SURVEY RESULTS

Medical and Other Factors
in Risk Classification

Commercial Health Insurers

The outcome of underwriting is risk
classification, the final evaluation of whether
the proposed insured will be covered on a
“standard” or “substandard” basis, or not at al.
Insurers were asked to list those conditions or
impairments that they exclude from coverage,
“rate-up” (i. e., require a more costly
premium), or consider uninsurable. In gener-
al, the companies take a very similar ap-
proach to classifying risk. However, there
are differences; some medical conditions or
impairments that make the applicant wholly
uninsurable by one insurer may just be ex-
cluded from coverage or rated-up by another.
For example, although some companies are
unwilling to underwrite applicants with any
history of diabetes, others decline only juve-
nile diabetics and insure but exclude diabetes
for other diabetic applicants. In some cases,
severity of the condition is key. For exam-
ple, if hypertension is controlled and moder-
ate, a rated premium (i. e., more expensive)
may be offered; if the hypertension is un-
controlled or severe, the applicant may be
denied coverage atogether (table 5).

Most applicants for individual health
coverage are classified as standard and can
purchase insurance protection without extra
premiums or special limitations. Three-
quarters of the responding insurers (46/61)
provided standard coverage to at least 60 per-
cent of their individual applicants. In total,
the responding insurers reported selling ap-
proximately 1.5 million new standard policies
each year; 73 percent of their individua ap-
plicants are classified as standard (tables 6
and 7).

Substandard policies include an exclusion
waiver, a rated premium, or both. About
413,000 individual applicants were offered
coverage on this basis by the responding in-
surers, or 20 percent of completed applica-
tions.

Exclusion waivers may temporarily or
permanently exclude a medical condition
from coverage. The exclusion may be for a
specific condition, such as gallstones, or for
an entire organ system, such as reproductive
disorders. Permanent waivers usually exclude
from coverage chronic conditions that are
moderately costly and without life -
threatening implications. Temporary waivers
generally involve acute conditions that are
short-term in nature, such as fractures or
some minor surgery. More than half of the
responding insurers (35/6 1 ) reported that 1 to
19 percent of their individual applicants carry
an exclusion waiver. Thirteen (21°/0) required
exclusions for 20 to 39 percent of their ap-
plicants (table 6).

Thirty-five insurers (57%) reported that
the increased risk associated with 1 to 19
percent of their applicants required a rated
premium. The additional premiums usually
range from 25 to 100 percent of the standard
premium, although some insurers will use
higher ratings (7). Thirteen companies (21°/0)
never rate-up applicants. Rated conditions
do not differ significantly from those that in-
surers may exclude; in general, higher prem-
iums are required for chronic but moderately
severe conditions (e.g., asthma, glaucoma).
Whether a condition is excluded or rated is a
matter of company pricing policy and strat-
egy. Sometimes the insurer does both.
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Table 6--- Commercial Health

Risk Cassification of Individu

Insurers

al Applicants

Percent of Nurber  of Percent of
applicants conpani es conpani es
(n=61)
St ARDARD
NeVEr USE. . . oo 0 --
LRI . 0 ="
DO . 1 2%
4010 B .. 7 11
B0 L0 T9% . . 26 43
B0E0200% . . .o 20 33
Not Available. . . . o o 7 11
T oo G 1" 0%
SUBSTANDARD
Excl usi on i ver
Never USed. . . . . 3 5%
Tto ... 35 57
2000 3990 vt 13 21
BL0592 . 1 2
BOLO TN . oo 0 :
B0LO IO, . 0 -
Not Available. . .. o o 9 15
T E 1370%
Rated Preni um
Never WSed. . ... ... e 13 21%
THOLO% 35 57
DO . 3 5
4060 Sh. 0 -
B0 0T . o 0 ="
B0 I00% . . o 0 ="
N AETablE . 10 16
T E [ TC%
Excl usi on i ver
and Rated Prenium
Never USed. . . . . 16 26%
THOL0% 33 54
DEOAOK o 1 2
OSSO . o 0 -
BT . e 0 --
B0LO IO, . . 0 -
Not Available. . . . o o 11 18
T G [ TC%
REJECTED
Never Sed. . . . . o 1 2%
TROL% . o 52 85
DO . 1 2
OSSO . oo 0 ="
B0 0T . o 0 ="
B0LOI00% . 0 -
Not Available. . . . o o -~ 11
Tal . 61 1T0%
SOURCE:  Ofice of Technology Assessment, 1988.
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Most of the responding insurers (56%)
noted that some policies may require an ex-
clusion and rated premium, 1 to 22 percent
of applicants are underwritten this way.

Eight percent of individual applicants
were denied coverage by the responding in-
surers; approximately 164,000 individuals
each year. Most companies (54°/0) deny
coverage to less than 10 percent of their ap-
plicants, 31 percent deny coverage to between
10 and 19 percent. Coverage may be denied
for serious medical reasons or “because an ap-
plicant is clearly outside a particular compa-
ny’'s parameter of acceptable risks for oc-
cupational or financia reasons’ (7). Most in-
surers deny any applicant whose probability
of disease exceeds three times the average for
his sex and age.

Insurability is not just a matter of health
status; several factors are key to the un-
derwriter’s decision to deny an application, to
exclude a condition, or to rate up an ap-
plicant. The survey results indicate that other
factors besides ill health can seriously hamper
access to health coverage for nongroup indi-
viduals and their family members (table 8).

When asked to indicate which non-
medical underwriting factors could affect an
application’s acceptance, commercial insurers
most commonly cited dangerous heath habits
(e.g., drug abuse), illegal or unethical behav-
ior (e. g., criminal business practices), age,
and occupation.

Drug abuse, and other health endanger-
ing habits, perhaps better categorized as sig-
nificant predictors of health status, were con-
sidered of critical importance by 57 (93%)
responding companies; indeed, many empha-
sized that drug abusers are uninsurable.
Nearly three-quarters (44/61 ) of those
responding aso considered “illegal or unethi-
cal behavior” incompatible with insurability.
This probably reflects the great sensitivity of
the industry to fraud. Age and occupation,
though reported by roughly one-third to be
key to a proposed insured's acceptance or re-
jection, were more often noted to influence
coverage limits or premiums.

Healthy habits, such as non-smoking,
were rated “important” by more than half of
the insurers (34/61), an indication of the in-
creasingly common use of premium credits
for non-smokers. Dangerous avocations, such
as race car driving or hang gliding, were con-
sidered either “very important” or “important”
to almost 80 percent (48/61) of those sur-
veyed. Rather than deny coverage to ap-
plicants with risky hobbies, most underwriters
choose to limit only the insurer’s responsibili-
ty for related accidents.

The survey results also show that finan-
cia status plays a key role in health insurance
underwriting. Sixteen percent (10/61) of
those responding said financial factors alone
could affect acceptance of an application; an-
other 43 percent (26/61) considered it “im-
portant” to coverage limits and premium

Table 7.--Commercial Health Insurers

Estimate of Industry-Wide Risk Classification
of Individual Applicants

Total number

of applicants
Risk per year Estimated
classification (n=S3)*° proportion
Standard . ... ........ 1,525,472 73%
Substandard . .. ....... 412,505 20
Exclusion Waiver . . . 270,373 13
Rated Premium . ... .. 108,293 5

Waivered & Rated Up . 93,839 2
Denied ............... 164,317 8
TOTAL
APPLICATIONS . .. ... .. 2,102,294 100 %

Data were not provided by 8 of 61 insurers.
The percentages in Column 2 were derived by
dividing column 1 by 2.1 million. Also, per-
centages may not total 100 due to rounding.

Source: Office of Technology Assessment, 1988.
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levels. Some insurers may establish minimum
income requirements for certain types of
medical expense policies in order to avoid
early lapses caused by the insured's inability
to afford the premium (7).

Many respondents reported requiring
financial and personal investigations. (See
“Sources of Medical Information,” table 15. )
Although 25 percent (15/61) of the respon-
dents never require an investigation, 16 per-
cent (10/61) investigate one-fourth or more
of their applicants. Two companies reported
that financial or personal checks are done on
every individual applicant. Most commonly,
these inspections are credit and motor vehicle
record checks, but insurers also rely on in-
spection agencies to verify heath information
reported in the application and even informa-
tion on sexual orientation (see below).

Although close to 40 percent (24/61) of
the commercial insurers never use place of
residence in underwriting, more than one-
quarter (16/61 ) consider it very “important”
or “important. © Another 34 percent (21/61)
reported that residence may influence un-
derwriting determinations when considered in
conjunction with other more important risk
factors. Severa carriers noted that their con-
cern over place of residence was due to in-
surance fraud that was known to occur in
certain localities. Others indicated that use of
place of residence in setting premiums is a
result of regional variations in health care
costs. Among the 31 respondents who tested
for exposure to the AIDS virus, three (10%)
required HIV screening of all applicants
residing in areas of high AIDS prevaence.

