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New Study Calls for Tougher Regulation of Discount Medical Cards

Consumers Vulnerable to High Pressure Sales Tactics,
Exaggerated Savings Claims and Other Problems

New York City, March 11, 2005— Many of the millions of consumers who enroll in
discount medical cards may lack accurate information about what these cards are, have
trouble getting the care they need at the promised discounts, and have problems finding
providers that participate in the discount programs, says a new study released today.

The study, authored by researchers at Georgetown University’s Health Policy Institute and
funded by The Commonwealth Fund, highlights serious problems with how some discount
medical cards are being marketed and sold, and more importantly, problems with how such
cards work. The study urges states to intervene more aggressively to protect consumers, and
the National Association of Insurance Commissioners (NAIC) is seeking to find ways to
better address reported consumer problems.

“There is a regulatory vacuum that exists now for discount medical cards,” says lead co-
author Mila Kofman, J.D., an assistant research professor at Georgetown University’s
Health Policy Institute. “Consumers are buying these cards with the expectation of getting a
discount, which may never materialize,” she adds.

“Uninsured individuals, worried about incurring medical bills they cannot pay, are turning to
discount cards to provide at least some financial protection,” says Commonwealth Fund
President Karen Davis. “Some even buy cards in the mistaken belief that they are insurance
plans—in part because of misleading marketing. Consumer protections are needed to halt
the serious abuses and unethical practices uncovered in the study,” she adds.

More and more working Americans are relying on discount medical cards, which for a
monthly fee promise a discount from all types of providers, including specialists and
hospitals. According to Fortune Small Business, many small business owners are dropping
health insurance benefits and instead buying discount cards for their employees.

The card promises discounts on different types of services, including doctors visits,
laboratory work, and surgical procedures. Companies offering discount cards do not pay
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medical claims of enrollees; the company negotiates discounts with provider networks or
providers directly. Enrollees are responsible for paying for the bill and must pay in full
either prior to or at the time of the service in order to receive the discounted rate.

To test how well discount medical cards work, the authors identified, enrolled and tested
cards sold nationally in August, September, and October 2004. The authors tested five of
the nine cards available in the Washington D.C. metro area by undergoing the application
process, seeking health care services from participating providers, and then canceling the
cards. With few exceptions, the researchers identified several problems with the way these
cards are being sold to consumers and with the way these cards work, including:

e High pressure sales tactics;

e Promoters making misleading or inaccurate statements about the product;
e Exaggerated claims of savings;

e Problems finding participating doctors; and

e Doctors failing to give card holders a discount.

“The problems we experienced in enrolling in just five cards are consistent with what
consumers have been reporting as problems to insurance departments and state attorneys
general offices around the country,” says co-author Kofman. “Our experience is very
consistent with what states are seeing,” she says.

Highlights of some of the problems they encountered: Only 16 of the 44 doctors called on
the list provided by the card company would honor the card and only 9 indicated what the
discounted fee would be; researchers were unable to contact some doctors listed because the
phone numbers were wrong or the doctor was no longer in practice. Only one of the five
cards had 100% provider recognition.

In addition, the report found that some consumers may mistakenly buy discount cards based
on the erroneous belief that the cards are insurance policies. “Consumers may be confused
by marketers who use insurance terminology such as ‘no underwriting” and ‘no pre-existing
conditions,’” leading people to presume incorrectly that they are buying insurance,
according to the report.

Unlike dental and vision cards, which have been on the market for more than a decade,
discount medical cards are relatively new products. But they are growing in prevalence and
popularity due to rising health insurance premiums and limited access to private health
insurance coverage. Discount medical cards appeal to people with pre-existing medical
conditions who are unable to obtain individual insurance in the private market or can’t
afford to purchase it on their own.



Some discount medical card companies are seeking ways to make the market more
reputable, including instituting a voluntary code of conduct. The Consumer Health Alliance
(CHA), a trade association of discount card companies, has developed standards for member
companies including having a statement disclosing that the discount program is not
insurance, a full refund of fees (excluding enrollment fees) for enrollees who cancel within
30 days, and providing information on providers, rates, and discounts through a toll-free
number.

Kofman says there are currently few existing consumer protections. She and her co-authors
recommend legislative and regulatory interventions to provide more oversight and protect
consumers, including a set of minimum standards. They say states should require
companies to:

e Be licensed with their state insurance department;

e Have contracts directly with providers, not just provider networks;

e Provide clear, comprehensible consumer disclosures on marketing materials; and

e Give consumers an opportunity to have a “free-look” period so they can cancel more
easily if they were dissatisfied.

A copy of the report Discount Medical Cards: Market Innovation or Illusion? can be
obtained by visiting www.cmwf.org.
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