way toward ending the purchase of
wasteful coverage. In addition, agents should be required to ask (and get responses
in writing) about Medicaid eligibility and ownership of other health insurance poli-
cies. Agents should be subject to high monetary penalties for selling duplicative poli-
cies.

In conclusion, marketing abuses in the Medicare supplement insurance industry
continue to victimize the country's senior citizens. Congress should enact legislation
that would put an end to these abuses and make it possible for consumers to spend
their health insurance dollars effectively. Consumers Union appreciates the oppor-
tunity to present our views.
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BEYOND MEDICARE

E htn President Lyndon B. Johnson signed

the Medicare Act in ,he summer of 1965.
he promised that older Americans would
never be denied 'the healing miracle of

modern medicine." nor would "illness crush and
destroy the savings they had so carefully put away.' For
the last quarter century the Federal government has
struggled to keep that promise, spending ever-increas-
ing sums on health care for the elder> [he Govern-
ment spent only i 2-billion on Medicare in 1967. the
first year benefits were paid; by 1W.i the bill came to
nearly SM&-billhn

For elderly patients. the cost of medical services not
fully covered bN Medicare has nsen apace. indeed
threatening to "desroy the saving' they had so care-
full) put away."

I took 20f year, trom tihe time President Harry S.
Truman proposed a Govrnmeni-funded medical insur-
ance plan to the time Congress finally rpassA one, Dur-
ing all those years, Medicare was held hostage to the
charge of ",oialized medicine--the rallying cry of its
political opponent,. led by the American Medical Asso-
ciation, the American Hospital Association, and other
arms of organized medicine.

To overcome that charge. Medicare's proponents
finally chose as their model for paying hospitals and
doctors the system long used by Blue Cross and Blue

Shield plans, insurance reimbursement systems
designed by organized medicine itself. Under this "fee-
for-service' model, hospitals and doctors set their own
.reasonable and customary" fees, and the Blues paid
them, rarely asking an), questions

The seeds of Medicare's cost explosion were sown
the day Congress embraced fee-for-service reimburses
ment plans as the model for Medicare. For years, Medi-
care also asked few question.

But in the early 1980s, Medicare stopped payment on
the blank checks it had given hospitals. Instead of hospi-
tals telling Medicare what their reasonable costs were.
Medicare told hospitals what it would pay for a given
diagnosis. Almost all hospital set vices now fall into one
of 477 diagnostic-related groups (DRG's), and hospitals
are reimbursed according to the diagnostic group for
which a patient was admitted. A hospital usually
receives a fixed dollar amount for a given diagnosis no
matter how long a patient stays.

To some extent, the l)RG schedule has slowed the
growth in expenditures for hospital claims, since hospi.
tals can no longer automatically pass on their costs to
Medicare. But Medicare has been unable to cut costs
for physicians' services to the same degree.

In the last five years, Medicare's costs for doctors alone
have doubled, growing 40 percent faster than the econ-
omy as a whole. That makes the medicalnsurance part
of Medicare one of the Government's fastest-growing
nonefense programs. Medicare coverage for doctors'
bills will cost more than 30'billion this year. and spending
per beneficiary is growing about 15 percent each year.

Not only have physicians proved adept at increasing
their fees (see box. page 377). they may also charge
Medicare patients any ;,mount the) wish above Medi-
care's allowable fee, up to certain Government-regu-
lated maximums.

"Excess" physicians' fees today represent one of the
biggest gaps in Medicare coverage-coverage that was
never intended to pay for everything. Medicare benefi-
ciaries also pay deductibles and coinsurance as well as
excess charges, Knowing how these work is the key to
understanding coverage under Medicare--and the key
to choosing a supplemental insurance policy that plugs
the gaps it leaves.

WHAT INSURANCE DO YOU NEED?
At the heart of Medicare's payment scheme is the "al-
lowable charge." Medicare looks at the actual bill for a
particular service and determines the allowable portion
that the Government approves for coverage under the
program For ho-pital ser-ices. Medicare pays 100 per-
cent of the charge; in other words, it picks up a patient's
entire bill except for a deductible. For most physicians'
services, it pays 80 percent beneficiaries pay the
remainder, plus any physician's fee in excess of the
allowable charge. That portion of the allowable charge
beneficiaries pay is called "coinsurance."

CONSUMER REPORTS JUNE 1989

Beneficiaries must also pay deductibles, which are sub-
tracted from the allowable charge before Medicare deter-
mines its 80 percent payment.

The particular deductibles, coinsurance, and excess
charges depend on the type of service Medicare cov-
ers. Part A benefits pay for hospital and related ser-
vices and are the most comprehensive. Part B benefits
cover doctors' fees. various outpatient services, medi-
cal laboratory fees, ambulance services, and outpa-
tient psychiatric care. Part B contains the most gaps
for supplemental insurance to fill.
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Beyond
Medicare
lies the
need for
supplemen-
tal insur-
ance. The
main gap to
cover?
Doctors'
bills higher
than the
Medicare
"allowable"
charge.
Plans
offered by
Blue Cross
and Blue
Shield and
by the
AARP fail
to cover
that gap
well.
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The Catastrophic Coverage Act
passed by Congress last year
greatly simplifed Medicare's hospi-
tal coverage. Until this year. the pro-
gram required beneficiaries to pay
coinsurance for certain hospital
stays. Now none is required Except
for one annual deductible ($560 in
1989) paid by beneficiaries who
need hospital services, Medicare
picks up the entire bill, including
the cost of semiprivate rooms, lab
test%, X-rays, nursing services,
meals, drugs provided by the hospi-
tal medical supplies. appliances,
and operating and recovery rooms.

There is an additional deductible
for blood transfusions. Medicare
covers the entire cost of replacing
the blood (a requirement at sore
hospitals), but only after a patient
uses three pints. Patients can either
pay the replacement costs for the
first three pints or arrange to have
the blood replaced,

Skilled-nursing covered. Medi-
care imposes strict eligibility re-
quirements for skilled-nursing ben-
efits. (Skilled-nursing care is de-
fined as care prescribed by a doctor
and available 24 hours a day) It

pays only if care is provided in a
Medicare-approved facility, if a doc-
tor certifies that such care is needed
daily; and if the facility accepts the
patient

Patients eligible for coverage pay
,5 50 each day for the first eight
days of a stay. (This coinsurance
payment will increase in future
years.) Medicare then picks up the
entire tab for such things as semi-
private rooms, meals, nursing ser-
vices, medical supplies, and appli-
ances but only for 150 days. After
that, patients who still need skilled-
nursing care are on their own.
Medicare pays for less than 2 per-
cent of all nursing-home costs.

Home health-care coverage.
There are also strict eligibility rules
for home-health benefits. Medicare
pays if care is provided by a Medi-
care-certified home health-care
agency: if a patient requires intermit-
tent skilled-nursing care, physical or
speech therapy; if a patient is home-
bound; and if a doctor orders and
regularly reviews such care. The
benefit lasts as long as Medicare's
coverage criteria are met.

Medicare pays 100 percent of the

Doctors are paid in a way that is
confusing to beneficiaries and costly
to the program. Here's how Medi-
care determines allowable charges
for most Part B claims:

When a doctor submits a claim,
the private insurance companies
that process the claims for Medi-
care compare the bill submitted
with the doctor's customary charge
and with the prevailing charge in
the community for the particular
service. The lowest of the three
becomes the allowable charge on
which Medicare bases its payment.

Figuring the doctor's customary
charge and the prevailing charge is
a mind-boggling, if not a computer-
boggling, exercise. For example,
Empire Blue Cross and Blue Shield
processes about 25 million pieces of
information in its computers to
determine the allowable charges for
doctors in the 16 counties of New
York that it serves.

Allowable charges for the same
service may be different for each
beneficiary, depending on the doc-
tor's location and his or her billing
practices. Not only are there
regional differences, but allowable
charges may vary among doctors
within the same city There's no

standard or national reimbursement
rate.

Under this system, it's not hard to
why Part B claims have pro-

pelled Medicare's costs into the
stratosphere. Doctors continue to
raise their charges for both Medi-
care and non-Medicare patients.
Those are then cycled into both the
customary and prevailing charges.
And those in turn become the bases
for the Medicare-allowable charge.

Medicare further gives doctors
the option of accepting the allow.
able charge as payment in full or
requiring the patient to pay the dif-
ference between the allowable and
the actual charge. That gap is the
excess charge.

Many doctors bill excess charges.
According to the insurance compa-
nies whose policies we rate this
month, such charges averaged 37
percent more than Medicare's
allowable charge in late 1988. Since
a patient will pay the deductible (a
maximum of $75 per year), 20 per-
cent of the allowable charge, and all
of the doctors fees in excess of the
allowable charge, it's easy to see
how a person might have to pay well
over one-third of the medal bill out
of his or her own pocket

A doctor who agrees to accept the
allowable charge all the time is
called a "participating" physician. In
Medicare parlance such a physician
.accepts assignment" Doctors who
don't are called 'nonparticipating"
physicians.

Only about one-third of all doctors
are participating physicians. accept-
ing assignment regularly The rest
may accept assignment only when
they believe a patient cannot pay the
extra charges in effect. then, doc-
tors are free to provide their own
.means test" to patients, accepting
the allowable fee for some and bill-
ing others a higher fee.

The likelihood of your doctor
accepting assignment depends on
where you live, the doctor's spe-
cialty, and your age. Massachusetts
requires all medical doctors to
accept the Medicare allowable
charge as payment in full But in
Wyoming, which has no such
requirement, only 18 percent of the
state's physicians are participating
doctors. Psychiatrists and nephrolo-
gists are more likely to accept
assignment than anesthesiologists,
surgeons, and general practitioners.
And doctors are more apt to take
assignment from patients who are
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bil for occupatonal and physitherapists, medical supplies, medi-
cal social services, and the part-die
services of home-health aides. But
if a beneficiary needs medical
equipment at home (oxygen or a
hospital bed, for example). Medi-
care pays only 80 percent of the a
lowable charge for the equipment

Hospice covered. For termi-
nally ill patients who choose care in
a Medicare-certified hospice. Medi-
care pays all expenses for nursing
and doctor services, supplies, appi-
ances, social services, counseling
homehealth and homemaker ser-
vices, It also pays for pain-relief
drugs, but the patient must pay 5
percent of the cost or $5, whichever
is less.

This year. hospice benefits are
available as long as a physician cer-
tifies the patients as terminally ll.

Psychiatric coverage. For those
who need psychiatric care in a hos-
pital, Medicare pays the entire cost
less a $60 deductible. Coverage,
however, is limited to 190 days of
care for a patient's lifetime. After
benefits run out, patients pay for ad-
ditional care.

PartL
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85 than from those %ho are 65.
About one-quarter of all Medicare

Part B claims involve some excrss
charges, and these charges con-
tinue to mount. hit 1975, excess
charges cost Medicare beneficiaries
$.1,Smillion By 1987. the cost had
rinsn to $2 7-billion, an average of
$82.0 for each nonparticipating
n dical practi-e.

Medicare beneficiaries pay one
$75 deductible each year for all 'art
B services A patient can niect the
deductible requirement in one visit
to a doctor or by using a combina-
.ion of services For most of the fol-
lowing Part B s.-rvices. Medicare

pays 80 percent of the allowable
charge; beneficiaries pay the
remaining 20 percent. There are
exceptions that we note.

Doctors"' fees. Part B benefits
cover services furnished in a doc-
tor's office or a patient's home and
those provided to beneficiaries as
hospital inpatients or outpatients.
Services include aneshesia, radiol-
ogy, pathology, surgery, some podi-
atric treatment, second-opinion
consultations, dental care if it
invob,-es jaw surgery or setting bro-
ken jaw or facial bones, and one spe-
cific kind of chiropractic treatment.

In addition to the 20 percent coin-

stance, beneficiaries are also
responsible for any excess charges.
Suppose, for example, a surgeon not
taking assignment charges $2000.
Medicare determines the allowable
charge is $1400. The $600 differ-
ence not covered is the excess
charge. The patient pays 20 percent
of the allowable charge, or $250.
plus the $ excess charge, for a
total of $880, assutng the deduct-
ible has been paid,

In 1990, the Catastrophic Cover-
age Act will limit the total amount of
allowable charges beneficiaries are
required to pay. Beneficiaries now
are on the hook for unlimited

UNBUNDLED SERVICES AND "CODE CREEP"

HOW DOCTORS BOOST THE COST OF MEDICARE
Physicians may charge Medicare patients more than the "allow-
able" fee. up to maximums established by Medicare. According
to insurance companies whose policies we rate this month. 49
percent of providers charge the companies' policyholders more
than Medicare's allowable fee

.Athough Medicare has tried to control costs by setting maxi-
munts on "excess" charges, thus hlmiting what it sill pay for
certain procedures, cost increases are built into the system.

The allowable charge itself takes into account the "custom-
ary' and "prevailing" fees in the doctor's practice and in the
community But over the past 10 years, about half the increase
in payments to physicians resulted not from direct fee increases
but from increases in shat's called "volume" and "intensity"

Volume refers to the number of services performed. Not only
are doctors performing more procedures, they are now

1L11 ~1177M M,'',! .l,: , ' , :.hi:id - 7 M , ,
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.unbundling" the fees for those services-that is, billing sepa-
rately for services that were once billed, or "bundled,"
together. A doctor who once charged an inclusive fee for, say,
an office visit and a Pap smear, might now bill separately for
each The therapeutic goal may be the same, but the total fee
may be higher.

Intensity refers to shifts from less costly services to more
expensive ones. It's possible to stretch out an office visit for
example, or to substitute expensive colonoscopy for a less
expensive barium-enema X-ray.

The development of numerical billingcodes (there are sme
7300 of them, representing all physicians' services) has also
made it easier for doctors to bill for a more expensive proce-
dure. For example, a doctor can bill a new patient for an of fice
visit using any one of five codes. There's a code for "brief
service," "limited service," "intermediate service," "extended
service," and "comprehensive service." There may be little
difference in the time spent on a limited visit and on an inter-
mediate one, but the intermediate visit usually costs Medicare
more money. This phenomenon is called "code creep."

Some of these represent new technologies offering real
value to patients, but many are merely add-ons that a;cmp:isl
the same medical goal. Others represent changes in billing
practices that define the same treatment to include mote ser-
vices. And still others may afford no effective treatment at all.

Congress is considering a fee schedule for doctors based
on the relative value of the various services performed. The
idea is to make fees among physician specialties more equita-
ble and perhaps cut those fees a, well, although some health-
policy experts doubt such a schedule would curb increases in
volume and intensity.

With the options doctors have for raising their incomes,
controlling the costs of the Medicare program may be difficult
if not impossible, in a fee-for-service payment systern

But if ways are not found to stem these increases and the
Treasury refuses to bear more of the burden, the explosion
in Part B expenditures, whether from fee increases or from
billing schemes, will ultimately shift more of the cost to
patients. Consumers would thus be forced to buy more exten-
sive supplementary insurance or risk what Medicare was
intended to avoid-medical costs that destroy the savings they
had so carefully put away.
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amounts ef coinsurance, but next
.ear they will pay no more than
$1370 lot the )ar including the
deductible). That number will be
adjustd annually.

1he new law. huwever. does not
address excess charges Patients
iiut still dig into their pockets it
pa) ih, ni, and these excess charges
will not count toward the $1370 cap
i'lius. excess physcians" charges

art th' single must important gap
in Medilcart. and the iiie most nec-
cssary to fill with sipplenental
in,.u rance

Outpatient hospital cvvrage.
Part B bentvfil, pay for outpatient
hopitil svices. including those
rtuired in an t niergency rs)n or
ouIpmiett clinic ie cost of blood I
transfusion, is also covered, but the
deductible ik different from the
blhxvd deductible ur.der Part N If a
patient us's three pints and has paid

1 the 875 yearly deductible. Medicare
pick. v') the' tab for Ni) percent of
the allwable charges Patients art,
responsible for the "2) percent coin-
-urance plus replacement costs for
the firs thie pints of blood used

Physical. occupational therapy'.
For patients who need these %er-
vices. Medicare requires that do'-
tor Tast pret.tb a treatment plan
and periodically review it. If therapy
is provided in an outpatient hospital

llitht or killed nursing facility or
by a hon-hi alth-care agerc, clink.
Or \Medicare-appruved rehabilitation
agrituc, Medicare pay- its usual It
ptr .Rit ot allowable charges,. and
buritficlares pay the remainder+ But
itf patients r.'ei\ve such therap front
a Nedicare-<ertified therapist ho
practices independently, the amount
ltdicare pays is llmttd to S.it) a
ear
Pschiatric coverage. Medicare

pay, benefits for care in either a
dxor's office oir outpatient hospital
tacilitr For the facility's charge, the
usual cost- sharing applies For the
dk.'tor's charge, a special pay ient
formula results in Medicare paying

about 62 percent of the allowable
charge, up to a maximum payment
of $1100.

Laboratory fees. Medicare pays
IOU percent of tie allow able charge
for clinical diagnostic tests such as
for blood and urine) performed in
independent laboratories certified
by Medicare It you have tests done
in a noncertified lab, you'll have to
pay for them yourself Neither labor'
ratones nor doctors who perform
clinical lab tests in th(" offices can
bill beneficiaries for excess
charges For other diagnostic tests
such as X-rays. EK(;s. and tissue
biopsies, Medicare's usual cost-
sharing applies. and nonparicipat-
ing physicians can bill patients for
amounts higher than the Medicare-
allow able fee.

Ambulance services. Medicare
has; spxial rules for ambulance ser-
vice. Patients must have a medical
reason for needing an ambulance.
the ambulance and its equipment
must riect Medicare's require-
mints, and transporting the patient
in another vehicle could endanger
his or her life, If those conditions
are met, Medicare pays 8U percent
of the allowable charge. beneficia-
nes pay the remaining 20 percent.

Drugs. Currently. Medicare pays
only for drugs while a beneficiary is
in a hospital or skilled nursing facil-
ity. for injections in physicians'
offices, and for immunouppressue
drugs a patient needs for one year
toll ing a Nledtcare-approved
organ transplant (subject to Part B
deduatbles and coinsurance).

In V).t, patients who have under-
gone non-Medicare-approved trans-
plants or who are in their second
sear following a transplant that
Medicare has approved must pay a
s.550 deductible and 50 percent of
the allowable charges fur imniuno-
supresive drugs If a person needs
horne intraenous antibiotic drugs.
he or she must al- pa) a $550
deductible plus 20 percent of the
allowable charges.

In 1991, the Catastrophic Cover-
age Act provides coverage for all
prescription drugs (n cluding those
used alter organ transplants Lid
home intravenous antibiotic) . sub-
ject to a large deductible ($60) and
large coinsurance atoun',, (50 per-
cent for at, except home intravenous
antibio.ics)

Medicare doesn't pay for irhospi-
tal private-duty nurses or for private
rooms in hospitals or kiled-nurs-
ing facilities unless such rooms are
medically necessary. Neither does it
pay for 'lW's telephones, and other
personal items.

In general, it pays only for services
that are reasonable and medically
necessary. A beneficiary can't sub-
mit a claim for setting a broken arm
and then bill Medicare for a chest X.
ray, too, unless the doctor found a
clinical reason for the X-ray Nor
does the program pay for preventive
care such as routine annual ph
cals, except for mammographic
screening beginning in 1990.

