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MEMORANDUM
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Re: Insurance Industry Claims Regarding Reforms to Medicare Advantage

On February 27, 2014, America’s Health Insurance Plans (AHIP), the national trade
association representing the health insurance industry, released a report on the purported impact
of recent reforms to the Medicare Advantage (MA) program. The report claims that this year’s
proposed changes to the payment methodology used by the Center for Medicare and Medicaid
Services (CMS) will cause seniors “to face higher costs and lose benefits and choices upon
which they rely today.”

Analyses by independent experts, financial analysts, and even some individual health
insurance companies have reached very different conclusions about the impact of the payment
reforms on beneficiaries and the insurance industry itself. This memorandum puts the recent
AHIP analysis in context by presenting the views of other experts and stakeholders. It also
examines AHIP’s record of making exaggerated claims about the impacts of federal policies.

l. The AHIP Report

On February 27, 2014, AHIP released a report entitled “2015 Advance Notice: Changes
to the 2015 Medicare Advantage Payment Methodology and the Potential Effect on Medicare
Advantage Organizations and Beneficiaries.”* The report addressed the reforms to Medicare
Advantage enacted in the Affordable Care Act to reduce overpayments to Medicare Advantage

! America’s Health Insurance Plans, 2015 Advance Notice: Changes to the 2015
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plans, the annual fee on health insurance companies, the risk adjustment methodology used in
Medicare Advantage, and the estimated per beneficiary costs of providing Medicare services.

AHIP concluded that Medicare Advantage plans would see a total payment reduction of
5.9% in 2015. The AHIP report claims that these estimated reductions would lead to premium
increases or benefit changes of $35 to $75 per month for Medicare Advantage enrollees. The
report claims that this “could result in a significant amount of upheaval in the MA market that
will likely affect virtually all of the approximately 15 million Medicare beneficiaries enrolled in
[Medicare Advantage plans]. This includes the potential for plan exits, reductions in service
areas, reduced benefits, provider network changes, and reduced MA enrollment.” The report
predicts these impacts will disproportionately affect low-income beneficiaries and other
vulnerable populations.

1. Independent Assessments of Medicare Advantage Reforms

Since the release of CMS’s 2015 payment notice, analyses by independent experts,
financial analysts, and individual health insurance companies have reached significantly different
conclusions about the Medicare Advantage reforms than the AHIP report. These independent
analyses have found that Medicare Advantage enrollment will continue to grow, that insurers’
Medicare Advantage businesses remain highly profitable, and that many of the reforms
announced by CMS will be positive for Medicare Advantage plans. Financial markets appear to
have found these analyses more credible than AHIP’s claims, with many insurance company
stocks rising significantly in recent days.

A Barclays analysis found that similar rate changes from 2009 through 2014 have not
adversely affected MA plans because “MA plans have been able to grow membership an
aggregate 4.7 million lives or 41%.” Barclays noted that even after CMS’s reforms go into
effect, Barclays expects Medicare Advantage enrollment growth of 3% to 5% in 2015. Barclays
also notedzthat “managed care plans have many levers they can pull to further maintain profit
margins.”

JP Morgan and health insurer Humana both estimated that the actual reduction in
overpayments to Medicare Advantage plans would be approximately 4% in 2015, approximately
one-third less than the reduction AHIP claimed. JP Morgan released an analysis stating that the
bank “maintain[s] our positive long-term view of Medicare Advantage” and touted Medicare
Advantage plans’ “long term revenue growth potential.”® JP Morgan also noted that some of the
largest health insurers have seen better than expected financial returns in recent years, noting
“better growth than initially expected at [Humana], [Aetna], and [HealthNet], [and] growth
instead of initially expected attrition at [Wellpoint].”* A financial journalist commented that
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“Medicare Advantage plans have long been regarded as a major growth engine, as more baby
boomers reach 65, qualifying for the program.”® As a result, major health insurers like Humana,
Aetna, and United Health saw their stock prices rise rapidly in the days following the CMS
announcement.®

Prior to passage of the Affordable Care Act (ACA), Medicare Advantage plans were paid
significantly more per beneficiary than the cost of coverage under traditional Medicare.
Medicare Advantage rates exceeded traditional Medicare spending by an average of 18% in
2009, costing taxpayers $800 more per beneficiary than traditional Medicare and raising
premiums for traditional Medicare beneficiaries.’

These overpayments had multiple adverse impacts. Numerous independent observers
including the Medicare Payment Advisory Commission (MedPAC), the Government
Accountability Office (GAQ), and the Congressional Budget Office (CBO) have noted
repeatedly that these significant overpayments increase premiums in traditional Medicare,
weaken the financial health of the Medicare program, and increase the federal budget deficit.®
They also do not appear to improve health outcomes or the quality of care. Despite these
excessive costs, numerous independent analyses demonstrated that Medicare Advantage
beneficiaries did not see lower out-of-pocket costs or receive higher quality care than traditional
Medicare beneficiaries.®
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MedPAC recommended that Congress take action to reduce these overpayments. They
recommended that Congress protect taxpayers by tying Medicare Advantage payments more
closely to fee-for-service payments and by limiting insurers’ ability to reap greater profits and
shift costs onto traditional Medicare by enrolling healthier beneficiaries.’® The Affordable Care
Act included reforms similar to the MedPAC recommendations. Under the Affordable Care Act,
overpayments to Medicare Advantage plans are phased down, but they have not been eliminated.