Seventy percent (43/61 ) of the respon-
dents indicated that sexual orientation is
never used in underwriting. However, con-
trary to the 1987 National Association of In-
surance Commissioners (NAIC) guidelines
(16) recommending against using sexual
orientation in underwriting, five companies
considered it “very important” or “important”
(i.e., affecting coverage, premiums, or possib-
ly acceptance), and another 13 ranked it as
“unimportant” (i.e., not affecting insurability
unless present with other more important fac-

tors). 11 In addition, three companies reported

requesting an APS or physical exam based on
sexual orientation.

It is unclear how insurers ascertain an
applicant’s sexual preference. Most (48/61)
of the respondents provided samples of their
health insurance applications, none of which
included any questions concerning sexual
orientation or lifestyle. One manager of a
firm which specializes in insurance paramedi-
cal exams reported seeing references to an
applicant’s homosexuality in attending
physician statements. Three insurers, in con-
versations with OTA, noted using indirect
approaches or inspection agencies to confirm
“suspicions of homosexuality” by, for exam-
ple, interviewing a proposed insured’'s neigh-
bors.

Blue Cross/Blue Shield Plans

Although BC/BS plans do not screen for
high-risk applicants as exhaustively as do
commercial carriers, the risk classification
that is used once a high-risk applicant is
identified varies little from the approach used
by commercial carriers. Medical conditions
that commonly require a rated premium, ex-
clusion waiver, or are wholly uninsurable by
commercia insurers are similarly classified by
the non-open, responding plans (see table 5).

Open enrollment programs do not classify
applicants by risk in the usual sense, athough
they typically provide fewer comprehensive
benefits and may require open enrollment
subscribers to pay higher premiums than
other applicants for identical coverage. Open
enrollment coverage usually requires waiting
periods before initial benefits may be paid
for preexisting conditions and may exclude
preexisting conditions.

11 In July 1987, the NAIC issued a proposed bulletin
stating that “sexual orientation may not be used in the
underwriting process or in the determination of in-
surability.” At least eight States (Colorado, Delaware,
Florida, lowa, Oregon, South Dakota, Texas, and Wis
consin) have barred using sexual orientation in un-
derwriting or in the determination of insurability,
premiums, terms of coverage, or renewals (16).
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Fourteen of fifteen responding plans
reported receiving a total of 401,500 non-
group applications annualy .12

Most applicants for direct pay (i.e., indi-
vidual) coverage are classified as standard.
Thirteen plans (86°/0) provided standard
coverage to 60 to 100 percent of their non-
group applicants; the other two plans clas-
sified 40 to 59 percent as standard (table 9).
In total, respondents reported selling approxi-
mately 332,000 new nongroup standard
policies each year. Eighty-three percent of
their individual applicants were classified as
standard (table 10).

Each year about 37,000 nongroup ap-
plicants are offered substandard coverage by
the responding plans (9 percent of those com-
pleting applications). Exclusion riders, rather
than rated premiums, are more commonly
used in direct pay policies. Eight plans
reported requiring an exclusion for up to 39
percent of their nongroup applicants, while
only four plans charged higher premiums for
less than 20 percent of applicants. One con-
tinuous open enrollment plan required exclu-
sion riders for 27 percent of its applicants.

The respondents (open and non-open
combined) refused coverage to 8 percent of
their direct pay applicants. Denial rates
range from zero (for open enrollment plans)
to thirty-five percent (table 9).

Underwriting by BC/BS plans appears to
be considerably less complex than that done
by the commercials. Not only is medical
evaluation of applicants much less exhaustive,
but also far fewer factors are weighed. The
survey questionnaire asked the plans to try to
quantify the effects of a number of factors
on an applicant’s insurability, i.e., to estimate
the proportion of applicants who are either
denied coverage or offered only limited
coverage or an increased premium because of
medical condition, age, poor health habits,
place of residence, etc. (table 11).

12 One plan did not furnish relevant application data.

The responses to these questions indicate
that BC/BS insurability is almost purely a
qguestion of medical condition. All but the
four continuous open enrollment plans reject
some applicants in poor health, with
medically-based denial rates ranging from 7
to 33 percent. Close to haf the plans (7/15)
also reported denying nongroup applications
because of alcohol or drug abuse histories
(table 11).13

In many BC/BS plans, regardless of open
enrollment policy, any known existing disease
or impairment, whether acute or chronic, may
not be covered, or a waiting period may be
required. Nine of the 15 plans (60°/0) used
such limits because of the medical condition
of 5 to 27 percent of their applicants.

Nearly three-quarters (1 1/15) of the
responding plans never “rate-up” direct pay
premiums because of medical condition. Of
the four plans that do, 2 to 19 percent of
their individual applicants are affected. All
the nongroup premium rates are age-based at
four plans and affected by place of residence
a two plans (i.e, because of regional varia-
tions in health costs) More than haf the ap-
plicants at two other plans are given non-
smoker discounts.

No BC/BS plan reported using sexual
orientation in underwriting. However, one
plan did originally report modifying non-
group premiums on this basis (for 3 percent
of their applicants). When questioned by
OTA as to how sexual orientation is
identified, the plan underwriter explained
that they had interpreted the term to mean
sex (i.e, mae or female).

Only one respondent requested routine
financial or personal investigations, inspecting
10 percent of its applicants for nongroup
coverage (See “Sources of Medical Informa-
tion,” table 15.).

13 BC/BS plans may deny coverage to applicants residing
outside their service area.
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Table 9. --Blue Cross/Blue Shield Plans

Risk Classification of Individual

Applicants

Percent Number Percent
of applicants of plans of plans
(n==15)
STANDARD
Never Used............. .. .. . ... . ... 0
1to 19%..........0 .. 0
20 10 3O oot 0 .
40 to 59%. . ... 2 13%
60 to 79%. ... ... 8 53
80 to 100%. . ...t ~ 33
TOt Al o vt e e e 15 100%
SUBSTANDARD
Exclusion Waiver
Never Used. .. ....... ... ... 7 47%
1to 19%. ......... ... 6 40
20 t0 39%0. ... 2 13
40 to B9%. ... .. 0 --
60 tO 792, ... ... 0 --
80 to 100%. . ... ..o -0 -
Total. ... 15 100%
Rated Premium
Never Used. .. ........ ... .. .. 11 73
1 t0o 19%. ......0iiii 4 27
20t0 39%. ... 0 --
40 tO BOX. .o 0 --
60 to T792..... .. ... 0 --
80 to 100%. ... ... 0 --
Total. ... . 15 100%
REJECTED
Never Used. . ......... ... 3 20%
1 to 19%. ........00 i, 7 47
20t0 39%. ... .. 5 33
40 to 59%. . ... 0 --
60 to 792 ... ... 0 -
80 to 100%. . .o v 0 -
Total. ... 15 100%

‘Percentages may not total 100 due to rounding.

SOURCE: Office of Technology Assessment, 1988.
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Table 10. --Blue Cross/Blue Shield Plans
Estimate of Industry-Wide Risk Classification of Individual Applicants

Total number of

Risk classification

applicants per year

Estimated proportion

(n=14) (column 1 + 401,475)
Standard. . ... ... 331,560 83%
Substandard. . . ... ... 36,949 9
Excluson waiver. . . ............. 23,660 6
Rated premium. . .. ............... 13,289 3
Denied . .. ... .. 32,966 8
TOTAL

401,475

‘Data were not provided by one continuous open enrollment plan.
bDenials occur only at non-open enrollment plans; on average, these plans

reject 19 percent of their applicants.

SOURCE: Office of Technology Assessment, 1988,

Health Maintenance Organizations

HMO risk classification often differs
from the traditional commercial and BC/BS
insurers’ approaches. Federally qualified
plans are restricted to either accepting non-
Medicare applicants at a community rate or
denying membership altogether. Exclusions,
rated premiums, and waiting periods are
prohibited. Some States have similar require-
ments. However, HMO underwriting does
reflect traditional practice with respect to
medically uninsurable conditions. The
responding HMOS were no more willing to
underwrite high-risk applicants than the
commercial insurers or BC/BS plans. When
asked which conditions the HMO considered
uninsurable, the plans’ responses mirrored
those given by the traditional insurers (see
table 5).

In total, 12 of 15 HMOS reported receiv-
ing approximately 57,900 self-pay (i.e., indi-
vidual) applications each year and enrolling
73 percent on a standard basis. Standard ac-
ceptance rates ranged from 49 percent at one
plan to 100 percent at two plans required by
State law to hold open enrollment (tables 12
and 13)."