With few exceptions, the program
does not pay for immunizations, nor
does it pay for insulin injections that
patients can administer themselves.
It doesn't pay for routine foot care,
dental care, eyeglasses, and hearing
aids and the examinations required
for fitting and prescribing each. Vir-
tually all chiropractic services and
cosmetic-surgery procedures are
not covered.

There are no benefits for long-
term skilled care in nursing homes
beyond 150 days, for custodial care
that helps people cope with activi-
ties of daily living such as eating and
bathing. or for meals delivered to a
person's home.

If benef.aries become sick while
visiting foreign countries, they can't
look to Medicare to cover their
expenses Medicare pays for treat-
ment only in some Canadian and
Mexicarn hospitals in some unusual
situations.

"tiih the new catastrophic benefits,
the gaps in Medicare coverage have
narroweI. Except for the deduct-
ible, which rise-s annually, virtually
all of an elderly person's hospital
expenses are paid by Medicare and,
after this year, the amount of coin-
surance required under Part B will
be limited, Were it not for excess
charges, a beneficiary's hospital and
medical expenses would be limited

to about $2000 a year-$1370 for
the Part B deductible and coinsur-
ance, and $560 for the Part A
deductible, plus any drug deduct-
ible. But if your physician bills for
excess charges, as many do. or if
you need a team of specialists who
bill for excess charges, your out-of-
pocket expenses could be far
greater.

This year, a typical beneficiary

will pay some $668 for Medicare
coverage (including the basic and
the supplemental premium), a rela-
tive bargain considering what Medi-
care spends-an average of $2800 a
year for each beneficiary.

How much, if any, supplemental
insurance to buy is a decision each
Medicare beneficiary must make.
The report on page 379 will help
you make that decision. *
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WHKH POUCIES ARE BEST?
Medicare was never meant to cover the entire healh
bill for the elderly. In the early days, the gaps left by
Medicare were small-and so was the premium for sup.
plemental poliies But as health-care costs exploded,
the gaps widened, and the arr nt spent on Medicare-
supplement insurance became a major item in the bud-
gets of the elderly

The most generous of the policies we rated for this
report would cost a senior citizen about $1000 a year.
The Best Buy poles, somewhat less comprehensive.
would cost about $600 a year.

Unfortunaseb. some elderly people are talked into
buying two or more policies Spurred by commissions
as high as 70 pen ent of the first-year premium, agents
have convinced some people to buy policies that dupli-
cate coverage they already have and to switch fre-
quently from one Medicare supplement to another.

There's htle difference among
policies when it comes to filling the
Part A gaps Inrdeed, inssnc e regu-
lators require that policies cover ei- PL,
ther all or tone of the biggest gap,
the $560 hospital deductible. Ever), Medicare's ho
policy in our study covers the de- financed solely]
ductible. roll taxes. The

Policies must also cover the coin- Security taxes
surance payment of S25 50 a day fow fund earnrke
the first eight days of care in a Medicare's
slHed-nursing facility, but they don't financed from
have to offer coverage after the 152h the beneficiari
day, hen Medicare stops paying the age is optional
bius. who elect coo

Here, differences among policies monthly premi
emerge Many pay nothing after 150 rises annually)
days. others provide coverage rang- The Catastro
ing from generous to skimpy C lo- beneficiaries ti
n-al Penn, for example, pa s 1) per- on top of the
cent of the national average dai" amount is -4 p
charges. subjetz, to a maximum of monthly premi
$1(0,00)X but Blue Cross and Blue Aill pay $4 90
Shield of Massachu-nts pa)s a mea- more. The ba
ger $W0 a day deducted fron

Note that neither Medicare nor checks
Medu w'ce-suppiinent policies pay The Act impfor custodial or intermediate care, a supplementothe type of care elderly people are gible for Medic
mos hkely to need. (One polk)' of- they've chosen
feted by Pyramid [Me does cover premium is a
stays in interndiate-care nursing Federal incom
homes) t'suall. though, you ntd
to buy separate insurance for long- NSO% bSuIr
term nursing-home care, (set, to- Med-ca'e Part Ot
SiMR seWrot', May 1Ws i Med-cafs sane-set

Suppteererta msu
"1 the me" " Lung term ra's in
Part B coverages separate the TOTAL

sheep from the goats in the field of ['2 rhe annual pre
supplemental policies. A surprising R Tre annualpe
number of policies pay neither the [r]T annual pe

out May 988 rep$75 Medicare Part B deductible nor [ T-e annual pe
anything toward excess physicians'
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Some companies told us that as many as 35 percent of
their policyholders drop their coverage during the first
year. presumably for a competioes brand.

There are large differences in quality among Medi-
care-supplement policies as well as large differences in
price. Many are comprehensive, covering nearly all the
remaining gaps, others cover only a few. And some poli-
cies provide far better benefits than others at a far lower
premium.

Together, policies sold by Blue Cross and Blue Shield
organizations and by the American Association of
Retired Persons (AARP) represent more than half of all
supplemental insurance sold. Yet our study found that
for the most part. the Blues and the AARP are selling
relatively mediocre policies. As the Ratings on page 382
show. many of the best policies come from less-well-
known companies.

MHAT AN INSURANCE PACKAGE COSTS

N TO SPEND $2000 TO $3000
spinal (Part A) benefits are

out of Social Security pay-
Medicare portion of Social
flows into a separate trust

'd for payments to hospitals
medical benefits (Part B) are
general tax revenues and by
es themselves. Part B cover-
for those 65 and older. Those
-rage pay this year a basic
um of $27.90 (this premium

iphic Coverage Act requires
o pay an additional amount
music premium In 1989, that
er month, bringing the total
um to $31 90. In 1990. they
extra, and in 1991, $7.40

sic premums are usually
nimorh!y Social Security

,nks an additional tax called
Il premium" on all those eli-
'are benefits, whether or not
coverage under Part B The
surcharge on a beneficiary's
e taxes. In 1989, the surtax

is $22.50 for each $150 of Federal Uaxes due,
up to a maximum of $800 per individual,

This year, the average supplemental pre-
mium is expected to be $85, with only
one-third of those 65 and older paying any
at all. Only 5 percent (those with the high-
est incomes) will pay the maximum.

The table below shows how much a 65.
year-old retiree should set aside to pay for
health insurance in 1989. A person could
easily spend between $2000 and $300 for
all health-insurance coverages, depending
on the supplemental-premium tax and the
price of both the Medicare-supplement
and long-term care policies. Older retirees
could pay more. since many insurance
companies charge them higher premiums
for these coverages, The average-crist
package assueni, a person would pay the
average Medicare-supplemental premium
this year and buy average-priced insurance
policies. The high-cost package assurms a
retiree will pay the maximum supplemen-
tal tax and can afford higher-priced poli-
cies. Everyone who enrolls in Medicare
P," B pays the same basic premium
regaj dless of income.

bas,c remum $ 3X3 $ 383
rental Irernum 285 800
rra,-e po4cy 635 L,] 9875E]
sura e poi"y 642 [1] 918 []

$1945 $3O68
mum o PodyI rom Gotrien Pule. a Best Buy in our Raurgs
€ib toe tre F-ra:ed Bareis Lie and Casualty poky
mum Foe tre tuh rated Banke Life and Casualty pokcy withr hrom.health car nre kon
040on "i term care ersurrane
sM fo" the Pgh-rated Jos K/'ancock poky Prom our May 988 report
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charge ' the noost likely source of
big outilf ocke expenses. Many
policies pay only the 21) percent cin- -
-urane for the allowable charge.

Mo-s plars sold by BIjc Cross and
Blue %4iikd organizations are these
susialksl 20 percent policies A bare-
blf.es 20 percent policy is also the
bt-s- seliig plan in the insurance
portfolio of A.ARP While A.AR does
,ell more generous plans, half of its
polxihold-rs opt for the 20 pen-tnt
plan

Through the years. A5RP has ad-
visvd it, members to buy a nnimum
of insurance against doctors' bills
and to seek out physicians who "par-
ticipate" in Meds-are--thal is. physi-
cians who have coniniied them-
selves to accept Medicare's
allowable charge as parent in full
all the time. We think that's unrealis-

The ex-ess
not always tF
charge the&

Insurers 6
rean by ext
pose of calct
cally. the' de
not an what
bill in excess
but as the exc
percentage of
Standard life
ample, says a
charge up to
the allowable
nies define an
charge the c(
able and cust
use both limi

A policy ma
its payment
of what it has

saw Pat B 4la1m0

wepola

lowrn n E T ~ shweh

The graph above shows the hrea. d,.wn of thea actual ciaim we used to
determine the Part B gap fo the policies we rated We also show the
same claim assuming all medical posters accepted assignment

tic advice Moe physicians are not siderably less
parocipati-ig Even if >ou find a faro- the actual bill
ily doctor who does accept assign. Of the polic
meint. an illness may require a team the plan of Fu

i of medic-l and surgical spectali-ts, at true 100 perce
least sorte of whom are probably aI excess phy
npartcipating." Finally. many

people who reach Medicare age
have Ik ng-established relationships Most comp
with physicians and prefer not to bar- features onto
gain-htnt for new ones, hoping that o

We gave preference in o-r Ratings guish their of
to pol cies that cover excess physi- tots'. These
cans' charges coverage for p

in a skilled-nuThe perto P fled by Medi
Policies that do cover excess countries. Sort

charges cover them in different more valuable
ways. creating great confusion fcr Foreign
anyone trying to compare policies. ,ant if you pL

380

barge a policy pays is
me same as the excess
oeor bills,
rt define what they
ess charge for the pur-
lating paynwt Typ -
fine an excess charge
he doctor may actually
of the allowable charge
ess charge up to a fixed

the allowable charge.
and Accident, for ex-

n excess charge is any
80 percent higher than
charge. Other compa-
excess charge as any

mpsny deems reason-
omary And stil others
rations
iy then further restrict
o a stated percentage

defined as an excess
charge. It may
pay as much as
100 percent of

what it says is an
e: cess charge, or
it night pay less.
I may also make
,s payment for
txcess charges

sut, 't to a de-
ductible.

It's easy to see
how agents' sales
pitches and pro-
motional maten-
als can create
confusion by
playing word
games with the
definition of ex-
cess charges.
The claim o-st
often made is that
a policy pays 100
percent when, in
fact. it pays con-

than 100 percent of

feyswe examined, only
National life was a

'nt plan. one that pays
sicians' charges.

nies tack a variety of
their basic coverages,
ne or two will distin-
ferings from competi-
extra might include
description drugs, care
rising facility not certi-
are or care in foreign
ne of these features are
than others
Ie benefits are impor-

in to roam the world

during reti meant, But beware Ben-
efits vry neatly. Some poiWes ofier
no coverage unless Medicare pay
but. as we point out on page 378,
Medicare rarely pays. Blue Cross
and Blue Shield of Massachusetts
pays the same benefits in a foreign
country that it would pay in the US
plus the part Medicare would hae
paid- AARP offers limited coverage
in foreign country es only for medical
emergencies and accidents.

The Bkw Cross rIans, which teod
to be defcient in the maj cover-
ages, often tow in a paidkage of ex-
tras that at first blush seem more
useful than they are. For the most
part. we considered them fil

For example. Blue Cross and Blue
Shield of Massachusetts covers the
services of a ridwife, services a se-
nior citizen is likely to use ony in the
case of a truly blessed event

Blue Cross and Blue Shield of
Maryland includes discount cou-
pons, but we wouldn't recommend
that anyone buy this policy to receive
20 cents off a package of Dr &AnJJ'u
corn cushions or 85 cents off a box of
Deie undergarments.

Blue Cross and Blue Shield of Col-
orado had the best package of fea-
tures, offering valuable coverage for
routine ph-sicals and for vision and
hearing examinations.

F'st National Life and Equitable
Life and Casualty add accidental
death benefits. If policyholders die in
an accident. an unlikely event for
older people, Fut National will re-
fund the premiums Equitable will
pay a maximum of $5000 to a policy-
holder's beneficiary.

Mu's .. t u, wed
In general. polices pay only for the

type of services Medicare covers. If
.Medicare doe't pay for something,
it's unlikely the policy wil pay.

Some policies restrict coverage
even more. Typically. the Blue Cross
plans are the most restrictive: Blue
Cross and Blue Shield of Tennessee,
for example, ist 22 limitations and
exclusions, including no coverage
for removal of corns and callouses,
or for -travel." whatever that mean&

In cont-ast, Colonial Penn's policy
has only one exclusion-no cover-
age for war injuries.

Many policies exclude coverage
for mental and nervous disorders, al-
though some are fussier than others.
Pyramid Life excludes coverage for
mental or emotional disorders, ako-
holism, and drug addiction AARP's
plan is more liberal, excluding hosji
tal coverage for mental, psychoneu-
CONSUMER REPORTS JUNE 1989
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rotc, and person 'ity disorders un-
less Medicare covers them

Most policies also require a wait-
ing period before they wil cover you
for those health conditions you have
at the time the polky is wTitten. Poli-
cies prescribe how long you must
have had such a conditon for the
waiting period to apply. Some defir.e
a preexitng condition as any ail-
ment diagnosed within the ls six
months others say the last three
months,

The waiting period before co%,vr-
age for pre-xisting conditions be-
gins is usually one to six months.

Surprisingly, a few companies of-
fer coverage from day one for any
health condition, and a few others al-
low policyholders to buy riders to
shorten the usual waiting period If
you have a serious health condition.
a policy ,ith a shorter waiting period
night be s orth the sml extra cost
For example. F-'st National Life
makes a one-time charge of $59.71
to shorten the waiting period from
six months to one month (Te pol-
icy we rated did have this rider.)

Ar. you good ris?
Many companies don't require

physical exatmnations or doctors'
statements before issuing the cover-
age. In fact about half the companies
represented in our survey, most
Blue Cross organizations and A&RV.
take all comers, no questions asked
But many of the Blue plans offer po -
cies with numerous restrictions and
limitations

Other companies are choosier, re-
quiring applkants to meet certain
standards Rejection rates vary Colo-
nial Penn rejects less than I percent
of all apphcants while National Home
Life turns down between 10 and 15
percent

Golden Rule has the toughest stan-
dards. rejestmg '2) to 30 percent of
all applicants who are 65. and as
many as 50 percent of those w ho are
70. 'We look for the healthy risks,"
says Susan Puorro, a company mar-
keting exeoative.

A few companies let their agents
underwrite" the policies. The agent

will ask a few questions about your
health; if your answers reveal serious
problems, the agent %on't even take
the application.

A lockt the re"mi
With many policies, the price you

pay depends on your age. The older
you are, the higher the premium,
since you're more likely to need the
coverage Other policies, such as

CONSUMER REPORTS JUNE 1989

those from most Blue Cross and
Blue Shield plans and AARP charge.community rateCveryone pays
the same regardless of age.

No matter what the premium is
when you buy the policy, it's likely to
increase. Yearly rate increases are
common.

Members of Congress who sup.
ported the Catastrophic Coverage
Act lat year had high hopes for a
reduction in premiums for Medicare-
supplement policies. since some of
the costs had been shifted from the
private-insurance system to Medi-
care. But that has't happened Con-
panies did eliminate the duplication
in coverage between their policies
and the improved Medicare cover-
ages. but many thea petitioned state
regulators for rate increases, plead-
ing that the ever-increasing costs of
medical care outstripped any savings
realized from the Catastrophic Cov-
erage Act

A few state regulators have begun
to take a hard look at premiums to
see if they're too high. They are s.t-u-
tinizing loss raoos, a rough measure
of a policy's premiums in relation to
the benefits paid out, and finding
them too low, In some states, regula-
tors have denied rate increases if

loss ratios were too low. but in oth-
ers. companies have had carte
blanche to charge what they wish.

C. It he emeele?
Eleven of the policies in our study

cannot be canceled; in effect. they
are guaranteed renewable for the life
of the policyholder, a highly desir-
able provision. Others are condition-
ally renewable. That means the com-
pany can cancel the policy but must
do so for all policies in the same
class-for example, all policies in a
particular state.

A few companies though can can-
cel any individuals policy without re-
gard to similar policies. California
Blue Cross can cancel anr policy
with 30 days' notice. Blue Cross and
Blue Shield of Maryland can cancel
whenever it wants unless a policy-
holder is about to go to the hospital.

Ra d mw tpldee
We asked 53 companies to send us

information about their new policies.
those written to supplement Medi-
careas amended last year by the Cat-
astrophic Coverage Act The U.S
General Accounting Of fice had iden-
tified these companies as the biggest
players in the market Twenty-five

THE TOP-RATED PLANS

WHERE THEY AE SOLD
Thus table lists the 10 top-rated plans and the states where they are sold. A company
may be awaiting approval to sell this policy in states other than the ones listed here.
co-fw" Plan wetes sole
B*trs L.N a Casuaty U state Newa Yort
Manned i-are'
Covewa (GR.A0 )
Pionm Ua New Lftmate Ala .Aklisa. An .A Cad. Col . Oae. D C Fia Ga. Hawas Idaho. .
F>Totwoo (IMP-9161 (Rev Ind lowa. Kai Ky La. Mss, WMort, Neb. Ne, N H, N M. N C. Oho,
11 88)0G) Okla. Ore. Pa. SC.S D. T".Tx. .Uta. L. V,,. Wash. Wis, Wyo
Standrd Ll e AckldA AlaAnt. Ak.tCak. Colo. Fla, Ga. Hwaa. Idao .W. I owa KaKy.
Medicare ,Spo~ La. Mats, Mo. MOt. Neb. Nev. N M, N C. N .Oho, Ma O e. SC.
Polcy ( 12- 89) S 0. Tern. Tax. Uu, Va. Wsh, W Va. Wyo
Golden Rule Medigap Plus Ala. Ar Cola. 0, Fla. Idaho. IN. Ind. Iow. Ky. La. Mane. Mic Miss.
(GR1-H-12P) Mo. NevH, NHN M. Q , Okla, S D .Tewrn. Tax Utah. Va, Wyo
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companies -prtesenting some 80
percent of the market inl us their
nmoN popular plan.

Many have other pribe. that offer
msirrt- or less covlrge zhan thr one
the company expects to generate the
nm-i - .- .-Ance coverage for ex-
ct-.s chargs is so important, we also
rated exdsi, iwierag- polik-is avail-
able from AR, Mutual of Omaha,
and Blue Cr--s and Blue Shield of

,,rida. even though they might not
be hi-a .-i4ld

We deterlnined a number of fea-
ture that a good polky should have
and as,-igned points to e-ach, giving
the rntict weight to how well the poli-

cies fflle the reaiing Part A and
B gaps.

For Part A. our gap was hypothet-
cal. based on the cost of hospital
rooms in St Petersburg, Fla., the
tost of privateduty nurses, blood
transfusions, skilled-nursing facili-
tes, psychiatric hospitals, and sup-
pemntal hospice and home-health
care.

For Part B, we used an actual
claim submined by a man who had
fallen and needed complicated hip
replacement surgery. The medical
bills totaled S 71. Medicare left
S 105 uncovered

The Part B out-of-pocket expense

noted in the Rating s our estimate
of the cost rennm g after each
rated policy kicked it. ( e claim
also included a sma prescpio
drug expense.) These out-of-pocket
expenses ranged from zero fo.- the
poly of Fus Naltiona Life to $1467
for the Prudential pla rnost often
sold by MARP

We also looked at coverage for
such things as care in foreign couri-
v-ea or for prescription drugs, and
gave credit if the policy offered those
extras.

