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The author of this article, as well as other health care experts, make a number of valid
points about the limitations of the medical loss ratio. For example, the fact that an insurer is
spending a higher fraction of its premium dollars on health care than a competitor does not
necessarily mean the company’s policyholders are getting higher quality health care. In addition,
the medical loss ratio does not always credit the expenditures health insurers make on wellness
programs, disease management, fraud detection, and other efforts that ultimately lead to lower
health care costs and greater efficiency.”

While it is clear that consumers need to consider other measures of quality and efficiency
when they are making decisions about buying health insurance, the medical loss ratio gives
individuals and small businesses a tool to evaluate health plans competing for their business. For
this reason, some states require the public reporting of insurers” medical loss ratios for the
individual and small group markets, and some state insurance commissioners even provide
medical loss ratio information directly to the public.

The Minnesota Insurance Commissioner, for example, publishes an annual report listing
the medical loss ratios of every insurer selling individual and small group insurance in the state.
Thanks to this publication, a small business in Minnesota has easy access to information about
insurers in the state selling health care coverage to small businesses (see Figure III).24

2008 2008 Loss

Company Premiums Claims  Ratio
** BCBSM, Inc. .3 653,722,304 $ 575,861,930 88%
* Blue Flus $ 48,759,855 $ 41,201,622 84%
Federated Mutual Insurance Company $ 49,392,832 $ 38,008,412 77%
* First Plan of Mimesota $ 3,182,079 $ 2,370,060 74%
* HealthPartners $ 278,518,347 $ 235,252391 8%
HealthPartners Insurance Company $ 27,331,492 $ 24,499,173 90%
John Alden Life Insurance Company $ 2,272,757 $ 2,386,327 105%
Medica Insurance Company $ 420,079,849 $ 365,607,299 8%
Noridian Mutual Insurance Company $ 1,907,774 % 1,869,102 98%
* pPreferredOne Community Health Plan % 47,807,129 % 41,005,321 B86%
PreferredOne Insurance Company $ 2,045,719 % 1,621,953 8%
Principal Life Insurance Company $ 3,318219 $ 2,182,137 66%
Sanford Health Plan $ 314961 % 228064 2%
Time Insurance Company % 3135076 $% 4,315,288 138%
Union Seaurity Insurance Company $ 296327 % 205,685 9%
Total $ 1542088720 ¢ 1,336,614,764 87%

FIGURE Ill - 2008 Minnesota Small Group Medical Loss Disclosure

2 E

** Minnesota Department of Commerce, Report of 2008 Loss Ratio Experience in the Individual
and Small Employer Health Plan Markets for: Insurance Companies, Nonprofit Health Service Plan
Corporations and Health Maintenance Organizations (June 2009, revised Aug. 1, 2009) (online at
http://www state.mn.us/mn/externalDocs/Commerce/Current_Loss_Ratio_Report_052104013421_LossR
atioReport.pdf).
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Other state insurance commissioners that provide segment-specific medical loss ratio
information to consumers include West Virginia and Colorado, which compile this information
in annual reports. Maine and Washington make certain health insurance company filings
available in online comparison tools that any member of the public can access. Many other state
insurance commissioners include some portion of insurers® medical loss ratio information in their
annual statements.*®

Although AHIP and the insurance industry publicly focus on companies’ overall medical
loss ratios, regulators and consumer advocates look at medical loss ratios at the market-segment
level because loss ratios vary dramatically by product type. Specifically, they collect and
analyze data subdivided according to the the individual, small group and large group markets.
As Mark Hall, Professor of Law and Public Health at Wake Forest University, has noted, these
three market segments are “distinct segments, each of which is governed by fundamentally
different economics and regulation.””® They constitute different product lines, are sold by
different sales forces, and are serviced by different corporate divisions, “as distinct in their
economizc? and legal characteristics as are mobile homes, condominiums, and single-family
homes.”

Each of these business segments has different premium-benefit structures due to varying
costs of marketing, underwriting, and administration. In general, according to the American
Academy of Actuaries, “loss ratios for plans in the individual market will typically fall below
those in the small group market, which in turn will fall below those in the large group market.”?*

One of the significant administrative expenses related to selling individual and small
group policies is the cost of reviewing applicants’ health histories, or “medical underwriting.”
According to Professor Hall, medical underwriting and other administrative steps insurers take to
limit their risks can consume up to 20-25% of premiums in the individual market and 10-15% of

B See, e. g., Washington State Office of the Insurance Commissioner, Insurance Commissioner’s
Annual Report 2008 (2008) (online at
http://www.insurance.wa.gov/publications/annual_reports/2008ReportAppendix/AnnualRpt2008.pdf);
Maine Bureau of Insurance, 2008 Financial Results for Health Insurance Companies in Maine (2008)
(online at http://www.maine.gov/pfr/insurance/consumer/financial_results_health_insurers.htm); State of
West Virginia Offices of the Insurance Commissioner, Accident and Health Insurance Market Report for
2008 (Nov. 2008) (online at http://www.wvinsurance.gov/LinkClick.aspx?fileticket=dNz-
c9pDQEg%3d&tabid=207&mid=795).