Only two HMOS (13%) reported enrolling
individual members on a substandard basis;
both required exclusion waivers for 10 to 15
percent of their applicants. (One of these
plans was not federally qualified, the other
was but had a non-federally qualified sub-
sidiary.)

14 statistics for some national plans may represent only
one locale.
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Table 12. - -Health Maintenance Organizations
Risk Classification of Individual Applicants

Percent Number Percent
of applicants of HMos of HMos'
(n-15)
STANDARD
Never Used. . ..................... 0 -
1to 19%6.............. ... 0 -
20t0 392 ... .. 0 --
40 to B9%. ........ ... 1 7%
60 to 792......... ... ... 6 40
80 to IOO%. .........cviiiii 6 40
Not Available. . . . ................ 2 13
Total. . ... . 15 100%
SUBSTANDARD
Exclusion Waiver
NeverUsed. . ..................... 11 73%
1t019%. . ... ..o 2 13
0030 ... 0 -
01059% ... ... 0 -
60 t079% . . ... 0 -
80 tol100%...........cvvviin.. 0 -
Not Available. . . .. ............... 2 13
Total. . ... . 15 100%
Rated Premium
NeverUsed. . ..................... 13 87%
Not Available. . . ... .............. 2 13
Total.. . ..... ... 15 100%
REJECTED
NeverUsed. .. .................... 2 13%
1t019%. . ...... . 1 7
20 t039%. ....... . 9 60
40t059%. . ... ... .. 1 7
60t079%. . ...... .. 0 0
80t0100% .........0ciiii 0 -
Not Available. . . . ................ 2 13
Total . ... 15 100%

‘Percentages may not total 100 due to rounding .

SOURCE: Office of Technology Assessment, 1988.
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Table 13.--Health Maintenance Organizations

Estimate of Industry-Wide Risk Classification
of Individual Applicants

Total number Estimated
Risk of applicants proportion

Classification per year
(n=12)"

Standard . .......... 42,401 73%
Substandard .......... 1,815 3

Ridered ........... 1,815 3
Denied.............. 13,653 24
TOTAL
APPLICATIONS..... 57,869

‘Data were not provided by three HMOS.
"The percentages in Column 2 were derived by
dividing column 1 by 57,869.

Source: Office of Technology Assessment, 1988.

Rejection rates for the responding HMOS
were high relative to the commercial and
BC/BS insurers. Eleven of fifteen HMOS
denied membership to 20 to 59 percent of
their individual applicants. In total, 12
responding HMOS refused membership to ap-
proximately 13,700 self-pay applicants an-
nually, 24 percent of their self-pay ap-
plicants. In contrast, the commercials and
BC/BS plans both denied 8 percent of self-
pay applicants. It may be that HMOS receive
a greater proportion of high-risk applicants
because of their comprehensive coverage and
community rating practices. In addition, the
Federal qualification requirements and State
regulations that restrict HMO use of exclu-
sions and rated premiums may limit the
ability of the plans to underwrite many indi-
viduals. Clearly, further study is warranted
in order to understand these differences.

Access to HMO self-pay membership is
fundamentally a matter of health status. All
but three of the respondents (81%) reported
that medical conditions can affect either the
applicant’s acceptance, premium rate, or
scope of benefits. The three plans that never
consider the applicant’s headth are located in
a State that mandates HMOS to hold an an-
nual 30 day open enrollment period (without
medical screening); due to possible adverse
selection, this is the only time these HMOS
are willing to enroll individuals (table 14).

Age, type of occupation, health enhanc-
ing behavior (e.g., non-smoking), and sexual
orientation are also considered key to in-
surability by 19 percent or more of the
respondents. It is not clear how sexual
orientation is identified by the four plans that
use it in underwriting. No surveyed plan
reported using personal inspection agencies,
and none of the provided enrollment applica
tions included any relevant lifestyle questions.
The National Association of HMO Regulators
(NAHMOR), which serves a role similar to
that of the NAIC, has not yet taken a posi-
tion on the appropriateness of using sexual
orientation in underwriting (1 5). (See pre-
vious discussion of the NAIC recommenda-
tions.)

Sources of Medical Information

Commercial Health Insurers

The underwriter’s objective is to know as
much about the applicant’s health status as
the applicant. Any health insurance policy
based on medical underwriting requires the
applicant (and each family member) to com-
plete a health history questionnaire. As evi-
denced by the survey responses, company
policies vary considerably with respect to the
proportion of applicants required to provide
further evidence of their health status, either
via an attending physician statement, physical
exam, blood and urine tests, and/or financial
or persona investigations (table 15).
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Attending Physician Statements. Beyond the
health data provided directly in the insurance
application, the APS is the most common
supplemental source of medical underwriting
information. Overall, the responding insurers
reported requiring an APS for 20 percent of
their individual applicants, a total of 446,000
physician statements each year. The APS is
also clearly the insurer’'s principal source of
testing data, since it often includes recent test
results as well as X-rays, electrocardiograms,
and pathology reports. (The APS usually
consists of a standard form completed by the
applicant’s doctor. However, physicians
sometimes send the insurer a photocopy of
the applicant’'s medical record instead.) Al-
though close to two-thirds of the respondents
(38/61) require physician statements of 20 to
79 percent of their individual applicants,
more than three-quarters (47/61 ) test only 5
percent or less. Therefore, testing done at
the physician’s request appears to be as criti-
cal to insurability as tests ordered by the in-
surer (tables 15 and 16).

There are a number of factors that lead
the underwriter to require an APS. These are
listed, in table 17, aong with the number of
survey respondents who use them as routine
APS “triggers.” The medical history revealed
in the insurance application is the most com-
mon trigger; it was cited by every responding
company that ever requires an APS. Seventy
percent indicated that reports from the Medi-
cal Information Bureau (MIB), a databank of
underwriting information shared by commer-
cial insurers,|® routinely trigger APS requests;
65 percent, that inspection reports (i.e., back-
ground checks) triggered a request for an
APS; and 78 percent, that a history of drug
abuse triggered APS requests. Older ap-
plicants are commonly required to provide
further evidence of good health; 57 percent
of the companies reported that APS requests
are age-based. It is not surprising that older

15 The MIB is a non-profit association of more than 700
life and health insurere established in 1905 to facilitate
sharing of underwriting information. Participating insurere
report each applicant’s significant medical findings (in-
cluding test results) to the MIB and also routinely consult
the MIB databaee for any relevant underwriting in-
formation on their current applicants.

applicants are more closely scrutinized, as
they are more likely to have health problems
that are not reported on the application (7).
As noted earlier, three companies reported
using sexual orientation as a basis for requir-
ing an APS.

Other reasons cited for requiring an APS
included policy amount, blood transfusion
before 1985, height/weight, previous claims
history, occupation, and being uninsured for
an extensive period.

Physical Exams. Physical examinations of
insurance applicants are much less common.
Overall, only 4 percent of individual ap-
plicants were examined each year by the
respondents, less than 94,000 nationwide.
Seventeen (28%) of the 61 responding com-
panies never require physicals for individual
applicants. However, 15 (25%) did require at
least 1 out of 10 applicants to be examined
by a physician or paramedical professional.
In one company, every applicant must pass a
physical; in another, 80 percent (tables 15 and
16).

The reasons insurers cite for ordering a
physical exam closely mirror those for requir-
ing attending physician statements. In addi-
tion, APS findings themselves often lead the
underwriter to request an exam for further
clarification of the proposed insured’s medical
condition (table 17).

Blood and Urine Screening. HIV screening
may be the most discussed test, but it is only
one of many tests ordered by underwriters.
Among the responding insurers who do test,
standard panels of blood chemistries and
urinalyses are most common. These standard
panels of tests are characteristic of those
commonly ordered by physicians as part of a
general physical evaluation. In addition to
the panels, many insurers reported ordering
urine screens for drugs of abuse--such as
cocaine and barbiturates- -as well as for
nicotine and prescription medications for
diabetes, heart disease, and hypertension.
The insurer’'s interest in prescription medica-
tion is twofold; first, to “catch” applicants
who are less than straightforward in their
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Table 16---Individual Underwiting by Commercial Health Insurers
Annual Volunme of Attending Physician Statements, Physicals, and Testing

Total nunber Proportion of
per vyear® i ndi vidual applicants
(colum 1 + 2.21 nillion)

Attending Physician Statement (APS). . . . . . . . . . . . .. 445, 736 20%
Physical Exam. . . ... 93,725 4
Blood ocUine Screen.. ... ... .................... 82, 747 4

aO’lly those 56 companies that provided data in all three categories (i.e.,

, ghy5| cal exams, and screens)h are included.
The 56 insurers included in this anal ysi s reported atotal volume of 2.1

million individual applications annually.
‘Blood and urine screening data do not include HIV screening.