This approach has proven successful. Independent analysts and the financial markets
have expressed confidence in the continued profitability of Medicare Advantage plans. At the
same time, Medicare Advantage enrollment has increased significantly, premiums have declined
by 10%, and seniors continue to have broad access to a variety of plans.** These positive trends
directly contradict the dire predictions made by insurers when the Affordable Care Act was
enacted.

I11.  AHIP’s Record of Exaggerated Claims

Since before the enactment of the Affordable Care Act, the insurance industry has made
numerous claims about the negative impact of the law on Americans with insurance and the
finances of the industry. The industry’s predictions have been particularly negative and
particularly inaccurate about the impact of the law on Medicare Advantage, but the industry has
made similarly inaccurate predictions on the impact of a number of provisions in the law.
Understanding this record is important for members as they assess the reliability of the industry’s
current claims about Medicare Advantage.

In 2010, the health insurance industry described the ACA’s reforms to Medicare
Advantage by saying: “[t]he legislation imposes $200 billion in cuts to Medicare Advantage that
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will cause massive disruption for the more than 10 million seniors enrolled in the program. If
these cuts are enacted, millions of seniors in Medicare Advantage will lose their coverage, and
millions more will face higher premiums and reduced benefits.”*?

Since the ACA was enacted, Medicare Advantage premiums have fallen by 9.8% and
enrollment has increased by more than 30% to an all-time high of over 15 million. Over 80% of
beneficiaries have access to an MA plan with no premium. The average beneficiary has a choice
of 18 MA plans and 99% of beneficiaries have access to at least one Medicare advantage plan.
Medicare Advantage plans’ quality ratings have improved: there has been a 28% increase in the
number of plans with four or more stars. **

In testimony before the Subcommittee on Health, a leading advocate for Medicare
beneficiaries stated: “we find that the MA market has vastly improved in recent years as a result
of policies advanced by the ACA and CMS to stabilize beneficiary cost sharing, streamline plan
choices, and enhance the quality of MA plans.”**

The industry also made dire claims about the impact of the ACA’s Medical Loss Ratio
(MLR), which is the requirement that insurers spend no more than 20% of the premiums they
collect on profits and administrative expenses or rebate the excess to their customers. The
industry claimed, “The current MLR proposal will reduce competition, disrupt coverage, and
threaten patients’ access to health plans’ quality improvement services.”* The industry also
argued that “the MLR could turn back the clock on ... quality enhancing programs as well as
fraud pre\{gntion initiatives while potentially inhibiting the next generation of delivery system
reforms.”
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None of this has happened. In the first two years the MLR was in effect, insurers paid
out $1.5 billion in rebates — giving the average family a rebate of $100.%" Insurers have become
more efficient, cutting their administrative costs and giving consumers better value for their
premium dollar. In total, the ACA’s medical loss ratio requirement has helped save consumers
$5 billion through lower premiums and rebates.'® There is no evidence that the MLR is reducing
fraud fighting efforts or harming quality improvement efforts.

The industry’s claims about the impact of the annual health insurance fee have been
similarly negative. AHIP claimed that the fee is “a massive new sales tax on health insurance
which will increase the cost of coverage for individuals, small businesses, and public program
beneficiaries.”*® An advocacy group aligned with the industry claimed that the fee
“[s]ignh;i)cantly raises small business costs and creates considerable uncertainty about the
future.”

Independent analyses have come to the opposite conclusions. A RAND Corporation
study found that “small group premiums ... will be unchanged by the law.”** A 2011 report by
the Urban Institute found that “employers with fewer than 50 employees are expected to
experience substantial savings on health care costs due to the benefits of the health insurance
exchanges and subsidies for the smallest firms.”?

When the law was enacted, the Congressional Budget Office did not predict significant
premium increases in the small group market.?® Since then, CBO has found that premiums in the
individual market are lower — not higher — than CBO estimated. In fact, premiums in the new
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health insurance marketplaces are 16% below CBO estimates.?* Expert independent analyses
have reached similar conclusions. The Kaiser Family Foundation concluded: “While premiums
will vary significantly across the country, they are generally lower than expected ... suggesting
that the cost of coverage for consumers and the federal budgetary cost for tax credits will be
lower than anticipated.”®

V. Conclusion

The Affordable Care Act has required reforms in the insurance industry that lower costs
and improve the quality of care. In every instance, the insurers have a choice of how to comply.
The companies can decide whether (1) to raise costs on their customers, (2) to reduce their costs
by becoming more efficient, or (3) to reduce their substantial profit margins. Consistently, the
insurers have found ways to comply with the new requirements of the Affordable Care Act
without raising costs to consumers. The evidence suggests that they are likely to continue to be
able to do so in the future. The leading insurance companies have multi-billion dollar annual
profits, their stock prices have risen substantially in recent years, and they expect significant
growth in customers and revenues in the coming years.?

24 U.S. Department of Health and Human Services, Office of the Assistant Secretary for
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