% Mark A. Hall, The Geography of Health Insurance Regulation, Health Affairs, Vol. 19, No. 2,
173 (Mar./Apr. 2000). (online at http://content.healthaffairs.org/cgi/reprint/19/2/173.pdf).

1d.

®  American Academy of Actuaries, Critical Issues in Health Reform: Minimum Loss Ratios
(July 2009) (online at http://www.actuary.org/pdf/health/loss_july09.pdf).
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premiums in the small group market.” Thus, comparisons of medical loss ratios that include a
breakdown of loss ratios by individual, small and large group markets are more meaningful for

consumers and small businesses looking to purchase health insurance.

B. The Commerce Committee’s Investigation

Although some state regulators collect and make medical loss ratio information available
to their citizens, in most insurance markets in the United States, individual consumers and small
businesses do not have ready access to medical loss ratio information about the insurance
products offered for sale in their areas. Similarly, while insurers routinely share their company-
wide medical loss ratios with their investors, they do not make available the medical-loss ratio
information that would be most useful to consumers — the ratios of policies offered in particular
market segments and geographic areas. For example, WellPoint informed the Committee that it
“does not typically make medical loss ratios available to the purchasers of health benefits. This is
because a medical loss ratio is an accounting tool that is not a measurement of quality or
efﬁciency.”30

In an attempt to find out about medical loss ratios in the individual, small and large group
markets and to learn how the health insurance industry collects, uses, and publicizes medical loss
ratio information, I wrote CIGNA and the 14 other largest health insurance companies on August
21, 2009, requesting medical loss information broken down by state and business segment.
Collectively, these fifteen companies control more than half of the entire fully-insured
marketplace. Dividing the commercial health insurance market into the individual, small group
and large group segments, the letter asked the companies to provide information showing what
fraction of premiums they spent providing medical care to their customers, and describing how
they spent the portion of premiums that did not go to providing medical care.

Some of the companies that received the August 21 letter — generally those that are non-
profit entities and operate primarily in a single state — provided complete responses to the
Committee’s request on a timely basis. Most of the for-profit national health insurance
companies, including CIGNA, however, have still not voluntarily provided complete responses
to the Committee’s request.

CIGNA and other large for-profit companies have cited a variety of reasons for their
reluctance to provide the requested information, but all of them have stressed the “confidential
and proprietary” nature of medical loss ratio information broken down by state, and by the
individual, small group and large group market segments. While the companies have
acknowledged that they are required to report medical loss ratio information by market segment

?* Senate Committee on Finance, Hearing on 47 Million and Counting: Why the Health Care
Marketplace is Broken (June 10, 2008), Testimony of Mark A. Hall.

30 Letter from Stephen Northrup, Vice President, Federal Affairs, WellPoint, to Chairman John D.
Rockefeller IV, U.S. Senate Committee on Commerce, Science and Transportation (Sep. 8, 2009).
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in a number of states where they do business, they argue that disclosing this information in states
where they are not currently required to report it would cause them competitive harm.

Publicly Available Information About Insurers’ Medical Loss Ratios

While the Committee is continuing discussions with CIGNA and other companies about
voluntarily providing the information requested in the August 21 letter, we have learned that
much of the information these companies claim to be confidential and competitively sensitive is
available to the public through forms the companies file with state insurance regulators. In
particular, all companies that sell major medical insurance subject to the regulation of state
insurance commissioners annually file a form called the “Accident & Health Policy Experience
Exhibit.”*' This form, which was developed by the National Association of Insurance
Commissioners (NAIC), requires companies to disclose the premiums they have earned and the
claims they have paid in their individual, small group, and large group businesses.>

Because the largest for-profit health insurers have been reluctant to share their medical
loss ratio information with the Committee — claiming this information is “confidential” and
“business sensitive” — we have compiled this information from the numbers they have publicly
filed on their NAIC Policy Experience Exhibits. Although this company-provided data has some
limitations, it provides a clear picture of how medical loss ratios differ by market segment.>?

In 2008, for example, American consumers and employers paid health insurers almost
$200 billion in premiums for major medical health insurance coverage provided to 58 million
Americans in the individual, small group, and large group markets. As Table II below shows,
the medical loss ratio for the individual segment (79%) was lower than the group segments, and
the small group ratio (82%) was lower than the large group ratio (86%). In other words, while
insurers used 14 cents out of every large group premium dollar for non-benefit expenses, they
used 21 cents out of every individual premium dollar for non-benefits expenses.

