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SB 43

Y o u  h a v e  asked if S3 43 as drafted, if enacted, w i l l  insure 
state c o m p l i a n c e  with P.L. 9c-2f-5 (42 U.S.C. Sec. 1395ss) 
and p r e v e n t  f e deral i n t e r v e n t i o n  to r e g u l a t e  m e d i c a r e  
s u p p l e m e n t a l  i n s u r a n c e  p o l i cies .

P.L. 9 6 - 2 6 5  creates a certification, p r ocess for c e r t a i n  types
C L  c^ .nsurers, s e t t i n g  n e w  standards for m e d i c a r e  s u p p l e m e n t a l

.ranee, i n c l u d i n g  a r e q u i r e m e n t  that s u c h  p o l i c i e s  must 
u d e s i g n e d  to pay o u t  at l e a s t  75 p e r c e n t  of p r e miums 

c o l l e c t e d  in b e n e f i t s .  [42 U.S.C. Sec. 1 3 9 5 s s ( c ) (2)]. This 
is a f e d e r a l  r e q u i r e m e n t  not d i r e c t l y  r e l a t e d  to s t a t e  
i n s u r a n c e  laws, but if a s t a t e  has not c r e a t e d  r e q u i r e m e n t s  
si m i l a r  or identical to the f e d e r a l  r e q u i r e m e n t s  b y  Jul., .1, 
1982, t h e  f e d e r a l  c e r t i f i c a t i o n  w i l l  come into  play, 
s u p e r s e d i n g  s t a t e  r e g u l a t i o n  i n  this area. The S t a t e  of 
A l a s k a  f a vors state r a t h e r  t h a n  f e d e r a l  r e g u l a t i o n  of the 
i n s u r a n c e  i n d u s t r y  in A l a s k a  and thus w i s h e s  to o b t a i n  
l e g i s l a t i v e  a u t h o r i t y  to c o n t r o l  preraiun-benefit ratios by 
e n a c t m e n t  of SB 43.

T h e  D i v i s i o n  of I n s u r a n c e  has s t a t e d  that the ce d eral deadline
o f  July 1, 1982 is m i s l e a d i n g  in t h a t  there is to h e  a federal
survey o f  state laws e x i s t i n g  on J u l y  1st of this yea r w h i c h
will be used to assess the n e e d  for federal intervention.
Th e  D i v i s i o n  b e l i e v e s  that chances in state lav: w h i c h  b e c o m e  
e f f e c t i v e  b e f o r e  July 1, 1 9 S 2 , cut a f t e r  J u l y  1st of this 
year w i l l  not p r e v e n t  the federal i n t e r v e n t i o n  w h i c h  they 
seek to avoid. If the D i v i s i r n  is correct, and I h a v e  no
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r e a s o n  to doubt then on this, then they do need a u t h o r i z i n g  
l e g i s l a t i o n  during this s e s s i o n  to al low t h e n  to m a k e  
r e g u l a t i o n s  b e f o r e  J u l y  1st of this year to avoi d federal 
i n t e r v e n t i o n .

It a p p e a r s  that S3 43 w i l l  g i v e  the D i v i s i o n  of I n s u r a n c e  
the a u t h o r i t y  it n eeds  to a v o i d  the threat of f e deral 

&  i n t e r v e n t i o n  as to m e d i c a i d  s u p p l e m e n t a l  insur a n c e .  It \
s h o u l d  be n o t e d  that the b i l l  a s w r i t t m - W Quld a l l o w  i vi
r e g u l a t i o n  of p r e n i u m - b e n e.fit r atios in a l l  i n s u r a n c e  J 1* 
p o l i c i e s  w r i t t e n  in the s t a t e r not just m e d i c a i d  s u p p l e­
m e n t a l  i n s u rance. T h i s  b r o a d  aut ho r i t y  m a y  be d e s i r a b l e  but 
ft is not r e q u i r e d  b y  the n e w  f e der al law. I also h a v e  some 
d i f f i c u l t y  w i t h  the p l a c e m e n t  of t h e  new l a w  in AS 21.42.130, 
w h i c h  has to do with i n s u r a n c e  p o l i c y  format, not s u b s t a n t i v e  
r e g u l a t i o n  of i n s u r a n c e  r a t e s . It might b e t t e r  b e  p l a c e d  i n  
AS 21.89 M I S C E L L A N E O U S  PROVISIONS, but its p l a c e m e n t  in 
A S  2 1 . 4 2 . 1 3 0  w i l l  not i n v a l i d a t e  t h e  law.

T o s u m m a r i z e ,  SB 43 w i l l  h a v e  the effect of s u p p l a n t i n g  federal 
c e r t i f i c a t i o n  p r o c e d u r e s  in th e a r e a  of p r e m i u m - b e n e f i t  ratios 
i n  m e d i c a i d  s u p p l e m e n t a l  insurance, if e n a c t e d  this session.
It goes b e y o n d  m e d i c a i d  s u p p l e m e n t a l  i n s u r a n c e, and, in f a ctp, 
g i v e s the P i v ilTfon~~6 f " I n s u r a nce n o w e r to set n r e m i u m - b e n e f i t 
r a t f q s _ f o r  all i n s u r a n c e  p o l i c iesI  • ^
L H A . j d n  ^  r*» iwscwvuas.
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D E P A R T M E N T  O F  CO M M ERCE  A
ECO N O M IC  D E V E LO PM E N T  POUCH 0

OFHCE OF THE COMMISSIONER JUNEAU . ALASKA 99S)1
Phone: 465-25U0

January 20, 1981

Honorable Bob Mulcahy 

Chairman, Senate Labor and 

Commerce Committee 

Pouch V

Juneau, Alaska 99811 

Dear Senator Mulcahy:

RE: Position Paper SB 43

Thank you for your request for information on SB 43.

T he recent passage of Public Law 96-265 in tne Federal Congress has 

the effect of transferring a portion of the regulation of insurance 

to the Federal Government unless the various states establish certain 

equivalent programs and do so on an extremely short time frame.

T he insurance industry has traditionally been regulated by the various 

states, individually. This approach was reinforced in 1945 with the 

passage of the McCarran-Ferguson Act (15 USCA 1011-1015). There has 

been a fairly steady attempt to bring such regulation under a federal 

agency, particularly by the Federal Trade Commission, wlrch has been 

resisted by the states with equal fervor. The principal argument at 

the federal level has been that insurance is interstate commerce and 
should L? regulated by a federal agency. The states, on the other , 

hand, argue that the federal bureaucracy is either unable or unwilling 

to recognize and be responr ive to local conditions and needs. Due 

to Alaska's population relative to the rest of the nation, this is 

an argument that has a good deal of substance. In fact, Alaska has 

already experienced a situation that accents the State's concerns 

and did so at the expense of Alaska's citizens to the tune of about 
$36,000, and that was in 1972 dollars.

Public Law 96-265 addresses changes in the Social Security Act and 

includes language dealing with medicare supplemental policies. It has 

two requirements termed "The Baucus Amendment" which impact State 
regulation of insurance. The first requirement concerns adoption of 

m inimum standards of coverage for medicare supplemental policies.

The Division of Insurance has sufficient statutory authority to es­

tablish the necessary standards based on an argument that it would be 

a misrepresentation to offer or sell a contract of insurance that 

purports to be a medicare supplemental policy unless it provides 
the adopted minimums. This can be accomplished by regulation and work 
on it has commenced.
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Honorable Bob Mulcahy - 2 - January 20, 1981

The second requirement of "The Baucus Amendment" is for cost/benifit 

ratio regulation. This is the area in need of a legislative solution.

The Division of Insurance does not currently have rate regulatory 

authority over disability or accident/health kinds of insurance in­

cluding medicare supplemental policies. It, in fact, wishes to 

avoid rate regulation of the kind now applied to property and casualty 

kinds of insurance as there would be a fiscal impact not commensurate 

with the results. However, it would be appropriate to determine a 

reasonable ratio of cost to benefit whiv.h could be regulated rather 
simply based on information supplied to I s  division annually, thus 

avoiding an elaborate and costly actuarial review process.

Under the federal legislation, the Secretary of Health, Education and 

Welfare *s required to establish a certification program with respect 

to the various states that polic ■* issued in those states meet certain 
standards, unless a state has established a program to regulate the 

minimum standards and cost/benefit relationship as previously noted.

The secretary is to base his actions on a study to be completed by 

July 1, 1981, so we are faced with an exceptionally short time frame 

to act and avoid this federal intrusion.

The proposal modifies the reasons under which the Division of Insurance 

may base the refusal of a filing of a contract form, to include an 

inappropriate relationship between the benefit provided and the cost 

of the coverage. This responds to the federal action concerning medicare 

supplemental policies. It also addresses other kinds of insurance 

subject to filing under AS 21.42.

We are prepared to offer tesiimony and/or respond to questions when 

this issue is heard before your cominittoe.

Very truly yours,

Charles R. Webber 

Commissioner

CRW/jarE8



Coming:
Help in finding a medigap 
policy that makes sense
Medigap plans meeting certain voluntary standards w ill 
get an okay from Uncle Sam starting next year.
Millions o f sen ior citizens are "vic­
tims of a colossal racket" that costs 
them  one billion dollars a year: the 
sale of m edigap health insurance 
policies that are "unneeded , duplica­
tive, and therefore essentially w orth­
less."

That charge isn't new. It was made 
two years ago by the staff o f the 
H ouse Select Com m ittee on Aging 
and its chairm an, Representative 
Claude Pepper (D.-Fla.). Changing 
Times has reported  on the problem  
several times, most recently in "New 
Guides to  Picking a Medigap Policy" 
(Feb. 1980).

What’s new is that Congress has 
passed a law aim ed at ending the 
m edigap rip-off.

Medigap policies are private insur­
ance plans that supplem ent m edicare 
benefits. Since m edicare pays less 
than 40% o f the health-care costs of 
peop le  65 and older, there are plenty 
of gaps to fill. Medicaid plugs them 
for those w ho qualify, but for o ther 
sen io r citizens there  is a real need for 
private insurance.

As you are  aware if you’ve ever 
considered  such a policy, it's tough to 
judge how much p ro le-.ion  is offered 
and just how the coverage would 
mesh with m edicare benefits. Investi­
gations have shown that the medigap 
business is fertile g round for un­
scrupulous agents pushing policies of 
little or no value. The Com m ittee on 
Aging figures that a fourth of the four 
billion dollars spent annually far 
m edigap insurance is wasted.

The new law should make r.loos­
ing a supplem ental policy eas er anil 
safer. It calls for a voluntary federal 
certification program  to begin in the 
sum m er o f 1982. Only plans that 
m eet m inim um  standards will be

awarded the govem rnent's seal o f ap­
proval:
► The policy must supplem ent both 
part A and pan  13 o f  m edicare.
► It must be written in easy-io- 
understand language.
► It cannot exclude coverage of a 
preexisting health condition for m ore 
than six months.
► It has to perm it cancel.’ation within 
30 days w ithout financial loss,
► It must offer reasonable econom ic 
benefit in relation to  the prem ium  
charged.

The question of what is a reason­
able econom ic benefit will be an­
sw ered in part by the policy’s loss 
ratio—the percentage of prem ium  in­
com e returned  to policyholders in 
benefits. T! ? higher the loss ratio, the 
sm aller the portion o f each prem ium  
dollar that goes for profits, agents' 
com m issions and o ther expenses. 
The federal standards set 75% as the 
minim um  loss ratio for g roup  m edi­
gap policies; for individual policies 
the m inim um  ratio will be 6096.

Clearly, som e m edigap policies 
now sold cannot pass the test. The 
Com m ittee on Aging reports, for ex­
am ple, that som e individual policies 
pay out less than 30 cents o f each 
prem ium  dollar in benefits. In con­
trast, Blue Cross/Blue Shield group 
plans—which account for about half 
o f the nearly 20,000,000 policies pur­
chased each year to supplem ent 
m edicare—average a loss ratio of 
about 90%,

Because the federal program  will 
be voluntaiy, insurance com panies 
w on’t be required  to subm it their 
medigap plans for governm ent 
scrutii.v, Plans that d o n ’t meet the 
m inim um  standards w on’t be 
banned, but it is exported  that the

potential m arketing advantage o f w in­
ning the governm ent’s okay will en ­
courage com panies to seek certifica­
tion, and that passing the federal test 
will becom e a benchm ark for m edi­
gap policies. (In states that im pose 
equal o r higher standards than those 
in the federal law, the state's req u ire ­
m ents will apply.) The D epartm ent of 
Health and Hum an Services (HHS) 
will design an em blem  for display on 
federally approved policies.

In addition to  establishing the cer­
tification program , the new  law takes 
aim at medigap abuses by making it a 
federal crim e for agents to use cer­
tain sales practices, It will be illegal, 
for exam ple, to knowingly sell a 
policy' that duplicates coverage an in­
dividual already has from m edicare 
o r ano ther private policy. It will also 
be a crim e to claim falsely that a 
policy has been okayed by the gov­
ernm ent o r for a com pany to offer a 
m ail-order m edigap policy in a state 
unless the policy has been approved 
by the state’s insurance office.

You still have to compare
Federal certification w on’t m ean all 
insurance plans will be identical. Ap­
proved policies will undoubtedly  
differ on specific coverages offered 
and prem ium s charged As with any 
o ther insurance, you’ll nave to com ­
pare carefully to get the m edigap 
policy that best fits your needs.

T here’s help com ing in that area, 
too. HHS is setting up a n;..,onwide 
counseling service to help people 
evaluate m edigap policies. Although 
counselors w on’t recom m end indi­
vidual policies, they will analyze 
plans and help buyers com pare 
policies on such points as w hether 
coverage duplicates m edicare, which 
gaps are tilled and which a ren ’t, and 
exactly what benefits are offered.

Although HHS is uncertain when 
this service will be widely available, 
your local social security office o r an 
area sen ior citizens organization may 
be able to tell you w hether it will be 
offered in your area.

You can com pare m edigap policies 
yourself by r  aiing copies of the III IS 
"M edicare/Private Insurance Check­
list." This four-page work sheet gives 
the limits of m edicare coverage and 
gives you space to chart the term s 
and benefits o f supplement;!, policies 
you _• e considering. You can get 
copies o f the '•fiecslist free from the 
office that handles your m edicare. □

14 Changing Times 
2/St
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D E P A R T M E N T  O F  CO M M ERCE  & 
EC O N O M IC  D E V E L O PM E N T POUCH D

JUNEAU , ALASKA SD811 
Phone: 465-2500

OFFICE OF THE COMMISSIONER

February 10, 1981

Honorable Bob Mulcahy, Chairman 

Senate Labor and Commerce Committee 

Pouch V
Juneau, Alask. 99811 

Dear Senator Mulcahy:

On Monday, February 9, 1981, Don Koch of this department appeared 

before vour committee in support of SB 43. A representative of the 

Health Insurance Association of America (HIAA) also appeared and 

presented that association's views on SB 43 which were partly in 

conflict with Mr. Koch's testimony and position. Your committee 

suggested that it would be appropriate for this department and 

HIAA to attempt a compromise solution to conflicts.

With the assistance of Mr. Mike Thomas, HIAA's representative, we 

have worked out a resolution of our differences and ask that you 

offer the enclosed revision as a substitute to SB 43. It accom­

plishes the desires of this department in a manner acceptable to 
HIAA. We sincerely appreciate the reception that you and your 

committee have given this proposal.

Re: Senate Bill 43

Commissioner

C R W /val21G7 
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O F  C O U N S E L  
M. E .  M O N A G L E

R .  E . R O B E R T S O N  (1685-1961) 
. r . O . E A S T A U G H  
J . &  B R A D L E Y  
W I L L I A M  G  R U D D Y  
L. B .  J A C O B S O N  
M I C H A E L  T. T H O M A S  
J A M E S  F  C L A R K  
P A U L  M. H O F F M A N  
J .  P. T A N G E N  
D E B O R A H  A. H O L B R O O K  
D .  E L I Z A B E T H  C U A D R A  
H A R O L D  E .  S N O W .  J R .  
P A M E L A  L .  F I N L E Y

JU N E A U  O F F IC E
2 0 0  N B A  B U I L D I N G  

P O S T  O F F I C E  B O X  1211 
J U N E A U .  A L A S K A  9 9 8 0 2  
P H O N E  (9 0 7 )  5 8 6 - 3 3 * 0  

C A B L E  R O M E A  
T E L E X :  0 9 9 - 4 5 - 3 7 6

R o b e r t s o n , M o n a g l e , E a s t a u g h  &  B r a d l e y

A P R O F E S S I O N A L  C O R P O R A T I O N

A t t o r n e y s  a t  L a w

P O S T  O F F I C E  S O X  1211 
J U N E A U .  A L A S K A  9 9 8 0 2

F e b r u a r y  10, 1981

R O B E R T  B  B A K E R  
L E R O Y  j  B A R K E R  

L. G  3 E R P Y  
C  R  R I C H  

WM . R O N A L D  H U L S N  
C A R L  W. W I N N E R

A N CH O RA G E O F F IC E
601 W E S T  F I F T H  S U I T E  5*0 

A L A S K A  M U T U A L  B A N K  B L D G .
P O S T  O F F I C E  B O X  6 79  

A N C H O R A G E .  A L A S K A  9 9 5 t O  
P H O N E  (9071 2 7 7 -6 6 9 3  

C A B L E  R C M E A  
T E L E X .  O D O - 2 6 - K S 6

The H o n o r a b l e  Robert M u l c a h y
Chair, S enate C o m merce & L a b o r  C o m m ittee
A laska State  Senate
P o u c h  "V", M a i l  Stop 3100
Juneau, A l a s k a  99811

Re: Senate Bill 43

D e a r  S e nator Mulcahy:

I have reviewed C o m m i s s i o n e r  W e b b e r ' s  letter 
of F e b r u a r y  10, 198.1, and the e n c l o s e d  propo s a l  for a 
committee substitute. The p r o posed  language will, we 
believe, a deq uately and a p p r o p r i a t e l y  deal w i t h  the 
d i r e c t o r ' s  concerns, and we urge its ado^'ion.

T han k  y o u  f o r  y o u r  c o n s i d e r a t i o n  o n  t h i s  b i l l .

