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Foreword

Tests to identify individuals who are likely to develop serious diseases are being
rapidly developed. Some of these tests are directed at diseases for which there are pres-
ently no known therapies, thereby raising questions over the social consequences of
identifying susceptible persons. Other tests are directed at diseases that are among the
foremost causes of morbidity and mortality, such as cardiovascular diseases and can-
cer, but for which clear-cut relationships between test positivity and a high probability
of developing disease have yet to be established. Available tests for identifying persons
infected with the AIDS virus are very accurate, but whom to test is a highly controver-
sial issue because of the social consequences of being identified as a carrier of the AIDS
virus.

The health status and risk of developing disease of individuals applying for health
insurance are routinely evaluated by private health insurers, and applicants may be de-
clined altogether, charged higher premiums, or have certain illnesses excluded from cov-
erage. Medical testing may be included in evaluating the applicant, so wider use of diag-
nostic and predictive medical tests by insurers is a real possibility as such tests are
improved and more tests become available. Many employers—especially large
employers—are also foregoing the use of traditional insurers and are self-insuring the
health care costs of their employees, so they may have similar incentives to use medical
tests when hiring prospective employees.

Such uses of medical tests may lead to substantial costs to government if private
insurance becomes too costly or unavailable to selected individuals. Furthermore, ap-
proximately 15 percent of the population of the United States do not have health insur-
ance, and an additional 8 to 26 percent of the population under age 65 are underin-
sured. Thus, use of medical tests in determining insurability and employability not only
affects the balance between governmental and private sector financing of health care,
but also can aggravate the problem of the uninsured and underinsured.

This assessment examines existing and developing medical tests and their current
and potential uses by health insurers and employers. Two related reports have previ-
ously been issued as part of this study. AIDS and Health Insurance: An OTA Survey
was issued in February 1988 and examined health insurance underwriting practices and
AIDS claims experience for individually underwritten insurance policies. The Impact
of AIDS on the Kaiser Permanence Medical Care Program (Northern California Re-
gion) was released in July 1988.

OTA was ably assisted in this study by an advisory panel, chaired by Irving Lewis,
Emeritus Professor of Public Policy and Community Health at the Albert Einstein Col-
lege of Medicine. Many individuals and organizations with expertise and interest in these
areas also provided information and reviewed a draft of the report. The final responsi-
bility for the content of this assessment rests with OTA. Key staff involved in the anal-
ysis and writing were Larry Miike, Jill Eden, Maria Hewitt, Laurie Mount, and Ellen

Smith.
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List of Abbreviations

ACLI
ACLU
ACS
AIDS
ALT
AMA
APS
ARC
ASO
AST

BC/BS
BLS
BUN
CAD
CAP
CDC
CEA
CFR
CHD
CHIPS
CMPS
COBRA

CPS

Cso
DHHS

METs

—American Council on Life Insurance

—American Civil Liberties Union

—American Cancer Society

—acquired immunodeficiency syndrome

—alanine amino transferase (formerly SGPT)

—American Medical Association

—attending physician’s statement

—AIDS-related complex

—administrative services only

—aspartate amino transferase (formerly
SGOT)

—Blue Cross/Blue Shield

—Bureau of Labor Statistics

—blood urea nitrogen

—coronary artery disease

—College of American Pathologists

—~Centers for Disease Control

—carcinoembryonic antigen

—Code of Federal Regulations

—coronary heart disease

—catastrophic health insurance plans

—competitive medical plans

—Consolidated Omnibus Budget Reconcilia-
tion Act of 1985

—Current Population Survey

—claims services only

—U.S. Department of Health and Human
Services

—deoxyribonucleic acid

—U.S. Department of Defense

—U.S. Department of Transportation

—enzyme immunoassay

—Electrocardiogram

—enzyme-linked immunosorbent assay

—Employee Retirement and Income Secu-
rity Act

—end-stage renal disease

—U.S. Food and Drug Administration

—familial hypercholesterolemia

—U.S. General Accounting Office

—gas chromatography/mass spectrometry

—gamma-glutamyl transpeptidase

—Group Health Association of America

—Health Care Financing Administration

—high density lipoproteins

—Health Insurance Association of America,

—Health Interview Survey

—Human Immunodeficiency Virus

—health maintenance organization

—Home Office Reference Laboratory, Inc.

—health risk appraisals

—indirect immunofluorescence assay

—Ilow density lipoproteins

—multiple employer trusts

—myocardial infarction

—NMedical Information Bureau, Inc.

MRI —magnetic resonance imaging (formerly
NMR)

NAHMOR—National Association of HMO Regu-
lators

NAIC —National Association of Insurance Com-
missioners

NIDA —National Institute on Drug Abuse

NIH —National Institutes of Health

NIOSH  —National Institute for Occupational Safety
and Health

NMCES —National Medical Care Expenditure Survey

NMCUES —National Medical Care Utilization and
Expenditure Survey

NMR —nuclear magnetic resonance (former name
for MRI)

ODPHP —U.S. Office of Disease Prevention and
Health Promotion (PHS)

OPM —U.S. Office of Personnel Management

OTA —Office of Technology Assessment (U.S.
Congress)

OoTC —over-the-counter

PHS —U.S. Public Health Service

PMA —premarket approval

Pro —preferred provider organization

RBC —red blood cell

RFLPs —restriction fragment length polymorphisms

RIPA —radioimmunoprecipitation assay

RNA —ribonucleic acid

SIPP —Survey of Income and Program Partici-
pation

SGOT —serum glutamic-oxaloacetic transaminase
(former name for AST)

SGPT —serum glutamic pyruvic transaminase

(former name for ALT)
STD —sexually transmitted disease

TPAS —third party administrators
VLDL —very low density lipoproteins
WBC —white blood cell

Glossary of Terms

Accuracy (“diagnostic accuracy”): In describing a diag-
nostic test, diagnostic accuracy is the number of
correct test results (i. e., the total of true-positives
and true-negatives) divided by the total number of
tests performed. Diagnostic accuracy may vary with
the prevalence of the disease in the population. See
also sensitivity and specificity.