We judged whether policies had
too many exclusions and imitations,
whether they were renewable for

RATINGS
premium for a 65-year-old woman living in benefits fo Prtae sm and bk-& ald
St Petersburg, Fla For a company not do- pilaeearsa, the lld-maih4 -6smm w

Listed in order of estimated overall quality ing business there, the premium is for the payrma for the first ight days. and cover-
Except where separated by bold rules, dif- main area where if operates age for dAhd melwj bepad IN dMe
ferences between closefy ranked plans B Part L Refers to hospital coverage i1 Part m. Refers 1.) medca coverage o-
were minor each policy provides ft can include pay- feared by each pot,:y f can iude paymard
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lie, and whether their pre-exisung
conditions clauses were particularly
onerous. We also noted reje-tion
rates, lapse rates, clarity of polky Lan-
guage, and major state enforcement
a,:tons againl c-ompank-,& (In this

regard, the Ratings penalized Na-bonal Hone life and Colonial Penn,

because regulators had fined them
for misleading advertising)

Since he Catastrophic Coverage
X-1 ha,; greatly reducd a retiree's
liability for Medicare's copayn-wnt.
coverage for excess charges froni
physiclan under Part B is a major

I eason to buy a Medkaesupp-
rment policy. Even though your own
physician may accept assignment
many specialists and surgeons don't,
so you could still be stuck with a
large bill not covered by Medicare.

- Many Blue Cross organizationsand AARP issue policies to anyone

and charge everyone the same
rate-desirabk and. for some retir-
ees, neces sary features. But their
btst-selling policies didn't fare well
on the coverage we considered most
important. A policy that's readily
available and cheap is no bargain if
it doesn't ahso cover the mom impor-
tant ri,'ks.

Unfortunalely many buyers may
have kfw choice otliei than the local
Blue Cross plan. since the best plam
are not universally available. Many of
the high-rated companies (Bankers
Life, Golden Rule, Pioneer life, and
Cokonial Penn. for examne) do not
sell policies in New York, where Blue
Cross plans dominate the market.
For details on where the high-raed
plans are sold, see page 381.

The plans in the top Ratings group
al offer excellent coverage to fill the
gaps left by Parts A and B of Med
care. They provide generous bene-
fits for excess physicians' charges.
leaving only between $75 and $775

0 Qo~
of " permied of.111 le dmbp. and ex- H F"90lga m rlt. Whether a policy 0 ri,-edsting Eheus Indicates how
cess charges We show be. easu dmw,. pays substantial benefits abroad many monft policyholders must waio be
an dellhe the pe 1 a s peM, and the 0 Emwebity. A 6 indicates poly covered for dllneses they have at the timeddad-Al that applies, plus 0 -Iee

t  
is guaranteed renewale for poliyholer's policy is issued

eap eil, o Mm aledl life AC means it s conditionally renewable: I P.1kt tWh eMe Refers to the nurn-
* Otbe 9~9ergeAddtional coverages a company can cancel all the policies en t ber and seventy of ksitabons and exck,
and features a policy may oifer particularctass sions in each policy.

*PWfA EPmtI

Aliu.sl andcustorarychargesabove 100 0 104 - G 0 0
- - ,t , allowable charges

b' ' ' -i 0' UPto100oaboveawabeccarges 100 0 tI4 - - G 1 0
" - Up o 80% above alia*ae charges 00 0 104 - G 0 *

SAll rea snabie and customary charges s0o S
above aliowabe charges 80 i 303 vF eaC 6 0 !

- 0 1 l Ausua; anaprevalring chargesabove
10 0  0 75 A Eili3-- " " -- altowacle charges

- Reasonaieandcusomarychargesup 100 2W 775 ST [03 G 3

to 50. a oive allowable chsges
Provcler s 'egular charges above 100 0 10 c - G 3 0

- A - 6 0. Ali changes above ailowabie charges 100 0 0 A.OAA - G 1 0
-" - 0' 10 -- 0 Up to100.aboveallowablecharges 50 0 704 AU.B8 - G 3 0
- 60 - b ' Up to 100% above allowable charges 100 0 104 A,J - G 3 0

.0 o A0 - - &0 No coverage 134 -. Gst A R bo G 4
'- s - o 1 0 No coverage -1273 A.HMOP [ G ]

-0 Reasonable and cusk mary chwe up 72
Io 50. above allowable charges 0 673 B G"2G (5

S- 0 0 0 ' Up lo 20o above llowar e charge 100 0 926 AB,CC I C 3

- . , , - No coverage - - 134 AN e C 0 *
S 1 - 6'" No coverage - - 1273 A..K C 0 0
b -- 1 0 - 6" Nocoverage - - 1467 - a C 0 0
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of expenses uncovered for the sam-
pie claim we used These policies
were liberal when it came to exclud-
ing and restricting benefits once a
Polity is issued,

Some of the policies in the second
group also offer excellent coverage.
The eighth-ranked policy, sold by
First National life, offered the best
corage for excess physicians'
charges- it didn't place in the top
group because it lacked other cover-
ages we thought were important and
listed a number of limitations and ex-
clusions (as did several other pol
cies in this group).

Policies lower in the Ratings offer
less generous basic coverage and
tend to be more restrictive once a
policy is issued. Many don't pay the
$75 Part B deductible. Note that the
best-selling polity of the American

L-rt ton of Retired Persons is
only mediocre. It provides no cover-
age for excess charges, leasing
$1467 of our sample claim uncov-
ered. ard dot-s not pay the Part H
deductible The policy is, however,

fairly liberal when it comes to excb-
siofs and limitations.

Price. although not factored into
the Ratings is an important consid-
eration in choosing a Medicare-sup-
plement policy. Note that some ofthe
excess plans cost less than many of
the 20 percent policies. Someone
paying $88.80 a month for apoliy
from Blue Cross and Blue Shield of
Colorado, or example, would be bet-
ter off with a policy sold by Golden
Rule or Pioneer file with their $5291
and $75.64 monthly premiums.

The policies from Golden Rule and
National Home life merit a Best-Buy
rating, offering policyholders excel-
lent coverage at an atractive price.
Golden Rule keeps its price down in
several ways, Frst it does not pay
its agents high commissions to sell
Medicare-supplement policies, a
good practice in our view. Less desir-
able from the consumer's point of
view is its practice of selling on) to
healthy people.

Golden Rule mray simply refuse to
sell you a policy if it suspects you are

in poor health, and it woat roia
to renew your policy ev ifk ac-
cepts you as a customer. Golden
Rule's poli y is only condiionally re-
newable. The compa can cancel
coverage as lon as it does so for as
entire class of (p ies in your state.

The policy from National Home
Life is guaranteed renewable and ot
kn good coverage at an excellent
price. National Home Life sells its
policies through the mail, bypassing
agents and the costly commissions
other companies must pay.

National Home life may be famil-
iar because of its association with Art
Linldetter, the company spokesman
who had appeared in a series of de-
cept television commercials. The
company appears to have cleaned up
its act Television commercials
shown to our reporter were free
from the misleading statements of
previous offerings.

AARP's excesscoverage plan also
offers excellent coverage; its benefits
for excess physicians' charges are as
generous as the top-rated Bankers
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lie and Ca.qaty ix'y. But its
$11050 monthly premium makes it
the pnci-4 polky in our s l-urvy.a
mont W3t) a month rme than the
Banker's policy No wonder only 3
percent of aR['s policyholders
have bought it A,.' rmembers %, hs
want a policy with excess covt-r e
%ould be better off considering any
of a number of other excn-'ovvr-
age plans in our urit

Here are somi otht r points to
keep in mind %%hen .elq cing a ,Medt-
carvtpplennt policy,

I Buy only one pettr" The IHealth
Insurance .ksn7,iatian of America. an
indu.tr% trade group. estinate.s that
alnrin one-fifth f all .Medicart-sup-
plit-ment polik holders own more
than one There's no coordination of
benefits with these policies, all mill

pay But buying more than one is a
,a,te of money% One gooad policy will
cost less and do the p)b ot several
inadequate ones.

2 If you're eligible for Medicaid,

don't buy a policy. Medicaid takes
,are of your bills

3. Ifo)xxsr income iskow but not low
enough to be eligible for Medicaid,
'oni der joining an HMO rather than

buying a Medtgap polky. The
amount you would pay for IMO ser-
vices could be les.s than the price of
a gxd supplemental policy

4 If 'our Tfornr employer pro
s'ides health insurance for retirees,
take it This co rage supplements
Medkare and often pays excess
charges Furthermore, some em-
ployers subsidize the cost.

l Do not buy policies that pay a
flat amount for days in a hospital
(hospital-indemnity policies). or
dread disease and accident policies
that pay benefits only if a particular
ailment or accident should befall
you

6 If you're older or in poor health.
consider a company that charges ev-
eryone the sane rate and does not
scrutinize every health problem pro-
.pxcte policyholde-rs may have.
Ynur preniums are likely to be

lower. But be sure that the coverage
is adequate. A lower premium isal
much help if the coverage is o what
you want.

7. Conversely. if you've just turned
65 and are in good health. a company
that charges lower premiums for
younger people or one that carefully
checks a person's health status may
be the one you want Youll benefit
from lower premiums.

8. If your current Medicare supple-
ment does not provide coverage for
excess charges, ask your carrier if it
offers another plan that does. Com
pare the cost of its plan with some of
the high-rated ones in our survey.
The company may waive the pre-ex-
sing conditions clause on the new

policy if you upgrade your coverage.
9. Shop several agents and compa-

nie Don't look only to your local
Blue Cross plan just because it's fa-
miliar Ask agents for the outline of
coverage for each policy and com-
pare then. If agents refuse to give
you the outline or push only one
plan, quickly show them the door. w

// 4
0 a 11 au a_
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benefit

B-Automat-c rscepto nianaa
C-Home-ealth care
D-Wavef-of-remum beeft
F-Nerwork of providers for dental sion and

hearig services ofering discounts of 30 to 60
Percent

F-Skled nursng care in a faorhty nri awposved
ty Medicare

G-Chiropractc services beyond whale Medicare
recognizes if medically necessary

f4_Therapists beyond those thai Medicare recog-

-Enleraf loimutas treestarxing diagnostic
imagir systems

-Accrdea l- teattr benefit

K-Packageo features includes coverage fo pe.
scrp ton drugs, durable medical equipment,
na-ger. Private-duty nurses where no rten-
sve-cae unit ezast routine physac.as vsmon
and hearing examinations

L-Pays SS pee day en son-Medcare particpahn
skileWd-rursing facility *hsch par-opat=es wt
Massachusetts Blue Cross

M-Certan private tnuqsng services at home
N-Emergency-adrbtance service
O-Caasntrooc rmafor-mdrcal benefit. , ckng

preaicrplior drug. ptryia theapy, and out-
patient psychatrc services

P-Outlpatient psychiatric services
0-Hospice berrets
A- Costwise Partipating doctor program
S-Pays m untied- and ererterendale-care nursing

laoms iwhetlher or no( approved by rAedacMr
T-One marmogram soeerst
U-Pays benefit for es-horse recovery services

towirig stay on a hosp" or s siled-nusing
tacAliy

V-Certao therapist seroices
ed-taceirsd widepesndent croical sootat wottier
X-Coverage tor Blue Shie partropatong nure

miwi Oes
Y- Pnvete-dry "n vrnatrgisfarrt seemiers
2-Rental 0t whelcsat and &ieabe edica

aquois, orthsopedic braces, rsepraideon!
iebioraknr examsnro aethetcs. Phys&-

68-Memrrbershi n ECar Plaen of Amric,
CC-Vsoan-care beo off
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EN1 0 I M1 iIC

THE INSURANCE HARD SELL
In ."ril 1W. Allen Quinn Bounds of Pearl. Miss.
received a card in the mail from S-nior Citizens Health
1'wretces advi,,sng him of 'new changes in Medicare"
The card arrived in an official-looking black and white
ensroj' and noted that the total health-care bill for
'enk r in , was SI A-billion. more than half of whih
was not paid by Medicare The card warned that "effec-
live on January 1. there were even ni,rc expenses for
the i,,nioir Citutrn to pas" and that it was 'very impor-
tant' for Bounds to know about them

Round' w as instructed to t ompi-te the card with hi,;
name, address, telephone numbt-r. age. and 'social ,er\u-
ntN number and send it to a post office box in Ililla,
In return, he would receive -infonation" on how to
protet himself against "cost Hopital. Doctor. and
Nuring expenses "

Nowhere on the card va there any hint that the "nfor.
manon" would come fum an insurance agent. nor that
the purpose of the card was really the ale (if insurance.

If Bounds returned the card, his name could be sold
as a "lead' to an insurance agent prospxcng for buyers
of Medicare-supplement policies

A year earlier, an ident-allly worded card sent to Cal-
fornians by The Mail Box. a Dallas firm was declared
illegal by Calfornia insurance regulators who decreed
that the cards could no longer be sent into the state
because they were ruseading and deceptive Insurance
regulators in Mississippi apparently are not bothered
by such deceptions

Neither are regulators in most other states Sirriilar
cards are flooding the mailboxes of senior citizens
across the country

The growth of NMedicarte-suplment policies has
spawned an industry of deceptive mailings whose pur-
pose is to deliver your name. address, and phone num--
ber to insurance agents This "lead-card" industry.
based in Texas. has largely been ignored by slate insur-
ance regulators and LT S postal authorities.

bkks of the trade
The Ihad-card companies buy

namc from firm,; that compile mail-
ing li,t, then send out dceptieIv
mailings to the names on tle lIst'
If yiu fill in and return the card
endo-ed in the mailing, the card
'o1 be -'old to insurance agents for
as much as 1'19 apiece The lead
cards provide an entree Io the liing
room; of the elderly. w here agents
may persuade their 'prospets'" to
sAitch policies, take more coerage
than the s need. or buy nst,rance
poI stes that will nit live up to the
agents' promie- s

A Ct' reporter pt-ed a, an age nt
and asktd sesvn lead-card cimpa-
nit' to send her .smplt-s of card.,
s;he Culd b.. al,,ng with price hsts
W% hat %he riid should hase
betn n- ,ugh to ralA- the hackle', of
the nittkest state regulator

The corniipani s go to an% lenghs
to ltr-uade consumers to return
the card-, dilorting the Medicare
pr-grarn and raisig fears if huge
unpaid mdital bill'

Misrpresentatitn and desi-ption
bl gin with the oan s u,,ed on the
card; to make retiree' think that
the .ender i, a government official
While mo-t card, di,-lose in tiny
type at the bottom that the compa-
nies are not affiliated with .Medicare
sr any goscrnment agency, one can
hardly mis the import of such
names as. Retired Person; Informa-
don Center. National Health Infor-

mation (enter. National Processing
Office. Regional Prtcessing Center.
National Health Reftrral .wrvices.
Consumer Referral i'ervice Center.
\ledicare Division. Information Dis
tnbution Office, or nmir C.itizens
Health i-rsici- To furth-r the
impression ofagsernn'-n coonntC-
lion, some companies dirtc recipi-
ents to return the ,cards to post-
office boxes in Washington. D C

A few lead-card companies mas-
querade under names likely to be
confused with welk-inown con-
su-mer and retiree organizations like
the American Associatton if Retired

cra ,n-
The mutaitirs claim to provide

.ervice, for retirees But the ser-
Vcrs art largely limited hi bro-
chures Nitri broschures advertise
,;enior-citizen discounts, many of
which seniors could obtain on their
ow n Others provide information on
sufjests ranging from flu prevention
to finding the right lawyer The
National Federation of Retired Per-
,'sin,. ftr example, offers 16 bro-
char- s that are nierely reprints of
pamphlets published by the L' S
Department of Health and luman
Services, they're available to ayoyne
from the Fedt-ral government's
Conumer Information Center in
Pueblo, Colo

The art of crafting a successful
lead card lies in disguising its con-
netion to insurance. The card must
kindle enough interest in Nedare

to encourage a response, but with-
out arousirg suspicion that an insur-
ance agent will call

A sles representative for National
Referral Systems advised our
reporter to avoid sending 'qualified'
lead cards--ones that mention the
word 'insurance" or identify a spe-
ci5c insurance company or policy.
With these cards, she warned, 'it's
easy to get perchedd.' The)' won't let
you in the door.' National Referral's
sales literature advertises that its
promotions are successful because
'a company name or agent name is
not noted on the mail piece."

Some lead cards do refer to a
"plan" or "program," but avoid tying
it to "insurance." A favorite trick is
to link the plan to the words '100
percent" to imply that the sender
will rush details of something that
pays every penny of a person's med-
ical bills. But lead-card companies
send nothing to consumers, and the
chances are slim indeed that every
agent who comes calling will actu-
ally sell the rare plan that pays
every bit of every claim

Rogulatno it. a wik
Failing to mention the word "in-

surance" next to the word 'plan" is
a violation of the advertising regula-
tions for accident and health poli-
ies adopted by 48 state insurance
departments. The regulations also
direct that "advertisements shall be
truthful and not misleading in fact
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DECEPMiV Surjs TAcncs

A L EAD CARD SAMPLER
.inipa,,a' mailing k-ad
card, laok h onto an change
in Medware to pique con-
uL;int r interest kight now

ansifiing with ctatr.ophic
,,n it sill pull - said a -alt'-
rtvtif nisi nim at National -VX kl-
sit iral ssiimrns 'In e-fft-
tht CA ,i-tro.phw At has

bci t111rniid Mound to help
U- Vi\ kin market thai ser.