V e r y  truly yours,

ROBERTSON, M0NA£LE, E A S T A U G H  & BRADLEY

M TT/dh
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Health and Human
Services
Health Care Financing Administration ,
Medicare Program; Mcdigap—Certification 
of Medicare Supplemental Health 
Insurance Policies
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DEPARTMENT OF HEALTH AND 
HUMAN SERVICES
Health Care F inanc ing  Adm in is t ra t ion
42CFR Part 403
M ed ica re  p rogram ; M ed ig ap— 
Cer t i f ica t ion  o f  M ed ic a re  Supp lem en ta l 
Hea lth In su ra n ce  P o l i c ie s
AGENCY: H ealth  Care  Financing 
A dm inistration  (HCFA), HHS.
ACTION: Proposed  Rule.

SUMMARY: This p roposa l would 
estab lish  a program of certification, by 
the Secretary, of M edicare  supplem ental 
health  insurance policies (so-called 
Medigap policies) voluntari ly  subm itted  
b y  insurers for review. It would 
implement, in part ,  section  507 o f  the 
Social Security Disability A m endm ents  
of 1900. HCFA will adm in is te r  the 
certification program.

The voluntary  certif ication prc gram 
would go into effect July 1 , 1902, a n d  
w ould  apply only to policies issued in 
those S ta tes  tha, do not hove in effect a 
program for regulating Medigap policies 
equal to or more str ingent than the one 
to be described  in these regulations. A 
Supplemental H ealth  Insurance Panel, 
consisting of the Secre tory  or a designee 

‘ and  four State Comm issioners or 
Superin tendents  of Insurance  appoin ted  
by the President, will de term ine  the 
ad equacy  of a S ta te ’s program in 
relation to the s t a n d a rd s  con ta ined  in 
the regulations.

T hese  regulations would: (1) set 
s tan d a rd s  for policies voluntari ly  
submi* j d  to l lC F A  for certif ication, (2) 
cstat.ti di p rocedures  for the certification 
program, an d  (3) p rom ulgate  the 
sta tu tory  requirem ents  tha t  the 
Supplem enta l H ea lth  Insurance  Panel 
w ould  use to approve  S ta te  regulatory 
programs.
DATE: T o assure  considera t ion , 
com m ents  should bu rece ived by: March 
23,19111.
ADDRESS: A ddress  com m ents  in writing 
to: Administra tor ,  H ealth  Care 
Financing Administration, D epartm ent 
o f  I Iunlth and  I Ionian Services, P.O. Box 
17073, Baltimore, M ary lan d  21235. If you 
prefer,  you m ay deliver your comm ents 
to Room 3 0 9 -0  I lubert 11.1 iuniplirey 
Ilullding, 200 Independence  Ave., S.W., 
W ashington, D.C., or In Room 709, Fast 
High Rise building, 0101 Security 
boulevard , Baltimore, M aryland.

Pleuao refer lo IJPP-91-P. Agencies 
an d  organizations are  reques ted  lo 
nubmit com m ents  in duplicate .
Com m ents  will be ava i lab le  for public 
Inspection, beginning approxim ate ly  two 
w eeks after  publication, in Room 309-G

of the  D epartm ent's  office a t  200 
Independence  Ave., S.W., W ashington, 
D.C. 20201 on  M onday  through Friday o f  
each  w eek  from 8:30 to 5:00 p.m. (202- 
245-7090).
FOR FURTHER INFORMATION CONTACT:
T h o m as  Hoyer, 301-594-9690. 
s u p p l e m e n t A i t  Y i n f o r m a t i o n :  Because  
of  'h e  large num ber o f  com m ents  w e 
receive, w e canno t acknow ledge or 
respond  to them individually. H owever,  
in  preparing '.he final rule, w e  will 
con s id e r  all comm ents and  will respond  
to them  in f iu  pream ble  to tha t  rule,

Medicare  Program

M edicare  is a Federal health  
in su rance  program, prov ided  for under  
title XVIII of the Social Security Act, for 
peoj h  G5 an d  older an d  some people 
u nd er  05 w ho a re  d isabled . T he  
M edicare  program consists  o f  tw o parts ,  
a  Hospita l Insurance Program (Part A) 
nnd s Supplem entary  Medical Insurance  
Program (Part B).

Part  A, Hospital Insurance, covers 
hospital,  skilled nursing facili ty (SNF) 
and  hom e hea lth  care, as  well a s  certa in  
therapy  services. It is o r ien ted  tow ards  
acu te  care, and  its coverage provisions 
nre b a sed  on the concept of a benefit 
period or "spell of illness", a period that 
begins w hen  a n  individual receives 
inpatient hospital or SNF services  and  
end s  w hen  (hut individual hus been out 
of the hospital or SNF for CO consecu tive  
days. In each benefit period, indiv iduals 
urc entitled to up to 90 days  of inpatient 
hospita l care, up to 100 days  o f  pos t­
hospita l SNF care, and  up to 100 post 
hospita l home health  visits. If the full 00 
day s  of hospita l benefits  nre exh aus ted  
during a npell o f  illness, u beneficiary 
m ay d ra w  on 00 addit ional lifetime 
reserve  days.

Part n, the Supplem entary  Medical 
Insurance  Program, provides coverage  
for physic ians '  services, medical and  
o ther  health  services (a wide range of 
services  Including diagnostic  tes ts  and  
X-rays, outpat ien t hospital services, 
du rab le  medical cqulpmnni. em bulnncc  
onrvlce, pros thetic  devices, physical 
therapy, etc.). and  up to 100 homo health  
visits per year.

Both parts  of Medicare  con ta in  coni 
sharing  provisions, that is, deductib le  
mid coinsurance . The law  requires  that, 
u nd er  Part A, the Inpatient hospita l 
deductib les  an d  hospital and  SNF 
co insurance  am ounts  bo ad jus ted  
annually  to r e d e d  the rising cos ts  of 
health  cure (Section 11113(h)(2) of the 
A d ) .  U nder Part  A. there is currently  a n  
unmud hospital deductible of $180, a 
dally  co-paym ent of $-15 for the 01st 
through tliu 90th day of care, and  $90 a 
d ay  for each lifctiaie reserve  day. In n

SNF, there is a $22.50 co-paym ent for 
ca re  from the  21st through the 100th day.

U n d e r  P a r t  B, m ed ica l in surance  
genera l ly  p a y s  80 p e rcen t  o f  "reason ab le  
charges",  a n d  the b enef ic ia ry  pay s  20 
p e rcen t  co insurance .  (U nder Title XVIII, 
the  " rea so n ab le  charge"  is the  am oun t 
o f  the  ac tua l charge o f  a physic ian  or 
supplier  tha t  can  be  recognized  for 
p ay m e n t  u n d e r  M edicare.) S ince actual 
ch arges  genera l ly  ex ceed  the 
" re a so n a b le  ch arges” , benefic iar ies  are 
a lso  responsib le  for the difference, 
u n le s s  the physic ian  o r  supplier  accepts  
"ass ig nm en t"  o f  a  b enef ic ia ry ’s claim. In 
addition , the benefic iary  m us t pay  a n  
an n u a l  $60 deductib le .

T here  a re  n n u m b er  of i tem s and 
se rv ices  tha t  a re  no t  covered  under 
e i th e r  of M ed ica re ’s tw o  insurance  
program s. T h ese  i tems and  services 
include: custod ia l  nursing  hom e care, 
custod ia l  h o m e  cure, most prescrip tion  
drugs, d en ta l  care, eyeg la sses  and  eye 
exam ina t ions ,  immunizations, most foot 
care ,  and  h o m em ak e r  services. 
Beneficiaries m ust p a y  the full cost of 
th ese  serv ices  out-of-pocket o r  obta in  
add it iona l in su rance  pro tec tion  lo p ay  
the costs.

M edicare  S upp lem en ta l  H ealth  
Insu rance  Policies— N ature  a n d  
Problem s

T h e  M edicare  p rogram  w a s  never 
designed  to cover the total co s t  of 
providing m edical euro for its 
beneficiar ies.  It has  b een  es t im ated  that 
M ed icare  puid  for ab ou t  44 percen t of all 
hea l th  care  costs  for its beneflciurics in 
1070. The rem ain ing  50 percen t included 
the cost of n on cov ercd  serv ices  end 
cost-sharing  p rov isions of tiie M edicare  
program. S ince the en ac tm en t  of the 
M ed ica re  program, various  insu rance  
organizations, both profit n n d  nonprofit, 
huve  deve lope d  an d  m a rk e ted  health  
in su rance  policies a im ed  e t  paying 
hea l th  care e x p e n se s  not covered  by the 
M ed icare  program. In 1970, abou t 15 
million of tne 23 million M edicare  
benefic iar ies  spent $-1 billion for 
appro x im a te ly  19 million pol cles to 
supplem ent M edicare .  T hese  policies nre 
comm only  referred  to es  "M edigap" 
policies nnd  princ ipal ly  include 
M ed icare  supp lem en t policies,
Indemnity policies a n d  specified d isease  
policies.

M e d i c a r e  s u p p le m e n t  p o l i c i e s  arc 
des igned  to fill specific gaps in the 
M edicare  benefi t  s tructure .  T hese  
polic ies typically offer coverage  of uoine 
or  nil of M ed ica re ’s deduc tib le  end 
co insu rance  am ou n ts  und som etim es 
Include coverage  of services no t covered  
untler M edicare .  T here  are m any  
v arie ties  of supp lem en t policies with 
prem ium s nnd  benefit s t ructures
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designed to m ee t  the n e e d s  of people  
with a varie ty  o f  incomes. A 
characteristic o f  m ost o f  these policies, 
however, is tha t  they b a s e  their 
payments on M ed ica re 's  coverage  and  
reimbursement s truc tures .  T hey  seldom 
pay m ore  than the 20 p e rce n t  
coinsurance a m o u n t  o f  the  " reaso nab le  
charge" recognized by M edicare .  They 
rarely p ay  any  o f  the difference b e tw een  
the "reason ab le  charge" a n d  the actual 
amount tha t  a phys ic ian  c r  supp lie r  of 
services might charge. Furthermore, they 
frequently do no t  cover  a b ro a d e r  range 
of services than  a re  covered  under 
Medicare. The  prem ium s for these 
policies are usual ly  ad ju s ted  annually  to 
compensate for increases  in M edicare 's  
deductible and  co insu rance  amounts.

I n d e m n it y  p o l i c i e s  u sual ly  hav e  fixed 
premiums and  p a y  a p rede te rm ined  
amount of m oney  w hen  certa in  
condit ions are p resen t o r  ce r ta in  health  
care services are  furnished. A n 
indemnity policy, for example, might 
pay u fixed am o u n t  for each  d a y  of 
hospital or nursing  hom e care, for i ech 
medical or surgical p rocedure  required, 
or for a given diagnosis. The  am ount of 
benefits is usually  p redetcrm ir.ua nnd is 
not tied to the benefic iary 's  actual 
health care  expenses .  Indem nity 
benefits nre usually  pay ab le  without 
regard to oilier coverage.

S p e c i f i e d  d i s e n s e  p o l i c i e s ,  popularly 
known as  " d read  d isease  policies", will 
pay certain  spucified am o un ts  once a  
positive d iagnosis (e.g., cancer)  has  been 
medically confirmed. A s  with indemnity 
policies, thu benefi ts  pa id  under  
specified d isease  policies are  often fixed 
nnd arc  not usual ly  tied to the 
beneficiary 's  ac tu a l  expenses .

In May, l ‘J72, the S en a te  Judiciary 
Committee, Subcom m ittee  on Anti-Trust 
and Monopoly, held hearings re la ted  to 
the sale  of Medigap policies. S ince then 
more than  a do zen  o the r  investigations 
and s tud ies  by  congressional 
cnnnii t tces ,  the Federal T rade  
Commission, the new s  media , and  
various other ind iv iduals  and  agencies 
hove revealed  a n d  onfirrned certain  
problems with M edigap insurance. Some 
of the problem s rela te  to the na tu re  of 
the policies, an d  some o f  them relate  to 
the m an n e r  in w hich  they  are sold:

1. T here  is su ch  a w ide  variety  of 
Medigap policies tlial it is difficult, If not 
impossible, for a benefic iary  to com pare  
them a n d  effectively a s s e s s  their 
relalivo benefits  and  costa.

2. T he  policies theinselvou nro often 
writ ten  in com plica ted  language that 
obscures  the ex ten t  of the ir  coverage o r  
the nature  of their exclusions. For 
example, m any  policies conta in  cluuoes 
which limit or exclude  paym en t  for 
services received In connect ion  with

m ed ica l  condit ions w hich  w e re  k n ow n  
to ex is t  a t  the  time the policy w a s  sold. 
T h ese  pre-existing condition c lauses  c a n  
neg a te  coverge descr ibed  in o ther  
port ions of the  policy.

3. M ed ica re  beneficiar ies often 
m isu n d e rs ta n d  the coverage ava ilab le  
u nd er  M edicare .  This, w hen  coupled  
w ith  m isunders tand ing  of coverage of 
the supp lem en ta l  policies, m ay  lead  
individuals 10  pu rchase  coverage  that 
duplica tes  M edicare  coverage or 
coverage  th a t  ex is ts  u n der  ano th e r  
supplem enta l  policy, while a t  the sam e  
time leaving significant gaps in 
coverage.

4. It is a lso  virtually im possib le  for 
M ed icare  benefic iar ies  to de term ine  the  
v a lue  of the policy 's benefits  in 
re la tionsh ip  to the prem ium s p r . ' i .  Th is  
re lationship , kno w n  a s  the loss  ratio, is 
a  w a y  of determining how  m uch of the 
aggregate p rem ium  income from a policy 
an  insu rance  org m ization  sp en ds  on 
aggregate bcncfiis . M any group policies 
re tu rn  GO to 90 cents, o r  more, on  the 
prem ium  dollar, while some individual 
policies re tu rn  less th an  25 cents .  In 
general ,  M edigap policies as  a c lass  
often return  less  m oney in benefits  th an  
most o ther  hea lth  insurance  policies. 
("Medigap: S ta te  Responses to Prob lem s 
with H ea lth  Insurance  for the Elderly", 
T. V an  Ellet; In tergovernm enta l H ea lth  
Policy Project. The  George W ash ing ton  
University, W ashing ton ,  D.C.; O c to be r  
30,1079 (hcreufter, "M edigup" by V an  
Ellet). p. 10.)

5. F inanc ia l  incentives, including very  
large sa les  commissions, hav e  led som e 
insu rance  agen ts  to p ersuade  
policyholders  to te rm inate  u good policy 
in o rde r  lo subscribe  to a n e w  one. T h e  
p rac t ice  is costly  to the beneficiar ies  
a n d  often  leaves  them w ithout 
protec tion  for n period  of timo bccuusv  
the n e w  policy usually  bus a waiting  
period  ' i i  pre-existing  conditions, in 
o th e r  cuses, a  benefic iary  is p e rsu a d e d  
to p u rchase  nddil ionnl Insurance  
policies to Increase coverage w hen , in 
fact, the addit ional policy duplica tes  
r a th e r  than supp lem en ts  existing 
protection.

0. Elderly beneficiar ies  tend to rely on 
Insurancu agen ts  for Information abou t 
the M edicnrc  program and  the coverage  
ava i lab le  u n d e r  the Medigap policies 
they are  offered, an d  they ara  
particularly  vu lnerab le  to 
m isrep resen ta tion  an d  o ther abuses .  
E vidence of fraud, forgery, nnd  
Intimidation has  a lso  been uncovered .

Regulation o f  M edigap Policies

T h e  M cCorran-Ferguson Act o f  1945 
(15 U.S.C. 1011 cl soq.) perm itted  
individual S ta te s  to regulate  the 
insu rance  business ,  a n d  tho S ta tes  havo

b e e n  tradit ional ly  responsib le  for 
regulating M edigap policies. S ta tes  have  
g enera l  la w s  w hich affec t  the entire 
field o f  insurance ,  a n d  a  n um ber  of 
S ta te s  h a v e  enacted , o r  h av e  final 
app rov a l  pending  of. l a w s  an d  
regulations specific to M edicare  
su pp lem en ta l  insurance . Despite  the 
cu rren t  level of ac tiv ity  am ong  the 
S ta tes ,  how ever,  sludie.i hav e  show n 
tha t  the scope  of regulation varies  from 
S ta te  to S ta te  an d  th a t  enforcement of 
exis ting regula tions is a ls i  uneven. (See 
"M edigap"  by  V an Ellet.)

T here  h a v e  been  severa l  tignificant 
in itia tives  in recen t y ea rs  to  ad d ress  the 
prob lem s a s so c ia te d  w ith  M e u g a p  
policies. T h e  N ational A ssoc ia t .on  of 
Insu rance  Com m iss ioners  (NAIC), a n  . 
a sso c ia t ion  of the ch ief  insurance  
regulatory  officials of the 50 States, the 
D istrict o f  Columbia, Guam, Puerto  Rico, -  
a n d  the Virgin Is lands, has  p layed  a  
m ajo r  role in  the effort. T h e  NAIC, in 
co l labora t ion  w ith  IICFA, developed  a 
"G uide  to H ea lth  Insu rance  for People 
w ith  M edicure".  O v e r  6 million copies  of 
the  pam phle t  have  thus fur been 
d is tr ibu ted  through social security  
offices, in su rance  com panies .  S tate  
in su rance  departm en ts ,  a n d  9enior 
c it izen in terest  groups. M ore important, 
how ever ,  the NAlC also am end ed  its 
m odel s t a n d a rd s  for individual acciden t 
nnd  s ickness  insurance  policies 90 they 
enn  b e  ised  by S ta tes  specifically to 
regulate  Medigup policies. T h e  a m ended  
model, a lop ted  by  the N AIC on June 6,
1979, c o '  ta ins  minimum s ta n d a rd s  that 
M edigap policies w ould  be  required to 
m eet (Model Regulation to Implement 
the  Individual A cciden t nnd  Sickness" 
Insu rance  Minimum S tan dard  Act, us it 
app lies  to M edicare  Supplem alul 
policies: "NAIC M odel S lam  irds"). 
S ta n d a rd s  a d d re s s  such Issues us 
minim um coverage  requirem ents,  limits 
on  exc lus ions  of coverage  becau se  of 
p re-exis ting  conditions, disclosure 
requ irem en ts ,  and  refund requirem ents.

