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Executive Summary

Specific factors have encouraged or posed barriers to the effective functioning of markets for
insurance products that supplement basic Medicare coverage for different beneficiary
populations.  This report describes case studies of five diverse markets undertaken in July and
August 2003 to explore those factors. We visited Atlanta (GA), Long Island (NY),
Minneapolis/St. Paul (MN), Nebraska (entire state) and San Diego (CA).  MedPAC staff
conducted the interviews and analysis in collaboration with our contractor, Mathematica Policy
Research, Inc.  The sites were not selected to be nationally representative; rather, they were
chosen to illustrate significantly different configurations of supplemental markets and state
approaches to market regulation. 

In each market we sought to learn about the structure of available Medicare supplemental
options, including historical and unique factors that contributed to market development. We  met
with key state policy staff, health plan administrators and executives, Medigap insurers,
insurance brokers, representatives of major health systems, hospitals, physician organizations,
employers, and staff from beneficiary education and counseling agencies (including staff from 
insurance commissioners’ offices, Medicaid programs, and pharmacy assistance programs) in
each market. The structured interview protocols included questions about the role played by state
regulation, provider infrastructure, population and labor market characteristics, and other factors
that could be relevant to the market. We also asked how supplemental coverage patterns affected
access to care.  In addition, we queried respondents about whether the unique characteristics of
the market had particular implications for Medicare policy reforms.

Our analysis of those factors provides direction for evaluating Medicare beneficiaries’ health
insurance coverage and access to care in a rapidly changing environment.

Background

As detailed in this report, the demand for, and cost of, prescription drug coverage has been a
driving force behind many of the changes taking place in all sources of supplemental coverage—
Medigap, Medicare+Choice (M+C, renamed Medicare Advantage or MA as of 2005) plans,
employer-sponsored insurance (ESI) retiree benefits, and Medicaid. Medicare reform legislation
was being actively debated when the fieldwork reported here was conducted in the summer of
2003.  The enactment of the Medicare Prescription Drug, Improvement, and Modernization Act
of 2003 (MMA) heightens our need to focus on the factors that shape Medicare supplemental
markets.  Prescription drug coverage will require some changes in commercial supplemental
products, and the drug benefit provisions included are likely to alter the incentives driving
employer-sponsored supplemental retiree insurance. The MMA also may lead to significant
changes in state Medicaid and prescription drug programs that currently provide supplemental
benefits to low-income Medicare beneficiaries.  Further, the MMA provides for new types of
local and regional products, including regional health plans and freestanding prescription drug
plans. Understanding how supplemental markets have evolved may help us to anticipate issues
that need to be considered as the MMA is implemented.  

Some forms of supplemental insurance are marketed directly to beneficiaries in commercial
markets, while others are made available to employers and other organizations through the group
insurance market. To function effectively, these markets need to be able to offer a choice of



products that Medicare beneficiaries (or other payers) can select based on cost, service quality,
health care preferences, and other preferences.  Beneficiaries need to have access to enough
information to make informed choices among insurance alternatives, and sufficient stability
among options should support the reasonable expectation that coverage and benefit provisions
will remain in place after an option has been selected.

Over the past two years, MedPAC has been concerned about the cost and availability of
supplemental coverage.  The Commission’s work led to the conclusion, however, that it is
difficult, if not impossible, to sort out from available data the multiple, interconnected factors
that shape specific markets for Medicare supplemental products. Therefore, we designed new
qualitative research to help us better understand how these pieces fit together, and whether 
particular policies related to supplemental products have been effective in supporting markets
that meet beneficiaries’ needs.

Looking ahead: competition, access, and consumer protection

Looking across the sites, we have identified five focal points for future evaluations of 
supplemental coverage in a changing Medicare environment. 

• Monitoring how employers react to the MMA: The decline in employer sponsored
coverage was a topic of concern in every market we visited. 

• Identifying local barriers to accessing affordable Medicare private plan and
supplemental coverage: Local demographic and economic factors, the organization of
providers and health care delivery systems, and state regulatory environments all affect
how markets deliver supplemental coverage; local markets will react differently as the
MMA is implemented.  Lower-income beneficiaries who do not qualify for state
Medicaid benefits could be at particular risk.

• Educating and protecting consumers: Beneficiaries will need help navigating the
expanding array of supplemental product options, otherwise consumer backlash could
undermine market competition. 

• Reducing barriers to effective competition among health plans: Medicare policy needs to
address how the existing structure of insurance markets will factor into the process for
establishing payment areas for Medicare Advantage plans.  Medicare payment areas and
the market areas that have evolved for private supplemental products do not generally
coincide; disparities in payments within and across market areas can create obstacles to
effective competition among health plans. 

• Monitoring access to supplemental coverage among disabled beneficiaries and
identifying possible effects of Medigap underwriting on risk selection in Medicare
Advantage plans: This will be important, particularly in states that conform to the basic
Medigap model regulations.
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This report identifies factors that have encouraged or posed barriers to the effective
functioning of markets for insurance products that supplement basic Medicare coverage for
different beneficiary populations.  Our analysis of those factors provides direction for

evaluating Medicare beneficiaries’ health insurance coverage and access to care in a rapidly
changing environment.

Medicare’s benefit design leaves beneficiaries open to significant out-of-pocket liability for their
health care (MedPAC 2002, 2003a, 2003b).  MedPAC’s 2002 Report to the Congress concluded 
that some beneficiaries do not have good access to supplemental insurance.  Beneficiaries who
were disabled, poor, living in rural areas, or in poor health were more likely to have Medicare
fee-for-service (FFS) with no supplement.  Analysis presented in our March 2003 report showed
that in some states and metropolitan areas a substantial portion of the Medicare population has no
supplemental coverage.  In other markets, specific types of supplemental coverage dominate.  

We also found that local market factors and regulatory policies affect the structure of
supplemental coverage, beneficiaries’ access to coverage, and their ability to make meaningful
choices among insurance options, although it may be impossible to sort out from available data
the many interconnected factors shaping specific markets for Medicare supplemental products. 
Our evidence suggests that regulatory policies shape markets, and that the division of regulatory
authority between the federal government and the states will continue to shape the evolution of
Medigap, employer-sponsored, and Medicare private plan options as well as supplementation
available through Medicaid. In particular, the interplay between standardization and flexibility in
the design of benefits will be increasingly important for beneficiaries, employers sponsoring
retiree health benefits, and health plans and insurers as they choose how, or whether, to
participate in Medicare markets. We initiated new qualitative research to help us understand these
issues.

The enactment of the Medicare Prescription Drug, Improvement, and Modernization Act of 2003
(MMA) heightens the focus on Medicare supplemental markets.  Prescription drug coverage will
require changes in supplemental products.  The MMA’s drug benefit provisions are likely to alter
the incentives driving employers to sponsor, and retirees to take up, supplemental insurance.  The
MMA may also lead to changes in state Medicaid and prescription drug programs, which now
provide supplemental benefits to low-income Medicare beneficiaries.  Further, the MMA
introduces new regional and local products such as regional health plans and freestanding
prescription drug plans.

The importance of supplementing Medicare

Limitations in the Medicare benefit package will likely continue to lead most beneficiaries to
obtain some form of supplemental coverage for acute care services.  Medicare requires a
deductible ($840 in 2003) for hospital care, 20 percent coinsurance for physician services, high
cost sharing for certain covered services such as mental health care, and no limits on either
catastrophic costs for very long hospital stays or total out-of-pocket spending.  Medicare does not
cover certain preventive services, most vision or hearing care or equipment, dental care, or long-
term care services (which Medigap or employer-sponsored supplemental insurance generally do
not cover either). Until the MMA is implemented (see text box), Medicare will not 
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Medicare Prescription Drug, Improvement, and Modernization Act of 2003
and Medicare supplemental insurance products

The Medicare Prescription Drug, Improvement and Modernization Act of 2003 (MMA) will
affect the demand for supplemental coverage and the ways in which specific supplemental
products are designed.

Medicare drug plans

The MMA establishes a voluntary prescription drug benefit program (Medicare Part D) to
cover outpatient drugs beginning in 2006.  The law defines the standard drug benefit under
Part D and describes the conditions under which alternative benefit designs can be offered. 
The standard benefit includes (for 2006):

• An expected average premium of $35 per month,
• A $250 deductible,
• Coverage for 75 percent of drug costs up to $2,250 (25 percent coinsurance),
• An out-of-pocket limit of $3,600 for catastrophic coverage (this represents

$5,100 in total drug spending based on the other benefit parameters), and
• 5 percent coinsurance for drug spending above the catastrophic limit.

Drugs will be provided through competing prescription drug plans and Medicare Advantage
(MA).  The law establishes a fallback plan in regions that do not have at least one prescription
drug plan and one MA plan available. The federal government will subsidize premiums by
nearly 75 percent and offer additional subsidies for low-income beneficiaries.  

Medicare Advantage plans

MA plans must, beginning in 2006, offer at least one plan with a Part D prescription drug
benefit.  The law also requires regional MA plans (those MA plans that cover large regions)
to offer a single deductible for parts A and B, and a catastrophic cap on out-of-pocket
spending. 

Employer-sponsored supplemental insurance

The law encourages employers to continue providing retiree drug coverage. Employers who
offer retiree drug coverage that is at least actuarially equivalent to the new Part D benefit will
have three options. They can:

• Receive a 28 percent federal payment for drug spending between $250 and
$5,000 in return for providing primary drug coverage. The subsidy would be
excluded from taxation.

• Drop primary coverage and instead subsidize premiums and cost sharing for
retirees who enroll in Medicare stand-alone drug plans or MA plans. 

• Establish their own prescription drug plan.
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cover most outpatient prescription drugs.  Even after the new benefit is in place, many
beneficiaries will still have to pay for a large portion of prescription drug costs out of pocket.1  

Many beneficiaries now have a complex array of options for supplementing traditional fee-for-
service Medicare.  In 2001, 33 percent of beneficiaries living in the community had employer-
sponsored insurance (ESI) retiree benefits, 28 percent had individually purchased Medigap, 16.2
percent were enrolled in Medicare+Choice (M+C) plans (including those in M+C plans through
employer-sponsored arrangements), 12 percent were enrolled in Medicaid, and almost 9 percent
had Medicare with no supplemental coverage.  Levels of coverage varied by demographic and
economic characteristics. Older beneficiaries, those in rural areas, and lower-income beneficiaries
were less likely to have ESI.  Older beneficiaries were more likely to have Medigap, and disabled
beneficiaries under age 65 and those with incomes between 125 and 150 percent of the poverty
level were more likely to have no supplemental coverage (Table 1). 

Medigap

The MMA prohibits the sale, issuance, or renewal of Medigap policies with prescription drug
coverage for beneficiaries enrolled in Part D.  Beneficiaries who do not enroll in Part D may
renew existing policies that provide Medigap prescription drug coverage.  Beneficiaries who 
enroll in Part D but previously had a Medigap policy with drug coverage could renew those
policies if modified to exclude drug coverage. Alternatively, they could enroll in other,
nondrug Medigap policies offered by the same carrier, within certain limits.  The law also asks
the National Association of Insurance Commissioners to revise the Medigap standards to
reflect Medicare and other relevant changes. 

Medicaid and low-income drug benefits

Medicare covers drug benefits for individuals dually eligible for Medicaid and Medicare. 
Those with incomes up to 100 percent of poverty will have no deductibles and nominal
copayments for covered drugs.  Low-income beneficiaries who are not eligible for Medicaid
but who have incomes below 135 percent of poverty and meet an assets test also will be
eligible for coverage of the drug premium and have only nominal cost sharing for covered
drugs; those with incomes between 135 and 150 percent of poverty who meet assets
requirements will have sliding scale subsidies for premiums and reduced deductibles and cost
sharing. 

States will have to use their own funds to cover any drugs not on a plan’s formulary for dual
eligibles.  States will still cover Medicare Part A and Part B cost sharing for dual eligibles. 
Those states that have low-income drug assistance programs will need to determine how the
programs will work with the new Medicare drug benefit.
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Table 1. Sources of additional coverage, by selected beneficiary characteristics, 2001
Percent distribution

Number of Employer- Medicare
beneficiaries sponsored Medigap managed Medicare
(In millions) insurance insurance Medicaid care Other only

All beneficiaries 38.5 32.6% 28.1% 12.2% 16.2% 2.1% 8.9%
Age

Under 65 5.3 27.9 5.8 35.2 8.2 3.9 19.0
65-69 9.2 38.8 24.2 8.6 17.3 1.7 9.5
70-74 8.4 32.7 32.0 7.5 18.3 2.0 7.4
75-79 7.2 32.6 34.8 8.8 16.8 1.5 5.6
80-84 4.8 30.7 36.2 8.4 17.8 1.7 5.2
85+ 3.5 26.5 38.1 9.9 16.4 2.0 7.2

Income status
Below poverty 5.9 10.2 14.9 51.2 10.4 2.3 11.1
100 to 125% of poverty 3.9 19.4 23.6 23.4 15.0 2.9 15.7
125 to 200% of poverty 8.5 28.6 31.1 6.1 19.7 2.7 11.8
200 to 400% of poverty 12.8 41.9 30.1 1.1 18.5 1.5 7.0
Over 400% of poverty 7.2 46.8 34.8 0.3 13.1 1.7 3.3

Eligibility status
Aged 33.1 33.4 31.7 8.4 17.4 1.8 7.3
Disabled 5.1 27.2 5.8 35.1 8.5 4.0 19.4
End-stage renal disease 0.3 39.1 10.7 37.2 6.3 1.0 5.8

Residence
Urban 29.3 34.3 24.4 11.6 20.3 1.9 7.5
Rural 9.2 27.1 40.1 14.0 3.0 2.6 13.3

Sex
Women 21.4 30.8 30.8 13.5 16.7 1.9 6.4
Men 17.1 35.0 24.8 10.5 15.5 2.3 12.0

Health status
Excellent/very good 15.6 35.3 32.1 5.7 17.9 1.5 7.4
Good/fair 19.2 31.4 26.8 14.6 15.7 2.3 9.1
Poor 3.5 28.0 17.0 27.5 10.6 3.5 13.4

Note: Income status is defined in relationship to the poverty level ($8,494 if living alone and $10,715 if living with a spouse).  Urban indicates
beneficiaries living in metropolitan statistical areas (MSAs).  Rural indicates beneficiaries living outside MSAs.  Analysis includes only
beneficiaries living in the community.