Aid nmaket il thu' do, as
tint mmrmi" -at to our
rturtr sn,,, A-

Ih- nit.,-agt on the cardtn ' hi '1 a st Igs

Il ,rrT1A1,in ts r, .c s,' a
trait nar.t- used b nhv
Mal. Box arn,.uncrd 'Im-
[s rtart New, Catastrophic
hi'alth bi;l m tloh I on
g-t- and the Prt -int are no proposing ne, stopgaps in
,oar kfMedlkIarT C-,t'rdt e ,arnig . It is very important
that i-u find o-ut aNvut thi khangis under this nt.a bill, because
irt-i i-I', rlitmati -n sill no longer by- current "
What sit the 'st,,pgap-" Congress propose d' None But

!hi sord cont-dt a '-n'se of urgency designed to mate
.umsint return the card
A i-ad sard tr,,m the kivtrd Pers'n-.lrs firnation Center
a'!imngtn. II C - made this dire pr-inuncemnvi 'During the

pa- ',-i, nieyro iar-., our shart- lof Ne dware's costs ha,
o ra--ad itt r Nm pt-rcrni and acctrdng ti the gos ernrmnt's

at-t ri -ti "T ,,nirt- has; approved an additional One Sillion
ID, -'ar Cut in M\d:art pih mnis' "

The tear, ri-td b th card are unfounded (Ovtr the years,
N ti ican,, -hare of Medicare'- tints has actual's gone
d,,1,i For Part B alont th(,ir share has deriased Ir m about
hf [* rcint in 1o7, to 47 percent in 19u,< True. Medicare has
,iLt ;asn.t t rto i urs and hopitals But it ha-. ltt touched
ih-'a tite r ' ento fic are, as the It-ad card implies

N-, rlhc-- s, i ht Retired Person' Infornmatior Center. a
Irade ha,' u--i b ( SA. lead t.ostenis, had 'fund a new
Program that ian .lp le th,' N'ati,,nal problem - What was

.'i in-lanit polit-s. if ouri.. that paid '1,1 percent of the
Hff>l l I -M antd pa in 1ff CTI OR'S charges bth IN and O'T
',I th- fispta"

';nc, Mlticare pais liti pt-rcetnt id the ho.ptal charges.
tic i-t fir thi leduttible, and all Mitlicar-sup)lemnt polcies"
pa lrne pins-i an-, l-e-. soe asked A hat program the Center
hai in mind en manager o-l ad s4es admitted that the Ceo-
tir had no pr-gram. and that the card was loely sorled so
adi inuranicu agint muld u';, it

Naninal Referral S sfnts t-nt ,te cards for our reporter
lo chi,e ftrm (n, a 'special bulletin" from National Refer-
ral- s"[ispersnment Office.' say,. 'For 1p first time in history,
Lin~tess has adopted a new s)istem of ri-gulating Medicare
and Calatrophic protection payments under the new Cata-
-trufihc Protetirn Act [sic] Kijeause of these regulations,
fna', hospitals are transferring patients to loser-cast nursing

hom-s or similar EXTENDED CARE FACIITIES"
The Catastrophic A,'t did not institute a new regulatory

-1
-a'

S
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.. scht e U the card sug-
" - a? . gois The DRpayment

hb~t~.,systemn the card refers to was
adored four years earlier

- m-1e Dispersnent Ofice
- td seniors "it isvery

'- -- - important that you kinow
about these regualations, and

& urged them to complete the
card i mniedlel' It prone/ toed to 'rush you compile
information concerning the

- new changes in Mecare,"
. Despite its promise, the

. Dispersement Office rushes
nothing to senior citizens.
Information comes directly

t from the insurance agent
-- - - who has bought the leads

Another card from National
Referra's "Senior Citizens
Division" warned that -the

Federal Medicare Sy stein pays only about 50 percent of your
medical ptx nses , and those benefits are being significant
REDIL'C El)"

Benefits reduced' Hardly The Catastrophic Act significantly
increased benefits, and for many seniors Medicare pays much
more than half their medical expenses.

.Amerk-an Response Marketing also sent several sample
cards One from the 'American Senior Citizens Asso n
Medicare Information Dept. Washington, D.C." asked: "Are
you aware of the new changes in our Medicare system? These
changes increaw the amount YOU MUST' PAY for your per.
onal health care"

The card advised that the Association would furnish "info-
matiun concerning the new changes and a supplemental plait
ahich wilt help pay the expenses not paid by Medicare."

Does the American Senior Citizens Association actually
furnish a plan' 'No, we eon't have a plan that I'm aware of.'
said a sales representative in Dallas. She did say that agents
could give prospective policyholders a packet of material
about the association The sample packet sent to our reporter
contained brochures advertising discounts on everything
from bird feeders to Bibles, but not a single word about
insurance

A card from the National Federation of Retired Persons
advised that at its 'recent annual meeting" it reviewed several
Medicare-supplement plans and found some so exceptional
that 'if you act now, these programs will even cover pre-exist-
ing conditions'-obviously appealing to those with chronic
health conditions.

We did find some plans with no waiting periods before cover.
age begins for existing health problems, but doubt these are
the same policies National Federation of Retired Persons had
in mind None of the policies it submitted to Washington state
regulators in response to a subpoena to substantiate lead-card
claims were the ones we found without pre-existing conditions
clauses.

In fact, the sketchy brochures National Federation did sub-
mit showed that four policies actually hited coverage for pre-
existing conditions. We weren't sure about the fifth, since the
brochure furnished too little information.
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or in implicatim' and must not
.create undue fear or anx) in the
minds of those to whom they are
direced " Furthermore. most states
have httle FTC' laws that allow
their attorneys general to fle law-
suits against companies engaging in
misleading and deceptive practices

But with the exception of insur-
ance regulators in Washington, Cali-
fornia. Oregon, Wisconsin. and
Honda. and the attorney general of
Illinois. state enforcement agencies
ha,.e hardly- questioned the activi-
ties of lead-card companies

last year. the attorney general of
Illinois obtained a consent judgment
against Senior Citizens Marketing
Group under which the company
agreed not to engage in certain
deceptive practices It obtained
from National Referral Systems an
assurance of voluntary compliance
for similar practices.

But cards that trouble a regulator
Ln Washingon. California. or llimois
toay cause no concern in New York
or M.sis.-ippi National Referral's
.ales representative told our
reporter, based in New York. that
the company could send anything it
wanted to New York because regu-
ators there -look the other way.
They don't pay attention to what we
mail "

Cards that fall afoul of regulators
in some states soon pop up in others
where regulators don't setm to
mind 'We were hoping that by fl-
ing one or two cases, we'd send a
message, but obviously we haven't."

says Delores Martin. an assistant
attorney general in minoJ

Sometimes cards outlawed in one
state are sent unchanged to con-
sumers in others. ute the one The
Mail Box sent to Allen Quinn
Bounds in Mississippi. But other
times a company changes the name
and sightly alters the message
before sending a card to another.
state. Senior Citizens Marketing
Group, for instance, sent our
reporter in New York a card worded
almost-but not exactl--the same
as a card outlawed by the Illinois
attorney general in early l8.

Because it's easy for a company
to change the name and the mes-
sag on its cards, and because dif-
ferent companies use similar trade
names, even tough regulators have
trouble insuring compliance with
their orders,

Our reporter found that a lead
card from National Referral Sys-
tems using the trade name National
Health Referral Services had been
sent to consumers in the state of
Washington several months after
the insurance commissioner or-
dered Consumer Referral Sersice
Center and its affiliates (including
National Referral Systems) to stop
sending misleading and deceptive
cards.

The card we found purported ti.
be taking a surv-ey of senior citizens'
attitudes toward the catastrophic
health-care legislation then making
its way through Congress Was
National Referral really taking a sur.
vey? "No," said a sales representa-
tive. 'but it was a real neat card "

Regulators in Washington state
also ordered all the affiliates of
American Senior Ci'izens Associa-
ton (including American Response
Marketing) to stop sending decep-
tve cards into the state. A card sent
to our reporter by American
Response Marketing was identical
to one that was nailed to Washing-
ton residents after regulators had
issued their cease and desist order.
This time the card used the name
National Health Informaton Center.

Some of the lead-card companies
didn t want to talk to us about their
business. Morris Kuhn, of U.SA
Lead Systems, said his company
was not mailing lead cards for Medi-
care-supplement policies. "Get
someone here and try to get them
to get a card We don't have any.
thing to mail," Kuhn said. Two
weeks earlier, our reporter had
phoned U.SA Lead Systems and re-
ceived a sample card and price list

Fit"AJl

Medicare
poles

are alike.

We found
big differ-

ences
among

policies.

for Medicare-supplenment policies.
Ai Wilburn, president of National

-Referral Systems, said his company
was not mailing any lead cards
unless they had been approved by
s.-cific insurance companies and
by state regulators. But our reporter
obtained seven sample cards from
National Referral, and none
referred to a s.pcific insurance
company or product National Refer-
ral's sales representative was only
too willing to tell our reporter how
to use the cards successfully

A srry t& In Tem
While lead-card companies ap-

pear to be unrelated to one an-
other, their modus operandi is the
same, probably because over the
years. principals of one firm or an-
other have left to start their own
version of the business.

Except for U.SA Lead Systems,
none of the lead-card companies
sirems to be backed by well-known
insurance companies. U.SA. Lead
Systems uses a first-class mailing
permit issued to AMFX Life Assur-
ance Co. a subsidiary of American
Express and a big seller of long-
term-care insurance. (Agents use
similar lead cards to find customers
for long-term-care policies.)

Many of the companies began
operations in the late 1970s or early
1980s, but until recently, Texas
insurance regulators and the state
attorney general have done little to
stop their home-grown scam.

Eight years ago. the Texas Board
of Insurance concluded it could do
nothing to stop the lead-card compa-
ries since they did not actually sell
insurance and thus were not under
the jurisdiction of the board or any

CONSUMER REPORTS JUNE 1989

ANp
This policy
pays 100
percent of
your bill.

It pays only
50 percent of
excess
charges up
to 100 per-
cent above
Medicare's
allowable *0
charge
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of its statutes and regulations. (Reg-
ulators in other states have taken
action against companies precisely
because they ure acting as unli-
censed agents soliciting insurance
in violation of stale laws

"While lead-card solicitations may
be annoying. the) are not where
you have substantial misrepesenta-
tion," says Tony Schrader. a division
director for the Texas Board of
Insurance. "The misrepresentaton
is with the agent, They Ithe cards
may add a beginning foundation
that is bad. but :he real problems
are in the actual ;ale."

The history of Medigap policies
is littered with cases of agent
abuse--overseling, misrepresenta-
tion. deception, and outright fraud
Despite numerous Congressional
hearings and laws prohibiting mis-
representation and the sale of dupli-
cate coverage. the-e abuses are still
alive and faring all too well

Our reporter, posing as a family
relative, listened to seven sales
pitches given to old people in Cali-
fornia and Texas and found them
sprinkled with enough exaggera-
dons, half-truths, misstatements.
and violations of insurance laws to
confound even the most know ledge-
able buyer

In California, the first agent she
listened to is a defendant in a case
brought by the district attorney in
Santa Cruz. He's charged with
engaging in unfair business prac-

oes, specfical" selling excessive
insurance coverage. But the

Medicare
benefits are
being signifi-
cantly reduced.

The Cata-
strophic Cover-
age Act has
significantly
expanded
benefits

charges apparently had made little
impression. He tried hard to per-
suade his 84-year-old prospect to
sign a check totaing $4673 to cover
prendurns for a Medicate-supple-
ment policy, plus long-term-care and
home-health-tare policies.

His pitch deftly moved from
lower-priced policies to higher.
priced ones. which, of course,
would bring the highest commis-
sion. He trashed ARPs policy,
and said United American's policy
with its $924 annual price tag was
'okay if that's all John Ithe pro-
spective buyerJ can afford." The
agent had his heart set on selling
the policy of Garden State Life
Insurance Co. with an annual pre-
mium of $1291

When the prospect said he could
not afford a policy now. the agent
stepped up the pressure: "Can you
afford not to ha-e it? I'm tr ing to
convince you to get something
You're sitting here with nothing.
and this premium is not out of line
for a little over $100 a month." As it
turned out. the man did own a Medi-
care-supplement polity; the agent
didn't bother to ask about it.

When no amount of cajoling
worked, he left. leaving no bro-
chures, no literature, and no outline
of coverage. as required by the Cali-
fornia Insurance Department.

Another agent also began his
pitch by knocking the competition
-Blue Cross and Blue Shield plans
are not recommended." he advised
([hat was one of the few true state-
ments he made. The polity submit-
ted by Blue Cross of California was
dead last in our Ratings )

He then told his pro.pective
buyer, an 80-year-old woman, that
she should take a pri-ate room
when she Aent to the hospital so
she wouldn't "be susceptible to all
the stuff that's going around' It so
happened that the Moneer Life pol-
icy he was promoting paid for pri-
vate rooms, a lusur) hardly central
to the value of a .sledicare-supple-
ment polk)

This poilkc. he said. 'paid six
times more," a figure pulled out of
thin air Later he said it paid -double
what Msdicare approves This is the
most liberal contract in the coun-
try' (Pioneer's polos, while a good
one, is not the most liberal one we
found )

When asked for literature to back
up his claims, he rephed -I could
give you a thousand brochures, and
they all say the same thing" When
he finally produced one sketchy

Medicare
has cut the

approved
amount by

467 percent.

Medicare has
not cuttheapproved
amount for

beneficaries.

piece of printed information, it was
not the outline of coverage required
by California regulators.

The third agent wanted to know
how much money his prospects had
in the bank. a vital clue to how
expensive a policy he could sell, He
sold a variety of plans, explaining
them in a very confusing way
Finally, he recommended that the
65-year-old woman and her husband
buy a policy from Standard life and
Accident Co.

This policy, he said. "paid 100 per-
cent of what was uncovered in the
doctor area'-a true statement only
if the do-ctors excess charges did
not exceed 50 percent of Medicare's
allow-able charges That's ali the out-
line of coverage said the policy
would pay (This policy- was not the
same one we rated )

The top of the outline disclosed
that the polio "does not usually
cover custodial care.' and another
page said unequivocal that the pol-
iky did not pay for such coverage
But the agent insisted that it did,
offering as proof a memo from the
home office sa ing the coverage
was provided by a rider.

When our reporter looked closely
at the memo, she discovered the rid-
ers were for other policies, not the
one this agent was selling.

Another Cafornia agent was ped-
dling fear along with insurance, He
said Medicare approved less than 50
percent of the bill. and since 1981,
it had cut the approved amount by
467 percent.

To allay the fear that this and
other falsehoods aroused in his 75-
year-old prospect, the agent pro-
duced Garden State's policy. which
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he said 'pays 100 percent of the
bill-the only plan that pays 100
percent of the charges without a
limit "

That statement was also false.
The outline of coverage said the pol-
icy paid 100 percent of charges that
were usual" and 'customary."

One if the agents in Texas took a
different tack, claiming "a Iti) per-
cent policy is a thing of the pas"
because "they're too expensive." lie
showed a poly from n ited Anti-ri-
can 'It'- a full 10 percent potlc., it

pays for everything, but rm not
going to tell )ou to buy it." he said.
The agent then showed another
United American policy, insisting it
would pay all but $2O of a claim. A
few minutes later, he added that if a
dottoe charged a lt, the amount not
covered might be more. His pros-
pect was confused

Another Texas agent also favored
United American 'There's nothing
better on the market," he pro-
claimed We found several policies
bitter than United American's.

Our reporter did find one bright
spot in her otherwise dismal shop
ping rip. One Texas agent called at
the last minute to cancel his appoiat-
meni He begged off saying that he
wanted to sell only the policy from
Golden Rule, and that new brm
chures and sales material had not
yet arrived. Golden Rule's plan was
the best on the market he said. add-
ing it wouldn't be fair to present old
brochures since the benefits had
changed

He was right on both counts,

The In the earl days of Medicare. thefailure of I "'tae Insurance
put tit restraints on the sellers of

regulation .edigap policies In the resulting
frt-i-fr-all. cateat emptor was the
watchword lere were no stan-
dards for pstlicie-s and i-leading
salde- pitches were more rule than
tvctption

But in l$, after well-publicized
hearings, Congri-ss passe-d the sic-

called Haucus amendninits
,named for -no. Max Baucu-. a
I)misrat from Montana) [lhe
ame-idinent.; ordered regulators to
set mnninium beni t- for policie-.
or the Feideral goiirnment would
do it for them Feanng Fed.ral rig-
ulation, states quickly adopted stan
dards that required policies to
Ocirr the 20 percent Medicare
cupa'nnnt and mest a target los'
ratio of W0 percent (The loss ratio
is an indicator if whether poic-
holders are receiing good salut
for their mone.,, in general. the
higher the b'iter )

The Baucua; amendment also
attmpted to crack doin on agent
abuse by making it a 1-ederal cnme
to impersonate a Medicare official
and to -e11 duplicate cov-rage. Only
one cast' ha- b- tn brought fur the
first ifilen-,. and that nivr cante 14o
tnal itsitite th' noiunlains if anes-
dotal evidence that selling duplicate
coerage cntinuev,, the Health
Care F loancitg Adtinittratisn has
reeIttled fi,,A complaints and ha'
closed most of those wAithout taking
action

To run afoul of the laA. an agent
must knowingly sell a policy that
duplicates another One way nit to
know is not to a-k S% many agent'
don't hither asking If a prospect
already , has a poli4.y If a sales silici-
tation gets to the application stage,
man- companies require their
agents to note whether the polio"
being sold will replace another,

390

buct requirements on the part of
insurance companies hase been a
wAeak control at best

Furthermore, the law says a pol
icy duplicates another only if it
won't pay when the othir does
1--sce there's no coordination of
benefits with these policies, and
each will pay. there's no duplication
in the eyes of the law

"A lot of state official, think
things got cleaned up with caucus."
say. an investigator with the L' S
General loccounting iffce Indeed.
regulator; in Maine told us that the
Baucus amendments "cleaned up
the -,,timic problems in this mar-
ket." and only an "occa-ional prob-
- m" ani's New Jersey ri-gulators
.aid they had found no evidence of
.ales abuse'

If regulators think the Baucus
amendment., cleaned up the Medi-
cart-supplement industry, they're
hiing on another planet Sales
abuse-s still abound, ti-srepresenta-
tn continut- unabated, and there's
A-idence that some policies haven't

i achieved the target minimum loss
ratios th .- andards require

Surveying the states
To see how well states were regu-

lating Medicart-supplen-t policies.
,we sent a questionnaire t all 50
insurance commissioners. Tlhirt\-
sevt-n responded With ftw excep-
tion,, we found, most state, are regu-
lating with a %elvet glove.

In 19&., the General Accounting
office found that many states had
no system for tracking complaints
about Medicare-supplement pol-'
ties In 1989. our survey showed
they still don't have them 'xwenty-
three regulators could not tell us
how many complaints had been
made to their departments in the
last five years These complaints,
they said, were lumped together
with others, making it impossible to

know whether Medigap policies
were even a problem. A few other
regulators said they had just started
keeping records. Some didn't even
bother to answer the question.

Nor could ome of the states tell
us how many enforcement actions
they've taken against agents in con-
nection with the sale of these poli-
cies. Only nine listed any fines.
license revocations, or suspensions
for agents who had sold Medicare-
supplement policies, and no doubt
some of these were for failing to
forward premiums to insurance
companies rather than for deceiv-
ing the elderly A few regulators did
say they had taken enforcement
actions, but didn't know how many,
since their record-keeping system
is still in the Dark Ages.

Some acknowledged they did not
regularly review advertising and
sales materials, although if a viola-
tion stared them in the face. they
would pursue it. Only eight states
reported any penalties against cum-
parties for misleading advertising.

Michigan regulators require prior
approval of all advertising and sales
material, but said the number and
names of companies penalized for
misleading and deceptive material
wt- "not available." We always
though t enforcement actions of pub-
lic agencies "-ere public-that is, if
there are any.

Fifteen regulators di' not rou-
tinely monitor policy loss ratios for
both individual and group policies.
Without such a program how can
they know whether policies sold in
their states meet the target loss
ratios required by the Baucus
amendments? To their credit, some
states were on top of this problem.
Regulators in Arizona, Colorado,
Florida, Kansas. Missouri Pennsyl-
vania. South Dakota. Washington,
and Wisconsin either provided us
with lists of policies that didn't meet
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the standard-, or indicated they had
taken action to bring policies into
compliance.

Even though many state regula-
tors appear to have a weak or nonex-

istent enforcement program they
believe their laws are adequate to
deal with Medicare-supplement poli-
cies. Louisiana-regulators, for in-
stance. told us they had no difflul-

ties prosecuting agents. But how
would they know? Louisiana regula-
lors said the numbe-r of enforce-
merint actions against agents was"undeterminable."