A3 a resu lt  of the a b u se s  a s soc ia te d  / / '  
w ith  M edigap  policies. Congress *-Vr 
e n a c te d  sec t ion.507 o f  Pub. L  90-205 • /_  '  
( the Social Security  Disability 
A m en d m en ts  of 19G0). T ha t  section of 
the law  es tab l ished  a volun tary  
certif ication  program fo rM c d ir  -e 
supp lem en ta l  health  insurance  policies 
(section  1UG2 of the Soclul Security Act 
(42 U.S.C. 1395sn)). T he  in ten t of the 
legisla tion is to es tab l ish  a program  that 
cnub lcs  M ed icare  benefic iar ies  lo 
identify  M edigap policies for purchase  
tha t  urc r ep resen ted  accura te ly  both by 
sa le s  agen ts  a n d  prom otional literature, 
do  no t duplica te  Medicure o r  o ther 
hea l th  Insurancu coverage, and  provide 
fairly  p riced  minimum pret i t ion  ogninst
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heuiih  ca re  exp en se s  th a t  a re  not pa id  
for  by M edicare.

In the deb a te  tha t  p reced ed  e nac tm en t  
o f  Pub. L. 96-265, an d  in the law  itself, 
Congress recognized the progress 
a lread y  m ad e  by  the S ta te s  in the a rea  
of  Medigap regulation, fu r th e r ,  it 
recognized and  ac cep ted  the tradit ional 
role of the S ta tes  in regulating 
insurance. Its in ten tion  in developing 
Medigap legislaliojLw as  to p rovide the 

.S ta les  an d  Insurance  co m pan ies  w ith  a n  
'  incentive" to speedy up the ir  activ il ies jo .  
“ improve the regulation a n d  quaii ty  o f  
"M edigappolicies .  A t  the sam e.time, 
"Congress es tab l ish ed an  a l tem atiye .  
m ech an ism of certif ication th a t  could be_ 

' im plemented  at the n a tional level for 
'policies is sued in S ta tes  th a t  choose not 

^ r e e s t a b l i s h m in i m u m  regulatory  
_~program Tby July 1 ,1 982.

While the law  relies on improve S ta te  
a n d  Federa l  regulation o f  Medigap 
policies a s  a m ajo r  m eans  of identifying 
a n d  curbing a b uses  in the sa le  of 
M edigap policies, it also p lace s  s trong 
re l iance on  consum er educa t ion  as a 
force in improving the genera l  quality . 
Medigap policy offerings, T he  
presum ption is tha t  beneficiaries, 
a ss is ted  by  information prov ided  by 
H HS, the Slates, in su rance  com panies  
a n d  o the r  sources, will becom e b e tte r  
informed, more aggressive purch ase rs  of 
Medigap insu rance  nnd  tha t  insurance  
organizations will therefore improve the 
quali ty  of the policies they offer for sale 
In order lo retain their  competit iva 
position in the market.

‘Hie busic  provisionn o f  the M edigap 
legislation a d d re s se d  in these 
regulations are  us follows:

1. The s ta tu te  m a n d a te s  tha t  the 
S ecre tary  of I111S es tab lish  a  program of 
rev iew  a n d  certif ication of Medigap 
policies tl .at m eet o r  exceed  
requirem ents  specified in the s ta tu te  a n d  
regulations. The S ec re ta ry ’s program is 
volun tary  in that it p rov ides for review 
of only those policie j that a re  
volunturi ly  subm it ted  by insurers  
(section 1062(a) of the Act). It goes into 
effect July 1 , 1!)02. (The S ecre ta ry  lias 
de te rm ined  tha t HCFA will adm in is te r  
the vo luntary  program.)

2. Medigap policies must m eet the 
NAIC Model S tan d a rd s  in o rde r  to he  
certif ied in (lie S ec re ta ry ’s program. (A 
sum m ary  of the NAIC Model S tand ards  
applicab le  to Medigap policies is 
p resen ted  below.) H ow ever,  Congress 
struc tured  the volun tary  program  so tha t 
It w ould  apply  the NAIC M odel 
S tan d a rd s  to group policies a s  well as 
individual policies nnd a lso  e s tab lished  
minimum loss  ratio  requircm e. ts for 
e ach  category of policy (section  1002(c) 
o f  the Act).

T h e  NAIC h a s  s ta n d a rd s  app licab le  to 
a  varie ty  of policies, including M ed ica re  
supp lem en t policies, indem nity  policies, 
an d  specified  d isease  policies. H ow ever,  
i t  is im portan t  to note th a t  the NAIC 
M odel S ta n d a rd s  tha t  Congress 
in corpora ted  b y  reference into P.L. 96 -  
265 specifically  a d d re s s  only ‘‘M ed ica re  
supp lem en t polic ies”. Consequently ,  the 
focus o f  the v o lun ta ry  certif ication 
program  is on those policies a n d  does  
n o t  a d d re s s  the certif ication  of, or 
minim um s ta n d a rd s  for, "specified  
d is ea se  polic ies"  or " indem nity  
policies".

3. T h e  S ecre ta ry ’s vo lun tary  
certif ication program  will apply  only in 
those S ta tes  th a t  have  not im plem ented, 
u n d e r  S ta te  law , a regulatory program  
tha t  applies  s t a n d a rd s  equal to o r  m ore 
s tr ingen t than  the  NAIC Model 
S ta n d a rd s  a n d  the loss rat io  
requ irem en ts  a s  specified in the s ta tu te  
(section  1682 (b) a n d  (i) o f  the Act). 
Regarding the NAIC s ta n d a rd s  a n d  loss 
ra tio  requ irem ents ,  Congress c lea rly  did 
n o t  in tend  to encourage  S ta tes  to limit 
their regula tory  program s to the 
minim um level specified in the law . O n  
the contrary , the in tent of  C ongress  w a s  
to  encourage  S ta te s  to im plem ent 
regula tory  p rogram s th a t  they de te rm ine  
a rc  app rop r ia te  to  their n ee d s  a n d  lo 
assu re  S ta le s  th a t  those program s 
m eeting  or exceed ing  specified minimum 
s ta n d a rd s  w ou ld  be approved  by  a  
panel, ac specified below. (Sec 
Conferonr.i Comm ittee  Report on Social 
Security  Disabili ty  A m end m en ts  o f  1900,
H.R. 3230, Report No. 96-014, pp. 76-77.)

4. T he  s ta tu te  ulso p rov ides for a 
S upplem enta l  H ea l th  Insu rance  Panel 
tha t will de te rm ine  w h e th e r  or no t.S ta tc  
regulatory  program s for Medigap 
policies m eet the requirem ents  o f  the 
law, T he  Panel will consis t  of the 
S ec re ta ry  or a designee, w ho  will serve  
a s  chairperson ,  an d  four S ta te  
C om m iss ioners  o r  S u perin tenden ts  of 
Insurance , to bo appo in ted  by the 
P res iden t (section 1002(b) of the Act).

5. T h e  S ecre ta ry  will au thor ize  the uso 
o f  mi em blem  b y  an  insurer to ind ica te  
tha t a policy  lias b e e n  certif ied a s  
meeting  the s ta n d a rd s  of the vo luntary  
’ertificution program  (section 1002(a) of 
I iu Act).

The s ta tu te  con ta ins  provisions o ther  
than  these  a d d re s se d  In those 
regulations. T h ese  Include Federa l  
criminal p ena lt ies  designed  to ass is t  
S ta te s  a n d  the Federa l  governm ent in 
dealing  w ith  n b uscs  identified in the 
various  studies a n d  investigations of 
M ed igap  policies (section 1002(d) of the 
Act). T h e se  pen a lt ie s  bas ica lly  app ly  to 
c a se s  in w hich  false  s ta tem en ts  or 
m is rep resen ta t io n s  arc m a d e  abou t a 
policy 's  cer t if ication  or abo u t  the ex ten t

 = =  =  <
an d  na tu re  o f  the po licy’s coverage  for . y  
the purp ose  o f  ob ta in ing  certification. '?k 
T hey  also app ly  to c a se s  o f  
m is rep resen ta t io n  b y  a n  insu ran ce  agent 
a s  a n  em ployee  o r  ag en t  of the Federa l  " f t  
g ov ernm en t (e.g., o f  the M ed ica re  "
program) a n d  to c a se s  in w h ich  an  v
indiv idual sells  a  policy  tha t  is kno w n  to y  
be d up lica tive  o f  M ed ica re  coverage  or 
o th e r  h ea l th  in su rance  the  individual : 
h as .  T here  is a lso  a pen a lty  governing 1 
the use  of the  m ails  for the delivery  of 
a d v e r t ise m en t  o f  M ed ica re  ; j j |
su pp lem en ta l  hea l th  in su rance  policies ' 
th a t  have  n o t  b e e n  a p p ro v ed  for sale  in r j j  
a  S tate.

Section  1032(f) of the A ct requires  the y M  
S ecre ta ry  to u n d e r ta k e  a  com prehensive  . $ £  
s tu dy  of the c o m p ara t iv e  effectiveness " ' w  
o f  various  S ta te  regu la tory  app ro ach es  Spe 
in (a) limiting m arketing  a n d  agent 
a b u se ,  (b) a ssu ring  the  d issem ina tion  of ijfc 
inform ation  to M edicare  benefic iar ies  I 
(and  to o th e r  consum ers)  tha t  is .
n e c e ssa ry  for  inform ed p u rch ase  of V v} 
M edigap policies, (c) prom oting policies '-Vs: 
tha t  p rovide  re a s o n a b le  econom ic . &
benefits  for the  insured , (d) reducing the 
p u rch ase  o f  u n n e c e s s a ry  duplicative < •••$ 
coverage, (e) im proving price T ’
competit ion , a n d  (f) es tab lish ing  : .
effective S ta te  regu la to ry  programs.

A t die sa m e  tinn the S ec re ta ry ’s f i t .
s tu dy  m ust a d d re s s  the need  fo r  . . 'y ;
s t a n d a rd s  for, o r  cert if ication  of, health  
insu rance  policies o th e r  thun M edicare  T 
supp lem en ta l  he a l th  in su ra n c e  policies r, 
so ld  to M ed ica re  beneficiar ies .  In o rder  y  
to ca rry  out this  study, H CFA  needs  lo 
collect inform ation  concerning policy •. 
p rovisions, p rem ium  cost, premium 
volum e nnd  n u m b e r  of  policyholders per . qlj 
policy on a  S ta te  by S ta te  basis ,  loss ^
ra t io  p e r  policy, consum er  know ledge o f  7s. 
M ed icare  a n d  o th e r  p r iva te  hea lth  •• „ 
in su rance  coverage , an d  con su m er  
purchas ing  cliavior. This  s tudy  would 
b e  u sed  lo collect b ase l in e  d a ta  for the i 
la te r  eva lua tion  of the im pact of the ,
F edera l  vo lun ta ry  cert if ication  program. .'IV£[ 
Suggestions on  how  to ob ta in  this 
in form ation  w ou ld  be  ap prec ia ted .  Ideas ■ 
on h ow  to identify  all hea l th  Insurance  . r 
p roduc ts  n nd  the com pan ies  tha t  sell ; : :K 
them to M ed ica re  boneficiaries, an d  ' • ;
ideas  on com par ing  insu ran ce  policies,
e.g., a scoring sys tem , u nd  establishing 
3ome m ethod  for com paring  loss  ratios ' '  -, 
w ould  a lso  be  w elcom e.

T h e  S ecre ta ry  is a lso  required  to ] »•
subm it to Congress ,  no  lutcr than  July 1, 1
1902, nnd  at le a s t  every  tw o y e a rs  
thereafter ,  a  repo r t  evalua ting  the  '* .y
effectiveness  o f  the certif ication  j;
p roced u res  a n d  the criminal penalt ies  
e s tab l ished  u n d e r  the la w  (section 
1002(f) (2) of the Act). T h e  report must 7 $ * ;  
Include a n  an a ly s is  o f  the im pact that J 1 V*V*'
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the certification program  a n d  the 
penalties hav e  on the types, m arke t 
share, value, and  co s t  of policies 
certified by  the Sec. etary. T h e  repor t  
will also ad d ress  w h e th e r  the 
certif ication program  an d  the  criminal 
penalties should  be con tinued  or 
changed. W e  invite suggestions and  
comments regarding the potential 
sources of in form ation  for the  report,  the 
types of in form ation  that w o u ld  be m ost 
appropriate, an d  the organ izations o r  
individuals tha t  shou ld  be consulted .

Finally, sec t ion  1882(e) requ ires  tha t  
the Secre ta ry  furnish  all M edicare  
beneficiaries information tha t  will 
enable  them  to m ak e  informed 
purchases  of M edigap  policies. Prior to 
the enac tm en t  of ihis provision, HCFA's 
Office of Benefic iary Service began 
dis tributing informational m ate ria ls  and  
conducting training c la s se s  fcr, and  
distributing training m ater ia ls  to. 
individuals who h a v e  co n tac t  with 
M edicare  benefic iar ies  on the  S ta te  an d  
local levels.  Those  m div idua ls  will be  in 
a position to inform beneficiar ies  of the 
problems inherent in the selection of 
Medigap insurance  an d  of the  
certification program.

Provisions o f  the Regulations

Stale Regulation of Health Insurance 
Policies

Congress specifically si i ted  that 
nothing in the s ta tu te  sh ru ld  be  
construed  so as to offer; the right of uny 
S tate  to regulate M edicare  supplem enta l  
health  insurance  policies th a t  ure 
m arke ted  w ith i i its b o r d e r  tsec ' ion  
1002(j) of the Act). T h is  sam e  provision 
would be con ta ined  'n  the regu la l i tn s .
In practice, for c (ample, a policy 
certified in one State ,  e i ther  by '.bat 
S la te  or under  the vo lun tary  program, 
could be barred  from sale  in  a second  
State, if the policy fa. Is to m ee t  the more 
s tr ingent requirem ent i of the  second  
State.

Medicare Supplemental Health 
Insurance Policy

T h ese  regulations w ould  define a 
M edicare  supplem enta l  health  insurance 
policy, in acco rd an ce  with section 
1082(g) (1) of the Act, as  a health  
insurance  policy o r  o ther  hea lth  benefit 
p lan  that a  private enti ty  offers to a 
M ed icare  benefic iary  lo supplem ent 
M edicare .  Under the definition, tliu 
policy would provide paym en t for 
ex p en ses  tha t arc  no t re imbursed under 
the Medicure program b ecau se  of 
deductib les ,  coinsurance , noncoveragc, 
or o ther limitations.

T he  term "M edicare  supplem enta l  
health  insurance  policy" (Medigap 
policy) w ould  include individual a s  well

a s  group policies. In a cco rd ance  w i th  
sec t ion  1082(c) o f  the Act, policies 
is su ed  a s  a  re su l t  of so lic ita t ion  of 
ind iv id ua ls  through the m ail  or by  m a ss  
m ed ia  advert is ing  (including b o th  prin t  
a n d  b ro ad cas t in g  advertising) w o u ld  be  
co ns ide red  individual policies. T h e  term 
"policy"  w ould  include a certif icate  
is su ed  u nd er  a  policy (section 1882(g)(1) 
o f  the Act). How ever ,  in  a c co rd ance  
w i th  sec t ion  1002(g) of the  Act, group 
hea l th  insu rance  policies o f  em ployers  
a n d  lab o r  o rganizations w o u ld  no t come 
u n d e r  the prov isions of these  
regulations. T hese  policies w ere  
ex em p ted  for  a nu m b er  o f  reasons: they 
a re  u sua l ly  so ld  w ithout reg a rd  to age; 
they  are  no t  often sold specifically  to 
sup p lem en t  M edicare; a n d  a b u se s  
com m only  a s soc ia te d  w ith  M edigap 
polic ies h a v e  no t  genera lly  b een  found 
to occur w ith  re spec t  to them. In fact, 
m a n y  o f  these  policies h a v e  p roven  to 
b e  the b e s t  M edicare  supp lem en t 
av a i lab le  to re t ired  w orkers .

Congress  a lso  in tended  tha t  group 
hea l th  insu ran ce  policies of trade, 
p rofessional,  a n d  occupational 
a s soc ia t ion s  be exem pted  (Conference 
Com m ittee R eport  on h .R .  3220, R eport  
No. 90-944, p. 77). A  policy would  be  
exem pt, how ever,  only if the 
asso c ia t io n—

1. Is com po sed  of indiv iduals a ll  of 
w ho m  a re  ac tively  engaged in the sam e  
profession, trade , or occupation:

2. H a s  been  m ain ta ined  in good faith 
for a pu rpo se  oilier than  th e  ob ta in ing  of 
insurance; an d

3. H a s  been  in cx is tc r .ce 'a t  leas t  two 
y e a rs  before  the da te  of its initial 
offering o f  a Medigap policy to its 
m em bers .

General Requirements
In o rd e r  to b e  certif ied u nd er  the 

vo lun tary  or a S ta le  program, a policy 
must m eet s t an d a rd s  specified  in section  
1002(c) o f  the Act. It w ou ld  have  lo m ee t 
the NAIC s lum lords  nnd  the loss ra t io  
s ta n d a rd s ,  as  p rovided for below . T h ese  
s t a n d a rd s  would  have lo b e  met or 
ex ceed ed  e ither in u single policy or, in 
the case  of policies of nonprofit  hosp ita l  
a n d  m edica l service assoc ia tions ,  in two 
o r  morn policies issued in conjunction  
w ith  one another.

NAIC Mode! Standards
Medigap policies must m eet the NAIC 

model s tn n d a rd s  in o rder  to be certified 
in e i ther the voluntary  program o r  an  
a p p ro v ed  S tale  program. (See sec t ion  
1002(c)(1) of the Act.) T hese  p roposed  
regulations, however,  w ou ld  differ from 
the NAIC s ta n d a rd s  in specified 
ins tances:

* 1. T h e  NAIC s tan d a rd s  a d d re s s  only 
Individual policies. H ow ever ,  the s ta tu te

clearly  a d d re s s e s  bo th  ind iv idual and  
group policies, the reby  es tab lish ing  that 
C ongress  in ten d ed  b o th  indiv idual and 
group policies to m eet requ irem en ts  
p rescribed  by  th e  NAIC s ta n d a rd s  
(including the s t a n d a rd s  re la ting  to 
m inim um  benefi t  provisions, p r e ­
exis ting condition  limitations, full 
disclosure, a n d  cance l la t ion  clauses).

2. T h e  NAIC s ta n d a rd s  define a 
M edigap  policy a s  one  offered  to an  
individual eligible for M ed ica re  by 
re a s o n  of age. T h e  s ta tu te ,  how ever ,  
defines n M edicare  sup p lem en ta l  health  
insu rance  policy as  one  offered  to an 
individual en ti t led  to M edicare ,  w ithout 
regard  to  age (section  1882(g) of the 
Act). T herefore ,  in these  regulations, a 
cert if ied M edigap  policy for any  
M ed icare  benefic ia ry  w o u ld  be required 
to  comply w ith  the  s t a n d a rd s  prescr ibed  
by  the s ta tu te .