Source: MedPAC analysis of 2001 Medicare Current Beneficiary Survey, Cost and Use file from CMS.

For those who have access to it, ESI can provide the most comprehensive supplemental coverage
available.  In addition to covering Medicare deductibles, coinsurance, and catastrophic costs,
many ESI plans cover services not covered by Medicare, including preventive services, vision
and hearing services, and most significantly, prescription drugs.  Some ESI plans wrap around
Medicare, covering deductibles and coinsurance for covered services and additional services not
covered by Medicare, leaving beneficiaries with very little out-of-pocket liability.  However, the
plans are increasingly being designed as “carve-out” plans that add benefits onto Medicare so that
retirees’ total coverage matches the coverage offered to active workers. This coverage often
requires enrollees to pay deductibles and coinsurance.  In fact, ESI plans display a wide range in
both the richness of benefits available and the level of subsidy borne by employers. Some ESI
plans offer generous benefits, with retirees paying only a small portion of the premium; other 
plans are far less comprehensive, with employers not subsidizing any of the premium cost in
some cases.
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Medigap insurance is designed to wrap around the Medicare benefit package.  Medigap plans
cover the Part A and Part B coinsurance, leaving beneficiaries with little out-of-pocket cost for
most covered services.  The Omnibus Budget Reconciliation Act of 1990 (OBRA 90) led to 
standardized Medigap plan options, based on a model developed by the National Association of
Insurance Commissioners (NAIC).  Some Medigap plans offer some additional coverage of
preventive services, and some include a limited drug benefit (see appendix, Figure 1 for
additional detail on the standardized plans).  

Medicaid is an important source of supplemental coverage for some low-income beneficiaries.
Beneficiaries who meet state requirements for full Medicaid coverage receive full Medicaid
benefits, including prescription drugs, to supplement Medicare benefits.  Medicaid also covers the
cost of Medicare premiums and cost sharing for dual eligible individuals.  
 
Other federal programs—called Medicare Savings Programs—provide assistance with Medicare
premiums and cost-sharing requirements.  Under the qualified Medicare beneficiary (QMB)
program, states pay Medicare premiums, deductibles, and coinsurance for all beneficiaries whose
income is at or below 100 percent of the federal poverty level and whose assets are at or below
twice the Supplemental Security Income limit.  The specified low-income Medicare beneficiary
(SLMB) covers the Medicare Part B premium for beneficiaries with incomes between 100 percent
and 120 percent of poverty, and the qualifying individuals-1 (QI-1) program pays the Part B
premium for beneficiaries with incomes between 120 and 135 percent of poverty.

M+C plans generally provide some additional benefits, including limits on cost sharing,
preventive benefits, and in some cases prescription drug coverage.  The plans include HMOs,
HMOs with point-of-service options (allowing beneficiaries to use out-of-network providers at
additional cost), preferred provider organizations (PPOs), and private fee-for-service (PFFS)
plans.  Under federal law, insurers cannot sell Medigap plans to beneficiaries enrolled in M+C
plans, because it was expected that the coverage would duplicate the basic coverage of Medicare
cost sharing included in M+C benefits.  In 2003, about 30 percent of plans charged no cost
sharing for inpatient services in network hospitals and about 10 percent required no cost sharing
for visits to network physicians.  About half of the plans included coverage for outpatient
prescription drugs, but some plans that did not provide a drug benefit in their basic plan offered
high-option (higher-cost) plans that included a prescription drug benefit (MedPAC 2003a).

The markets for ESI and public benefit programs are different than individual insurance markets. 
Employers may decide to offer retirees some choice among supplemental insurance options. 
Some large regional or national employers offer retirees a wide range of options, but others limit
choice to a small number of plan options or to a single plan.2   Public programs do not compete
for beneficiary enrollment:  Beneficiaries have to qualify for participation in these programs, and
the rules for participation are defined by law.  These programs can, however, significantly affect
local insurance markets. 
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New and emerging patterns of coverage

Patterns of supplemental coverage were changing before the MMA.  After a  rapid increase in the
mid-1990s, M+C enrollment declined from its peak in 1999 and 2000, and the richness of
supplemental benefits available in the plans declined as well.  Meanwhile, economic pressures led
some employers to eliminate or reduce coverage, particularly for future retirees. Lower ESI
coverage rates among more recent retirees reflect these changes in employer policy. In 2001, 36
percent of Medicare beneficiaries age 65 to 74 had ESI coverage, compared with 39 percent in
1993.  Medigap enrollment has been essentially flat in the past three years, after losing some 
enrollees to M+C plans in the mid-1990s.3   Beneficiaries age 65 to 74 are less likely to have
purchased Medigap than older beneficiaries, and slightly more likely to have enrolled in an M+C
plan.  Medicaid enrollment has remained fairly level among beneficiaries living in the
community, generally between 11 to 13 percent (with differences across states, reflecting
differences in state eligibility requirements). The combined effect of  these shifts is that, after
declining through the 1990s, the percentage of beneficiaries without any supplemental coverage
increased slightly from 1999 to 2001.  

The MMA could lead to greater participation in private plans. If not, rates of supplemental
coverage will probably continue to decline, affecting beneficiaries’ access to care and out-of-
pocket spending.  MedPAC analyses have shown that beneficiaries with only fee-for-service
Medicare coverage are more likely—controlling for other factors including age, sex, ethnicity,
health status, and income—to report having access problems such as not seeing a doctor when
necessary, delaying care due to cost, and not having a usual source of care or usual doctor
(MedPAC 2003). 

Project design and methods

For insurance markets to function effectively, beneficiaries (or other payers) must be able to make
informed choices among the available insurance products based on cost, service quality, and their
preferences about health care.  Sufficient stability among options will give beneficiaries assurance
that coverage and benefit provisions will stay the same.  This report identifies factors that have
encouraged or posed barriers to effective markets for products to supplement basic Medicare
coverage for different types of beneficiaries.  MedPAC studied five very different markets:
Atlanta (GA), Long Island (Nassau and Suffolk counties, NY), Minneapolis/St Paul (MN),
Nebraska (entire state) and San Diego (CA).  Some of these markets are located in states that have
unique regulatory features.  Minnesota is one of three states with a waiver from the 1990 Medigap
standardization requirements. New York heavily regulates the Medigap market.  Finally,
California insurers offer a greater variety of Medigap options than most other states.

In collaboration with our contractor, Mathematica Policy Research, Inc., we conducted interviews
in July and August of 2003.  In each market we learned about the options to supplement Medicare 
and the historical and unique factors that contributed to market structure.  We considered
Medigap, MA, employer group plans, and Medicaid, and state-subsidized drug coverage and
other governmental plans (e.g., military or Department of Veterans Affairs).  We met with state
staff; M+C plan administrators and executives; Medigap insurers; insurance brokers;
representatives of major health systems, hospitals, and physician organizations; employers; and
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staff from beneficiary education and counseling agencies (including staff from the insurance
commissioners’ offices, Medicaid, and pharmacy assistance programs). We conducted at least 12
interviews at each site (most in person, some by telephone conference call) and interviewed more
than 150 individuals across the five sites.  Our structured interview protocols included questions
about the role played by state regulation, provider infrastructure, and population and labor market
characteristics, and examined how supplemental coverage patterns affected access to care.

Medicare reform legislation was being debated during the fieldwork period.  In each interview,
we asked respondents whether the characteristics of their market had particular implications for
Medicare policy reforms and discussed aspects of reform bills. 

A detailed report on the site visits is in the appendix to this report.  Among the most significant
features of these sites were:

• In Atlanta, Medigap, employer-sponsored, and M+C coverage are relatively rare, and M+C
options are very limited.  One of the two plans enrolling beneficiaries in 2003 left the
Medicare program at the end of the year. The proportion of beneficiaries with incomes
below the poverty line is higher than in the other sites, and eligibility criteria for Medicaid
coverage are more restrictive.  Medigap dominates supplemental coverage, but Medigap
enrollment is lower than average for major metropolitan areas.  Insurers have not actively
marketed Medigap policies over the past decade.  Access to Medigap for the under-65
disabled population is limited—Georgia does not require guaranteed issue for disabled
beneficiaries.  Few insurers offer policies and, if offered, they are expensive.  Providers
have resisted integrated payment and delivery systems.  Some respondents believe
Atlanta’s delivery system and negative attitudes towards managed care limit development
of new private plans to serve Medicare beneficiaries. 

• On Long Island, we see a high rate of employer-sponsored retiree coverage and a history of
M+C plan withdrawals contrasted with a relatively stable M+C market in neighboring New
York City boroughs.  M+C enrollment has declined steeply.  New York regulates Medigap
coverage well beyond federal requirements, requiring guaranteed issue and community
rating for all insurance products (including policies marketed to under-65 disabled
beneficiaries).  The availability of Medigap policies that include a drug benefit is even
more limited than in other states. New York has a strong commitment to its pharmacy
benefit program and to enrolling eligible beneficiaries in Medicaid and the Medicare
Savings Programs.  Provider risk sharing is limited and local demand for health care
services is high.

• In the Minneapolis/St. Paul area, Medigap dominates supplemental coverage. Although
some Medigap premiums are higher than in other metropolitan areas with similar
demographic characteristics, a significantly higher proportion of Minneapolis/St. Paul
beneficiaries with Medigap have policies that cover prescription drugs.  Under Minnesota’s
waiver from the national Medigap standards, insurers offer a somewhat more
comprehensive set of supplemental policy designs, including richer drug benefits than are
available under the NAIC model standardized plans. Minnesota is an active Medigap
regulator and has a tradition of strong consumer activism in the senior community.
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Minnesota has implemented several special programs integrating Medicare and Medicaid
benefits.  Relatively high M+C enrollment reflects the area’s high levels of managed care
and integrated delivery systems; Medicare cost plans play a major role in the market.4

Medigap SELECT plans, which cover more of beneficiaries’ cost sharing when they use
network providers, compete directly with M+C and cost plans.  A relatively small and
shrinking number of beneficiaries in Minneapolis/St. Paul have ESI coverage.  

• In San Diego, the overall rate of supplemental coverage is high, reflecting both a high M+C
enrollment (40 percent) and an extensive military presence; over 46,000 military retirees
have TRICARE for Life supplemental coverage.  The Department of Veterans Affairs
health care system also plays a significant role in market dynamics.  Many providers accept
capitated payments, and some large physician groups are strongly committed to managed
care.  The Medigap market is changing, as policies offer innovative benefits, high-
deductible options, and a freestanding generic drug plan.

• In Nebraska, Medigap dominates supplemental coverage.  Two urban areas—Lincoln and
Omaha—are large enough to have competing health systems, but there is very little
managed care. Only two statewide PPO networks serve the commercial market.  M+C
plans are available in the Omaha area; PFFS plans are available statewide.  Few employers
offer ESI coverage, and that number is declining as some of the largest employers phase
out coverage for their retirees. Disabled beneficiaries under age 65 have little or no access
to affordable Medigap insurance.  

Individual insurance markets: Medigap and M+C products and
premiums

Medigap and M+C plan offerings and premiums differ widely among the five markets we studied.

Medigap

To illustrate how differences in market-based insurance products play out for individual
beneficiaries, we compare options for supplementing Medicare for beneficiaries who do not have
ESI coverage and are not eligible for Medicaid.  

Available data included print and web information from the national Medicare Personal Plan
Finder on Medigap plans compiled by CMS, and information on Medigap policies from the state
insurance commissioners’ offices and the state or local health insurance counseling program
agencies.  Some of this information is likely incomplete, inaccurate, or dated.  The uneven quality
of data affects beneficiaries.  Health insurance information is complicated, and summary
information is often either too general to be useful or so complicated that it is impossible to draw
meaningful comparisons among options.  Despite the shortcomings of the data, we can infer whether
state policies affect the cost and availability of supplemental coverage in the sites we visited.  

Access to Medigap insurance varies among the five sites.  Nebraska and Georgia have
incorporated the NAIC model regulations for Medigap into state law and regulations. For the
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open-enrollment period when beneficiaries enroll in Medicare at age 65, these regulations provide
guaranteed issue—with no underwriting—for all the plans sold in the state.  Under-65 disabled
persons, however, are not guaranteed the same open enrollment period.  Insurers may decide case
by case whether they will issue policies to disabled applicants. Medigap policies are guaranteed
renewal, but—after the initial open-enrollment period—insurers can medically underwrite new
applicants for policies. Insurers can base premiums on beneficiary age when the policy is initially
purchased or on age when the policy is renewed (MedPAC 2003a).  Additional provisions apply to
beneficiaries who lose coverage due to the withdrawal of M+C or ESI plans. 

In three of our sites, state regulation exceeds those in the NAIC model. New York requires
community rating of all health insurance products, open enrollment, and guaranteed issue.  This
means that all beneficiaries—including those under age 65—can purchase any policy sold in the
state, at the same premium as everyone in their same geographic region.  In Minnesota, the six-
month open enrollment period extends to disabled beneficiaries under age 65 (from the date of
their enrollment in Part B) without any medical underwriting.  Medical underwriting is permitted
after the open enrollment period, and plans can set higher premiums for smokers, but Minnesota
law prohibits age rating on Medigap policies.  California allows age rating, but has recently
expanded initial open enrollment for a subset of policies to disabled persons under age 65; prices
for these policies are not restricted.  