The problems surrounding the sale
of Med)care- upplement policies are
systemic ones, calling for ystettic
solutions,

More doctors should accept Med-
care's allowable charge as payment
is full. States can mandate that they
do, or the Federal government can
beef up financial incentives to make
it more attr&tive for doctors to be-
come -participating" physicians,

If all doctors wAere participating.
then polkies providing excess cov-
erage would be unnecessary a sim-
ple and cheap plan of the type of
fered by Blue Cros- and Blue shield
and the A.MR would be enough.

Until the Federal government
solves this larger problem, state
regulators could take some immedi-
ate seps to ensure that buyers of
Medigap policies are not victimized
by unscrupulous sales people.
L: The high commission paid to
agents is the engine that drives the
abuse If first-year commtisions
were slashed. and companies were
required to pay level commissions,.
for. say, the first four sears, the in-
centive to misrepresent and replace
policies would vanish
U Pocies should contain coordina-
ti-of-benefits clauses, or at the .er%
least. the Baucus ams-ndmenrs
should be renwritten tI define dupli-
Cale cost-rage to mt-an cos-rage iof
the same expwnses by to or more
policIes.

Most regulators ri-quire agents
to gise pohhelders an outline of
coi, rage that suflrtanzt- the pro-.
sions of a particular poli.- Th-se
outlines can be used effectively to
compare policies if the% are pro-
vided when buyers are actually
shoppi'rg The trouble is. regulators
require agents to lease the outlines
at the vrong time-when an apphi-
cation is taken and buyers haie
made up th-ir minds and handed
over a check to the agent That' too
late Outlines must be git-n at the
time (of -licitatin, Ahther or not
an application is taken
_ standardized policies would also

help eliminate the confusion buyers
now face. Many companies have
sest-ral offerings with only shght dif-
ferences among them A few states
ri-quire companies to offer only

three types of policies, each with dif.
ferent levels of benefits,

Language in the policy and in ac-
conlpan)ing sales brochures must
be simplfied to eliminate the imn-
pression that a policy pays a greater
aniount of the excess charges than
it actually does
U- A few states such as Washing-
ton. talifornia. anad New Jersey op-
erate insurance counsehng pro-
grams for the elderly These have
soved noney for senior citizens and
helped them buy appropriate cover-
age Other states should consider
establishing such a service
E The National Association of In-
surance Comnu-siontr iNAIC)
should etablish a ,-tanding commit.
tee to review advertising and ap-

prove its use in all states. But in the
meantime, regulators should pay
more attention to the enforcement ac-
tons taken by other states and re-
ported to the NAIC's clearing house.
The insurance corrnissioner in Mis-
sassppi should have known that lead
cards sent into his state were illegal
in Caliornia. This should have
prompted him to take action, too.
sparing Mississippi residents the
blandishncnts of high-pressure
agents., tares hase had 20 -ears to
regulate this industry effectively
Mos; have missed their chance. They
shouldn't be allowed man y more. a
Reprints of is report ui' be atidable
in bitk quanhti For iormatwo and
pre, nite CU/ Reprints, P0 Ba CS
2010A. %founPt l'eeno, N. lY 10551
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THE CASE OF THE TARDY REPORT
It's tempting to say the Federal government should regulate Medigap poLicies, most of the
states having done such a poor job. But if the seven years it took the Health Care Financing
Aministration (HC"A) to issue a report on how well the states were regulating these
policies is a guide, then the Federal government can't be expected to do much better.

The report. a victim of poitical maneuvering, industry lobbying, and bureaucratic bun-
gling. would have helped Conr'ess determine whether state regulations were working to
clean up the industry

The 1980 law also directed HCFA to prepare a report on the effectiveness of state
regulation by January 1982. That report was to cover not only Medigap policies but also
related dread-disease insurance and hospital-indemniity policies Congress was specifically
interested in whether the policies were meeting tht ir target loss ratios, a rough measure
of a police's value to the consumer, and the heart of the mandated standards.

From the start the report ran into trouble. Fifteen months after the order from Congress.
the agency finally contracted with an outside firm to do the research. But the collection of
data ran into snag after snag, partly because some companies selling dread-disease policies
(which provide coverage only for specific illnesses) refused to cooperate.

The first draft was completed by the end of 1984, but there were at least 12 more drafts,
each of them subject to political pressure and numerous revisions At one point, a reviewer
required the deletion of material critical of Medicare-supplement policies because it had
been supplied by a committee chaired by Rep, Claude Pepper, Capitol Hill's champion of
the elderly. The reviewer wrote on the report. "Claude Pepper's Committee. Tbis is insane.
We are Republicans. Remember, we don't agree with Claude Pepper"

The HCFA officials who had opposed the report eventually left the agency, and some of
the survey data made it into the hands of certain members of Congress., but that didn't
mean the report was back on track. Congress was now considering catastrophic health-
care legislation, and bureaucrats at the Office of Management and Budget. which reviews
the agency reports, reasoned that they couldn't issue a report critical of the way private
insurers handled supplemental policies if the Reagan Administration also wanted private
insurers to provide coverage for catastrophic illness.

No one needed to worry. The report that finally surfaced in 1987 was watered down and
brief. By that time, Congress had lost interest

391
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E or the first time in four years,

double-digit returns are blos-
soming again on bank certifi-
cattes ot deposit C.[s, as they

are called, art- savings accounts that tie up
)your deposits, usuath in amounts of $100
or mire, for anywhere tron seven da)s to

Os ears [iligent so',.pp'rs dunng the firs
wicks; of spring could find six-month C'Ds
vtTding as high as 10,47 percent.

And in an ad blitz reminiMn-tnt of the eta
of firet too- tirs, many banks
art, offering lirtmius on long-
trtti iis rangng front tlet- a
;-hineu to I'aditlacs As us ual. M

such prorotions; distratl shop.

l.x.rs ftom the hard data they 98
sh,,uld f,,cus on A certificate 96
ot dep),it is an ins es.tuilelt
nita,urable ir, the dollar, and 94
cent, t will earn (tit premi- 92
urn, ifrown in are part of those
earnings;, a, cu-tunieN di-
coer at ,zLx filing time. wh.i 88
the bank skndq t--en and the a6
IRS a Form 1t01 rt porting the
adlue of the premium 84

To shop intelligentl. you 82
nt-id to know soen basics
what ls are. , here they are 80
Mild, and in what vanation-

a BRO

A L ) is a time dt-p it I-or
bank, to attract money the
ctm cuunt on keeping fitr a staiid period.
thi, niut offer hightr intrt-est ratts than
on dtmiand dcpoit--ht'king. saving,.
and nsote market accounts-whch can
it Irit--. withdrawn

is0t Cl, Mature in ptnrints ranging
tr,,nm i mit,nh to ttn sears. with ,ix
ii:,,nih-, tins- ear. 2 -_ stars, and fist- %ears
thie coinii,- II .u withdraw ,our
niw irut a bank Cl) before tht- CI)
naturee,. situ pay a p-ocnalt-uual> an
am,unt i qua! t, thrv ioiths" interest on
. D), (,1 It- than ,ne Lear and ix nionth&'
iri:t rt-t un longer tt mi ci:ifit t

lint rc-t ra' tin (It tidinanIs go
lighter a, stur Unit, . oinjLitment It ngth-

ii- ihat stand, it rea.,n. becau-e the
],,.rgi SIU art bi.aked into a CI). the

rrtait r tht rik that itt rest rates will nse,
making ,,ur tiwn rate Ites dc-irabe, far-
h,.r this -pnng. hiiwet-r, the ")ield curie"
t.k a -trange turn, with tint-'ear CDs
;iing higher return, than lingvr tint-s
(sit chart

Wher t hy them
A- b,,nafide bank depsis. CIt rnjo>

the prttettiin of I-edcra dijisit insurance
392

How to shop for CDs

up to $I00,000 They are issued by corn-
mercial banks, savings and loans savings
banks, and credit unions.

You can also buy insured bank CDs
through sto-kbrokers. (In average, as the
table shows, brokerage-house CDs pay the
highest rates. With a brokerage CD, you
may alson be able to get your money back

em ce i"t up

3Mo 6Mo IYT 2 Y

ERS C: BMWS
D 'M C011. u.- i iiejetsiw tttMe'tc,

1. - 'm*tm W* " 8 W4evs~eitbowlfloafldtb$

without paying a penalty. You cannot cash
in Cl)s bought from brokers, but you can
usually hae the broker sell them for you
There is no penalty, but the market price
may be lower than your initial ins-tment
If interest rates meanwhile have risen

(.Ds from some brokers have one seri-
ous disadvantage, the interest does not
comrimund Instead, >ou can arrange for
the paouts to be reinvested in a money-
mackit fund (,ee Pocket Guide. May
1489). where they will continue to at-cumu-
late interest, but at a fluctuating and unpre-
eictable rate.

Wtohe t nw m
Though briktrage Il)s pay higher-

than-a,erage rates sou can generally find
,ome banks around the country offering
up to a quarter of a percentage point more

Barro's, a weekly business and finan-
cial new,,pap-r sold on newsstands, pub-
bihes in each issu- a list of the banks
pa) ing the h,ghest intrest on ClI)s Or, for
sJ., >ou can subscribe to eight weekly
issues tf a newsletter called 100 Highest
Yields (Ol [Box O',i"&5 North Palm Beach.
Ila 2 t3X149.

The yield on a CD is what you shop for,
rather than the simple interest rate. The
percentage fieldd is higher than the rate
because it includes the result of coot-
pounding the interest aver the term of the
CD. if the term is at least a year, or as an
annualized yield on shorter-term certifi-
cate. T'he frequency with which interest
is compounded-daily, weekly, monthly.
quarterly, semiannually, or annually-
shows up in the )ield quotation.

The more frequently your
interest is paid. the higher the
quoted yield will be.

But even the quoted yield
can be misleading. Other vari-
ables. such as whether the
bank bases its compounding
on a 360-day or 365-day year,
affect the yield. The right ques-
tion to ask in shopping for CDs
is this: "If I give you this muchI money today, how much will I
have in the account at the end
of the term, alter all fees and
charges "

Until this year, the highest
5 Yr yields came mostly from teeter.

ing S&Ls in Texas and other
oil-patch states. Despie Fed-

aim bW era] insurance, they are chancy
places to put money The Gov-
ernment guarantees only the

principal plus the interest thus far earned.
In case of a bank failure, your CD may stop
paying that high yield. It may earn you
nothing at all until you get your money
back

Happily it is the sounder, more prosper-
ous institutions in the Northeast that have
lately bee-n offering the highest CD yields.

* v* stegftiff
E% en if one-year C Ds continue to pay the

higher" rates, you probably should not
limit yourself to that maturity. If rates turn
out to be lower a year trom now and lower
still in two or more years. longer-term CDs
will quickly overcome their present disad-
santage by paying you higher returns than
you could get by reinvesting your money.

No interest-rate forecast is infallible.
Thus, a strategy recommended widely by
financial advisers is to diversify your
money in CDs of several maturities. If
rates fail. some of your certificates will
continue earning superior yields. If rates
rise, your shorter CDs will come due in
ine to get you in on the higher yields. In
short, hedge on rates rather than trying to
predict where they're headed.
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QUESTION FOR Ms. SHEARER FROM SENATOR BENTSEN
In your statement you highlighted some of the insurance sales practices you view

as abusive, particularly "twisting" or "churning" (selling a customer an only slight-
ly different new policy instead of renewing his old one because new policies pay
higher commissions to agents). Mr. Pomeroy testified that the Commissioners are
considering adopting "suitability requirements" which would obligate agents to in-
quire about a customer's income and need for insurance, and that they are also con-
sidering requiring a level commission structure for agents. In your view, will these
changes help curb abusive sales practices?

RESPONSE TO SENATOR'S QUESTION

CONSUMERS UNION,
July 20, 1989.

Hon. LLOYD BENTSEN, Chairman,
Senate Finance Committee,
US. Senate,
Washington, DC

Dear Senator Bentsen: This is in response to your question regarding insurance
sales practices, and whether some recent proposals by the National Association of
Insurance Commissioners (NAIC) will help curb abusive sales practices.

Consumers Union supports the NAIC's proposed suitability requirement, because
it should help to address the problem of duplication of coverage. To aid in enforce-
ment of this provision, we have suggested to the NAIC that the seller be required to
ask the individual for answers to the-following questions in writing:

Does the individual own any other private health insurance policies?
If yes, is the policy a Medicare supplement policy?
Is the individual eligible for or entitled to Medicaid coverage of Medicare cost-

sharing, based on income and resources?
We also strongly support the NAIC proposal to level the agents' commission struc-

ture. High first-year commissions are the driving force that leads many agents to"churn" their policyholders from one policy to another.
The NAIC has proposed a number of other changes to its model regulation on

Medicare supplement insurance. Enclosed is a copy of the testimony which Consum-
ers Union (jointly with the National Insurance Consumer Organization) will present
to the NAIC on July 21, 1989.

One other provision of the NAIC proposal deserves special mention. The NAIC
proposal would require that every Medicare supplement insurance policy identify
separately the amount of the premium for the basic minimum standard coverage,
each additional coverage or benefit modification, and the combined total benefits
under the policy. This proposal will increase the consumer's ability to compare the
prices of alternative policies. While it is certainly a step in the right direction, we
do not believe that it goes far enough. We prefer true policy standardization, as en-
acted in Massachusetts, Wisconsin, and Minnesota. However, if the NAIC decides to
use this approach, we have urged it to consider standardizing the riders that can be
offered. In our written testimony to the NAIC, we use the example of excess charge
coverage to demonstrate the need for standardizing riders to medigap policies. In-
surance policies define excess charge coverage in widely varying manners, making
rational comparison between policies extremely difficult.

In conclusion, the NAIC proposals regarding suitability and level commissions
will be more effective in combating abuses if they are adopted in conjunction with
standardization of the market and an intensive consumer education and counseling
program.

Thank you for the opportunity to present our views.

Sincerely yours,

GAIL SHEARER, Manager, Policy Analysis.
Enclosure.
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TESTIMONY OF GAIL SHEARER MANAGER, POLICY ANALYSIS CONSUMERS UNION AND J.
ROBERT HUNTER PRESIDENT NATIONAL INSURANCE CONSUMER ORGANIZATION

(Before the National Association of Insurance Commissioners hearing on Medicare Supplement Insurance:
Minimum Standards Model Act and Regulation July 21, 1989)

Consumers Union I and the National Insurance Consumer Organization 2 appreci-
ate the opportunity to present our views on the proposed amendments to the NAIC
Medicare Supplement Minimum Standards Model Act. This market has presented a
major regulatory challenge to both state insurance regulators and the Congress for
many years now. We congratulate the National Association of Insurance Commis-
sioners for recognizing that the problems continue and need to be addressed by the
NAIC and individual states.

In previous jobs, we have both had the privilege to work with Commissioner Gal-
linger's predecessor as Chair of the Medicare Supplement Task Force, the former
Commissioner of Insurance for Wisconsin, Harold Wilde. Mr. Wilde was responsible
for establishing a comprehensive medigap regulation in Wisconsin, leading the
NAIC into adopting its model regulation, and raising the medigap issue as a matter
of great concern to the Federal government.

In our testimony, we will describe the key abuses in the medigap market and pro-
vide comments on the seven amendments that have been suggested for the NAIC
Model.

OVERVIEW OF MARKETING ABUSES AND MARKET FAILURE

Following the enactment of the Baucus amendment in 1980, there was relatively
little publicity about abuses in the medigap market. But, unfortunately, this was
not because the Baucus amendment had dramatically improved the performance of
the market. The June issue of Consumer Reports provides some disturbing informa-
tion about marketing abuses. The article uncovered examples of agent ignorance,
high-pressure marketing techniques, agent efforts to sell unnecessary policies, frivo-
lous variation between policies, and a marketplace characterized by confusion
rather than clarity. The article concludes that the Baucus amendment has not
cleaned up the Medicare supplement industry. "Sales abuses still abound, misrepre-
sentation continues unabated, and there's evidence that some policies haven't
achieved the target minimum loss ratios the-[amendmehT requires." A copy of the
article is attached to our testimony. Some of the key areas of market failure are
described below:

1. Consumer Confusion and Lack of Knowledge.-The proliferation of policies
makes it virtually impossible for consumers to make an informed purchase decision.
Research conducted after the enactment of the Baucus Amendment shows that ben-
eficiary knowledge of Medicare and medigap coverage is low. If consumers are mis-
informed about Medicare coverage, they are likely to be susceptible to sales pitches
leading to more supplemental coverage than they need. 3

2. Duplicate Coverage/Overselling. -Some people buy more than one medigap
policy, paying thousands of dollars in premiums to buy overlapping, duplicative cov-
erage. Since companies do not tend to coordinate benefits, these consumers are able
to collect benefits from all the policies they own. The point here is that uninformed
consumers, who are fearful of health care costs, waste their limited dollars by over-
insuring.

A 1987 survey by the Health Insurance Association of America found that 19 per-
cent of Medicare-eligible people surveyed owned two or more medigap policies.4 A

I 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 publications and films. Expenses of occasional public serv-
ice 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 ap-
proximately 4 million paid circulation, regularly carries articles on health, product safety, mar-
ketplace economics, and legislative, judicial, and regulatory actions which affect consumer wel-
fare. Consumers Union's publications carry no advertising and receive no commercial support.

2The National Insurance Consumer Organization (NICO) is a non-profit, non-partisan con-
sumer group, established in 1980, that educates consumers about buying insurance and monitors
the insurance industry with respect to consumer rights.

3 Nelda McCall, Thomas Rice, and Judith Sangl, "Consumer Knowledge of Medicare and Sup-
plemental Health Insurance Benefits," Health Services Research 20:6 (February 1986, Part I),
pp. 642, 649.

4 "Medigap Insurance: The Elderly's Experience and Attitudes," Health Insurance Association
of American, March 1987.
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Health Care Financing Administration study found that 17 to 34 percent of those
surveyed (depending on state) owned two or more policies. 5

3. Lo. Value. -The General Accounting Office's 1986 results about loss ratios
were disturbing. While the Baucus amendment established a target loss ratio of 60
percent for individual policies, the GAO found that 254 of the 398 policies (64 per-
cent) it reviewed had loss ratios below the target. The average loss ratio for com-
mercial medigap policies was only 60 percent. 6 The General Accounting Office's
recent report on 1987 loss ratios showed little improvement; 50 of the 91 policies (59
percent) reviewed had loss ratios under 60 percent. 7

4. Twisting.-Twisting is the term used to describe a common agent practice of
convincing a client to switch policies. Agents have an incentive to do this since
many policies have front-loaded commissions. In other words, the agent earns a
hefty commission for first-year premiums, and much less for policy renewals. Con-
sumers often do not benefit from being "twisted" to a different comparable policy,
and face increased costs of uncovered charges, since they face new exclusions for
pre-existing conditions.

5. Deceptive Lead Card Company Practices.-As described in Consumer Reports,
lead card companies send out mailings to senior citizens, requesting that the recipi-
ent fill in and return the card enclosed in the mailing. In many cases, the mailings
use names to make recipients think that the sender is a government official. Some
of the names include: National Health Information Center; Consumer Referral Serv-
ice Center, Medicare Division; and Senior Citizens Health Services. Some companies
use mailing addresses that are post office boxes in Washington, D.C., to give the im-
pression of a government connection.

