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1. Introduction

The Centers for Medicare and Medicaid Services (CMS) recently released the 20
Medicare Advantage and Part D (MA-PD) Proposed Rule, signaling significant
changes to Medical Loss Ratio (MLR) requirements. These changes are intended
enhance reporting standards, improve quality of care, and address potential
inefficiencies in resource allocation. With particular attention on transparency ¢
vertical integration, Section 13 of the proposed rule emphasizes the importance
aligning MLR calculations across healthcare programs and ensuring that premit

dollars are spent effectively.

This analysis explores the details of the proposed changes, the motivations behit
them, their historical context, and the potential downstream impacts on stakeho

including insurers, providers, beneficiaries, and the broader healthcare market.

2. Overview of Proposed MLR Changes

The proposed changes in Section 13 of the rule focus on three key areas: alignme

requirements, quality improvement changes, and provider payment transparenc

2.1 Alignment of Requirements

CMS aims to standardize MLR reporting across Medicare Advantage, Part D,
Medicaid, and commercial insurance programs. This shift suggests an effort to ¢
a consistent framework for calculating healthcare spending across various insur:

programs. Such alignment is expected to:

e Simplify compliance for insurers operating in multiple sectors.
® Promote equitable and transparent reporting of healthcare costs.

e Enhance accountability by applying similar rules to diverse insurance markze

2.2 Quality Improvement Changes



The proposed rule introduces stricter definitions and standards for quality

improvement activities:

e Administrative costs will no longer count as quality improvement expenditu

within the MLR numerator.

e Bonus payments and provider incentives must directly tie to clinical care

outcomes.

This reflects CMS’s intent to ensure that funds classified as quality improvemen

expenditures genuinely benefit patient care and reduce any potential misuse of t

funds.

2.3 Provider Payment Transparency

The proposal calls for more detailed reporting on provider payment arrangemen

This increased scrutiny aims to:

e Address potential conflicts of interest, particularly in vertically integrated

organizations.
® Prevent excessive premium transfers under the guise of provider incentives.

e Support policymakers in evaluating how these payment structures impact c:

delivery and cost efficiency.

3. Context and Motivations Behind the
Proposed Changes

The timing and nature of these proposals reflect broader trends and concerns wi

the healthcare industry.

3.1 Addressing Vertical Integration Concerns

Vertical integration, where insurers acquire or merge with provider networks, h
grown significantly in recent years. While this model can enhance care coordina

it raises potential issues, such as:



e Inflated payments within integrated entities, skewing MLR compliance.

e Reduced transparency in financial transactions between insurers and provid

By requiring detailed reporting of provider payment arrangements, CMS is addr

these concerns and aiming to prevent anti-competitive behaviors.

3.2 Ensuring Premium Dollar Usage

CMS’s proposal to exclude administrative costs from quality improvement activi
reflects a growing emphasis on ensuring that premium dollars are directed towa
patient care. This may stem from criticism that some insurers classify non-care-

related expenditures as quality improvements to meet MLR thresholds.

4. Historical Context of MLR Regulatiol

4.1 Origin and Evolution of MLR Requirements

Medical Loss Ratio requirements were first introduced as part of the Affordable
Act (ACA) to ensure that insurers allocate a minimum percentage of premiums t
medical care and quality improvements. Initially, MLR standards varied signific:
across Medicare, Medicaid, and commercial insurance, leading to inconsistencie

compliance and reporting.

4.2 Previous Adjustments and Their Implicatic

Over the years, CMS has made incremental changes to tighten MLR requiremen
These changes include more rigorous definitions of quality improvement activiti
and enhanced auditing processes. The current proposal builds on these adjustm;

taking a major step toward standardization across healthcare programs.

5. Downstream Impacts of the Propose
Rule

The proposed changes will have significant implications for various stakeholder:



5.1 Implications for Insurance Companies

Administrative Challenges: Insurers may need to restructure their reporting

systems and redefine provider bonus programs to comply with the new stan

Impact on Profitability: Excluding administrative costs from the numerator
lower reported MLRs, potentially reducing profitability or triggering penalt

for non-compliance.

Operational Adjustments: Standardization across programs may simplify
operations for insurers working in multiple markets but could also require

significant upfront adjustments.

5.2 Implications for Healthcare Providers

Bonus Structures: Providers may see changes in how bonuses are structured

a stronger emphasis on measurable care outcomes.

Performance Metrics: Standardized quality improvement requirements may

to more consistent performance evaluation criteria.

Compensation Models: Providers operating within vertically integrated
organizations may face new compensation structures to align with the propc

transparency requirements.

5.3 Implications for Beneficiaries

Enhanced Care Quality: By focusing on genuine quality improvement activi

the changes could lead to better care delivery for beneficiaries.

Transparency: Beneficiaries will benefit from increased clarity on how their

premiums are spent, fostering trust in the healthcare system.

Network Changes: Adjusted compensation structures may influence provide

participation in networks, potentially impacting beneficiaries’ access to care

5.4 Implications for Market Competition



e Impact on Integrated Organizations: Vertically integrated insurers may face

stricter scrutiny, potentially altering their operational strategies.

e Mergers and Acquisitions: The new transparency requirements could influe

future merger and acquisition activities, particularly those involving provid

e Competitive Dynamics: Standardization of MLR requirements could level tt

playing field for traditional insurers competing with integrated delivery sysi

6. Conclusion and Forward-Looking
Insights

The 2026 MA-PD Proposed Rule represents a significant step toward improving
accountability, transparency, and efficiency in Medicare Advantage and Part D

programs. By aligning MLR requirements across insurance sectors, refining qua
improvement standards, and addressing vertical integration concerns, CMS aim:

ensure that premium dollars are effectively allocated to patient care.

While the proposed changes may impose initial challenges for insurers and prov
they have the potential to drive long-term improvements in care quality, equity,

market transparency. As CMS continues to refine its oversight of Medicare prog
these reforms could serve as a foundation for broader healthcare policy advance:
Stakeholders must closely monitor the rule’s implementation to adapt effectively

ensure compliance.
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