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Good afternoon Senator Prague, Representative Ryan, and members of the Labor and Public
Employees Committee. For the record I am Kevin Lembo, State Healthcare Advocate, and I
apologize that I am unable to be with you today. Thank you for the opportunity to submit
this testimony, and I urge your support for House Bill 6678, “An Act Increasing The
Auvailability Of Health Care For Connecticut Workers”.

Controlling exponential growth in healthcare expenditures is a multifaceted problem.
Increasingly, medical providers are asked to detail their costs so that potential consumers can
make decisions about if and where to obtain healthcare. To achieve real accountability, we
must also require insurers to be accountable for how the healthcare premium dollar is spent.
In short, we need to know where our money is going. House Bill 6678, introduced by
Representative McCluskey, addresses an element of accountability by requiring insurers to
achieve a medical loss ratio of at least eighty-seven and one-half percent.

The insurance industry defines the percentage of premium spent on providing medical care to
patients as the “medical loss ratio.” This choice of words is disconcerting, but reflective of

‘ industry’s drive to maximize profits. The concept that any such expenditure represents a
“loss” seems contradictory to the product sold, but as private for-profit entities, medical
insurance companies are obligated to perform first for their shareholders, a key reason that a
standard of performance for consumers needs to be adopted.

As consumers we have a right to expect that we are receiving contractually or statutorily
required medically necessary care for our premiums, and that no more than a reasonable
amount of additional expense goes toward administrative costs. No one can expect that
insurers will have no administrative costs in running their programs, but these costs must be
reasonable. H.B. 6678 sets a reasonableness standard.

As healthcare costs continue to climb and states become responsible for more of these
expenses, the procedures and philosophies governing medical insurers becomes more of a
social problem as these costs are passed on to every citizen. Many states are taking steps to
curb excessive administrative costs and profits. New Jersey implemented a minimum loss
ratio requirement statute over 10 years ago with tens of millions of dollars in excess
premiums refunded to policy holders annually. The U.S. General Accounting Office reported
that federal loss ratio standards have resulted in significant decreases in excessive premium
charges for Medigap plans. Instead of maximizing profits, insurers instead had to maximize
efficiency and administration. With more premium dollars available for direct healthcare,
additional services may be offered, physicians’ reimbursements may increase and premiums
may decrease. The data supports the assertion that imposing minimum loss ratios works, so
much so that California Governor Schwarzenegger has proposed an eighty-five percent

‘ P.O.Box 1543 + Hartford, CT 06144 - 1-866-HMO-4446 + Fax 860-297-3992 - www.ct.gov/oha

NOW YOU’'LL BE HEARD



S

minimum medical loss ratio this year. This follows years of the California Insurance
Commissioner’s regulatory diligence on behalf of consumers.

As the committee further shapes Representative McCluskkey’s concept, it is important to
consider all of the elements that may impact an insurer’s medical loss ratio and how that
information is reported. A clear definition, or at least a consistent use of the phrase “medical
loss ratio”, will be necessary to ensure accurate comparisons between companies and within
companies from year-to-year. That means that the Insurance Department would have to issue
clear guidance or regulation. A few questions that will need to be answered include:

1) Should the cost of administering subcontracted services be counted as part of
the medical loss?

We would argue that the cost of subcontracting a service also contains an element of
administrative expense, not just medical expense. Counting the total amount paid to the
subcontractor as a medical cost artificially inflates the medical loss ratio -- making it look
like more money has been spent on direct care. (An example -- Company A subcontracts its
mental health services to Company C and pays Company C $ 5.00 per member per month to
administer the subcontract and pay providers. In our view Company A could only count
what is actually paid to mental health providers, through this subcontract, as medical cost.
The portion of the $ 5.00 that Company C uses for their administrative cost, should be
reflected in Company A’s report to the Insurance Commissioner as non-medical.)

2) Would individual medical loss ratios be grouped with an insurer’s group plans?

This is relevant since historically, medical loss ratios for individual plans tend to be much
lower. They should be reported separately.

Connecticut Insurance Department data over the last five years shows self-reported medical
loss ratios all over the map (they are attached to my testimony for your review). As a result,
it’s difficult to draw any concrete conclusions on where our premium dollars are being spent.
In some cases, the ratios are declining into the mid-seventy percent range, or lower. Most of
the insurers, including the HMOs, have never consistently reported a medical lost ratio in the
mid eighty percent range, but the standard is clearly reachable since the companies have
reached that target at least once. Since the insurers often state or report that their medical
loss ratios are in the mid-eighty percent range, they should not have any concerns about this
bill requiring the same, and should feel confident that the requirement of a specific medical
loss ratio will drive their businesses to be more efficient, cut down on unnecessary
administrative costs and maximize the percent of their premiums that fund obligatory medical
services.

This bill drives home accountability on the insurer side of the equation. I urge your support
and ultimate adoption. Thank you.



