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Executive Summary

More than 16 million Americans under age 65 reporteq coverage from private insurance other than
an employer-sponsored plan in 1996, but very little is known about this fnarket.' Available survey data
. "suggest that the size of the individual market varies widely among the states, from 13 to 15 percent of the
nonelderly population (in North Dakota, South Dakota, and Nebraska) to iess than 5 percent (in-
‘Massachusetts, Mlchlgan New Mexico, and Ohlo) leferences in the relatwe importance of individual
insurance among the states may relate to a number of factors the avallablhty of group coverage insurer
practices and state insurance regulations that may make individual coverage accessible to a broader

, populatien; and the availabiiity of public program coverage to populations with modest incomes.

The individual health insurance market shows many signs of its “residual” nature. While the average
consumer of individual insﬁrance‘ is very much like the average of the general population (adults under
age 44 or children, middle- or high-income, living in metropolitan areas and in families headed by wage
or salaried workers), they are more likely than the general population to be older (age 55 64) and to live
in rural areas and smaller cities. Also, they are more likely than the populatxon at large to be in families
headed by part-time part-year or self—employed wcrkers and they are more hkely to hold private
insurance from the same source for only part of the year. More than half are in families with income

above 300 percent of poverty, but a surprising number are poor or near-poor.

Individual insurance is an irhportant resource for people in ﬁiddle- and upper-income families if
they have neither'employer»bésed ner public coverage, and especially for children in these families. In
families with income above 400 percent of poverty (the largest Segment'of the. individually insured
population), 52 percent of the adults and 59 percent of the children with neither employer-based or
public coverage reported having individual health insurance at least part of the year. However, lower-
income families are clearly less able to afford individual insurance: less than one-third (29 percent) of
people in families with income between 200 and 300 percent of poverty purchase indiViduél insuraﬁc;e

when they do not have insurance from an employer or from a public program.

This study reviews the individual health insurance markets in 10 states: Caiifomia, Florida, Towa,
Louisiana, Montana, NorthV Dakoté, New York, Pennsylvania, Utah, and Washington. These states vary
substantially in the size and urban/rural disnjibution of their populations, the size of their individual |
insurance markets, and the degree and type of state regulation in these markets. In general, they are
representative of the range and variation of circumstances and regulation across all of the states. The

study draws on a number of information sources: the Current Population Survey (U .S. Department of




Commerce, Bufeau of the Census); Alpha Center’s Health Insurer Database (a compilation of financial
data on'major rhedical insurers in 26 states); policy and rate information obtained from a stratified |
'sample of major medlcal insurers in each state; and conversatxons with regulatory ofﬁc1als, health pohcy N
_officials and i insurance agents and brokers in each state. ;

| In each stétge, a few inys'urers' dominate the individual market. While Blue Cross and Blue Shield
(BCBS) plans are very prominent in the individual miarket (holding 40 to 75 percent of the market in all °
. states except California and North Dakota), smaller insurers (both HMOs and commercial companies)
also write individual coverage and sometimes apinear to find niéhe markets by underwriting and pricihg
coverage strategically. Nevertheless the individual market in most states is substantially smaller than
* the number of admitted insurers; net of insurers wmmg very little business (less than $500,000), the
number of insurers of all types wntmg individital major medical insurance ranged from just 7 (in

T ——p

Montana) to 50 (m Cahforma) In all of the states, HMOs’ share of the mdmdual market is much less

than their share of the group market, a situation that may contribute to the higher cost of individual

insurance.

Benefits, cost-sharing, and prices in the individual health insurance market can vary widely. Many
insurers offer a single benefit design with a number of deduct1b1e and'cost-sharing options. Some also
offer products with clear dlfferences in benefit design. Ind1v1dua1 insurance products sometimes
. exclude maternity coverage or coverage for mental health and substance abuse services entlrely. When
covered, maternity and mental health coverage nearly always entailed separate (and higher) deductibles,

_ higher copayments or coinsurance, and separate annual and lifetime limits on coverage. In some states,
insurers offer coverage for matémity services or for prescription drugs only as a rider and for an
additional premium. ( V

While this diversity of producfs in the individual market may suggest abundant choice, in fact it most
clearly represents insurers’ eagerness to underwﬁté risk in this rﬁarket —to segrégate ﬁsk into separate
(and internally homogeneous) classes and products. In turn, insurers’ eagefness to underwrite in the
individual mgrket,' to lrimit‘risk-spreading narrowly, reflects their concern about adverse selection and
market instability. Nevertheless, the individual health insurance market harbors considerable differences
in premiums even for smﬂar products, suggesting how d1fﬁcult it may be for consumers to understand

the individual insurance market and to compare products and pnces

~New federal regulation has stlandardi‘zed.somevaspects of the individual market — most notably

requiring all insurers to guarantee renewal of individual insurance. However, the reach of federal law is .
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. very limited; federal protections are likely to affect very few fconsumers” who would buy individual health
, insnranee. State regulation' of individnal insurance varies widelyiamong the states, a factor that ,
-undoubtedly contributes to .wide' differences in products, rates and insurer practices:
. N . . i : Vs ( . s
Te In six of the ten states studled — Callforma Flonda Lomsrana Montana, North Dakota and

Pennsylvanla — insurers rnay deny coverage to apphcants based on therr health status

e Innine of the ten states (all except New York) insurers may base premrums on the apphcant’s age
In these states, the premlum charged to- a 60-year-old may be two to four times the prermurn charged
toa 25-year—old Only two — Washmgton and North Dakota — limit the extent to which i insurers
~ may charge higher ratesto older appllcants, but North Dakota s -hmlts still allovv variation as;great as

i

five to one. -

« Inseven of the ten states (all but ‘l\Iew Yotk, North Dakota, and Washington), finsurers may base
o Vprerniums on the applieant’s health status. Three states — Iowa LoUisiana and Utah — limit the
. extent to which i msurers may ; mcrease rates based on health nsk Only four states — Cahforma New
. York Utah and Washmgton — prohrbrt insurers fromi lssumg exclusron riders to partlcular .
' apphcants denymg coverage for some services that the pohcy otherwise would cover
In states where insurers do not guarantee issue and where exelusron nders are not prohrbrted
insurance brokers and agents sometimes report very hrgh rates of denials and exclusions as well as rate-
ups.. In some states, BCBS plans and HMOs were reported to underwrrte as aggressively (or more so)
than comrnerolal 1nsurers Commion conditions for which i msurers sometimes deny coverage 1nelude _

V rheumatord arthntls chronic headaches angina; or a recent h1story of kldney stones heart attack

(mcludmg angroplasty or other procedures to prevent heart attack) or stroke '

The pro;;ensrty of insurers to deny coverage altogether to rate-up coverage for health reasons, and to |
. offer some beneﬁts only as a rider has kept standard premlums in the mdlvrdual market lower than they
' otherwise rmght be Nevertheless 1nd1v1dual health insurance premiums (especially for older people i 1n
hrgh cost areas) can be very high. For example, monthly prermums for a 60-year-old male living inan.
,'1ntermed1ate cost area generally ranged from $l49 to $535, across the study states In hrgh-cost areas of |
large states, standard premlums rmght be as much'as 50 percent higher. Moreover some msurers will
rate—up the standard premmm typlcally by as much as 50 to 100 percent for risk factors suoh as obesrty
or hypertensmn Cunmulatively, a fully rated-up premlum ina hlgh cost area rnlght be as much 250 -

percent of the standard premium in an intermediate- cost area, and some coverage (for example
‘ t o

T
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Lo
" prescription drug beneﬁts) may be available only' as a rider for additionalcost However ‘;because

~ insurers regard an apphcant’s wrllmgness to pay very high premlums as 1nd1catmg a need for even more :
costly health care, they are more hkely to deny coverage altogether than to offer coverage with a very -
steep rate-up. O '
In some states —_ both those that substantrally regulate 1nsurer practrces and in those that do not —_
~ some types of coverage have become dlfﬁcult for insurers to write within the basic health msurance '
product For example, in some states insurers typlcally offer matermty coverage only as a rider,
sometlmes with significant waiting perlods (12 to 18 months) before the rider will pay. for matermty care.
In such markets biased selection has made rnatemrty rlders mcreasmgly expensrve and in effect

matemrty coverage has become prepayment for matermty care.

~

\

In each of the study states, very hlgh deductrble products are avallable in the 1nd1v1dual health
msurance market.- These products are reported to be popular in. rural areas of Montana and North
Dakota, but less popular in urban areas and in some states: spemﬂcally, in New York and in Flonda

'However, even agents who sell relatrvely large numbers of hrgh—deductrble plans report little demand for
plans tled to federally quahﬁed med1cal savings accounts (MSAs) Several agents attrrbuted this lack of
interest. to the reason that people buy hlgh deductible plans in the first place — to minimize therr rmtxal

| cash outlay

13

In some states competition in the individual insurance‘market seems to be changing ' Some
: markets have seen a surge in HMO and managed care penetratron wrth mdemmty insurers developing
managed care products and even large insurers competmg ﬁercely on pnce to take or retain market share
V as smaller insurers leave the market. However in other states dominant BCBS plans and HMOs in
general demonstrate little apparent interest in gaining a larger share of the 1nd1v1dual health insurance

‘market, paying agents very low commissions for new busmess., :

The underlying Question of this {ieport — whe’ther the ~indiv£idual insurance market might bernade a |
more robust source of coverage for the 41 million Americans who are unmsured — is difficult to answer ‘
- simply. Nearly 60 percent of the' umnsured are poor or near-poor with famrly income below 200 percent
of the federal poverty level. Whtle low- -income families make an effort to buy 1nd1v1dua1 coverage that ‘
is dlsproportlonate to their means the rate at which they are un1nsured is extremely hrgh Itis hkely that:

most low—mcome famrhes would requlre ﬁnancral assrstance to buy ; and mamtam 1nd1v1dual insurance

¥
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Moreover available data suggest that consumers move in and out of this market extenswely 30to
40 percent of people with mdmdual insurance in 1996 probably held their policy for only part of the
year. This rate is as much as ten times that among people with employer-hased coverage and it

contributes to both the administrative cost of individual insurance and i insurer behavior in this market. In

~_particular, much of insurers’ behavior in the individual market anticipates adverse selection.  Insurers

expect that many people will seek individual insurance only when they are sick and drop eoverage when
they have no immediate health care needs. Thus, insurers underwrite aggress‘ively,ﬂ and they exclude or
limit coverage for types of care that are difficult for them to anticipate, even by extensively screening
apﬁlicants fqr coverage. They rate coverage j?ast as aggressivelfz: for inuch of the population, “standard”
ratés may be unavailable. For people with ongoing health problems, individual insurance inay be.
unavailable at any price. '
- ‘
It is difficult to imagine this marketlbecomir.lg more robust, without it first becomin‘g more stable. .
This would mean that more consumers must be willing to stay m the market (even when they are
healthy) and insurers must be willing to offer compreheﬁSive products with intelligible, predicteble
coverage for necessary care. It is possxble for regulators to constram the supply side of this market — to

require guaranteed issue, standardized produets and consumer mformatlon moderate exclusion' perlods

-and relatlvely little price variation.. These measures might improve consumer confidence that available

insurance will cover the care that they need. However, they also may produce higher prices and 4
correspondingly higher rates of consumer entry and exit. 'I’hus, to make the individual health insurance o
market a robust source of coverage for most Americans who are now uninsured would require a parallel
effort to stabilize demand — to subsidize coverage for the low-income families who comprise most of

the uninsured, to examme ‘ways for consumers to move between group and individual insurance without

changing insurers, and even to mandate individual respon31b111ty for remaining insured.
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' Introduction ,

Although more than 16 million Americans under age 65 reported coverage from private insurance
other than an employer-sponsored plan in 1996, very‘little is knewn about this ﬁfarket: which and what
types of insurers predomihgite, how rates and products vary within and across markets, and the extent to
which individual products are available to peoplel with health problenis. Available sMey data suggest
that the size of the individual market varies widely among the states. In North Dakota, South Dakota,
and Nebraska, 13 to 15 percent of the nonelderly populatxon reported having individual health insurance
in 1996; compared to less than 5 percent in Massachusetts, Mlchxgan New Mexxco, and Ohio.
Differences in the relative importance of individual insurance among the states may relate to a number of
‘factors: the availability of group coverage; insurer practiees and state insurance fegulations that may
make individual cqverage accessible to a broader population; and the availability of public program

‘ coverage to populations with modest incomes, some of whom r?riight otherwise seek ihdividual insurance |

coverage.

Nationwide, the perceﬁtage of the population reporting coverage from an individual plan is volatile,
reﬂectingA the residual nature ef individual insurance: that is, people b‘uyv individual insurance when group
insurance and public program coverage are not available to them. Between 1992 and 1996, the ,
percentage of the population reporting individual coverage at some time during the year declined from
about 8.5 percent to 7 percent.! Over the last several years, ehénges in rates of employer coverage,
individual coverage and public program coverage have largely offset one another, leaving the rate of

“uninsured roughly constant — between 17.4 and 17.8 eercent f{o'wever at the state IeQel changes in the -
rate of employer sponsored insurance, individual insurance, and public program coverage can y:eld

1zab1e changes in the proportion of the population that is uninsured.

The political and practical difficulties of expanding empioyer-spensored coverage or public

. _programs to cover some portion of the 41 million uninsured have led some pohcy analysts to c0n31der

the potennal of the individual insurance market asa greater source of coverage. Greater rehance on
individual insurance could resolve problems of portability, consumer choice, and equity that are more

difficult to resolve in an employer-based system. Despite extensive federal and state regulation to

‘ "These estimates are derived from Alpha Center tabulations of the March Current Population Survey (CPS)
for various years. The CPS is the most reliable source of information about health insurance coverage in the United -
States. In recent years, the Bureau of the Census has revised its questioning about health insurance. It also has
adopted computer-assisted survey techniques which eliminate conﬂlctmg responses and facilitate both a different
sequencing of questions and more detailed questions. The 1995 and 1996 coverage estimates presented in this
report reflect the new CPS questions about sources of health insurance. They may differ from estlmates published
elsewhere which are calculated to be more comparable to the older question set.

[
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continueA group coverage beyond active employment and to assure porfability of coveragé (without
restarting preexisting condition exclusmns) many workers are likely to remain unprotected — either
because they are employed in small ﬁrms excluded from these regulations or because they have a lapse

in coverage that dlsquahfies them from regulatory protections. Moreover, most workers have few
insurance altematlves in a group scttmg nearly half of the employer-msured populatlon has no choice”
among plans (Kassxrer, 1993). Finally, devising equitable subsidies to encourage employer-sponsored
coverage is much more difficult than devising subsidies for individuals. These considerations have led
many to q;.lestion.whether and how the individual insurance market can be made more accessible to a
broader population, bolstering the b’rivate health insurance systém and foréstalling the further expansion

of public health insurance programs.

This study describes the size and operation of the individual insurance markets in ten states. These
states were selected to represent differences in geographic regién, éstimated market.size, and state
regulation of insurance— in short, the range and variation of ci:rcumstances and regulation across all of

- the states. The information presented here is based on a number of sources, including public -use national
survey information, state-based data on insurers that write individual coverage, and interviews with state
insurance and health policy ofﬁcnals and with mdependent insurance agents in each of the study states.

As a context for considering the specifics of state insurance markets, we begin with an overview of
individual insurance cdnsum'ers: who buys these products? What are their personal, economic and
erﬁployment characteristics? Next we examine, in turn: the structure of the individual insurance markets
in the ten states; federal and state rcgulatlon of products avallable to individuals; the role of association
plans as sources of health insurance for mdmduals the design of individual insurance products;
individual insurance rates; aqd insurer underwrxtmg practices with respect to individual insurance
products. Fihall'y, we offer some comments about the underlying question of this report: whether and

‘under what circumstances the private individual health insurance market might become a robust

alternative source of insurance for middle-income Americans without employer-sponsored coverage.

Research Desngn

Our analysis of mdmdual health insurers, products rates and underwriting guldelmes relies on
several unique sources of mformatlon about insurance markets. These include Alpha Center’s 1995
Health Insurer Database, structured 1nterv1€:ws with independent i insurance agents, and rate and product

information obtained from selected insurers. Each of these sources is described briefly below. =



Alpha Center Health Insurer Database. The 1995 insurer détabase is derived. from the annual .

" financial reports filed by each admitted insufer in each state and compiled by,‘the National
Association of Insurance Commissioners (NAIC): In all states, each commercial insurer must file an
eﬁctensi.ve set of renorts with the state every yedr documenting premiums written and earned, medical
losses, administrative costs, surplus, reserves, and other ﬁndncial information. To supplement these
reports, we contaeted each state and also obtained the annual financial reports that BCBS plans and
HMOs must file. A.eubstantial effort was undertaken to cleen and sort the data in order to develop '
state-level estirnates of each insurer’s 1995 major medical business only. The insurer database nnd
the methods used to compile the data are described and presented in greater detail elsewhere
(Chollet, Kirk, and Ermann; 1997). IR

Agent interviews. Insurance agents offer a umquely personal and valuable perspectwe on the
individual insurance market. They are familiar with the array and practxces of insurers, and they
understand the market from the perspectives of both the consumer and the insurer. To make use of

* this knowledge, we conducted serni-_structured interviews »\}ith independent insurance agents in each‘
of the study states. Agents in each state were identified from the membership liet of the National
Association of Health Underwriters. They were selected from that list (dr by referral from that list)
based on their self-reported volume of individual health insurance that they transacted, the length of
their experience in that state’s individual insurance'rnarket,; and their Imowledge ef insurance

| regulation in their state (for example, the agent recently had served in an advisory eépacity to a state
legislative committee). ‘\In exchange for a flat consulting fee, agents responded to initial and follow-
up interview questions regardmg market trends and dynamlcs the role that different insurers play,
product offerings, and other market related issues. Agents also prov1ded product descriptions, rate
information, and underwriting guidelines for selected products; and they assisted us in distinguishing
major medlcal insurers from those vmtmg disability or other health business as reported in the |

-financial information that insurers report to the state.