Acquired immunodeficiency syndrome: The most
severe clinical manifestation of immune dysfunction
caused by the human immunodeficiency virus
(HIV).

Adverse selection: The tendency of persons with poorer
than average health expectations to apply for or
continue insurance to a greater extent than persons
with average or better health expectations. Also
known as “antiSelection.”



Allele: An alternative form of a gene, or a group of
functionally-related genes, located at the correspond-
ing site on the chromosome. Alleles are inherited
separately from each parent, and can be dominant,
recessive, or co-dominant for a particular trait.

Antibody: A blood protein (immunoglobulin) pro-
duced by white blood cells in response to the in-
troduction of a specific antigen (usually a protein).
Once produced, the antibody has the ability to
combine with the specific antigen that stimulated
antibody production. This reaction to foreign sub-
stances is part of the immune response. At present,
five classes of antibodies are distinguishable. Most
of the circulating antibodies are immunoglobulin G
(1gG); the others are IgM, IgA, 1gD, and IgE. See
also immunoglobulin.

Antigen: A substance, usually a protein or complex
carbohydrate, which, when introduced into the
body of a human or other animal, stimulates the
production of an antibody that reacts specifically
with it.

Autoradiograph: An image produced on an x-ray film
by a radioactively labeled substance.

Biochemical profile: A battery of twelve or more bio-
chemical blood tests (e.g., calcium, glucose, blood
urea nitrogen, total protein) that is conducted using
large-volume, automated instruments. Biochemical
profiles are sometimes used to screen asymptomatic
adults in an effort to identify those with latent
disease or those at high risk of developing chronic
disease.

Cholesterol: An alcohol found in egg yolks, oils, and
fats. Cholesterol is used to synthesize cell mem-
branes, is a precursor to steroid hormones, and is
a component of bile.

Chromosome: A rod-like structure found in the cell
nucleus and containing the genes. Chromosomes are
composed of DNA and proteins. They can be seen
in the light microscope during certain stages of cell
division.

Coinsurance: A provision in a health insurance con-
tract by which the insurer and insured share, in a
specific ratio, the covered losses under a policy. For
example, the insurer may reimburse the insured for
80 percent of covered expenses, the insured paying
the remaining 20 percent of such expenses.

Community-rating: A method of determining premi-
um rates that is based on the allocation of total costs
without regard to past group experience. Commu-
nit y rating is required of federally qualified HMOS.

Conversion privilege: The right to change insurance
without providing evidence of insurability, usually
to art individual policy upon termination of cover-
age under a group contract. Conversion privileges
are mandated by the Consolidated Omnibus Bud-
get Reconciliation Act of 1985 (COBRA) (Public
Law 99-272).

Core antigens: Antigens that make up the internal
structure or core of a virus. Compare envelope
antigens.

Deductible: The amount of covered expenses that must
be incurred and paid by the insured before benefits
become payable by the insurer.

Deoxyribonucleic acid (DNA): The substance of he-
redity; a large molecule which carries the genetic
information necessary for the replication of cells
and for the production of proteins. DNA is com-
posed of the sugar deoxyribose, phosphate, and the
bases adenine, thymine, guanine, and cytosine.

DNA denaturation: The separation of DNA into its
two strands of nucleotides, for example by exposing
it to near-boiling temperatures or to extremely
alkaline conditions.

DNA probe: A specific sequence of single-stranded
DNA used to seek out a complementary sequence
in other single strands. The probe is usually made
radioactive so that it can be detected.

DNA sequencing: The process of determining the
nucleotide sequences of DNA.

Diagnostic test: A medical test administered to those
asymptomatic but high risk individuals identified
by a screening test or a test used to identify the cause
of abnormal physical signs or symptoms. Compare
predictive test and screening test.

Direct genetic test: A DNA-based test capable of
identifying a specific disease-causing allele. Com-
pare linkage test.

Direct pay: See individual health insurance.

Electrophoresis: A method of separating substances,
such as DNA fragments, by using an electric field
to make them move through a medium at rates that
correspond to their electric charge and size.

Electrocardiogram (EKG or ECG): A graphic tracing
of the changes of electrical potential of the heart
occurring during each heartbeat; usually performed
with the patient supine and at rest.

Envelope antigens: Proteins that comprise the envelope
or surface of a virus. Compare core antigens.
Enzyme immunoassay (EIA): An assay based on anti-
gen-antibody interactions, which uses enzymes to
measure the reaction. For example, in EIAs that are
used to measure drugs in urine, a reagent that
contains antibodies against a specific drug is first
added to the urine specimen. A second reagent
containing the specific drug attached to an enzyme
is then added, and the enzyme-labeled drug com-
bines with any remaining antibody binding sites.
This binding decreases the enzyme activity. The re-
sidual enzyme activity relates directl to the
concentration of drug in the specimen. The active
enzyme converts another substance in the reagent,
resulting in an absorbance change that is measured
spectrophotometrically. See also indirect immunoflo
urescence assay and radioimmunoprecipitation assay.



