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Presentation Notes
The American Academy of Actuaries formed the Medicare Supplement Insurance Work Group (Work Group) to respond to the NAIC request.  This report is the final work product of the Work Group. Attachment A lists members of the  Work Group.  The Academy wishes to thank the members of the Work Group for the significant time and effort provided on this project, especially those who volunteered for the Data and Analysis Subcommittees.   In addition, the Academy appreciates the assistance provided by Janet Falco with Milliman and Robertson in drafting this report. 


Companies That Shared Data for
the Academy Study

Bankers Life and Casualty
Blue Cross and Blue Shield of Arkansas
Blue Cross and Blue Shield of Connecticut
Blue Cross and Blue Shield of Florida
Blue Cross and Blue Shield of Kansas
Blue Cross and Blue Shield of Mississippi
Blue Cross and Blue Shield of Rhode Island
United/ Mutual of Omaha
Physicians Mutual
United Health Care
Wellmark

o

AMERICAN ACADEMY of ACTUARIES


Presenter
Presentation Notes
The Academy formed a Medicare Supplement Insurance Work Group that collected and analyzed data from 11 insurance carriers providing Medicare Supplement coverage. Not all of the company data collected by the Work Group was used in this study. 



The volume of data contributed for the study is over 2 millions exposed lives for each calendar year 1996 through 1998.  Total exposure was 6.4 millions exposed lives and $5.5 billions of claims.


Issues Discussed

I Annual claim cost trend nationwide, by
geographic area, plan and state

" Hospital outpatient costs

I Coverage for beneficiaries under age 65
" Rating methods mandated by states

" Prescription drug coverage
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Issues Discussed
Continued

I Guaranteed 1ssue and Medicare+Choice

plans

I Fraudulent claims

I Increasing average age of insured
Individuals



Aggregate nationwide annual claim
trend from 1996 through 1998 was
11.2% for plans A through G combined

Plans A and B Combined 1996/1998

Plan A

Plan C

Plan F

Plans BDEG
Plans ABCDEFG

17.6%
10.9%

9.0%
12.8%
11.2%
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Presentation Notes
The aggregate nationwide annual claim trend from 1996 through 1998 was 11.2% for plans A through G combined.  This was twice the 5.6% expected trend over the same time period (1996-1998). 


Hospital Outpatient Costs
Major Impact

From 1995 to 1998, the increase in outpatient claim costs
caused overall trend to be 2.9% higher per year than it
would have been if the outpatient trend had equaled the
average of the other components

Adding 2.9% to an annual trend rate over an 8 year period
(the number of years since standardization) would cause a
25% additional increase in claim costs
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Presentation Notes
A significant portion of Medicare supplement trend has been attributable to the increase in coinsurance claim costs on outpatient hospital services. From 1995 to 1998, the increase in outpatient claim costs caused overall trend to be 2.9% higher per year than it would have been if the outpatient trend had equaled the average of the other components.  Adding 2.9% to an annual trend rate over an 8-year period (the number of years since standardization) would cause a 25% additional increase in claim costs. 




Hospital Outpatient Medicare
Supplement Study

Calendar Total Claim Cost Hospital Total Claim Cost Hospital

Year Trend Outpatient Trend If Hospital Outpatient
Claim Cost Outpatient Trend had Claims as a % of
Trend Equaled Other Total Claims

Part B Trend

1995 6.9% 19.8% 4.6% 22.9%

1996 6.1% 19.2% 2.3% 25.7%

1997 8.8% 18.4% 5.4% 28.0%

1998 9.0% 15.3% 6.7% 29.6%

Average 1.7% 18.2% 4.8%
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Medicareis New Prospective Payment
Methodology for Outpatient Services

I One-time reduction in aggregate coinsurance costs
nationwide

I Wide variance by state

N Winners- 25% reduction in claims costs:
Alabama, California, Florida, Louisiana, Texas

N Losers -10% increase In claims costs: Alaska,

|daho, Montana, New York, Oregon,Utah,
Washington

N Big Loser-47% increase: Vermont
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Presentation Notes
The immediate impact is expected to be a reduction in costs nationwide but results will vary significantly by state.  Thereafter, hospital outpatient trend is expected to moderate.  Beneficiary coinsurance will be limited to the greater of a geographically adjusted fixed dollar amount per APC group or 20% of the APC fee schedule or payment rate.  Each year the APC fee schedules will be updated, but the coinsurance dollar amount will remain fixed except for slight variations in the geographical adjustment.  As a result, the beneficiary coinsurance will gradually decline as a percentage of the total hospital reimbursement until it reaches the 20% level, which may take up to 40 years according to the Medicare Payment Advisory Commission.  A detailed explanation of the Work Groupís understanding of how the PPS will operate is described in the report. 