Product 'descriptidns, rd?es, and undérwritfng guidelines. :To obtain a sample of insn'ranee_ products,
rates and gu‘idelines, we arrayed all Blue Cross and Blue Shield plans, HMOs, and commercial
insurers that wrote individual health insurance coverage of more than $500,000 in 1995 from the
largest (meésured as premiums earned) to the smallest. We then sorted this array into quartiles, and
requested information about the nlost popular product issued by at least one insurer in each quartile.
For insurers in the largest quartile, we generally were able to obtain producf, fate and underwriting
information for more than one insurer. In total, we revieWed 60 insurance ;iroducts, distributed

among the ten states and representing approximately 40 to 80 percent premiums earned in the study

~




states’ individual markets. These products offer a snapshot of the boﬁeflts,‘ rates and underwriting

 practices of both large and small insurers in each state’s individual health insurance market.

" Who Buys Individual Insurance?

“In 1996, an estimated 16.2 million Amiericans — 7 percént of the population under agé 65 — were

covered all or part of the year by an mdw:dual health insurance plan not associated with an employer.

The rate of individual insurance coverage is substantially greater among adults than among children

: (nearly 8 percent of adults versus 5 percent of children), and adults comprise more than throe—quarters =

(’77 percent) of the populatlon with 1nd1v1dual insurance (see Table 1)

I i

Table 1
Number and Percent of Nonelderly Adults and Cluldren
with Private Insurance or Uninsured: 1996

[
;o

Employer-based Indwndnal )
insurance " insurance . Uninsured
. Percent Percent of ‘ Percent Percent of " Percent Percent of
‘|, Number of covered Number of covered Number Cof uninsured |
(millions) | population | pepulation | (millions) | population | population | (millions) |-population | population
Adults o , i o o
aged ~1104 68.1 714 125 | 7.7 76.7 30.5 18.8 74.3.
18-64 ' ‘ : S ‘ ‘
Children - , : | e . 3
under age 443 63.0 28.6 - 38 53 . 233 10.6 15.0 25.7
<18 - . .
Total 154.7 665 | 1000 | 162 | 70 . 100.0 41.1 2177 100

V * Source: Alpha Center tabulations of the March 1997 Current Populatlon Survey (U S. Department of Commerce, Bureau of the

Census)

The proportion of people who report individual health insurance coverage is surprisingly equal

© across levels of farmly income (see Table 2) Among adults with i income between 100 percent and 200

percent of the federal poverty standard,” 8 percent reported havmg 1nd1v1dual health i msurance in 1996.

- Among children in families in this income range, Just over 6 percent were covered by an mdw1dual

‘ insurance plan. These rates are nearly the same as those reported among adults and chlldren in farmhes -

. with income above 4(_)0 percent of ~poverty (8.1 percent of adults and 5.3 percent of chlldren).

-

!
¢

*In 1996, the federal poverty level was $12,980 for a family of three, and $7,740 for a family of oe.
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Table 2
Number and Percent of Nonelderly Adults and Children with Insurance or Uninsured,
. by Selected Source of Insurance and Poverty Status: 1996
Family income Population Percent with coverage or uninsured
as a-percent of | under age 65 Private | Employer- | .. .0 01 : :
federal poverty (millions) [ insurance, based - insurance Medicaid Uninsured
‘ total insurance ’
0-99 percent 336 20.4 17.2 39 | 457 339
100-199 percent. 425 53.8 48.5 72 16.1 305
200-299 percent 409 - 77.5 727 7.3’ - 53 k 17.6"
300-399 percent 35.1 86.1 81.6 ‘ 73 - ©23 113
400 percent + 80.4 91.5 . 8.9 7.8 LT .10
Total 2325 71.1 66.5 7.0 11.2 17.7

Source: Alpha Center tabulations of the March 1997 Current Population Survey (U.S. Department of
Commerce, Bureau of the Census).
Note: Estimates include people with coverage from more than one source.

Despite the fact that many low- and middlé-in@ome families make a substantial effort to buy
individual health insurance, the need for health insurance amohg' families at these income levels is
greater still. Rates of employer-based coverage are dramatically lower among both adults and children
with lower fa}niiy income. Thus, their probaﬁility’ of being uninsured is much higﬂer, despite a level of
effort to buy individual insurance among low income families that is disproportionately great relative to
their means. The perécnt of children who are uninsﬁtegi is lower than among adults at all levels of
income mostly as a result of children’s greater eligibility for Medicaid and other public programs, but

also because families with childrcn; are more likely to have coverage from employer plans.

~ Considering the individually msured population as a wholé, juét over half are in families With
income above 300lpercent of the federal poverty sfapdard —in 1996, about $23,000 for an unrelated
individual and $39,000 for a family of three (see‘ Figure 1). Hp&ever,,pcople in poor and n;zar-poor
families comprise about 27 percent of all people under age 65 with individual coverage. No information
is available to identify the type, scope, or brice of insurance that they buy.’

~ Individual insurance is an important resource for people in middle- and upper-incorne families if -
they have neither employer-based nor puBHc covelf:ige,‘ and especially. for children in these families (see

~ Table 3). In families with income above 400 percent of poverty (the largest segment of the individually




: . Figure 1 . :
Distribution of Individual Coverage by Poverty Status: 1996
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Source: Alpha Center 1abulations of March 1997 Current Population Survey (U.S. Department of Commerce, Bureau of the Census).

insured population), 52 percent of the adults and 59 percent of the children who comprise the potential
individual insurance market (those with neither employer-based nor public coverage) reported having
individual health insurance at least part of the year. Howevér, in lower income fgmilies, a much lower
percéntage of the potential market purchases individual iﬁsurance; less than one-third (29 percent) of
people in families with iﬁcome_ between 200 and 300 percent of poverty purchased individual insurance
in 1996.

.
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. . Table 3 '
Number of Nonelderly Adults and Children with Individual
Health In;urance as a Percent of the Potential Market, by Poverty Status: 1996
Total Adults aged 18-64 Children aged 0-17
Family Income Percent of Percent of . Percent of
as a percent of Number potential Number . potential | Number potential
federal poverty (millions) - market {millions) market {millions) market
0-99 percent 13 103 1.0 11.4- 03 8.1
100-199 percent 31 19.3 2.1 18.8 1.0 20.5
200-299 percent 30 . 29.2 22 28.3 0.8 32.3
300-399 percent 2.6 . 392 2.0 382 0.6 435
4QO percent + 6.3 ; 528 52 51.7 ‘ 1.1 58.6
Total 162 | 283 12.5 30.0 3.8 26.2

Source: Alpha Center tabulations of the March 1997 Current Population Survey (U.S. Department of Commerce, Bureau of the
Census). :

Note: Potential market is defined as the nonelderly population, minus persons who are either employer-insured or have coverage
from a public program.

Adults aged 55-64 are more iikel).! to buy in'divikduai insurance than people in any other age group, and
ne‘arly twice as likely as aduits aged 25-44 (sgc Table 4). In 1996, nearly 14 percent of adults aged 55-64
reported having individual insurance at some time during the year, compared to about 6 percent of adults

_under age 44. Rates of employer-based coverage are lowest among young adults aged 18-24 (only 56
percent in 1996) and among adults aged 55-64 (66 percent). However, unlike older adults who are more
| likely to buy individual coverage, young adults go uninsured at consi(derabiy higher rates than any other

age group — in part reflecting their lower incomes, but perhaps also a greater tolerance for risk.



) ' ~ Table4 :
Selected Sources of Health Coverage among the Nonelderly Population,
by Age of the Insured Individual: 1996
Population : ) Percent with coverage or uninsured
under age 65 |Employer-based Individual
Age - {millions) insurance insurance Medicaid Uninsured
" Less than 18 70.3 63.0 53 210 - 15.0
18-24 247 | se4 6.1 . 107 292
25-44 83.1 69.4 6.3 6.9 19.2
45 - 54 329 747 - 84 48 135
- 55-64 215 66.1 - 139, ;62 13.6
Total 2325 665 | 70 | 12 177

Source: Alpha Center tabulations of the March 1997 Current Population Survey (U.S. Department of Commerce,
Bureau of the Census).
Note: Estimates include people wrth more than one coverage source.

Despite a much higher rate of individual insurance purchase among the near-elderly population, they
represent a min‘ority of the population that reports having individual health insurance. In 1996, just 18
percent of the individually insured population under age 65 ive}re near-elderly - aged 55-64 (see Figure
. 2). Nearly two-thirds of the individually insured population (65 percent in 1966) are adults of child-

. bearing age (age 18-44) or children. ‘ ‘

People who live outside of 1arge metropohtan areas are mtgre likely to buy individual coverage than
people who live in large metropohtan areas, and at every level of family income (see Table 5).
Nevertheless, metropolitan areas are the predominant market for individual i insurance coverage —

. éimply because most people live in or near large cities. Three out of fdur people (72 percent) who buy

- individual health insurance live in a large metropolitan area.

People in families headed by a part-time or part-year worker or a nonworker are substantially more.
likely to have individual health insurance than people in families headed by a full-year full-time worker
(see Table 6). In part, the greater demand for individual insurgnce in these families reﬂe;:ts their lower
ac‘cess to employer-based coverage. However, in part because families headed by part-time or part—jear
~workers or nonworkers tend to have lower i income, their ability to buy individual insurance is hrmted and
they are much more likely to be uninsured — despite greater eligibility for Medicaid and othcr public

insurance programs. Once again considering the individually insured pqpulgtlon as a whole, families




Figure 2 .
Distribution of Individual Health Insurance by Age Group: 1996
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Source: Alpha Center tabulations of March 1997 Current Population Survey (U.S. Department of Commerce, Burcau of the Census).

headed by full-time full year workers comprise the majority. In 1996, 81 percent of the population under

. age 65 with individual health insurance lived iﬁ families headed by a full-time full-year wdrker. |

Self-employed workers are often presumed to be an important market for individual health

* insurance. Indeed, peo;ﬁle in families headed by self-employed workers are as much as four times moré
 likely to have individual coverage than people in families headed by wage or salary worker (sée Table

7). Unincorporated self-employed workers and their families dre especially likely to have individual

coverage: in 1996 neérly one-third (30 percent) of people in fafniiies headed by an uniﬁcorporated self-

employed worker were covered by an individual health insurér_ice plan. These families are less likely

- than famiﬁes of incorporated ,sclf—erhployed workers tc; have e;nployer céverage — possibly becéuse |

they are less likely to have employees or otherwise to qualify for group covérage under state refonﬁ laws

[

— and many are uninsured.



Table § - '
Selected Types of Health Insurance among the Nonelderly Population in

Metropohtan and Nonmetropehtan Areas, by Poverty Status: 1996

Family income | -Population Percent with coverage or umnsured
as a percent of | under age 65 |Employer-based| Individual .
federal poverty | - . {millions) insurance . insurance Medicaid : Uninsur?d
| Metropolitan areas* |
¢

0-99 percent 252 17.0 38 46.6 33.8

[100-199 percent 302 431 6.2 16.9 312

200-299 percent 30.0 72.1- 6.6 34 18.7

‘ 309-399 percent 27.4 81.7 6.6 23 1.7

400 percent + 68.1 873 74 . 1.1 7.0

Total 181.0 67.6 6.4 11.0 17.4

Nonmetropolitan areas":

0-99 percent 83 17.9 4.4 43.1 34.1

100-1‘99'percent ‘12.3 4V9.6r 10.6 14.3< 28.7
200-299 percent - 109 74.2 91 4.9 145

300-399 percent 76 81.3 9.6 2.4 9.8

| 400 percent + 123 847 | 102 1.3 7.0

Total s1s 62.8 8.9 12.1 18.5

Source: Alpha Center tabulations of the March 1997 Current Populzmon Survey (U.S. Department of
Commerce, Bureau of the Census).

‘Metro;ﬁolitan Statistical Areas (MSAs) as defined by the Bureau of the Census.

1
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Table 6 :
Selected Sources of Insurance among the Nonelderly Population,
by Work Status of the Family Head: 1996
| Population under ' Percent with coverage or uninsured
age 65 Employer-based]| Individual -

Work status of family head . {millions) " insurance insurance | Medicaid Uninsured
Full-time, full-year worker 1633 78.6 6.4 ' 4.1 d .. 14.0.
Part-time or part-year worker 456 466 9.1 19.4 279
Non-workers 235 216 70 445 236

Total 232 - 66.5, .70 11.2 17.7

Source: Alpha Center tabulations of the March 1997 Current Population Survey (U.S. Department of Commerce, Bureau of |
the Census). : » . ‘ :

Table 7
Selected Sources of Health Insurance among the Nonelderly Population,
by the Family Head’s Type of Employment: 1996
: Population Percent with coverage or uninsured
Family head: under age 65 | Employer-based Individual .
type of employment (millions) insurance insurance Medicaid ~ Uninsured
Wage or salary worker 190.0 . 738 ‘ 52° 17 16.3
Self-employed - incorporated 123 59.7 ©21s 2.4 ' 184
Self-employed - unincorporated 6.6 300 29.5 8.7 ‘ 354
Nonworker 23.6° 216 AT 44.4 23.7
Total 2325 - 66.5 7.0 11.2 17.7

. Source: Alpha Center tabulations of the March 1997 Current Population Sufvey (U.S. Department of Commerce, Bureau of the
Census). . ‘

* Nonworker estimates include unpaid workers and therefore vary slightly from the estimates included in Table 6.

Despite relatively low rates of individual insurance among families of wage and salary workers,
these families predominate in the U.S., and they comprise most of the population with individual
coverage (see Figure 3). Families of self-employed workers — incorporated or unincorporated —

comprise just less than one-quarter of the individually insured population under age 65.




H
i

~Finally, about two-thirds of the population that bought individual insurance in 1996 reported no other
source of pﬁvate insuran;::e coverage during the year (see Table 8). Conversely, about one-third of both
adults and children wi;(h individual insur_Aance‘reported' also havihg had coirerage from an employer-based
plan that year — about ten times the rate of émployer-insured people who also report individual
_coverage. Aséuming that few people hold employer-based and individual insurance cdncunenﬁly, people
who report both probably hold individual insurance for only p’art‘of the year. The relatively high
proportion of people with individual insurance in this situation offers a rough (and perhaps conservative)
measure of the rate at which consurnérs moVé in and out of the individual insurance market in any given .
yéar. In turn, the‘high rate of entry and exit in this market probably contributes to édministrative costs
~(for marketing, em'ollment, and disenrollment) and higher prices for individual.insurgnce relative to

- employer group insurance.,

In summary, the average consumer of individual insurance 1s very much like the average of the
population: an adult under age 44 or a child, with family income exceeding 300 percent of poverty, living
in a metropolitan area and in a family headed by a full-time full-year wage or salary worker. However,

" the population that bu)fs individual health insurance is diverse, and this profile is in some respects
misleading. Whﬂe they are not the majority, individual Vir‘lsurance'v consumers ére more likgly than the
general population to be older (age 55-64) and to.live in rural areas and émaller'cities'. Also, they are
more likely than the population at large to be in families headed by part-time part-year or'self-emfaloyed )
‘workers, and they are more likely to hold private insurance from the same source for only part of the

year. A surprising number are poor or near-poor.
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Fiéure 3 ,
Individual Insurance by Employment Status of Family Head: 1996 -
J ' - ' H
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Source: Alpha Center tabulations of March-1997 Current Population Survey (U.S. Department of Commerce, Bureau of the Census).