Table 2 compares the lowest listed premiums across the five sites for Medigap policies available to
a 65-year-old woman during her initial Medicare open enrollment period.5  Policy A provides a
“minimum” supplemental benefit.  (Figure 1 of the appendix shows the benefits covered in
standard Medigap policies A through J).  Policies C and F account for most of the policies sold
across the country.  Information on Minnesota Medigap is included in the chart despite some
differences in the policy design.  Medigap policies H, I, and J (of interest because they include a
drug benefit) account for less than 10 percent of Medigap policies.  Unless otherwise noted, the
premiums are the lowest on the CMS Personal Plan Finder in October 2003.  

For a new enrollee, Medigap coverage is considerably more expensive on Long Island than in the
other markets for most policy types.  In part, the higher costs in New York reflect community
rating, which is intended to spread costs across the entire covered population within the policy
type and geographic area.  In addition, supplemental insurance costs are directly related to the
costs of medical services, because Medigap is designed to cover cost sharing and therefore tracks
directly to Medicare payments.  Medicare costs for Long Island are higher than in many other
areas of the country, because of the higher costs and use of services.  No J policy (the policy with
the somewhat richer prescription drug benefit) is sold in the individual market anywhere in New
York state. According to the insurers we spoke with, community rating prevented underwriting,
and adverse selection—when beneficiaries with greater health care disproportionately buy
coverage—made the product unsustainable.  

In San Diego, new beneficiaries have a variety of Medigap offerings, including high-deductible
policies (beneficiaries in 2003 were responsible for the first $1,530 of Medicare costs), plans
offering innovative benefits such as health promotion programs and alternative health care, and a
SELECT plan (requiring use of network providers to qualify for full benefits) with a limited 



                                                                    Market Variations and Medicare Supplementation: Looking Ahead   *   April 2004       10    

prescription drug benefit.  Here, as in some other California markets, the role of large physician
groups in the delivery system may promote development of network-based insurance products.

The options in Minnesota are structured differently: Basic plan coverage combines with riders to
make it similar to a Medigap policy F.  These are somewhat more expensive than in the other sites
(except New York).  On the other hand, a SELECT plan—with benefits that are richer than those
covered under a standard J policy—is not much more expensive than J policies in the other sites. 
The provider networks participating in the Minnesota SELECT plans are extensive.  

In Nebraska, a new enrollee can buy a high deductible F or J plan as well as typical plans.

For older beneficiaries buying coverage for the first time or changing their coverage, Medigap
options can be more limited and expensive than for younger beneficiaries, depending on state
regulations.  Table 3 shows the lowest listed premium for a 75-year-old woman in 2003.  In
Atlanta and San Diego, age rating results in higher premiums for most A and C plans available to a
75-year-old versus a 65-year-old, but some insurers (including AARP/United Healthcare) do not
age rate. In general, community-rated premiums in New York are higher than in our other sites.  In
all the other sites, however, insurers may medically underwrite new policies after the initial
enrollment period at age 65, pricing or denying coverage based on health status.  Denial of
coverage to older beneficiaries in poor health is reportedly most common for comprehensive
policies (including plans with drug benefits).  An older beneficiary in poor health, in other words,
may not be able to purchase a policy at the listed price.  The insurer may choose to offer coverage
if a beneficiary already holds a policy, but unless required by state law, is not obligated to do so.

Disabled beneficiaries under age 65 have limited access to Medigap in Georgia and Nebraska
(Table 4).  Insurers may decide on a case-by-case basis whether to issue policies to individual
applicants.  Nebraska has a high-risk insurance pool for disabled beneficiaries under age 65 who
otherwise cannot get insurance, but the premiums are more expensive than Medigap’s.  In
Nebraska, the lowest listed premiums for A and C Medigap for disabled beneficiaries and 75-year
olds are similar.  In Minnesota and New York, disabled beneficiaries pay the same rate as those
over 65 for all policies.

M+C

Medigap is one set of supplemental insurance options.  Coverage may also be available from an
M+C plan.  Beginning in 2006, most types of MA plans will offer a drug benefit.  Unlike Medigap
plans, M+C (and the new MA) plans must accept all applicants (except those with end-stage renal
disease) regardless of age or health status, and premiums are community rated. 

In some markets, M+C plans have provided supplemental coverage with preventive benefits and 
prescription drug coverage, with limits on out-of-pocket costs.  M+C plans with these benefits
have been particularly important for disabled beneficiaries, who typically cannot afford coverage
in the Medigap market, but may incur relatively high health care costs.  For example, the incidence
of severe mental illness, dementia, and mental retardation is high among disabled beneficiaries. 
Disabled beneficiaries with cognitive and mental health disorders often have high costs for
prescription drugs and pay high cost sharing for mental health services (Foote and Hogan 2001).
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Table 2.  Medigap options for a 65-year-old woman enrolling in Medicare in 2003: Lowest listed monthly premiums 

Insurance
Market

Policy
     A 

Policy
C 

Policy 
   F

Policy 
    H 

Policy   
  I 

Policy
   J 

Restrictions, options, special circumstances

 Atlanta $48 $100 $102 $188 $189 $233

 Long Island,   
 NY

$80 $140 $141 $160 $230 not
sold

All plans are community rated, guaranteed issue, with
continuous open enrollment.

             
 Minneapolis,
 MN

$69 
(Basic
plan, no
riders)

$101 (Basic
with riders
for Part A &
B
deductibles)

$114
SELECT/
extra
benefits

$351
Extended

$229
Select
Basic/Rx
rider
(50%)

Standard plans differ from national standard forms. All
plans cover Part A coinsurance and catastrophic hospital
costs, Part B coinsurance, Part A nursing home
copayment up to 100 days, 50% cost-sharing for mental
health, 80% of emergency travel, immunizations, and the
Part A blood deductible. Basic plans have six riders but
the Rx rider is now sold only with SELECT policies. The
Rx rider covers at least 50% of prescription drug costs,
with no cap. Extended plans include additional benefits,
including a prescription drug benefit (either 50% or 80%
of drug costs) and an annual limit of $1,000 out-of-pocket
liability for all covered expenses.

  Nebraska $48 $86 $82

$30, 
High-
deductible 

$152 $157 $209

$70
High-
deductible

  San Diego,     
  CA

$53

$93
SELECT/
innovative 
benefits
$225
SELECT/
Rx benefit

$81 $59

$44
High-
deductible,
limited
generic Rx
benefit 

$146 $147 $176

Note: Medigap information from the CMS Medicare Personal Plan Finder. Not all insurers have provided complete information to CMS, and rate quotes in some cases are incomplete or
outdated.  Information for Minneapolis is based on the Minnesota Senior Federation’s Minnesota Health Care Choices, 2003.  Information on SELECT and innovative benefits in San
Diego is from the California Department of Insurance. Information on policies available to the disabled under age 65 in Atlanta is from the Georgia Department of Insurance. Information
on policies offered to the under-65 disabled in Nebraska is from the Nebraska Health Insurance, Counseling, and Assistance Program.  
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Table 3.  Medigap options for a 75-year-old woman in 2003: Lowest listed monthly premiums

Insurance
Market

Policy
     A 

Policy
C 

Policy 
   F

Policy 
    H 

Policy  
   I 

Policy
   J 

Restrictions, options, special circumstances

 Atlanta $54 $121 $113 $188 $189 $237 Insurers can refuse to issue more comprehensive policies
(e.g., replace policy A with a policy B or higher).  Policies
are subject to underwriting after the initial Medicare open
enrollment period, and therefore may be unavailable to
beneficiaries in poor health.

 Long
 Island, NY

$80 $140 $141 $160 $230 not
sold

All plans are community rated, guaranteed issue, with
continuous open enrollment.

             
 Minneapolis,
 MN

$69 
(Basic
plan, no
riders)

$101 (Basic
with riders for
Part A & B
deductibles)

$114
SELECT/
extra benefits

$351
Extended

$229
Select
Basic / Rx
rider
(50%)

See Table 1 for discussion of Minnesota’s Basic and
Extended Basic Medigap policy forms.

SELECT drug benefit riders and the sale of Extended
Basic plans are subject to underwriting after the initial
Medicare open enrollment period, and therefore new
policies may be unavailable to beneficiaries in poor health.

  Nebraska $55 $99 $98

$34, 
High-
deductible 

$153 $157 $209

$82
High-
deductible

Insurers can refuse to issue more comprehensive policies
(e.g., replace policy A with a policy B or higher).  Policies
are subject to underwriting after the initial Medicare open
enrollment period, and therefore may be unavailable to
beneficiaries in poor health.

  San Diego,  
  CA

$72

$139
SELECT/
innovative
benefits
$349
SELECT/
Rx benefit

$98 $84

$76
High-
deductible,
limited
generic Rx
benefit 

$146 $147 $176 Insurers can refuse to issue more comprehensive policies
(e.g., replace policy A with a policy B or higher).  Policies
are subject to underwriting after the initial Medicare open
enrollment period, and therefore may be unavailable to
beneficiaries in poor health.

Note: Medigap information from the CMS Medicare Personal Plan Finder. Not all insurers have provided complete information to CMS, and rate quotes are in some cases incomplete or
outdated.  Information for Minneapolis is based on the Minnesota Senior Federation’s Minnesota Health Care Choices, 2003.  Information on SELECT and innovative benefits in
San Diego is from the California Department of Insurance. Information on policies available to disabled under age 65 in Atlanta is from the Georgia Department of Insurance.
Information on policies offered to under-65 disabled in Nebraska is from the Nebraska Health Insurance, Counseling, and Assistance Program.  
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Table 4.  Medigap options for an under 65-year-old disabled woman in 2003: Lowest listed monthly premiums

Insurance
Market

Policy
     A 

Policy 
    C 

   Policy 
       F

Policy 
    H 

Policy  
    I 

Policy
   J 

Restrictions, options, special circumstances

 Atlanta $74 $209 $113 $188 $189 $237 Insurers selling Medigap to disabled, under-65
beneficiaries can decide on a case-by-case basis
whether to issue policies.
One carrier offers SELECT policy forms B, C, D, and
F to disabled under-65 beneficiaries only; premiums
are higher than those shown here.

 Long
 Island,  NY

$80 $140 $141 $160 $230 not
sold

All plans are community rated, guaranteed issue, with
continuous open enrollment

 Minneapolis,
 MN

$69 
(Basic
plan, no
riders)

NA $101 (Basic
with riders
for Part A &
B
deductibles)

$114
SELECT/
extra
benefits

$351
Extended

$229
Select
Basic/Rx
rider
(50%)

See Table 1 for discussion of Minnesota’s Basic and
Extended Basic Medigap policy forms.

Drug riders and Extended plans are available to
under-65 disabled without underwriting during an
initial six-month enrollment period.

  Nebraska $152 Not sold

(B policy
is $225)

Not sold Not
sold

Not
sold

Not sold Insurers selling Medigap to disabled, under-65
beneficiaries can decide on a case-by-case basis
whether to issue policies.

  San Diego,  
  CA

$71 $98 $101

$93
High-
deductible,
innovative
benefits 

$146 $147 $176 Newly disabled beneficiaries under age 65 have a
six-month open enrollment period for policies A, B, C,
and F and one of the drug policies (H, I, or J) offered
if the insurer sells one. Premiums set for the policies
have no restrictions.  After the six-month open
enrollment period, insurers can underwrite, and can
refuse to issue new policies or more comprehensive
policies to individuals during annual open enrollment
periods.  

Note: Medigap information from the CMS Medicare Personal Plan Finder. Not all insurers have provided complete information to CMS, and rate quotes are in some cases incomplete or
outdated.  Information for Minneapolis is based on the Minnesota Senior Federation’s Minnesota Health Care Choices, 2003.  Information on SELECT and innovative benefits in
San Diego is from the California Department of Insurance. Information on policies available to disabled persons under age 65 in Atlanta is from the Georgia Department of
Insurance. Information on policies offered to under-65 disabled in Nebraska is from the Nebraska Health Insurance, Counseling, and Assistance Program.  
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If they enroll in M+C plans and their cost sharing is higher because of the mix of services they
use (and not their health status, which risk adjustment would account for), M+C plans would
pay for these costs.  Differing rules governing access to insurance products, thus, could
undermine fair competition.

Beneficiaries in San Diego had several M+C plans that offer some drug coverage (three plans
with generic-only coverage, one with some brand coverage), and other supplemental benefits. 
Premiums for these plans ranged from $20 to $60 per month in 2003.  One cost plan in
Minneapolis offered a relatively generous prescription drug benefit with additional preventive
benefits, for $209 per month; and one PFFS plan with a limited drug benefit was available. On
Long Island in 2003, the two M+C plans offered more limited supplemental benefits, and had
premiums more than $100 per month.  HMO and PPO plans in Omaha and one PFFS plan
throughout Nebraska included an outpatient prescription drug benefit. In Atlanta, the only
remaining M+C plan does not offer any prescription drug coverage (see appendix).  

The interplay of Medigap and MA

We found two sites that may illustrate emerging policy issues around new benefit designs and
consumer education.  Both Minneapolis and San Diego offer more complicated options for
supplementing Medicare.  In California, a variety of new benefit options, including high-
deductible plans, are offered alongside M+C plans (see appendix).  The M+C plans also include
a wide range of benefit offerings, some of which look much like Medigap options.  In some
instances, insurers offer both M+C and Medigap products ranging from low-cost and high out-
of-pocket coverage to more comprehensive coverage.  The rules determining which of these
products are available to beneficiaries, as well as the oversight and regulation of these products,
vary depending on whether the plans are M+C or Medigap products.

In Minneapolis and St. Paul, low-end Medigap products cost more than in Atlanta, San Diego, or
Nebraska, but Minnesota’s unique benefit design is somewhat richer (see Table 2).  The more
comprehensive products in Minnesota, including those with drug benefits, have encouraged a
competitive marketplace for relatively expensive supplemental products. Table 5 illustrates some
of these options.  Medigap SELECT policies in Minnesota are described as  “a cross between
HMOs and Medigap with some riders.”  Four of these plans are available. The most popular is in
the first column of the table: The SELECT plan enrolls about 150,000 people.  Minnesota
allows these plans to underwrite (to deny coverage for health reasons) after the initial enrollment
period.