Enzyme-linked immunosorbent assay (ELISA): A type
of enzyme immunoassay; for example, an ELISA
is used to test for the presence of antibodies to HIV.

Exclusion waiver: An agreement attached to an insur-
ance policy which eliminates a specified preexist-
ing condition from coverage under the policy.

Experience-rating: A method of determining group
premium rates based on the actual amount of claim
payments made on behalf of the group in a prior
period, usually the preceding year.

False negative: A negative test result in an indiviudal
who actually has the disease or characteristic being
tested for. The patient is incorrectly diagnosed as
not having a particular disease or characteristic.

False positive: A positive test result in an individual
who does not have the disease or characteristic
being tested for. The individual is incorrectly di-
agnosed as having a particular disease or charac-
teristic.

Familial hypercholesterolemia (FH): An autosomal
dominant disease caused by inherited defects in the
gene encoding for the low density lipoprotein re-
ceptor. The defects disrupt the normal control of
cholesterol metabolism.

Federally qualified HMO: An HMO that is certified
as meeting the qualification requirements of the
Federal Health Maintenance Act of 1973, as amended
(42 U.S.C. Sec. 300e et seq.). Federally qualified
HMOS must adhere to certain financial, underwriting,
and rate-setting standards and provide specified,
medically necessary health services.

Gas chromatography/mass spectrometry (GC/MS): A
method of identifying specific substances (for ex-
ample, drugs), in which a gas chromatography is
coupled with a mass spectrometer. The gas chroma-
tography is used to separate individual substances
by the rate they traverse the chromatography column.
As these compounds exit the chromatographic col-
umn, they may, for example, be bombarded with
electrons, with each substance breaking up into
characteristic pieces that can be identified with the
mass spectrometer. A GC/MS can be calibrated to
scan for many substances in a specimen, or to mon-
itor for only a few masses that are characteristic of
a particular substance.

Gene: A unit of heredity; a segment of the DNA mol-
ecule containing the code for a specific function.

Gene expression: The manifestation of the genetic ma-
terial of an organism as specific traits. Specific gene
products are expressed as proteins.

Genetics: The scientific study of heredity: how par-
ticular qualities or traits are transmitted from par-
ents to offspring.

Genome: The total genetic endowment packaged in the
chromosomes. The normal human genome consists
of 46 chromosomes.

Human Immunodeficiency Virus (HIV): A retrovirus
that is the etiologic agent of AIDS.

Vil

Huntington’s disease: A disease that generally appears
in adulthood, producing progressive mental and
physical deterioration; it is caused by a dominant
gene.

Hybridization: The placement of complementary single
strands of nucleic acids together so that they will
stick and form a double strand. The technique of
hybridization is used in conjunction with probes to
detect the presence or absence of specific com-
plementary nucleic acid sequences.

In situ hybridization: A method to identify HIV-pro-
duced RNA or DNA which involves the use of ra-
dioactive-labeled probes.

Immunoglobulin: Any of the serum proteins with
antibody activity. See also antibody.

Incidence: The number of new cases of a disease in a
population over a specified period of time. Compare
prevalence.

Indirect immunofluorescence assay (IFA): An assay
based on antigen-antibody interactions. For ex-
ample, in searching for viral antigens (such as HIV)
in cells, antibodies to the specific viral antigen are
first added. Fluorescein-labeled goat antihuman
globulin is then added, which binds to antibodies
attached to the viral antigen, and these viral anti-
gens are then detailed with a fluorescent micro-
scope. See also enzyme immunoassay and radioim-
munoprecipitation assay.

Individual health insurance: Health insurance that cov-
ers an individual and often members of his or her
family without any association with an employer
or membership group of any kind.

Individually underwritten groups: Small employee
groups that usually include no more than so indi-
viduals. Small group underwriting requires that in-
dividual group members provide a statement of
health and evidence of insurability.

Linkage: The relationship between two genes, or be-
tween an identifiable trait and a genetic disorder.
Genes that are located relatively close to each other
on the same chromosome are said to be linked and
generally are inherited together.

Lipoprotein: Compounds consisting of lipids (fatty
substances such as cholesterol) and proteins. Lipo-
proteins are classified as very low-density (VLD),
lowdensity (LD), and high-density (HD).

Locus: The site of a gene on a chromosome.

Lymphocyte: A white blood cell which is part of the
Immune system.

Magnetic resonance imaging (MN): A technique that
produces images of the body by measuring the re-
action of nuclei (typically of hydrogen protons) in
magnetic fields to radiofrequency waves. Formerly
known as nuclear magnetic resonance (NMR).

Monoclinal antibodies (MADs): Antibodies derived
from a single source or clone of cells. MAbs recog-
nize only one type of antigen.

Multiple employer trusts (METSs): A method of insur-



ance in which small employers band together and
act as a large employer to create a larger risk pool
so that premiums can be lower compared to
premiums based on each employer’s smaller risk
pool.

Myocardial infarction (MI): Necrosis (death) of tissue
in the myocardium (heart muscle) that results from
insufficient blood supply to the heart.

Nuclear magnetic resonance: See magnetic resonance
imaging (MRI).

Nucleic acids: DNA and RNA, the molecules that
carry genetic information.

Nucleotide: A building block of DNA or RNA. It
includes one base, one phosphate molecule, and one
sugar molecule (deoxyribose in DNA, ribose in
RNA).