[

. Table 8
Percent of Nonelderly Aduits and Children with Both Individual and
Employer-Based Health Insurance, by Poverty Status: 1996

Adults aged 18-64 - : Children aged 0-17 )
Employer-based Einployer and | Employer-based |[Employer-based
Family income and individual, ) and and individual,
as a percent of Individual " individual as.a percent of | . Individual | - individual as a percent of
federal poverty |insurance, total insurance ‘individual insurance, total insurance individual
0-99 percent 54 . 09 16.9 Co2r 0.3 15.4
100-199 percent -8.0 2.0 25.1 - 6.1 1.9 309
200-299 percent 79 26 333 Cs9 EEAE 34.8
300-399 percent 79 31 39.5 5.8 2.1 k 36.6
400 percent + 8.1 3.1 425 68 2.6 38.9
Total 7.9 » 2.7 35.4 53 1.8 336

Source: Alpha Center tabulations of the March 1997 Current Population Survey (U.S. Department of Commerce, Bureau of the

Census}.
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0verv1ew of the Study States

The ten states selected for study are diverse in their populanon 31ze geographlcal location,
urban/rural mix, and the relative size of the mdwrdual health insurance market (see Table 9). They
mclude several of the most populous states (Cahforma Flonda New York and Pennsylvama), as well as
several low-populatlon states (North Dakota, Montana, and Utah) They include Western coastal states
(California and Washmgton) central and mld-Westem states (Montana North Dakota Utah, and Iowa)
Mid-Atlantic states (Pennsylvania and New York), and states in the South and Southeast (Louisiana and
Florida). The urban popnlations in these states vary from more than 90 percent of the state’s nonelderly.
population (in California, Florida, and New York) to less than 2:8 percent (in Iowa) and 20 percent (in
North Dakota). Montana :has no metronolitan statistioal area at all. They include states with the largest —
individual health insurance markefs measured as the percent of the nonelderly population reporting |
individual coverage — North Dakota (15 percent)-and lowa (12 percent) as well as states with relatively

small markets — New York (5 percent) and Louisiana ® percent)

Table9
Selected Characteristics of the Ten Study States
Percent of nonelderly Percent of nonelderly
Percent of Ppopulation with population with Percent of nonelderly
nonelderl employer-sponsored individual health population that is
populati 03: health insurance insurance uninsured
Nonelderly residing in .
population | metropolitan 1995 1996 . 1995 1996 1995 1996
State (in millions) | areas (MSA) .
- CA 28.8 987 . 575 58.1 , 6.6 77 22.7 223
FL . 1.7 95.4 59.1 59.5 9.7 84 220 k 229
1A | 26 - 276 70.9 713 s | 11 13.1 13.2
LA e 3.7 80.8 53.1 58.3 8.2 6.2 234 23.1
MT® 0.8 - - 60.2 61.2 143 8.8 15.0 15.4
NY 16.1 90.9 - 64.0 62.5 6.9 5.1 171 19.1
-ND* - 0.5 1‘9.9 617 70.4 19.0 152 9.6 115
PA 10.2 " 83.1 729 74.9 82 . 7.2 11.6 11.0 .
uT 1.8 80.8 73.7 76.8 9.7 83 . 129 13.0
- WA 5.1 776 02 | 679 84 10.2 137 | 146
UStotal |~ 2325 78.4 66.2 65 |~ 16 70° 17.4 17.7 .

Source: Alpha Center tabulations of the March 1996 and March 1997 Current Population Survey (U.S. Department of
Commerce, Bureau of the Census). .

‘14




i

Whi\le available data do not allow precise trackiﬁg of individual health insurénce trehds over the last
- several years, the percentage of the population with iﬁdividual healthinsurance at any time during the
year apparently has been declining over thé Tast five years. Most fecently (between 1995 and 1996), only
12 states have shown any grow’cﬁ atallin reportéd individual insurance coverage, including two of the.

study states: Washington and California. (Estimates for all states are provided in Appendix 1.)

Stafe Regulétion of Individual Health Insurance and HIPAA
‘Many states have ‘implemented health insurance regulationg intehcied to improve access in the
individual health insurance market and affordability for people with health problems. Between 1990 and
1996, 25 states passed such reforms (Paul and Chollet, 1996). Thirteen states require all insurers
' participating in the individual market to guarantee issue c;ne or more products to all applicants —
although only four states (New York, New Jersey, Vermont, and Washington) require guaranteed issue
of all products, and some of the thirteen states require guarant¢éd issue only to qualified ih_dividuals
(e. g., someone continuously covered for the past 12 months). To make coverage more affordable for
ﬁeople who present health problems, 18 states have passed legislation limiting variation in premium rates
or prohibiting the use of some “rate factors” (characteristics such as health status, claims experience, age,
or gender that insurers may use to set rates). Twenty-two states limit preexisﬁng condition exclusioﬁs,_ -
typically addressing bbth the “look-back™ period used to define a condition as preexisting z;nd the
duration of the exclusion or waiting period. Many stat_cé limit look-back and waiting periods each to 12
months. However, in some states that limit pre‘éxisting condition exclusions, insurers are allowed to
issue “exclusion riders” that exclude coverage fof specified éonditions for the duration of the policy
‘ periokd.3 | - - .
Responding to the individual health insurance requirements of the federal Health Insurance ‘
Portability and Accountability Act of 1996 (HIPAA), all but six states* now have some provision in law
guaranteeing issue of at least one healfh insurance plan (from all insurers writing individual coverage,

from a designated insurer of last resort, or from 4 state high-risk pool) and restricting preexisting

*A rider is an addendum to the standard insurance contract. A rider may add benefits (e.g., for maternity
services or prescription drugs) for an additional premium or reduce coverage from that otherwise promised in the
standard contract {e.g., a permanent exclusion rider withholding coverage for specific conditions or body systems —
such as any condition related to kidney, heart, or circulatory function). ‘

*California, Massachusetts, Missouri, Michigan, and Rhode Island failed to pass full, complying
legislation before December 31, 1997; in these states, the individual insurance market is subject to federal regulation
for compliance with HIPAA’s individual market provisions. Because Kentucky’s legislature meets biennially,
HIPAA extended Kentucky’s legislative compliance date to December 1998.

~
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condition é;ﬁclusions for “HIPAA-cligible” indiif.iduals‘ (see Table 10).5 The definition of “HIPAA-
eligiﬁlé” is sufficiently narrow to suggest that reiatively few individuals leaving employer-based plans
will benefit from HIPAA’s guaranteed i 1ssue and portab1hty prowsmns Furthermore, HIPAA does not

protect individuals who move from one insurance plan to another wzthm the mdmdual insurance market

e,

" Table 10 !
State Strategies for Comphance with HIPAA’s Guaranteed Issue and Portability Reqmrements '

State | Compliance strategy for guarantéed issue an‘d‘ p‘ortabilitir ‘

B

CA | Federal fall-back® with federal reg‘qlation"

FL Maﬁdatory ‘group conversion with rate ahd benefit ;egdlatio‘n of conversion product for HIPAA eligibles

IA Risk pool; guaranteed issue of sgénaard and basic products to HIPAA-eligibles

LA | Risk pool

MT Risk pool (separate i:ool for HIPAA-eligibles)

" NY Guaranteed issue, all products

ND [ Risk poi?l

PA Guaranteed issue Blu_é Cros§ Blue Shield - . .

UT Risk pool and regulatéd, cz;pped guaranteed issue for. HIPAA-eligibled

WA ‘Guaranteed issue, all products

Source: Karen Polhtz and Nicole Tapay, Institute for Heal th Care Pallcy and Research Georgetown University,
1997, Alpha Center, 1998. : [ ‘

‘HIPAA’ s federal fall back provisions require that all insurers writing major medical products in the individual
market guarantee issue of two products to HIPAA-eligible individuals. These may be either their two highest-
volume products or two “representative” products. These products are defined as having 85-100 percent and 100-
-120 percent, respectively, of the actuarial value of the insurer’s average major medical product (calculated as the
average of all of the insurer’s major medical products, weighted by enroliment).

Flgure 4 depxcts the sequence- of conditions that deﬁnes 1nd1v1duals protected by HIPAA’s portablhty
and guaranteed issue requirements. In general both public pohcy ana]ysts and pnvate insurance

analysts agree that very few md1v1duals are hkely to.pass these screens in a given year. In states with

-

N f Lo

*HIPAA defines an eligible individual as someone who: (1) has 18 or more months of creditable coverage
under a group health plan, governmental plan or church plan; (2) is not eligible for group coverage Medicare or
Medicaid, and otherwise without other, health insurance; and (3) has exhausted all avallable COBRA coverage (or '
other s;:mlar state continuation program)
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“mini-COBRA?” laws (which extend COBRA continﬁation tb groups of fewer ‘than 20 employees), still
fewer individuals are likely ever to qualify for HIPAA pfotections. Still, as a result of HIPAA,
individual coverage is now guaranteed renewable in all states. Only‘ 15 states had required guaranteed
renewal in the individual market pﬁor to HIPAA compliance. The foilowing section describes the

regulation of the individual market undertaken by each of the 10 study states.

5 v
"A ¥

Figure 4 .
Determining HIPAA Eligibility in the Individual Market

Did you have céntinuous coverage from an employment-related @

group plan for at least 18 months with no gaps exceeding 62 days?

@

A 4

~ You'are not
HIPAA-eligible

Did you exhaust other available groub coverage (e.g., through - \N/(>

COBRA or a spouse’s plan) with no gaps longer than 62 days?

©

A 4

Are you ineligible for any public program?

©

<&

You are
" HIPA A-eligible
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Regulation of Individual .He}:z:lth Insurance in the Study States ‘

Among the study states, both New York and Washington have rélotively high levels of regulation in
the individual market (seé Table 11). Both have implem’ented réte reforms and require guaranteed issue
and renewal of all individual products. New York requires that all insurers commumty rate 1nd1v1dua1 |
products, offenng the same premiums to all consumers regardless of age, gender, or health condition. In -
New York, individual health insurance rates vary only by product, family composition and geographic
location. Insurers may not consider individual health "status,‘ claims experieﬁce, age, gender or other
factors in'setting rates. New York allows a 12 month waiting period on preeiisting condition limitations
(common among states that limit preex1st1ng condition exclusions), but a relatively short look-back

perlod-—-— Just6m0nths 7 : S

- Like New York, Washingtoh also requires guaranteed issue of all products in the individual market.
However, Washington does not require community rating. Washington permits relatively wide rate
variations of 4:1 (for age and geography) but it prohibits i insurers from using health status or claims
experience to set rates. Washmgton limits preexisting condition exclusions to a 3 tmonth look-back and 3
month waiting perlod — much shorter than the usual limits. Washington imposes similar regulation in
its small-group market and defines small groups as one or more, extending the state’s small-group

protections to self-employed individuals.

Iowa and Utah passed legislation in 1995 and 1996, respechvely, to guarantee issue and to limit '
individual insurance rate variation. Howcver, in both states, these regulations are less comprehensive
than in Washington or New York. Iowa requires guaranteed issue and renewal of a standard and basic

- plan, but 'individuals must have one year of qualifying coverage or a qualifying event to be eligible for
regulatory protection. Iowa limits rate variation to 2:1 for health status and claims experience —
allowing more variation than New York’s pure commumty rating law, but not necessarily less than in
Washlngton Washmgton s regulation allows a total 4 1 variation on age and other allowable factors but
prohlblts rating on health status Iowa constrains ratmg on health status, but does not constrain rate

variation for age, geography, or gender.

Utah began requifing insurers to guarantee issue in the individual health insurance‘market in 19A97,
but allows insurers to limit or “cap” the number of uninsurable applicants (based on each insurer’s own
underwriting guidelines) to whom they must issue policios. Utah requires insurers to issue coverage to
any applicant whom tho state high risk pool certifies as representing less than 200 percent of the average
. coét of comparable coverage statewide. Utah’s legislation also limits rate variations to'25 percent above

or below an index rate (equivalent to rate bands of 1.7:1), although insurers may further adjust premiums

> 18



T - Co , S
for age, gender, family, and geographic location. Utah has set the same limits on preexisting condition

exclusions (6 month look-back and 12 month waiting period) as New York.-

None of the other study states require guarameed issue of individual products, although Florida does
require guaranteed 1ssue in the small~group market (as well as modified community ratmg) and defines
small groups to include self-employed individuals. Also, Florida’s small-group limitations on

‘preexisting condition exclusions are more favorable than for individuals, as long as coverage is
continuous: a maximum 6-month look-bﬁck and 12-month exclusion in the small-group market, versus

" the 24-month look-back and waiting periods allowed in the indfvidugl health insurance mafket. When
coverage is discontinuous, Florida allows 24-month look-backs and 24-month waiting periods for groups

of one or two.

Table 11
Selected State Regulation of Individual Health Insurance' 10 Study States

State - Group market (def' ned as 14)* ‘ : ' Individual marlvget

+ Limit on preexisting condition exclusions {12 months/ 12 -
months; 6/6 for families with 3 or more covered lives)®

« Exclusion riders prohibited

+ Guaranteed renewal (HIPAA)

CA

» Guaranteed issue
= Modified community rating * Durational ratmg prohibited

« Limit on preexisting condition exclusions » Limit on preexisting condition exclusions (24 months/ 24
FL
(6 months/ 12 months if continuously months) : \
covered) » Guaranteed renewal
» Guaranteed renewal (HIPAA)

3

Limited guaranteed issue®"
« Rate bands (2:1) for health status, claims experience and duration
» Limiton preemstmg condntlon exclusions (12 months/ 12
months)
+ Guaranteed renewal (HIPAA)

1A

» Rate bands (1.2:1 for claims experience, health status and
duration)

* Limit on preexisting condmon exclusions (12 months/ 12
months)

+ Guaranteed renewal

* Portability: group=individual, mdwxdual-’gmup, and
individual=individual

LA

« Limiton preexisting condition exclusions (36 months/ 12
months)

MT .
: + Guaranteed renewal (HIPAA)

i

S5

+ Guaranteed issue (all. products) + Guaranteed issue (all products)

s Pure community rating with variation only | ¢ Pure community rating with variation only for geography and
for geography and family composition " family composition

NY? ' | « Limit on preexisting condition exclusions | « Limit on preexxstmg condition exclusions (6 months/ 12 months)

) {6 months/ 12 months) » Credit for prior coverage towards waiting period

+ Exclusion riders prohibited - « Exclusion riders prohibited

* Guaranteed renewal + Guaranteed renewal
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State - Group market (defined as 1+)" o " Individual market

» Rate bands (1.7:1 for experience, health + Modified community. rating and rate bands (5:1 for age, industry
- status and duration) (occupation), geography, famlly composxtlon and “healthy
+ Limit on preexisting condition exclusions lifestyles™)
-ND » Minimum loss ratio (75 percent) - » Minimum loss ratio (65 percent)
» Guaranteed renewal (HIPAA)® » Limit on preexisting condition exclusions (6 months/ 12 months)

» Durational rating prohibited
 Guaranteed renewal (HIPAA)

PA « Guaranteed renewal (HIPAA) ) ‘
uT » Guaranteed issue (basic benefit plan, enroliment cap)
+ Rate bands (1.7:1 for experience, health status and duration)
« Limit on preexisting condition exc]usnons (6 months/ 12 months)
* Exclusion riders prohibited
+ Guaranteed issue (all products). « Guaranteed issue (all products)
.| * Modified commumty rating and rate bands » Modified community rating and rate bands (4:1 for age, family
WA {4:1 for age, family size and geography) size and geography)
> | » Limit on preexisting condition exclusions | ¢ Limit on preexisting condition exclusions (3 months/ 3 months)
« Guaranteed renewal ‘ » Exclusion riders prohibited

¢ Guaranteed ren‘ewal

Source: Blue Cross and Blue Shield Association, State Legislative Health Care and Insurance Issues 1997 Sz:rvey of Px‘ans
{December 1997); and Alpha Center communications with state Departments of Insurance.

" *Only those small-group reforms extended to groups of one {e.g., self-employed mdwxduals) are listed.
*Respectively, the look-back and waiting pcnods for apphcatlon of preexisting condition exclusions. All study states that
limit preexisting condition periods also require that prior coverage be credited towards the waiting period.
“Jowa insurers are required to guarantee issue of a standard and basic product (defined in regulation), and only to individuals
with qualifying coverage (group, individual or high-risk pool) or with a qualifying event within the last 30 days.
¥New York gives insurers the option of including self-employed individuals in the group market (i.¢., writing business for
self-employed groups of one) or defining the group market as groups of 2 or more. However, if the insurer uses 2+
employees as the standard for group coverage, then they have to write individual coverage.
“North Dakota also requires small-group guaranteed issue, but only for groups of 3 to 25.

While neither North Dakota nor Louisiana require guaranteed issue to individuals (self-employed or
otherwise), both have implemented rating reforms and limit p'reéxisting condition exclusions. Effective
in August 1995, North Dakota requires modified comrﬁﬁnity rating and limits preexisting condition
exclusions to a 6 month look-back and 12 month waiting peridd North Dakota also defines small groups
as one or more, although small-group rate bands do not extend to groups of one. Fmally, North Dakota
enforces a minimum loss ratio (65 percent in the individual market and 75 perccnt in the small-group

market) restnctmg insurers’ ablhty to raise their average rates.

.Compared to North Dakota, Louisiana imposes still tighter rate bands for experience (1.2:1).
~ However, Louisiana limits preexisting condxtlon exclusmns only to the usual 12 month look-back and

waiting penods Loulslana does not recognize groups of one in the small—group qmarket.

Four of the study states (California, Monfana, Florida, and Pénnsylvania) have relatively unregulated

individual insurance markets (although Florida extends some small-group regulatory protéctions to self-
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employed workers). Montana and California limit waiting penods for preexxstmg conditions in the
individual market to 12 months (Florida has 2 waiting period of 24 months) and California prohibits
permanent exclusion nders Of the ten study states, Pennsylvania is the least regulated: it has enacted no

reforms in the individual market (nor in the small group market) beyond those required by HIPAA.

Association Plans

Association plans are generally perceived as a significant source of health insurance for people
seeking .individua] coverage. However, the role of association plans in the insurance market is poorly
understood. Typibally, ihs‘urers market association plans to individuals through association literature,
direct mail sohmtatlon or through an agent and may underwrlte (that is, accept or deny and rate) each
applicant md1v1dually In the states that we considered, two types of association plans generally are
available to individuals: (1) professional groups or other affiliation groups that vary in how narrowly‘
they define their membership; and (2) associations that appéar to be groups of a‘particular insurer’s

invention.

Because insurers issue certificates of coverage to cOnsu;ﬁers under a master group policy, maﬁy
states recognize all association plans as group business (GAQ, T1996). Some states (such as California)
_regulate associatiun plans that include only individual members and qualiﬁed dependents as individual
coverage, but regulate association plans that include members and their employees (groups of 2 or more)

as group business.®

- We identified no state that requires insurers to report asséciation ibusiness separately from their total
group or individual health insurance business. Thus, few if any states have a true measure of the extent
to which association plans in fact serve individual insurance consumers. In some states, Blue Cross and
Blue Shield (as well as some commercial insurers in those-or o'ther' states) write most of their individual

insurance through one or more associations, but report this as group business.