3. T h e  NAIC s ta n d a rd s  p rov ide  
op tional loss ra t io  guidelines for 
individual policies only. T hese  
regulations w ou ld  m a n d a te  the loss ra tio  
s ta n d a rd s  for indiv idual an d  group 
policies con ta in ed  in the  s ta tu te  (section 
1082(c) of the Act), os d iscussed  below.

Loss Ratios
The p ro po sed  regula tions w ou ld  

require  tha t  M ed icare  su pp lem en ta l  
policies meet the  loss ra t io  s tan d a rd s  
m a n d a ted  in sec t ion  1802(c) o f  the Act. 
Policies would  be  ex p ec ted  to re turn  to 
policyholders in the form of aggregate 
benefits  p rov ided  u n d e r  the policy at 
leus t  75 percen t of the aggregate  am oun t 
of prem ium s in  the case  o f  group policies 
an d  (30 percent ' in the c a se  o f  individual 
policies. T hese  regula tions w ou ld  
specify the formula for determ in ing  loss 
ra t ios  a n d  the com ponen ts  an d  
assum ptions  used  in npplying that  
formula. In addit ion , u n d e r  '.he voluntary  
certif ication program  insu re rs  w ould  be 
required  to subm it supporting  
Information to HCFA tha t  identif ies the 
d a ta  incorpora ted  in 'o  th a t  formula. W e 
believe that su ch  specific ity is necessa ry  
in the regulations ta a ssu re  that policies 
m eet the loss ra tio  s t a n d a rd s  of the luw 
and  that loss ra t io  calculations are done  
"in ac co rd ance  with a ccep ted  uctunrinl 
principles a n d  pruct ices" ,  as  m an d a ted  
in section  1002(c)(2) o f  the Act. 
Accordingly, insurers would be required 
to subm it the following, together with 
the policy and  the lo3s in tio  
computation:

1. T h e  scale of p rem ium s ror the loss 
ratio ca lcula tion  period.

2. A  descrip tion  of all assum ptions ,  
m ad e  in the d eve lop m en t  or the los° • 
ratio, j

3. T h e  formula used to  ca lcu la te  gross 
prcaiiums.
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'4. T h e  expec ted  level of ea rn ed  

prem ium s in the loss ra t io  calculation 
period.

5. T h e  expec ted  level of incurred  
cla ims in the lo ss  ra t io  calculation 
period.

W e  w ould  a lso  require  tha t a  qualified 
ac tu a ry  sign a n  ac tua ria l  certif ication, a  
dec la ra tion  th a t  the expec ted  loss  ratio  
for a given policy is b a se d  on ac tuaria l  
assum ptions  tha t  arc  appropr ia te  and  
reasonab le ,  taking into account ac tua l  
policy experience , if any, and  
rea so n ab le  expec ta t ions .  For purposes 
of these  regu'Mions, a  "qualif ied 
ac tu a ry "  w ou ld  m ean  a m em ber in good 
s tand ing  of the A m erican  A cadem y of 
A ctuaries ,  or a p e rso n  w ho  h as  
o therw ise  d e m o n s tra te d  his or her  
ac tua ria l  com petence  to the sa t isfaction  
of the C om m iss ioner  o r  Superin tendent 
of Insu rance  o f  the domiciliary S ta te  of 
the insurer.

Note.—These re g u la tio n s  a d d re ss  on ly  the 
sp e c if ic a t io n s  o f the lo s s  ra t io  c a lcu la t io n  
and suppo rting  in fo rm atio n  that w o u ld  be 
re q u ire d  w hen  the in su re r  su bm its  a  po lic y  to 
HCFA in  o rder to o b ta in  in it ia l ce rtif ic a tio n . 
For a c e r t if ie d  p o lic y  to m a in ta in  its  
c e r t if ic a tio n , the in su re r m u st su bm it 
m a te r ia l, in c lu d in g  on upda ted  lo ss ra tio , at 
le a s t on an a n n u a l b a s is  to 11CF/V Thu law  
c le a r ly  e n v is io n s  th a t the S ecre ta ry 's 
e v a lu a tio n  o l th a t m a te r ia l w o u ld  e x tend  to 
the a c tu a l expe rien ce  o f the po licy  in 
p re v io u s y cu rs . T here fo re , fo r purposes o f 
those su b se q u en t s u bm itta ls , HCFA w ou ld  
requ ire  bo th  a lo s s  ra tio  that a d d re sse s 
an tic ip a te d  exp erien ce  an d  d a ta  on a c tu a l 
c lu im s nnd  p rem ium s fo r tha t p o licy . Wo 
in tend  to p ub lish  p roposed regu la tio n s , at n 
la te r  d a te , rega rd in g  the sp e c if ic  d a ta  that 
HCFA  w o u ld  requ ire ,

In dealing  w llh  the issue of loss m h o  
specifications, I1CFA h a s  recognized 
that it is necessa ry  to estab lish  the 
formula for loss ratio  calcu la tions nnd la 
define carefully  its d irec t  and  indirec t 
components .  T he  definit ions hav e  been 
included b ecau se  of 1 ICI'A's recognition 
that  " a ccep ted  ac tua ria l  principles nnd 
p rac t ices"  permit n w ide  range of 
d iscre tion  lo the ac tua ry  in selecting 
nmong the  techniques a n d  data  a t  his or 
he r  disposal,

The loss rnlio formula has  been  sta led  
specifically in the regulations as  a 
simple ra t io  of benefi ts  to premiums. In 
the ratio , "benef its"  w ould  lie computed 
by ndding the p resen t value, on the 
initial ca lcu la tion  dale ,  o f  expected  
incurred benefits  in tile loss ratio 
ca lcu la tion  period  to the present value, 
on the initial ca lcu la tion  date, of die 
to tal policy reserve  a t  the last d ay  of the 
loss ratio  ca lcula tion  period. The total 
policy reserve  on the initial calculation 
d a te  w ou ld  then be  sub trac ted . 
"P rem ium s" w ould  be com posed  o f  the 
presen t value, on  the initial calculation

date ,  o f  expec ted  e a m c d  prem ium s for  
the loss  ra t io  calculation  period . For 
purposes  o f  the formula, "p resen t  
v a lu e s” could be a n  aggregate, 
com puted  b y  the insurer for a  period not 
to exceed  12 consecutive months, of 
exp ec ted  earn ed  prem ium s a n d  incurred  
benefits.

In  developing definitions o f  the 
various  d irect and  indirect loss  ratio 
com ponents ,  IICFA recognizes, as 
in d ica ted  above, th a t  "accep ted  
ac tua ria l  principles and  prac t ices"  
en co m p ass  a range o f  choices tha t a re  
m ad e  by the ac tuary  on the b a s i s  of  his 
or h e r  professional judgm ent as  to 
appropr ia te  d a ta  a n d  techniques 
availab le .  T o avoid widely  vcrying 
professional interpre tations, HCFA h as  
prov ided  definitions, for tl. 5 com ponents .  
T hese  definitions specify the ac tuaria l  
concepts  tha t  HCFA, on the b a s is  o f  its 
consu lta t ions  with ac tua ries  in ternal ly  
and  in the insurance industry, be lieves 
a re  appropr ia te  for developing loss 
ra t ios  for purposes of these regulations.

In addit ion  to the formula an d  
definitions d iscussed  above, it will a lso  
be n ecessa ry  for HCFA to specify  o ther  
requ irem ents  relating to types of 
computa tions, assum ptions, a n d  d a ta  to 
be considered  in developing loss  rntios 
for purposes  of these regulations. HCFA 
believes that these specifica tions will be 
n ece ssa ry  to ass ist ac tua r ie s  in the 
deve lopm ent of loss rntios th a t  a re 
consis ten t will the intent o f  th e  law  an d  
regulations. T hese  further issues a re  
d iscussed  in the next sec t ion  o f  this 
pream ble , w hich  invites com m ents  
specifically on  a n um ber  of the issues 
now  under  developm ent.

W c  believe that the ap p ro ach  lo loss 
rutio requ irem ents  ta ken  in .heso 

. regulations will assu re  tha t  the 
requirem ents  of the la w  arc nun, will 
p rovide  for consis ten t app lica tion  of  the 
loss rat io  threshold s t a n d a rd s  to all 
policies subm it ted  for review, and  
enab le  com parison  am ong policies on 
lliu b as is  of loss ratios. Once the sys tem  
is fully art icula ted  nnd  in p lace , 11CFA 
believes that different ac tuaries ,  
considering  llic sam e Medigap policy 
nnd taking into account die principles 
nnd concep ts  described  in these  
regulations, w ould  be  elite 
independently  to ach ieve  com p •’ .a  bln 
loss ratios.

Solicitation of Comments Specific to 
Loss iiatios

As w e  h ave  noted above, som e of the 
specifications for loss ratio 
dcteri dila tions nro not yet complete. 
HCFA Is studying the prac t ices  of 
various  S ta tes  nnd is consulting 
,V .urnnce n nd  ac tuarial groups and  
o ther  p rofessionals  in the field to

develop  these  specifica tions . W e  in tentfr  
to take in to  considera t ion  the d a ta  
acqu ired  in  tha t  s tu d y  a n d  Jirough t h o s ^  
consu lta t ions, a n d  also  the comments to^a 
th is  pro; o sed  rule, w h e n  w e  p repare  the'^ 
final rule. In add it ion , w e  will provide-<jj 
for a fur ther com m ent period  for the loss'1 
ra t io  specifications in the final • ' 
regulations. W e  invite  com m ents  on a l l j  
a spec ts  o f  the loss rat io  proposal; 
how ever ,  w e  are  e spec ia l ly  in terested  in 
com m ents  on  the following: :,t?

1. In determ in ing  prem ium s and  
benefits ,  the insu rer  m u s t  p rovide  f o r '  swl 
various  factors, a s  appropr ia te .  Tw o o f  /22 
those are: (a) the e x p ec ted  future change'^ 
in the dis tr ibution  by  age a n d  sex  of thexg 
insured  group; a n d  (b) the expec ted  
w earing  off  of the im pact,  in  the early 
period(s) a f ter  a policy is issued, o f  the 
p rocess  the com p an y  u sed  to select the 
insured  a n d  of c lau ses  th a t  temporarily^'.* 
exclude pre-exis ting  condit ions from 
coverage. T h ese  fac tors  will  influence "A* 
c laims. For  exam ple ,  the c om pan y  tha t ‘ -ji 
s c reens  a n d  se lec ts  the in su red  ■ 
(excluding, for exam ple , tho se  w ith  
ce r ta in  h ea lth  conditions) will hav e  •H'.’j }  
few er  claims to p ay  in the ear ly  y e a rs  of •.< 
a policy th an  the com pan y  tha t 
gua ran tees  a c ce p ta n c e  to all applicants . .*• 
(The insured  in the  former in s tance  will 
m os t likely be  health ier ,  a t  low er  risk.) ivg 
W e believe tha t  the insuring . v.-v§ 
organization , in ca lcu la ting  the benefits '  
o f  a  policy, should  p rov ide  for the • , ,  j ?  
im pact of those fac tors  on c laims •' ;-ii 
b ey o n d  the loss ra t io  ca lcu la tion  period. >

2. A ssum ptions  regard ing  n va r ie ty  o f ; 
factors, such  as  lap se  of policies, .. 
in terest, mortality , a n d  morbidity , ore . '  
in tegral com po nen ts  o f  n loss  rat io  . $  
formula. W e  will n d d rc s s  them  In final 
regulations, b u t  w e invite c o m m en ts  and  
suggestions now  for ou r  considera t ion .  >4

3. These  p roposed  regula tions w ould  
require  the insurer  to subm it supporting 
da, a  for loss  ratios (e.g., sca le  of gross 
premiums, a descr ip tion  of assum ptions, 
formula u sed  to ca lcu la te  g ross  
premiums, und  ex pec ted  level o f  e a rn ed  
prem ium s a n d  incurred  claims). W e 
Invite com m ents  on  tha t  supporting  d a ta  
nnd recom m endat ions  regard ing  o th e r  or 
add it ional d a ta  tha t w ou ld  be 
appropria te .

Tim Supplemental Health Insurance 
Panel

Estab lishm ent of the Supp lem en ta l  
H ealth  Insurance  P anel is au thor ized  by  
section  10112(b) of the Act. T h e  Panel 
will consist o f  the S ec re ta ry  o r  o 
designee, w h o  serves a s  chairperson , 
and  four S ta te  C om m iss ioners  or 
S uperin tenden ts  of Insu rance  appo in ted  
by the President. I IC F A  p ub lished  a 
notice in the Federa l  Register on  August 
5,191)0 (45 FR 51923) inviting in terested
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parlies to recom mend, b y  S ep tem ber  4, 
i960, S ta te  C om m iss ioners  and  
Superintendents of Insurance  to.serve 
on the Panel.  T he  P res iden t i3 required  
by section 1082(b)(2) o f  the  A ct  to  make 
appointments to the Panel no la te r  than 
December 31,1080.

The principal function of the P anel is 
to assess  S tate  regulatory  program s for 
Medigap policies and  to de term ine  if 
those p rogram s m eet minimum 
requirements. If the P anel approves  a 
program as meeting the requirem ents  of 
the law. tha t  S ta te  has an  "approved  
program". The decis ions o f  the P anel a re  
binding on  HCFA; tha t  is, H CFA  can  
implement the v o lun ta ry  program only 
in those S ta tes  tha t  do no t have 
approved programs. T h e  Secre tary  shall 
report to Congress, no la tg r jh a n  January .  
l( 19uz, the f a n o l  s in itial d e te rm ina tions  

"ffs to w hich  S ta le s  can no t  be  expec ted  
jo  have  im plementccTarTapprove:iC 
‘program CvTuTv'fT ig s g ^ S e e  section 

’.(i)(2)(B) of the Act and  Conference 
Committee Report on Il.R. 323G, Report 
No. 98-944, p. 70.) Finally, lire P anel 
could m a in ta in  oversight to a s su re  that 
S tates sa t isfac tor ily  implem ent their 
regulatory programs once  the P anel has  
approved  them.

The Panel is a n  independen t 
com ponent w ith in  HHS a n d  will be 
responsible  for estab lish ing  a nd  
im plementing its ow n operating 
procedures.  W hile  those procedures  arc 
b eyond  the scope  of these  regulations, 
wc nre taking this opportunity  to 
identify some of the quest ions and  
issues that will b e  before  the Panel, and  
we invite com m cnis  e n d  suggestions.

1. W h a t  cri teria should  the Panel use 
to determ ine  w he the r  o r  not a  S ta te  hns 
e s tab l ished  and  im plem ented  a 
sa t is fac tory  program for the regulation 
of M edigap policies?

2. D eterm inat ions or the Panel a rc  
binding on S ta te s  and  on HCFA. Should 
the Panel es tab lish  procedures  no that 
Slaton might seek  rev iew  of its 
de te rm ina tions  before they becom e 
effective? If so. wliut should  they bc7

3. H ow  should  the P ane l  comm unicate  
its de te rm ina t ion s  to affec ted  parlies, 
principally  the S late  Com m iss ioners  and  
S uperin tenden ts  of Insurance  a n d  the 
in su rance  industry? Should  notices in 
the Federa l  Register he used for this 
purpose?  W hat o ther  m ea n s  could he 
used?

Emblem
Section  1002(a) of the  Act p rovides for 

an  emblem, a  graphic  sym bol the 
S ecre ta ry  uses to indica te  (hat a policy 
has  b ee n  certified as meeting  the 
requ irem en ts  of the voluntary 
cert if ication program. W e  would 
nu tuorize  the insurer to imprint the

em blem  on certif ied policies. (However ,  
w h ere  a  S tate  proh ib its  the d isp lay  of 
such sym bols,  in su re rs  could no t use  the 
emblem.) W e  a rc  currently  in  the 
p ro cess  of designing the emblem.

W e  will also e m p o w er  S ta te s  w ith  
app rov ed  program s for regulating 
M edigap  polic ies to au thor ize  insurers to 
use  the em blem  on policies is su ed  in 
their  S tates.

A s a  sa feguard  to benefic iar ies ,  w c 
w ou ld  require th a t  an  insu rer  could use 
the em blem  on ly  if the insurer  agrees to 
inform the po licyholder  ia  writ ing  with in  
60 d a y s  a f te r  h is  o r  h e r  policy loses its 
certification.

States With Approved Regulatory 
Programs

H CFA  w ould  no t  review o r  certify 
policies issued  in a S ta te  w ith  an  
app rov ed  program  for the regulation  of 
M edigap  policies. T hose  policies are 
p resm u ed  to m ee t  the s ta n d a rd s  of the 
law  a n d  would  be  deem ed  certified. For 
a S ta te  to hav e  an  "ap p rov ed  program", 
the P anel m ust de te rm ine  tha t  the S tate  
has  es tab lished ,  u n der  Sta te  law, a 
regulatory  program  that app lies  
s ta n d a rd s  equal to or more str ingent 
than  the NAIC s ta n d a rd s  an d  loss ratio 
requirem ents ,  specified  in sec t ion  
1882(c) of the Act. to each  M edicare  
supp lem en ta l  hea l th  insu rance  policy 
is sued  in that S ta te .  (See sec t ion  1882(b) 
o f  the Act.) For p u rposes  o f  these 
regulations, "policy issued  in that S ta le"  
w ou ld  m e a n —.

1. A group policy, if  the ho ld e r  of the 
m a s te r  policy re s ides  in that S tate; and

2. A n  individual policy, it a  ho lder  of 
that policy res ides  in tha t S ta te .  (See 
sec t ion  1882(g)(2)(c) of the Act.)

The Voluntary Certification Program
T he S ecre ta ry  hn3 de te rm ined  that 

HCFA  will adm in is te r  the voluntary  
certif ication program. U nder  these 
regulations, the procedures  o f  that 
program  would he  as  follows:

1. W e  would rev iew  policies that 
.usurers  voluntari ly  submit . H ow ever ,  
w e  w ould  rev iew  und certify only those 
policies issued  in a S ta te  tha t docs  not 
hav e  tpproved regulatory program Tor 
all M edicare  supp lem en ta l  health  
in surance  policies is sued  in th a t  State.