COMMENTS ON PROPOSED AMENDMENTS TO NAIC MODEL ACT

Standards for facilitating comparison among policies
Section 8 of the proposed amended Model Regulation would require that every

Medicare supplement insurance policy identify separately the amount of the premi-
um for the basic minimum standards coverage, each additional coverage or benefit
modification, and the combined total benefits under the policy. This proposal will
increase the consumer's ability to compare the prices of alternative policies. While
it is certainly a step in the right direction, it does not go far enough. We prefer true
policy standardization, as enacted in Massachusetts, Wisconsin, and Minnesota. At a
minimum, we urge you to consider standardizing the riders that can be offered, as
we describe below.

State Experience with Standardization
Wisconsin led the states into standardization in 1978 when it adopted a rule estab-

lishing four distinct categories of Medicare supplement insurance coverage. While
the goal of the regulation was to limit variation between policies and to promote
consumer understanding, companies gradually undercut this goal by offering option-
al riders that made it impossible for consumers to rationally compare policies. As a
result, Wisconsin recently revised its regulation to end the variation. Policies of-
fered for sale as of January 1, 1989 are required to offer one standard minimum
benefits package, with any of six standard riders (including coverage of the Part A
deductible, excess charges, and foreign travel) No other benefits can be offered.

In 1980, Massachusetts adopted a "mandatory standardization benefit" approach
for regulating the medigap market. The regulation established three levels of medi-
gap coverage. All medigap policies sold in Massachusetts are required to comply
with one of the three benefit options and can not be modified. Not only did this lead
to a dramatic decrease in consumer complaints, but it also resulted in very favor-
able loss ratios. In 1986, the General Accounting Office reported that the most popu-
lar medigap policy (a Blue Cross/Blue Shield policy) in Massachusetts had a loss
ratio of 98 percent, in a market where commercial policies averaged 60 percent and
Blue Cross/Blue Shield policies overall averaged 81 percent.

Minnesota recently passed legislation changing its quasi-standardization approach
(four minimum leve s of coverage, which could be exceeded) to true standardization
(two levels, with two optional riders, but no other benefits allowed). The state insur-

5 Report to Congress: Study of Health Insurance Designed to Supplement Medicare and Other
Limited Benefit Health Insurance Sold to Medicare Beneficiaries, Otis R. Bowen, M.D., Secretary
of Health and Human Services (February, 1987).

6 Medigap Insurance, Report to the Subcommittee on Health, Committee on Ways and Means,
House of Representatives, October 1986.

7 1987 Loss Ratios of Selected Medigap Insurance Policies. General Accounting Office, April
1989.
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ance department had found that the minimum benefit approach led to a prolifera-
tion of benefit choices and an inordinate amount of consumer confusion. The law
also changes the commission structure to a level commission for the first four years
of the policy.

We respectfully urge you to consider strengthening the proposed Section 8, along
the lines that Massachusetts, Wisconsin, or Minnesota have adopted. We believe
that standard policy levels can be designed to provide consumers with meaningful
choices that will meet their individual needs. Consumers are not well served by
having hundreds of different policies to choose from.

Standaridizing Riders
In the alternative, we urge you to modify Section 8 in order to improve its effec-

tiveness, by standardizing the riders that can be offered. As Section 8 is now draft-
ed, it is conceivable that insurers (overall) will design tens or even hundreds of
riders. We recommend that you establish standard language for the riders that can
be offered, so that consumers will be able to compare apples with apples, rather
than apples with oranges.

The need for standardization of riders was made evident by the recent Consumer
Reports article's discussion of excess charge coverage. The article found:

Policies that do cover excess charges cover them in different ways, creat-
ing great confusion for anyone trying to compare polices. The excess charge
a policy pays is not always the same as the excess charge for doctor bills.

Insurers first define what they mean by excess charge for the purpose of
calculating payment. Typically, they define an excess charge not as what
the doctor may actually bill in excess of the allowable charge but as the
excess charge up to a fixed percentage of the allowable charge. Standard
Life and Accident, for example, says an excess charge is any charge up to
80 percent higher than the allowable charge. Other companies define an
excess charge as any charge the company deems reasonable and customary.
And still others use both limitations.

A policy may then further restrict its payment to a stated percentage of
what it has defined as an excess charge. It may pay as much as 100 percent
of what it says is an excess charge, or it might pay less. It may also make
its payment for excess charges subject to a deductible.8

If company A defines excess charge coverage to be 100% of all usual and custom-
ary charges above allowable charges, and company B defines excess charge coverage
to be 50 percent of reasonable and customary charges up to 50 percent above allow-
able charges, with a $250 deductible, one must conclude that the consumer will have
some difficulty in comparing premiums (and value) of two companies "excess
charge" riders. Therefore we urge you to build on the proposed amendment by
standardizing the riders that can be offered. It may be that two levels of "excess
charge" coverage would be appropriate, one with comprehensive coverage and one
with a lower level of coverage. By standardizing the terms, consumers would be able
to make a rational comparison between the options available to them.
Renewability

A proposed amendment to Section 7 of the Model Act, "Minimum Benefit Stand-
ards,' would require that policies be noncancellable or guaranteed renewable for
life. We strongly support this proposal. Consumers need to be protected against com-
panies who cancel groups of policyholders who are becoming older, and hence more
expensive to insure.
Commission structure

Section 12 "Prohibited Compensation Arrangements" would have the effect of lev-
eling commissions for agents. We strongly support this proposal, because high first
year commissions are the driving force that leads many agents to "churn" their pol-
icyholders from one policy to another.
Suitability requirement

Section 17, "Standards for Marketing," would require that agents consider the
consumer's circumstances (e. g., income and assets, existing insurance) before recom-
mending the purchase of any indemnity and health, health service, or long-term
care policy to any consumer over age 65. We support this provision; it addresses the
substantial problem of duplication of coverage.

8 "Beyond Medicare," Consumer Reports, June 1989, p. 380.
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To aid in enforcement of this provision, we suggest that you require that the
seller ask the individual for answers to the following questions in writing:

Does the individual own any other private health insurance policies?
If yes, is the policy a Medicare supplement policy?
Is the individual eligible for or entitled to Medicaid coverage of Medicare cost-

sharing, based on income and resources?

Reporting multiple policies
Section 19 "Reporting of Multiple Policies" requires insurers to report the names

of individuals owning more than one Medicare supplement insurance policy. This
provision might help regulators identify some duplication, but we recommend you
broaden it to include ownership of hospital indemnity and dread disease policies (so
that ownership, for example, of one hospital indemnity and one dread disease policy
would be reported). Since many consumers own multiple policies from different in-
surance companies, this reporting provision will not help regulators identify these
consumers. Each insurance department should develop consumer education and out-
reach efforts to help identify consumers whose duplication problem involves more
than one company.
Unfair trade practices

Section 17 prohibits other unfair trade practices such as misrepresentation, high
pressure sales, and cold lead advertising. We support these prohibitions.
Penalties

We support the penalties in Section 20 for violations of the insurance code.

Counseling
We urge you to add a provision in the model regulation that would establish a

counseling program for consumers of Medicare supplement insurance and long-term
care insurance. The Health Insurance Counseling and Advocacy Program (HICAP)
in California- and Senior Health Insurance Benefits Advisers (SHIBA) in several
other states have been extremely effective in eliminating duplicative coverage and
advising senior citizens of their coverage and their choices. In addition, state insur-
ance departments should develop buyers' guides and should consider establishing
800 numbers to provide assistance to consumers. Such outreach efforts would not
only directly benefit consumers, but would also alert the departments to consumer
problems.

Thank you very much for the opportunity to present our views. We look forward
to working with you to improve the regulation of this market.
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PREPARED STATEMENT OF ALAN P. SPIELMAN

Mr. Chairman, I am Alan P. Spielman, Executive Director,

Government Programs Legislation, of the Blue Cross and Blue

Shield Association. I appreciate this opportunity to testify

before the committee on the effects of the Medicare

Catastrophic Coverage Act on 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 percent of all

beneficiaries who purchase such coverage. About two-thirds of

these beneficiaries have individual Blue Cross and Blue Shield

coverage, while the rest are covered under group programs.

Our testimony will address four issues:

o Effect of the Medicare Catastrophic Act on Medicare

supplemental insurance;

o Recent trends in benefits and rates in Blue Cross and

Blue Shield Medicare supplemental products;

o Revisions to Medicare supplemental insurance standards

and state enforcement of those standards; and

o Recommendations to reduce duplicative coverage and

improve state enforcement of minimum standards.

Effect of the Medicare Catastrophic Act on Medicare

Supplemental Insurance

Passage of the Medicare catastrophic legislation in 1988

changed longstanding features of the Medicare program in almost

every significant area of coverage. One effect of these
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changes was to render many of the federal certification

standards for private Medicare supplemental insurance --

Medigap -- inappropriate since, starting January 1, 1989,

Medicare began paying some costs that Medicare supplemental

policies were previously required to cover. The federal

certification standards, which incorporate standards developed

by the National Association of Insurance Commissioners (NAIC),

are known as the Baucus standards, after Senator Max Baucus

(D-MT), the sponsor of the 1980 legislation establishing the

voluntary certification program.

To address needed benefit changes and prevent duplication, the

Medicare catastrophic legislation included three basic

categories of changes affecting Medicare supplemental

policies. First, NAIC was given 90 days to revise its minimum

standards for Medigap policies. Second, the legislation

adopted the NAIC's model transition rules to assure that

Medigap policies would not duplicate the new Medicare

catastrophic benefits. These rules required informational

notices to policyholders, the filing of clarifying policy

amendments or "riders", and premium adjustments if

appropriate. Third, new requirements were added by Congress to

better protect consumers.

Because the new legislation provided Medicare coverage for

certain expenses that Medicare supplemental policies previously

covered, it transferred a liability from the private market to

the government. Estimates of the effect of the savings to

-2-
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Medicare supplemental insurance resulting from the new law vary

according to the assumptions that are made about the typical

private policy. CBO estimated a $52 a year savings in 1989 to

a "prototype" Medicare supplemental policy that covered all

Medicare copayments except for the Part B deductible. Health

Care Financing Administration (HCFA) actuaries, for purposes of

implementation of the employer maintenance-of-effort provision

in the new act, estimate the actuarial value of the 1989

Medicare benefit enhancements at $65 per person.

The actual savings to any policy will reflect unique

circumstances and these savings may be offset by increases in

health care costs, as will be discussed further in this

testimony. Thus, as CBO has indicated, it is inappropriate to

assume that all Medicare supplemental premiums should fall in

1989 -- rates will, however, be less than otherwise would be

the case had the new legislation not been enacted.

Recent Trends in Blue Cross and Blue Shield Medicare

Supplemental Products

Blue Cross and Blue Shield Plan Medicare supplemental programs

continue to provide consumers with substantial value and a wide

range of benefits, typically exceeding significantly the

minimum requirements of federal and state law. In 1987, the

average loss ratio on Blue Cross and Blue Shield Plan non-group

Medicare supplemental products was 95.3 percent, substantially

in excess of the 60 percent minimum loss ratio standard.

-3-
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With respect to benefits, in 1986 -- the last year for which we

have survey data -- 88 percent of Plan non-group Medicare

supplemental products covered Part B expenses beyond the $5,000

minimum required under the Baucus Amendment, 84 percent of

products covered each hospital deductible, 86 percent covered

Skilled Nursing Facility copayments and 63 percent covered the

$75 Part B deductible. In addition, 43 percent of our products

included coverage for prescription drugs, 36 percent covered

Skilled Nursing Facility days after expiration of Medicare

benefits, and 29 percent included vision care coverage.

In 1986 almost half of all Blue Cross and Blue Shield Plan

products provided some protection against physicians' fees in

excess of Medicare's allowed charge or "balance billing"

amounts. In some cases, Blue Cross and Blue Shield Plan

programs also provided benefits such as wellness education,

psychiatric benefits beyond Medicare, and convalescent

homemaker services. Even after eliminating coverage for which

Medicare now pays, we believe most Blue Cross and Blue Shield

Plans continue to provide a broad scope of benefits and

represent a solid value for consumers.

Indeed, most Blue Cross and Blue Shield Plan benefit changes

since the enactment of the Medicare Catastrophic Coverage Act

fall into two categories: 1) clarifying policies so that

subscribers understand that Medicare will now cover certain

benefits previously covered by the policy, and 2) providing

enhancements to benefits which do not significantly increase

premiums. These benefit enhancements include wellness programs
-4-
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incorporating health risk assessments, vision care benefits

including discount arrangements on eyeglasses and contact

lenses, and dental benefits. In addition to these policy

changes, we have initiated outreach efforts with the senior

citizens' community to help explain the effects of the new law

on Medicare supplemental insurance.

The other area in which change has occurred is in premium

rates. There are many factors that go into rate adjustments.

One factor is when the last rate increase went into effect.

Some of our Plans have not had any rate adjustments in a few

years, resulting in several of our Plans paying out more in

benefits each year than the amount collected in premiums from

policyholders. Other factors include the general increases in

health care costs and overall uti~zation by Medicare

beneficiaries. For example, in the last decade, total Part B

benefit payments have increased at an average annual rate of

over 17 percent per year.

As indicated previously, the savings associated with the new

Medicare catastrophic law will make Medicare supplemental rates

lower than they otherwise would be in the absence of the

legislation. Depending on the unique situation of each Medigap

product -- its benefits, enrollment, cost trends, and prior

rate adequacy -- these savings can enable Plans to decrease

rates, hold rates constant, increase rates at a more moderate

pace, or improve coverage.

-5-
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In a recent survey of Blue Cross and Blue Shield Plans, we

found that the average annualized premium rate change for our

non-group Medicare supplemental subscribers since July 1, 1988,

the date of enactment of the Medicare Catastrophic Coverage

Act, was about an 8 percent increase. Of the 116 Medicare

supplemental products for which data were obtained, 88 had rate

increases, 20 had decreases, and rates for 8 products were

unchanged. Some Plans were able to make across-the-board

adjustments to all of their Medicare supplemental products --

such as Blue Shield of California, which reduced all rates by

$2.00 per month -- while other Plans had different rate changes

for different products.

Revisions to Minimum Standards and State Enforcement Efforts

During your consideration of the catastrophic coverage

legislation, we urged that you rely on the NAIC to revise its

minimum Medigap standards to reflect the changes that would

occur in Medicare coverage and increase consumer protections in

the marketplace. Your adoption of this approach was

well-founded.

The NAIC acted promptly to revise its model minimum standards

for Medicare supplemental insurance within 90 days following

the enactment of the Medicare Catastrophic Coverage Act. In

this effort, state insurance regulators balanced the objective

of comprehensive insurance coverage with the practical

necessity of keeping Medicare supplemental insurance premiums

affordable. The issue-of affordability was particularly
-6-
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relevant in light of the significant increases in premiums --

both flat and income-related -- that beneficiaries must pay for

the new Medicare catastrophic benefits. The result, which the

Blue Cross and Blue Shield Association strongly supported, is a

new set of minimum NAIC Medigap standards which we believe

respond to consumer and Congressional concerns about providing

worthwhile private supplemental benefits.

The NAIC is now considering a number of proposals to strengthen

the consumer protection provisions of its model minimum

standards act and regulations. These proposals include

specifying for potential buyers the premium applicable to the

minimum standards coverage portion of the policy, providing

buyers with information on complaints filed with the insurer,

limiting agents' commissions to discourage the frequent

replacement or "churning" of Medigap policies, and establishing

new standards for marketing. We support the general thrust of

these proposed changes and are currently analyzing them in

detail to provide comments to the NAIC at its July 21 hearing

on this subject. We would be pleased to provide the committee

with a copy of these detailed comments when they are submitted

to the NAIC. Once the NAIC completes this work, we would urge

the Congress to review the changes for possible incorporation

into the federal certification program.

Minimum standards and consumer protections, however, can only

be effective if they are enforced by state departments of

insurance. We believe that states generally have done a good

job in enforcing the original Medigap standards. A 1986 GAO
/ -7-
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study of the Baucus standards also concluded that states have

relied on a variety of means such as monetary penalties, cease

and desist orders, and agent licensure revocation or suspension

when appropriate to safeguard consumers. However, we recognize

as have GAO and others that there have been problems in

specific sales practices that need to be addressed. We believe

that Congress can further encourage adequate state enforcement

and provide incentives for states to devote needed resources to

consumer protections by expanding federal oversight of states'

efforts to prevent the sale of substandard Medigap policies.

Our specific recommendations in these areas are discussed below.

Legislative Recommendations

We believe that seniors who purchase additional insurance

coverage to supplement their Medicare benefits should have

confidence that their policies provide worthwhile benefits at a

reasonable cost. We also believe that more needs to be done to

reduce wasteful consumer spending for multiple policies of

marginal additional value. There is no reason for seniors to

buy more than one certified Medi appoliCy.

In addressing these issues, we would urge you to continue to

look to the NAIC and the states to fulfill the important

responsibilities of standard-setting and enforcement of Medigap

insurance standards. The federal government, as it did in

enacting the 1980 and 1988 amendments in this area, should play

-8-
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a supportive role by encouraging the establishment and

operation of effective state regulatory programs, establishing

federal penalties for certain abusive marketing practices, and

assisting in consumer education.

Should the committee decide to proceed with changes to the

federal law provisions affecting Medigap, we recommend that you

focus on reducing unnecessary insurance coverage and on

encouraging proper state enforcement of existing standards to

ensure that consumers receive proper value for their premium

dollars.

Our recommendations are twofold:

1. Reducing Duplicative Coverage. In order to reduce

duplicative coverage, we propose, prior to the sale of

an individual health insurance policy to a Medicare

beneficiary, that the buyer be given a clear statement

approved by the state insurance commissioner comparing

how the policy measures up to the Medigap minimum

standards. This notice would also inform consumers of

the availability of Medicaid coverage of Medicare

cost-sharing for low income persons. Finally, it would

clearly advise the consumer that buying more than one

policy that meets the minimum Medigap standards is

unnecessary.

-9-
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We propose that insurers be required to obtain a signed

statement from the buyer that the required information

had been provided. Failure to obtain this signed

statement would subject the insurer or agent to civil

and criminal penalties.

We also believe that the current federal penalties for

knowingly selling seniors duplicative policies should

be clarified and strengthened to apply to those Medigap

policies that pay benefits without regard to benefits

paid by other policies.

2. Improving State Enforcement of Mediaap Standards. We

also recommend that new procedures be established for

states to maintain federal approval of their regulatory

programs for Medigap insurance. Specifically, we

propose that states provide assurances satisfactory to

the Secretary of Health and Human Services that they

have mechanisms in place for reviewing the loss ratios

of Medigap policies and have taken appropriate

regulatory actions against policies which persistently

fail to deliver reasonable value to consumers. The

Secretary would be authorized to withdraw approval of

the state's regulatory program if the state's assurance

could not be substantiated.