To the extent that association plans are exempt or granted exceptions from various state and federal
laws, they may represent an attractwe business for insurers. In states that regard association plans as
group business, most assomatmn business may be governed by large-group i insurance regulatlons —

merely because association plan sizes can easily surpass statutory definitions of small groups (typically 2

®California requires that i insurers writing both assoc1anon and non-association business for employers .
(groups of two or more) also offer the same products in the small group market and rate them the same way.
Association plans that include individuals and their dependents are considered individual business and these
regulations do not apply.
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to 50 lives). In states that have undertaken extenswe small-group or 1nd1v1dua1 insurance reform, the-

‘ regulatlons govermng large-group insurance busmess may be the least restnctwe

Federal regulation. HIPAA considers association plans which include only individuals and qualified
dependents as individual insurance; all of HIPAA’s mdmdual insurance provisions relate to such
associations. HIPAA defines a bona fi de association as one that (1) has actively emsted for five or more
years; (2) is formed and maintained for purposes other than obtaining insurance; (3) does not condition
membeérship on health status; (4) makes insurance available only in connection with a member of the
association; and (5) otherwise meets reqmrements of state law. HIPAA establishes somewhat different
rules governing guaranteed issue for bona fide associations yersus ‘non-bona fide associations, but its |

guaranteed renewal rules are the same for both:

«  Guaranteed issue: An insurer that writes coverage only for one or more bona fide associations must
guarantee issue to any member of that assqciation and their qualified dependents. vOtherwise, these _
| insurers are not subject to HIPAA’s individual insurance rules. Insurers in all other situations (they
write non-bona fide association business and/or non-association individual business) must heed
HIPAA’s individual insurance rules, which vary depending. on whether the state has accepted the
federal standard (or fall-back) or an acceptable alternative under HIPAA. Insurersin either situation
may deny association coverage to any apphcant (HIPAA-eligible or otherwme) who is not a member

of the association.”

*  Guaranteed renewal: Insurers may decline to renew individual insurance certificates in an
association plan, if the insured individual leaves the association. However, HIPAA does require
insurers to renew an association master contract or, if the plan is canceled, offer the association all

- other products that it sells in the individual market.

*  Rating factors: HIPAA prohibits insurers from using health status to establish insurance rates within
group plans, but it is silent with respect to the rate factors that insurers may use to set rates for
individual health insurance products. Thus, insurers may continue to consider health status to set

- .rates within individual association plans, subject to state law.

"In states that have adopted HIPAA’s federal standard in the individual market (about 12 states), there
appears to remain some question about whether insurers that write both association and non-association individual
business must consider association plans in determining their “most popular plan” under HIPAA — that is, whether
insurers may offer HIPA A-eligible applicants who are not association members an individual plan modeled on the
design of their most popular non-association plans. Unless otherwise governed by state law, these may be less
comprehensive than their association plans. - :
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State regulation. Many (perhaps most) states have passed “fictitious group” or “fictitious
association” laws which prohibit plan sponsbrs and insurers from forming.groups solely, for the purpose
of buymg or sellmg insurance. Otherwise, the states appear to vary 51gn1ﬁcantly in their regulation of
association plans offered to individuals. Montana and North Dakota regard insured association plans as
group insurance. In these states (and, we presume, in other states that consider associations of
individuals as group business) association plans are exempt fromvthe states’ small-group insurance
regulation — including rules governing guaranteed issue, prodqct énd rate variation and acceﬁtable
ratiﬁg factors. However, fhey are in general subject to regulation imposed on all fully-insured groups
(such as mandated benefits ,.a'nd ininimum loss ratios). New York also regards associations of individuals
as group business. Moreover, in N'"e\a@r York, insurers are requiréd to pool together relatively small |

association plans with their small group business to calculate and set small-group community rates.®

Assomatlon plans can play an important role in the states’ insurance markets. In California, one
agncultural association — which also is organized as an msurance company — is a major marketer of
high-deductible policies to members (as well as lower-deductible products); anyone who pays dues may
become a member of this association. In some states (for example in Montana) the rates available
through an association can be lower than the rates on products avallable outside the association. In other
states (for example, in Nort}} Dakota, where association plans were described as an important source of
individﬁal coverage and a practical way to organize and commﬁnicate with an otherwise scattered rural
population) rates and benefits are reported to be generally comparable to those available outside

assoc1at10ns

In both Pennsylvania and Utah, association plans were viewed as especially susceptible to adverse
selection spirals.” One potential reason is the voluntary nature of consumer participation in the
association plan: as the asséciation block of business ages (with relatively few new entrants into the
‘plan), the insurer or a competitor may offer healthier members lower rates for individual coverage

outside the group. This practice of selcctiﬁg out ngtter risks leaves only sicker members in the .

. N
*In New York, if an association plan has fewer than I0,0GG lives (with diversified occupations) or fewer
~ than 15,000 lives (with undiversified occupations), insurers must include that association plan in their calculation of
the community rate. Larger associations may be experience-rated as large-group business.

®An adverse selection spxral can result when the insurer raises ‘the price of insurance to reflect an increase
‘in the pool’s average claims experience. If the insurer raises the price to everyone in a pool that includes people
“ with a range of health risks, low-risk enrollees will exit the plan, leaving a smaller pool of enrollees with higher
average health care costs. This sequence — a rate increase followed by worsening average experience, necessitating -
another rate increase — is called an adverse selection spiral. Insurance pools in an adverse selection spiral
ultimately will fail and close. :
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association plan, and the insurer may be forced ultimately to cancel the association plan. This
phenomenon may explain a perception among some insurance agents whom we interviewed for this

- report that association plans which market to‘iﬁdividuals} generally are “here today, gone tomorrow.”

Who Sells Individual Insurance? - & A |

The market for individual coverégc is ﬂndamentally shaped by the number and types of insurers 7
selling préducts in the market and the roles played by different types of insurers such as Blue Crosé and
Blue Shield plans and HMOs. This section exaﬁlines_some of the basic characteristics that define each
state’s individual health insurarice market: how many insurers write individual coverage ahd the
distribution of market share among insurers. As fboth‘ regulation and competition have changed those
mérkets sénce 1995, we also consider agents’ perceptions about the gcneral condition and stability of
their states’ markets—how these malikets are éhanging as inéurérs exit or enter, and as market share
shifts among types of insurers. We conclude by examining the role that Blue Cfoss and Blue Shield
insurers play in the individual market and the impact of emergiing .Hl\/IOS and other forms of managed

care.

Number and Types of Iﬁsurers _ o

The number of insurers doing business in a state isa funda{nental characteristic of the market.
Greater competition—characterized by more insurers and more evénly distributed market share—is
assumed to yield greater choice among products and more favorable prices. Given the study states’
different population sizes, economies and insurance regulations, it is not surprising that the number of
insurers selling individual coverage varies as well. In California, 50 insurers wrote individual insurance
products in 1995. In Montana and North Dakota, respectively, 7 and 8 insurers wrote individual
coverage. However, coﬁtrolling for state populatibn, rural states suppdrt a greater number of insurers
relative to their populations than more populous states: North Dakota’s individual health insurance
market has 15 insurers per million population, while‘Califomia‘xfs has fewer than 2 (see Table 12).

While the study states’ markets differ in size, market share in'all of them is highly skewed toward a

few large insurers. The 1argést five insurers accounted for at least two-thirds of the market in all of the
study states, and more than 85 percent of the market in four states: Montana, North Dakota, Utah and
Washmgton Conversely, the smallest 50 percent of i insurers held less than 25 percent of the market in
all of the study states, and less than 12 percent of the market in all states but the study s least populous
.and most rural states: Montana and North Dakota (see Table 13).

N
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o _ Table 12 o ‘
Total and Population-Adjusted Number of Insurers
in the Individual Health Insurance Market: 10 Study States, 1995 .
: Total number of Number of insurers
State PN L e P
insurers per million population
CA . 50 - ’ 1.8
“FL S0 34
7 I ¥ - 6
LA T 82
MT 7 - 9.5
ND | 8 1 s
NY o 23
PA 32 3
UT oo L6l
WA - 6| 33

Source: Alpha Center Health Insurer Databasé, 1997; and Alpha Center
-tabulations of the March 1996 Current Population Survey (U.S.
Department of Commerce, Bureau of the Census).

Table 13
Individual Health Insurance Market Share Held by the Largest Five .
Insurers and the Smallest Half of Insurers: 10 Study States, 1995
S Market share of largest Market share of smallest half
tate i A }
five insurers (percent) of insurers (percent)
CcA 69.1 37
FL C76.6° ; o 39
TA 79.3 _ 11.2
‘LA - 67.6 ' 9.3
'MT 923 ' 21.8 )
ND 85.7 J 22.5
N | 714 ‘ - s4
PA 20 Y ¥
ur 88.0 ' 12.0
WA 889 ; 6.0

Source: Alpha Center Health Insurer Database, 1997. ) .
The presence of many small insurers holding very small market shares suggests several implications

for these markets. Some insurers may be in the process of entering or exiting the market in a given year
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and hold small market share because they are ramping up or down their presence in a state. (We have
eliminated consideration of some but probably not all of these insurers by disregarding those that

" reported less than $500,000 of earned premiums.) Alternatively,a small insurer may be operating in
a .niche market, defined by its underwriting practices, marketing, or product design. Traditional

1ndemn1ty insurers not bound by the geographlc constraints of a provider network may strategrcally seek

small amounts of bus1ness in many states

How Markets Are Changmg "Agent Impresszons

Agents reported their general impressions of how volatrle or stable their markets had been in the past

few years, whether significant insurers were entering or leaving the state, and their perceptions of what

factors were driving the market now. Agents in four states—California, Fldrida, Utah, and
Washington—described their states’ individual markets as highly competitive and/or volatile, with many

insurers leaving the market and few entering:

[

» Inboth the southern and northern parts of California, the market was described as highly competitive

but stable: relatively few insurers have left the California market in recent years. The abrupt
departure of one prom1nent commercial insurer in 1997 from both the group and individual markets
~ was attrlbuted by one agent to liberal underwrltmg (acceptmg applicants with health conditions that
other insurers might have denied), coupled with that insurer’s having offered a true indemnity
product in a market dominated by managed care. | (However, in a letter to California agents, that -
_ insurer cited the “tremendous increase in competition” in the California market as a primary reason
for its withdrawal.) The'eompetitive disadvantage of insurers that offer traditional indemnity
products in a managed care market was given also as the reason for the withdrawal of another

commercial insurer from the individual health insurance market nationwide.

. In Florida, the market also was described as very competitive, with i insurers experiencing abysmal”

loss ratios attributable in part to what the agent described as the state Department of Insurance’s
~ restrictive policy on approving rate increases.'® The agent also believed that Florlda s reforms in the
_ small group market were affecting the individual market. He theorized that insurers were ,
: underwriting in the individual market more aggressi\iely because they antieipated losses in the smallk

group market, where guaranteed issue is required and rates are banded. In early 1998, an insurer

1°A ‘loss ratio is defined as the ratio of the insurer’s medical losses (claims paid) to premiums eamned.
Many states regulate premium increases by setting a minimum loss ratio. Such states typically require a minimum

loss ratio for group business at 75 percent and a minimum aggregate loss ratio for 1nd1v1dual business at 65 percent

as a precondition for granting an insurer’s application for a rate increase.
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known for pnmarrly selhng individual insurance announced its intent to withdraw from both the

group and individual markets in Florlda

. In Utah, Blue Crr)ssiBlue Shield and a Utah-based HMO aré the only major insrlrers now writing in
the individual health insurance market. Since 1995, one national HMO and several large commercial
insurers have left Utah’s individual health insuranée rrrarket The HMO had tried to withdraw both of
its subsidiaries, but the state had allowed itto w1thdraw only one. ‘The HMO’s remaining subsrdrary
was reported to be raising premlums by an average of 70 percent and rolling its PPO product into an
HMO product.” A large Utah-based HMO reports that it is losmg a million dollars a month on their
individual plans. Although a few smaller commercial insurers remain, some agents are reluctant to
place businéss with them, fearing they will leave. Expressing an apparentl); common sentiment, our’r

agent attributed the exit of insurers to the recent implementation of individual market reforms.

In Washingron, 2 number of insurers left the state in the )rez;rs following the 1993 énd 1995 reforms.
All of the commercial insurers have left, and the insurers that remain (particularly the Blue Cross and
. Blue Shleld plans) are reported to be i mcumng 31gn1ﬁcant losses in the individual market. Our agent °
reported a strong sentiment within the mdustry that the small-group and individual health insurance

- reforms were excessive. In pamcular she pomted to the very short pre- cxrstmg condition waiting
and look-back periods (3 months each) Whlch allow consumers to postponc buying insurance until
they anticipate immediate health care expenditures. In 1997 the govemcr vetoed a bill which had

- been passed by the legislature creating a once-a-year open r:nrollment period in lieu of the

continuous open enrollment now in effect.

‘In five other study states (Iowa, Montana, North Dakota, New York, and Pennsylvania), the

- individual health»irrsurance markets were describéri‘as stable and relatively quiet. In Montarra and
Pennsylvania, the dominance of Blue Cross and Blue Shield plans seems to anchor and stabilize the
individual health insurancé market. (In Pennsylvania, our agent attributed the srate’s stable market
both to a “favorable” regulatory « climate and to the larg'e market sHare held ’by Blué Cross and Blue
Shield plans.) In the wake of Montana’s 1993 small-group reforms, our agent there beheved that the -
individual health insurance market now is more stable than its group market. In North Dakota
relatively modest reforrns have not dlsrupted the individual health insurance market: insurers have
modified their product 1 hnes but they have stayed in the individual market. North Dakota’s reforms
are perceived within the insurance agent community generally as fixing rather than fundamentally

- changing the market In New York, several commerc1al insurers left the individual health i insurance

market 1mmed1ately (without incurring srgmﬁcant experlence) following the implementation of
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commumty rating and other reforms in 1993. However, the market stabilized quickly." At present,
only one commermal insurer is writing non-HMO individual coverage in New York, but thls has

: ralsed no particular concern among insurers, regulators OT consumers.

4
:

The Role of Blue Cross énd Blue Shield Plans ,

Historically, Blue Cross and Blue Shield (BCBS) plans have played a special role in health insurance
markets: commonly, they have guaranteed issue and community :rated their policies. In return, all states
have exempted them from taxation. In recent years, BCBS plans have changed significantly. Some have
* become for-profit companies {relinquishing their tax-exempt status) or have formed for-profit
subs1dlarles which now hold a significant portion of their business. Others have converted to not-for—

" profit mutual compames allowing them to sell products across state lines. Still others, while retaining
their nonprofit status, no longer are required by the state to guarantee issue or to community rate their
products, or have merged with other régional plans to gain market share. The BCBS plans in oﬁr study

states have participated in these national trends:

. In California, Blue Cross of California has converted to for-profit status, while Blue Shield of
California remains not-for-profit (and recently purchased a for—proﬁt health plan with the intention
of converting it to not-for-profit status). In Montana, New York, and Pennsylvania, BCBS pla‘ns‘

./.

have created for-profit HMO subsidiaries.

o In Washington, King County Blue Shield is aligning with BCBS of Oregon and Blue Shield of Idaho.
Our Washington agent attributed this strategic move in part to Washington’s difficult market

1

following implementation of the state’s insurance reforms."” ' In Utah, BCBS has joined a consortium

"' Two studies (Institute for Health Policy Solutions, 1995; and Barents Group, 1996) reported significant
drops in enroliment and premium increases in the years following implementation of New York’s individual health
insurance reforms. Barents Group (1996) estimated that the number of individuals enrolling in this market dropped
~ continuously between 1992 and 1995 (with 1995 enrollment just 73 percent of the 1992 level), and that the
premium for single coverage increased by 15.5 percent, on average (rangmg from 3.9 percent to 31.1 percent in
different areas of the state). The average price of family coverage rose 18.2 percent (rangmg from -2 percent to
45.6 percent). While there is some evidence that New York’s small group market did experience initial j Jumps in
‘ premlums (Paul and Chollet, 1996), it remains unclear how much of the decline in individual coverage in New York
" is attributable to the state’s individual health insurance market reforms. :

""Blue Cross and the regional Blue Shlel_d plans.are among the few insurers remaining in Washington’s
individual market. According to our agent in Washington, Blue Cross continues to report losses on its'individual
products. Blue Shield’s “stripped” plans appear to be profitable, but its older, richer-benefit plans are not. One
factor complicating matters in Washington is the history of insurers’ rating practices there. Because the individual
insurance market had been heavily underwritten prior to reform, premiums historically had been low. Insurers had
not increased individual health insurance premiums since 1992, and they were unable to argue on a prospective
actuarial basis for a rate increase, anticipating higher risk enrollees after reform. By 1995, the six largest insurers
reported combined losses of $58 million, but the insurance commissioner nevertheless denied insurers’ requests for
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of Blue Cross Plans, andA in Pennsylvénia, Blue Cross of Western Pennsylvania and Pennsylvania
Blue Shield have merged to form a consolidated BCBS corporation called Highmark.