Oligonucleotide: A short string of nucleotides.

Oligonucleotide probe: A short DNA sequence which
is synthesized from a known gene or segment of a
gene that can be either normal or mutant.

Oncogene: A gene of which one or more mutant forms
is associated with cancer formation.

Oncolipid: Alterations of the lipid moieties of lipo-
protein particles found in the plasma of patients
with cancer,

Open enrollment: A health insurance enrollment per-
iod during which coverage is offered regardless of
health status and without medical screening. Open
enrollment periods are characteristic of some BC/BS
plans and HMOS.

Penetrance: A term used to refer to the frequency with
which the effects of a gene (whether dominant or
recessive) known to be present are actually seen in
the individuals carrying it.

Phenylketonuria (PKU): An autosomal recessive ge-
netic disorder of amino acid metabolism, caused by
the inability to metabolize phenylalanine to tyro-
sine. The resulting accumulation of phenylalanine
and derived products causes mental retardation,
which can be avoided by dietary restriction of
phenylalanine beginning soon after birth.

Polymorphism: A single gene trait (e.g., red blood cell
surface antigens) that exists in two or more alter-
native forms (such as types A, B, AB, and O blood).
A genetic variant would be considered a polymor-
phism if its frequency exceeded 1 percent, but would
be considered a rare mutation if found in less than
1 percent of the population.

Predictive test: A medical test generally applied to
asymptomatic individuals to provide information
regarding the future occurrence of disease. Compare
diagnostic test and screening test.

Predictive value: The proportion of individuals with
positive test results that have (or will have) the
condition in question.

Preexisting condition: A condition existing before an
insurance policy goes into effect and commonly

defined as one which would cause an ordinarily
prudent person to seek diagnosis, care, or treatment.

Prevalence: The number of existing cases of a specified
disease or condition divided by the number of
people in the total population at a point in time.
Compare incidence.

Radioimmunoprecipitation assay (RIPA): An assay
method based on antigen-antibod, interactions,
based on principles similar to enzyme immuno-
assay but using radioisotopes to measure the
interactions. See also enzyme immunoassay and
indirect immunofluorescence assay.

Rated premium: A premium with an added surcharge
that is required by insurers to cover the additional
risk associated with certain medical conditions.
Rated premiums usually range from 25 to 100
percent of the standard premium.

Recombinant DNA: The hybrid DNA produced in the
laboratory by joining pieces of DNA from different
sources.

Recombinant DNA technology: The techniques for
cutting apart and splicing together pieces of DNA
from different sources.

Reliability: The consistency of measurement or degree
of dependability of a measuring instrument.

Restriction enzyme (or restriction endonuclease): An
enzyme that recognizes a specific base sequence
(usually four to six base pairs in length) in a double-
stranded DNA molecule and cuts both strands of
the DNA molecule at every place where this se-
guence appears.

Restriction enzyme recognition site: The DNA site
where a specific restriction enzyme cuts the DNA
molecule.

Restriction fragment length polymorphisms (RFLPSs):
The presence of two or more variants in the size
of DNA fragments from a specific region of DNA
that has been exposed to a particular restriction
enzyme. These fragments differ in length because
of an inherited variation in a restriction enzyme rec-
ognition site. See also polymorphism.

Retrovirus: A virus that contains RNA, not DNA, and
that produces a DNA analog of its RNA through
the production of an enzyme known as “reverse
transcriptase. ” The resulting DNA is incorporated
in the genetic structure of the invaded cell in a form
referred to as the “provirus.

Reverse transcriptase: An enzyme that produces a
DNA analog of its RNA counterpart, reversing the
usual process of gene expression during which the
RNA analog of DNA is produced.

Risk classification: The evaluation of whether an
insurance applicant will be covered on a standard
or substandard basis, or not at all.

Screening test: Generally, a test used to sort out appar-
ently well persons who probably have disease from
those who probably do not. A screening test is not



intended to be diagnostic. Compare diagnostic test
and predictive test.

Self-insurance: Usually refers to the practice of em-
ployers, particularly large employers, of assuming
the risks for the health care expenses of their em-
ployees instead of purchasing health insurance
through insurance companies. Such employers often
continue to contract with insurance companies or
other organizations for claims processing and
administrative services, as well as purchasing stop-
loss insurance to limit the amount of their liability
for medical claims, Similar arrangements exist in
other lines of insurance; e.g., liability insurance.

Self-pay: See indiw”dual health insurance.

Sensitivity: One measure of the validity (or accuracy)
of a diagnostic or screening test: the percentage of
all those who actually have the condition being
tested for who are correctly identified as positive
by the test. Operationally, it is the number of true
positive test results divided by the number of pa-
tients that actually have the disease (true positives
divided by the sum of true positives plus false
negatives). Compare specificity.

Sickle-cell disease: A potentially lethal recessive blood
disorder caused by the mutation of a single nucleo-
tide in the gene for beta-globulin, one of the protein
chains that make up adult hemoglobin.

Southern blotting: A procedure for transferring DNA
fragments from an agarose gel to a filter paper with-
out changing their relative positions.

Specificity: One measure of the validity (or accuracy)
of a diagnostic or screening test: the percentage of
all specimens that do not have the condition being
tested for that are correctly identified as negative
by the test. Operationally, it is the number of neg-
ative test results divided by the number of speci-
mens that actually do not have the condition (true
negatives divided by the sum of true negatives plus
false positives). Compare sensitivity.