2. T h e  insurer w ould  be required  to 
subm it the following muluriul to HCFA 
for review:

a. A  copy o f  the policy an d  an  nulliuc 
of the policy 's coverage, In the form 
p rescribed  by the NAIC model 
s tan da rd s .

b. A  s ta tem en t  that the information 
subnd l ted  for cert if ication  is accura te  
an d  complete  an d  does  not m isrepresen t 
any  m ater ia l  fact. W e  w ould  require tha t 
the p res id en t  o f  the insurunce com pany,

or a  designee, sign this  s ta tem en t .  W e  
believe  tha t this requ irem en t  is 
n ec e ssa ry  to assu re  tha t  the m ate r ia l  is 
a ccu ra te  an d  tha t it  h a s  b e en  subm it ted  
b y  a n  authorized  rep re sen ta t ive  of the 
insuring organization.

c. An ac tua ria l  cert if ication, a s  
specified  in the regulations.

d. A  s ta tem en t  tha t the policy  m eets  
the requirem ents  o f  the S ta te  in w h ich  
the policy i3 is sued  an d  o f  the S la te s  in 
w h ich  the policy will be  m a rk e ted  as a 
certified policy.

e. A  list o f  the S ta te s  in w h ich  the 
in su rer  is au thor ized  to m ark e t  the  
policy.

f. A  s ta tem en t  tha t  the insu rer  agrees 
to inform the policyholder in writ ing  if 
H C F A  decertif ies th a t  policy.

3. W e  w o u ld  cer ' i fy  policies tha t  m ee t  
o r  exceed  the NAIC a ian d a rd s  a n d  loss 
ra t io  requ irem ents  specified  in 
regulations.

4. W e  w ould  certify a policy only if 
the insurer  agrees to notify the policy­
ho lde r  in writing w ith in  60 day3 of 
decertif ication, if  the policy w a s  
identif ied  as  a "certified policy" a t  the 
time of sale a n d  la te r  decertif ied.

5. W c w ould  continue  to recognize the 
S ta te 's  role in regulating insu rance  
policies m arke ted  w ith in  its borders .  
Therefore ,  w e  w ou ld  not certify a policy 
for sale  in a  S ta te  un less  it m ee ts  bo th  
the requirem ents  o f  these regulations 
nnd requirem ents  o f  the S ta te  in w h ich  it 
is is susd  und  of the S ta te s  in whicli the 
policy will he m urketcd  as  u cert if ied 
policy.

0. A  policy tha t  con tinues  to m eet the 
s ta n d a rd s  w ould  re ta in  its cert if ication  
if the insurer files w ith  HCFA. no la te r  
than  June 30 of each  year, u p d a ted  
vers ions  of the do cum ents  listed in item 
2 above. Submitta l by  this d a te  is 
requ ired  by the s ta tu te  (Section 1382 
(«))•

Insurers w ould  b e  cucourugod lo file 
the ubovc m ateria l us early  a s  possible ,  
b e tw e en  January 1 a n d  June 30, to 
fncili lutu annu a l  review. T he  first 
a n n u a l  subm iss ion o f  m uteria l for a 
n ew ly  certified policy w ould  be  due  no 
la te r  than June 30 o f  the c a le n d a r  y e a r  
following U CFA ’s certif ication of that 
policy.

Although the s tu tu te  m a n d a te s  tha t 
(ho insurer  file materia l annually ,  no 
la te r  than  Jync 30, the Insurer could bo 
requ ired  in some c a se s  to subm it the 
mater ia l  before that date .  To ob ta in  
certif ication  of a policy, the insurer  m ust 
ca lcu la te  a loss ratio  for un identif ied 
period, called the " loss  ra tio  culculntion 
period". For the policy to re ta in  its 
cert if ication  beyond  tha last d a te  o f  that 
period, the insurer would  h av e  to subm it 
a com plete  packet o f  m ateria l,  including 
un  updnted  loss ra tio  de term ination .
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Accordingly, the regulations w ould  
require  that the insurer  subm it the 
n ecessa ry  docum en ts  no la te r  th an  June 
30 o r  the last d a te  o f  the loss ratio 
calculation period, w h ich ever  occurs 
earlier.

7. W e  w ould  decertify  a  policy if the 
policy fails to m eet the  s tan d a rd s  
specified in regulations or if  the insurer 
fails to file material,  as  specified above.

8. W e  w ould  authorize  insurers to 
im print the Secre ta ry 's  emblem on 
certified policies. W e  w ould  also 
monitor insurers  to assu re  tha t  they 
notify policyholders w hen  a policy 
bearing  the emblem loses its 
certification.

9. W e  w ould  inform each  S ta te  of all 
policies certified or decertif ied under  the 
vo lun tary  program.

A p p e a l  o f  H C F A  D e t e r m in a t io n s

T h ese  regulations w ould  provide 
opportunity  for an  adm inis tra t ive  
review, if HCFA determ ines no t to 
certify, or to decertify, a  policy under 
the volun tary  program.

1. N o t i c e  to  th e  in su r e r .  If IICFA 
determ ines not to certify, o r  to decertify, 
a  policy, HCFA w ould  send  a notice 
informing the insurer of P’.c lollowing:

a. The  reasons  for t.ie c'.' termination,
b. T h a t  the insurer  h a s  30 days  from 

the d a te  of the notice lo uppcnl, in 
writing. HCFA’s determ ination  nnd lo 
subm it addit ional information to HCFA 
for review.

c. T h a t  if the insurer appeals ,  HCFA 
will conduct a n  adm inis tra t ive  review, 
as  p rovided for below.

d. T h a t  in a  case  involving 
decertif ication, the decertif ication will 
go into effect in 30 d ay s  from the date  of 
the notice, unless the insurer appeals. 
Should  the Insurer appeal,  the policy 
would  retain  its certification, pending 
the results  of the adm inis tra t ive  review.

2. A d m in i s t r a t iv e  r e v ie w .
a. A HCFA official, not involved in the 

original detuiini. ution, would  conduct 
an  independen t review  of the material,  
Including any  addit ional information the 
insurer  provides.

b. T h e  adm inis tra t ive  review would 
b e  Initiated within 90 d ay s  of the da te  of 
the initial notice to the insurer of the 
decis ion  to decertify, o r  not lo certify, u 
policy.

c. W ithin 15 days  of completion of the 
review, I lCI’A would inform the insurer 
of the results  o f  that review, with an 
exp lan a t io n  o f  the final determination.
In a decertif ication c a se  a final decision 
to decertify  w ould  go into effect 15 days  
a f te r  the d a te  of the notice lo the insurer 
of (lie final de termination .

W e believe that these procedures 
afford a reasonab le  opportunity  for the 
in su rers  to con tes t  an  adverse

de te rm ina t ion  on certification, w ithou t  
undue  adm in is tra t ive  b u rd e n  ei the r  on 
H CFA  or the  insurer.

T r a n s f e r  o f  P o l i c i e s  F r o m  a  S t a t e  
P r o g r a m  to  th e  V o lu n t a r y  P r o g r a m

T hese  regulations w ould  provide for 
the orderly  transfer  of M edigap  policies 
deem ed  certif ied u nder  an  ap p ro ved  
S ta te  p rogram  to the volun tary  program, 
if the Panel de te rm ines  tha t the S ta te  no 
longer has a n  approved  program. If the 
P anel de term ines th a t  a  S ta te  c e a se s  to 
h a v e  on ap p ro v ed  regulatory  program  
for M edigap policies, all policies issued  
in tha t  S ta te  im m edia te ly  lose  their 
deem ed certif ication and  au tom atica lly  
com e under  the aegis of the v o lun ta ry  
program. Policies tha t  ha v e  certif ication 
s ta tu s  from the S ta te  on the d a y  tha t  the 
de te rm ina tion  of the Panel is effective 
would  be p resum ed  to m ee t the 
requirem ents  of. and  w ould  b e  certified 
under,  the HCFA nrogam  until the 
ea r l ie r  of the following:

1. Six m onths  after  the effective d a te  
of the Panel 's  de termination.

2. The expirullon d a te  of the 
certif ication received under  the S ta te  
program.

if the insurer w ishes to hav e  a policy 
re ta in  its certif ication beyond  the d n le  
specified above ,  the insurer would  be 
required  to subm it the policy to H CFA  
for rev iew  nnd  certif ication. The in su rer  
is encouraged  lo subm it the policy a s  
soon as  poss ib le  to enab le  H CFA  to 
rev iew  tiie m ateria l a n d  m ake  a 
de term ination  while the policy still 
re ta ins  its certification.

T h ese  regulations w ould  no t  a d d re s s  
the transit ion  that would occur w h en  
policies ..orlifiod u nd er  the 1 ICFA 
program b ecom e subject lo an  ap p ro ved  
S ta te  regulatory program. W h en  the 
Panel de te rm ines  the S ta te  h a s  an 
approved  program, all M edigap  polic ies 
issued  in tha t S ta te  come u n d e r  the 
authority  of that S ta te 's  program. W o 
an tic ipa te  tha t  the S tate  w ould  provide  
for llie orderly  tranf :r of policies from 
I ICFA's certif ication progrm to its o w n  
regulatory program to avoid 
unnecessary  difficulties for benefic iar ies  
as  well as  insurers. W e  recom m end that 
S la tes  begin to develop  procedures  for 
the transfer  of  pnlicius from the HCFA 
program to their  o w n  programs.

E f f e c t i v e  D o t e s

Final regulations would  be effective lit) 
d ay s  af ter  publication, except for the 
following:

1. T he  effective da te  of cert if ication of 
a pulley would lie July 1,19112 o r  later. 
Tha t is a lso the first d a te  that a  cert if ied 
policy could b ea r  the em blem  (section 
19U2(i) of the Act). The  effective d a te  for 
the u se  of the emblem is b a se d  on

Congress ional concern  th a t  insurers  not 
be  given an  un fa i r  competit ive 
ad van tag e  in  its use, specifically  
insurers  w ith  policies in force th a t  
a lready  m ee t  or e x ceed  th e  s t an d a rd s  
specified in  the s ta tu te .  C ongress  
in tended  to give insurers  ad e q u a te  lead  ■ 
time to rev iew  their polic ies and  to _'■■ 
m ak e  changes, as  appropr ia te ,  in order 
to be certif ied u n d e r  the vo lun ta ry  
program o r  to  m ee t  the req u irem en ts  of 
a n  ap proved  S ta te  p rogram . In addit ion, "•*£ 
S ta tes  tha t  w ish  to es tab l ish  approved  
program s w ould  hav e  time to rev iew  ' ’ ?  
a n d  am en d  S ta te  law s  a n d  regulations, v 'ffi 
Finally, this a lso  affords re a s o n a b le  time 
for the Panel to a s se ss  S ta te  programs, ; > s  
so that H CFA  w ould  k n o w  those S ta tes  
in w hich  the vo lun tary  program  w ould  ' .V i  
b e  operative. . '

2. HCFA canno t  begin to certify }
policies until the P anel 's  de term inations, 
a s  to w h ich  S ta tes  have  e s tab l ish ed  
program s tha t  m ee t the requ irem en ts  of 
the sta tute ,  becom e effective. Section 
1682(i) of the Act specifics tha t  the 
Punel'3 initial de te rm ina tions  must be 
subm it ted  to Congress no lu tcr  than  
January  1,1982 a n d  that they becom e 
effective 60 days  later. In counting those 
60 days, " d a y s  on w hich e ither  H o u se  is •? 
no t in sess ion  because  of an  
Adjournment sine die or an  ad journm ent 
o f  more th a n  three d ays  to a d ay  cer ta in  
urc excluded  in the com puta tion ."  (See 
section  10B2(i)(2)(B) of the Act.j

I11 o rder  to facili tate the s ta r t  o f  the 
volun tary  program and  to enab le  
com pan ies  to display  the emblem on 
a p p rov ed  policies on July 1 ,1932,1 ICFA 
w ould  begin reviewing polic ies ’ssu od  in 
S ta le s  found not to have  sa t is fac to ry  
program s a s  soon a s  the in itial 
de te rm ina tions  o f  Ilia Panel a re  se n t  to 
Congress . 1 ICFA’s certif ication of tho io  
policies, how ever ,  w ould  n o t  becom e 
effective before July 1,1962. Mot cover,  If 
the Panel should  reverse  an  earl ie r  
negative  de termination , b y  approving  
tlio S ta te 's  regul ilory program, any  
policy that H C lA  reviewed, and  th a t  is 
is sued  in tha t  State, w ould  im m edia te ly  
com e u n d e r  the S la te  program.

T he P ap a r tm e n t  is requ ired  to subm it 
section  403.245 of the regulations lo the 
Office of M anagem ent an d  Budget 
(OMB) for review an d  approval.  T h is  
sec t ion  dea ls  with the subm iss ion  of 
information by 1111 insuring organization  
in order  to obtain a n d  m ain ta in  
cert if ication  under  the voluntary 
progiam. Thu D epartm en t will su bm it  
Ibis section to OMB.

Economic Impact

Tiie D epartm ent has  an a ly zed  the 
econom ic  impact of these p rop osa ls  a n d  
d oes  not believe tha t  they a re  "m a jo r"  
w ith in  the m eaning o f  Executive O rd e r
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12044. For example, these  proposals 
would not c rea te  a cos t  im pact of S i00 
million or m ore  w ith in  the nex t five 
years.

Direct ad m in is tra t ive  costs to 
beneficiaries, the insurance  industry, 
States, and  Federal governmen* are 
unlikely to exceed  severa l  million 
dollars annually, com pared  to current 
costs approach ing  $4 billion annually  for 

' Medigap policies an d  approxim ate ly  
S122 million for S ta te  in surance  
regulation (covering all insurance, not 
just Medigap). The  insurance  com panies  
would not be  required to submit da ta  to 
HCFA which they w ou ld  not ordinarily  
have prepared  either for in ternal use or 
State review; or both. H ow ever ,  some 
States do not now  rev iew  policy content 
in detail;  an d  these proposals  m ay  have  
consequentia l im pact in insurance 
commissions in those Slates. Also, 
although w e  have  sought to minimize 
adm inis tra t ive  burdens, further 
im provem ents m ay  be  p js s ib le .  We 
request com m ents  on any  aspec t of 
admin is tra t ive  requirem ents in these 
proposals  for which burden  could be 
reduced further.

The proposed rule would c rea te  
improved information for consumers. 
Nothing in the proposal im poses entry 
restrictions, licensing restric tions, or 
o ther  forms of "com m and  und control" 
governm ent regulation. In addition, 
certif ication is voluntary Accordingly, . 
we do  not believe that these proposals  
have  direct regulatory impact on the 
insurance industry. Clearly, however, 
they will result in a market response 
: " i t  time a s  new ly Informed consum ers 
purchase  be l te r  policies nnd the 
in surance  industry  ad jus ts  its policies to 
meet con su m er  expectations . W e  have 
no quan ti ta t ive  b as is  for projecting 
these resp on ses  nt this time, but expect 
them to involve un Increased proportion 
of the S4 billion spent to Medigap 
policies to be  re turned  to consum ers in 
the form of benefits, w ith  offsetting 
t . . . .  0 ,,| (il|(.|l

as selling expenses .  T h ere  should be no 
ad v erse  impact, excep t insofar as 
c o m p n i lc s  unable  or unwilling to adjust 
to a more competit ive m arket lose 
w i r k e t  share ,  The sti. required liy law  
in 1.HI2 will ad d ress  this issue, but we 
w elcom e com m ents  at this limn.

NAIC Model S tandards

For the r e a d e r ’s Information, we 
p resen t here a sum m ary  of the basic  
requ irem ents  of the NAIC model 
s tand a rds ,  a s  applicab le  to Medigap 
policies. Complete copies  of the text 
may bo ob ta ined  from '.'he National 
A ssocia tion  of Insurance 
Com m iss ioners  350 'Jishnps W ay, 
brooklicld , W is c o r  .in 53001; Allunlion;

D ana H orenberger,  Publications 
Coordinator.

1. G e n e r a l  P r o v is i o n s :
a. "M edicare  Supplem ent C overage"  

m ea n s  a policy of acc iden t a n d  s ickness  
insurance  (1) that is designed  primarily 
to supplem ent M edicare, or is 
advert ised ,  m arke ted  or o therw ise  
purported  to be a supplem ent to 
M edicare ,  a n d  (2) tha t  m eets  the 
requirem ents  of these  s tandards .

b. The  term s "M edicare  Supplem ent" ,  
"M edigap". an d  w o rds  of similar  import 
must not b e  used to charac te r ize  a 
policy, un less  the policy is issued in 
com pliance with these s tandards .

c. A policy issued a s  a "M edicare  
Supplem ent C overage"  must not include 
limitations o r  exclus ions that ere m ore  
••estrictive th an  those of Medicure for 
an y  type of care  covered  u n der  the 
policy.

Note.—The d ra fte rs  o f the N A IC  M ode l 
S tan d a rd s  in ten ded  that nonp ro fit ho sp ita l 
nnd (tted ica l se rv ic e  a sso c ia t io n s  be su b je c t 
to these s ta n d a rd s . In  S ta le s  w here  such 
ho sp ita l and m ed ica l se rv ic e  a sso c ia tio n s  arc 
p roh ib ited  from issu in g  s in g le  su b sc r ib e r  
co n tra c ts  that in c lu d e  a il o f the b en e fits  
requ ired  by th ese  s ta n d a rd s , the issu in g  
e n tity  must m eet the fo llow in g  requ irem en ts: 
S u b sc r ib e r  co n tra c ts  (1) m ust in c lu d e  u s 
m uch o f those b en e fits  a s  a re pe rm itted , und  
(2 ) m ust lie  is su e d  in con jun c tio n  w ith  
ano th e r con tra c t that in c lu d e s  at le a s t the 
rem a inde r o f the m in im um  b en e fits  requ ired . 
In that even t, the com b ina tion  o f con tra c ts 
w i l l  be con s id e red  lo  m eet these s ta n d a rd s .