The M+C plans in Minneapolis charge relatively high premiums, compared with those in San
Diego, Atlanta, or Nebraska, but offer additional benefits.  The cost plan shown in the second
column includes a drug benefit and access to a large network of providers.  Like the SELECT
plan, it covers 100 percent of deductibles and physician coinsurance for in-network care.  The
M+C plan in the third column is the most expensive one in the market.  Although not as rich as
the SELECT or the cost plans, it has a more comprehensive drug benefit than similar plans
serving Minneapolis.  It costs about the same as basic Medigap, and offers additional benefits,
including routine physical exams, preventive screening, a limited dental benefit, some discounts
on hearing aids and glasses, and a rider covering the hospital deductible. 
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Table 5.   Three options for supplementing Medicare in Minneapolis/St. Paul, 2003

 

Cost
sharing

Rx
benefit

Network

Monthly
premium

Medigap Select

100% coverage for
Medicare services

50% coverage of
outpatient drugs
(no cap)

Statewide network:
170 hospitals; 11,450
physicians

$229 - nonsmoker
(health screening after
open enrollment 
period)

Medicare Cost Plan

100% coverage for
Medicare services

$500 limit on brand;
unlimited generics with
$11 copay

Most of MN: 7,500
physicians, 120
hospitals (no referrals
needed for network
providers)

$202
(no health screening)

Medicare Advantage

Beneficiary pays $50 per
hospital admission; $10
for physicians, 
$15 for specialist visits

Maximum benefit of $100
per quarter; 
$10 copay for generics,
$30 brand; 
covers 80% of insulin

MSA area: 27 hospitals,
126 primary care clinics,
3,400 physicians

$103
(no health screening)

Note:  MSA (metropolitan statistical area).

Market dynamics across the five sites

Medigap markets vary significantly across the sites, but most Medigap insurers, brokers,
beneficiary advocates, and state regulators we spoke with believe that standardization of
Medigap benefits has stabilized the market and protected beneficiaries. 

Beneficiary advocates strongly supported standardizing supplemental insurance products to help
beneficiaries make informed choices among insurance options.  New options make consumer
education more difficult.  In San Diego, for example, we found that the local Medicare health
insurance counseling program could not inform beneficiaries about Medigap premiums.  Staff at
the local agency told us they were not able to track policy options open to beneficiaries, and
information from the state’s insurance commissioner’s office was incomplete or outdated. 
Because the state's Department of Managed Health Care regulates several major Medigap carriers,
putting together reliable and consistent information across all plan offerings is difficult.  To
obtain accurate and complete information, beneficiaries must contact individual carriers.  

State Medigap regulation has increased access for disabled beneficiaries (under age 65) in New
York and Minnesota, and community rating and open enrollment rules make plans available to
seniors switching among Medigap options.  Community rating may affect market dynamics, such
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as the number of plans offered. But where regulation was seen as heavy (New York) or firm
(Minnesota), carriers reported adapting to a stable environment.

New York has fewer insurers offering Medigap products (nine on Long Island, and no individual
Medigap plan offering a policy J drug benefit plan), but no one complained about a lack of
options on Long Island.  In other sites, respondents did not characterize the state regulatory
environment as harmful to the marketplace.

Medigap markets generally are large, often covering either the entire metropolitan statistical
areas (MSA) or the non-MSA areas of states.  Across the sites, however, insurers reported that
establishing networks for Medicare SELECT plans (generally involving discounts for care
provided in participating hospitals) can be difficult, even in areas (like Atlanta or Nebraska)
where commercial networks are in place.  Hospital occupancy rates or Medicare payment rates
for M+C plans may dissuade hospitals or physicians from participating.  Some large insurers
believe they could put together statewide or regional provider networks (as in Minneapolis). 
Crossing state borders, however, presents a variety of regulatory issues (including prohibitions
on insurers engaging in out-of-state business, as in New York) as well as challenges of
establishing relationships with local provider organizations. Insurers in all the sites generally
believe that they need to be able to vary prices within the state to adjust for differences in costs
and the supply of providers.

Insurers have mixed views about the demand for lower-cost, high-deductible Medigap products
and attractiveness of greater flexibility in the design of Medigap products.  The presence or
absence of rules regarding community rating and guaranteed issue underlie insurers’ views. 
Plans that have traditionally offered community-rated policies are concerned about the potential
for risk selection to affect premiums for new PFFS and high-deductible products.  Insurers and
regulators told us that low premiums could be attractive to low-cost beneficiaries, while sicker
beneficiaries would remain in the more comprehensive traditional plans.  Premiums might spiral
in the traditional plans as a growing concentration of sicker enrollees forced insurers to raise
premiums, in turn driving out the remaining policyholders who do not expect to need more
comprehensive benefits. 

Because states do not have clear authority to regulate Medicare PFFS premiums, some Medigap
insurers and beneficiary advocates were concerned about these plans’ ability to market
inexpensive products, then quickly increase premiums (or leave the market). Regulators noted
that although federal provisions governing PFFS plans require CMS to review and approve plan
contracts, they specifically exempt PFFS plans from CMS’s approval of premium rates.  The
review of other M+C plans includes whether premiums and supplemental benefits meet federal
requirements, but PFFS plans can design benefits with high premiums, as long as the total value
of the benefits is deemed reasonable by the Medicare program.  Some state regulators believe
that this less structured oversight could leave beneficiaries vulnerable to large annual rate
increases. Under the provisions for M+C plans, PFFS plan enrollees may seek new supplemental
coverage within a special open enrollment period, if the plan withdraws from their service area.
However, beneficiaries who drop coverage because it has become too expensive do not have this
protection.  
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Employers we interviewed indicated that cutbacks in retiree health benefits (for Medicare
eligibles) are likely to occur sooner than widely anticipated.  Public sector employees generally
have more comprehensive retiree benefits than private-sector employees.  In New York, the
benefits offered by some large private employers are also quite comprehensive, possibly
reflecting both union presence and public sector competition for private employees.  By
contrast, Nebraska and Minnesota state employees eligible for Medicare receive no subsidies
toward the purchase of supplemental benefits.

The employers we spoke with were interested in the Medicare reforms that Congress was
considering.  Those employers who wanted to keep retiree health benefits were actively trying to
structure their benefits design to hold down costs and allow retirees to keep benefits.  In some
industries, employers view retiree benefits as a basic part of the compensation package they offer
to recruit and retain employees.  One effective means of limiting liability for retiree costs is to
shift retirees (in particular over-64 retirees) into a separate risk pool.  The resulting premiums
can lead retirees to drop coverage, but these employers see few, if any, viable alternatives for
controlling employer costs.  But even when employers entirely end their subsidies for retirees’
coverage, group coverage is still attractive to employers and employees if it provides
comprehensive drug coverage not widely available elsewhere.  This is because Medigap drug
coverage is limited, the individual market has offered few comprehensive options, and most
retirees do not qualify for low-income drug benefits in states where such programs exist.  

Most organizations offering retiree health benefits are large, often regional or national firms, and
benefits decisions are shaped by industry-wide competition more than local market factors.  But
the influence of employers on the local health plans and insurance markets can be significant.  In
markets like San Diego, where managed care predominates, it is not surprising to find that
employer group plans represent a significant share of M+C plan enrollment (over one-third of
one HMO’s enrollees are in employer contract arrangements).  But even in other markets
(Minneapolis and Nebraska), where the M+C market is more unstable, employers have
continued to offer coverage through M+C plans.

The comprehensive supplemental benefits available to military retirees enrolled in Medicare are
a special and interesting case.  The introduction of the new TRICARE for Life program led many
military retirees to drop Medigap or M+C plans.  In San Diego, M+C plans lost about 10,000
members to TRICARE for Life; in Atlanta, a major Medigap carrier lost nearly 10 percent of
policyholders to the program.  Providers in San Diego told us that the change to the relatively
generous, open-ended benefit has increased retirees’ use of Medicare-covered services.  

Medicare Advantage plans operate in local delivery systems.  The payment areas established
for M+C plans—counties—do not necessarily mesh with the payment areas that have evolved in
the private market.  In San Diego, the county and the market happen to coincide, only because
San Diego county is geographically isolated.  In Minneapolis/St. Paul, Medigap insurers rate the
Twin Cities MSA as a distinct market.  In Atlanta, M+C payment rates varied by nearly 20
percent in 2003 by county, but Medigap insurers generally treat the Atlanta MSA as a single
market, with Medigap premiums somewhat higher ($7 to $10 per month) in Atlanta compared
with the rest of the state. 
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In New York, Medigap insurers group Long Island with the New York City boroughs when
setting rates.  Variation in county M+C payment rates, however, has had a significant effect on 
M+C markets. The 2003 M+C payment rates for Nassau and Suffolk counties were much lower
than the rates for the five boroughs of New York City.  There, M+C plans offered relatively
generous prescription drug benefits, with little or no additional premium. The lower capitation
payments to M+C plans in Nassau and Suffolk counties could not support those sorts of benefits. 
M+C plans left the market, enrollment on Long Island declined significantly, and the plans had
problems negotiating with hospitals and other provider groups. 

These payment differences will narrow considerably under the MMA, but differences in payment
to plans in neighboring counties within the same MSA will continue.  Payments to the new
regional plans could also differ from those to local plans.  The regional plans’ premiums will
reflect areawide costs—areas may be states, or multi-state areas—and thus will be lower than
those for some counties and higher than for others.

In all the markets (with the exception of San Diego), health plan representatives described
difficulty in sustaining provider networks as a major contributor to M+C plans’ strategic
retrenchment.  In the three markets most affected by M+C plan withdrawals (Atlanta, Long
Island, and Nebraska), plans reported difficulty establishing arrangements in which providers
take risks for either their own or other health care services.  In these markets, consumer
acceptance of HMO products was low from the start.  Conversely, in San Diego, provider
integration and financial arrangements with physicians and groups have contributed to a high rate
of M+C participation.  However, across all the sites, insurers agreed that the PPO arrangements,
while more attractive to consumers, do not manage health care as effectively as more integrated
models like staff-model or group-model HMOs.  

The Minneapolis/St. Paul area has well-established provider networks, but the structure of
Medicare managed care is unique in that the capitated M+C plans operate alongside cost plans. 
Cost plans account for almost half of beneficiary managed care enrollment and are seen as
having an unfair advantage because they are paid for the full cost of the services they provide. 
These plans, however, also provide an example of how different models of care management and
reimbursement can compete.  The one insurer that operates a Medicare cost plan and a Medicare
SELECT plan, using the same network of providers, reported that the cost per enrollee (risk
adjusted) is significantly lower in the cost plan than in the SELECT PPO; their cost plan, as an
HMO, is better able to manage patient care than their PPO. 

Several MA plans we interviewed are planning to offer a wider array of products to seniors.  These
include PPO options (a non-demonstration plan in Nebraska) and PFFS options in Nebraska and
Minnesota.  Several plans have launched Medigap products; others have products on the drawing
board.  Insurers in several sites told us that existing contract relationships in the commercial
market can delay the development of new Medicare plans, as they work through the required
contracting requirements for Medicare plan participation and revise prior commercial contract
agreements.  For example, some insurers’ contracts with provider groups included payment rates
that differ from Medicare rates, entailing new contracting for ongoing arrangements before
developing new Medicare products.  Consequently, several told us that they had been unable to
work out all the details in time to submit proposals for Medicare PPO contracts.



                                                                    Market Variations and Medicare Supplementation: Looking Ahead   *   April 2004       19    

Medicaid eligibility and other low-income programs varies across the sites.  The monthly
maximum income levels to qualify for full Medicaid benefits range from $317 in Georgia to $748
in Minnesota; allowable total asset levels are typically between $2,000 and $4,000 (except in
Minnesota where they are up to $10,000).  Though income tests for Medicare Savings Programs
options are set nationally, assets tests vary by state (see appendix).  

The prescription drug programs for low-income beneficiaries are even more variable, including the
scope of benefits, eligibility rules, the amount of the subsidy, and, thus, the value to beneficiaries. 
New York’s EPIC program is well supported financially and politically.  It is considered  highly
effective in filling the drug gap for elderly beneficiaries in the Medicare program.  (It does not,
however, cover the under-65 disabled.)  In fact, some are concerned that Medicare reforms could
undermine this very popular program. Minnesota’s drug program for the elderly wraps around
Medicare Savings Programs' benefits. Georgia’s program is a public-private partnership that helps
beneficiaries navigate private sector discount or charity programs. California regulates the price of
prescription drugs sold to all Medicare beneficiaries.  Nebraska had no state program to subsidize
drug costs for low-income seniors in 2003. 

The design of low-income drug plans can affect how M+C plans design their products.  M+C plans
that offer a drug benefit (as in San Diego) have found that coordinating drug and other benefits
with state Medicaid benefits for dual eligibles can be complicated.  Some plans have seamless
systems for coordinating with Medicaid: In Minnesota, for example, M+C plans offer a range of
programs designed specifically to attract dual eligibles.  However, in other sites, M+C plans do not
market to dual eligibles and enroll very few.

Looking ahead: competition, access and consumer protection

As long as gaps in the basic Medicare benefit package drive beneficiaries to seek supplemental
coverage, policymakers will want to promote competition in supplemental markets that is fair and
meets beneficiaries’ needs.  Five priority areas for future evaluations of supplemental coverage in
a changing Medicare environment are drawn from our work.  

• Monitoring how employers react to the MMA: The decline in employer-sponsored coverage
was of concern in every market we visited. 

Most small- and mid-sized and many large employers do not offer coverage, and some large
employers that still offer plans require retirees to pay the full premium (i.e., employers arrange
group coverage, but do not contribute to the premium). However, a few significant exceptions
remain in some sectors of private industry (such as telecommunications, financial services, and
some large manufacturing industries), and in the public sector in some states (notably New York
and California). The employers we interviewed were not yet able to predict how a new Medicare
drug benefit would affect their retiree benefits, but some expressed a clear preference for retaining
benefits if they can afford to do so. 