In only two of our study states, did BCBS plans de facto play a special role:

¢ InCalifornia, Blue Cross offérs a limited type of guaranteed issue, “rating-up” policies for certain
health conditions rather than declining coverage altogether, particularly for previously uninsured
individuals. Both Blue Cross and Blue Shield offer individuals who are wait-listed for California’s
hjgh;risk pooll(called MRMIP or “Mr. MIP”) an identical plan at premiums considerably higher
‘than the MRMIP premium. However, these products are available only until the policy holder is
accepted into MRMIP. o A -

*  InPennsylvania, BCBS plans guarantee issue and community rate some of their policies.
Pennsylvania has proposed to comply with HIPAA’s provisions requiring guaranteéd issue to
federally qualified individuals in the individual health insurance market by demgnatmg BCBS plans

as the insurer of last resort

While most BCBS plans now resemble their for-profit competitors, they continue to dominate the
individual health insurance market in most states — and in all of our study states, except California. In
three of the study states (Pennsylvania, Utah, and Washington) BCBS plans held at least 60 percent of
the market in 1995 (see Table 14). Collectively, Washington’s four BCBS plans held 77 percent of the
market; as many commercial insurers are reported to ha;re left Washington’s individual health insurance

market, the collective market share of its BCBS plans probably has increased since 1995.

\ In seven of the ten study states, BCBS plans hold a larger share of the individual market than the
group.market. However, in three of the states with the largest individual health insurance markets (Iowa,
Montana, and North Dakota), BCBS plans hold} a larger share of the group market than the individual
market. Perhaps cbincidentally, itisin tﬁese states — where BCBS plans are dominant in fhe individual
markets(described below), BCBS HMOs typically write very little céverage in the individual market (see

n

Figure 5).. -

Name recognition and reputation for service were cited by several agents as the principal reasons for

significant rate increases. In response, one insurer proceeded to raise its rates by 34 percent anyway; another
brought suit, challenging the commissioner’s dec:131on {Crystal, 1996).
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) - Figure §
Conventional and HMO Blue Cross and Blue Shield Market Sharc in

0% Individual Health Insurance Markets: 10 Study States, 1995
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Source: Alpha Center Health Insurer Database, 1997

the continued dominance of BCBS plansl Our agent in New York believed that BCBS plans have
continued to gain market share as an individual health insurer despite thé demise of hospital rate
regﬁlatioﬁ that had given BCBS plans a significant discount on hospital charges. In California, Florida,
and New York, agents attributed BCBS plans’ continued dominance to highly competitive prices and
prbducts. In Florida, BCBS héd not raised individual base rates since 1991; in California, Blue Shield
offered a $2,000 deductible plan at only a slightly higher premium than another insurer’s $10, 000
deductible plan. ' : . '

The md1v1dual insurance market in Montana suggests how dlfﬁcult it may be for new insurers to
enter a market dominated by a single large insurer such as BCBS In Montana, BCBS’s rates were
reported to be often higher than those of commmercial insurers. One commercial insurer that entered -
Montana’s market several years ago with low initial rates did succeed jn taking market share from
BCBS. However, that insurer is now raising renewal rates by as much as 30 percent. Prior to that, three
insurers were reported to have tried and failed to take BCBS’s market share; each of these companies

became insolvent and the state ultimately paid their incurred but unpaid claims.
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Indwndual Health Insurance Marke,tI‘leE:ler:‘l‘)y Plan Type 10 Study States, 1995
(in percents)

Stat'e‘ oo BCBS (conventional) BCBS HMO HMO (non-BCBS) Commercial
cA ‘ 10.6 326 . : 34.1 229
FL - - Y R I — 73 | s
A - 489 I — — S sL
LA 415 - 34 55.1
MT 5200 - - 481
N | sos | 21 280 194
ND - 233 - o= 767
PA 70.4 11 s 78 20.8
ur 60.9 - = . 172 o219
WA o2 — 157 7.2

Source: Alpha Center Health Insurer Database, 1997.

The Role of HMOs and Managed Care V
The prevalence of HMOs (as well as the use of managed care techniques more generally) has soared
- in many group markets as emp}oyers have embraced managed eare as a means to control employee
benefit cos‘ts. As of 1995, however, HMO penetration (measured as HMO premiums earned as a percent
of market wide premiums earned) was much lower in the md1v1dua] health insurance market than in the
group market (see Figure 6). ? Only in California did I—[MOS share of the individual market exceed 50
percent.' In four of the study states (Towa, Louisiana, North Dakota, and Pennsylvama) HMO market

share was less than 10 percent.

- To update our information on HMO penetration, we asked our agents to discuss their perceptions of the

role of HMOs in their state’s individual market since 1995, the degree to which HMOs were actively

" HMO busmess is defined here as premium volume reported by compames reporting to the state as
HMOs. HMO market share should not be confused with managed care penetration more generally, as nearly all
conventional insurance plans now incorporate some features of managed care. Conversely, some companies filing
as HMOs may be offermg other products, such as PPO products.

. One insurance official noted that a significant portion of busmess reported by Blue Cross or Blue Shield

HMO plans may in fact be PPO business. |
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B

sbliciting individual business. As there are no available data that measure the use of managed care
techniques by commercial insurers and BCBS plans at the state level, we asked them also to describe the
prevalence of other forms of managed care (such as preferred pro‘vider organizations, or PPOs) in the -

individual health insurance market. S ” ‘ - o !

* California has been at thé vanguard of managed care develsopment.» In 1995, four of ?he top five
individual insurers in California were HMOs. One California agent surmised that HMOs had been
motivated to gain individual business in order to comply with Medicare’s 50/50 rule, which was
repealed in the 1997 Balanced BUdgét Acf. Most individﬁal health insurance pfoducts in California
that are not HMOs are reported to be PPOs. The recent difﬁculties of two insur’ers (one left the

Cahfomla market, the other left the individual market nationwide) were reportedly aresult of

adverse selection (and a resultmg hlgh price) in their non-PPO. mdemmty products. One commercial _'

insurer recently introduced a point-of-service product for individuals, reportedly the first in the state:

+ InNew York, the role for HMOs in the individual health insurance market is reported to be active
and growing. Some managed care plans are competing aggressively for market share, offering rates

at least 25 percent below prevailing rates for indemnity products. Most indemnity insurers have'
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responded to competltlon from HMOs by converting pure mdemrnty products to some form of

managed care. « ‘ C . o {

In Utah, most HMOs now offer products in the individual market. Both BCBS and the large HMOs

- are reported to have kept rates especially low to gam or preserve market share. HMO individual

products are available at lower initial and renewal rates than the individual products sold by

competing indemnity insurers. One large, vertically integrated hospital system and health plan is

competing aggressively for market share in some areas of the stote. Other insurers (including one

R out'of-state HMO that recently withdrew from Utah) have claimed that §tbe hospital system limits

their access to providers in the system’s network and offerslunfavorable rates to its corupetitors.ls

In the other study states also, managed care products are erberging in the individual health insurance

market.‘ However, managed care in these states is largely conﬁned to the states’ urban centers. In. -

North Dakota, HMOs “won’t venture out of the Fargo area.” In Louisiana, two of the major HMOs

~ confine their provider networks to the New Orleans and Baton Rouge metropohtan areas, but a third
HMO has begun to offer individual products in a broader geographlc region. In Pennsylvanla

"HMOs have “mixed interest” in offering coverage to mdmduals However, large commermal
insurers that write individual products have been forming PPO networks, competing aggresswely to
control the individual managed care market. In Pennsylvania, our agent reports that PPO networks
are contracting widely; and in turn, commercial insurers are contracting with as many PPO networks

as possible.

‘Individual Health Insurance Products

The health insurance products described in this section were selected to represent all health insurance

products available to individuals in the 10 study states. Whiie we were able to identify the insurers

writing individual coverage in each state, each insurer offers a number of products that vary in several

- dimensions — the amount of cost—shanng requlred the amount of managed care 1mposed the degree to

which the product is underwntten, and the price of the product. Among all of the products offered by a

particular insurer, which partlcular products have the largest enrollment is propnetary information.

While we selected i msurers in each state asa stratified sample of all insurers wntmg individual coverage,

- we were forced to rely on our network of insurance agents to select those i insurers’ most popular

products. In total, we rev1ewed 60 insurance products, dlstnb_uted among the ten states; in all states but =

"*Ini a recent report describing Pacificare’s planned exit from Utah, the HM(')’sspokesperson attributed its

decision to its inability to provide a full range of hospital services “without contracting on unfavorable terms with a

rival HMO operator” (Medicine and Health, 1997)
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Utah,'® these plans represented 40 to 80 percent of prexhiums earned in the individual markets (see Table
15). o R

In general, a health insurance producf is defined by the health care services that it covers and the
extent to which health care is managed. Withiﬁ each prbduct, consumers are offered an array of
deductibles, coinsurance, and copayment provisions. While we are relatively.conﬁ‘dent that we obtained
" information about the sample insurers’ most popular products, it is impossible to identify which levels of
cost sharing are most popular for each produbt. Thus, the discussion that follows relies heavily on agent
impressions about which levels of cost sharing were most ﬁopulér in the individual health insurance

market. Throughout, we offer the agents’ rationales for their perceptions.

~ Number, Type, and 1995 Market g:::l‘z i?Sample Insurers: 10 Study States .
Number of sample insurers - 1" Market share of sample insurers (in percents)
State BCBS | HMOs | Commércial Total BCﬁS | HMOs Comme!;cial' Total
CA 5 6 s | e | e 01 1.0 742
Lo 0 3 L4 | 489 — 59 | sa8
IA 1 0 7. 8 48.9 o . 9.0 57.8
LA 1 2 2 5 415 26 . 12 51.3
MT 1 0 4 5 519 - 21.8 737
NY 4 s 3 12 483 . 160 | 105 74.9
ND 1 0 3 4 233 — 20 453
PA 2 1 1 4 417 - 1.3 430
uT 0 1 0 R — 12.6 — 126
WA 3 2 0 5 703 142 — 84.5

Source: Alpha Center Health Insurer Database; 1997.

*We obtained several different products each from Blue Cross of California and Blue Shield of California, which are separate

companies.

Cost Sharing ‘ ’ ‘ ;

In each of the study states, consumers are able to chbose among a number of products with different

'*We were able to review only one Utah insurer, writing three products. While this insurer wrote a
relatively small share of Utah’s total estimated individual insurance business in 1995, we understand thatitisa
much more prominent insurer in that market now. : :
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levels of deductibles, coinsurance and COpaments. However, the lowest deductible and co-insurance

products are frequently HMO products, which may be’availablé in only some areas Qf the state.

Whﬂe the insurance products that we identified are not stnctly representatwe of all products
available in the state, the range of cost-sharmg in these plans appears to vary among the states (see Table
' 16). In five states, deductibles were as high as $10,000. In Louisiana, New York and Pennsylvama the
- range of deductibles was narrower In New York and Pennsylvama the coinsurance levels in popular
products also varied within a lower range: consumers of these products pay as much as 20 percent of

- covered charges, compared to as much as 50 percent in popular products in other states.
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) Table16 | o
Summary of Deductibles and Coinsurance Provisions

in Individual Health Insurance Products: 10 Study States
State Range of Deductibles Ran:ge of Coinsurance‘ , :
CA $0-10,000  0-50 percent ol L o
FL - - $250-2250 0-50 percent ' ' |

1A $0-10,000 " 0-50 percent "

LA $0-5,000 “ ' 0-50 percent -

MT C$0-10,000  0-50 percent

ND $0-10,000 - 0-50 percent
NY $500-5,000 - 0-20percent S 'i
PA $0-2,500 . 020 percent .
Ut §500-3,000 20 percent ;
WA © $0-10,000 |+ 0-30 percent o '

Source: Alpha Center analysis of sample insurers’ product descriptions,
1997. - ’

*Coinsurance rates are the percent of covered charges that the insured pays,

after the policy’s annua} deductible has been met. ‘

While high-deductible plans are available in each of the study states, consumer interest in these plans
seemed to vary wid'élyr In California, Morrtana, and North Dakota, our agents reported substantial

consumer interest in high-deductible products:

. 'Accordihg to one California agent, about 60 percent of Blue Shield’s individual contracts are
products with deductibles of $1,000 or $2,000. Tﬁe California Farm Bureau markets plans with even
" higher deductibles; the rates for these plans are not much leso than those for ‘a $2, 000 deductible
plan, and they are purchased only by consumers who are determmed to pay the absolute minimum

premmm

+ . In Montana, our égent reported that high-deductible products ($1,000 or more) were popular among
ranchers and other rural consumers. He reported much lower consumer interest m mdlvrdual

products with a deductible of about $250.

»* In North Dakota, products with lower deductlbles were reported to be more popular in urban areas

such as Fargo. However, rural customers preferred hlgh-deductlble products and the rural market
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" sharing:

for high-déductlble plans appeared to be growing. Our North Dakota agent reasoned that, because
people in rural areas will travel to see doctors only for serious llln’esses, the prepayment for smaller
health care expenditures embodied in a low-deductible plan is not worthwhile to them.
~ Inother states (Utah Washlngton Florida, and New York), high-deductible plans were reported to |
be less popular In these- states there appears to be a growing tension between insurers’ inclination to

b

keep prices in check by raising deductibles and ongoing consumer demand for relatively low cost-

e In Utah, insurers are marketing very hlgh deductible produg:ts ($5,000 or higher), but the démand for.
these products appsars to be limited. Our Utah agent estimated that as much as 80 percent of
policies sold have deductibles between $250 and $500., Also, in Washington, our agent reported that
some insurers had pulled or attempted to pull some lower deductible plans from the market.

However, in general consumers cc_)ntinuecl to prefer products with deductibles in the range of$250 to -
$500. ‘ '

«  Also in Florida and New York, our agents reported that typical deductibles are $250 or $500. -
However, our Florida agent believed that the prevailing deductibles were becoming unaffordable.
Our New York agent observed that insurers there had responded to the price differential between

1ndemn1ty and managed care plans by rolllng therr products into managed care, not by raising

deduct1bles

" Products Linked to Medzcal Savzngs Accounts

Given the apparent popular1ty of h1gh -deductible plans in some of the study states and the recent
ava1lab1l1t_y of federally tax- deductible MSAs for self-employed individuals,'” we asked our agents
. whether MSAs were becorning popular in their states. Our Pennsylvania agent reported that interest in
" MSA products had grown slole, with increasing interest in recent months. In all states, 'Our'a.gents
typically mentioned several reasons that they believed MSA-liJnked individual insurance products were
not selling quickly: ‘

3

« MSAsare unpopular because high;deductible products generallyare unpopular.

+

'"HIPAA makes MSA contributions by small-group employeés and self-insured individuals federal tax

deductible on a demonstration basis. As of June 1997, only-22,051 tax- deductible MSAs had been opened (GAO,
1997)
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« 'Only “healthy and wealthy” consumers find MSAs attractive; “doctors and lawyers” are inclinéd to

use them primarily as tax vehicles.

« Mostc consumers of h1gh-deduct1ble individual products view MSA policies as more expenswe In
| Montana, our agent estimated that he sells ten regular hlgh-deductlble individual policies for every

one MSA policy. He believed that most consumers who buy high-deductlble policies v1ew the MSA .
contribution as part of the premium cost, not as savings toward the deductible. From this -
perspective, MSA policies are more expensive than other hi gh-deducnble plans when insurers
require 2 minimum monthly MSA contribution. Similarly, our North Dakota agent commented that
making an MSA contribution which was then unavailable for other cash-flow ueeds was unappealing
to trqditiohal purchasers of high-deductible individual products. Purchasers are pﬁncipally attracted
to these products because they are willin’g‘ to assume risk in order to' minimize their initial cash |

outlay.

In Florida, our agent reported that the state’s small-group re;forms — requiring guaranteed issue and
modified community rating to groups as small as one — were a:deterrent to at least one prominent
marketer of MSAs. However, the U.S. General Accvorunting Office reported that 6 to 10 insurers in.
Florida offered approved qualifying MSA plans as of December 1997 (GAO, 1997).

Cove:;ed Services

Based on an informal survey of health plans in seven states; the GAO (1996) recently concluded that
the benefits offered by individual plans were comparable to those offereﬁ by employer-sponsored group
plans. That is, most major medical ex;;ensc plans covered a wide range of benefits, including inpatient
and outpatient hospital expenses, physician services, diagnostic and 1ab6ratory services, specialty
' v servicés, and 'préscription drugs. Many plans (particularly HMOs, but also PPOs and traditional |

indemnity plans) covered some preventive s’er'vivces, sometimes with little or no cost sharing.

Howeﬁer, our examination of benefif descﬁptions for _products commuuly sold in the study states
revealed significant variations in coverage both within and between states for certain services, including
coverage of mental health and substance abuse services, maternity services, and prescription drugs..
Some policies also specified separate benefit limitations for AIDS/HIV and organ tranisplants. Policies
within states and between states differed in whether they Iimitf:ed certain beueﬁts‘ and in the way they
limited benefits (that is, with separate deductibles, higher coinsurance, or specific dollar limits). In many

cases, a consumer facing limitations under one policy apparently could avoid them under another if he
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were able to buy both policies. waevcr,‘,for most products, we were unable to compare the insurers’

undeMting guidelines, as we did not have underwriting guidelines for every plan.