We believe that these proposals will strengthen federal and

state efforts to protect seniors who purchase Medigap

without supplanting state regulatory authorities.
-10-
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Conclusion

The provisions of the Medicare Catastrophic Coverage Act

are sufficient to assure that Medigap policies do not

duplicate the new Medicare catastrophic benefits. The new

law will result in savings to consumers for their Medicare

supplemental insurance costs, generally by lowering the

amount that premiums otherwise would be increased in the

absence of the expanded Medicare benefits. However, health

cost inflation and utilization are expected to still result

in Medicare supplemental insurance premium growth in most

cases.

Further efforts to strengthen state regulatory programs

regarding Medigap are appropriate. The Blue Cross and Blue

Shield organization and other insurers are working closely

with the NAIC on proposed changes to its model state law

and regulations. We believe that the federal government

can support and strengthen these efforts by revising

federal law to help reduce unnecessary insurance coverage

and by encouraging appropriate state enforcement of

existing standards.

2300S

-11-
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RESPONSES TO QUESTIONS FROM SENATOR BENTSEN

QUESTION: Earlier in this hearing, you heard Ms. Shearer
from Consbmers' Union testify that the Federal Government
should "standardize" available Medigap policies, that insurers
should be prevented from paying higher commissions for selling
new policies, and that the sale of duplicate Medigap policies
should be banned. Mr. Pomeroy, representing the State
insurance commissioners, advocated a different approach. He
wants Federal Medigap standards to require agents to inquire
about the "suitability" of a policy for an individual
consumer's needs, reporting of multiple policies, and improved
consumer information. Mr. Pomeroy also indicates that the
commissioners believe that Federal criminal penalties against
duplication of coverage need to be revised. Could you comment
on some or all of these proposals?

RESPONSE: The Blue Cross and Blue Shield Association (BCVSA)
supports continued reliance on standards developed by the
National Association of Insurance Commissioners (NAIC) for
insurance which supplements Medicare benefits. We are
committed to working closely with the NAIC on their current
effort to strengthen Medigap consumer protection standards and
we believe that Congress should review the NAIC changes when
they are completed for possible inclusion in the federal
voluntary certification program.

Our position on various provisions being considered by the NAIC
is summarized below:

Duplicate Coverage: In our testimony of July 21, 1989 before
the NAIC Task Force on Medicare Supplemental Insurance, BCBSA
recommended that "current federal penalties for knowingly
selling seniors duplicative policies should be clarified and
strengthened to apply to those Medigap policies that pay
benefits without regard to benefits paid by other policies."
We also recommend that seniors be informed prior to purchasing
supplemental coverage that it is not necessary to buy more than
one policy that meets minimum Medigap standards. Finally, we
believe that seniors should be informed of the availability of
state Medicaid coverage for Medicare cost sharing which may
eliminate the need for additional private insurance coverage.

Suitability: we believe that NAIC's proposal for determining a
consumer's suitability for a Medigap product is a sincere
effort to eliminate sales of unneeded or costly coverage.
While we support the NAIC's objective, we believe that the
proposed suitability requirements would overly invade the
privacy of consumers by mandating that information be revealed
on an individual's income, assests and insurance coverage. we
are concerned that such a requirement might create strong
adverse consumer reaction to supplemental insurance policies
and could aggravate, rather than alleviate, abusive practices
by unscrupulous agents.
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Reporting of Multiple Policies: The NAIC provision would
require Medigap carriers to report multiple insurance policies
sold to an individual by the same company. Many Blue Cross and
Blue Shield Plans already match subscriber I.D.s and catch
inadvertent duplicative policies. However, the marketplace
problem as we understand it is with the individual who
needlessly purchases multiple policies from multiple carriers.
The NAIC provision would not solve that problem nor does there
seem to be an efficient means for matching multiple carrier
policy information to identify needless policy stacking. We
believe that rigorous enforcement of current state laws
including detecting and disciplining abusive agent practices
would go a long way toward isolating the multiple policy
problem. We also believe that NAIC's computerization of agent
or broker disciplinary actions from all the states should prove
invaluable.

Consumer Information: We support increased efforts to better
inforn seniors about Medicare supplemental insurance.
Presently, insurers provide consumers with buyers guides
jointly prepared by NAIC and HHS. In addition, seniors are
given outlines of Medicare and Medigap coverage, required
disclosure notices on policies, information on how to locate
state insurance departments and a federal toll-free line for
questions on catastrophic coverage. Still, we believe that
more can and should be done to better inform consumers about
their insurance needs and purchases. We recommend that
increased emphasis be given on providing information to prevent
unneeded, duplicative coverage and on sources of assistance for
making informed decisions about supplemental coverage.

Agent Commissions: Last year the Blue Cross and Blue Shield
Association (BCBSA) supported an NAIC limitation on agent
compensation for the sale of new policies, sold by the same
company, which are substantially similar to a policy already
held by a subscriber. We believe this provision will
discourage much of the practice of wasteful policy churning.
However, if significant problems persist, we will work with the
NAIC to develop additional compensation restrictions.

Standardized Policies: We do not believe that federally
prescribed standardized policies are in the best interest of
consumers. Indeed, we believe that the overwhelming number of
consumers have benefited from innovative policies which have
been developed to meet different insurance needs in different
parts of the country. Since the enactment of the Medicare
catastrophic benefits program, many of our Plans are seriously
examining how best to respond to changing senior insurance
needs and many plan to offer benefits such as vision and dental
care and health promotion/disease prevention coverage. Strict
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standardization might preclude such worthwhile changes in
Medigap policies and stifle creative efforts to identify and
respond to the changing needs of seniors.

QUESTION: In your statement, you have a proposal to deal
with findings by the General Accounting Office that some
Medigap policies fail to meet the Baucus target loss ratio
standards because they do not return a sufficient percentage of
premiums in the form of benefits. You propose that States be
required to put in place mechanisms for reviewing actual loss
ratios and that they be required to take appropriate regulatory
action against policies which persistently fail to deliver
reasonable value to consumers. You do not support direct
Federal regulation of actual loss ratios, however, I'd like to
draw out a little motre detail about your loss ratio proposal.
How long would it take between the time a consumer buys a
policy that fails to deliver good value and the time the State
would take regulatory action?

RESPONSE: The Blue Cross and Blue Shield Association
believes that loss ratios, measured over time for mature
policies, have generally been good indicators of the overall
value of a policy's benefits relative to premiums paid. We are
pleased that recent reports by GAO have confirmed our own
evidence that Blue Cross and Blue Shield Plans return over 95%
of their average premium cost in the form of benefits paid on
behalf of subscribers, substantially exceeding the minimum 60%
standard for non-group coverage.

Under our proposal, the Secretary of Health and Human Services
would have the authority to rescind approval of a state's
regulatory program if assurances could not be substantiated
that mechanisms are in place for reviewing Medigap loss ratios
and that appropriate action has been taken against policies
which persistently fail to deliver reasonable value to
consumers.

Our proposal builds on the Senate provisions included in the
Medicare Catastrophic Coverage Act which require insurers to
report their actual Medigap loss ratio performance to state
commissioners based on NAIC standards. It also maintains the
balance between the federal role in establishing minimum
standards for Medigap insurance and the states' traditional
responsibilities for regulating insurance products. Our
expectation is that our proposal would further encourage states
to actively monitor Medigap loss ratio data on an annual basis
and notify insurers when a policy fails to meet minimum
performance standards.

Consumers might benefit from state regulatory action at various
times depending, in part, on the length of time a policy has
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been sold and the size and relative stability of the pool of
subscribers. For a stable policy which has been marketed for
several years and has failed to meet loss ratio standards,
state actions such as lowering premiums or mandating refunds
would directly and immediately benefit all subscribers. In
contrast, for a new policy we would expect that initial loss
ratios for the first two to three years would not yet be
reliable indicators of a plan's value. During this start-up
period, we expect that state regulators would be more likely to
monitor further performance of a policy rather than impose
sanctions.

Since there are many variables affecting the amount of benefits
a policy pays relative to its costs, such as unexpected changes
in claims filed, changes in prices or fluctuations in the
utilization of services, we would not expect performance of a
policy to be judged strictly on its loss rztio in a single
year. One approach, which we have suggested in the past to the
NAIC, would be to measure loss ratio performance based on a
three-year rolling average which would indicate the value of a
policy over time. We would expect that such measures could be
incorporated into the Secretary's standards for determining
whether state actions to enforce loss ratios have been
sufficient.

Finally, we believe that there would be a positive sentinel
effect on insurers to increase low value products to at least
state minimum standards since companies would be aware that
state regulators would be more rigorously enforcing loss ratio
requirements. Ultimately, a marketplace which gives consumers
greater assurance that their premium dollars will return a
solid insurance value is, in our view, one of the best
protections seniors can have when they purchase supplemental
coverage.
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STATEMENT OF THE AMERICAN MINING CONGRESS

The American Mining Congress is an industry association representing all seg-
ments of the mining industry. It is composed of (1) U.S. companies that produce
most of the nations metals, coal, industrial and agricultural minerals, (2) companies
that manufacture mining and mineral processing machinery, equipment and sup-
plies, and (3) engineering and consulting firms and financial institutions that serve
the mining industry.

We appreciate this opportunity to comment on S. 771, the Oil Spill bill. As intro-
duced, S. 771 would, in general, disallow deductions for any applicable oil spill or
hazardous substance cleanup costs. The bill does allow for two exceptions to the gen-
eral prohibition of tax deductions for cleanup costs. The first exception would re-
quire a company to obtain Environmental Protection Agency (EPA) or U.S. Coast
Guard "certification" that the company's cleanup work was a "good faith effort" to
comply with applicable Federal cleanup requirements. The second exception would
be if the discharge was caused by (1) an act of God, (2) an act of war, (3) an act or
omission of a third party, or any combination of the aforementioned.

The American Mining Congress believes that S. 771 will cause far more damage to
the environment than it attempts to prevent by creating perverse incentives that
will promote the very behavior and actions it seeks to prevent. In addition, AMC
believes the bill promotes unsound tax policy and is an inappropriate use of the tax
code. AMC urges the committee to reject S. 771.

AMC believes that S. 771 will actually harm the environment by causing unneces-
sary delays in hazardous waste cleanup efforts. In many cases, prompt action is
needed to contain a hazardous waste discharge. However, rather than encouraging
prompt cleanup action, the bill creates an incentive for inaction and delay. In order
to protect the ultimate deductibility of cleanup and associated costs, companies may
wait for specific guidance from EPA or the Coast Guard in order to gain some
degree of certainty that a compliance certificate is forthcoming rather than taking
immediate action to combat the discharge. Thus, valuable time may be lost in the
early stages of the cleanup effort.

Another problem with the bill is the reliance on the ambiguous phrase "good
faith effort' when determining if a compliance certificate should be granted. What
constitutes a good faith effort to comply with Federal cleanup requirements is sub-
ject to a great deal of controversy.

For instance, the Comprehensive Environmental Response, Compensation and Li-
ability Act (Superfund) Section 121 declares that Superfund cleanups shall be done
in accordance with "applicable, relevant, and appropriate requirements (ARARs)."
We are not certain that anyone understands ARARs any better today than they did
two and a half years ago when the ARARs provision was added to Superfund. The
end result is more delay as companies and Federal agencies argue about what
action should be taken to address the problem.

From a tax policy standpoint, S. 771 is deficient because it (1) challenges the valid-
ity of repair and restoration costs as necessary business expenses, and (2) imposes a
penalty that will discourage the actions it intends to promote.

S. 771 is a major departure from long standing tax policy of allowing deductions
for necessary business expenses. Cleanup costs associated with the accidental dis-
charge of hazardous waste are conceptually no different than repair or restoration
of other types of damaged property which are properly deducted as necessary and
ordinary business expenses in determining taxable net income. Clearly, the cleanup
of an environmental accident is a necessary, albeit unfortunate, cost of producing
income and should remain deductible in full.

(183)
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The loss of a deduction for cleanup costs is a severe penalty. It actually creates a
perverse incentive for firms to spend as little as possible to combat a discharge and/
or to delay action until detailed guidance is obtained from the appropriate agency in
order to protect the deductibility of the cleanup costs. This is exactly the opposite of
the behavior that the bill intends to promote.

Another unintended consequence may be the stifling of new and innovative ap-
proaches to combating hazardous waste discharges. Why should a responsible party
take a chance on a new method or technology, thus risking not being able to con-
vince a government agency that the innovation is truly a "good faith effort?"

The bill is an inappropriate use of the tax code because it intends to serve as an-
other enforcement tool for environmental laws. Penalty provisions of the code
should properly focus on encouraging compliance with tax laws, punish non-compli-
ance with those laws and not stray into other legal areas. Enforcement of environ-
mental laws should properly be dealt with in the underlying environmental stat-
utes.

Environmental laws such as Superfund contain penalty provisions, both civil and
criminal. If these provisions are deemed inadequate for the task, then those defi-
ciencies should be addressed in those laws and not by tampering with the Internal
Revenue Code.

The bill would create new problems in that it involves non-tax agencies in the
determination of tax liability, thus adding more uncertainty to the Internal Reve-
nue Code. Cleanup efforts can extend well past a taxpayer's taxable yearend. EPA
and/or Coast Guard may delay for years (perhaps for valid reasons) in the issuance
of compliance certificates and the denial of certificates will be challenged in court.
These added problems on top of nearly constant change in tax laws in recent years
make it more and more difficult for taxpayers to manage their tax affairs and settle
their tax liabilities with any degree of certainty and confidence. This leads to fur-
ther erosion of the public's confidence in the integrity of the tax system.

AMC appreciates the opportunity to comment on S. 771 and urges the Committee
on Finance to reject amendments to limit or deny deductions for costs to clean up
discharges of hazardous substances.

STATEMENT OF FREE THE EAGLE

Free The Eagle (FTE) is an independent, grassroots citizens' lobby which works on
issues related to economics. Since its founding in 1980, FTE has been supported by
over 350,000 Americans from every state in the nation.

Many of our supporters live on a fixed income and remain concerned about our
nation and its policies. These concerns are taken very seriously at FTE and we have
been given our "marching orders" by our supporters.

As a result of the Medicare Catastrophic Coverage Act of 1988, many senior citi-
zens have been forced into a mandatory program that requires them to fund a
health care program that they will never utilize.

Their mandatory participation in the catastrophic program denies them of highly
valued freedoms. Not only is this tax unwarranted, the program does not allow
them to choose what kind of health coverage they want. It forces them to fund a
government-induced program while at the same time paying for comparable cover-
age they have obtained through the private sector.

To this date we have received over 4,000 petitions from our supporters demanding
that the surtax be rescinded. I know that members' offices have been swamped by
anti-surtax mail on this issue.

One of the ironic byproducts of the Catastrophic Health Insurance bill is its
unfair taxation of the elderly in four major ways.

First, the over-arching problem of the Medicare Catastrophic Coverage Act of
1988 is the fact that the program is mandatory. Senior citizens have no choice on
whether or not to pay for the coverage. If a senior citizen is enrolled in Medicare
Part B and over the age of 65, that person is required to pay for the coverage.

Second, the Act of 1988 forces many of its beneficiaries to duplicate health cover-
age they already possess. Seventy five percent of the elderly currently have Medigap
private insurance policies that offer full catastrophic coverage. These people are
now being forced to pay ever-increasing taxes and fees for services they have al-
ready paid for through other plans. They are being forced, in an unjustified manner,
to subsidize a Federal program that they will never need.

Third, the legislation provides for a mandated increase in the surtax over the
next four years. The current 1989 surtax rate of 15 percent is subject to a limit of
$800 per beneficiary, or $1,600 per couple. Next year, senior citizens will be faced
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with the burden of producing an additional 25 percent when income tax time rolls
around in April. Furthermore, this surtax will increase to 28 percent by 1993, with
an apex of $1,050 per beneficiary or $2,100 per couple. After 1993, the surtax is sub-
ject to annual increases to adapt to the new Medicare catastrophic health benefits
adopted in 1988.

Finally, the surtax imposed by the 1988 Act economically discriminates against
the elderly. The Medicare income tax surcharge will raise marginal income tax
rates for the elderly above those of other citizens. The surtax will increase marginal
tax rates and reduce the real income received on interest, dividend and pension
income, and from income received by those who continue to work after they turn 65.
Thus, a senior who is working to supplement his pension and social security or
saving for retirement is being punished for contributing to the economy rather than
living off the earnings of others.

In 1990, the surtax will rise to 25 percent. Where an individual under the age of
65 would bear a Federal tax rate of 15 percent, an individual over 65 in the same
tax bracket would bear a Federal tax rate of nearly 19 percent as a result of the tax
surcharge. Similarly, a senior citizen in the 28 percent tax rate would be forced to
bear an additional 7 percent tax hike in Federal taxes making their marginal tax
rate in 1990 approximately 35 percent. The repercussions are even worse for a
senior citizen who is required to pay taxes on a portion of Social Security. For the
individual, Social Security benefits would cause the 28 percent tax rate to increase
to 42 percent, because an added dollar of income makes an additional $0.50 in bene-
fits eligible for taxation.

When the surtax is added on, this tax rate increases to almost 52 percent as a
result of taxable income increasing by $1.50 and the tax bill by $0.42.1

It is also important to consider the circumstances of those Social Security recipi-
ents between ages 65 and 69 who earn enough money at various jobs to suffer the
deduction of a dollar of social security benefits for each two dollars they earn. Such
a loss of benefits amounts to a preemptive 50 percent marginal tax rate.

But, if one assumes that they are also in a situation where they are subject to the
maximum income tax rate, plus the new mandatory catastrophic health tax, the
marginal income tax could rise up to 102 percent.

In other words, the 50 percent tax from benefits losses (when earned income ex-
ceeds the social security income limits) added to the 52 percent marginal rate result-
ing from income tax plus the catastrophic health tax totals 102 percent.

Should such an individual go to work and earn an extra $100, he would find that
the taxes he pays and the benefits he loses because of that $100 would total $102.

That the Federal Government puts people in such a "Catch-22" situation is asi-
nine. That it idles good workers is criminal; that it makes a farce out of the Social
Security has, unfortunately, more than one precedent.

It is for these four specific reasons that FTE feels the tax provisions of the Medi-
care Catastrophic Coverage Act of 1988 should be suspended and, in the meantime,
reviewed to see how the private sector's good alternatives can be made available for
those in need. We believe that one alternative would be to make the program volun-
tary if the private sector could not provide adequate alternatives. Such a program
would enable those, who are in need, to take advantage of its benefits.

At the very least, FPrE believes that every consideration should be given to legisla-
tion introduced by Senator Max Baucus. His bill, titled the Catastrophic Coverage
Choice Act of 1989 would give seniors the choice of participating in the Medicare
Catastrophic Coverage Act.

No matter how good the coverage is the elderly should have the right to choose
their own source of coverage.

Senator Baucus' Catastrophic Coverage Choice Act would create the opportunity
to drop the Part B option which caused the duplication of coverage. Those in need of
the government program could take advantage of it; those who don't will not be bur-
dened with the added coa.

Second, an optional , am would take away the role of the government in de-
ciding what any individual needs, regardless of his own personal circumstances. For
some individuals not in a private Medigap policy, catastrophic coverage through the
government may be the only option. But it is wrong to make those who have pur-
chased private Medigap coverage pay for another program they will never use.

