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National Minimum Medical Loss Ratio

Would Save Tens of Billions of Dollars
For Businesses, Individuals

ONLY 16 YEARS AGO, health insurance companies
spent almost all of the premiums they collected

to pay for actual health services. The leading
insurers used 95 cents of every premium dollar on
medical benefits, according to the consulting firm
PricewaterhouseCoopers, a benchmark the industry
referred to as a 95 percent “medical loss ratio.”!
That was in 1993, the year President Clinton
proposed comprehensive health reform. Within

12 months the insurance industry had torpedoed
the plan and reform was dead. Experts correctly
forecast it would be many years before Washington
tackled the issue again.

Ever since, health insurance executives have
pursued mergers, acquisitions and initial public
offerings that have turned the for-profit health
insurance industry into a juggernaut.? Wall Street
investors cheered as private, for-profit companies
grew at a feverish pace. CEOs spent lavishly on
sales and advertising to win market share away
from home-grown non-profits that traditionally
had low marketing costs. In response, non-profits
had to behave more like for-profits, stepping up
spending on sales and marketing and intensifying
efforts to exclude the sick.**

Many non-profits decided that if they couldn’t beat
the for-profits, they should join them. Beginning
in the mid-1990s, more than a dozen non-profit
Blue Cross companies that dominated their state
markets converted into for-profit companies and
were eventually acquired to form the nation’s
biggest investor-owned insurer, WellPoint Inc.

Last year, WellPoint reported about 35 million
members, the most of any private plan.’

Along the way, health insurers’ medical loss ratios
plummeted even as medical costs and premiums
grew faster than overall inflation. By 2007 investor-
owned health insurers had reduced spending on
actual medical care to 81 percent of premiums
collected, according to the analysis by
PricewaterhouseCoopers, which often consults with
the health insurance industry’s main trade group.®
The remaining 19 percent of premiums went to
profits, marketing, executive salaries, administrative
expenses, sales commissions, and the cost of
weeding out sick people whose conditions might
make them unprofitable to insure.” Although the
PricewaterhouseCoopers study gives an average

for major investor owned insurance companies,
other studies have found that in the individual

and small group markets smaller insurers routinely
have medical loss ratios that are much lower. A
recent study of these markets found many as low

as 60 percent.® By comparison, the public Medicare
program has consistently had a benefit ratio greater
than 97 percent since 1993.°

In an effort to restore balance to the health
insurance industry and protect consumers, the
Senate bill should set a minimum medical loss ratio
of 90 percent for health insurers.'® Health plans
falling short of the minimum would be required

to rebate the difference to their customers—a
powerful incentive to meet the standard. This is a
crucial policy that would rein in the skyrocketing
health costs that have demolished jobs, left nearly
50 million people uninsured and burdened doctors
and hospitals with the costs of caring for people
without insurance.!!
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A new minimum medical loss ratio and requirements as families that buy insurance directly, according to
that health insurance plans conform to standardized ~Andrew Kurz, former chief financial officer of Blue

benefits packages (with standardized enrollment Cross Blue Shield of Wisconsin.

and claims forms) would save significant sums

and end industry practices that encourage the Setting this benchmark for operating efficiency
marketing of needlessly complicated plans, which ~ would function as a mini-stimulus package,
enable insurers to game the system and sidestep redirecting tens of billions of dollars to individuals
legitimate medical costs. Over 10 years the and small businesses and creating or saving jobs
amendment would reap hundreds of billions of that would otherwise be casualties of rising health

dollars in savings for beleaguered employers as well  insurance costs.'

Raising Medical Loss Ratios Would Produce Huge Rebates for
Businesses, Individuals™®

Amount of Premium Dollars Spent on Medical Care Versus Insurance Costs Under
Three Scenarios, 2008 (in billions of dollars)

$686.6 $686.6

81% MLR 90% MLR 95% MLR

[ Amount available for rebates
B Profits and administrative costs for private health insurance
B Premiums spent on medical care
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Medical Benefit Ratios of Private Insurers,
Public Medicare Plan, 1993-2007

Percentage of federal Medicare benefit outlays spent on medical care
compared with percentage of premium revenue spent on medical care
by investor-owned private insurance companies
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Sources: PricewaterhouseCoopers’ Health Research Institute, U.S. Center for Medicare
& Medicaid Services
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