' Prescription drug beneﬁts; Most individual plaﬁs that we eixamined provided some coverage for
prescription drugé. Most Blue Cross/Blue Shield insurers and HMOs, and mény commercial insurers
offer prescription drug coverage within the insurance product, while some commercial insurers offer -
prescription drug coverage onlj? as a separate rider. Sample monthly rates foi' prescripﬁori drug'riders
ranged from $4 to $8 for a child or young adult; for an adult 50 years old or more, sample monthly rates ,'
for prescription drug nders ranged from $8 to $27 8

Many of the policies we examined limited prescription dfué benefits. S(;me commercial plans |
nationwide and some of the HMOs in California imposed an an‘nuél dollar cap on prescription drug
benefits, ranging from $1 000 to $3,000. One commercial plan‘alluded to a limit on drug cov'erage in its
basic descrlptlon of benefits but chd not spemfy the type or amount of the limit. One California HMO
mlposes a $2,500 annual limit and also specxﬁes that prior authonzanon is required for certain
medications, mcludmg AZT. This HMO also excluded coverage for new drugs (those on the market for

less than six months) without prior approval from the plan.

‘Som‘e insurers explicitly or de Jacto underwrite within the prescriptioh drug benefit. One
commercial insurer listed a PCS drug card entitling the holder to prescription drug discounts as a
standard benefit, but stipulated that the PCS card would not be issued to “persons undergomg medical
treatment at the time of application or with a history of ongoing use of prescription medications.” o
Several insurers listed psychotropic dmgs among items excludgd‘from coverage — a definition subject to
some degree of interpretation, but which might include antihistamines, antidepressants, sedatives, and .
antipsychotics. Another commercia] insurer imposed a $250 annual vlimit' on drugs for mental health

. conditions as well as less favorable co-insurance (50 perécnt).

Maternity benefits. Except in Montana, where state law requires that maternity be covered like any
other condition, the plans we examined almost universally single out maternity coverage for special
treatment as a benefit. Commercial insurers generally exclude normal maternity benefits from their
sténdard policy and offer maternity covérage asa s_epafate’ rider, but some exclude maternity benefits

entirely. The monthly cost of a maternity benefit rider ranged :ffém $27 (for a $1,000 beneﬁt limit) to

"*In each rahge, the lowest rates are for products that include a drug deductible of $50 to $200 depending
on the size of the primary policy deductible. The higher rates are for products with no deductible for drug coverage.
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$175 (fora pohcy with a $1 000 matermty deductxble) Typlcal month]y costs for a maternity bcneﬁt |
rider were $75 to $100. J ,

Because matefnity riders prcdictabiy attract substantial adverse selection (that is, people buy them
when they are pregnant or anticipate a pregnancy), plansAﬁ‘equently phase coverage in over a period of
| years: full coverage is generally unavailable ﬁﬁtil the ﬁder has been in effect two years or more. ‘
Typically, coverage is 50 percent of the full benefit durmg the first year, 75 percent during the second
. .year, and 100 percent in the third and subsequent years of coverage; but one insurer imposed a 15 month
waiting period before any benefits were paid. Insurers may also stipulate that the maternity rider may be
purchased only at the time that the base poliéy is issued and cannot be added later. Finally, most insurers
specify that only the primary insured or their spouse is eligible for the matemnity rider; dependents are

excluded from coverage.

‘In Washington,( the state’s Basic Health Plan (BHP) - a ﬁublic health insurance program that

| subsidizes enrollment for low-income people without insurance (and which permits higher income
participants to enroll at unsubsidized rates) — writes nearly all individual insurance for maternity care.
While priyate insurers are requifed tovoffer BHP “look-alike” plans, premiums for these plans are o
generally higher than the uﬁsubsidized BHP premium." Insurers’ non-look-alike plans invariably
exclude matemity services. The fact that Washington’s individual insurance market for maternity )
coverage has coilapsed where it is not required by regulation is one result of the state’s individual
‘insurance market reforms — guaranteed-issue with continuous epen énrollment and a three month
waiting period for preexisting conditions.- As a result of adveree selection into BHP, the program’s
unsubsidized premiums are rising Sherp]y: BHP’s 1998 rates are 30 to 70 percent higher than the 1997
rates (depending on the BHP plan, and the enrollee’s age and geographic loeation); by comparison;
subsidized BZE%P premiums (which exclude mateniity coverage) rose 15 perceﬁt. ‘

: Mdst Blue Cross Blue Shield plans and HMOs, as well as commercial insurers that ieclﬁded
mafemity benefits within the major medical plan, imposed separate (and higher) deductibles for
maternity services and higher coinsurance (raising the share of covered charges paid by the insured).
While most HMO plans covered maternity services as part of their standard benefit package, they
imposed separate deductibles or cOpaymerits of $500 to $2,000; $1,000 was fypical. Typically, BCBS’

plans and commercial insurers also imposed separate deductibles or copziyments of $500 to $1,000 for

“Low-income women who qualify for a subsndy in the BHP must apply for Medxcald coverage in order to
obtain maternity coverage. \ o

40



maternity services, but may be as high as $5 000. Matemlty copayments generally were not apphcable

to the plans’ annual limit on out of-pocket- expendltures ‘ ' ' ;

Many insurers p1ace _loW_er dollar limits on coverage for maternity services, either alone or in .
combinationIWith higher cost sharing. ‘Among commercial products, beneﬁt maximums averaged about
$3,000. Matemlty coverage limits were lower in products w1th a shorter benefit exclusion (less than
. three years) and in products that corresponded to a maternity r1der

- |

Whlle many plans i 1mpose more restrictive cost-sharing and limits on matermty benefits, some Blue
Cross and Blue Shield plans (in North Dakota and Pennsylvania) cover matemlty as they do any other
condition. In these markets, commercial plans typically imposed the sorts of risk-limiting techniques
described above. Blue Cross and Blue Shield of Towa offered different benefits in different plans; some
plans offered maternity and mental health benefits, and others did not.**

Mental health and substance abuse benefits. Nearly all of the products that we examined included
separate, more limited terms for coverage of mental health condltlons and substance abuse. A significant
number offered no mental health benefits at all. These 1nd1v1dua1 insurance products typically imposed
hlgher copayments and coinsurance for mental health services compared to other med1ca1 services, as
well as any of a series of other limitations: annual visit and day limits on outpat1ent and inpatient care
respectively, per-visit and per-day dollar limits, and separate annual and lifetime dollar limits. In _
addition, out-of-pocket expenditures for mental health and substance abuse services generally were not -
applicable to the insured’s out-of-pocket maximum. Table 17 offers examples of how such limitations
are combined within one plan. |

Other specific exclusions and limits on coveragc. The products that we examined usually excluded
treatment of obesity, infertility treatment, cosmetic surgery, and temperomandibular joint |
disorders. However these 11m1tatlons are not un1que to 1nd1v1dua1 coverage «— they also may be found in

small- and large group pohc1es

The difference in monthly premium rates between a policy that includes maternity and mental health
coverage and an otherwise similar policy that does not was approximately $8 for a male aged 25-29, and $46 for a
female of the same age group. The rate for a female insured in the plan that covers both maternity and mental
health coverage was $68 more than for a male of the same age. (Rates are typically higher for females than males in
that age group even in plans that do not cover maternity.)
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Table 17 ’
~ Selected Plan Limits on Menta} Health and Substance Abuse Beneﬁts
Selected States and Products, 1997
State Type of plan Outpatient benefit ’ Inpatient benefit Other restrictions
- 50 percent coinsurance; 20 ' )
BCBS' visits combined SA/MH MEH not covered; SA detox
. only (3 days per admission)
MH: 20 visits; $35 co-pay per.
visit 'MH: Not covered
HMO POS SA: Detox only; 50 percent
. SA Detox only;. 50 percent | coinsurance
coinsurance
CA
50 percent coinsurance to
maximum of $25/visit; 26 _
(;‘ommercial visits 30 davs per eaf Rx: $250 annual limit for
. yS pery mental health-related drugs
$3000 annual limit per person; ‘
$10,000 lifetime limit
Plan pays $175/day, up t030 | Plan pays $251v131t up.to 20
BCBS
days visits
. No coverage Plan pays 25 percent up to
1A | Commercial $2500 lifetime limit
50 percent co-insurance
(copayments are not » a :
. applicable to the out-of-pocket | oL Combined annual limit of
ND | Commercial maximum) ‘ Plan pays $50§\fx31t $2500 :
$500 annual limit

Source: Alpha Center analysis of sample insurers’ product descriptions, 1997.

Note: Where benefits are offered within a PPO or POS plan, these terms apply to in-network benefits. Higher copayments
and coinsurance and lower benefit limits typically apply for out-of-network care, or the plan may offer no coverage for out-
of-network benefits.

Six of the study states forbid or limit special insurance plan provisions related to treatment for HIV

infection. New York, North Dakota, lowa, and California require that HIV be treated the same as any

- other illness. In Utah, insurers may impose a minimum. $25,000 lifetime cap on payments for services

related to HIV; otherwise insurance products must cover HIV-related services just as any other illness.

- Florida prohibits the impbéition of separate benefit caps for HIV-related services and requires insurers to

cover these services as they do all other services for policyholders who were tested for HIV prior to the

effective date of coverage.

- However, where allowed by law, some of the products we examined (including most commercial

prOducts and one Louisiana HMO) limited coverage for expenses related to HIV. Insurers typically

. excluded HIV-related expénsesfor the first one or two years of coverage, imposed lifetime dollar limits
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on coverage for HIV/AIDS (tyi)ically $10,000 to $25,000), or both. Several insurers excluded coverage .
for HIV if the policyholder manifests symptoms within the first yeér of coverage. In addition to explicit
limits on coverage (and in states that prohibit differeﬁtial treatment 6f HIV-felated services), these plans’
dollar limits on prescription drug benefits can pose a con51derable ﬁnancxal barrier to access to the
expenswe combination drug therapies currently used to treat asymptomatic HIV infection and AIDS
Such gomblnaﬁlons cost at least $10,000 a year; many California i insurers limited coverage of -

prescription drugs to $2,500 a year or less.

Pre-existing condition‘éxclusions. Depending on state law; individual policyholdérs may not be
covered for the full range of benefits listed in ﬁ]an descriptions for some or all of the insurance contract .
period. Insurance products may impose waiting periods before‘ coverage of a preexisting condition
begins, or they may permanently exclude coverage for stated conditions’ (permancnt exclusion riders are
discussed below in the discussion of underwrltmg) Table 11 summarized the limits that some of the
study states have placed on allowable look-back and waiting penods for preeXIStmg conditions, the
‘shortcst bemg Washmgton s (3 months/ 3 months) Most limit the look-back to 6 months (New York,
North Dakota, and Utah) or 12 months (California, Iowa, and Loulslana), but Florida and Montana
permit ldokfbaqk periods of two and th;ee years, respectively. Seven of the study ;states limit waiting
pe’riod.s to 12 months; only Flofida has a less festrictive' limit — 24 months. All of the study Statés that
limit look-back and waiting periods also requxre that insurers credit prior coverage for preexisting

conditions against the current pohcy s wamng pemod

Pennsylvania is among the 22 states nationwide that do not Iim{t preéxiéting condition exclusions in
individual health insurance piéns. In the absence of state regulations, the plans we examined had a look-
back period ranging from 12 to 60 mohths, and several insurer§ did not restrict the length of the look-
back period at all. Waiting ineriods were typically either 12 or 24 months. Most insurance products
immediately covered conditions that were disclosed on the health questionnaire (and not explicitly
excluded from coverage) thh no waiting period. However, several products 1mposed the preexisting .
condition limitations on disclosed health conditions. One Blue Cross Blue Shield product in
Pennéylvahia used a‘ﬁve—year« look-back period to exclude coverage for both disclosed and undisclosed

preexisting conditions.

Rating and Denials
Where not restricted by law, insurers may use any factor or combination of factors to determme rates
for individuals. The most common rating factors include age, gender, health status or claims experience,

geographic locatlon,_ family size, and various lifestyle indicators such as tobacco use. States that restrict
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insurer rating practices may: (1) prohibit the use of selected rating factors, such as health status or
claims experience or age; (2) limit the amount that rates may vary for selected factors or for any factor;

or both.

Among our study states, two states (New York and Washington) limit i insurers’ abxhty to use age and
health status in setting rates; three states (Iowa, Louisiana, and Utah) limit i insurers’ use of health status,
but allow insurers to rate onage. North Dakota limits insurers’ use of age, but allows insurers to rate on
health status. . The remaining four states (California, Florida, Montana, and Pennsylvania) regulate

neither individual insurance rate factors not rate variation.

In all of the study states except New York, age and gender (Where gender fating is not prohibited)
were importarit determinants of insurers’ standard premiums. Tﬁicallj, a 60-year-old male pays a
' premiuni more than three times that of a 25 -year-old male for the same plan (see Table 18). This is true
in part because the study states that restricted the use of age rating nevertheless set wide bands (4:1 in
Washington and 5:1 in North Dakota) on age-rates. (A North Dakota eommercial insurer charged one.of
the highest rate differehces for_ a 60-year old male eorhpared to a 25-year-old mgle that we found in any
state— a ratio 0o 4.28 to 1). In statee that limit insurers’ use of health status in setting rates, rate bands
" are relatively narrow on health status (2:1 in fowa and 1.2:1 in-Louisiana), leading insurers to load '
. avet'age claims experience fully into age-r’ates rather than varying rates within age groups to reflect
differences in health status. Thus, in Jowa and Louisiana, sample premlum ratios on age were generally

as high or higher than in states that did not restrict insurer rates at all.

In New York, Washington, California, and Montana, insurers are prohibited from using gender as a
factor in setting insurance rates. However, in other states, rates generally are higher for women at

younger ages (even in plans that exclude maternity coverage) but lower for women aged 55 or more.

[

Finally, insurers in-all states (including New York) may vary their standard rates b)f geographic area.

‘While the premium rates cited in Table 18 are the intermediate standard rates that each insurer charges, )
Table 19 foers a sample of how these rates vary geographically. In general, the geographic variation in
rates charged by HMOs is lower than that for BCBS plans or commercial insurers, probably in part
reflecting the smaller gebgraphie reach of these plans’ provider networks. Only rarely (for example, in

California and Florida) did the insurers’ standard rates vary by more than 2 to 1 within a state,

In addition to state regulation, a number of insurer practlces can affect the level of the standard rates

that they charge. For example insurers’ pmpen31ty to deny coverage altogether or to exclude conditions
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-specific to the individual purchaset’ (as a rider on the base plan) may yield lower average claims
experience and, therefore, lower standard rates If the application in¢ludes Several members of a family,
the insurer may make different underwntmg decisions for each famlly member (for example one

* member mi ight be issued the policy at a standard rate, ‘another with a rate-up, and another denied
coverage ' Six of the study states (Flonda Towa, Louisiana, Montana North Dakota and. Pennsylvama)

permit insurers to use exclusion nders to permanently or temporarlly exclude specxﬁed conditions from

coverage. Such nders are not subject to the pre-emstmg condition regula’oons in force in those
states—they may be in effect for the duration of the contract. Cahfomla New York Utah and

. Washington prohibit the use of exclusion riders.

Also, insurers’ propensity to rate-up'the base premiorh for‘ purchasers” specific health conditions may
yield lower standard rates — although very few purchasers may actually pay the standard rate. Finally,
some insurers simply do not offer “competitive” rates. Accordmg to some of the agents with whom we
spoke, these rates may be based on espemally adverse expenence Such insurers are uninterested in
additional growth in these products and may not wish even to maintain their current share of the market.
These insurers may hold their standard rates at relatively high levels, so that they do not attract new

business.

' Some. apphcatlons ask if the underwriting process should _proceed for remdining family members lf one
member is denied coverage. ‘
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: Table 18
Sample Individuai Major Medical Insuraace Rates:
Base Rates by Age and Gender, 1998
State : ' )
: Deductible/ - Ratio
(and rate bands on Insurer type coinsurance Age 25 M/F Age 45 M/F Age 60 M/F Age 60/25 MIF Notes
selgcted faaors)‘ ’ N
Comn HMO 8210 $210 $210 1.00
NY Comm |POS $216 $216 $216 1.00
(1:1 on all
demographic and
health status faciors) BCBS | $500; 80/20 '$265 $265 $264 1.00
BCBS HMO | none $232 . $232 $232 1.00
HMO none $133 $208 $310 233
. : No MH/SA or maternity;
BCBSPOS | $500; 80/20 $42 389 $149 3.55 $500 Rx limit
WA .
(4:1 on age and other | BCBSHMO | none $142 $188 $319 2.25 Ineludes MEH/SA and
Jactors) : Yy

HMO | $0; copayments - $130 " $180 '$331 2.55

HMO (PPO) | $500; 80720 857 8103 5205 .3'66 No maternity
BCBS $500, 80720 $74 $130 $225 " 3.04

. ND CommPPO | $500; 80/20 sa5 | se0 | soa | sus | s193 | ;177 | 428 | 295
(5:1 on age} ' : _
Comm $500; 80720 n §78 $120 $137 $237 8192 . 3134 '2.46
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Table 18, continued

‘ Deductible/ Ratio ‘
State Insurer type Age 25 M/F Age 45 M/F Age 60 M/F Age 60725 Notes
Coinsurance M/F

‘ : . : Iowa Standard plan;
Comm $1000; 80/20 388 $104 $153 $181 $324 $280 368 | 2.69 | guaranteed issue to
qualified individuals
A Comm |$500;80120 | ss4 | so4 | sus | sia0 | s233 | s206 | 364 | 219 |
(2:1 on health siatus) ;
' BCBSPPO | $600; 90/10 s63 | s131 | 512 | sM8 | 5207 | $195° | 329 | 149 | [Rciudesmatemity and
BCBSPPO | $500;8020 | ss5 | s8s | s93 | si2z | si70 | si154 | 309 | 181 | Nomatemity or MH/SA
n CommPPO | $500; 80/20 $130 | s144 | s211 | s243 | sa26 | sas0 | 328 | 236
(1.2:1 on health status) ) : .
| HMO |$500;80/20 s68 | s84 | s120 | sis1 $233 | 343 | 297 |Nomatemity or MH/SA
ur HMO/PPO | $500; 8020 $77 $129 $213 277 1/98 rates; $5,000

CommPPO | $500; 85/15 $89 $142 $250 2.81 No MH/SA
HMO | $0; copayments $90 $141 $240 267
_CA :
HMO (PPC) | $500; 8020 $98 $154 $262 2.67
BCBSHMO | $0; copayments |  $90 $150 $260 . 2.89
CommPPO | $500; 80/20 $138 | §155 | $227 | s268 | s468 | s376 | 339 | 243
FL! BCBS PPO | $500; 80/20 . s46 | s72 | $103 | s154 | $225 | s104 | 459 | 269 | Nomaternity
" CommPPO | $500;80/20 $95 $174 $329 3.46

17:52

03/13/98
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Table 18, continued
Deductible/ ; Ratio
State Insurer type coinsurance Age 25 M/F Age 45 M/F Age 60 M/F. Age 60/25 M/F Notes
Comm - $500; 80720 $132 $190 $324 : 245
Comm $500; 80/20 $74 $128 $222 3.00 4/96 rates
MT :
BCBS® $0; 80720 - 8152 $250 £359 2.36
BCBS $0; 80720 $455 §745 51073 2.36
Comm $500; 80720 $72 $89 $146 .5 162 $278 | %230 3.86 2.58 10/95 rates
] BCBSPPO | $200; 100 5167 8167 5167 1.00
PA -
BCBS $500; 80/20 $82 $100 $149 1.82
BCBS HMO $98 | $213 | s120 | s262 | s179 | s392 | 1.83 | 1.84 | Underwritten; GI

Source: Alpha Center analysis of sample insurers’ product descriptions and rates, 1997.