Finally, making-the program voluntary would eliminate a punitive tax on the el-
derly-a tax that tried to address a problem that was over-anticipated. Here, legisla-
tors who wrote the law over-estimated the number of citizens that actually needed

I Institute for Research on the Economics of Taxation-July 19, 1989. No. 38.
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to take advantage of the catastrophic benefits. What they failed to account for was
that almost 77 percent of our nation's seniors already had catastrophic coverage. As
a result, the tax take is higher than needed and the tax burden is unjustified.

FTE urges this committee to report out legislation which would delay catastrophic
coverage long enough so that a special task force could be established to examine
the actual health care needs of the elderly and devise a program that would give
catastrophic coverage to those who desire it. At the very least, we urge a reform of
the program that would make the catastrophic program voluntary.

The controversy over the Medicare Catastrophic Coverage Act of 1988 is one of
timely and significant importance. We thank this committee for opening hearings
addressing the inherent problems of this legislation.

STATEMENT OF THE INSTITUTE FOR RESEARCH ON THE ECONOMICS OF TAXATION

The Medicare catastrophic coverage Act of 1988 is poorly understood and contains
many controversial provisions. It is a good example of bad legislation, and of why
people are better off taking care of themselves than asking Washington for assist-
ance. It should be repealed, and replaced by a return to expanded medigap coverage
through the private sector for the majority of the elderly, with financial assistance
for the purchase of insurance for those elderly who cannot afford such policies.

HISTORY OF THE ACT

President Reagan asked the Department of Health and Human Services to inves-
tigate catastrophic medical costs in 1986. HHS examined three aspects of cata-
strophic medical expenses: acute care costs for the elderly and disabled (the Medi-
care-eligible population) relating to temporary illness or injury; long term care costs
for the Medicare population, relating to chronic conditions that require some assist-
ance in daily living or lead to long term confinement in nursing homes; and the
problem of catastrophic costs incurred by the uninsured of working age or others
not eligible for Medicare.

THE REAGAN PROPOSAL

HHS developed a plan dealing only with acute care costs for the elderly and dis-
abled. The proposal would have prevented an enrollee's out-of-pocket expenses for
hospital care for acute illness, and associated nursing home care, physicians' fees
and outpatient services, from exceeding roughly $2,000 per year. It would have been
paid for with a small increase of about $4 or $5 a month in the Medicare Part B
monthly premium.

DUPLICATION OF MEDIGAP INSURANCE

In fact, most of the elderly are not unduly concerned with acute care costs. They
are more interested in long term care costs, which are much greater and for which
less protection is available from private insurance programs. It is important to rec-
ognize and understand that the HHS bill, and the subsequent legislation, did not
address long term care costs.

At the time the acute care" catastrophic plan was being developed, the majority
of the elderly were already fairly well protected. About 70 percent of Medicare en-
rollees had purchased private insurance to cover much of the acute care costs which
Medicare did not pay for. Among those who purchased medigap policies, fewer than
one-half of one percent had out-of-pocket expenses over $2,500 per year. Even these
higher expenses, generally for prescription drugs and doctor charges above Medi-
care-approved levels, could have been covered by expanded medigap policies. Indeed,
.medigap policies were being expanded to cover types of services not covered by Med-
icare.

In addition, about 10 to 15 percent of Medicare enrollees without medigap cover-
age were eligible for Medicaid. Under that poverty-related program, the States paid
the charges not covered by Medicare.

The group at risk for acute care costs was a portion of the 15 to 20 percent of the
elderly who did not buy medigap policies and who were not covered by Medicaid.
Even among this group, only about 5 percent had acute care expenses over $2,500
per year, and far fewer had expenses over $4,000 per year.

Some of those who did not buy medigap policies felt themselves to be wealthy
enough to cover their medical bills out-of-pocket. Others were not able to afford the
policies. It was among this latter group, too poor to buy medigap but not poor
enough for Medicaid, that the need for assistance was greatest.
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A SIMPLER SOLUTION

The most sensible solution was to provide this group of near-poor with vouchers
with which to buy medigap policies directly, or by expanding eligibility for Medicaid
to cover the near-poor, while leaving the rest of the elderly alone. Instead, HHS pro-
posed to expand Medicare for all seniors, taking over much of the Medigap business,
contending that the government could provide the coverage more cheaply than the
private sector. Subsequent developments have made it quite clear that this is far
from the case.

GOVERNMENT IS NOT A LOW COST PROVIDEr.

The contention that government can provide goods and services more cheaply
than the private sector is a fiction based on gross misunderstanding of economics
and Federal budget accounting. The claim is that the government does not require a
profit and has no marketing expenses, and can thus undercut private suppliers. But
profit is the service cost of the capital (in this case, buildings, computers, office
equipment and reserves) used to provide the service and to cover risk. All these
costs are incurred by the Federal Government, but are not counted as program costs
in the budget. They are nonetheless borne by taxpayers or beneficiaries in one way
or another. The government has the same costs of providing product information to
beneficiaries as the private firms. But since government is a monopolist (and fur-
ther, in the case of health care, may compel people to buy the product) it does not
need to advertise and compete with other suppliers. However, this relieves it of the
need to be efficient and to tailor its programs to the wishes of its customers, who
bear the full cost of this lack of proper service. When all costs, apparent and hidden,
are added up, government is the high cost producer in every case where markets
could function as alternative suppliers.

Who should pay?
In the original HHS proposal, the catastrophic acute care would have been paid

for by Medicare recipients through a small increase in the monthly Part B premium
($4.92 per month according to HHS, $6.40 according to CBO). On the assumption
that the elderly wanted acute care coverage, it was decided to make the elderly pay
the cost. Part B of Medicare already used a premium, although it did not cover the
full cost. It would have been difficult to raise the payroll tax again; there had al-
ready been six payroll tax increases since 1980, and there is another one scheduled
for Jan. 1, 1990. Furthermore, Social Security payments kept pace with inflation in
the late 1970s and early 1980s, and actually outstripped inflation for new retirees in
that period, while wages failed to keep up with prices. As a result, per capita
income for the elderly, especially the newly retired elderly, began-to exceed that of
working age families with children to support.

This concept of charging the elderly for their own coverage was fine so long as the
benefits went primarily to those who were paying. That is how private insurance
works. But that is not what happened in the final bill.

Overcharging the elderly
It is always risky for people to try to buy a product through the government in-

stead of buying it through the private marketplace. Washington always squeezes
some benefit for itself out of any action it takes. In this case, congress seized the
opportunity to add extra features to the proposal. By the time that Congress was
through rewriting the proposal, the bill:
-cost the elderly more, on average, than they could expect to get back in benefits,
-shifted a portion of the nation's welfare burden from the general taxpayer to el-

derly taxpayers,
-imposed a new tax on the elderly and took much of the revenue to help pay for

other Federal spending, and
-raised the health care insurance costs for the elderly as a group.

WHAT DOES THE BILL DO?

Benefits related to Part A of Medicare:
-The Act limits the number of hospital deductibles to one day.per year ($564 in

1989) instead of one day for each 60-day spell of illness requiring a new hospital
admission. It provides for unlimited hospital days without copayment by the pa-
tient. It provides for 150 days of skilled nursing home care instead of 100 days,
with only the first 8 days requiring a 20 percent copayment ($20.50 per day in
1989); previously, copayments were required for days 21-100 at higher rates (e.g.
$67.50 in 1988). The Act provides unlimited hospice days for terminal patients.
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It raises home health care visits to 38 consecutive days, seven days a week, up
from five days a week for three consecutive weeks.

-The Health Care Finance Administration estimates that 7.2 percent of enrollees
will incur high enough hospital/nursing home costs to receive Part A-related
benefits under the Act.

Benefits related to Part B of Medicare:
-Part B of Medicare pays 80 percent of doctors' fees and outpatient charges above

a $75 deductible. The copayment by the patient is 20 percent. The bill puts a
cap on these copayments of $1370 in 1989.

-The copayment cap will be increased each year such that only 7 percent of enroll-
ees will exceed the limit and receive benefits under this provision.

Catastrophic Drug Insurance plan:
-The drug plan will be phased in between 1990 and 1993, and will eventually cover

80 percent of prescription drug charges above a deductible. The deductible will
be $550 in 1990, increasing to $710 by 1993.

-The deductible will be increased each year to keep the number receiving drug
benefits from exceeding 16.8 percent of enrollees.

In any given year, only 20 to 30 percent of enrollees will receive benefits under
the Catastrophic Coverage Act; between 70 and 80 percent will not.

Proponents of the Act often say that large numbers of enrollees will get higher
Medicare benefits because of the Act. This is true, particularly over a lifetime. But
this does not mean that enrollees will get more benefits than under previous law,
counting both Medicare and medigap benefits. To a large extent, the beneficiaries
will receive similar benefits, only from different sources, with Medicare picking up
more of the tab, and medigap less.

IMPACT ON MEDIGAP

It is clear from the list of benefits that many of the benefits were already covered
by medigap policies. In fact, the Act displaces about two-thirds of the benefits for-
merly mandated for coverage by such policies. The Act requires that medigap poli-
cies be cut back to avoid duplicating coverage provided by the Act, and their premi-
ums reduced accordingly, or that other services be added to the policies. There was
no reason for the government to seize this business from the private insurance in-
dustry.

It is also clear from the list of benefits that Medicare enrollees will still need me-
digap policies for significant deductibles and copayments not covered by Medicare,
for most prescription drug costs, and for doctors' fees in excess of Medicare-approved
levels, much as before the Act was passed.

FINANCING THE MEDICARE CATASTROPHIC COVERAGE ACT

- A tax surcharge related to Part A of Medicare:
-All those who are eligible for Medicare Part A, whether they are enrolled or not,

will pay a new income tax surcharge to defray part of the cost of the Cata-
strophic Coverage Act.

-This is being called an "income-related premium," but it is really a tax. It is part
of the income tax law; it is collected by the IRS; it is subject to quarterly
income tax estimated payments. (The IRS will not penalize taxpayers who
forget to include the surcharge in figuring their estimated payments in 1989,
but there will be penalties for underestimation of tax beginning in 1990.)

-The surcharge will be 15% of the Federal income tax liability in 1989, 25% in
1990, increasing one percent a year to 28% in 1993. The rate my go higher by
up to 1% a year thereafter if the costs of the program continue to rise.

-The surcharge is based on one's tax liability. For example, if one's 1989 Federal
income tax without the surcharge is $100, the surcharge is $15, and the total
tax is $115. If one's Federal income tax is $1,000 without the surcharge, the sur-
charge is $150, and one's total tax is $1,150.

-There is a maximum surcharge of $800 for a single taxpayer and $1600 for a mar-
ried couple in 1989, rising to $1050 (single) and $2100 (couple) in 1993. These
maximums may rise thereafter, without limit, if Medicare Fart B outlays rise
faster than the Part B premiums. (Although liability for the surcharge is relat-
ed to Part A eligibility, the cost adjustments are keyed off Part B indexes.)

Note that everyone must pay the surcharge if they are merely eligible for Medi-
care Part A, even if they are not enrolled in it. Every Medicare eligible person must
pay even if:
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-they are still working and are covered by their employers' health plans rather
than by Medicare;

-they are retired, but receive health care as a retirement benefit from former em-
ployers, and are not enrolled in Medicare.

A partial exception is the case of retired Federal workers, who get a credit offset-
ting part of the surcharge to reflect the duplicate health coverage they receive
under Federal retirement. This special credit is not available to those with coverage
from private employers.

The surcharge revenues will go first to cover the Part A-related catastrophic bene-
fits. Excess surcharge revenues are expected to cover 63 percent of the cost of the
Part B-related and prescription drug benefits.

An increase in the Medicare Part B monthly premium:
-For those enrolled in Medicare Part B, the monthly premium will be increased by

$4 a month per enrollee in 1989 to cover a portion of the Part B catastrophic
benefits. This is $48 per year for a single enrollee, $96 per year for a couple.
The additional premium will rise to $10.20 per mouth by 1993 to pay for in-
creases in Part B catastrophic costs and to pay for the prescription drug cover-
age as it is phased in. This is $122.40 for a single enrollee, $244.80 for a couple.

The increase in the Part B premium is expected to cover 37 percent of the cost of
the Catastrophic Part B and prescription drug provisions. The remaining 63 percent
will be paid for with part of the surcharge.

Those who are not enrolled in Medicare Part B may avoid this premium, but are
not eligible for any of the Part B and drug benefits, even though they are paid for
mostly by the surcharge. Those who find they need the coverage may join Part B
during their annual enrollment window.

IMPACT OF FINANCING MECHANISM ON WHO PAYS

The shift of many services previously covered by medigap from private to Federal
control has greatly redistributed the burden of payment. Previously, the medigap
policy buyer paid for his or her own coverage. Medigap buyers paid only for what
they thought they needed and what they thought was worth the price.

Now, many of the elderly who were buying medigap are being forced by the Cata-
strophic Coverage Act and its income tax surcharge to buy a fixed package of bene-
fits not tailored to their needs, and to pick up the tab for many lower income Medi-
care enrollees who were previously not buying medigap coverage. This lower income
coverage was previously funded primarily by the general taxpayer, and constitute a
portion of the welfare transfers within the Federal budget. Welfare spending is an
obligation of the whole country, and should not be imposed on a narrow subset of
taxpayers. Yet this bill shifts a portion of Federal welfare spending from the gener-
al taxpayer to the elderly taxpayer. In addition, the Act disproportionately benefits
nonelderly Medicare beneficiaries who are receiving coverage under Social Security
Disability Insurance or under the end stage renal (kidney dialysis) program, pro-
grams whose costs are usually spread more broadly through the payroll tax.

The Catastrophic Act does not stop there, however. In addition to reallocating the
actual cost of the Catastrophic program among beneficiaries, it proceeded to over-
charge for the program as a whole. The surcharge and premiums are set high
enough to generate a substantial surplus of revenues over outlays for the first sever-
al years of the program. The congressional Budget Office originally estimated a sur-
plus of more than $4 billion between 1989 and 1993, and has since raised the esti-
mate to about $10 billion. The Administration projects a four year surplus of just
over $6 billion. An IRET study estimates the surplus at nearer $16 billion. These
extra funds will go to finance other Federal spending, and to hold down the amount
of borrowing the Federal Government, will have to do to pay for the rest of the
budget.

No wonder that the CBO reports that many middle and upper income Medicare
eligible taxpayers will see their total health care costs rise by more than their bene-
fits. Elderly taxpayers with non-Social Security income of more than $9,500 (single)
and $17,500 (married couple) will find that their income tax surcharge and premium
increase will exceed the benefits they may expect to receive from the Act. In other
words, for them, the insurance coverage under the Act will not be worth the cost. It
is not the sort of "insurance" they would voluntarily buy from the private sector.

ECONOMIC IMPACT OF THE SURCHARGE.

An added problem with the surcharge is what it does to the tax rates of senior
citizens. A surtax drives up the marginal tax rate on interest, dividend and pension
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income, and on income from wages for those who are still working. This punishes
those who saved for their own retirement, or are earning extra income to supple-
ment pensions and Social Security, and who are contributing to the economy in-
stead of being dependent on the earnings of others.

When the surcharge reaches 28% in 1993, it will effectively make the 15 percent
tax rate seem like 19 percent (15 x 1.28= 19.2) and will make the 28 percent tax rate
seem like 36 percent (28 x 1.28=35.84). If the taxpayer is also beginning to pay tax
on a portion of his Social Security income, the effect is even worse. The benefit tax-
ation makes the 28 percent tax rate effectively 42 percent, because an added dollar
of income makes an additional $0.50 in benefits taxable. This raises taxable income
by $1.50, and the tax bill by $0.42. The surtax drives that rate to nearly 54 percent
(42 x 1.28=53.76).

These higher tax rates discourage saving and work effort by the elderly. They also
discourage saving by younger people who are looking ahead to retirement. What is
the point of saving for retirement if the rate of tax imposed on the income from
saving is prohibitively high? All of this is hard on the economy, especially at a time
of great concern over the country's low saving Tate, our borrowing from abroad, our
trade deficit and our ability to compete in the world.

ACT SUPPORTERS RAIL AT ELDERLY

Those who support the Catastrophic Coverage Act have expressed outrage that
anyone should object to the financing mechanism, which puts the cost of the bill on
the elderly. They seek to portray the elderly as complaining solely because the cost
has not been pushed onto the working-age population via the payroll tax. They de-
claim the grand-sounding principle that the people who receive the benefits should
pay the bill. Who could object to that? But this is a most disingenuous twisting of
words.

The fact is, those who are paying for the Act are not receiving commensurate ben-
efits, and many who will pay little or nothing will receive benefits far in excess of
what they pay for. In addition, this is not a voluntary purchase, but a mandatory
Federal program.

The true situation is this: if one goes into a restaurant and orders a steak dinner,
one expects to pay the check; if one is on the way to a restaurant and a steak
dinner, but is abducted by an over-zealous street missionary, dragged to a soup
kitchen, strapped down and force-fed a gallon of gruel, and then has the price of a
steak dinner snatched from one's wallet to support the mission's good works, one
might be intensely and justifiably annoyed.

The original Reagan proposal, while mandatory, at least treated all of the elderly
alike. It was financed by a premium of a few dollars a month, which all participants
would pay. This, although unfortunately mandatory, at least was similar to the pri-
vate sector to the extent that everyone would pay the same "price" for the "prod-
uct" with no discrimination by income. That is the situation in any private-sector
shop for goods of all types; you pay the cost to the economy of the product you con-
sume.

By contrast, under the CCA, the "price" for the same service varies according to
income, which means according to whether the Congress views one as "deserving"
or "flush." No one under the CCA pays for his own coverage only. Either one pays
less than the cost of one's own coverage and gets more than one has paid for, or one
pays for one's own coverage and someone else's. Even if this were to balance out
across the elderly as a group (instead of the actual aggregate over-charging) it would
not be true for any individual in the group that he was paying for what he was
getting. Those who have come out on the short end of the deal are right to be angry.

The problem is that Washington regards the elderly as a group instead of as
people. The elderly are not a group. They are more than 30 million individuals.
They have not voluntarily joined a commune in which their assets are pooled for
mutual support. They would prefer to do their shopping in the private sector, on a
voluntary basis, where they can buy just for themselves, and take or leave a policy
and change to another firm at will to get a better price or a better product (holding
down national medical costs in the process) Some 70 percent of them were doing
this before the CCA intervened. They paid for what they received, and they were
willing to do so.

WHAT CAN BE DONE?

Repeal is the answer. The elderly should be allowed to go back to buying less ex-
pensive medigap poiicies. The poor among the elderly should be given vouchers with
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which to purchase insurance. Alternatively, and somewhat less efficiently, the near-
poor could be covered by an expansion of Medicaid.

The Catastrophic Coverage Act is a good example of what can go wrong when the
government intrudes into a functioning private market. What was basically a wel-
fare problem for a small portion of the elderly was inaccurately defined as a much
broader problem, lending to a program which covered all of the elderly and which
served as a means of raising revenue via a most peculiar age-related tax. It is doubt-
ful whether such a tax could have been passed without the camouflage of supposed-
ly improved benefits for a large segment of the elderly population. In truth, these
benefits are largely non-existent, or available more cheaply through private insur-
ance. It would be well for anyone contemplating a push for Federal assistance in the
future to remember what happened under the Catastrophic Coverage Act of 1988.
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