• Identifying local barriers to accessing affordable Medicare private plan and supplemental
coverage: Local demographic and economic factors, the organization of providers and
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health care delivery systems, and state regulatory environments all affect how markets
deliver supplemental coverage; local markets will react differently as the the MMA is
implemented.  Lower-income beneficiaries who do not qualify for state Medicaid benefits
could be at particular risk.

In some markets (including San Diego and Minneapolis), lower-income Medicare enrollees have
access to affordable supplemental options, either through M+C plans that offer supplemental
benefits, or (in California) high-deductible policies (although the value of newer Medigap options 
to low-income beneficiaries is not yet known).  In other sites, low-income beneficiaries did not
have access to affordable supplemental coverage.  Public programs that supplement Medicare
vary, with some localities having devoted additional state or local resources to supplementing
Medicare beyond the basic federal programs (including Medicaid).  New York and Minnesota
respondents had special concerns about the potential effect of a Medicare pharmacy benefit on
state pharmacy programs and state programs serving beneficiaries dually eligible for Medicaid and
Medicare. 

In areas with generous employee benefits, employer-sponsored retiree coverage may remain an
important source of supplemental benefits, despite the downward trends in other areas of the
country.  Some Medicare enrollees—such as retirees from highly unionized industries,
government, and the military—will continue to have good benefits.  However, beneficiaries who
lose retiree benefits will have to sort through a growing number of nonstandard options with
differences in exposure to health care costs.

Supplemental markets reflect differences in the organization and history of the health delivery
systems, which also will affect their development over time. Although some respondents told us
that establishing networks is more difficult in rural areas, local circumstances can contradict
general assumptions about Medicare insurance products. In areas with mature managed care
markets or well-integrated health care systems (such as Minneapolis and San Diego), providers
and beneficiaries alike had generally positive views of Medicare managed care and may be more
likely to participate in non-traditional Medicare options. These views do not prevail in markets
where the delivery system is more fragmented (including some urban areas with large numbers of
providers, such as Atlanta).

Some large insurers in Minneapolis told us that they believe they could put together statewide or
regional provider networks.  Crossing state borders raises important regulatory issues (including
New York’s prohibitions on insurers engaging in out-of-state business, or Minnesota’s
prohibitions of for-profit health plans).

• Educating and protecting consumers: Beneficiaries will need help navigating the
expanding array of supplemental product options, otherwise consumer backlash could
undermine market competition. 

  
Even before the passage of the MMA, we found that competition among alternatives for
supplementing Medicare was changing, and in some sites, changing rapidly.  In most markets,
comprehensive M+C benefit packages with zero or minimal premiums were no longer available. 
Some M+C plans had developed benefit designs including high deductibles for some services,
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similar to high-deductible Medigap options.  Medigap insurers provided some level of prescription
drug coverage, mimicking available M+C plan benefits.  New insurance products could undermine
Medigap standardization set out in federal and state law, which still appeared to have broad
support among the beneficiaries, insurers, and regulators we interviewed.  For beneficiaries,
sorting though complicated plan offerings can be very difficult, and frustration and lack of
information can discourage good choices. 

• Reducing barriers to effective competition among health plans: Medicare policy needs to
address how the existing structure of insurance markets will factor into the process for
establishing payment areas for Medicare Advantage plans.  Medicare payment areas and
the market areas that have evolved for private supplemental products do not generally
coincide; disparities in payments within and across market areas can create obstacles to
effective competition among health plans. 

Insurers in all the sites generally believe that to set prices, they need to adjust for local differences
in the cost and supply of providers.  Medigap markets are generally large (often MSA and non-
MSA areas of states).  The county-based payment areas for local M+C plans drive significant
payment differences within a commercial market area.  Some of these payment differences will
narrow under the MMA, but some differences may continue. Payments for the new regional plans
established under the MMA could also differ from payments to local plans.

• Monitoring access to supplemental coverage among disabled beneficiaries, and identifying
possible effects of Medigap underwriting on risk selection in Medicare Advantage plans:
This will be important, particularly in states that conform to the basic Medigap model
regulations.

State regulation affects Medigap competition. Community rating spreads the costs across
populations, which can raise premiums for younger or healthier beneficiaries over those for other
products, such as PFFS plans.  The state’s role in providing access to Medigap for disabled
beneficiaries is particularly important.  In the states we visited without laws to expand access to
disabled beneficiaries, few, if any affordable Medigap options exist.  Provisions that subsidize the
costs of the new drug benefit (premiums and cost sharing) for low-income beneficiaries will be of
great value to some disabled beneficiaries who are now unable to purchase Medigap.  But those
who are not eligible for Medicaid will continue to face problems of access to supplemental
coverage.  Lack of access to Medigap may create greater demand for private plan products among
the disabled population.  Even if the risk adjustment system used to pay the MA plans beginning in
2006 results in adequate payment for covered services for disabled beneficiaries, unmeasured costs
might remain, such as the costs associated with the treatment of chronic mental illness that are
largely uncovered by Medicare.
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1. The Congressional Budget Office (CBO) has estimated that the cost of the new Medicare
drug benefit enacted in the MMA would total about $1.6 trillion from 2004 to 2013 (CBO
2003); federal spending for the drug benefit would account for about $400 billion or a
quarter of that cost; beneficiaries or private payers would pay for the rest through premiums
and coinsurance. 

2. A 2003 survey of private sector firms with 1,000 or more employees that offer retiree health
benefits found that 45 percent offered only one plan, 23 percent offered two plans, and 32
percent offered three or more plans (McArdle et al. 2004). 

3. Our analysis of NAIC data suggests the number of Medigap policies decreased from 2000 to
2002.  The number of policyholders counted in NAIC data declined, and the number of
beneficiaries has increased, so the percentage of beneficiaries with Medigap appears to have
declined even more in real terms.   

4. Cost HMOs have been authorized to participate in the Medicare program since 1972.  They
were designed to allow Medicare beneficiaries who had been in HMOs before they became
eligible for Medicare to stay in those HMOs.  Medicare pays the HMOs their cost, as
determined by a cost report, for providing Medicare benefits for their members, less the
actuarial value of traditional Medicare cost sharing.  The beneficiaries in cost HMOs
generally cover this cost sharing through monthly premiums rather than payments as services
are delivered (“prepaid healthcare”).  In addition, members are free to seek Medicare-
covered services outside the HMO's network.  If a beneficiary goes to a non-network
provider, Medicare pays the provider the same as if the beneficiary were in the traditional
FFS program, and the beneficiary is responsible for the usual Medicare FFS cost sharing.  To
the beneficiary, this structure is similar to being in a point-of-service HMO (MedPAC 2003).

5. Neither the CMS Medicare website nor the states' department of insurance websites show that
policies are actually being marketed by a particular insurer, or what the premiums might be
under a range of special circumstances that could apply.  For example, some policies are
“closed” to new sales, and some insurers offer discounts under special circumstances.

Endnotes



                                                                    Market Variations and Medicare Supplementation: Looking Ahead   *   April 2004       23    

References

Congressional Budget Office, 2003.  Estimate of the Effect on Federal Direct Spending and the
Revenues of Title I of the Conference Agreement for H.R. 1.  CBO staff memo, November 20. 

Foote, S.M. and C. Hogan. 2001. Disability profile and health care costs of Medicare
beneficiaries under age sixty-five.  Health Affairs 20, no. 6 (November–December): 243–253.

McArdle, F., K. Kirkland, D. Yamamoto, et al. 2004.  Retiree health benefits now and in the
future: Findings from the Kaiser/Hewitt 2003 survey on retiree health benefits.  Menlo Park, CA,
and Lincolnshire, IL: Kaiser Family Foundation and Hewitt Associates. 

Medicare Payment Advisory Commission. 2004. Report to the Congress: Medicare payment
policy. Washington, DC: MedPAC.

Medicare Payment Advisory Commission. 2003a. Report to the Congress: Medicare payment
policy. Washington, DC: MedPAC.

Medicare Payment Advisory Commission. 2003b. Report to the Congress: Variations and
innovation. Washington, DC: MedPAC.

Medicare Payment Advisory Commission. 2002. Report to the Congress: Assessing Medicare
benefits. Washington, DC: MedPAC.



More about MedPAC
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

white report 6/2002  5/30/02  12:32 PM  Page 31



                                                                    Market Variations and Medicare Supplementation: Looking Ahead   *   April 2004       27    

Commission members

Glenn M. Hackbarth, J.D., chairman
Independent consultant
Bend, OR

Robert D. Reischauer, Ph.D., vice chairman
The Urban Institute
Washington, DC

Term expires April 2004 Term expires April 2005 Term expires April 2006

Shelia P. Burke, M.P.A., Nancy-Ann DeParle, J.D. Autry O.V. “Pete” DeBusk
R.N., F.A.A.N. JPMorgan Partners DeRoyal
Smithsonian Institution Washington, DC Powell, TN
Washington, DC

David F. Durenberger, J.D. Glenn M. Hackbarth, J.D.
Allen D. Feezor National Institute of Health Policy
University Health Systems University of St. Thomas Alan R. Nelson, M.D.
of Eastern Carolina Minneapolis, MN American College of Physicians
Greenville, NC Washington, DC

Carol Raphael
Ralph W. Muller Visiting Nurse Service of New York Robert D. Reischauer, Ph.D.
University of Pennsylvania New York, NY
Health System David A. Smith
Philadelphia, PA Mary K. Wakefield, Ph.D. Demos

R.N., F.A.A.N. New York, NY
Joseph P. Newhouse, Ph.D. Center for Rural Health
Harvard University University of North Dakota Ray E. Stowers, D.O.
Boston, MA Grand Forks, ND Oklahoma State University

College of Osteopathic Medicine
Alice Rosenblatt, F.S.A., Nicholas J. Wolter, M.D. Tulsa, OK
M.A.A.A. Deaconess Billings Clinic
WellPoint Health Networks Billings, MT
Thousand Oaks, CA

John W. Rowe, M.D.
Aetna Inc.
Hartford, CT



                                                                    Market Variations and Medicare Supplementation: Looking Ahead   *   April 2004       28    

Commission staff

Mark E. Miller, Ph.D. Research directors Special assistant to the 
Executive director Jack Ashby, M.H.A. executive director 

Jill Bernstein, Ph.D. Marian Lowe
Sarah Thomas, M.S. Scott Harrison, Ph.D.
Deputy director Kevin J. Hayes, Ph.D. Administrative staff 

Sally Kaplan, Ph.D. Reda H. Broadnax, B.S.,
Karen Milgate, M.P.P.   Executive officer
Nancy Ray, M.S. Wylene Carlyle

Diane E. Ellison
Analysts Plinie (Ann) Johnson
Cristina Boccuti, M.P.P. Rachel Vallieres, B.A.
Sharon Bee Cheng, M.S. Cynthia Wilson
David V. Glass, M.S.
Timothy F. Greene, M.B.A.
Craig K. Lisk, M.S.
Anne Mutti, M.P.A.
Rachel Schmidt, Ph.D.
Susanne Seagrave, Ph.D.
Joan Sokolovsky, Ph.D.
Jeffrey Stensland, Ph.D.
Ariel Winter, M.P.P.
Chantal Worzala, Ph.D.
Daniel Zabinski, Ph.D.

Research assistants
Vivek Garg, B.S.
Sarah Lowery, B.A.



Variation in Medicare supplemental
   markets: Views from the field

.                           . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

.                           . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

                       A P P E N D I X

white report 6/2002  5/30/02  12:32 PM  Page 27



��� ��������� 	
�� 
��������
�

�
�
�
�

�
�

�������������	
�����
�

����
�
�����	���
�����
��
����������
���
���

�
��������	
���

�


����������������

�

�
��������������������

��������
� ��!"�����
#�������$��"%����&��

'
���&"�������������
�

#������		
����� ��"�����	����"�	���
��
(��� �&)�!��((��
	����"������*�

�
!"
���������
���������

+����$����������������
!�����'
,�����$�&��

�
�
��������	��
��
�

��	�
�������������	���
����
������
��
�����������������������������
��� ��!�
���"��#���$�

�
�
��
%�
��&''�
����

�

���(�����
��
�

��������	�����
�

��� �����
���
)�
��*�����
 ��+�
,�
$�������)��	�������������������--��
��� ��!�
���"��#��#./#-�#�
0�)�1 
���� 2#�#3�.�./4##��
5�
����)��� 2#�#3��$�/��$��

�
��
%�
��"���
�
���

���� ��6
)	�
���	�
�)��
))�!��
'�7��!����87��!������
��
�9��)� �:���������



 

�

�

� � � � � � � 
 �

�

�����
�� ���
�

� *;�&*0�&7;*7+;� ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, �<�

+,� �*&=;�0�&>=;�0+7;����"��0:"?�";�+6� ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, ��

A. PROJECT OBJECTIVES............................................................................ 1 

B. STUDY DESIGN ........................................................................................ 2 

++,� �*&��/�:00+�6�5+�"+�6�,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, -�

�,� �0*:�0:*;�&5��:��@;�;�0�@��:>��*�;0�,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, -�

�,� ��	�!�1,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, -�
#,� ��	�
���A� 
�
��2�A�3 ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, ���
�,� ;�1)
���/�1
��
��	�*�������(��)� �>���'��� ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, �.�
.,� ��	�
��	8��	�
���������!����
!���� ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, �$�

>,� +�0;*�@�?���&�6��:��@;�;�0� ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, ���

�,� +����1)��� ��
�!� +�	���	��)� �
����!�� &1��
��� 2��	�!�1� ��	�
�A�3 ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, #��

#,� �����	�B�	��
����!��&1��
��,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, ##�
�,� &� ����
��
���
'��
����!� ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, #��

�,� +�5@:;��;�&5��&@+�?����*�;0����"�&0(;*�5&*�;��&��
�7�+@�>+@+0?�&5��:��@;�;�0�,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, #-�

�,� �������
)�
���
���<� ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, #$�
#,� ��
��	������C�� ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, #��
�,� +������
�����C�� ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, ���
.,� "�
���
����11
��������� ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, ���
-,� 6�
!��1 �
���

�
�

�
��
����	���)����)�+�')���
�� ,,,,,,,,,,,,,,,,,,,,,,,,,,,,, �#�

",� �*+��+��@��&��@:�+&�� ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, ���

� *;5;*;��;�,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, ���

� ���;�"+D����:���*+;��&5�0(;�5+7;��+0;��7+�+0;"�



 

�

�

�  ! " � 
 �

�

��#�
� ���
�

�� ��	���������7��������>���
���������
��'
�����C�������	��	 ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, ��



 

�

�

� $ % & ' � 
 �

�

�����
� ���
�

�� >���'�����
����	��������	��	���	�!�1��)���&1��
��,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, $�

�

 

�

�

�

�



 

�

�

�

�

' � � � ' � � � � � ' � $ � ( �

�

�

�

 ��� 1�
%�
�� 9��� 

������
��	� ��� � ����	�
���� �������� �	���
��� �
������
�� �
�
1�
��	��'��� �����	������	��!�
'�� ����	�
������11)������)����C�����	�� ������
���
9 ��

����!����������
�
������C���,�0 ��1�
%�
�����
)�������)�����
'�'��	��!���
�
���


�������	����	���)
1�	����=�)����	���!����#����
'�'����	����������C���,�

� 0 ��'�������C����������)������@
�!�+�)��	�2�?3��������1
)��8��,����)��������C��2�������
�����3����	�����"��!
,�6������<�����!���'
�����
��
�����C�������)������11������
� ����
���

'� � �� )
9���� ������ 
'� ��11)��������
�� ��� � �� ����
��� 9 ������ ����"��!
�  ��� ��
�!� � ��
 �! �������
)�	��!�������� �! ������
'�1��������
��
'���	�
���A� 
�
��2�A�3�1)������	����
�<����������)������1�����
��� ����''�
�����11)������)�
 
�
��,�@
�!�+�)��	� ����� �! �)���)�
'�
��1)
���/�1
��
��	� !�
�1� �������� ��11)������� ��	� ��� �A��  ���
��� 
'� 9�� 	��9�)�� � ���


�������� 	������
�))��9�� � ���! �
���!���9�?
�C�����,�������C��  ��� ��
�!� � ��  �! ����
������
'���	�!�1�

����!������ ������
����	���
)�	����<������������)������,��������1
)��8��,�
���)� ����������������!�	�
�������C���
 ���
����B�	���� �! )������!����	�	�)�������������,��
0 ������������9 �
 �� �������C��������)

���	��)�
� �������E���'����������������
������
���
'�
� ���� �������9�� � ��9������ '�
�� � ��&>*�/4����	�!�1� ����	��	�B���
�� ��E����������� ��	�
��9�?
�C� ����� ����)����!�)���	���	�!�1����C��,��

� +�� ��
 � ���C���� 9�� '

���	� 
�� � �� ����
����� 
'� ����)��)�� ��	�
���� ��11)������)�

1��
���� ��
)�	��!� � ����  ���
��� ��	� ���� ���E��� '�
�
��� � ��� 

��������	� �
����C��� 	���!�,��
0 �� ��%
�� '

��� 
'� � �� ���	�� 9��� 
�� ��	�!�1�� ��	�
���A� 
�
��� ��1)
���� !�
�1�� ��	�
��	�
��	���11)������F� 
9������9���)�
��<�����	������/�����	�B�	�	��!�

����!����	�����
�
)��1)���	����
� ���1��
 ���������
 ����� ����)������
��� ��7���������	����������
������� ��
���C��,����

�	�
��	����)������#���������9��9�� �	����������1
�	����������
 ����C����9�� �
� �� ��������9�� ��
)�	��!� ��
��	� �--� 1�
1)�� ��� �
��)� 2�
��� ��������9�� ��
)�	�	� ��)��1)��
1����
�1����3,� ���''� '�
�� � ����	�
���� ���������	���
��� �
������
�� 

))��
����	� ��� � ��
���	�����	�� ��� �	��<
)���������1
�����)����'
��� ��������
�����	�����"��!
�
�������	���,�

� 0 ��� ��1
��� �������B��� 9 ��� 9�� )�����	� �
�
��� �))� '���� ������ ��
��� ��
 � 
'� � ��
��11)������)�
1��
������
���� �������1)�����
�!�� ������	���
���� ��'�
�
���� ���

���������
�
� ���C��� �������
�,� 2>���'� ���������� 
'� ��
 � ���C��� ���� ��� � �� �11��	�<,3��

0�



 

�

�

�

�

� )  � � � ' � $ �

� ' � * � � � � � ! * � � � $ � � 
 �  � + � 
 � & + , � + � 
 $ % � �

�

�

�

 -� �'�*�����!*���$��
�

 ��� 1�
%�
�� 9��� ��������	� �
� 1�
��	�� '��� ��� ��	������	��!� 
'� � �� ��	�
����
��11)������)����C��G��	�����
����	��
�)������
�����
���9 ����11)������)�

����!��
1�������� ����� �
�
��� ���C���,� 0 �� ��	�
���� �������� �	���
��� �
������
���

2��	���3�

������
��	�� �����	���
�

�1)����������
�!
��!�9
�C�
����)���	��
1�
�,���

��	���G�� =���� #��#� ������� ��� ��	
����� �	� ������
	
� ���
����� ��	��
���  �! )�! ��	� � ��
�����1)��� ���9���� ��	�
���� ����'���� ��	� ��11)������)� 

����!�,� &���� 4�� 1��
���� 
'�
��	�
���� ����'�
�������  ���� �		���
��)� 

����!�� � �
�! � ��11)������)� '��/'
�/�����
��
����'���� 2��
)�	��!� ��	�
��	3� 
�� ����!����	� 
1��
��� ��	��� � �� ��	�
���A� 
�
�� 1�
!����
2��	���� #��#3,� � (
9������ ��11)������)� 

����!�� ��� 
''���	� �
� ����'�
������� � �
�! � ��
	������� ���� 
'� 1�
	�
��� � ��� ���� 	�''�������))�� ����)��)�� �
� ����'�
������� ����	� 
�� � ����
!�
!��1 �
� )

���
��� ��1)
������ ���
���� ��

���� ��	�
� ��� 
 ���
�������
�� � ���	���������
�)�!���)���� '
�� �����	�B�	� �������� !�
�1� 
�� 1��)�
� 

����!�� ��� 9�))� ��� 
�� � �� ����)���)���� 
'�
��	�!�1���	���	�
���A� 
�
���)����������,��

+�� �������
 � #���� ��1
��� �
��
�!��������	����1�������	� �		���
��)� ���)����� 
�� � ��
����
����� 
'� � �� ��	�
���� ��11)������ ���C���� ��
)�	��!� � �� ���C��� '
�� ����
��� ��1��� 
'�
��11)��������
�,� 0 �� ���)����� �����)�	� � ��� � �� �
��
��� 
'� 

����!�� 	�''��� ����������))��
�
�
��� � �� 

�����,� 0 ��� ���	�� ����)��� 	���
�)�� '�
�� � ��� ���)������ �����!� �
� 1�
��	���
���
	����)� 
�� 1����
�)������C���� � ��� �11���� �
� 	�''���9�	�)�� ��� � ���� 

����!�� 1�������� ��	� �
�
)����� �
��� ��
���  
9� ��11)������)� 

����!�� 1�������� 9
�C� ��	� 9 �� � ��� 	�''��� '�
��
���C����
����C��,��

�'��������')�������9��!�� �����	��	���!���� �����1
����������B���C���'��	��!���
�
���� ��
'����������
��� ���������
'�� �����C���'
������
�����11)������)�1�
	�
����������
��
�����
�!�
1�
	�
�� ��1���� ��	� � �� '�
�
��� � ��� ��')���
�� � �� 1�������� 
'� ��11)��������
�,� 0 �� ��1
���


�
)�	���9�� �����������
'�C���'��	��!�,�

0�



#�  

��������������������������
�����	�����������

	�

!-� 
�&+,�+�
$%��

0 ���1�
%�
�����
)������
�
��/
�����!����)�����
'�
�������	����'�
��'����	����������C����
��	����C��� ��� =�)�� ��	� ��!���� #����� ��)������ @
�!� +�)��	� 2� ��� ���� ������� ��	� ��''
)C�


���������?3��������1
)��8��,����)��������C��2������������3����	�����"��!
�2����0��)���3,�

0 �� '���� ���C���� 9���� 
 
���� �
� 1�
��	�� ����! �� ���
� ���C���� 9�� � 	�������


�'�!�����
��� 
'� ��	�
���� ��11)��������
�,� � ��)�����  ��� 
��� 
'� � �� )
9���� ������ 
'�
��11)��������
�� '
��	� ��� � �� 

�����,� � +�� 

�������� ���� "��!
�  ��� ��
�!� � ��  �! �����
��
)�	��!� ��  �! � ����� 
'��A�� 1)���� ��	� ��� �<����������)������ 1�����
�� � ��� �		�� '��� ���
��	�
������11)������� ���� �����C��,� �@
�!�+�)��	� ����� �! � )���)�
'���1)
���/�1
��
��	�
!�
�1�����������11)���������	�����A�� ���
���
'�9�� 	��9�)��� ������
�!)��

��������9�� �
� �� ���! �
���!� ��9� ?
�C� ����� �
�
�! �,� � ������C��  ��� ��
�!� � ��  �! ���� ������ 
'�
��	���	��)���	�!�1�1
)�
� 
)	���� ��� � ������
����	��<�������� ����)� �����,� �������1
)��8��,�
���)�  ��� �� ����!�	� 
���� ���C��� 
 ���
����B�	� ���  �! )�� ����!����	� 	�)������ �������,� � +��
�		���
��� ������
���� 9 �
 � ��� 
��� 
'� � ���� ������� 9�� � �� 9������ '�
�� � �� &>*�/4��
����	��	�B���
�� ��E���������� '
�� ��	�!�1��  ��� ���E��� ��	�!�1� �������
�� 1�
	�
��� � ���
�


����'
����)��!��1�
1
���
��
'���11)��������
������ �������,����9�?
�C� ����)����!�)�����
��	�!�1�

����!�����9�))����
� �����1�
���
'�� �� ��)� �
����������,���

+�� ��
 � ���C���� 9�� �
�! �� �
� )����� ��
��� � �� ����
����� 
'� ����)��)�� ��	�
����
��11)������)� 
1��
���� ��
)�	��!� � ����  ���
��� ��	� ���� ���E��� '�
�
��� � ��� 

��������	� �
�
���C��� 	���!�,� � ��� ��
)�	�	� ��	�!�1�� ��	�
���A� 
�
��� ��1)
���� !�
�1� 1)����� ��	�
��	�
��	���
�!�� ��'
�����%
����11)�������9��

���	���	,� �� �)���))�����1������� �����
 �
���C���� � �� ��<� 
'� ��11)������� ��)������ �
� 
��� ��
� ��� 	�''���� ����������))�,� � ��� �)�
�
�	����'��	�����)��)�������/�����	�B�	�	��!�

����!����	������
)��1)���	����
� �����������1)����

�� ��)� ���������2�,!,����)������
��7���������	����������
�3����� �����C��,�������C�	���
���
� �� �
)�� 1)���	� ��� ������ ��!�)���
��� 1�
��	��� ��'������
������ 1
1�)���
�� ��	� )��
�� ���C���

 ���
�������
��� 	�
���
�� ��11
��� ��������� ��	� 
� ��� '�
�
��� � ��� 

�)	� ��� ��)������ �
� � ��
���C��,� �����)�
���C�	���
��� 
9���11)������)� 

����!��1���������''�
��	��

���� �
�
����
��	� ��
��� ���� ���E��� 
 ���
�������
�� 
'� � �� ���C��� ��	� 9 �� ��� � ���  �	� 1����
�)���
��1)�
���
���'
����	�
���,��

��� 

�	�
��	� ��� )����� �#� ��������9�� ��� ��
 ����C��� 9�� � �� 	��������� 
'� ���C� 
)	���,��
&��� ���!����� 9 �
 � 9���� �11)��	� 9�� � �
��� ')�<���)���� �
�
��� ���C���� �
� 	��)� 9�� � � ����
	����������9�����

• 
���
� �����.� 
�/�����
��,� � +�������9� � �� �������
�� 

������
���G�� ���''�
1���
�� 9 
� ��!�)����� � �� ��	�!�1� ���C��� ��� 9�))� ��� � �� ��	�
��	� ���''�
C�
9)�	!���)�� 
'� 	��)/�)�!��)�� 

����!�� 
1��
��� ��	� ���� 1 ����
�� ��������
��
1�
!��������� �������,�

• 	
�����
0�����
� �������,� � +�������9� � �� 1���
�� ���1
����)�� '
�� ��	�
����
1�
	�
�������1��
�'
���1)����1������C���2	�1��	��!�
��1����)��
�3,��



� � ��

� � ��������������������������
�����	�����������

	�

Table 1.  MedPAC Site Visits:  Basic Statistics for Markets Studied 
  

Atlanta 
(MSA) 

 

Nassau/ Suffolk 
Counties (MSA) 

 

San Diego 
(MSA) 

Minneapolis/ 
St. Paul 
(MSA)1 

 

Nebraska 
(entire state) 

Total population, 
2000 

4.1 million 2.8 million 2.8 million 2.9 million 1.7 million 

Medicare 
beneficiaries, 
2003 

334,000 439,000 
 

362,000 330,000 264,000 

Percent over 65 with 
incomes < 100% 
FPL, 2000 

9.7% 5.6% 6.6% 5.7% 7.5% 

Percent of population 
covered by collective 
bargaining 
agreements (total), 
2002 

5.5%  
 
 
     

26.7% 
 
 
 

18.4% 
 
 

18.1% 
 
 

11.1% 
 

M+C payment rate, 
2003 (weighted area 
average) 

$605.92 $651.37 $604.13 $564.10 $529.56 

Medicare managed 
care penetration, 
2003 

8.6% 11.7% 40.2% 24.5% 3.6% 

 
SOURCE:  Population data from Bureau of the Census, Medicare data from CMS.  Union penetration data 

from Hirsch, Barry T., and David A. Macpherson, “Union Membership and Coverage Database 
from the Current Population Survey: Note,” Industrial and Labor Relations Review, Vol. 35, No. 2, 
January 2003, pp. 349-354. 