2, General C o  veray .o  [ \  a  visions: T h ese  
nre minimum s ta n d a rd s  an d  do not 
p rec lude |>olicics from including 
addit ional benefits.

n. "Met., re benefit  period" m eans  
the unit o f  lime used  in (lie M ed icare  
p rogram to m easu re  use of services a n d  
availab il i ty  o f  benefits  u n der  Prut A, 
M edicare  hospi ta l insurance.

b. “M edicare  eligible expenses"  
moans health  care  exp enses  of the k inds  
covered  fiy M edicare, >a the extent that 
these  exp en se s  are recognized as 
rea so n ab le  by Medicare .  Payment of 
benefi ts  by insurers  for M edicare  
eligible exp enses  may lie condit ioned  
upon  the sau te  nr less restrictive 
paym en t conditions, including 
de te rm ina tions  of medical necess ity ,  as  
a re  app licab le  to M edicare  claims.

c. Kxcept as  prov ided  for in 
p a rag raphs  d and  e of this section, 
po l ic ie s ‘must not eor.tnin w aivers  In 
exclude, limit, or reduce  coverage  or 
benefits  for specifically r .m ncJ or 
d escr ibed  prc-cx'Stii iq dir u ses  ot 
physical condit ions.

d. Pre-existing condit ion  limitations 
must not exclude coverage, for more 
than i  months after  the  effective d a te  of 
coverage  u nd er  the policy, of a condition

for w hich  m edica l adv ice  w a s  given by 
o r  trea tm ent w a s  recom m ended  by  or 
rece ived from, a physic ian  within 6 
m onths  before the effective d a te  o f  the 
coverage.

c. Coverage m u s t  no t be  subjec t to 
any  exclusions, limitations, or 
reduct ions that a re  inconsis tent w ith  the 
exclusions, limitations or reduc tions  
perm iss ib le  under  M edicare .  A policy 
may. how ever,  st ipu la te  that coverage  is 
no t provided for a n y  exp enses  to the 
ex ten t o f  any  benefit  ava i lab le  to the 
insured  person  u n d e r  Medicare.

f. Coverage m ust not indemnify 
agains t exp enses  resulting from s ickness  
on a different busis  from losses resulting 
from accidents.

g. C overage must p rovide  tha t benefi ts  
des igned  to cover  cost-sharing am oun  s 
u nder  M edicare  will be changed  
au tom atica lly  to coincide with any  
changes  in the applicab le  M edicare  
deductib le  am oun t a n d  copaym ent 
percen tage  factors. Prem ium s may 
changed  to correspond  w ith  such 
cha rg es .

3. Minimum Benefit Provisions: 
M edicare  supp lem en ta l  coverage  must 
provide a t  least the following:

a. Coverage of Part A M edicare  
eligible exp enses  for hospita l iza tion  to 
the extent not covered  by M edicare  Iron 
the 0 1 :1 d a y  th ro ug h  the 90P. day  in any 
M edicare  benefit period.

b. Coverage of Part A M edicare  
eligible ex pe n se s  'ncurred  a s  daily 
hospita l charges during use  of
M •dienre's lifetime inpat ien t reserve  . 
days.

c. Upon oA|iniistion of ull M ed icare  " 
hospita l it ,patient coverage, including 
the lifetime reserve  days, coverage  of 90 
percen t of all M edicare  Part A  eligible 
expensed for hosp i ta l iza t ion  no ' covered  
by Medicare,  subject to n lifetime 
m axim um  benefit of an addit ional 305 
days.

d. C overage 20 percen t of M edicare  
eligible expenses  under  P a r t  11 
regard less  or hospita l confinement, 
sub jec t  lo a maxim um  ca le n d a r  y ea r  
out-of-pocket deductib le  ol $200 of such 
exp enses  and  to a m axim um  benefit of 
al least $5,000 per  c a le n d a r  year.

4. Disclosure Provisions:
a. All policies, excep t single premium 

n on ren ew ab le  policies a,id those 
resulting from direct response  
solicitation, must hav e  a refund notice 
p rom inently  prin ted  on, ot a t tached  to. 
the first page of the policy. That notice 
m ust s ta te  that Die policyholder lias Die 
right to return the policy within ten days 
o f  its delivery and  to linve Die premium 
refunded  if, a f ter  exam ina tion  of the 
policy, the policyholder is not satisfied 
for any reason .  W ith  respect to policies 
issued as  a result of it direct re sponse

^
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solicitation ( tha t  is, is sued  a s  result of 
so lic ita tion  through the n e w s  m edia  or 
the mail), the policy m us t h a v e  a notice  
prom inently  p r in ted  on, o r  a t ta c h e d  to, 
the first page  of the pc.'icy s ta ting  in  
sub s tan c e  th a t  the policyholder h a s  the 
right to re turn  the policy w ith in  30 d ay s  
of its delivery  nnd  to  hav e  the  prem ium  
refunded  if, a f ter  exam in a t io n  of the 
policy, the po licyhc lder  is n o t  sa t isf ied  
for an y  reason,

b. All insurers  m us t  p rov ide  an 
ap p rop r ia te  cvitline o f  coverage  for a 
M ed icare  supp lem en t policy. The 
insu-"-3 m ust deliver the outl ine to the 
app! tn l  a t  the time applica tion  is 
— a r  i, excep t for a d irect response  

, c y ,  the insurer  m us t ob ta in  
’ jr if ication  o f  rece ip t o f  tha t  outline, 
t  he  items included in the outl ine m ust 
a p p e a r  in the sequence  prescribed  
be low . (The coverage  outline that

follows is taken  ve rb a t im  from the  4AIC 
M odel S tandards .)

(C om pany N ame) M edicare  S upp lem en t  
C overage  Outline o f  Coverage

(1) R ead  Your Policy Carefully—This 
outl ine o f  coverage  prov ides  a  very  brief  
descr ip tion  ol the im portan t fea tu res  of 
y ou r  policy. This is no t the insu rance  
con trac t  a n d  only the a c tu a l  policy 
provisions w ill control. Thu policy itself 
s e ts  forth in detail the ligh ts  and  
obligations o f  both you a n d  your 
insurance  com pany .  It is, therefore, 
im portan t  tha t  you  R ead  Your Policy 
Carefully!

(2) M ed icare  Supplem ent C overage—  
Policies of this category  a re  designed  to 
supp lem en t M edicare  by covering some 
hospital,  medical, a n d  surgical services 
w hich  are  part ia l ly  covered  by 
M edicare.  C overage  is prov ided  for

hospita l inpa t ien t  charges  and  som e 
physic ian  charges, sub jec t  to o ther  
limitations w hich  m ay b e  se t  forth in the 
policy. T he  policy  does n o t  prov ide  . ; 
benefits  for Custod ia l  C are  such a s  
helping !r. walking, getting In a n d  out of 
1 y d ,  p c ' ny, dressing, ba th ing  a n d  taking 
f  V  mine (delete if  such coverage  is 
provided).

(3) (a) (for a y :nts:) N either  (insert 
com pan y 's  nam e) nor its agen ts  a re  
co nnec ted  with M edicare .

(b) (for d irect response:) (insert 
co m pan y’s nam e) is no t con n e c ted  with 
M edicare .

(4) (A brief  sum m ary  o f  the m a jo r  
benefit  gap s  in M edicare  P arts  A  a n d  D 
w ith  a para l le l  descr ip tion  of 
supp lem en ta l  benefits , including do llar  
am ounts ,  p rov ided  by the M edicare  
Supplem ent Coverage in the  following 
order:)

-
iX

t

■)6
j
$
m

1 1

Scrv*co Genofu M<K*cara pays This policy pays you pay

Hov»*aii/atK)n:
kt-n prtvdlo room and boaid qonctal n uk in g  n .sccl- Tirst GO d a y l ......

i moons hospital s c rv co s  a "d  supplies. Gl s i t o  90th day-..-..... ............
I 'c'urjos m ti.ily  spoct.il c a ’G »»nds. drugs. lab Ir s ts . diaq- 01 s i lo  ISO d x y .. .M .N. u „ . . ,  
r isl<c X*myv mcd*cal suppi*ot. opofunog and recovery Beyond 150 d a y s . , 
loom , ancsirK'Sta and roliuivMdOon su<vicos.
Posinosp>tal sv.Rcd nursing caro: In a facility approved F iral 20 days .

  All but S( 100)_______
. . . .  All but S(45) a d a y .. .
  All but S(90) a  d a y . . .

Nothing------

S ..

100% of c o s t s . . . . .  ..
All bu l 5(22.50) a day-  
Nothmg-------------

by Mmlicaia. you must have boon in a hoipdal for al AdrMtonal 60 d a y s  _______________ _
lo a s l 3 days and enter tho laiUity widun 14 d jy s  o iler Beyond 100 Uaytt — ...................... ..........
hosp.ia l discharge.
Mod<nl expense ....................................................    Phyvcan 's services, inpnuent and ou ina tun l medical 00% of ronsonoWa chargo (ollot

aorvtr.us anti cupplios a l a hospital, physical and 5\f>0) dcductibio. 
speech lliempy and urrtMilance.

(5) (A s ta tem en t  tha t  (lie policy does 
or d o cs  not cover  the following):

(n) Private  duty  nursing.
(It) Skil led nursing  hom e care  costs 

(beyond  w h a t  is co\ ured by Medicure).
(c) C ustodial nursing  hom e cure costs.
(d) In te rm ed ia te  nurs ing  hom e care  

c o s ’s.
(cj i lomi! health  c a re  (above n um b er  

of vis its  covered  by M edicare).  .
(f) Physician charges (above 

M edicare 's  rea so n ab le  charge).
(g) Drugs (o ther then prescrip tion  

drugs fiirni: lied during  n Itospi* ' sr 
skilled nu.'sing facility stay).

(Ii) Cure received ou ts ide  of U.S.A.
(i) Dental c a re  or den tures ,  checkups, 

rou tine  immunizations, cosm etic  
surgery, routine foot ca re ,  exam ina t ion s  
for tho cost o f  ey eg lasses  or hearing 
a ids ,

(0) (A description of any  policy 
prov is ions  w hich exclude , eliminate, 
resist, reduce, limit, delay , o r  in any 
oilier m a n n e r  op e ra te  lo qualify 
p aym en t of the benefi ts  d e sc r ib ed  in (4) 
above ,  including conspicuous 
s ta tem ents:)

(a) (That the chart  sum m ariz ing

M edicare  benefi ts  only briefly descr ibes  
such benefits.)

(b) ('' lull the I lealll i Care Financing 
A d m in is tra tion  or its M ed icare  
publica tions  should  be consu l ted  for 
fu rther de ta i ls  an d  limitations.)

(7) (A descr ip tion  of policy prov isions 
respecting rencw ab ii i ty  or con tinua tion  
o f  coverage, including uny  reserva t ion  of 
right to ch ang e  premium )

(II) (The am oun t of prem ium for this 
policy.)

42 CFR C h a p te r  IV, S u hch ap te r  A, is 
am en d e d  by add ing  a new  Part 4(13 and  
Bubpurt 13 lo t end a s  follows:

PART 403—SPECIAL PROGRAMS AND 
PR O JEC T S

• « l| • •

oubpait D— Cot p lica t ion  o t  M ed ica re  
S u p p le m e n ta l  H ealth  In s u ra n c e  
P o lic ies

Sec,
•103.200 Ouais und  scope .
G enera l P ro v is io n s
403.200 Slate regulation of insurance 

policies.

Site.
403.212 M ed ic a re  supp lem en ta l h ea lth  

In su ran ce  po licy .
403.215 G enera l H tundurds fo r c e r t if ie d  

M cd lcu ru  supp lem en ta l hea lth  in su run co  
po lic ie s .

407 21(1 N A IC  m ode l s ta n d a rd s .
403.221 Lons ra tio  s lum lo rd s .
403.221 C a lc u la t io n  f exp ec ted  lo s s  ra tio s: 

G enera l p ro v is io n s .
403.225 C a lc u la t io n  o f exp ec ted  lo s s  ra tio s: 

D a le  and  tim e fram e p ro v is io n s .
403.227 A c lu u r ia l c e r t if ic a t io n .
403.230 Supp lem en ta l h ea lth  in su ra n ce  

pane l.
403.234 Em blem .
S ta le  R egu la to ry  P rogram s
403.240 S ta le  w ith  an app roved  re gu la to ry  

program .
403.242 C e r tif ic a t io n  o f p o lic ie s .
V o lun ta ry  C e rtif ic a tion  P rogram s
403.245 R equ irem en ts for o b ta in in g  

c e r tif ic a tio n ,
403.24(1 R e v iew  nnd c e r t if ic a tio n  o f p o lic ii i
403.251 S n hm llla l o f m a te r ia l to re ta in  

ce rtif ic a tio n .
403.255 D ece rt if ic a t io n  o f p o lic ie s .
403.251) T e rm in a tio n  o f a S ta te  program : 

T ra n s fe ro r  p o lic ie s .
403.200 A dm in is tra t iv e  re v iew  o f I IC f A 

de te rm in a tio n s .
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A u th o rity : S ec tio n s 1102.187',. ?nd 1882 o f 

the S o c ia l S e cu r ity  A c t (42 U .S.C . -302, 
1395hh, an d  1395ss). ,
§403.200 Basis and scope.

This sub p a r t  im plem ents ,  in part,  
section 1002 o f  the Social Security  Act, 
which  prov ides for volun tary  
certification, by  the  Secretary  of H ealth  
and  H u m a n  Services, of M e d ic rA  
supp lem en ta l  he a l th  insu ran ce  policies. 
The in tent of the legislation is lo 
es tab lish  a program that enab les  
M edicare  beneficiar ies  to identify 
M ed ica .e  supp lem en ta l  health  insurance  
policies tha t  do no t duplica te  M edicare  
coverage  and  th a t  provide adequa te ,  
fairly p riced  p rotec tion  ag a ins t  health  
care  ex p en ses  tha t  are  no t covered  by 
Medicare.  This  sub p a r t  se ts  forth the 
s t a n d a rd s  and  p rocedures  HCFA will 
use  to im plem ent the certif ication 
program.

General Provisions

§ 403.208 State regulation ot Insurance 
policies.

T he prov is ions  of this nubpart do not 
affect the right of a S tate  to regulate 
policies m arke ted  in tha t  Slate.

§ 403.212 Medicare supplemental health 
Insurance policy.

(a) F.xcept us specified in paragraph
(c) of this section, "M edicare  
supp lem en ta l  hea l th  insurance  policy" 
(policy) m ean s  a  hea l th  insurance  policy 
or o ther health  benefit  p la n —

(1) T h a t  u p r iva te  enti ty  offers to a 
M edicare  beneficiary: an d

(2) T h a t  p rov ides paym ent for 
ex pen ses  incurred  for serv ices  a n d  items 
that a rc  no t  re im bursed  u n der  the 
M edicare  program b ecau se  of 
deductib les ,  co insurance, or other 
l im ita t ions under  Medicare .

(b) M ed icare  supp lem en ta l  health  
insu rance  policy includes the following;

(1) An individual policy. For purposes 
of this section, " ind iv idual policy" 
includes an y  policy issued as  it result of 
solicitation of ind iv iduals—

(1) Through the  mail; or
(ii) IJy m ass  m edia  advertising.
(2) A group policy,
(3) A certif icate  issued under  a policy.
(c) Medical j  supp lem en ta l  health  

insu rance  policy dons not include any of 
the following health  insurance  policies 
or health  benefit plans:

(1) A policy or p lan  of one  or more 
em ployers  for employees, former 
employees, or a n y  com bination  thereof.

(2) A policy or p lan  of one  or more 
labor  o rgan izations for m em b ers , r 'rtner 
m em bers ,  or any  com bination  thereof.

(3) A policy o r  plan of the trustees  of a 
fund es tab l ish ed  by one or m ore labor 
organizations, one  or m ore  employers, or

an y  com bination , for a n y  one or 
com bina tion  of the  following:

(i) Employees.
(ii) Form er employees.
(iii) M em bers .
(iv) Form er m em bers .
(4) A policy or p lan  o f  a profess ional 

trade  o r  occupat ional assoc ia tion ,  if the 
a sso c ia t io n —

(i) Is com p osed  of ind iv idua ls  all of 
w ho m  a re  ac tive ly  engaged  in the sam e 
profession, trade , or occupation:

(ii) H a s  been  m a in ta ined  in good faith 
for a pu rpose  o ther  th a n  ob tain ing 
insurance; and

(iii) H a s  been  in ex is tence  for a t  leas t  
two y e a rs  before  the d a te  of its initial 
offering of a M ed ica re  supp lem en ta l  
hea lth  insu rance  policy to its mem bers .

§403.215 G en e ra l s ta n d a r d s  fo r  c e r t i f ie d  
m e ' t l r v c  s u p p lem en ta l h e a lth  In s u ra n c e  
p o lic ie s .

(a) A  policy tha t  m ee ts  the 
requ irem en ts  o f  this su b p a r t  will be 
cither—

(1) D eem ed certif ied in a S ta te  with an
jp ro v ed  regulatory program, as

prov ided  for in §403.242; or
(2) Certified u n der  the  vo lun tary  

cert if ication program, a s  p ro v k  jd  for in 
§403.240.

(b) T o  be certif ied u n d e r  p a rag raph  (a) 
o f  this section, a  pclicy  m ust m e e t—

(1) T h e  NAIC m odel s t a n d a rd s  of 
§403.210;

(2) T h e  loss ra t io  s t a n d a rd s  of 
§403.221; and

(3) For puruosos of p a rag rap h  (a)(2). 
any  S la te  requ irem en ts  app licab le  to a 
policy—

(i) Issued  in th a t  S tate; or
(ii) M ark ted in that S ta te  as  a 

certified policy.
(c) T he  s t a n d a rd s  specified  in 

§§403.210 a n d  403.221—
(1) M ay  be m et in tw o  or m ore  policies 

issued  in conjuctiou  w ith  one  an o th e r  in 
the cane  of—

(1) A nonprofit  hosp i ta l  associa tion; 
nnd

(ii) A  medical serv ice  associa tion : and
(2) M ust he met in a single policy in 

till o th e r  cases .

§■103.218 NAIC m o d e l s ta n d a r d s ,
(a) "NAIC model s t a n d a rd s"  m ean s  

the N ational A ssoc ia t ion  of Insurance  
C om m iss ioners  (NAIC) Model 
Regulation to Im plem ent the Individual 
A ccident and  S ickness Insu rance  
Minimum S tan d a rd s  Act, as  am en d e d  
end  ad o p ted  by NAIC on June G. 1979, as  
it applies  lo M edicare  su pp lem en ta l  
policies.

(b) T h e  policy must meet or exceed  
the NAIC model s tan da rd s ,  except 
th a t—

(1) The policy m ust m ee t  the NAIC 
m odel s tan d a rd s ,  regard less  o f  the 
M edicare  benefic ia ry 's  age; a n d

(2) The policy m us t m ee t  the loss ra t io  
s ta n d a rd s  specified  in §403.221.

§403.221 L o s s  ra t io  s ta n d a r d s .
(a) The policy  m u s t  b e  ex pec ted  to 

re tu rn  to the policyholders ,  in the form 
of  aggregate benefi ts  p rov ided  u n d e r  the 
policy—

(1) A  leas t  75 percen t  o f  the aggregate 
am ou n t  of prem ium s in the case  of group 
policies; and

(2) At leas t  60 pe rcen t  o f  the aggregate  
am oun t  of prem ium s in the c a se  of 
indiv idual policies.