Standard risk: A person who, according to an insurer’s
underwriting criteria, is entitled to purchase insur-
ance coverage without extra premium or special re-
strictions.

Substandard risk: A person that does not meet the
normal health requirements of a standard health

insurance policy and whose coverage is provided
with a higher premium and/or exclusion waiver.

Tay-Sachs disease: An autosomal recessive genetic
disease resulting in developmental retardation,
paralysis, dementia and blindness, usually fatal in
early childhood. The defective gene codes for hexo-
saminidase A, an enzyme that is involved in certain
chemical pathways in the brain.

T4/7T8 cell ratios: The ratio of T4 cells (helper cells)
to T8 cells (supressor cells). Individuals with AIDS
have a deficiency of T4 cells and a reversal of the
usual ratio of T4 and T8 cells.

Thalassemias: Recessively inherited blood disorders
caused by various mutations which reduce the
synthesis of one of the protein chains that make up
hemoglobin. The victims of severe thalassemia
require frequent blood transfusions and often die
in their teens or early twenties.

Third party administrators (TPAs): A term originally
used in the Taft-Hartley legislation of 1947 to des-
ignate an entity that is neither union nor manage-
ment but administers joint labor-management wel-
fare and pension funds. In self-insured health plans,
TPAs typically provide administrative services such
as medical claims processing, utilization and charges
review, and data processing and reporting.

Tumor marker assays: Assays (e.g., immunoassay)
that detect tumor-produced proteins.

Underwriting: The process by which an insurer deter-
mines whether or not and on what basis it will
accept an application for insurance.

Western Blot: An assay designed to differentiate among
several proteins present in the specimen, using
electrophoresis and antigen-antibody interactions.
Electrophoresis is used to separate proteins by their
molecular weights, and each protein is subsequently
identified through combining with their respective
antibody or antigen. For example, in Western blot
testing for HIV antibodies, the protein components
of HIV are first separated electrophoretically, trans-
ferred to blots, then mixed with sera suspected of
containing HIV antibodies. The presence of antibodies
to specific proteins of HIV are revealed by the
combination of antibodies with their specific protein
components of HIV.
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Chapter 1

Summary and Conclusions

INTRODUCTION

For the great majority of Americans, access to
health care, and the health insurance that makes
such access possible, is provided through the pri-
vate sector. Medicare and Medicaid have played
an indispensable role in making health care avail-
able to the indigent and near indigent, and to the
elderly and some handicapped persons.1 Yet there
are approximately 31 million to 37 million peo-
ple, or from 13.3 to 15.7 percent of the estimated
236 million persons living in the United States in
1986, who have no health insurance (table I-I).
An additional 8 to 26 percent of persons under
age 65 have inadequate health insurance. (The
estimates depend on the definition of “inadequate
health insurance” that is used-see app. A.)

Persons who apply for health insurance on their
own, instead of through group policies such as
employment-based plans, usually have their
health status evaluated by health insurers to de-
termine whether or not they are in fact insura-
ble. (This evaluation is commonly referred to as
“underwriting.”) For insurable applicants, some
might be determined to beat such an added health
risk to require higher than standard premium rates
and/or insurance policies that exclude from cov-
erage specified diseases or conditions that the ap-
plicant already has or is at significant risk of de-
veloping. Those with significant disease or risk
of disease may be denied insurance altogether.

When underwriting individual applicants for
health insurance, insurers rely at a minimum on
a medical history questionnaire, and less fre-
guently on such other sources of information as
a statement from the applicant’s attending phy-
sician or actual records from the physician, med-
ical tests, and physical exams.

Advances in predictive and diagnostic medical
testing are increasing our capability to identify in-
dividuals who are likely to develop serious dis-

In addition, the medical care systems of the Department of De-
fense and the Veterans’ Administration provide medical care to ac-
tive and retired military persons, and to military veterans.

Table 1-1.—Percent Distribution and Number of
Persons by Insurance Coverage Status,
United States, 1986

Coverage Status

Aae All® Covered”Not covered®
Percent distribution
Allages . . ........... 100.0 86.7 13.3
Under 18 years . . . .. .. 100.0 85.4 14.6
18-24 years .. ......... 100.0 75.3 24.7
25-44 years . . . ........ 100.0 85.2 14.8
45-64years........... 100.0 90.0 10.0
65 years and over . . . .. 100.0 99.3 0.7
Number in thousands
All ages . ............ 236,348 201,830 31,010
Under 18 years . . . .. .. 63,132 52,862 9,071
18-24years........... 26,721 19,751 6,466
25-44 years . .......... 74,260 62,382 10,853
45-64years .. ......... 44,698 39,708 4,418
65 years and over . . ... 27,538 27,126 202

dpercent distribution excludes unknown coverage status; frequency includes

b-m'mnwn coveraae slftus. . . . L
Covered b private health insurance, Medicare, public assistance, or military-

Veterans Administration health benefits.
cN,t covered under any of the four health-care plans. Estimates range from 13.3

to 15.7 percent, or 31.0 to 37.2 million parsons (see also app. A of the full report).

SOURCE: P. Ries, “Health Care Coverage by Age, Sex, Race, and Family Income:
United States, 1988,” AfCHS advarrcedafa, No. 139, Sept. 18, 1987.

eases. The use of these tests by health insurers may
(or may not) make private health insurance un-
available or too costly even to a number of pres-
ently insured persons and their dependents if anal-
yses of their risks improve. Already, tests to de-
tect the presence of antibodies to the AIDS virus
(HIV, for “human immunodeficiency virus”) have
brought the issue of private health insurance avail-
ability to the forefront of public policy discussions
on health insurance for persons infected with HIV.