1The Minneapolis/St. Paul MSA contains two counties in Wisconsin that are excluded from the statistics in 
this table. 
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Figure 1:  Benefits Covered in Standard M edigap Plan Options

Benefits A B C D E Fa G H I Ja

Part A coinsurance and lifetime days
Part B coinsurance
Blood (first 3 pints a year)
Part A deductible
Skilled nursing coinsurance
Foreign travel emergency
At-home recovery
Part B excess charges 100% 80% 100% 100%

Part B deductible

Basic drug benefitb $1,250 
limit

$1,250 
limit

$3,000 
limit

Preventive care

b Each plan design requires a separate deductible and 50 percent coinsurance on the drug benefit.

Source:   Adapted from www.cms.hhs.gov/professionals/partners/nmep/pdfs/materials/nonrenewals/05policy.pdf.  Accessed August 5, 
2003.
a May be sold with no deductible or with a high deductible (for Plan F, $1,530 per year).
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Blue Cross and Blue Shield (BC-BS) of Nebraska’s Bank Depositor Program 
�
BC-BS of Nebraska markets both under-65 individual policies and Medigap policies in rural 

areas primarily through its bank depositor program.  The relationship with community-based 
banks started about 40 years ago, and BC-BS now has 16 representatives who write policies for 
individual depositors through banks.  The policies are grouped, but individuals are underwritten 
separately.  BC-BS pays banks a fee to set up kiosks that BC-BS staffs on a regularly scheduled 
basis; 95 percent of the banks in the state participate.  The program is more successful in rural 
communities, where the banks remain the commercial center of the area and continue to 
encourage foot traffic. The program has enabled BC-BS to have much lower marketing costs for 
its individual and Medigap products, which, it reports, enables it to enjoy pricing advantages that 
can be extended to policyholders. 

�

&� ��������������)��
��� ����
9��
����	�1��	�����!�����
���
���

�������
��
'�� ���9
�
�
���))�� ����1�
	�
��,���!�����

��
�)�������������
��������)�
���!�����	�!�1�1
)�
������ ���
���
 ���	�
�����)�!���)������	�	
��
�� �����

�����
���1)
���/�1
��
��	���������

����!��
��
�!�� 
��� 
'� ��� ��	���	��)� ��	��/$-�1
)�
�,� � +������� 
������ � �� 
���
����� C�
9� � �� �!�����
��
������ �����))�� ���
� ���)�����
'��������
�,������
��)������
����	��<1)�����
������
� ���
��))��!� 1
����� '
�� �!����� 9 
� ��
����� 

������
��� ����
����	� ��� ����
��� 9���� �
� ��11
���
� �����''
���,�

;<
�1�����������
����9 �
 � �������
9����������	��	�1)�������	������9�?
�C��9 ����� ��

�)���)��� =� ����)��)�� ��� �� )�����	� !�
�1�
''����!�� ��
 �
���
'� � �� ��� ����	��	�B�	�1)���� ���
����)��)�� ��� ��
 � ������ '�
�� ��� )����� 
��� �������,� (
9������ � �� �
���)� 	���������
�� 
'�
���
))����� ��� �C�9�	� �
9��	� �� ���))� ������� 
'� ����	��	�B�	� 1)��� 
1��
��,� � ;���� �
���
���������9�� �)��!��������� �1�
''�������)�����)��)�����	��������
'�1)���,��5
���<��1)���9��
9�����
)	�� ���� ����9��� )�����	�	����	�'
�� �! /	�	�
���)��1�
	�
�����	�� ���� ��

���
'�
�
��� 1)���� 2�,�,�� � 
��� 9�� � 	��!� 

����!�3� �
�������� �<
��	�	� � �� )�C�)�� 1��
��� �
�
����'�
���������
�����
'��	��������)�
��
����	�
� ���'�
�
��,��0�1�
�))���� ��)��!�������
))�����
�������)���5��9 �
 �
''����1�
��
��
���!��������)��
����))��!,��+�����������
 ������9�?
�C�� ���
 ������
��)��!�
����)��
����))��!�� ����''�
����)��1�
 �����������)������9 �
 ��������)����
��)���
5��<
�1��'
��� ����)��
����))��!�

����!������� ���
���1
1�)���1�
	�
��'
��� ��)��!��
�������,����

� �����
�1���
�����1)���
1��
���(��+����	�=�9�� �	��!�����'������������)
9��������)���))��������
2�<
�1�� '
��������
����9 �
 � ����� ���� 
9��1)���	���!�3,� �"��1���� � ��9�	��1���	� 

�
����
��
��� � �� ���	� '
�� 	��!� 

����!�� ��
�!� ����'�
�������� '�9��� � ��� '���� '����� 
''��� ��
 �

                                                 
� (�����
�� ���
 ��� ���� � �������� ��
��� �� �� �
� ���������� ����������� �
 ���� ��  �! "
�#�



��  

������������������ ����
	
�!
	�
	
��



����!�� ��� ��9� ?
�C�� 6�
�!���� ��	� ������C�,� � +�������� ��1
��� � ��� � �� ��)��� 
'� � ��
1�
��
��
������ ����1�
	�
������)����� ���� ��

���
'�� ��1�
	�
����
�����'�
����������	������
	
� �
�� 
''��� � ��� ��� �)),� � 5
�� �<��1)��� ���
�� �44��� �����)� 
'� &�� ��� 9�� � �-������
1
)�
� 
)	�����
�
���� ��

������� ��� �	��
�
1���(��+����	�=�1
)�
����������������,��0 ����)�C��
���������������	
���C��	��!�
��	�1�
!���������)��)���
�1
)�
� 
)	���,� � 20 ����
��	��
''���
	��

����� 
''� � �� 1��
 ���� 1��
�� 
'� ��)�
��	� 	��!�,3� �������
��G��  �! ��� )���)� 
'� 

����!��
� �
�! ���	�!�1�������

����	�9�� �� ��1����
�)�������
�����
'�� ��1�
	�
�������)��)����	���
� �������G������	��	�B�	�
1��
����9 �
 �9�������1)�
����'
���&>*�/4����	��<��1��	�'�
��
���� ��E���������,� � +�� ������
���� � 
��� 9�� � 	��!� 

����!�� � �
�! � ��	�!�1� 1��
 ���� ���
� �
�! � ��� "#��	���� ���
�� ����$�%�	�� � ��� ���� ��� �''�
��� ��  �! /
1��
�� 1)��� � ��� ��
)�	���
�		���
��)�����'��������	���1���
��1��
��	��!�,��

+�� �		���
�� �
� � �� )�
C�
'� �''
�	��)�� 	��!� 

����!�� ��� 
���������	�!�1�1�
	�
���� � ��

� �����%
�� )�������
���
��	� ��� � ����	�!�1����C���9��� � �������
��
'�1�
	�
�������)��)��
'
�� � �� ��	��/$-� ����'�
����� 1
1�)���
��� ��1�
��))�� ��� ������� 9 ���� ��E����	� 
''����!�� '
��
����'�
���������	���$-�	
��
��!
����
�	�'�	���)���E����������2�����
<���<��1�!�3,���)� 
�! �
��	�!�1�1)���1��
���'
������'�
���������	���$-�������
�
������������ ������	��
���� �! ,���+��
�		���
����<
�1��9 ������������<1)�
��)��1�
 ����� ������	�!�1� ���������������%�
���������9)��
�����)�	�����'�
���������	���$-�	����
���	�
�)���	��9�����!,��� ���1����
�1���
������A��9���
�<1��	��!� ��� ��)������ � ���� �����	� �
� ��� ��9� 
11
���������� '
�� 

����!�� '
�� ��	��/$-�
	����)�	�����'�
������������� ��� ���

����
��	�� ��1)��9�� �� ���A��	�
)�������� �����C����
)�����!� 	����)�	� ����'�
������� 9 
� ���� �
�� �)�!��)�� '
�� ��	�
��	� �
� '�
�� �� ����� 	�''�
�)��
�����
���������9 �
 ��
����C���11)��������
���	�
���,��

�
�
���
'�� ��
�����������������9�	���)������ ���� ��'�	���)�!
��������G������	��	�B���
��


'���	�!�1G������'�����
 ����	�����!
�)�
'���	�
��!�����'�
������<1)
�����
����	�1�
��	��!���
����
���)������)����	�	�
�1 ����)������
'�
1��
��,��+����������!��������	���
��� )�������<������
�(+�� ��	� �������
�� 	�1�������� 1���
���)� '�)�� � ��� ����'�
�������  ���� ��

��� �
���
C�
9)�	!���)�� ��
��� 

����!�� ��	� !�1�� ��)���	� �
� � �� ����	��	�B�	� 1)���� 2� 
�! � ���E���
���������
��� ��������	��	�1)����9�������))�

�'����!3,��+��!�����)��� ������9�����'�
����������
��C��!����	�/
''���
�!���

����!�������	��
�� �������	����	�� �������)�����
�1��,��

0 �������
��
'��''
�	��)��	��!�

����!��9���� ����%
��1
����
'�

�
������
�!�� 
���
��������9�	,� � �
��� ����	�� ��� � �� ����	��	�B�	� 1�
	�
��� ���� ���	� �
�  ���� ����� !�����))�� ���
���!)�� 	�!����� ��
������!� )���� � ��� 

����
��)� 1�������� ���� �
��� � �����	�
���� ����� >��
��1�
�))�� ���!��!��9��9���� �
)	�� '�
��-� �
����1��
���� ���1)����9�� 
�����1���
��1��
��	��!�
����'��,��7����'�9�

�
�����9�����
�
�	���
���

�������1�
��
��
������������������
'���� ���
���C����!��������
��
� ���	�''�
�)��������9����1
)�
� 
)	������	�
�������,�

                                                 
� ��� �
' 
� ���� 23 �
� ������
��� ������ ��
�� ��� ��������� 
� (�����
��+� (������� ������������

����� � �
�� ������� ���� ������� �� ����
��%�� �� �� 
���
� ����� (�����
��+� ����� ������	� 
���
������ �

������� 
����� ���

� ��  �����#�� �
� �'������ 
��� .���� , ��� 
 ��� �$������� �
 ��� ������45 �������� �
������
�� ���
���� �
�� �� ����� 67�488 �.��� ,� ��� 62�498 �.��� 
� �
������ �
 � ������� 
� 658: �.��� ,� ��� 6;;; �.���

� �
� � ����������� ��� 45� ���
����� �
 ���  �����#� <��������� 
� ��������� ��� �����



� � 4�

� � ������������������ ����
	
�!
	�
	
��

�

State Rules on Medigap Access for the Under-65 Disabled 

• California.  New regulations effective January 1, 2004, require firms to offer those under 65 
the same plans as they offer the elderly (only one drug plan must be offered if any is offered), 
with a six-month guaranteed issue at initial eligibility.  Separate rates may be established for 
those under 65, and MedPAC staff were told that these rates are generally high (e.g., 
comparable to those for 80-year-olds).  Most firms provide open enrollment annually at the 
beneficiary’s birthday for plans of equal or lesser value.  (California also allows those over 60 
who have worked for five years to use COBRA until they are Medicare-eligible.) 

• Georgia. For those under 65, Georgia follows National Association of Insurance 
Commissioners (NAIC) guidelines and has no special provisions on access to Medigap. We 
heard that at most only three of the many firms in Georgia’s Medigap market write coverage 
for Medicare beneficiaries under 65; the Centers for Medicare and Medicaid Services (CMS) 
Web site shows only two firms, and they offer only Plan B. 

• Minnesota.  Minnesota is one of three “waiver” states for Medigap. Under Minnesota’s 
program, those under 65 have the same access to Medigap as do the elderly, including 
guaranteed issue for six months at initial eligibility.  In addition, the state-run high-risk pool 
offers a Medigap policy open to those who lose Medicare supplemental coverage (except for 
nonpayment) and cannot find coverage elsewhere at a reasonable price.  

• Nebraska. For those under 65, Nebraska follows NAIC guidelines and has no special 
provisions on access to Medigap.  We were told that at most only 2 of the state’s 35 Medigap 
insurers have products for the under-65 population. The CMS Web site shows only one firm, 
which offers only Plans A and B. 

• New York. All Medigap plans are community-rated with guaranteed issue and continuous 
open enrollment.  Those under 65 have access to the same plans as the elderly, and a single 
pooled rate applies for all.  No health screening is allowed.  Coverage for pre-existing 
conditions is excluded for six months, but this waiting period may be reduced by the number 
of days with “creditable” coverage without extensive (over 63 days) breaks. 
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Innovative Benefits Available in California: Selected Examples 

 Blue Cross’s Medicare supplements (statewide).  The Office of Managed Healthcare in 
California regulates Blue Cross; other insurers are regulated by the Department of Insurance.  
Blue Cross’s Medigap and Select offerings in the state are extensive and depart at times from 
standardized models. For example, Plan C requires a $5 copayment per physician visit up to 
$100, with a $100 deductible for nonparticipating providers. The Blue Cross plans generally offer 
premiums among the lowest in the state at age 65 but are also more likely than other plans to use 
attained age rating and to include waiting periods for pre-existing conditions.  Some of the plans 
carry a high deductible and offer generic drug benefits.  

Blue Cross’s SeniorSecure.  In San Diego County, this is a high-deductible network-based 
M+C plan.  For a $30 per month premium (in addition to the Medicare Part B premium), 
beneficiaries are covered for all Medicare’s cost sharing after a $2,200 deductible that applies 
only to out-of-pocket costs for in-network providers based on the Blue Cross–allowed fee levels.  
With some caveats, this appears to be equivalent to an out-of-pocket limit applied to the basic 
Medicare benefits when care is sought through the network; however, physician visits are not 
subject to either the deductible or the out-of-pocket limit.  Also, generic drugs are covered up to 
$2,000 annually if they are on the formulary at a copayment of $8 per 30-day supply or $20 per 
90-day mail-order supply.  