††

The initial one-time nationwide aggregate reduction in the coinsurance cost will be due primarily to BBA 97 language that requires the national unadjusted coinsurance levels to be based upon 20% of the 1996 median charges for an APC, instead of the cost-neutral mean charges.  HCFA estimates that, in aggregate, the geographically adjusted coinsurance paid in 1996 would have been 12% lower for services subject to the PPS due to the use of median charges that are lower than the mean charges for the majority of APCs.  The proportional impact in 1999 should be comparable to that in 1996 because the coinsurance amounts were increased from 1996 to 1999 using estimated trends in hospital outpatient charges.  The estimated impact is expected to vary significantly by state and for urban and rural regions within a state as shown in Attachment F.   It is important to note that these estimates are applicable to all Medicare beneficiaries, not just those with Medicare supplement insurance.  While they may be indicative of future Medicare supplement claim costs, other influences have not been considered.

    

There are two other factors that will add to the aggregate reduction in beneficiary coinsurance estimated by HCFA.  First, the national unadjusted coinsurance amounts were frozen as of 1999 and do not reflect trend to July 1, 2000, the anticipated PPS implementation date.  Second, the coinsurance for each APC is limited to the Part A inpatient deductible, reducing the coinsurance liability for some procedures.

†

Although no significant price inflation is expected during the first several years of the program, HCFAís Office of the Actuary expects increases in hospital outpatient service volume and intensity.  The annual trend in per-capita utilization is projected to start at 1%, increase to 3% within two years and remain at 3% for the next four years.  Case-mix trend of 2.5% per-annum is anticipated for the next six years.  These figures are gross estimates and reflect projections of national trends.  Local results will vary. 


Plans H-J with Rx Benefits

I Annual trend for Rx benefits 15%

n Cap on benefits
I Non-Rx trend 8.7% versus
n Different company mix

11.2%

n Still lower after adjustment for company mix

I Study of Massachusetts un
N 25% annual trend N Rx
N 16.5% annual trend f al

Imited Rx plan
penefit

benefits combined
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Disability Contributes More
Than Age

I Disabled-eligible beneficiaries have significantly

nigher Med Supp claim costs than age-eligible

peneficiaries

I Increases in the % of a disabled-eligible Med Supp
block will lead to increased overall trend

I The claim cost trend for the disabled-eligible may
be different from the claim cost trend for the age-

eligible
v\
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Presentation Notes
Disabled-eligible Medicare beneficiaries as used in this report include those eligible for Medicare by reason of disability and those eligible for Medicare due to end stage renal disease (except in Massachusetts where those with ESRD are not required to be issued coverage). 



The percentage of disabled individuals included in the survey increased 33% from 1996 to 1998 (from 0.77% to 1.03% of exposure).  Although the percentage is small, the data includes many states not mandating coverage for disabled individuals.  Of the 16 states for which select data was contributed, only five mandate coverage of disabled individuals.  Thus, the 33% percentage point increase is indicative of the potential growth rate for covering disabled individuals. 




Benefit Relativities By Plan
Disabled-Eligible and Age-Eligible
Annual Claim Costs

Disabled Eligible Age Eligible Ratio Disabled
Exposure
Plan A $2,311 $604 3.83 2,185
Plan C 2,494 1,006 2.48 3,125
Plan F 1,201 892 1.35 8,907
Plan BDEG 1,530 987 1.55 715
All Plans 1,650 929 1.78 14,933
e T 1,537 939 1.64 12,032
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Observations over 1996-1998
Period

" Average age of enrollment increased 1 year

Community rated was 1.4 years older than entry age rated
business

Entry age rated was 2.6 years older than attained age rated

" Average Issue age increased 1 year for community and
attained age rated, but remained constant for entry age
rated

" Average age for current year issues for all rating methods
was In excess of 70 years
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Other FIndings

Effects of Fraud-not quantifiable
N Not shared with beneficiary
n Fraudulent claims not screened by intermediary

Effect of different rating methodologies-no definitive
answer If rating method affects claims levels

Impact of state rating mandates-data limitations

Significant volatility of claim trend exhibited at state level-
more research would be needed
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Guaranteed Issue
Med Supp and Medicare+Choice Plans
Probable Implications of Implementation
(Limitations of Early Evaluation

I Med Supp carriers likely to experience anti-
selection

I Degree of Anti-selection uncertain due to
varying availability of options for coverage
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Conclusions

I Medigap trends continue to be well In
excess of Medicare trends

I Hospital outpatient claims primary driver of
excess trend

I Expectation of adverse hospital outpatient
trend decrease needs verification
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What 1t All Means



Ongoing Work of the NAIC
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