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August 16, 2005

Honorable John Garamendi
California Insurance Commissioner
300 Capitol Mall, Suite 1700
Sacramento, CA 95814

Re: Association Health Plan regulations must be overhauled
to terminate plans that sell illusory benefits

Dear Commissioner Garamendi:

The Foundation for Taxpayer and Consumer Rights (FTCR) hereby petitions the California
Department of Insurance to significantly overhaul regulations governing Association Health
Plans registered in California — including Mega Life and Health Insurance Company and Mid-
West National Life Insurance Company. Current regulations, last revised in the 1970s, set
minimum coverage levels so low that they fail to prevent Association Health Plans from selling
policies offering only illusory benefits. Your office must update the rules to require such plans
to offer real benefits or cease operation in California.

Department of Insurance regulations should protect unsuspecting patients who are ill-informed
about the true costs of the health insurance system. For instance, CCR §2220.15 requires basic
hospital benefits be of “real economic value to the insured.” Yet current regulations are so
outdated that the minimum hospital benefit is just $30 per day. As aresult, companies like Mid-
West and Mega pay benefits so low as to force patients to cover the vast majority of their health
care costs. A rulemaking proceeding is necessary to set coverage standards that accurately
reflect the true cost of care and to force Association Health Plans to meet those standards or stop
selling policies in the state.

Patients do not realize that the purported benefits marketed under Association Health Plans offer
no financial security in the event of hospitalization and real illness. As you probably know,
neither Mega nor Mid-West offer an “out of pocket” maximum on their policies. Coupled with
the very limited “maximum benefits” payable in the event of hospitalization, surgery or cancer
treatment, the Association Health Plans’ lack of a “stop-loss” mechanism can and has left
seriously ill patients insured by these companies with hundreds of thousands of dollars in



medical bills. At least one cancer center has tried to refuse treatment to Association Health Plan
patients unless evidence of the personal wherewithal to pay for care was produced. Could there
be a more illusory benefit?

This failure to protect patients against financial catastrophe is the principle difference between
Association Health Plans and standard insurance. The public does not understand the distinction
because policyholders are misled by highly deceptive marketing by these plans which promise
benefits better than PPOs and HMOs. (For evidence of such deception, please view the taped
marketing presentation of a Mega representative enclosed.)

Association Health Plans like Mega and Mid-West take advantage of the public’s lack of
understanding about the real costs of medical care. Below is a matrix showing the illusory
benefits offered by these plans given the actual costs of medical care. For example, Mega and
Mid-West pay just $600 - $1800 a day for the cardiac or intensive care unit. The average cost of
a hospital stay for a heart attack nationally in 2000 was $5,211 per day. Patients will owe an
average of $3,411 - $4,611 out of pocket, though they are led to believe their plan covers 100%

of cardiac care.

Benefit

Mega Insurance’s
Maximum Payment

Mid-West National’s
Maximum Payment

Average Treatment
Cost

Hospital Room and $200 - $600 per day $300 to $600 per day | $3180 - $7648 per
Board (depending on policy) | (depending on policy) | day'
$1219 - $2469 per
day’
Miscellaneous $4,000 to $36,000 $9,000 to $36,000 A weeklong hospital
Hospital/Inpatient stay can total more
Charges than $100,000

Hospital Intensive
care/Cardiac Unit

$600 - $1,800 per day

From $900 to $1,800
per day

ICU: $9428 per day®
CCU: $3417 per day*
5.5 day stay for heart

attack victim:
$28,663°

Outpatient $1,250 per day; $1,000 per day; $8,400 - $18,000 per
Chemotherapy $100,000 lifetime $100,000 lifetime day®

(optional) (optional)
Surgeon Benefit $4,000 - $36,000 $3,000 to $6,000 $2350 - $6142 first 30

I Alta Bates Medical Center — Ashby, CA, as reported July, 2005 in hospital chargemaster to California
Office of State Health Planning & Development.
2 St. John's Regional Medical Center — Oxnard, CA, as reported in hospital chargemaster.
? Alta Bates Medical Center — Ashby.

* St. John’s Regional Medical Center — Oxnard.
> “AHRQ data show rising hospital charges, falling hospital stays,” Agency for Healthcare Research and
Quality, http://www.ahrq.gov/research/oct02/1002RA28.htm
6 Exhibit 2, Christensen v Mega Life & Healrh, et al.




min., $588 - $1536
each add’l 15 min.’

Anesthesiologist 30% of surgeon

30% of surgeon, up to
$900 - $1,800

General anesthesia:
$1408 1* hour, $293
each add’] 15 min®

Ambulance
Transportation

$250 (only when
hospital confined)

$250

$607°

Prescription Drugs $1,000 per year ($50
deductible/ $10 copay
generics/ 25% off
brand names;
optional)

$1,000 per year ($250
deductible/ $15 - $90

copay; optional)

$500 -$1,000 per year
($100 - $250
deductible/ $15 - $30
copay generics/ 25%
off brand names;
optional)

Acid reflux drug
Nexium: $1,404 per
year'?

Cholesterol treatment
Zocor: $1,230 per
year''

Mega and Mid-West pay maximum benefits so far below the average cost of medical procedures
that their “insurance” plans fail to protect enrollees from financial ruin. And, just as Association
Health Plans under-pay for standard procedures that traditional insurance would cover, they also

exclude many benefits entirely.

Traditional Health Plan Coverage

Association Health Plan Coverage

Prescription drug benefit covers all medically
necessary drugs

Excludes common drugs, including insulin,
oral contraceptives and vaccines

Preventive care is covered, including annual
physical exams and routine pediatric care

Preventive care excluded, including annual
well patient exams and routine pediatric care

Cap co-insurance payments, typically at $5,000
- $7,500

No cap on co-insurance (no financial stop-loss)

Common illnesses and causes of medical visits
are covered

Common illnesses and medical needs are
excluded including: hernia, hemorrhoids,
tonsils, chiropracty, pregnancy & maternity

care

All necessary surgeries

Full benefit paid for just one surgery per
hospital visit, limited or no payment for others

All doctor visits in
hospital

Just one doctor visit in hospital per day (aside

from surgeon)

The Department’s recent study of California’s health care cost crisis noted that comprehensive
benefits are critical because they “avoid cost shifting and save money in the long run by
maintaining the overall health and well being of the entire population.” Association Health Plans

7 Alta Bates Medical Center — Ashby.
¥ St. John’s Regional Medical Center — Oxnard.

? Business Wire, Blue Cross of California news release, November 17, 2004.

10 40mg dose, once daily,
I 40mg dose, once daily




are able to avoid offering comprehensive coverage only because Department of Insurance
regulations have not been updated to protect patients in the 21* Century.

No other health plan offers benefits more illusory than the coverage sold by Association Health
Plans. Current regulations fail to provide patients with a product that can honestly be called
insurance. FTCR asks you to update regulations for Association Health Plans with the goal of
creating mandatory minimums of coverage that reflect the true cost of health care, requiring a
stop-loss mechanism to prevent financial ruin in the case of illness, and strong enforcement
mechanisms that enable the Department to terminate the operation of any plan that fails to meet
these standards.

Sincerely,

Carmen Balber

Attachments: Mid-West and Mega benefit brochures
Sample Mega policy
Video of Mega sales presentation