*Florida prohibits durational rating, but allows insurers to rate on all other factors.

Healthy Montanan” plan rates are based on the applicant’s responses to a lifestyles questionnaire in addition to a standard health questmnnatre.

Notes:

Insurer type: BCBS = Blue Cross/Blue Shield; Comm = Commcrcxal HMO =HMO

Deeductibie/coinsurance: Where possible, rates were quoted for a $500 dollar deductible and 20 percent coinsurance; PPO plans are noted and the rates are for in-network

cost-sharing.

Age and gender: Where one rate is listed, the same rate applies for males and females in that age group. Oﬂlcrwzse rates for males are listed first in each column; rates for
fernales second. Rates for females exclude matemity coverage, if matemnity services are covered only under a supplemental rider.. Rates quoted are for non-smokers and do
not reflect “rate-ups” for certain health conditions, such as hypertension, obesity or other medical conditions. Standard rates should be considered as “best-case™ rates, not as

average rates. Where possible, a “middle-cost” geographic region was used rather thah the insurers’ geographic high or low rate within the state.

Exclusions: Significant features or exclusions of coverage are noted where information was available. MH/SA = mental health/substance abuse coverage.

status or products may entail permanent exclusion riders.
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Table 19 |
Geographlc Rate Variations: Low and ngh Standard Rates
Ratio of high-area
State Insurer Age 25 1 - -Aged5 Age 60 to IoW-area.standard_
type L . premium
Low High Low -High | Low: High Age25 | Aged5 | Age60
BCBS $64 $131 $97 $211 $172 $339 2.05 2.18 - 1.97
| Bmo | 883 $92 | su4 | su9 | s238 | s202 | 1.20 .08 | 1.23
CA HMO | $93 5144 | $151 | $223 $262 |- $393 i.55 1.48 1.50
BCBS $72 $v149 $110 ‘ $235 $192 $405 | 207 2.14 2.11
Comm- $140 $247 $229 $403 ' $456IV 8807 | 177 - 1.76 177
BCBS $60 . $1'32‘ $120 $262 . 8209 $456 2.18 2.18 218
FL Comm $79 $133 $145 | $245 $273 $462 |° 1.69 1.69 1.70
Comm- | §145 5231 | s243 - | $384 $490 $781 1.59 1.58 1.59
1A " BCBS $63 $63 | $112 $112 $207 $207 1.00 1.00 1.00
PA. Comm $63 $82 $128 $165 $243 $315 1.30 1.29 1.30
HMO '$193 $218 $193 , $22 | $193; $218 | 1.3 1.13 1.13
- NY BCBS - $250 $311 $250 $311 $250 $311 1.24 1.24 1.24
" HMO $215 $256 $215 $256 $215 $256 1.19 1.19 1.19

Source: Alpha Center analysis of sample insurers’ product descriptions and rates, 1997

Examples of common health status conditions for which insurers deny, issue exclusion riders, or rate-
up coverage are presented in Table 20, selected: from the underwriting 'gﬁidelines of 10 insﬁrers across
the sfudy states. For some conditions, these insurers deny cerrage altogether. In sofne cases, where a
single insurer (such as a Blue Cross and Blue Shield or commercial insurer) operated an HMO and also
one or more competing indemnity plan, the insurer might deny coverage from the HMO, but accept '
appliéants into one of the indemnity plans with a rate-up or exclusion rider.” ‘Note that for some,
conditions (for example myocardial mfarctlon and clinical anx1ety or depressmn) some insurers will

both rate-up and i issue an exclusmn rider, excludmg coverage for care related to those condltlons for the

+
'

2’Several agents’ observations and insurers’ underwriting guidelines suggest stricter underwriting criteria
for plans with lower cost sharing, particularly HMOs. For example, a BCBS insurer in California sometimes denies
an applicant entry to their HMO, and offer them a PPO plan instead. BCBS of Florida réquires a physical
examination of all individual adults who apply for HMO coverage, but requires them of PPO applicants only if they
“have not seen a physician in the last 3 years. Similarly, underwriting gu1dehnes for commerc1a1 insurers sometimes
specify less strict underwriting decisions for applicants to very high-deductible plans.
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duration of the contract.” Exéept in Washington and New York (which require guaranteed issue and
_ prohibit the use of health status as a rate factor), insurers require applicants to complete a set of health

and lifestyle questions; examples of such questions are offered in Appendix 2. -

We were able to obtain detailed information about rate-ups from the underwriting guidelines of 5
insurers in 3 states. Table 21 offers information about the rage-ups that these insurers use for three
selected conditions: 6verw'eight'or obesity, smoking, and hypertension. Each of these insurers limits the
amount of its cumulative rate-up to between 50 and 200 percent.of its base Tate. ‘That is, considering all
of the applicant’s health conditions, if the cumulative rate up would exceed its maximum rate-up, the .-
applicant is denied coverage. Insurers’ practice of limiting their rate-upé also has the effect of
constraining total variation in premiums, even for the sickest person admitted for coverage. Among the
products that we observed, the highest rated-up premium paid by a 60-year-old male (in an intermediate-
cost geographic area) would be $597. Applicants with poor health status related to these or other health
condiﬁons and applicants who have several health problems that individually would trigger a rate-up are

26,27

denied altogether.

#Several of our agents noted variations among insurers.in their underwriting practices. Our Montana agent
estimated that one insurer denies about half of the applicants he sends them, while another underwrites “as they
need the business.” Our North Dakota agent reported an overall tightening of underwriting in the individual market,
but noted that underwriting tends to move in cycles. Similarly, our Florida agent estimated that 40 percent of his
clients receive either a declination, an exclusion rider, or a rate-up. One of our California agents reported that about
half of the cases that she considers borderline are denied. ' '

**Typically, the insurer also requires signed authorization, releasing the applicant’s medical records,
information from the applicant’s previous insurance company and data from MIB (formerly Medical Information
Bureau). MIB is an organization maintained by life and health insurers that acts as a repository of information on
applicants’ responses to health questions in past applications for life and health insurance.

**Note that this $597 rated-up premium for a 60-year-old malé compares to a standard rate of $1,073
offered by another Montana insurer. Both rates are higher than the rate charged for Montana’s high-risk pool.
However, neither of the private insurer products place lifetime limits on coverage that are as low as that in the high-
risk pool ($500,000). ' ‘

**In addition to specific conditions that trigger an automatic declination of coverage, applicants may be
denied coverage for other reasons. .Several underwriting guidelines assigned points to conditions, with a point
threshold abové which the applicant would be denied. Others specified that applicants with three or more rider
conditions would be denied. Under some such schemes, obesity or smoking reduce the point threshold.

¥ Our agent in Pennsylvania noted that agents “field underwrite” by steering risky clients to Blue Cross
and Blue Shield rather than risk a declination with another insurer.
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Table 20

Example Underwriting Guidelines for Commion Conditions: Selected Insurers and States

B

Health condition : -

Underwriting gﬁideline

Osteoarthritis

Exclusion rider

Rheumatoid arthritis

Dény

tr

Allergies of hay fever (medical treatment within 3 years)

Exclusion rider

Headaches (use of prescribed medications or regular treatment)

‘Exclusion rider or deny .

Kidney stone (within 2 years)

Exclusion rider or deny

Endometriosis (no surgery)}

Exclusion rider

Emphysema/chronic cough (mild)

25 percent rate-up (individual

consideration, if moderate)

7

“Gallbladder disease ' ' ' ‘ A Exclusion rider
Angina (within last 5 years)‘ Deny
Myocard@al infarcfion!angigplastyfbypass!coronary artery disease Deny
Myocardial infarction (within 2 years) . Deny

Myocardial infarction (no congestive heart failure or enlargement; within 3-10

years)

40 percent rate-up and exclusion rider

Stroke

Deny

Genital herpes (more than 1 year after recovery or remission) .

|40 percent rate-up

Anxiety or depression (mild to moderate, within 2-5 years)

40 percent rate-up and exclusion rider

Otitis media (mﬁltiple attacks wﬁhix} last 5 years, under age 15)

Exclusion rider -

Ulcer

Exclusion rider

Hypertension (mild)

25 percent rate-up’

Source: Alpha Center analysis of sample insurers” underwriting guidelines, 1997.

IS
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Table 21

Sample Rate-Ubs for Selected Risk Factors and Rated-Up Premiums

Standard premium plus maximum rate-up

ilate—ups for selecte.d risk factors Maximum for health status
Plan : rate-up for

State type Overweight Smoker Hypertension health status Age 258 M/F Age 45 M/F Age 60 M/F
CA Comm Deny* 75% $1i2 $211 $373

CA BCBS 20-50% or deny 20% or deny 50%° $81 $164 $304

IA Comm 20-100% 25%-100% 100% $142 | $173 $2435 $290 $482 | %402

1A Comm 20-80% 20-40%° 20% or deny - 100% ' _§122 | 8145 $214 $253 '] $452 | 8391 -
MT Comm 5-50% or deny 10% 20-60% or deny 200% $23 1 $384 $597

Source: Alpha Center analysis of sample insurers’ underwriting guidelines, 1997.

*Insurer denies if applicant’s weight is 15 percent in excess of insurer standard.

b Applicant may be ineligible for most plans but offered a plan with a higher out-of-pocket annual maximum ($5000 vs $2000) and lower lifetime benefit
maximum ($2 million vs $5 million) than the standard plans at a rate approximately 75% higher than a standard plan with comparable benefits.

“ Smokers over age 40 are rated up 40 percent.
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Eight of the ten sfudy states have a high;risk pool that accepts individuals who are otherwise
uninsurable in the private market, although two of these pools (in California and in Florida) are not
accepting new ,énrollmgnt.z_s Table 22 offers a summary of the enrollment, selected provisions and
premiums in each of these high-risk pools. All of these high-risk pools subsidize pfemiums; limiting the
high-risk pool rates to 125 perceht to 250 percent of the average premium for comparable individual
coverage in the state. Thus, the high-risk pool rates typically range below the rated-up premiums that we ,
found in the private market — and in maﬂy cases, below the standard rates charged by private insurers.
Howévef, all charge 20-25 percent coinsurance (with out—of-poéket limits that vary from $1,500 in Utah
and Washington, to $10,000 in Florida). Some have v;.zry low annual and/or lifetime Iimits on coverage .-
— in Louisiana, '$100,000 per year and $500,000.over the enrollee’s lifetime. In' general, private
insurers would rate above the state’s hlgh-rlsk pool to deter applicants who would qualify for the high-

risk pool.

0ur agents estimated that the waiting list for California’s high risk pool is 1 to 6 months; Flonda s high-
risk pool has been closed to new apphcants for several years. A
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Table 22

High Risk Pools in the Stddy States: Enrollment, Deductibles, Limits and Premiums, 1998

Annual (A)

AT Premiums for $1,000 deductible plan Rate caps
State Current Deductibles and Lifetime
enrollment . (L) limits on :
‘1 coverage -Age 25 M/F - Age 45 M/F Age 60 M/F
 Alternative standard options: $90-5148° | $166 - $242° $269 - $406°
19,500 PPO option with $500 $50,000 (A) | (San Francisco) - P (SF) 125 percent of the “standard average
CA [ (waiting list) deductible $500,000 (L) | individual rate”
$0 deductible and $25 ’ $169 - $246 ° $279 - $402° $391 - $605*
copayment for office visits .(Los Angeles) (LA) (LA)
1100 £1000 $115/$136° $232/$275° $508/3414° .
(closed t $1,500 {Area l) (Area 1) {Area 1) Low risk: 200 percent maximum,;
FL new 0 $2,000 $500,000 (L) medium risk: 225 percent maximum;
enrollees) $5,000 . $224/3256 $418/8448 £794/$813 high risk: 250 percent maximum
$10,000 (Area d) (Aread) (Area 4) i
$500
1A 475 o $ 1’0((3’000 $196 - $382 $600 150% maximum
$2,000 ‘ '
‘ $1,000 - $100,000 (A) ‘ . o . Not less than 150 percent initial; 200
LA 677 (12/96) $2.000 $500.000 (L) $135/8193 $265/8327 $521/8464 percent maximum
) . ] 150 percent to 400 percent, not to
MT 375 (12/96) $1,000. $500,000 (L) 5154 $242 5383 exceed 250 percent of average among
) - . the largest 5 insurers of individual plans
" 'ND 1700 ' $$15(§)(§)0 $1,0(0LO),000 $143 $214 8361 135 percent of ?}11: 2;vaeéage premium in
‘ : $150,000(A) o . .
UT 781 5500 $1,000,000 $158 $196 $306 150% of rate for similar benefits in
A $1,000 (@ private market
. - 8500 - . )
WA 757 $1,000 . $500,000 (L) $104 - 3124 $216 - $257 $410 - $488 150% maximum
$1,500 , .

Source: Alpha Center, 1998; Communicating for Agriculture, 1997.
‘For $500-deductible PPO option. .
*Rates are for lowest risk tier; rates for medium and high risk enrollees are 113% and 125% of lowest tier rates, respectlvely
¢ Discounted rate for New Orleans, wnth a $1000 deductible
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“Marketing and Distribution of Individual Products
Individual insurance products tradxtlonally have been marketed and sold through a number of
different channels ‘Our conversations w1th agents suggested that in some markets thxs may be changing.

BCBS plans traditionally have rehed on direct sales (applications directly to the company) and dedicated

. district representatives to market their plans. In Montana our agent reported that BCBS has been

o purchasmg small property. and casualty companies to market their plans and making greater use of

independent agents, in cdnjunction with their traditional use of a BCBS district representative. In rul‘ral
Montana, Blue Cross plans were marketed through banks as bank depositor plans, although this practice
_.was discontinued when Blue Shield acquired Blue Cross.”” Mémy commercial insurers use direct mail
and other approaches to market products, but increasingly these insurers — and some agents — use the

Internet to attract new customers.

Insurers generally pay independent\ agents who place business with them a commission, calculated as
a perceﬁtage of the premium on policies sold. Insurers may also run promotion§ and offer prizes for |
given volumes of business. Our conversations with agents about commissions revealed substantial
variations both among insurers Withiﬂ a state and among states. Insurers with greatér market power’
(such as BCBS plans) often pay lower commissions. Commissions for ﬁew bu\siness exceed those for
renewals, reflecting the, greater effort required of agents to place‘new business. However, higher -
commissions for new business also may signal the value to the insurer of new‘busine's‘s compared to

aging business.

» In California, both BCBS plans and commercial insurers -pay 20 percent for new policies and 10
percent for renewals. California prohibits first-year commiséioﬁs greater than 200 percent of

renewal commissions.

'+ InFlorida, our. égent repcsrfcd average commissions of 10 peijcent to 15 percent for new policies and

5 percent for renewals. BCBS pays 5 percent for new policies, but no commission for renewals.™

~~ + Montana insurers pay commissions of 15 percent to 20 percent, and renewal commissions as low as

5 percent.

Qur agent speculated that their decision to discontinue bank dep051tor plans concerns about operating in a
grey legal area combined with a desire for tighter underwriting control.

3°I~‘ollcwvmg Florida’s small-group reforms, commissions on group business had been reduced from 15

percent to 5-8 percent. Some have speculated that the lower commissions are intended to dlscourage
. agents from placmg very small group busmess with them.
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« North Dakota insurers also pay 20 percent initial commissions and 5 to 10 percent for fenew_als. Our
North Dakota agent pointed out, however,-that many of the higher commissions are for high-
. ' b . :
deductible, low-premium products.

o Our Pennsyivania agent reported that most commercial insurers pay 10 percent, but that one insurer

‘ mo’vi.ng aggressively into the state paid 20 percent. BCBS plans pay no commission to independent

agents who place individual business with them.