' NAIC’s instructions for the 2008 Accident & Health Policy Experience Exhibit define
Comprehensive/Major Medical as “Policies that provide fully insured indemnity, HMO, PPO, or Fee for
Service coverage for hospital, medical, and surgical expenses.” Official NAIC Annual Statement
Instructions: Health, 502 (Aug. 2008).

*2 The instructions to this exhibit divide “Single Employer” group policies into “Small
Employers,” as the term is defined in a particular state, and “Other Employers.” Official NAIC Annual
Statement Instructions.: Health, 503 (Aug. 2008). States generally follow the definition of “Small
Employer” defined in the federal Health Insurance Portability Act (HIPAA), which is an employer with
between 2 and 50 employees. 42 USC § 300gg-92.

 See the notes to Exhibit 1 attached to this letter.
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| Market Segment Premiums Paid Claims | Ratio
Individual (8.4 million lives) $20.4 billion $16.1 billion | 79%

Small Group (17.8 million lives) | $60.3 billion $49 .4 billion | 82%
Large Group (32.1 million lives) | $109.7 billion | $94.1 billion | 86%

TABLE Il - 2008 Medical Loss Ratios by Market Segment — All Insurers

A separate analysis of the premium and claims information reported by the six largest
for-profit insurers, however, shows that these companies spend less of every premium dollar on
health care than the rest of the market. The six largest for-profit companies — Aetna, CIGNA,
Coventry, Humana, UnitedHealth Group, and WellPoint — had a cumulative medical loss ratio in
the individual market of 74%, five points lower than the industry as a whole. They reported
medical loss ratios of 80% and 84% in the small and large group markets, respectively, both of
which are two points lower than the industry-wide ratios.

Market Segment Premiums Paid Claims | Ratio
Individual (2.9 million lives) $6.8 billion $5.1 billion 74%

Small Group (8.3 million lives) $27.9 billion $22.3 billion | 80%
Large Group (13.2 million lives) | $40.9 billion $34.4 billion | 84%

TABLE Il - 2008 Medical Loss Ratios by Market Segment —
Largest For-Profit Insurers

As Mr. Potter, the former CIGNA executive, explained in his Commerce Committee
testimony, reducing medical loss ratios by even a few points “translates into a difference of
several billion dollars in favor of insurance company shareholders and executives.”* To
illustrate this principle, if these six companies’ medical care expenditures had tracked industry-
wide 2008 medical loss ratios, they would have spent $1.7 billion more on providing health care
than they actually did.

C. CIGNA'’s Failure to Disclose Its Group Business to the Commerce Committee
and Its Insurance Regulators

Attached to this letter is a table (Exhibit 1) showing the premium dollars collected, claims
paid, and medical loss ratios reported by the six largest for-profit health insurance companies for
the calendar year 2008 to the National Association of Insurance Commissioners. This table
presents the information broken down by the individual, small group and large group market
segments.

3 Senate Committee on Commerce, Science and Transportation, Hearing on Consumer Choices
and Transparency in the Health Insurance Industry, 111th Cong. (Jun. 24, 2009), Testimony of Wendell
Potter.
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A review of the data presented in this table (Exhibit 1) shows that CIGNA has failed to
report its financial information in a manner that is consistent with the other five companies
included in the table. According to the information you have filed with your insurance
regulators, CIGNA and its subsidiaries did no business in the small group segment in 2008, and
only a minimal amount of business in the large group segment.”® Instead, CIGNA reports more
than $5 billion worth of business in a catch-all “other group™ category.*® This reporting does not
appear to accurately reflect your company’s operations in these two market segments, and it
directly contradicts statements you made to the Committee in a recent letter about your small
business market.

There is an abundance of publicly available information demonstrating that CIGNA
markets and sells insurance products in the small and large group segments. Through basic
online searches, Committee staff has obtained CIGNA marketing materials advertising small
group policies as well as a 2008 press release quoting CIGNA’s “senior vice president of
CIGNA HealthCare’s individual and small group segment.”®” A review of information on state
insurance regulator websites also shows that CIGNA has disclosed small or large group business
in certain state filings.*® For instance, in its filing with the New Jersey Department of Banking
and Insurance, CIGNA HealthCare of New Jersey claimed $36.9 million in large group
premiums and $1 million in small g,roup.39