SOURCE: O fice of Technology Assessment, 1988.

Table 17--- I ndividual Underwiting by Comrercial Health Insurers: Reasons for
Requiring An Attending Physician Statement or Physical Exam

Attending physician

statenment (APS)° Physi cal exant
(n=60) (n=47)

Reasons for requiring Nunber of Percent of Nurber  of Percent of
an APS or physical exam Conpani es Conpani es Conpani es Conpani es
D agnosi s Reported on Application . . . . . . . . 60 100% 42 89%
Attending Physician Statement (APS). . . . . . -- 44 94
Medi cal Information Bureau Report (MB).. 42 70 33 70
Drug Abuse Hstory . . . .. ... ... ... 47 78 25 53
Inspection Report, . . . . . . . . ... ... 39 65 29 62
BB 34 57 22 47
Late Goup Applicant . . . . . . . . ... ... 12 20 4 9
Ceographic Area. ., ..., . . .. ... 4 7 1 2
Sexual Orientation. . . . . ... ... .. ... ... 3 5 2 4

€
N
w
o
o

Qther, including: . . .. .. . ... ... 16 27 21 45
Policy Awount....................... 3 5 8 17
Feight/Véight. . . .. ... ... ... .. .. .. .. 2 3 4 9
Blood transfusion before 1985. . . . . . . 1 2
Clains/Medical Hstory. . . ... ........ 4 7 5 11
Qeupation. . . .. 1 2
Extensive period of no insurance. 1 2 1 2

2

No current physical . . . . .. ... ... .. ... - 1

Includes three companies that only require physicals on members of individually underwritten groups

SOURCE:  Ofice of Technology Assessment, 1988.
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health history questionnaire and, second, to
determine whether known hypertensive ap-
plicants, for example, are conscientiously fol-
lowing prescribed treatment (table 18).

Insurance testing appears to be linked
with physical exams. Close to 90 percent of
commercial insurers requiring physicals
(41/47) sometimes request that the applicant
also be tested, and almost half of these in-
surers (22/47) uniformly test and examine
equivalent proportions of their applicants.
Only five companies reported performing
physicals and never testing.

As in the case of physica examinations,
routine testing is rare. In the aggregate,
responding insurers reported requiring blood
and/or urine screens from 4 percent of indi-
vidual applicants, a total of approximately
83,000 individuals annually. Twenty-three
(38%) respondents reported that individual
applicants were never tested. Most companies
that do test, do so infrequently; 24 (39%)
respondents tested only 1 to 5 percent of
their applicants. Eleven (18%) reported test-
ing a least 1 out of 10 applicants. One com-
pany tested every applicant (tables 15-16).

Blue Cross/Blue Shield Plans

Although BC/BS plans have faced in-
creasing competition from HMOS and other
alternative insurers in recent years, the un-
derwriting practices of many plans still
reflect their past tradition of community
rating and “taking all comers. ” Today, the
magjority of plans (69%) do not hold open en-
rollment periods ( 12). Nevertheless, relative
to the commercial health insurers, the survey
findings indicate that less scrutiny is given a
BC/BS versus a commercial insurance ap-
plicant. Most BC/BS plans make no inquiries
beyond the health history portion of the ap-
plication and an attending physician state-
ment. It is the rare BC/BS plan that demands
a physical exam, blood chemistry, or
urinalysis.

Health History Questionnaire. All but one
(i.e., a continuous open enrollment program)
of the respondents requires non-group ap-

plicants to provide some health information
prior to enrollment. BC/BS enrollment health
history questionnaires vary in their compre-
hensiveness, but typically ask the applicant
(and each family member) to indicate any
history of receiving medica treatment or ad-
vice for a long list of diseases and disorders.

Attending Physician Statements. The APS,
aong with the health history questionnaire, is
the information foundation of BC/BS non-
group underwriting. Twelve of the fifteen
responding plans (800A), including three that
offer open enrollment, order an APS for at
least 20 percent of their individual applicants.
Four of these plans require physician state-
ments for 40 percent or more of their ap-
plicants. The only two respondents that
never ask for an APS are traditional, con-
tinuous, open enrollment programs with sig-
nificant market shares (table 15).

The physician statements used by the
respondents are similar to those used by com-
mercial health insurers; physicians are asked
to describe the applicant’s recent health his-
tory and provide laboratory findings. Two
BC/BS plans sometimes use diagnosis-specific
(e. g., cardiac, hypertension) physician
guestionnaires that ask for extensive
clarification of the applicant’'s health, includ-
ing al relevant test findings.

A number of factors can lead a plan to
require a physician statement. All the
respondents said that the applicant’s self-
reported medical history can “trigger” an APS
request. In addition, an APS is routinely or-
dered by 12 plans (86%) in cases of drug
abuse history; five plans (36°h), based on
claims history; and four plans (290/0), accord-
ing to age (table 19).

Physical Exams. Only two plans reported re-
quiring a physical exam. One holds con-
tinuous open enrollment and examines close
to one-third (30%) of non-group enrollees.
These physicals are done to evaluate whether
the applicant may opt out of the open enroll-
ment program and enroll in a more compre-
hensive plan. The other plan does not accept
al applicants and examines, on average,
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Table 19. --1Individual Underwiting by Blue Cross/Blue Shield Plans
Reasons for Requesting an Attending Physician Statenent

Reasons Nunber of plans Percent of plans
(n=14)°

Diagnosis Reported on Application . . . . . . . . . . .. ... ... 14 100%

Drug Abuse HSEOry . . . . . .. 12 86

Sexual Qrientation. . ... .. ...
Ceographic ATBa. . . . .
[nspection Report . . . . . .
Q her, including:
Gaims Hstory. . ... ...
Feight/Veight. . . .. ... ...

4 29
1
1
0
0
0
36
2 14

‘One plan did not answer this question.
SOURCE: O fice of Technology Assessnment, 1988.

4 percent. Medical history, age, and weight
were reported as reasons for requiring a
physical (table 15).

Blood and Urine Screening. Blood and urine
testing is very rare among BC/BS plans.
Only one plan (7%) reported doing any test-
ing of applicants; on average 4 percent of
non-group applicants are screened when a
physical exam is performed. (A second plan
reported intentions to test some applicants for
HIV infection. See below for details regard-
ing HIV screening.)

Thus, as for the commercial insurers, the
APS appears to be the principal source of
testing information for the BC/BS plans.

Health Maintenance Organizations

The principal source of health informa-
tion for the HMO underwriter is the health
history portion of the enrollment application.
The survey findings indicate that like BC/BS
applicants, the average HMO applicant re-
ceives less scrutiny than a commercial

insurance applicant. Most HMOS make no
inquiries beyond the health history portion of
the application and an attending physician
statement. It is the rare HMO plan that
demands a physical exam, blood chemistry, or
urinalysis.

Health History Questionnaire. All but 1 of
the 15 plans reported that the applicant must
complete a medical history questionnaire, and
for 5 HMOS (33%) it was the sole evidence of
the applicant’s health.

Attending Physician Statements. More than
half of the responding HMOS (8/15) went
beyond the enrollment application and re-
guested an APS for 10 to 85 percent of their
non-group applicants. All the plans said that
the applicant’s self-reported medical history
could triggeran APS request. In addition, an
APS was ordered routinely by five plans
(33%) in cases of drug abuse history; two
plans, because of age, previous prescription
drug use or claims history; and one plan, for
late application to aargegroup (table 15).
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HMO physician statements do not differ
from those used by commercial insurers or
BC/BS plans; physicians are asked to describe
the applicant’s recent health history and pro-
vide laboratory findings.

Physical Exams. Only 3 of the 15 respon-
dents accepting individuals reported requiring
a physical exam as a condition of enrollment
for 2 to 30 percent of self-pay applicants.
One of these plans required 30 percent of its
applicants to get a physical at their own ex-
pense. Medical history, APS findings, and
age were reported as reasons for requiring a
physical. In addition, one plan noted anun-
official policy requiring routine examinations
of applicants thought to be homosexua (e.g.,
single men 35 years or older).

Blood and Urine Screening. HMO screening
is as uncommon as physical exams; only three
plans reported sometimes testing individual
applicants. One plan required a complete
blood count and urine check for 20 percent
of its individual applicants. Another ordered
a complete blood count, cholesterol check,
and urinalysis for 85 percent of their self-pay
applicants. The third plan reported testing
very infrequently (i.e., less than 1 percent)
and always in conjunction with a physical
exam.