* .. New York and Wéshington, commercial insurers pay independent agents average commissions of 4
to 5 percent. HMOs pay a maximum 4 percent commissioﬁ in New York. In Washingfon, HMOs -
pay a $75 finder’s fee. In New York, BCBS pays no commissionAs on business placed by
independent agents (BCBS now competes with only-one commercial insurer writing individual

indemnity business in the state).

 In Utah, insurers continue to pay commissions of 10 percent, and some smaller insurers pay more.
However, insurers generally pay no commission on the rated-up portion of a premium, so that

effective commissions average about 8 percent of premiums sold.

The agents we spoke with seemed genuinely unconcerned about commission rates; several had to
research commission levels before providing an answer. One agent described individual health insurance
as a loss leader for agents in his state—a service sometimes performed only as a favor for existing

_clients, or to obtain new clients who also would buy life insurance.

Summary and Conclusions _
The individual health insurance.market shows many signs of its “residual” nature. National
population surveys indicate that the percentage of the population that buys individual products can,
| .change dramatically, especially as rates of employer-based coverage rise and fall. While the average
consumer of individual insurance is very much like the average of the general population (adults under
age 44 or children, middle- or high-income, IiQing in metropolitan areas and in families headed by wage
or salaried workers), théy are more likely than the general population to be older (age 55-64) and to live
.in'rural areas and smaller cities. Also, they are more likely than the population at large to be in familie_s
headed by part-time part-year or self-employed workers, and they are more likely to hold private
insurance from the same source for only part of the year. More than half are in families with income

above 300 percent of poverty, but a surprising number are poor or near-poof.
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Individual insurance is an important resource for beople in middle- and upper-income'families if
they have neither employer-based nor publie coverage, and especially for children in these families. In
families with income above 400 percent of poverty (;che largest segment of the individually insured
population), 52 percent of the adults and 59 percen_t of the children with neither employer-based nor
public coverage reported having individual health insurance at least part of the year. However, lower-
income families are clearly less able to afford individual insurance: less than one-third (29 percent) of
people in farr‘lilies' with income between 200 and 300 péercent of poverty purchase individual insurance

when they do not have insurance from an employer or from a public program.

While a few insurers typically dominate the individual market in each state, many smaller insurers
also write individual coverage and sometimes abpear to find niche markets by underwritiﬁg and pricing - -
coverage strategically. In all states, HMOs’ share of the indiviciual market is much less than their share
of the group market. This difference appears largely attributable to HMOs unwillingness to write |

individual coverage and may contribute to the higher price of individual insurance.

Benefits, cost-sharing, and prices in the individual health insurance market can vary widely. ‘Many
insurers offer a single benefit design with a number of deductible and cost-sharing options. Some offer
eo_mpeting products with very different benefit designs, or they offer some benefits only as a rider. The
most common rider benefits that we observed were coverage for maternity services and for prescriptien‘
drugs. ‘ '

While the diversity of products in the individual market may suggest abundant choice, in fact it most
clearly represents insurefs’ eagemess'to underwrite risk in this market — to segregate risk into separate
(aﬁd interﬁally homogeneous) classes and products. Nevertheless, the individual health insurance
market harbors considerable differences in premiums even for similar products, suggesting how difficult
it may be for consumers to understand the individeal insurance market and to corhpare products and

prices.

In states that require guaranteed issue of individual products (New York and Washington), individual -
insurance products are indeed widely available — especially when rates are constrained as in New York.
However, while such regulation can preduce a “fairer” market, it may also be smaller. Follewing New
York’s corhprehensive regulation, all but one insurer has converted all individual products to managed
care. Moreover, New York’s individual market covers fnany fewer people than it did prior to feform; at
least some of this decline may be attributable to insurers’ having. raised average premiums in response to

stricter regulation.
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Alternatively, in states where insurers do not guarantee issue, where riders are not prohibited; and
where insurers rate on health status or claims experience, several of our agents reported very high rates
~ of denials, exclusions, and rate-ups. In some states, BCBS plans and HMOs were reported to underwrite

as or more aggressively than commercial insurers.

The propensity of insurers to deny cdver'age' altogether, to rate-up coverage for health reasons, and to
offer some benefits only as a rider has kept individual insurance premiums in these states lower than they

otherwise might be. Nevertheless they can be very high — especially for older people in high-cost

.. areas. For example, monthly premiums for a 60-year-01d male living in an intermediate-cost area

generally ranged from $149 to $535, across the study states. In high-cost areas of large states, standard
premiums might be as much as 50 percent higher. Moreover, some insurers will'r"ate-up the standard
premium, typically by as much as 50 to 100 percent, for risk factors such as obesrty or hypertension.
Cumulatively, a fully rated-up premium in a high cost area might be as much 250 percent of the standard
premium in an irltermediare-cost area, and some coverége (for e)'(ample, maternity benefits) méy be
available only as a rider for additional cost. However, because insurers regard an applicérrt’s
willingness to pay very high premiums as indicating a need for even more costly health care, they are

more likely to deny coverage altogether than to offer coverage with a very steep rate-up.

In some states — both those that have substantially regulated insurer practices arld in those that have
not — sbme types of coverage have become difficult for insurers to write within fhe basic health
insurance product. For example, in some states insurers typically offer maternity coverage as a rider,
sometimes with significant waiting periods (12 to 18 months) before it will pay for maternity care. In
such markets, biased selection has made matem1ty riders increasingly expensive, and in effect maternity

coverage has become prepaymerit for matemlty care.

~ The uhderlying question of this report — Whether the individual insurance market might be made a
more robust source of coverage for the 41 million Americans who are uninsured — is difficult to answer
simply. Nearly 60 percent of the uninsured are poor or near-poor, with family income below 200 percent
of the federal poverty level. While low-income families make an effort to buy individual coverage that
is disproportionate to their means, the rafe at which they are uninsured is extremely hi gh: It is likely that

.most low-income families would require financial assistance to buy and maintain individual insurance

coverage.

Moreover, available data suggest that consumers move in and out of this market extensively: -30 to
40 percent of people with individual insurance in 1996 probably held their policy for only part of the

year. This rate is as much as ten times that among people with employer-based coverage, and it
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~ contributes to both the administrative cost of individual insurance'and insurer behavior in this market. In
particular, much of i 1nsurers behavior in the individual market ant1c1pates adverse selection. Insurers
expect that many people will seek 1nd1v1dua1 insurance only when they are sick and drop coverage when
' they have no immediate health care needs. Thus, insurers underwrite aggressively, and they exclude or
limit coverage for types of care that are difficult for them to anticipate, even by extensively screening
applicants for coverage. They rate coverage just. as aggressively: for much of the population, “standard”
rates may be unavailable. For people with ongoing health problems, individual insurance may be

unavailable at any price.

It is difficult to imagine this market becom1ng more robust, without it first becoming more stable.
This would mean that more consumers must be willing to stay in the market (even when they are
healthy) and insurers must be w1111ng to offer comprehensive products with intelli gible, predictable
coverage for necessary care. It is possible for regulators to constrain the supply side of this market — to
require guaranteed issue, standardized products and consumer information, moderate exclusion perlods
- and relatively little price variation. These measures might i 1mprove consumer conﬁdence that available

insurance will cover the care that they need. vHoWever, they also may produce higher prices and
correspondingly higher rates of consumer entry and exit. .Thus, to make the individual health insurance
market a robust source of coverage for most Americans who are now uninsured would require a parallel
effort to stabilize demand — to subsidiae coverage for the low-income families who comprise most of
the uninsured, to examine ways for consumers to move between’group and individual insurance without

changing insurers, and even to mandate individual responsibility for remaining insured.
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o ‘ Appendix 1 ‘ » _
Private Health Insurance Coverage Among the Nonelderly Population by Source: All States, 1995 and 1996 -

i

1995 . : 1996
State - ?rivati;rtl::xmnce, ' Employer-based 1Individual Privati(i::;!rance, ‘Emplvoyer-baséd Individual

(I::;:: :::) Pergent gﬁ::;;’::) Percent (l:ll;lrl?::;) Percent (g:illllii‘c?::) " | Percent (I:E]T;:z:) Percent (1::;[?;33:) Percent
Alabama 2.7 71.2 2.5 65.6 0.3 82 2.7 72.8 26 6.5 | 02 5.8
Alaska ' 0.4 71.5 0.4 67.9 — - 0.4 70.6 0.4 66.5 - -
Arizona 24 | 637 22 59.6 0.3 7.1 24 58.0 2.2 53.6 0.3 73
Arkansas 1.5 67.0 14 63.0 0.2 7.1 1.4 61.7 13 56.0 0.2 7.6
California 17.7° 61.9 164 | 5725 | 19 | 66 183 .| 637 16.7 581 2.2 7.7 .
Colorado . 27 78.7 25 72.2 03 8.9 26 75.5 24 687 | 04 10.3
Connecticut 23 81.9 21 " 765 02 | 72 || 22 |.71s 21 | 740 02 | 58
DC. 03 60.5 0.3 57.1 - - 03 625 03 57.5. - -
Delaware ’ 0.5 74.6 0.5 726 | - ) - ] 0.5 ’ 74.6 0.5 72.2 - k -
Florida 78 | es7 | 70 | 91 2| 97 71 65.4 70 59.5 1.0 8.4
Georgia - - _ © 44 678 | - 4l 64.5. 04 5.9 45 68.5 43 | 658 0.4 64 -
Hawaii | oz 776 0.7 717 | ol 103, 0.7 74.7 07 71.2 - -
Idaho 08 74.3 0.7 65.7 0.1 13.2 - 0.7 715 0.7 641 | 010 | 96
Illinois 7.9. 76.2 75 72.3 0.9 8.3 81 - | 768 7.6 na 0.8 7.4
Indiana 3.9 79.2 3.6 73.9 04 85 4.1 83.4 439 79.0 0.4 9.1
Towa , 2.0 80.5 18 | 709 0.4 15.1 2.1 81.0 1.8 | 73 0.3 11.9°
Kansas 1.6 74.5 1.5 69.9 0.1 66 L7 77.8 1.6 73.2 0.2 7.9
Kentucky < 23 | 693 2.1 65.4 0.2 58 2.3 67.5 220 | 642 0.2 5.5
Louisiana 2.2 59.2 2.0 531 0.3 82 23 62.7 2.2 583 02 6.2
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Appendix 1, continued

Private Health Insurance Coverage Among the Nonelderly Population by Source: A]I States, 1995 and 1996

1995

1996

Private insurance,

Individual

State Private;;ztl:? rance, E'mployer,-'ba'sed Ind ivi&ual total Employer-based

(I::;::i‘:::) Percent (Ijnl;ﬁ?::;) Percent (I:;;ll;.:::;} Percent (I::i!l‘l?:::) | Percent ‘ (l:n‘ill‘ltil:lf:) Percent (?nl;ﬁ?g::) Percent
Maine 0.8 76.0 0.7 69.4 0.1 9.1 0.8 77.3 0.8 72.7 0.1 6.8
Maryland 33 73.4 3.2 70.8 0.2 4.2 3.5 77.3 ) 72.1 0.4 8.5
Massachusetts 42 | 782 4.0 75.0 0.3 6.1 4.1 75.4 3.9 72.8 0.3 4.9
Michigan 67 79.1. 6.5 76.9 03 3.9 6.7 '79.7 6.5 77.2 0.3 38
Minnesota 3.4 82.0 31 74.4 0.4 10.2 3.4 78.8 3.0 71.0 0.5 10.8
Mississippi 15 61.8 14 57.4 0.2 9.0 1.6 - 65.0 1.5 1596 03 | ILI
Missouri 3.4 75.3 3.1 68.9 0.5 1.2 3.4 74.9 31 67.5 0.5 11.4
Montana 0.5 70.3 0.4 602 | - o1 14.3 05 | 676 0.5 612 0.1 8.8
Nebraska 1| osu1 1.0 " 1709 0.2 13.6 11| 770 09 | 667 02 13.5
Nevada 1.0 72.4 0.9 687 | - 01 7.5 L 756 1.1 74.2 - -
New Hampshire 08 | s14 0.8 77.1 - - 0.8 81.6 0.8 77.5 - -
New Jersey 53 | 770 4.9 72.1 0.5 7.6 5.1 . 74.2 48 70.3 0.4 6.3
New Mexico 0.8 50.6 0.8 46.7 0.1 6.0 09 | 551 0.8 51.1 0.1 4.7
New York 109 '68.2 10.2 64.0 L 6.9 10.6 65.7 10.1 62.5 0.8 5.1
North Carolina 42 71.3 39 66.6 0.4 7.2 4.6 73.2 4.4 700 0.3 54
North Dakota 04 83.0 0.4 67.7 0.1 19.0 0.4 81.7 0.4 70.4 0.1 15.2
Ohio 7.4 76.1 7.1 72.7 0.6 5.7 7.5 77.0 73 74.7 04 3.9
Oklahoma 1.8 65.3 1.6 596 0.2 8.9 1.9 66.9 1.7 61.9 0.2 7.0
Oregon 2.1 742 2.0 70.2 0.2 7.3 2.0 _73.0 1.9 67.2 0.2 6.9
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Appendix 1, continued

Private Health Insurance Coverﬁge Among the Nonelderly Population by Source: All States, 1995 and 1996

1995 1996
State Privati;?::’ rance, Employgr-baséd Individual Privati{i)tt!::lrance, Employer-based Individual
' &";:;:2:;) Percent (2:.1;;;::;)' Percent (1:;;17;3;‘:) Perceqt (z';l[llil:;:) Percent (leillll‘;::;) Percent (r::;ﬁ';:::) Percenf
Pennsylvania 79 775 7.5 72.9 0.8 8.2 8.1 79.8 7.6 74.9 0.7 72
Rhode Island 06 | 759 0.6 70.5 - 0.6 _78.8 0.6 74.6 -
South Carolina. 23 68.7 S22 64.6 02 | 56 23 70.7 2.2 66.4 02 65 -
South Dakota 05" 77 | 04 6.7 01 17.1 0.5 76.8 0.4 66.2 0.1 14.7
Tennessee 33 688 | 3.1 64.6 0.5 1.1 32 66.5 2.9 61.5 0.4 93
Texas 10.4 619 9.8 58.0 1 63 10.9 62.9 10.3 59.5 09 5.2
Utah 1.4 80.2 1.3 73.7 02 9.7 1.5 82.5 1.4 76.8 0.1 8.3
Vermont 0.4 74.9 0.4 68.6 - - 0.4 75.5 0.4 680 -
“Virginia 40 73.7 3.7 679 | 05 8.4 4.1 741 3.9 707 0.3 6.0
Washington 36 742 3.4 69.2 0.4 8.4 38 75.2 35 67.9 0.5 102
| West Virginia - 1.0 65.7 1.0 63.3 - - 0.9 65.0 0.9 620 - -
Wisconsin 3.9 81.6 38 78.0 03 6.9 3.8 83.1 3.6 78.7 0.3 6.5
Wyoming’ 03 71.9 0.3 64.5 - - 0.3 74.2 03 70.0 - -
U.S,, total 163.1 70.8 152.4 66.2 17.4 7.6 652 | 711 154.7 66.5 - 162 7.0

Source; Alpha Center tabulations of the March 1997 Current Population Survey (U.S. Department of Commerce, Bureau of the Census).

Note: Dashes indicate insufficient cell sizé for statistical significance. Estimates include people with coverage from more than one source.-
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Appendix 2

Sample Health Questions from Individual Health Insurance Applications

Typical health screening questions on appllcatlons for 1nd1v1dua1 insurance are listed below Appllcants
are instructed to provide details for any “yes” responses.

“Within the past 2 years, have you or your dependents consulted with or been treated by or received
medication from any physician or other practitioner; or do you intend to enter a hospital, clinic or
other 1nst1tut10n for consultation, treatment or surgery?”

“Have you or your dependents ever had a diagnosis of or consultation, treatment or medication for

_disease or disorder of:...” Authors’ note: This question precedes a comprehensive checklist of

grouped organs, body systems, and diseases such as Parkinson’s, cancer, diabetes, and arthritis.

.‘_

- “Have you or your dependents been treated for, within the last 5 years, persistent cough; unexplained

weight loss, lymph gland enlargements, shortness of breath, night $weats, disease of the immune
system, AIDS or tested positive for the HIV antibodies?” Authors’ lnote California and some other
states prohibit carriers from requiring applicants to submit to a blood test for HIV.

“Are you or any of your dependents pregnant?” Authors’ note: Many carriers deny coverage to all
members of a family if any member is pregnant at the time of applzcatzon even zf the pregnant
member is not applying for coverage.

““Has the proposed insured had any moving violations, a dr1ver s license revoked, suspended, or been
arrested for dr1v1ng under the influence of alcohol?”

" “Have any applying persons ever rec_eived any counseling or treatment for symptoms of depression,

manic depression, anxiety, panic attacks, nervousness, mental or emotional disorders, schizophrenia,
behavior problems, hyperactivity, attention deficit disorder, eating disorders, bulimia, anorexia,
alcohol or substance abuse, or for any other reason?”

“Is any applicant presently a mernber of a support group? How long?”

“Has any applicant used illegal, controlled drugs or substances in the last 10 years or has anyone
been diagnosed as chemically dependent or alcoholic?”

"In the last 12 months, has any applicant experienced a weight gain or loss of 15 pounds or more?”.

64.