(b) The insuring o rgan ization  must 
ca lcu la te  loss ratios accord ing  to the 
provisions o f  §§ 503.224 an d  403.225.

§ 403.224 Calculation of expected loss 
ratios: General provisions.

(a) B a s i c  f o r m u la .
( l )  The expec ted  loss  ratio  is 

ca lcu la ted  by  de term ining the ra tio  of 
bet efits to prem ium s.

(.1) To ca lcu la te  the a m o un t o f  
“b c ic f i t s " —

(i) A dd  the p resen t va lues  on the 
initial calculation  d a te  of—

(A) E xpected  incurred  benefi ts  in the 
loss  ratio  ca lcu la tion  period, to—

(D) The total policy re serve  a l  the las t  
d a y  o f  the loss ra tio  ca lcu la tion  period; 
an d

(ii) Sub trac t  the total policy re serve  on 
the initial ca lcula tion  d a te  from the sum  
of these values.

(3) To ca lcu la te  the am ou n t  of 
"premiums", ca lcu la te  the p resen t va lue  
on the initial ca lcu la tion  d a te  of 
expec ted  e a rn ed  prem ium s for the loss 
ratio  ca lcu la tion  period.

(h) P r o v i s i o n s  f o r  c a l c u l a t in g  
'■ benefits". .

{,} "Total policy re se rv e"  m eans  the 
sunt of—

(i) A dd itiona l reserve; and
(ii) The  reserve  for future contingent 

benefits.
(2) "A ddit ional re se rv e"  m e a n s  the 

am oun t ca lcu la ted  on a net level reserve  
basis ,  using app rop r ia te  va lues  to 
account for lapse , mortality , morbidity , 
an d  interest, that 011 the v a lua t ion  d a te  
rep resen ts—

(i) The p resen t v a lue  of expec ted  
incurred benefits  over die loss ratio  
calculation period: le s s—

(ii) The  p resen t va lue  o f  expec ted  net 
prem ium s over  the loss  rat io  ca lcu la tion  
period.

(3) "Net prem ium " m eans  the level 
portion of the grass  prem ium  used in • 
calculating the add it iona l reserve. On 
the d ay  the policy is issued, the p resen t 
value of the scr ies of those portions 
equa ls  the p resen t  vulue of the ex pec ted
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incurred  c iaims over  the period tha t  the 
gross prem ium s are  com puted  to provide 
coverage.

(4) "R eserve  for fu ture contingent 
benefi ts"  m e a n s  the am ounts ,  no t 
e lsew h e re  included, tha t  provide for the 
ex tens ion  of benefi ts  a f te r  insurance 
coverage  term inates .  T h e se  benefits—

(i) A re  p red ica ted  on a  health  
condit ion  exis ting on the d a te  coverage 
ends;

(ii) A ccrue  a f te r  the ilaie coverage 
ends; a n d

(iii) A re  p a y a b le  after  the valuat ion  
date.

(c) P r o v i s i o n s  f o r  c a l c u l a t in g  
" p r e m iu m s " .

(1) "E arned  prem ium  for a given 
period  m e an s—

(1) W ri t ten  prem ium s for the period; 
p lus—

(ii) T he  total prem ium  reserve  a t  the 
beginning of the period; le s s—

(iii) T h e  total prem ium reserve  a t  the 
en d  of the  period.

(2) "W rit ten  prem ium s in a given 
period"  m e a n s—

(i) Prem ium s co llected  in that period; 
p lus—

(ii) Prem ium s d ue  an d  uncollected  a t  
th e  end  o f  tiiat period; less—

(iii) P rem ium s due  a n d  uncollected at 
the  beginning of tha t  period.

(3) "T ota l  prem ium  reserve"  m eans 
the s m of—

(i) T he  u n ea rn ed  prem ium  reserve;
(ii) T h e  ad v an ce  prem ium reserve; an d
(iii) The rese rve  for ra le  credits.
(4) "U nearn ed  prem ium reserve"  

m eans  the portion  of gross premiums 
d ue  that provide for d ay s  o f  insurance 
coverage  a f te r  the valuu t ion  date.

(5) "A dvunce  prem ium  reserve" 
m e a n s  prem ium s rece ived  by the 
insuring  organ ization  tha t  a rc  due after  
th e  va lua t ion  d a te .

(0) "R eserve  for ra le  c red i ts"  m eans  
ra te  credi ts  on u group policy tha t—

(1) A ccrue  by the valuat ion  da te  of the 
policy; a n d

(ii) A re  paid  o r  cred i ted  af te r  the 
va lu a t io n  ' .a te .

§ 403.225 C a lc u la t io n  o f e x p e c te d  lo s s  
ra t io s ;  D a te  a n d  t im e  trcm c  p ro v is io n s .

(a) "A, p lication d a te "  m ean s  the day  
the insuring organ ization  s en d s  the 
policy  to I ICFA for ri view.

()>) "Initial ca lcula tion  d a te "  m eans  
the first d a te  of the  period tha t the 
Insuring o rgan iza tion  use3 to calculate  
the policy’s exp ec ted  loss ratio.

(1) The ir. tial ca lcu la tion  d a te  may be 
before, the sam e  as ,  or a f te r  the 
app lica tion  date; exce p t—

(2) The initial ca lcu la tion  d a le  must 
not be ear l ie r  than  January  1 of the 
c a le n d a r  y e a r  of the applica tion  date.

(c) "Loss ratio  ca lcu la tion  period" 
m e a n s  the period beginning with the

initial ca lcula tion  d a te  and  ending with 
the la s t  d a y  o f  the period  for which  the 
insuring organ ization  ca lcu la tes  the 
policy 's  scale  o f  premiums.

(d) T o  ca lcu la te  "p resen t values",  the 
insuring organ iza tion  m ay  use 
appro x im a t io ns  that aggregate, for a 
period  no t to exceed  12 m on ths—

(1) E xpected  e a rn ed  premiums, and
(2) Expec ted  incurred  benefits.

§ 403.227 Aciuarial certification.
(a) For  p u rposes  ol certif ication 

reques ts  subm it ted  u nd er  § 403.245(b), 
"ac tuaria l  cert if ication" m eans  a signed 
decla ra tion  in w hich a  qualified ac tua ry  
s ta te s  tha t  the a ssum ptions  used  in 
calculating the exp ec ted  loss ra tio  a re  
ap p ro p r ia te  a n d  reasonab le ,  taking into 
accoun t actual policy experience , if any, 
and  reason ab le  expecta tions .

( b j "Qualif ied ac tu a ry "  m e a n s—
(1) A m em b er  in good stand ing  of the 

A m erican  A c ad em y  of A ctuaries; or
(2) A person  w ho  h as  o therw ise  

d em o ns tra ted  his o r  h e r  ac tua ria l  
com petence  to the sa t is fac tion  of the 
C om m iss ioner  o r  S uperin tenden t of 
Insurance  o f  the domicil iary S la te  of the 
insuring organization.

§ 403.230 Supplemental health Insurance 
par.cl.

(a) Membership. .The Supplem enta l 
H ealth  Insurance  Panel (Panel) consists  
of—

(1) The S ecre ta ry  or a designee, w ho 
serves a s  chairperson , an d

(3) Four S ta te  C om m iss ioners  of 
Superin tenden ts  or Insu rance  appo in ted  
by the f . n i d e n t .

(b) F u n c t i o n .
(1) The Panel i lc icrm ines w hether  or 

no t ft S ta te  regulatory  progt ,iiU fur 
M edicare  supp lem en ta l  health  insurance  
policies meets und  continues to meet 
minimum requirem ents ,  a s  specified 
under  § 403.240.

(2) T h e  Secretary, 03 ch a irperson  of 
the Panel, informs the S ta le  
C om m iss ioners  an d  Superin tenden ts  of 
Insu rance  of all de te rm ina tions  m ade  
u nd er  p a rag raph  (b)(1) o f  this section.

S 403.234 Em b lem .
(u) T h e  emblem is a g raphic  symbol, 

ap p ro v ed  by HI IS, Hint ind ica tes  that a 
policy m eets  the cert if ication 
requ irem en ts  of this subpar t .

(b) Unless p rohibited  by tho S ta te  in 
which the policy is m arke ted ,  the 
insuring organ ization  m a y  d isp lay  tho 
em blem  on polic ies certif ied u nder  the 
volun tary  certif ication  program.

(c) If a policy is issued  in u S ta te  with 
a n  ap proved  regula tory  program, the 
S la te  in w hich  the policy is m arke ted  
m ay  au thorize the insuring organization 
*.o d isp lay  the emblem on that policy.

(d) In the case  of a policy d isplaying 
the emblem, the insuring  o rgan iza tion  
m us t notify each  h o ld e r  o f  th e  policy 
w ith in  60 d a y s  in writing, if—

(1) HCFA decert if ies  the policy, as  
specified in §§403.255,403.258(b)(3), an d  
403.260(b)(5) an d  (c)(4); or

(2) The S ta te  w ith  a n  ap p ro v ed  
regulatory  program  de te rm in es  tha t  the 
policy cea se s  to m ee t S tate  
requ irem ents .

State Regulatory Programs
§403.240 S ta te  w ith  an  a p p ro v e d  
re g u la to ry  p ro g ram .

(a) A  S ta te  h a s  a n  ap p ro v ed  
regulatory  program  if the Pane) 
de term ines tha t  the S ta te  h a s  in  effect 
u n d e r  S ta te  Iuw a  regu la to ry  program  
that p rov ides  for the app lica t ion  of 
s tand a rds ,  w i th  re spec t  to each  
M edicare  supp lem en ta l  hea lth  insu rance  
policy issued  in tha t  S ta te ,  th a t  are 
equal to or m tv e  str ingent than  those 
specified in § a03.2J5.

(b) "Policy issued  in tha t S ta te"  
m ean s—

(1) A group policy, if the ho lde r  of the 
m a s te r  policy res ides  in  tha t S tate; and

(2) A n individual policy, if  a  ho lde r  of 
tha t policy res ides  in th a t  S tate.

§403.242 C e r t if ic a t io n  o f  p o lic ie s .
If a S la te  h a s  an  a p p ro v ed  regulatory 

program, a  policy is su ed  in th a t  S la te  is 
deem ed ccrlified.

V oluntary  Certification P rogram  ^

§ 403.245 R e q u ir em e n ts  fo r  o b ta in in g  
c e r t if ic a t io n .

(a) A policy m ust m ee t the s ta n d a rd s  
specified in § 403.245 to be certif ied by 
HCFA.

(b) A n insuring organ ization  
requesting certif ication o f  n policy must 
submit the following to IICI’A for 
review;

(1) A copy o f  tho policy.
(2) A copy of tilt! outl ine  o f  coverage, 

in the form prescr ibed  by the NAIC 
model s tan da rd s .

(3) A  s ta tem en t  tha t the policy m eets  
the requirem ents  specified in p a rag rap h
(a) of this section.

(1) A  copy of the < u lcubitions for the 
expec ted  loss ratio.

(5) Supporting du a used  in calculating  
the exp ec ted  loss  ratio. T ha t d a ta  m ust 
Include—

(i) The sca le  o f  prem ium s for the loss 
ratio  calculation  period;

(ii) A  descrip tion  o f  nil assum ptions;
(iii) T he  formula used  to ca lcu la te  

gross premiums;
(iv) T he  expec ted  level of e a rn e d  

prem ium s in the loss ra t io  calculation  
period: a n d .
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(v) T he  ex pec ted  level of incurred 
claims in the loss ra t io  calculation 
period.

(6) An actuaria l  certif ication, as 
specified in § 3.227. o f  the loss ratio
com putations.

(7] A list o f S ta tes  in  which the 
insuring organization is authorized  to 
m arke t  the policy.

(8) A s ta tem en t  tha t  the insuring 
organ iza tion  w ill  notify  the 
policyholders in writ ing w ith in  60 days 
of decertif ication, if the policy is 
identif ied as  a  certif ied policy at the 
time o f  sa le  a n d  la te r  decertified.

(9] A  signed s ta tem en t  in w hich  the 
p res id en t  of the insurir .  organization, or 
a designee, a t tes ts  th a t  the information 
subm it ted  to HCFA '.'or rev iew  is 
accu ra te  an d  com ple te  and  does  not 
m isrepresen t any  m ater ia l  fact.

5)403.248 R e v iew  a n d  c c r t it ic a t io n  o l 
p o lic ie s .

(a) HCFA will rev iew  policies that the 
insuring o rganization  voluntarily 
subm its,  excep t tha t HCFA will not 
rcvie .v a policy issued  in :: S ta le  with an 
ap p ro v ed  regulatory program under
5 403.240.

(b) If the "couirements specifiec in 
§ 403.245 arc  met, I ICFA will—

(1) Certify I re policy; and
(2) A uthori:  j the insuring organization 

to imprint the em blem  on the policy, as 
p rov ided  for in § 403.234.

(c) HCFA will inform all S tate 
C om m iss ioners  a n d  S uperin tendents  of 
Insurance  o f  Policies that it certifies.

§ 403.251 Submittal o l  material to re ta in  
certification.

(a) I ICFA certif ication  for policies that 
con tinue  lo m eet the s ta n d a rd s  will 
rem a in  in effect, if the insuring 
organ iza tion  files the m ateria l specified 
in § 403.245(b) no la te r  than the dale  
specified in parag raph  (b) or (c) of this 
section.

(b) Except an specified in paragraph
(c) oT this section, the insuring 
o rgan ization  must file the materia l with 
I ICFA no la te r  than June 30 of each 
year.  'IT n first time the insuring 
organ  iz lion must file the m ateria l is no 
la te r  ‘b an  June 30 of tho ca lendar  year 
tha t lollows the y e a r  in which I ICFA—

(1) Certifies a new  policy; or
(2) Certifies a policy tha t  h as  been 

decertif ied, a s  p rov ided  in § 403.255.
(c) If the toss ratio  calculation  period, 

used  to ca lcu la te  dm expec ted  loss ratio 
for the last ac tua ria l  cert ification 
subm it ted  to ICFA, e e l s  before the 
June 30 d a te  uf pa rag raph  (b) of this 
section, tho insuring organization must 
file the materia l w ith  I ICFA no later 
than  the last d ay  of that ra te  calculation 
period.

§ 403.255 D e c e r t if ic a t io n  o f  p o lic ie s .
(a) HCFA will decert ify  a  policy, if—
(1) The policy fails to m e e t  the 

requ irem en ts  specified in § 403.245(a); or
(2) The insuring o rgan iza tion  fails to 

meet the requ irem en ts  for subm it ta l  of 
mater ia l  specified  In § 403.251.

(b) If H CFA  decertif ies a  policy, 
i ICFA will inform the  insuring 
organ iza tion  an d  all  State 
Com m iss ioners  a n d  Superin ten den ts  of 
Insu rance  o f  its de te rm ina tion .

(c) HCFA will m onitor  the insuring 
organ iza tion  to a s su re  tha t the insuring 
organ iza tion  notifies each  policyholder 
in w rit ing  w hen  his o r  he r  policy is 
decertif ied.

§ 403.258 T e rm in a tio n  o f a  S ta te  p ro g ram : 
T ra n s fe r  o f  p o lic ie s .

(a) W h en  the P ane l de te rm ines  tha t  a 
S ta te  no longer has  a n  approved  
regulatory  program, polic ies issued  in 
that S ta te  a re  t ransfe rred  to the 
jurisdiction of the v o lun ta ry  certification 
program.

(b) If the policy w a s  certif ied  u n der  a 
S ta te  regulatory  program, bu t  is 
t ransfe rred  to the vo lun ta ry  program, 
the following prov isions apply:

(1) H CFA  will w a iv e  the requirem ents  
specified in § 403.245(b) for subm it ta l  of 
ce r ta in  information  by the insuring 
organ iza tion  lo o b ta in  initial 
certif ication.

(2) HCFA will certify the  policy. Tha i 
cert if ication will b e  in effect—

(ij Until the expira tion  d a te  of the 
certif ication the policy rece ived  under  
the S ta te  program; bu t

(ii) Not for more b~n B months.
(3) if the insuring .ganiza tion w ishes  

cer tif ication  to con tinue  b ey o n d  tho date  
specified in p a rag rap h  (b) (2) of this 
section, the insuring organ ization  must 
subm it the m ater ia l  specified  lin
§ 403.245(b) before tha t  dale .

(i) If I ICFA certif ies the policy on or 
before the d a te  specified in pnragranh
(b) (2), the new  certif ication  will become 
effective on the d a te  the d e te rm ina tion  
is made.

(ii) If I ICFA do es  not certify  the policy 
on or before  the d a te  specified in 
pa rag raph  (b) (2) of this section , that 
policy is decertif ied.

§ 403.280 A dm in is tra t iv e  r e v ie w  o f HCFA 
a e te rm ln n t io n s .

(a) This sec t ion  p rov ides  for 
ad m in is tra t ive  rev iew  of a HCFA 
d e te rm in a tion —

(1) Not to certify a policy; or
(2) To decertify  a policy.
(b) HCFA will s en d  a notice  lo the 

insuring organ ization  conta in ing  tho 
following information:

(1) T ha t 1 ICFA h a s  m a d e  a 
d e te rm in a tion —

(1) Not t' certify a  p o l i c y  or
(ii) To r ecertify a policy.
(2) The reasons  for  the de term ination .
(3) t h a t  the insuring organ iza tion  has 

30 days from the d a te  of the notice to—
(i) Request,  in writing, an  

adm inis tra t ive  rev iew  of the I ICFA 
determination; an d

(ii) Submit add it ional inform ation  to 
HCFA  for review.

(4) That, if the insuring organ ization  
reques ts  an  adm inis tra t ive  review,
HCFA will co r . juc t  the review, as 
provided for in pa rag raph  (c) of this 
section.

(5) T hat,  in a c ase  involving 
decertification, the  decertif ication  will 
go into effect 30 d ay s  from the d a te  of 
the notice, un less  the  insuring 
organization  reques ts  a n  adm in is tra t ive  
review. If the insuring organization  
requests  an  adm inis tra t ive  review, the 
policy re ta ins  its cert if ication until 
HCFA m akes  a final de term ination .