Thus, the APS also is the principal
source of testing data for HMOS.

AIDS Policies and Experience

Commercial Health Insurers

The survey asked several questions con-
cerning AIDS underwriting policies and
claims experience:

Do Health Insurers Attempt To ldentify Ap-
plicants Exposed To The AIDS Virus? Fifty-
one (86%) responding commercia insurers ei-
ther screen or plan to screen individual heath
insurance applicants for infections with the

AIDS virus through some method; of these
companies, 41 do it currently and 10 plan to
do so (table 20).

How Do Insurers Screen For AIDS Exposure?
Not every company interested in identifying a
proposed insured’s HIV status, or risk for
AIDS, tests applicants. Many rely on the ap-
plication’s health history questionnaire and
attending physician statements to evaluate the
risk for AIDS. Medical Information Bureau
reports also play an important role and may
serve as a catalyst for testing an applicant or
scrutinizing more carefully an applicant’s
health history (table 21).1°

The most common approach to screening
potential insureds for AIDS is by incorporat-
ing a question in the health history portion of
the application. All but seven of the com-
panies (86%) who screen individual applicants
use an AIDS question.

It is important to realize that including
an AIDS question on the application is less an
effective screen than it is an important tool
for contesting preexisting condition claims.
If an applicant knowingly misrepresents his
or her health condition (e .g. , HIV
seropositivity, recognized symptoms of AIDS,
or fully diagnosed AIDS or ARC), the insurer
may have grounds for subsequently denying
reimbursement for the condition. (See dis
cussion below concerning insurers reported
experience with preexisting condition claims
for AIDS))

AIDS-directed questions vary; some ask
about test results, others detail symptoms or
inquire whether the applicant has been diag-
nosed or treated for AIDS or an AIDS-related
condition. An admission of AIDS, ARC, or

16 on May 14, 1987, the MIB announced that, in
response to confidentiality concerns expressed by gay
rights advocates, it “will no longer keep records that show
an applicant for insurance haa tested positive for the AIDS
virus antibodies’ (2). MIB reports now use a more general
code that indicates an “abnormal” blood count (without
identifying the test) and continue to report other high-risk
indicators including symptoms of AIDS, history of sexually
transmitted disease, drug abuse, etc.
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Table 20. --Commercial Insurers, BC/BS Plans, and HVOs Attenpting to Identify
I ndi vidual Applicants Exposed to the AIDS Virus

Attenpt to identify Commercial insurers’ BC/ BS pl ans HVOs
applicants exposed to (n=59) (n=15) (n=15)
the AIDS virus Nunber Per cent Nurber Per cent Nurber Per cent
YOS, 4 69. 5% 8 53 % 8 53%
86% 73%

No, but plans to. . . . . ... .. ... . .... 10 16.9 3 20 0
No, and no plans to’. . . . . . . .. .. ... 8 14 2 13 6 40
Q her, including:

-AIDS policies under review .., O o 1 7 1 7

-Yes, but for less

than .5% of applicants. ..,,, O - 1 7 0

“‘Two insurers did not answer this question.
‘Three HMOs are prohibited by State |aw from nedical screening of any kind.

SOURCE: O fice of Technology Assessment, 1988.

Table 21. --Commercial Insurers, BCBS Plans, and Hws
Methods Used to Screen Individual Applicants for Exposure to the AIDS Virus

Commrercial insurers® BC/BS pl ans® HMOs*®

Met hod(s) used to (n=51) (n=11) (n=8)
identify AIDS exposure Nurber Per cent Nunber Per cent Nunber Per cent
Question on application . . . . . . . . . .. 44 86% 11 100% 8 100%
Attending physician statement . . . . . 42 82 9 82 6 75
ELISA and western blot. . . . . . . . . . .. 31 61 1 9 2 25
T-Cell subset study . . . . .. ......... 17 33 0 - 0 0
Ot her, including:

physical examif high risk. . . . O o 0 o 1 13

‘Data include only those insurers or plans that screen or intend to screen for AIDS exposure.

SOURCE: O fice of Technology Assessment, 1988.
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HIV seropositivity results in immediate
refusal of the application. The survey did
not clarify whether applicants with a history
of sexually transmitted disease or AIDS
symptoms are also automatically rejected.
These are some typical examples of questions
appearing in policy applications:

e Ever had Acquired Immune Deficiency Syndrome
(AIDS), “AIDS” Related Complex (ARC), or tested
positive for antibodies to the “AIDS’ HTLV-111 Virus?

e Social or venereal disease of any type?
e Recurrent fever, fatigue, or night sweats?

e Had a fever of more than three weeks duration, weight
loss of more than 15 pounds in two months, diarrhea of
more than one month’s duration, persistent skin rash
or oral lesions (infections or sores of the mouth)?

e During the past ten years, has any person to be insured
consulted a physician or practitioner for, been treated
for, had, or been informed that he or she had, Acquired
Immune Deficiency Syndrome (AIDS), AIDS Related
Complex (ARC), or other immune deficiency?

Underwriters frequently order an APS to
help evaluate an applicant’s risk for AIDS; 82
percent or more of those screening individu-
als (42/5 1) for AIDS exposure require ap-
plicants’ physicians to submit an APS des-
cribing their recent health history and
laboratory and other diagnostic test results
(table 21). In addition to possibly revealing
AIDS symptoms or other risk factors, the APS
may also report the applicant’'s HIV status. If
a photocopied medical record is submitted in
lieu of the standard APS (a common practice
among physicians), the applicant’s sexual
preference may be indicated as well.

HIV testing is also quite common. This
is particularly true for individual health in-
surance, where 61 percent of those insurers
that screen (and more than half of all respon-
dents) require applicants to pass the ELISA-
ELISA-Western blot series. One-third of
those that screen (17/51) also use the T-Cell
subset test, presumably in States where HIV
testing is prohibited. No company reported
using the ELISA test without Western blot
confirmation.

Substitution of the T-Cell test can be
problematic even for the healthy insurance

applicant. In Cadlifornia, where HIV testing is
prohibited and T-Cell testing is common, the
Department of Insurance has received com-
plaints from HIV--negative individuals who
were unable to obtain insurance because of
positive T-cell test findings (5).

No insurer reported using any blood test
aternative other than the T-Cell subset study.

Who |Is Required To Have An AIDS Test?
Thirty-one (51%) of the respondents routinely
tested individual health insurance applicants
for HIV antibodies, of these, seven test all
applicants, 14 test only those considered to be
“high-r isk,” and 10 test according to various
criteria (e.g., State of residence, medical his-
tory, policy amount, etc.). “High-risk” is
defined differently by each company; history
of sexually transmitted disease was the most
commonly reported criteria, although those
with a history of drug abuse, receiving blood
transfusions, and hemophiliacs are also fre-
quently tested. Many companies, however,
reported that hemophiliacs and known drug
abusers are automatically denied coverage.
Three companies noted that for residents in
areas of high AIDS prevalence, particularly
New York and California, 100 percent of
their applicants are HIV-tested. Applicants
in California, where HIV antibody testing is
prohibited, undergo the T-Cell test (table 22).

How Many Individuals Have Insurers Reim-
bursed For AIDS-Related Claims?  Almost
three-quarters of the companies (45/61)
responding to the survey had reimbursed at
least one individual policyholder for AIDS-
related care. In total, 1,010 AIDS cases were
reported and, on average, each insurer
financed the care of 22 AIDS-related cases.
The range of the AIDS “burden” on each in-
surer, however, varied widely. For individual
health insurance, for example, payments for
AIDS-related services ranged from no cases
(six companies) up to 269 (one company).
More than half of the companies (34/61)
reported 10 reimbursable AIDS cases or
fewer, while only four have reimbursed 60 or
more individuals for AIDS-related care (table
23).
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Table 22.--Commercial Health Insurers
HIV Testing Practices and Criteria
for High Risk Applicants

Number of
companies
(n=61)
Surveyed Companies
Requiring HIV Test ... 31 (51%)
Who do they Test?”
All Applicants .. 7
High Risk ApplicantsOnly ....................... 14
Other, including: ... 7

High incidence areas-all; elsewhere

based on medical history ................. 2
New York and Californiar all; elsewhere

based on medical history ................. 1
Anyonewhoseblood isdrawn ............ 1
Policy amounts over $100,000 ........... 1
If medical history warrants it ......... 2

Who is Considered High Risk?

All males 1
History of segally transmitted disease . . . . 15
Hemophiliac€® =~ i 7
History of reoyiving blood transfusions . . . . 8
Drug abusem” e, 10
Other, including:
All males, 20-50 1
AIDS symptoms present 4
History of hepatitis 1
Individual consideration............... 1

dercounted. Moreover, it is not standard
practice among most insurers to project an-
nual costs or claims by diagnosis.