People with individually obtained health insur-
ance comprise only 10 to 15 percent of all per-
sons with health insurance. Furthermore, group
applicants for health insurance, who comprise 85
to 90 percent of all persons with health insurance
and who obtain their health insurance predomi-
nantly through their workplace, seldom if ever
are subjected to individual determinations of their
health status. Premiums for group health insur-
ance policies are usually “experience-rated,” which
is based principally on the actual health care costs
most recently incurred by the group.



However, even persons presently insured
through group health insurance are not exempt
from the possibility of unavailable or unafford-
able health insurance. Containment of ever-
increasing health care costs is a high priority for
employers, who also might be interested in using
predictive medical tests to screen out prospective
employees who might consume a disproportion-
ate share of funds allocated to meet employee
health care expenses. The increasing propensity
of employers, especially large employers, to self-
insure their employees’ health care expenses is a
reflection of the business community’s concern
over rising health care costs. Furthermore, al-
though self-insured plans are subject to Internal
Revenue Service and Department of Labor review
and regulations, current law makes these self-
insured health care plans free of State insurance
department review and regulations, leading to
fewer restraints on self-insured plans than on
traditional health insurance plans for employers
who might decide to use medical testing to de-
crease their employee health care expenses.

Such potential actions by the private sector
have obvious consequences on public sector
spending for health care. To what extent are such
actions already occurring, what is the potential
for their occurring, and what are the potential
consequences if these actions are adopted on a
wide scale by private insurers and the business
community? Are the current availability of the
AIDS antibody test, its ability to identify those
infected with the AIDS virus, and the growing
percent of infected persons who progress on to
frank disease, forewarnings of these private-public
sector issues? Will the way in which we address
the financing of AIDS patients be a paradigm for
how we should address the issues raised by the
availability of other medical tests in the future,
or does AIDS warrant a unique response?

Current and future use of medical testing to de-
termine health care insurability, and the impact

that such use of medical tests by private health
insurers could have on public financing of health
care, prompted the request for this study by the
House Energy and Commerce Committee, its Sub-
committee on Health and the Environment, and
the Subcommittee on Intergovernmental Relations
and Human Resources of the House Government
Operations Committee. The request was sup-
ported by the Subcommittee on Health of the
House Ways and Means Committee and by the
Subcommittee on Natural Resources, Agriculture
Research, and Environment of the House Com-
mittee on Science, Space, and Technology. *

The rest of this chapter summarizes OTA’S find-
ings and conclusions and provides options on ma-
jor issues identified in this report.

Chapter 2 provides an overview of health in-
surance and the results of an OTA survey of the
underwriting practices and AIDS claims experi-
ence of private insurers—commercial insurers,
Blue Cross/Blue Shield (BC/BS) plans, and Health
Maintenance Organizations (HMOS).

Chapter 3 describes the use of tests by em-
ployers to screen for medical and health-related
conditions among prospective and current em-
ployees.

Chapter 4 describes current and future tests to
diagnose or predict disease.

The Appendices include descriptions of the
uninsured population and State developments in
establishing high-risk insurance pools for persons
unable to obtain health insurance. Two activities
conducted as part of this assessment have been
previously published.’

2, letter of support for the study was also received from Senator
Daniel K. Inouye (D.-Hawaii).

3AIDS and Health Insurance: An OTA Survey (February 1988)
and The Impact of AIDS on the Kaiser Permanence Medical Care
Program (Northern California Region) (July 1988).

HEALTH INSURANCE UNDERWRITING

Group v. Individual Insurance

The purpose of insurance is to minimize finan-
cial losses that may arise from unexpected events.

Insurance operates by spreading risks over a num-
ber of people so that many individuals who could
have a loss, but don’t, help pay for the losses of
the few that do sustain losses. Insurance works



on the principle that there must be uncertainty
that a loss will occur, and that the loss is beyond
the control of the insured. The size of the poten-
tial loss is another factor and should ordinarily
be of such magnitude that its occurrence has a sig-
nificant financial impact on the insured. Private
insurance operates on the principle that the cost
of insurance generally should be proportional to
the risk involved. Individuals whose potential
losses are large are expected to pay more in
premiums than those whose potential losses are
likely to be less.

Although individual and group health insurance
provide protection against similar types of medi-
cal expenses, they are, in a sense, fundamentally
different types of insurance. An individual health
insurance contract is one made by an insurer with
an individual applicant and normally covers that
individual, and, in some cases, his or her depen-
dents. A group insurance contract is made with
a sponsor, usually an employer, and the group
sponsor, not the members of the group, is the in-
sured party. Group insurance contracts are, as a
rule, continuous in nature and ordinarily continue
beyond the lifetime or membership in the group
of any of its individual participants.

Group insurance is generally issued without
medical information or other evidence of insura-
bility of the individuals covered, and group un-
derwriters are usually interested only in whether
the group as a whole can be insured. Group un-
derwriters will accept groups whose expected
claims experience meets the standards established
by an insurer for a plan of benefits and will set
a rate to cover those expected costs. As noted
earlier, larger groups are generally experience-
rated, meaning that the premiums charged are
based on the actual amount of claims payments
made on behalf of the group in a prior period,
usually the preceding year. In contrast, applicants
for individual insurance are not part of a well-
defined, homogeneous, and generally healthy
group; and individuals are also free to apply for
various types and amounts of coverage. The fun-
damental purpose of underwriting is to assure that
insured persons within each risk class have the
same probability of loss and probable amount of
loss. Thus, “medical underwriting” is customarily
used by most insurers to determine whether and

under what terms individual insurance coverage
will be approved.