(c) If the insuring organization 
requests an  adm inis tra t ive  review.
HCFA will conduct the rev iew  as 
follows:

(1) A H CFA  official, not involved in 
the initial HCFA determ ination, will 
initiate  an  adm inis tra t ive  rev iew  within 
90 days  of the d a te  of the notice • 
prov ided  for in pa rag raph  (c) of this 
section.

(2) T he  official will consider—
(i) The original m ater ia l  subm il led  to 

I ICFA for review, as  specified in
§§ 403.245(b) or 403.251; nnd

(ii) A ny addit ional information, tlial , 
Ihe insuring organization subm its  lo 
HCFA.

(3) W ith in  15 d ay s  after  the 
ad m in is tra t ive  rev iew  is completed.
I ICFA will inform the insuring 
organization  in writing of the final 
decision, with an  exp lana t ion  of the 
final decision.

(4) If llie final decis ion is lo decertify a 
policy, tiie decertif ication  will go into 
effect 15 d a y s  after  the d a te  of 1 ICFA’s 
notice to inform the insuring 
organization  of the final decision.
(Secs. 1102.1071. an d  111112 .if llie Social 
Security Act (42 U .S.C . 1302.139,‘iiili. an d  
1375s«))
(Catalan of Federal Domestic Assistance 
Program No. 13.773. Medicare—Hospital 
Insurance Program: No. 13.774. Medicare— 
Supplementary Medical Insurance Program)

Dated: N ovem ber 5. ltiao .
I Inw ard  N ewm an ,
Administrator, Urn It It Carr Financing 
Administration,

Approved: J a n u a ry !). 1*101. 1
Patric ia  Roberts H arris , (
Secretory,
|l K Doc. M-I77S Kitrd I-IIMO, 0 4S ain|
BILLING CO DE 4I10-3S-M
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I. REQUEST
Bill/Resolution No. .
T itle An A c t  r e l a t i n q t o  i n s u r a n c e  p o l i c y  f o r m  f i l i n q s
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II. FISCA L DETAIL ■
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(N ote: If m ore than one budget com ponent is 

com ponent in the analysis section.) 
EXPENDITURES (Thousands o f  Dollars)

affected , separate Iine-itcm a m o u n ts  and funding for each

FY 81 FY 82 FY S3 FY 8) FY S3 FY S 6
100 PERSONA I SFRVICFS 0 0
200 TRAVEL 0 0
300 CONTRACTUAL 0 0 “

400 COM M OniTIFS 0 0
500 EQUIPMENT 0 0
600 LAND & STRUCTURES 0 0
700 GRANTS. CLAIMS. ETC. 0 0 i

TOTAL
0

0 I

FUNDING (Thousands o f  Dol 

GEN ERA L FUND

lars)

0 0 1
FED ERA L FUNDS 0 n
OTHER (Snecifv Fund Source) 0 0

d 1

POSITIONS 

FU LL TIME 0 0
PART TIM E 0 0
TEM PORARY 0 0

III. ANALYSIS (See Fiscal Note Preparation Instructions, Section III)
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IV. DATE D e c .  10 , i 9  60_________PREPARED BY J ° h n  G e o r g e ,  D i v .  n r  T n s u r p n c e N ^AGEN CY Com m erce and E c o n o m ic  D e v e lo p m e n t  Original: Legislative Finance PHONE ________2515_____________________



January 12, 1981

P r e s i d e n t  of t h e  Senate 
A l a s k a  State L e g i s l a t u r e  
P o u c h  V
Juneau, A K  99811 

D e a r  Mr. President:

U n d e r  the a u t h o r i t y  o f  art. Ill, sec. 18, o f  t h e  
A l a s k a  Constitution, I am t r a n s m i t t i n g  a b i l l  w h i c h  
am e n d s  AS 2 1 . 4 2 . 1 3 0  b y  a l l o w i n g  the d i r e c t o r  o f  
i n s u r a n c e  to d i s a p p r o v e  a form filed u n d e r  AS 
2 1 . 4 2 . 1 2 0  when the i n s u r a n c e  b e n e f i t s  do n o t  b e a r  a 
r e a s o n a b l e  r e l a t i o n s h i p  to the p r e m i u m s  c h a r g e d .  
R e g u l a t i o n s  e s t a b l i s h i n g  a p p r o p r i a t e  c o s t / b e n e f i t  
ra t i o s  will b e  a d o p t e d  to p r o v i d e  g u i d e l i n e s  f >r 
t h e  exercise of this power.

T h i s  amendment is a r e s p o n s e  to P u b l i c  L a w  9 6 - 2 6 5  
w h i c h  em powered the federal g o v e r n m e n t  to c e r t i f y  
p r o g r a m s  for m e d i c a r e  s u p p l e m e n t a l  p o l i c i e s  in 
s t a t e s  that fail to e s t a b l i s h  e q u i v a l e n t  p r o g r a m s  
o f  certification. T h i s  b i l l  will p r o v i d e  a 
m e c h a n i s m  for the d i r e c t o r  of i n s u r a n c e  to c e r t i f y  
s u p p l e m e n t a l  m e d i c a r e  p o l i c i e s  and avoid f e d e r a l  
r e g u l a t i o n  of this  area.

Sincerely,

s y  y s  u

Jay S. H a m m o n d  
G o v e r n o r
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21.42.130 INSURAJ||E| § 21.42.130

to the m anner of d istr ib u tio n  o i benefits or to  the  rese rv a tio n  o f  
rights and benefits u nder life  o r disability  insurance policies a n d  
are used a t the  req u est o f the  individual policyholder, con tra ,c t 
holder, or certificate holder. F o rm s fo r  use in  p roperty , m a rin e  
(other than w et m arin e  and tra n sp o rta tio n  coverages), c a su a lty  
and  surety insurance coverages the  filing requ ired  by  th is  section  
niav be made by r a t in g  organizations on behalf of its  m em bers a n d  
subscribers; bu t th is  provision does n o t p ro h ib it a  m em ber o r  
subscriber from  filing the fo rm s on its  own behalf.

(b) Each filing shall be m ade not less th an  30 days in ad v an ce  
of delivery. A t the exp ira tion  of the  30 days th e  fo rm  filed sh a ll 
be considered approved unless before the  30-day period  i t  h a 3  
been affirmatively approved  o r disapproved by o rder of th e  d ire c to r . 
Approval of the fo rm  by the  d irec to r constitu tes a w a iv er o f t h e  
unexpired portion of the  w a itin g  period. The d irecto r m ay  ex ­
tend by not more th a n  an  additional 30 days the period  w ith in  
which he may affirm atively approve or disapprove the fo rm , b y  
giving notice of th e  extension before exp ira tion  of th e  in itia l  3 0 - 
day period. A t th e  exp ira tion  o f the extended period, an d  in th e  
absence of a p rio r affirm ative approval o r d isapproval, th e  fo rm  
shall be considered approved. The d irec to r m ay a t any  tim e, a f t e r  
notice and fo r cause shown, w ithd raw  th e  approval.

(c) An order o f  th e  d irec to r d isapproving  the fo rm  o r  w i th ­
drawing a previous approval shall slat*-- the  grounds and th e  p a r ­
ticulars in such de ta il us reasonably  to  inform  the in su re r  th e re o f .

(d) The d irec to r m ay, by order, exem pt from  the  req u irem e n ts  
of this section f o r  as long as he considers p roper an in su ra n c e  
document or form  or type thereo f us specified in th e  o rd er, to  
which, in his opinion, th is  section m ay no t practicably  be  ap p lied , 
or the filing and approval of which are , in his opinion, no t d e ­
sirable or necessary fo r the  protection of the  public.

(c) This section applies also to a  form  used by dom estic  i n ­
surers for delivery in a  ju risd ic tion  outside th is  s ta te , if  th e  
insurance supervisory  official of the ju risd ic tion  in fo rm s th e  d i-  
rectoi that the fo rm  is no t sub jec t to approval or d isapproval b y  
the official, and upon th e  d irec to r’s o rder req u irin g  th e  fo rm  to  
bo submitted to him  fo r  the purpose. The applicable sam e s ta n ­
dards shall apply to these form s as apply to  form s fo r  dom estic  
u*e. (§ 1 ch 120 SLA  1966)

Sec. 21.42.130. Grounds for disapproval. The d irec to r shall d i s ­
approve a form filed under § 120 o f th is chap te r or w ith d ra w  a 
previous approval thereof, only if  the fo rm

(1) is in any respect in violation of o r does not com ply w ith  
tins title;

(2) contains o r  incorporates by reference, w here in co rp o ra tio n  
H permissible, a n  inconsistent, am biguous, o r m isleading  c lause ,
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or exception and condition which deceptively affects the  r i s k  p u r­
ported  to be assum ed in th e  general coverage of the  c o n tra c t;

(3) has a  title , heading, o r o ther indication of i ts  p rov isions 
which is m islead ing ;

(4) is p rin ted  or o therw ise reproduced in a  m a n n e r  w hich 
renders  a  provision of the fo rm  substan tia lly  illegible. {§ 1 ch 
120 S L A  1966)

Sec. 21.42.140. S tandard  provisions, (a) In su rance  c o n tra c ts  
shall contain  the  s tandard  or un iform  provisions w hich a r e  re ­
quired by th e  applicable provisions of th is  title  p e rta in in g  to  con ­
tra c ts  of p a rticu la r  kinds of insurance. The d irec to r m ay  w aive 
th e  required  use of a p a rticu la r  provision in a  p a r t ic u la r  in su r­
ance policy form  if

(1) he finds the provision unnecessary  fo r th e  p ro tec tio n  of 
the  insured  and inconsistent w ith  the  purposes of the  p o licy ; and

(2) the policy is otherw ise approved  by him.
(b) No policy m ay contain a  provision inconsistent w ith  a 

s tan d a rd  o r uniform  provision used or requ ired  to  be u sed , b u t 
th e  d irec to r m ay approve a  su b s titu te  provision w hich is , in h is 
opinion, no t less favorable in  any p a rticu la r to  the  in su re d  or 
beneficiary th an  the provisions o therw ise  required.

(c) In  lieu of the provisions requ ired  by th is  title  f o r  con­
tra c ts  fo r p a rticu la r  kinds of insurance, substan tia lly  s im ila r  p ro ­
visions required  by the law of the  domicile of a foreign cvr alien 
in su re r  m ay be used when approved by the d irector.

(d) A provision required  by th is  t i t h  to  be contained in a  policy 
cannot be waived by agreem ent betw een th e  in su rer and a n o th e r  
person. (§ 1 ch 120 SLA 1966)

Am. Ju r . ,  ALR and C.J.S. re f e r -  a g e c t in g  enforc ib i l i ty  .if p o l i c y  p ro -  
cncvs.— 29 A m . Ju r . ,  Insurance , §§ vision n ^ n in s t  'u su re r ,  1J3 A L R  773. 
18C to 188. *i C J .S .  L isurancc  §§ 249 to  2C1.

D ep a r tu re  f ro m  s ta n d a rd  policy a s

Sec. 21.42.150. Policy m ust contain en tire  contract. T h e  policy, 
when issued, shall contain the e n tire  con trac t betw een th e  p a r t ie s , 
and  n e ither the in su rer nor i ts  ag en t or represen ta tive , n o r  a p e r­
son insured  by the policy, m ay m ake an agreem ent as to  the  in ­
surance  which is not expressed in  the policy. T his sec tion  does 
not p roh ib it the modification of a policy, a f te r  issuance, b y  w r i t ­
ten r id e r  o r endorsem ent issued by the  in su re r. (§ 1 ch 120  SLA  
1966)

Sec. 21.42.160. Contents of policies in general, (a) E a c h  policy
shall specify

(1) the nam es of the p a rtie s  of the  c o n tra c t;
(2) the subject of the in su rance;
(3) the  visks insured a g a in s t ;
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i g j t s  affa irs in  the  in te r im  betw een meet, 

ings of its  suprem e legislative or governing body, su b jec t to <*#.■' 
tro l by the body and  having  pow ers and du ties  de lega ted  (o Jt ix 
the  constitu tion or law s of the  society;

(5) the board of d irec to rs is elected by th e  su p rem e  leg is la te  - j  
or governing body, exc3pt in  case of filling a vacancy  in  th e  inte/h* 1 
between m eetings of the  b o d y ;

(6) the  officers a re  elected e ith e r by the su p rem e  legislative « '  |  
governing body or by the board  of d ire c to rs ; and

(7) the  m em bers, officers, rep resen ta tives o r  d e lega tes  may not n-f 
vote by proxy. (§ 1 ch 120 SLA 1966)

Sec. 21.S4.590. O ther provisions applicable. In  add ition  to the 
provisions contained in th is  chap ter, o tb ir  c h a p te rs  and  provisions 
of th is  title  shall apply  to  f ra te rn a l benefit socie ties, to  th e  extent 
applicable and not in  conflict w ith  the  express p rov isions of this 
chap ter and th e  reasonable im plications th ereo f, a s  follows:

(1) AS 21.03
(2) AS 21.06, w ith  the exception oi AS 21.06.250
(3) The follow ing sections of AS 21.09:

(A ) AS 21.09.050
(B) AS 21.09.100

(4) AS 21.33.010
(5) AS 21.36
(6) AS 21.42.290 !;
(7) AS 21.69.370
(8) AS 21.69.640
(9) AS 21.78. (§ 1 ch 120 SLA 1966)

Chapter 87. Hospital and Medical Service Corporations.
Section 

10. Scope o f  c h a p te r  
20. P u rp ose  and  in t e rp re ta t io n  
30. Prov is ions  exclusive 
40. Inco rpo ra t io n— Certif ica te  of a u ­

th o r i ty  required  
50. Sam e— L aw  applicab le ;  a p p ro ­

val o f  a r t ic le s  of inco rp o ra ­
tion; a m e n d m en t  

(10. N am e o f  co rpora tion  
70. Qualif ications f o r  cer t if ica te  of 

a u th o r i ty
80. A pplication  fo r  cert if ica te  of a u ­

th o r i ty
00. Issuance  o r  >-r>;usal of cert if icate  

o f  a u th o r i ty  
100. C ontinuance  o r  ex p ira t io n  of 

. cert if ica te  of a u th o r i ty  
110. Suspension or revoca t ion  of c e r ­

tificate of a u th o r i ty

Section
120. S e n d e e s  a n d  b en e f i ts  which nur 

he p ro v id e d ,  m ed ica l  scrvk* 
c o rp o ra t io n s  

130. Serv ices  a n d  b ene f i ts  which nuy 
be p ro v id e d ,  h o s p i ta l  servic* 
c o rp o ra t io n s  

140. Medical s e rv ic e  ag re e m e n ts  
150. H u sp ita l  se rv ic e  ag re em en ts  
100. S u b sc r ib e r ’s  c o n t r a c t s  
170. Service a g r e e m e n t s  nnd sub­

s c r ib e r ’s c o n t r a c t s  m u s t  pro­
vide s u b s t a n t i a l  se rv ice  bene­
fits

180. F i l in g  a n d  a p p r o v a l  o f  agree­
m e n ts  a n d  c o n t r a c t s  

100. C h a rg e s  a n d  r u t e s  
200. R ese rv e s  
210. S u rp lu s  f u n d  
220. I n v e s tm e n ts
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Chapter 89. M iscellaneous 1 1 'ovisions.
Section
20. Required motor vehicle coverage 
30. Payment
40. Eye care under health and accident 

insurance

Section
50. Arson ; n  brmation

Sec. 21.89.020. R e q u ire d  m o to r  veh ic le  c o v e rag e . <at a*
autom obile liability  policy which insures an  ow ner or operator t£ t 
m otor vehicle against loss resu lting  from his liab ility  for bodily iry~j 
or death, or for property injury or destruction, or both, which is 
th is sta te  after Ja n u a ry  1,1969, by an insurance carrie- a u th o ria l u  
transact business in th is  sta te , shall contain lim its in  a t least ti* 
am ount prescribed for a motor vehicle liability  policy in A5 
28.20.440(b)(2), and m eet the  requirem ents of AS 28.20.44&btjs 
unless waived as provided in th a t paragraph.

(b) This section m ay not be construed to apply only to autornoh-J* 
liability  policies obtained to satisfy a requirem ent of AS 28.20. <| l ch 
105 SLA 1968)

C ro ss  re fe re n c e .  — As to motor vehicle 
liability policy, see AS 28.20.440.

L egis la tive  co m m it tee  re p o r t .  — For 
legislative committee report on ch. 105, 
SLA 1968 (HB 236), see House Journal 
(19G7), p. 370.

T h is  sec t io n  does  n o t  r e q u i r e  
s t a c k in g  in  th e  sing le  po l icy  c o n te x t  
This conclusion follows from the fact tha t  
uninsured motorists insurance may be 
waived in Alaska. Curran  v. F irem an’s 
Fund Ins. Co., 393 F. Supp, 712 (D. Alas. 
19v5).

In s u re d  w as  a llow ed  to  " s ta c k "  the 
uninsured motorists coverage provided 
him in a single multivehicle policy where 
the insured, under the i n t e r v e n t io n  of 
the contract propound'd by the insurer, 
would receive nbso 'j te ly  no additional

coverage for his premium doll&n p*4  W 
uninsured motorists coverage oa o* 
vehicles other t h a n  the one involved c  
accident and w here  the only pc— im 
interpretation of  the  contract w as th a t 
uninsured motorists premium* pud  Ik 
connection with th e  other vehiciw 
m eant to increase the amount of c m n f i  
the limits of liability cUaae 
notwithstanding. Curran v. Firm**1* 
Fund Ins. Co., 393  F. Supp. 712 (D A-*± 
1975).

A po licy  p ro v i s io n  w h ich  *V .uvvV 
u n in s u re d  m o to r i s t  coveraye  ib 
event the  insured has other 
insurnnce does not directly contrives* 
th is  section. Werlcy </. United Serv* Asia 
Ass’n, Sup. Ct. Op. No. 799 (File No* 1*44- 
1455), 498 P.2d 112(1972).

Sec. 21.8P.030. P a y m e n t. No insurance company doing business in 
th is sta te  may pay u judgm ent or settlem ent of a claim  in th is state f«  
a loss incurred in th is s ta te  w ith an instrum ent o th er than  a negotiable 
bank check payable on demand and bearing even date w ith the date of 
writing. (§ 1 ch 172 SLA 1968)

R e v iso r ’s note .  — Both chnpters 105 
and 172, SLA 1968, added a new section 
designated 21.89.020, This section hns 
been renumbered.

L egisla tive  c o m m it te e  report. Fcr 
legislative committee report on ch b *  
SLA 1968 (CSHB 365), see House i ovrst- 
(1968), p. 246.
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