Poor reporting of AIDS-related data may
be, in part, a reflection of the minimal im-
pact of the disease in many locales around the
country. An official of one of the five
largest individual health insurers, despite
reporting 269 AIDS-related cases and histori-
cal costs of more than $3.2 million, com-
mented to OTA that AIDS “is just a drop in
the bucket.”

Table 23---Commercial Health Insurers
Range in Individually Underwritten AIDS-Related Cases

Number of Number of Percent of companies
AIDS-related companies reporting AIDS-
cases (n=51)a related experience
None............ 6 12%

1-1o0 ..o 28 55

11-49 ... 13 25

50-100 . . . ....... 2 4

More than 100 . . . 2 4

‘Three of the thirty-one insurers that HIV test did not
,answer this question.
Numerous carriers noted that they do not underwrite
hemophiliacs or drug abusers under any conditions.

SOURCE: Office of Technology Assessment, 1988.

It is important to note here that surveil-
lance of AIDS-related cases and of costs to
insurers is sketchy at best. Sixteen percent
(10/61 ) of the individual health insurers
noted that case data were unknown or un-
available, and the majority of those respond-
ing reported collecting AlIDS-related case data
only since 1986. Cost projections for AIDS
cases were not provided by two-thirds of
those surveyed. Many commented to OTA
that identifying AIDS-related cases is often
difficult and, if data collection systems do
exist, cases and costs are probably un -

“Ten of the sixty-one respondents (16%) were unable to
provide AIDS-related case data.

SOURCE: Office of Technology Assessment, 1988.

What Costs Do Insurers Project For AIDS-
Related Claims For 1987? Twenty-one com-
panies provided projections of AIDS-related
claims costs for 1987, forecasting total claims
of $11.04 million for individual health insur-
ance, an average of $.53 million per insurer.
Projections ranged tremendously; two com-
panies did not expect any AIDS cases this
year (both specialize in insurance for seniors),
while four projected costs of $1.3 to $2.3
million for individual health policies (table
24). (As noted above, one insurer reported
more than $3.2 million in AIDS-related
claims to date.)
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Table 24.- -Commercial Health Insurers
Range in 1987 Individually Underwritten AIDS-Related Cost Projections

Projected Number of Percent of companies
AlIDS-related costs companies projecting AIDS-related
(1987) (n=21) claims

0 2 10%
$io;000:i0;000: ::::iiiiiiii i 3 14

$100,000 -350,000. . . ... ........... 6 29
$500,000-750,000. . . .. ............ 6 29

$1.3 million-2.3 million . . . . .. ... 4 19

*Forty insurers (almost two-thirds of the respondents) were unable to pro-

vide AlIDS-related cost projections.
panies reported historical

Note, however,
costs totaling $3.2 million for 269 cases

that one of these com-

identified from January 1985 to June 1987.
SOURCE: Office of Technology Assessment, 1988.

What Proportion Of Insureds With AIDS
Have Been Found To Have A Preexisting
Condition For AIDS? Preexisting condition
clauses are used universaly by health insurers
and significantly restrict reimbursement for
medical conditions that existed before the ef-
fective date of coverage. Two key time peri-
ods set limits on the insurer’'s financial re-
sponsibility for such conditions: the length of
time before and the length of time after the
policy goes into effect. The NAIC has issued
several relevant model regulations. Regula-
tions to implement their Individual Accident
and Sickness Insurance Minimum Standards
Act define a preexisting condition as “...the
existence of symptoms which would cause an
ordinarily prudent person to seek diagnosis,
care or treatment” or “a condition for which
medical advice or treatment was recom-
mended by a physician or received from a
physician within a five year period preceding
the effective date of the coverage of the in-
sured person” (emphasis added) (17).1'In ad-
dition, no claim for losses incurred two years
after the policy date should be denied on the
ground that the disease or physical condition
was preexisting (17).

17 As of October, 1987, the regulation had been adopted
by 20 States (16).

Though most experts agree that HIV
seropositivity does not meet the NAIC defini-
tion of a preexisting condition, the head un-
derwriter of a top 10 company told OTA of
denying reimbursement on that basis. At
present, there are several court cases pending
relating to what comprises a preexisting con-
dition for AIDS and the alleged refusal by
insurer(s) to pay for AIDS-related claims
based on a policy’s preexisting condition pro-
vision.

Almost half (21/44) of the individual
health insurers who had received at least one
AlIDS-related claim reported finding no
preexisting AlDS-related cases. Eleven found
1 to 9 percent of cases to be preexisting; 10
companies discovered 10 to 50 percent. Two
companies reported more than 50 percent
(table 25).

What Plans Have Companies Made In
Response To The Financia Impact Of AIDS?
Beyond the actions already taken by many
insurers, and reported above, many companies
have additional plans in the works. The most
common are plans to reduce company ex-
posure in the individual and small group
health insurance markets (e.g., by introducing
tighter underwriting guidelines) and to ex-
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Table 25. --Commercial

Health Insurers and

BC/BS Plans Reporting AIDS Cases
Prevalence of Cases With a Preexisting Condition for AIDS

Commercial BC/BS
insurers® plans’
Proportion of AIDS cases with (n=44) (n=8)

a preexisting condition for aios

Number Percent’

Number Percent

Opeacent......... ...
lto9Qpercent.....................
I0toS0 percent . . . .......... ... ..
greater than 50 percent . . . . . . . . .. ..

47% 2 25%

25 3 38

23 1 13
5 2 25

‘One of the forty-five commercial

,— ot answer this __ questi
Two o

insurers that reported AIDS cases did
n.
the ten BC/BS p?ans that reported AIDS cases did not answer this

.guestion, .
Igéjrcer%{)ages may not total 100 due to rounding.

SOURCE: Office of Technology Assessment, 1988.

pand HIV or other testing. One-third of
those responding (20/61) plan one or both of
these measures. Nine companies intend to
add an AIDS question to the health history
portion of their application forms. Five
reported plans to exclude AIDS and/or
sexually transmitted diseases from individual
health coverage. Other planned measures in-
clude placing a dollar limit on AIDS coverage
in new policies and establishing a waiting pe-
riod for AIDS benefits (table 26).

No insurer cited plans to withdraw from
the individual health market; however, one of
the largest surveyed insurers noted its with-
drawal from the Washington, D.C. area. (The
District of Columbia has the nation’s most
stringent prohibitions regarding AIDS testing
and underwriting.) Nonetheless, it is dif-
ficult to assess whether AIDS has reduced the
availability of nongroup health coverage; in-
surers, for example, can effectively eliminate
their role in the market by pricing nongroup
policies so high that no one will buy them
(19).

Blue Cross/Blue Shield Plans

The survey asked several questions con-
cerning AIDS underwriting policies and
claims experience:

Do Blue Cross/Blue Shield Plans Attempt To
Identify Applicants Exposed To The AIDS
Virus? Eleven or 73 percent of the respon-
dents either screen or plan to screen direct
pay applicants for AIDS exposure by one
method or another; of these, eight currently
screen direct pay applicants and three plan to.
One additional plan noted that its AIDS
policies are under review (table 20).

How Do Blue Cross/Blue Shield Plans Screen
For AIDS Exposure? The plans approach to
screening for AIDS very much mirrors their
general approach to underwriting. The health
history questionnaire along with an attending
physician statement are the principal means
for assessing an applicant’s health. Testing is
very rare (table 21).
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The 11 plans that try to identify ap-
plicants exposed to the AIDS virus, use an
AlDS-related question in applications for
direct pay coverage. The BC/BS approach to
asking about AIDS differs from many com-
mercial carriers. Rather than ask about
AlIDS-related symptoms or test results, the
plans have simply added AIDS and/or AIDS
Related Complex to their health history diag-
noses lists. Venereal disease is also included
by five plans. One plan asks a more genera
guestion concerning “positive test results for
immune disorders” because it is prohibited,
by State regulations, from asking directly
about AIDS. Interestingly, a continuous,
open enrollment plan that does not screen for
AIDS exposure specifically instructs the ap-
plicant not to indicate need for medical ad-
vice or treatment “because you have had a
positive result on an AIDS test--HTLV-III.”

An admission of AIDS, ARC, or HIV
seropositivity results in immediate refusal of
the application except in open enrollment
plans. As in the case of commercia insurers,
BC/BS plans include an AIDS question on the
application not only for screening purposes
but also as an important tool for contesting
preexisting condition claims. If an applicant
knowingly misrepresents his or her health
condition, the plan has grounds for denying
reimbursement for the condition. (See dis-
cussion below concerning BC/BS reported ex-
perience with preexisting condition claims for
AIDS)

Nine plans (82%0) may ask for an APS to
help evaluate a direct pay applicant’s risk for
AIDS. The APS may indicate AIDS symp-
toms, other risk factors, HIV status, and even
sexual preference.