Adverse Selection

“Adverse selection” refers to the situation
whereby, in the absence of any controls, persons
who seek to obtain insurance will tend to be those
who will use it the most; that is, those with a
greater than average probability of loss. Appli-
cants who are motivated to purchase coverage be-
cause they are aware of a medical problem that
is not yet evident to the underwriter can select
against the insurer. This is of concern in both
group and individual insurance markets, but par-
ticularly in the latter. Group insurers try to pro-
tect themselves against adverse selection by using
certain group underwriting techniques. For exam-
ple, group insurers usually write coverage only
for groups that exist for reasons other than for
the purpose of obtaining insurance. There gener-
ally is a flow of members into and out of such
groups so that the average age and therefore the
average risks of these groups do not increase much
over time. Employer-based groups are especially
attractive to insurers, because employees whose
health is good enough to meet employment stand-
ards are generally better-than-average risks for in-
surance purposes.

Adverse selection is a particular problem for
the individual insurance market. Although most
applicants are seeking coverage for the costs of
unknown or unpredictable diseases, some appli-
cants are especially motivated to obtain insurance,
because they know they may have a higher than
average probability or even a certainty that they
will require medical treatment.

Underwriting Factors

The goal of the underwriter is to determine
whether and on what basis insurance can be is-
sued at “standard” rates, offered at higher pre-
mium rates or with other limitations (such as
excluding a specified medical condition from cov-
erage), or whether insurance should be refused
(declined) altogether. Each insurer prescribes its
own range of acceptable risk selection factors.

For health insurance, age and current and fu-
ture health status are the two most important risk



factors. Claims costs for different benefits often
vary by gender, so sex is also a factor. Most health
insurers deny any applicant whose probability of
disease exceeds three times the standard risk for
his or her sex and age, and most life insurers will
refuse an applicant whose risk of death exceeds
five times the mortality risk of a person with no
health impairment. HIV infection, for example,
far exceeds the limit of insurability for both life
and health insurance. Insurers estimate that the
mortality risk of an HIV-infected person is 26
times that of a standard risk (figure 1-1), and that
the mortality risk of an asymptomatic 35-year-
old male infected with the AIDS virus is 44 times
that expected for a healthy, non-HIV-infected 35-
year-old male.

Two types of information are obtained from
applicants for individual coverage. First, is the
health history. A history of past illness or acci-
dent will be given weight depending on the sever-
ity of the original ailment, degree of permanent
impairment (if any), possibilities of recurrence,
complications that may develop, etc. Individuals
with conditions that are chronic often have high
costs and large claims and may be refused cover-
age. Certain family health information may be re-
quested relating to the health of relatives that may
have some bearing on the applicant’s health (e.g.,
family history of diabetes). Second, the applicant’s
current physical condition is evaluated. Depend-

Figure 1.1 .—Comparison of Mortality Risks for HIV
Infections and Other Selected Conditions

3,000 ortallty ratio (%)

2,500
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500 | . .

('— e
Standard Smoking Diabetes M1°Quadriplegic HIV
Health status

“Myocardial infarction.

SOURCE: K. Clifford and R. luculano, ““Acquired Immunodeficiency Syndrome
(AIDS) and the Recommendations of the NAIC Advisory Committee on
AIDS,” statement to the Health Insurance (B) Committee of the Na-
tional Association of Insurance Commissioners, Orlando, FL, Dec. 9,
1986.

ing on this assessment, certain tests or studies may
be requested (e.g., blood chemistry, urinalysis,
electrocardiogram), depending on the age or kinds
of coverage sought.

Regulation of Insurers

All of the States have established laws that re-
guire insurance companies to meet a variety of
financial and other requirements in order to ob-
tain a license to do business in each State. The
general framework is similar, but the exact re-
quirements vary widely from State to State. Cer-
tain amounts of financial resources needed to
establish solvency as an insurer are ordinarily
stipulated. Many States also require companies
to maintain membership in a guarantee associa-
tion, including financial participation in such an
arrangement to cover the liabilities of impaired
or insolvent companies.

While the substance of State regulation is sim-
ilar to that of commercial insurers, hospital service
(Blue Cross) and medical service (Blue Shield)
plans are ordinarily exempted from State commer-
cial insurance laws and are granted franchises to
do business and are regulated under separate en-
abling legislation. In response to growing com-
petitive pressures, an increasing number of BC/BS
plans are seeking legislative approval to reor-
ganize themselves as mutual insurance companies.

Group health insurance rates are based on past
experience (“experience-rated”), and health insur-
ance underwritten on a group basis has a history
of being quite competitive. Regulation of individ-
ual health insurance contracts is somewhat more
rigorous and also more standardized than for
group contracts. This is due, in large part, to the
view that the people who are individually insured
lack expertise about many insurance matters and
are not in a position to negotiate the terms of con-
tracts with the companies that specialize in this
field.

Some States require the advance approval of
individual policies and related contractual mate-
rials (e.g., the application form). In many States,
although information is provided to the insurance
department, these materials will be deemed ap-
proved unless advised to the contrary within a
specified period of time.



