Coalition to
Promote
Choice

for Seniors

www.medigapchoice.com

July 19, 2011

We write with great concern over proposals that slash coverage for Medicare beneficiaries choosing to
budget for their out-of-pocket health care costs through the purchase of Medicare Supplement (Medigap)
insurance. The undersigned carriers and trade associations represent the vast majority of the Medigap
market, which covers approximately 20 percent of all Medicare beneficiaries with affordable, popular
coverage options that provide predictable and reliable coverage for seniors and other beneficiaries.
Medigap is the one form of private supplemental insurance available to all Medicare beneficiaries,
protecting them from the significant out-of-pocket costs that can result from Medicare’s cost-sharing
obligations and benefit limitations.

While we understand Congress’ need to find cost savings in this budgetary environment, we believe this

approach will have several unintended consequences:

e Medigap is particularly important to low-income and rural seniors®. Eliminating this option would
result in financial hardship for millions of seniors, who on average already spend 15 percent of their
income on health care’.

o Without an appropriate level of coverage, there is an increased chance that many, especially the most
vulnerable of beneficiaries, will forego necessary services early, requiring more costly care in the
long term.

e Seniors are bound to see this as a cost-shift: we estimate a potential increase of more than $4,000
out-of-pocket for a senior buying Medigap, which will be seen as a punishment to a beneficiary who
was simply trying to finance and budget for his/her health care needs.

In addition to the unintended impact to seniors, we believe the underlying assumptions to this proposal

are misguided:

e Medigap carriers do NOT make medical necessity determination decisions and therefore cannot
impact utilization. Medigap simply pays the claims that Medicare has reviewed, found medically
necessary and payable, and passed along to us. If overutilization exists, the way to get at it is through
the Medicare claim review process. This proposal at best shifts these costs to seniors and at worst cuts
medically necessary care.

e Several studies have noted that once patients enter the health care system, cost sharing has little effect
on the episode of care. Physicians drive utilization at that point, which is yet another place to explore
possible overutilization®.
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e The majority of today’s Medigap plans already include cost-sharing features. Under a PPACA
requirement, the NAIC is reviewing cost-sharing increases for the two most popular Medigap plans,
the only two that currently have little to no cost sharing. Any Medigap cost sharing measures should
be crafted through the traditional legislative/regulatory process, under which state insurance
regulators (the NAIC), the insurance industry, and consumer representatives achieve detailed
solutions within the broad outlines established by Congress. This process will help to avoid
incentivizing unintended consequences, such as lower utilization of less costly services that ultimately
results in greater utilization of expensive acute care.

Medigap is a vitally important product for millions of seniors. As Medigap carriers and distributors, with
millions of policyholders and thousands of agents and employees, we want to be helpful during this
budgetary crisis. We just don’t believe that introducing a drastic measure that shifts costs to seniors with
Medigap coverage is the appropriate path to deficit reduction. We stand ready to advise and expand on
these and other Medigap-related issues, and we urge you to make use of our data and expertise in
formulating legislative policy. Particularly in the current situation, where time is the enemy of thorough
consideration, we believe this input is vitally important.

We appreciate your consideration of our position and that of our policyholders.
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