** The Committee’s conclusions are based on a manual review of the 2008 Accident & Health
Policy Experience Exhibits for the following CIGNA subsidiaries: Connecticut General Life Insurance
Company, Allegiance Life & Health Insurance Company, CIGNA Insurance Services Company, CIGNA
Life Insurance Company of New York, Life Insurance Company of North America, Alta Health & Life
Insurance Company, CIGNA Insurance Group, CIGNA Worldwide Insurance Company, CIGNA
Healthcare of Pennsylvania, CIGNA Healthcare of Arizona, CIGNA Healthcare of North Carolina,
CIGNA Healthcare of Florida, CIGNA Healthcare of Ohio, CIGNA Healthcare of Texas, Great West
Healtheare of Illinois, CIGNA Healthcare Centennial State, Great West Healthcare of Texas, CIGNA
Healthcare of Maine, CIGNA Healthcare of New York, CIGNA Healthcare of New Hampshire, CIGNA
Healthcare of New Jersey, CIGNA Healthcare of Utah, CIGNA Healthcare of Massachusetts, CIGNA
Healthcare of Indiana, CIGNA Healthcare of Delaware, CIGNA Healthcare of the Mid-Atlantic, CIGNA
Healthcare of Illinois, CIGNA Healthcare of Colorado, CIGNA Healthcare of Tennessee, CIGNA
Healthcare of St. Louis, CIGNA Healthcare of Connecticut, CIGNA Healthcare of South Carolina, and
CIGNA Healthcare of Georgia.

* An examination of CIGNA’s 2006 and 2007 Accident & Health Policy Experience Exhibit
filings shows that CIGNA’s reporting followed the same pattern in those two years.

*7 Business Wire, CIGNA Rolls out New Suite of Health Plans for Individuals and Small
Employer Groups (Oct. 28, 2008).

** According to the websites of the following state insurance commissioners, CIGNA has reported
or listed as available specific small or large group business: Maine, West Virginia, Texas, New Jersey,
South Carolina, Florida.

% New Jersey Department of Banking and Insurance, 2008 Preliminary Commercial Loss Ratio
Market Share Report (Aug. 25, 2009) (online at
http://www state.nj.us/dobi/lifehealthactuarial/2006comhealth_loss.pdf).
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As mentioned above, CIGNA’s failure to disclose that it has small group business is also
at odds with a letter you wrote to the Committee on September 2, 2009, in which you provided
details about CIGNA’s small group business, which you defined as employers with 2 to 50
employees. You explained that “CIGNA’s historical presence in the small group market has
been limited, and currently this business represents approximately 50,000 members.”*°

Thus, based on the plain language reading of the NAIC Exhibit’s instructions and on the
way your competitors disclosed their market segment information on these forms, it is clear that
the information you provided in these Policy Experience Exhibits is inaccurate. CIGNA sold
small and large group policies valuing as much as $5 billion to consumers in 2008, but failed to
report this activity to state regulators.

This failure to provide accurate business information not only shows that your company
is failing to comply with the requirements of state insurance laws; it also undermines the efforts
of regulators and policymakers to protect consumers from unfair insurance industry practices. A
number of states have made the policy decision to provide special protections to certain types of
businesses seeking to purchase health insurance for their employees. To enforce these
protections, they have required you and other insurance companies to disclose information about
how you do business in their jurisdictions. Your company appears to have flouted these
requirements and made it more difficult for regulators and consumers to hold you accountable
for your conduct.

In order to understand why CIGNA has failed to disclose accurate information about its
business practices to its insurance regulators and to the public, I request that you provide the
Committee with the following information and answer the following questions:

e Please explain why CIGNA and its subsidiaries appear to have misclassified as much as
$5 billion dollars worth of health insurance business;

e Please produce accurate data showing your company’s nationwide medical loss ratio for
the major medical insurance products it currently offers, or has offered in the past, for
each of the last ten years in:

a. The individual health insurance market;
b. The small group health insurance market; and
e, The large group health insurance market; and

e Please explain how CIGNA intends to amend its state insurance filings, for both the
calendar year 2008 and previous years, to accurately reflect your business activities in the
individual, small, and large group market segments.

“ Letter from H. Edward Hanway, Chairman and Chief Executive Officer, CIGNA Corporation,

to John D. Rockefeller IV, Chairman, U.S. Senate Committee on Commerce, Science, and Transportation
(Sept. 2, 2009).
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I request that you provide this information to the Committee by November 9, 2009.

The Committee is making this request under the authority of Senate Rules XXV and
XXVI. If you have any questions, please contact John Williams or Lisa Hone with the
Committee staff at (202) 224-1300.

Please also note that I am sending a copy of this letter to New Hampshire Insurance

Commissioner Roger Sevigny, the current president of the National Association of Insurance
Commissioners.

Sincerely,

Yo 1o

John D. Rockefeller IV
Chairman

Enclosure

v Kay Bailey Hutchison
Ranking Member

Roger A. Sevigny
President, National Association of Insurance Commissioners
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