Pacificare’s drug-only plan.  This new plan is available in California and six other states.  
and offers unlimited prescriptions from the plan’s list of nearly 400 covered prescription drugs.  
The monthly premiums range from $35 to $54, depending on age.  The mail-order copayment 
structure is as follows:  $30 copayment for medications costing $45 or less for a 30-day supply; 
$60 copayment for medications costing more than $45 for a 30-day supply.  The Secure Horizons 
Prescription Advantages Plan also provides a discount of up to 15 percent retail and up to 30 
percent mail order.  On non-network pharmacy orders, the copayment structure is a $15 
copayment for medications costing $45 or less; a $30 copayment for prescription drugs costing 
more than $45. 
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The “Human Face” of Choice:  One Real-World Example 

 
• Grandma moves 10 miles from Queens to Nassau County to be with her children.  

Grandma’s children moved from Queens to Long Island to buy a house.  In time as Grandma 
aged, she became more frail, and her worried children decided to have her live with them. 
They did not realize that Grandma was in an M+C plan in Queens where she paid no 
premium. In Nassau County, there are only two M+C plans, with premiums of at least $100 
per month and limited drug coverage at best.  Only one of the plans included the hospital 
system that dominates the north side of the county where the children live. The children were 
taken by surprise—all the television advertisements they heard in Nassau County (for New 
York City–offered plans) stressed the availability of zero-premium plans with extensive 
benefits. 
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Provider Disenchantment with M+C Plans:  An Illustration 

The medical director of a large multispecialty group detailed how his group was a strong 
early supporter of Medicare risk plans.  The physicians encouraged their patients to consider 
enrollment in one plan because of zero premiums, a rich drug benefit, and support for care 
coordination.  Many patients followed this advice, and the group’s patients became a mainstay of 
the plan’s membership.   But changes made by the plan to premiums and benefits in the wake of 
the Balanced Budget Act of 1997 resulted in reduced provider payments and dramatic reductions 
in drug coverage for beneficiaries.  The medical director characterized the group as now feeling 
very guilty for having encouraged patients to join the plan and in effect trapping them in what they 
say has become a very unattractive product.  The group has discussed terminating its contract 
with the plan, but to do so would mean abandoning  patients who cannot easily escape the plan 
while it remains active without facing underwriting or pricing barriers in seeking Medigap 
coverage.  The group would prefer to see the plan withdraw and has refused to participate in any 
new product offerings the plan proposes. 
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State Prescription Drug Programs 

• California. State law limits pharmacies to charging no more than 115 percent of the Medicaid rate 
to Medicare beneficiaries without drug coverage. 

• Georgia. Under GeorgiaCares, volunteers assist the elderly in applying for private prescription drug 
discount programs. There are over 100 of these programs, some covering only a single drug and 
each requiring a separate and unique application.  Volunteers will assist with applications for at 
least eight plans, but the applicants must obtain the support and endorsement of their personal 
physician.  The individual drug companies retain authority to decide who is eligible for each 
program and how much medication to dispense.  

• Minnesota. The Prescription Drug Program covers aged and disabled Medicare beneficiaries 
enrolled in Medicare Savings programs (QMB/SLMB) who have incomes below 120 percent of the 
federal poverty level ($918 per month for an individual and $1,232 for a couple) and no more than 
$10,000 in assets ($18,000 for a couple). Individuals cannot have had other prescription drug 
coverage of any type in the past four months.  There are no additional charges after a $35 per 
month deductible in months where prescriptions are sought. Coverage is limited to drugs on a 
formulary that covers most prescriptions. In mid-2003, 7,000 were enrolled statewide.  As of 
October 2003, this program began requiring that beneficiaries apply for all available private plans 
before receiving coverage, which reportedly has been making this program less attractive. 

• Nebraska. The state does not offer and has not seriously considered a prescription drug 
assistance program. 

• New York. The EPIC program covers those not eligible for Medicaid who are 65 years and older 
with an income of $35,000 or less ($50,000 for a couple). Individuals with incomes below $20,000 
($26,000 for couples) pay an annual income-related premium and can purchase prescription drugs 
for fixed copayments with no deductible.  Others do not pay an annual premium and have access 
to prescription drugs for fixed copayments after they meet an income-related deductible.  
Applications are simple and premiums are on a sliding scale.  In September 2001, 228,057 were 
enrolled statewide and 33,731 on Long Island. 
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Minnesota’s Distinct Market for Private Medicare Supplements/ Replacements 

 
Medicare supplements.  Minnesota had standardized Medicare supplements before federal 
standardization and maintains the structure today under a federal waiver.  The Basic Medicare Supplement 
fills in all of Medicare’s cost sharing but not the Part A and Part B deductible.  It also provides 80 percent 
coverage for emergency foreign travel care.   Up to six standardized riders can be added to cover the 
deductibles, balance billing, specified preventive care, and extra at-home assistance. (Though authority for a 
rider covering 50 percent of drug costs is authorized, none is offered.) Extended Basic Supplements include 
the basic plan with all authorized riders and cover 80 percent of prescription drugs, a $1,000 out-of-pocket 
limit, 100 percent coverage of immunization and routine cancer screening, 80 percent of balance billing 
(including foreign travel), and additional outpatient mental health coverage. Nineteen companies offer 
policies of each of the two types.  Minnesota requires the same coverage for the disabled and elderly, and 
premiums are community-rated.  (Premiums can vary by geography and for smokers.) 

Medicare select plans.  Minnesota describes these as a cross between Medicare supplements and HMOs. 
These state-regulated plans provide basic supplemental coverage with some riders but limit some 
supplemental coverage to use of a specified network of providers.  Four firms offer these plans (Blue Cross-
Blue Shield, Health Partners, Medica, and Unicare; specifics of each plan vary).   

Medicare cost plans.  These federally authorized plans provide HMO-like coverage; enrollees can go out of 
network if, in most cases, they are willing to give up supplemental coverage.  Three firms offer these plans 
(Health Partners, Medica, and First Plan), often offering multiple alternative packages at premiums that trade 
off extensiveness of benefits for cost-sharing protection.  

Medicare+Choice HMO plans.  These federally authorized plans require individuals to remain in network to 
receive Medicare benefits. The plans cover most of Medicare’s cost sharing and many preventive services 
but require additional premiums for drug coverage (if offered).  Two firms offer these plans, Health Partners 
and Ucare, the latter offering two products. 

Medicare+Choice private fee-for-service plans.  These are federally authorized indemnity plans that 
integrate Medicare and supplemental benefits. Sterling Option I is offered in Minnesota, and, recently, 
Unicare and Humana entered the market. 

Source:  Authors’ analysis from the Minnesota Senior Federation’s Minnesota HealthCareChoices 2003 
guide. 
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Low-Income Options in Minnesota 

 
Medicaid-eligible beneficiaries in the Twin Cities have access to managed care programs 

that can provide medical and support services.  Beneficiaries who are not eligible for full Medicaid 
benefits also have access to the Prescription Drug Program (see box on page 19) and to two 
other special programs characteristic of that market, one old and the other new.  

 
M+C option for QMB/SLMB beneficiaries.  Under provisions of a waiver recently approved 

by CMS, HealthPartners is establishing an M+C option for beneficiaries who are enrolled in 
Medicare Savings programs (the QMB or SLMB programs for low-income beneficiaries).  Under 
this option, the health plan waives its monthly premium ($99 per month in 2003) for these 
beneficiaries, and beneficiaries have full plan benefits, including coverage of most Medicare cost 
sharing, plus physical examinations, discounts on hearing aids, and a limited dental benefit.  For 
QMB beneficiaries, cost-sharing requirements, like copayments for visits, are waived as well.  
Because the plan does not cover outpatient prescription drugs (except for injectible insulin), 
beneficiaries can also enroll in the state Prescription Drug Program. 

 
Senior Partners Care (SPC). The program is a public service program that was put in place 

28 years ago, sponsored by the Minnesota Senior Federation and the Minnesota Hospital 
Association. In the Minneapolis/St. Paul metropolitan area, 19 hospitals participate, but the 
number of SPC health providers is smaller than the networks offered by Medigap or M+C 
providers serving the area. For beneficiaries who are not eligible for QMB benefits and have 
gross incomes under $14,469 (single) or $17,952 (couple) and assets under $36,800 (one house 
and one car are exempt), participating hospitals and physicians agree to waive Medicare 
copayments and deductibles. Beneficiaries participating in the program are asked to pay an 
annual administrative fee to the Minnesota Senior Federation ($25) and to become dues-paying 
members of the federation ($19 single, $29 couple).   

 
Minnesota Prepaid Medical Assistance Program (PMAP). The program is a state waiver 

program that operates in 56 of the state’s 87 counties to provide health care services for people 
eligible for state medical assistance (Medicaid) benefits.  Under the waiver, those eligible for 
medical assistance living in PMAP counties are required to enroll in prepaid health plans to 
receive state benefits.  The Elderly Waiver (EW) component of the state program funds home- 
and community-based services for people age 65 and older who are eligible for Medical 
Assistance (MA) and require the level of medical care provided in a nursing home but choose to 
reside in the community.  Counties administer the program.  Covered services include visits by a 
skilled nurse, home health aide, homemaker, companion, and personal care assistant as well as 
home-delivered meals, adult day care, supplies and equipment, home modifications, and certified 
community residential services (that is, assisted living, foster care, residential care). 

Minnesota Senior Health Option (MSHO).  MSHO is a separate demonstration program for 
PMAP-eligible seniors.  It integrates Medicare and Medicaid financing and benefits and acute and 
long-term services in a market-based managed care delivery system under an M+C contract 
between the federal government and the state of Minnesota.  The program contracts with health 
plans to provide and manage health care and support services for seniors age 65 and over in the 
seven-county Minneapolis/St. Paul metropolitan area and in three rural counties in Minnesota.  
MSHO provides individualized care coordination designed to meet the chronic care needs of 
seniors.  Nationally, MSHO is the first and largest state-sponsored demonstration that integrates 
Medicaid and Medicare for people in all settings.  In September 2001, the state expanded the 
MSHO model to enroll people from age 18 through 64 with physical disabilities in a program 
called Minnesota Disability Health Options (MnDHO). 
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BASIC STATISTICS 

Total Population (2000):     4,112,198                  
M+C Penetration (2003):     8.6% 
Under 65 as Percent Total Population:  92.4% 
M+C Choices:       2 plans, 3 options (BC-BS offers 2 

different options); no PPO 
demonstration or PFFS 

Medicare Beneficiaries (2003):    334,150  
M+C Average Payment Rate (2003):  $605.92 
 
Percent of Medicare Beneficiaries over 65 
with Incomes below 100% FPL:    9.7%  
 
Percent of Workforce Covered by  
Collective Bargaining Agreements (2002):  5.5% 
 
  
Statistics are for the Atlanta, Georgia, MSA, which contains the following counties:  
Barrow, Bartow, Carroll, Cherokee, Clayton, Cobb, Coweta, DeKalb, Douglas, Fayette, 
Forsyth, Fulton, Gwinnett, Henry, Newton, Paulding, Pickens, Rockdale, Spalding, and 
Walton. 
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BASIC STATISTICS 

Total Population (2000):     2,753,913                  
M+C Penetration (2003):     11.7% 
Under 65 as Percent Total Population:  86.6% 
M+C Choices:       2 plans, no PPO demonstration 

or PFFS 
Medicare Beneficiaries (2003):    439,243  
M+C Average Payment Rate (2003):  $651.37 
 
Percent of Medicare Beneficiaries over 65 
with Incomes below 100% FPL:    5.6%  
 
Percent of Workforce Covered by  
Collective Bargaining Agreements (2002):  26.7% 
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BASIC STATISTICS 

Total Population (2000):     2,868,847                  
M+C Penetration (2003):     24.5% 
Under 65 as Percent Total Population:  90.4% 
M+C Choices:       2 M+C risk plans, 2 cost plans, 3 

PFFS, Evercare, dual-eligible 
demonstration 

Medicare Beneficiaries (2003):    329,761  
M+C Average Payment Rate (2003):  $564.10 
 
Percent of Medicare Beneficiaries over 65 
with Incomes below 100% FPL:    5.7%  
 
Percent of Workforce Covered by  
Collective Bargaining Agreements (2002):  18.1% 
 
Statistics are for the Minneapolis/St. Paul MSA (Minnesota counties only): Anoka, Carver, 
Chisago, Dakota, Hennepin, Isanti, Ramsey, Scott, Sherburne, Washington, and Wright. 
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BASIC STATISTICS 

Total Population (2000):     1,711,263                  
M+C Penetration (2003):     3.6%  (12.7% in Omaha)  
Under 65 as Percent Total Population:  86.4% 
M+C Choices:       1 HMO, 1 PPO, 2 PFFS (HMO 

available only in Omaha, PPO 
available in Omaha and 5 
surrounding counties), no PPO 
demonstration or PFFS 

Medicare Beneficiaries (2003):    263,677  
M+C Average Payment Rate (2003):  $529.56 
 
Percent of Medicare Beneficiaries over 65 
with Incomes below 100% FPL:    7.5% 
 
Percent of Workforce Covered by  
Collective Bargaining Agreements (2002):  11.1%  
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BASIC STATISTICS 

Total Population (2000):    2,813,933                  
M+C Penetration (2003):    40.2% 
Under 65 as Percent Total Population: 88.8% 
M+C Choices:       4 M+C risk plans, no PPO 

demonstration, no PFFS  
Medicare Beneficiaries (2003):    361,966  
M+C Average Payment Rate (2003):  $604.13 
 
Percent of Medicare Beneficiaries over 65 
with Incomes below 100% FPL:   6.6%  
 
Percent of Workforce Covered by  
Collective Bargaining Agreements (2002):  18.4%  
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