Only one plan intends to test some ap-
plicants for HIV infection (using the ELISA-
ELISA-Western blot series). No plan
reported using the T-cell subset test.

Who Is Required To Have An AIDS Test?
As noted above, only one plan expects to test
some applicants for HIV infection. Anyone
considered to be “high-risk” will be required
to undergo the ELISA-ELISA-Western blot

series. The plan’s criteria for “high-risk” in-
clude: 1) all males, 2) history of sexually
transmitted disease, 3) hemophiliacs, 4) his-
tory of receiving blood transfusions, and 5)
drug abusers.

How Many Blue Cross/Blue Shield Sub-
scribers Have Been Reimbursed For AIDS-
Related Claims? BC/BS surveillance of
AIDS-related cases and costs seems sketchy at
best. One-third of the plans noted that case
data were unknown or unavailable, and the
majority reported collecting AIDS-related
data only since summer 1985. Several plans
indicated that they are just now developing
systems for better identifying subscribers
diagnosed with AlIDS-related illnesses; fur-
thermore, current caseload data are probably
underestimated. Ten of the fifteen respon-
dents were not able to provide projections of
AIDS-related claims costs for 1987 (table 27).
Most of the plans that provided relevant data
were unable to identify AIDS-related cases or
costs by type of coverage (i.e., individua vs.
group). Consequently, aggregate data is pre-
sented here reflecting both individual and
group policy experience.

Ten plans reported reimbursing 3,933
subscribers for AJDS-related care, an average
of 393 subscribers per plan. The range in
caseload was tremendous, from only 1 to
3,000 subscribers. Along with the obvious
effect of location on regionaly based insurers
such as BC/BS plans, market share and open
enrollment seem to critically determine a
plan’s AIDS "burden.”

Open enrollment plans with a large share
of the health insurance market appear to be
particularly vulnerable if also located in a
State that is seriously burdened by the
epidemic. The seven plans that never holdan
open enrollment period reported a total of
453 AIDS-related cases, an average of 65
subscribers per plan. Three of these plans
are located in areas of high AIDS prevalence,
and only one has historically held a sig-
nificant market share (i.e., close to 40%) (4).
In stark contrast, the three plans that are
continuously open reported reimbursing 3,480
subscribers for AIDS-related care, an average
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of 1,160 cases per plan. Two of these plans
are in areas of high AIDS prevalence, one
plan alone accounts for 3,000 cases. All three
have historically held large market shares
ranging from 60 to 75 percent (table 27).

What Costs Do The BC/BS Plans Project For
AIDS-Related Claims For 19877 Only five
plans provided 1987 claims projections.
Three non-open enrollment plans forecast a
total of $29.6 million in AIDS-related claims
for 1987 ($20 million was for one plan aone).
Two of these plans are located in high-risk
regions. Claims totalling $27 million were
projected by two open enrollment plans, $23
million for one plan and $4 million for the
other (table 28).

What Proportion Of Subscribers With AIDS
Were Found To Have A Preexisting Condition
For AIDS? Eight of the 10 plans that have
identified at least one subscriber with AIDS
reported finding that 1 to more than 50 per-
cent of these subscribers had a preexisting
condition for AIDS. Two of these plans,
both in areas of high AIDS prevalence, linked
more than half of their AIDS cases with a
preexisting condition (table 25). This may be
evidence of adverse selection and the effort
of AIDS sufferers to obtain insurance pro-
tection after an AlDS-related diagnosis had
been made or seriously suspected.

Table 27.--Blue Cross/Blue Shield Plans
Number of Subscribers Reimbursed for AlIDS-Related Claims

No open Open Al
enrol | ment enrol | ment pl ans
(n=10 ) (n=5)a (n=15)

Total number of subscribers
rei mbursed for Al DS-rel ated
daim’, 453 3,480 3,933
Nunber of plans reporting
AIDS-related claims. . . . . . . .. .. 7 (709 3 (60% 10 (679
Average nunber of AlDS-
related cases per plan. . . . . . . . 65 1,160 393
a0ne of the five plansholdsalimted open enrollnent perod; theothers
are continuous.
PAIDS-related claims data reflect both individual and group policyexperience.

¢Oneplanalonereported 3,000 subscribers with AlIDS
average AIDS-related caseload of 104.

t he otherplanshadan

SOURCE: Office of Technology Assessment, 1988.
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Table 28. --Blue Cross/Blue Shield Plans
Projected AIDS-Related Clainms Cost for 1987
No open Qpen All
enrol | ment enrol | ment pl ans

(n=10 (n=5)" (n=15)
Total projected AIDS-rel ated
clainms cost for 1987 $29.6 nmillion $27.0 mllion $56.6 nillion
Nunber of conpanies
reporting projections 3 (30% 2 (40% 5 (33%
Aver age projected
cost for 1987 $9.9 nmillion $13.5 nmillion $11.3 nillion
Range $2.6 to $20 $4 to $23 $2.6 to $23

mllion mllion mllion

‘Al DS-rel at ed cost

are continuous.

projections i ncl ude i ndi vi dual
*One of the five plans holds a linited open enroll nent

and group policies.
period; the others

SOURCE: Office of Technology Assessment, 1988.

What Plans Have BC/BS Plans Made In
Response To The Financial Impact Of AIDS?
All but two of the respondents report some
action in response to the AIDS epidemic. Six
plans (40940) noted intentions to redube their
exposure in the individua and small group
health markets. One cited intentions to ex-
pand HIV or other testing of applicants while
also excluding AIDS and/or sexually trans-
mitted diseases from individual health
coverage. Others reported intentions to add
an AIDS question to enrollment applications,
deny applicants with a history of sexually
transmitted disease, and lengthen the waiting
period for new subscribers with a history of
hepatitis, lymph disease, and mononucleosis.
Two plans (one holds continuous open enroll-
ment) intended to expand their AIDS educa-

tion efforts, and two others are currently
reviewing their AIDS-related policies (table
26).

Health Maintenance Organizations

The survey asked several questions con-
cerning AIDS underwriting policies and
claims experience:

Does The HMO Attempt To Identify Ap-
plicants Exposed To The AIDS Virus? More
than half of the respondents (8/15) screen in-
dividual applicants for exposure to the AIDS
virus by one method or another. Three of
the plans that do not try to identify ap-
plicants exposed to AIDS are prohibited from
doing any medical screening by State law.
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One plan noted that it is currently formulat-
ing its AIDS policies (table 20).

How Does The HMO Screen For AIDS Ex-
posure? The responding HMOS rely primari-
ly on the enrollment application and the at-
tending physician statement to identify ap-
plicants exposed to the AIDS virus. HIV
testing is done by only two plans and is being
considered by a third (table 21).

Each of the eight plans that screen for
HIV infection ask an AlIDS-directed question
in the health history portion of their enroll-
ment form. Some of the respondents have
simply added AIDS and/or ARC to the ap-
plication’s health history list of diagnoses,
while one plan asks: “Had any blood tests in-
cluding any screening for the presence of
viral antibodies?’

An admission of AIDS, ARC, or HIV
seropositivity results in immediate declination
of the application. Like the commercia in-
surers and BC/BS plans, the HMOS include
an AIDS question on the application not only
for screening purposes but also as an impor-
tant tool for contesting preexisting conditions.
If an applicant knowingly misrepresdnts his
or her health condition, the plan may have
grounds for terminating HMO membership.

Six plans (75%) report that they request
an APS to help determine an individual ap-
plicant's risk for AIDS. As noted earlier, the
APS may report AIDS symptoms, other risk
factors, HIV status, and even sexual prefer-
ence.

Only two plans (25%) require self-pay
applicants to be tested. Both use the ELISA-
ELISA-Western blot series. Another plan
reported that it is considering plans to intro-
duce HIV testing of applicants. No plan
reported using the T-cell subset test (table
21). One plan that is located in a State where
HIV testing is prohibited requests a physical
exam of all high-risk applicants.

Who |Is Required to Have An AIDS Test? As
noted above, only two HMOS reported that
they test some applicants for HIV infection.

At both plans, anyone considered to be “high-
risk” will be required to undergo EL ISA-
ELISA-Western blot testing. At one plan
“high-risk” is defined as a history of sexually
transmitted disease or drug abuse. (This plan
requires applicants to be tested at their own
expense. ) The other plan considers 12
conditions --for example, acute onset of
severe seborrheic dermatitis, history of three
or more episodes of any sexually transmitted
disease, or Kaposi's sarcoma--to be high-risk
indicators.

