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Medical Loss Ratio Adjustments 

The health of our entire state is improved when every one of us has access to quality, affordable health care. New consumer 

protections in the Affordable Care Act (ACA) will make it easier to purchase health care plans that provide better value for our 

money. We need our state and federal government to ensure these protections are extended to Texas consumers. 

 

Medical Loss Ratio Standards and Rebates 

Under the Patient Protection and Affordable Care Act (ACA), health insurers must spend a reasonable share of premium 

dollars on medical care and quality improvement efforts, as opposed to administration, marketing, and profits. These 

standards, known as medical loss ratio (MLR) requirements, hold insurers accountable for how they use consumers’ premium 

dollars. 

Starting in 2011, insurers that sell health plans to large businesses (firms with 51 or more employees) must spend at least 85 

percent of the premium dollars they collect on medical care and quality improvement. Insurers that sell plans to small 

employers (2-50 employees) or directly to individuals and families in the “individual market” must meet an 80 percent medical 

loss ratio. Federal law makes several adjustments to lower MLR standards for smaller and newer plans and certain other types 

of plans.1

MLR adjustments 

  Insurers that do not meet these requirements must refund the excess to policyholders starting next year.   

The ACA allows the U.S. Secretary of Health and Human Services (HHS) to adjust a state’s MLR standard for the individual 

market on a case-by-case basis, if a state’s individual market would be destabilized by an 80 percent standard. Federal law 

makes no provision for the adjustment of MLRs in the group markets.  

The state’s insurance commissioner may apply to HHS for an individual market MLR adjustment for up to three years by 

providing the following information: 

• Current state MLR standard in the individual market, if any (Texas has none); 

• State market withdrawal requirements. For example, Texas requires notice of market withdrawal to the Texas 

Department of Insurance (TDI) and affected consumers 180 days in advance and prohibits insurers that exit the 

individual market from returning to the state’s market for five years;2

• Mechanisms to provide coverage options to consumers. For example, Texans have access to a state and a federal high-

risk pool;   

  

• For all individual market health plans operating in the state, the number of enrollees by product, premium data by 

product, and insurer market share; 

• For each individual market health plan with more than 1,000 enrollees, earned premium, MLR reported under state 

law, estimated MLR in accordance with the calculation in federal regulation, total agents’ commission expenses, 
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estimated rebates to consumers that would be required under the federal MLR regulation, net underwriting profit, 

after-tax profit and profit margin, risk-based capital level, and whether the insurer has provided notice of exit to the 

insurance commissioner; 

• The state’s proposed adjustment to the individual market MLR standard, including a justification of how it was 

determined; and 

• An estimate of the rebates that would, without an adjustment, be paid to consumers under the 80 percent standard 

and an estimate of the rebates that would be paid under the state’s proposed adjusted standard.  

All information submitted to HHS is public and is available at: http://cciio.cms.gov/programs/marketreforms/mlr/index.html  

Adjustments to the MLR may be granted if the Secretary determines that there is a “reasonable likelihood” that the 80 percent 

standard will “destabilize” the individual market.3

• The number of plans reasonably likely to exit the state’s market without an adjustment and the resulting impact on 

competition;  

  The Secretary will assess the following criteria in making her determination: 

• The number of individual market enrollees covered by issuers that are reasonably likely to exit without an adjustment; 

• Whether consumers may be unable to access agents without an adjustment; 

• Alternate coverage options available to individual market enrollees if an issuer exits the market; 

• The impact on premiums, benefits, and cost-sharing in remaining coverage if one or more insurers leaves the market; 

and  

• Other relevant information.4

Twelve states and Guam have already applied to HHS for an adjustment:  

 

• HHS has approved an adjustment for three states (Maine, Nevada, and New Hampshire); 

• HHS has certified three states’ MLR adjustment applications as complete, but has not yet approved or denied the 

application (Kentucky, North Dakota, Iowa); and  

• Applications for the remaining six states (Delaware, Florida, Georgia, Indiana, Kansas, and Louisiana) and Guam are 

under review by HHS for completeness.  

Once HHS certifies a state’s application as complete, HHS will accept public comment on the state’s application for 10 days.  

HHS must respond to the state’s application within 30 days of certifying an application as complete, with a possible 30-day 

extension. 

Texas is considering asking for an adjustment 

TDI issued a data call on April 20, 2011 to all health insurers and HMOs to collect the data needed to determine if the state 

should pursue an MLR adjustment.5

What CPPP Will Be Looking For  

  TDI is considering whether or not to request an MLR adjustment from HHS and 

anticipates reaching a decision this month (June 2011). 

CPPP plans to follow this process and submit comments to HHS to help ensure that the outcome is in the best interest of 

Texas consumers not just insurers’ bottom lines. Maintaining competition and choice in the insurance market is important, 

but it is just as important that consumers get good value for their hard-earned premium dollars. The existing MLR standard 

helps consumers realize greater value from their health insurance by putting reasonable limits on administrative costs, 

http://cciio.cms.gov/programs/marketreforms/mlr/index.html�
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encouraging insurer efficiency, and providing an incentive for plans with low MLRs to either lower premiums up front or pay 

rebates to consumers.  

Some of the items we will be looking for in the state’s application include: 

• Which insurers plan to exit the market?  Have they actually filed notice of withdrawal with TDI?  Do they represent a 

large or small share of the market? Will they already receive an adjustment to the MLR under federal law because they 

enroll fewer than 75,000 people, sell high-deductible health plans, etc?  

• What amount of rebates to consumers will be lost under the state’s proposed adjustment? 

• Has the new federal MLR standard helped hold down rate increases in the individual market rates filed for this year?  

How might an MLR adjustment affect consumers’ premium rates? 

• Has TDI used all of its existing authority to stabilize the individual market using tools other than an MLR 

adjustment? For example, what protections will TDI require in the plan of orderly withdrawal of companies that exit 

the market? Has TDI worked with other insurers to see if they will take on the enrollees of insurers that exit the 

market? 

Resources 
CCIIO webpage on MLR standards and states’ applications for waivers: 
http://cciio.cms.gov/programs/marketreforms/mlr/index.html  
 
Full MLR regulation.  Sections 158.301 – 158.350 outline the MLR adjustment process: 
http://edocket.access.gpo.gov/2010/pdf/2010-29596.pdf  
 
Summary of MLR regulations:  
http://healthaffairs.org/blog/2010/11/23/implementing-health-reform-medical-loss-ratios/  
 
2009 CPPP Report on MLRs in Texas:  
http://www.cppp.org/files/3/400_MLR_report.pdf  
 
                                                           

Endnotes 
1  The MLR regulations make several exceptions to the 80%/85% MLR standards.  Insurers with fewer than 1,000 enrollees in a state are exempt from 

rebates.  Insurers with 1,001-75,000 enrollees in a state receive a sliding-scale adjustment to lower their MLR requirement.  Expatriate plans, “mini-
med” (limited benefit) plans, high-deductible health plans, and new market entrants also receive special treatment.  

2  Texas Administrative Code, Title 28, part 1, rule 3.3038 
3  45 CFR Part 158.301 
4  45 CFR Part 158.330 
5  See Commissioner’s Bulletin #B-0018-11, http://www.tdi.state.tx.us/bulletins/2011/cc18.html.  

 

 

To learn more, sign up for e-mails, or make a donation, go to www.cppp.org. 
 

The Center for Public Policy Priorities is a nonpartisan, nonprofit policy institute 
committed to improving public policies to better the economic and social conditions of low- and moderate-income Texans. 
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