
HHS Releases New Regulations on MLR Implementation

The following message is from Joel Wood, The Council’s senior vice president for 
government affairs:

Good morning. There have been important developments today, as the Department of Health 
and Human Services issued its “interim final rules” on implementation of the Medical Loss 
Ratio (MLR) calculations for insurers. As you know, the MLR regulations require health plans 
to spend 80 to 85 percent of premium dollars on medical care as opposed to administrative 
costs (80 percent for individual and group plans of under 100 lives, 85 percent for groups 
over 100). As expected, the rules track with the recent recommendations of the National 
Association of Insurance Commissioners. They contain no “agent/broker commission carve 
out,” again, as expected. They do accept the NAIC recommendations on deducting federal 
and state taxes from the MLR. It also allows "mini-med" plans to follow a different calculation 
formula than other plans in 2011. 

We at The Council believe these are aggressive targets in the individual/small group market 
that will be hard to achieve, and could cause some insurers to exit markets. We are 
disappointed with the treatment of fraud investigation/prevention expenses which help to 
keep costs down overall but are disadvantaged here. They’re considered on the “bad” side of 
the equation. 

Overall, the framework creates a perverse disincentive to find better or more efficient 
treatment protocols. The larger the premium, the easier it is to reach 80 or 85 percent. This is 
the consequence of governmental price controls. Working for a legislative remedy to these 
rules will be a priority of The Council in the upcoming session of Congress. However, it will 
be exceptionally difficult (though not completely implausible) for 60 votes to be reached in the 
Senate on such a scale-back. We do not expect wholesale changes can be achieved in the 
upcoming session, but a discreet measure of reforms is possible and could attain a large 
bipartisan vote in the Senate, and we hope MLR calculations can be included in such limited 
legislation. 

Additionally, HHS has given states initial guidance on the establishment of state exchanges. 
Joel Ario, the top HHS official in charge of implementation of exchanges, has said he expects 
states to go in a variety of directions, “allowing the states to be laboratories of democracy.” 
He has mentioned that the exchanges could range from those in Utah to those in 
Massachusetts. Utah has a website portal that is relatively simple; Massachusetts, of course, 
has a much more elaborate “connector” system. HHS has suggested that states consider 
regulating health insurance outside as well as inside the exchanges as a way to prevent the 
organizations from ending up with a disproportionately large number of unhealthy people. 
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New Affordable Care Act rules give consumers better value for 
insurance premiums 

New medical loss ratio regulations make insurance marketplace more transparent and 
require insurers to spend premium dollars on care 

New regulations issued today by the Department of Health and Human Services (HHS) require 
health insurers to spend 80 to 85 percent of consumers’ premiums on direct care for patients and 
efforts to improve care quality.   This regulation, known as the “medical loss ratio” provision of the 
Affordable Care Act, will make the insurance marketplace more transparent and make it easier for 

consumers to purchase plans that provide better value for their money. 

“Thanks to the Affordable Care Act, millions of Americans will get better value for their health 
insurance premium dollar,” said HHS Secretary Kathleen Sebelius.  “These new rules are an 
important step to hold insurance companies accountable and increase value for consumers.” 

Today, many insurance companies spend a substantial portion of consumers’ premium dollars on 
administrative costs and profits, including executive salaries, overhead, and marketing.  Thanks to 

the Affordable Care Act, consumers will receive more value for their premium dollar because 
insurance companies will be required to spend 80 to 85 percent of premium dollars on medical care 
and health care quality improvement, rather than on administrative costs, starting in 2011.  If they 
don’t, the insurance companies will be required to provide a rebate to their customers starting in 

2012. 

In 2011, the new rules will protect up to 74.8 million insured Americans and estimates indicate that 
up to 9 million Americans could be eligible for rebates starting in 2012 worth up to $1.4 billion.  

Average rebates per person could total $164 in the individual market.  Important details regarding 
the new regulation are included below. 

The medical loss ratio regulation outlines disclosure and reporting requirements, how insurance 
companies will calculate their medical loss ratio and provide rebates, and how adjustments could 

be made to the medical loss ratio standard to guard against market destabilization.  

Beginning in 2011, the law requires that insurance companies publicly report how they spend 
premium dollars, providing meaningful information to consumers.  Also beginning in 2011, insurers 
are required to spend at least 80 percent of the premium dollars they collect on medical care and 
quality improvement activities.   Insurance companies that are not meeting the medical loss ratio 
standard will be required to provide rebates to their consumers.  Insurers will be required to make 

the first round of rebates to consumers in 2012.  

“These rules were carefully developed through a transparent and fair process with significant input 
from the public, the States, and other key stakeholders,” said Jay Angoff, Director of the Office of 

Consumer Information and Insurance Oversight at HHS.  “As we build a bridge to 2014, when 
better, more affordable options are available to consumers, these rules will help make health 

insurance fairer for consumers now.” 

The Affordable Care Act required the National Association of Insurance Commissioners (NAIC) to 
develop uniform definitions and methodologies for calculating insurance companies’ medical loss 

ratios.  Insurance commissioners in every State have a responsibility to protect the interests of the 
general public, policyholders, and enrollees within their respective States.  Today’s regulation 

certifies and adopts the recommendations submitted to the Secretary of HHS on October 27, 2010 
by the NAIC.  It also incorporates recommendations from a letter sent to the Secretary by the NAIC 

on October 13, 2010.  