How Many Members With AIDS/ARC Have
The HMOS Had? The responding HMOS’
AIDS/ARC case data seem to be just as
sketchy as the statistics provided by the com-
mercial and BC/BS plans. One HMO
identified AIDS cases as early as 1981, some
plans reported patients in 1983, while others
cited cases as of only this year. As for the
BC/BS plans, the HMOS were unable to
identify AlIDS-related cases or costs by type
of coverage (i.e, individual vs. group). Con-
sequently, aggregate data is presented here
reflecting both individual and group member-
ship experience. In total, twelve plans
reported caring for 1,468 members with AIDS
or ARC, an average of 122 members per
HMO. The range in cases varied from none
at two HMOS to 940 patients at one HMO
(table 29).

What Costs Do The HMOS Project For
AlIDS-Related Care In 1987? Only two
HMOS provided projections of AlIDS-related
costs for 1987. One plan that had identified
10 cases during the first 10 months of 1987
forecast total costs of $750,000 for the year;
the other had 11 cases from September 1986
through September 1987 and forecast total
costs of $700,000 for 1987. At both plans, no
cases occurred among nongroup members.
(An additional HMO that had reported caring
for 940 AIDS-related cases since 1981 did not
project 1987 costs, but estimated average
lifetime costs of approximately $35,000.)1°

18 Average lifetime cost is the total cost from
time of diagnosis until death.
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Table 29.--Health Maintenance
Organizations
Range in AIDS/ARC Caseload

Number of Number Per cent
AIDS/ARC cases' of HMOS of HMOS
(n=16)

None .. 2 13%
1-25 7 44
60-70 2 13
110-200 2 13
900-1000 . . . ..o vt 1 6
Not Available............. 2 13

‘AIDS/ARC cases include individual and group
members.

SOURCE: Office of Technology Assessment, 1988.

What Proportion of HMO Members With
AIDS Or ARC Were Found To Have A
Preexisting Condition For AIDS? A non-
federally qualified HMO, located in a high
prevalence area, reported that more than half
of its individual members with AIDS or ARC
were found to have a preexisting condition.
According to State law and in contrast to the
other insurers, this plan was obligated to pro-
vide services for preexisting conditions
(without a waiting period) unless the ap-
plicant had deliberately misrepresented his or
her health before joining the HMO (13).
(Federally qualified HMOS may have grounds
to disenroll members who misrepresent their
health, but the HMO is obligated to provide
medically necessary health services until
membership is terminated.)

What Plans Have The HMOS Made In
Response To The Financial Impact Of The
AIDS Epidemic? Almost half of the respon-
dents (8/ 16) reported no new plans in
response to the AIDS epidemic. However, 5

of the 16 HMOS (3 I'Y0) reported intentions to
reduce their exposure in the individual and
small group hedth markets (e.g., by introduc-
ing more restrictive underwriting guidelines)
while two plans intend to expand HIV or
other testing, two others are currently consid-
ering their AIDS-related policies, and one is
withdrawing from the individual health
market atogether (table 26).

Top Ten Most Costly Conditions:

AIDS vs. Other Major llinesses

Commercial Health Insurers

Individual and small group (i.e., individ-
ually underwritten) coverage is perhaps the
health insurance sector most vulnerable to
financial loss in the wake of an unanticipated
AIDS epidemic. In an effort to put the costs
of AIDS into context and evaluate its impact,
OTA asked insurers to identify which 10 of
22 major diagnostic categories (including
AIDS and related conditions) absorbed the
greatest share of claims dollars for individu-
ally underwritten policies. Thirty-six (sswo
of the 62 respondents were able to provide
these data.

Six of 36 companies (17°/0) reported that
AIDS was among the 10 diagnoses that ac-
counted for the largest proportion of individ-
ually underwritten claims. Overall, AIDS
and related conditions ranked sixteenth for
commercial insurers. The complete list of
diagnoses in order of the frequency with
which they were ranked as top 10 are pre-
sented in table 30.

Blue Cross/Blue Shield Plans

BC/BS plans were aso asked which 10 of
22 major diagnostic categories (including
AIDS and related conditions) absorbed the
greatest share of claims dollars for individu-
ally underwritten policies. Eight of the fif-
teen respondents (53%) were able to provide
these data.
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Table 30.--Commercial Health Insurers
AIDS vs. Other Major llinesses

The surveyed insurers were provided a list of 22 major diagnostic categories, including AIDS and related con-
ditions, and asked to rank the ten diagnoses that account for the largest proportion of their total individually
underwritten claims costs (see Appendix A, question III-D.).

Number of times diagnosis

Diagnostic category was ranked in the top ten
(n=36)"
1 Circulatory disorders, including: 59°

Heart disease, essentia hypertension, cerebrovascular
disease, other circulatory disorders
2. Neoplasms, including: 51
Malignant neoplasm of trachea, bronchus and lung;
malignant neoplasm of breast; other neoplasms

3. Respiratory disorders L 27
4. Digestive disorders L 25
5. Diseases of the female reproductive system ..., 25
6. Injury, poisoning and toxic effects . 24
7. Musculoskeletal/connective tissue diseases 21
8. Kidney/urinary tract diseases 15
9. Mental disorders 15
10.  Nervous system diSeaseS 14
11.  Liver, gdlbladder, pancreatic disorders ... 14
12.  Pregnancy, childbirth, and the puerperium ..o, 12
13.  Diabetes mellitus 10
14.  Congenital abnormalities/perinatal conditions ..., 9
15. Substance use/induced organic disorders . 8
= 16. AIDS AND RELATED CONDITIONS ., 6 -
J7. Ear, nose, and throat diseases = 4
18.  Eye diseases 4
19. Diseases of the skin, subcutaneous tissue and breast . . . ... .. .. . 4
20. Mae reproductive system diseases 4
21. Infectious and parasitic diseases = l
22. Other endocrine and metabolic diseases ..., |

‘Only 360 of the 62 responding insurers (68%) were able to answer to this question.

*Some of the responding insurers ranked specific diseases (e.g. heart disease, malignant neoplasm of the breast) within the
general categories of “circulatory disorders’ and "neoplasms’; others were unable to report their claims experience at this
level of detail. As a result, circulatory disorders and neoplasms appear in the top ten more than 36 times.

SOURCE: Office of Technology Assessment, 1988.
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Only two of eight plans (250/0) reported
that AIDS was among the 10 diagnoses that
accounted for the largest proportion of indi-
vidually underwritten claims. Both are lo-
cated in areas of high AIDS prevalence; one
plan reported that AIDS and related condi-
tions absorbed 9 percent of claims dollars, the
other, 4 percent. Overal, AIDS and related
conditions ranked fourteenth for BC/BS

plans. The complete list of diagnoses in
order of the frequency with which they were
ranked as top ten are presented in table 31.

Health Maintenance Organizations
The responding HMOS did not provide

sufficient information to analyze their
response.

Table 31--- Blue Cross/Blue Shield Plans
AIDS vs. Other Major llinesses

The surveyed plans were provided a list of 22 major diagnostic categories, including AIDS and related conditions,
and asked to rank the ten diagnoses that account for the largest proportion of their total individually underwritten
claims costs (see Appendix A, question I11-D.).

Number of times diagnosis

Diagnostic category was ranked in the top ten

(n=8)"
1 Circulatory disorders, including: 9
Heart disease, essentia hypertension, cerebrovascular
disease, other circulatory disorders
2. Respiratory disorders 8
3. Digestive system disorders 8
4. Musculoskeletal/connective tissue diseases 8
5 Neoplasms, including: 6
Malignant neoplasm of trachea, bronchus and lung;
malignant neoplasm of breast; other neoplasms
6. Pregnancy, childbirth, and the puerperium ... 6
7. Mental disorders 6
8. Injury, poisoning, and toxic effects .. 5
9. Congenital abnormalities/perinatal conditions ... 5
10.  Liver, galbladder, pancreatic disorders ... 4
11, Kidney/urinary tract diseases 3
12. Nervous system diSeaseS 3
13. Diseases of the femae reproductive system ... 3
14. AIDS AND RELATED CONDITIONS ... 2 D
15. Infectious and parasitic diseases !
16.  Blood diseaseS !
17.  Ear, nose, and throat diseases ., !
18, Eye diSEaseS !

ZOnly 8ofthe 15 responding plans (53%) were ableto answer to this question.

Some of the responding plans ranked specific diseases (e.g., heart disease) within the general category of '’circulatory
disorders’; others were unable to report their claims experience at this level of detail. As a result, circulatory disorders
appearsinthe top ten nore than eight tines.

SOURCE: Office of Technology Assessment, 1988.
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