States frequently prohibit certain types of dis-
criminatory practices in issuing, continuing, or
canceling insurance policies, or prohibit charging
higher premiums solely because of certain physi-
cal handicaps such as blindness, mental han-
dicaps, etc., unless the discrimination can be justi-
fied by sound actuarial practice.

Many States have also adopted various man-
dated benefit laws. Alcoholism, drug addiction,
and maternity coverage are frequently required.
Some States require insurers to offer prospective
buyers certain benefits, but the inclusion of those
benefits in group contracts is often not man-
datory.

Many States also have laws governing some
aspects of group insurance contracts, such as who
constitutes a group for group benefit purposes.
Many States have also adopted laws requiring
group contracts to contain certain types of man-
datory conversion and/or continuation-of-cover-
age provisions, which permit members (and de-
pendents) of a group to continue their insurance
protection on an individual basis when their cov-
erage under a group plan ceases. The continua-
tion is an extension of the original group plan at
the same premium, though the separated group
member pays the full premium costs of coverage,
including any employer contributions made on
behalf of members still in the group. (The Fed-
eral Consolidated Omnibus Budget Reconciliation
Act of 1985 (COBRA) (public Law 99-272) has
a similar provision regarding continuation of
coverage. )

States impose taxes on premiums received by
insurance companies. These taxes vary from State
to State, by the type of company involved, and
whether the insurer is an out-of-State or domes-
tic company. Most of the tax rates are in the 2
to 2.5 percent range. Most States do not impose
premium taxes on BC/BS plans, though several
States do impose some charges on them in lieu
of premium taxes.

While the McCarran-Ferguson Act (Public Law
15, 79th Congress) provides that the States have
the major regulatory responsibilities with regard
to the business of insurance, several Federal laws
affect health benefit plans, particularly group
plans. Under the Federal tax code, employer con-

tributions for health benefits are excluded from
the taxable income of their employees. Legisla-
tion such as the Employee Retirement Income
Security Act (ERISA), the Health Maintenance
Organization (HMO) Act, and Medicare, each af-
fect the design of many private health benefit pro-
grams. Congress has also enacted laws prohibit-
ing certain discriminatory practices relating to age
and sex in the provision of health benefits for em-
ployees and their dependents. And as mentioned
above, the tax laws and ERISA were recently
amended under COBRA to require that most
group benefit plans continue coverage for work-
ers and their dependents who would lose such pro-
tection due to job termination, death, divorce or
legal separation, and for certain other qualifying
events.

The most important competitive development
in the group health benefits market during the last
15 years has been the movement toward self-
insurance by large employers. Self-insured plans
offer several key advantages to employers. Em-
ployers are able to use and retain earnings on
amounts that would otherwise be paid to and held
by insurers to create claims reserves. No premium
taxes are applied to self-insured plans. Most im-
portantly, self-insured plans can avoid the require-
ments of State insurance laws and regulations be-
cause of the Federal ERISA legislation. Thus,
much of the group benefits marketplace is virtu-
ally unregulated by the States. Self-insured plans
need not comply with any of the State laws that
require health insurance contracts to include spe-
cific benefits or comply with anti-discrimination
restrictions applied to insured plans, need not pay
State insurance premium taxes, and need not par-
ticipate in State insurance pools for high-risk in-
dividuals.’

Results of the OTA Survey

Insurance testing for HIV infection has gener-
ated much controversy and disagreement among
insurers, insurance regulators, insurance appli-
cants, legislators, and other policy makers. Yet,
there is little information on who insurers test and
what tests they require. OTA therefore conducted

‘See Appendix B for description of State high-risk insurance pools.



a survey of commercial insurers, BC/BS plans,
and HMOS in the summer and early fall of 1987.
The OTA survey was an attempt to provide a
view of HIV testing in the context of other rou-
tine tests required by health insurers and had a
twofold purpose: 1) to collect basic information
on underwriting practices and the use of medical
screening by health insurers; and 2) to document
how health underwriters are responding to the
AIDS epidemic.

Approximately 14.5 million individuals under
age 65 (and their family members, when covered)
have health insurance without the benefits of
group membership. These are the individuals that
must meet undenm-iting standards to obtain health
coverage, and their insurers were the focus of the
OTA survey. Commercial companies insure 9.3
million; BC/BS plans, 4.2 million; and HMOS,
1 million.

The survey was sent to 88 commercial insurers
who comprise 70 percent of the commercial, in-
dividual health insurance market; to 15 of the 77
BC/BS plans; and to the 50 largest local and na-
tional HMOS in the United States. Seventy-three
of the 88 commercial insurers responded, although
only 62 met the survey requirements; approxi-
mately 57 percent of the commercial, individual
health insurance market is represented in the sur-
vey findings. All 15 BC/BS plans completed the
survey, and 39 of the 50 HMOS responded, but
only 16 reported that they allow individually un-
derwritten enrollment. Overall, 84 percent of the
commercial carriers, BC/BS plans, and HMOS
that were surveyed responded.

Medical and Other Factors
in Risk Classification

Approximately three-quarters of individual and
small group applications for commercial health
insurance were classified as “standard” by the re-
sponding insurers and obtained coverage without
extra premiums or special limitations. Twenty
percent of individuals and 1!5 percent of small
group members were rated as “substandard” and
issued policies that exclude preexisting medical
conditions, had a higher than standard premium,
or both. The exclusion may be for a specific con-
dition, such as gallstones, or for an entire organ
system, such as reproductive disorders. Finally,

8 percent of individual and 10 percent of small
group applications were judged uninsurable and
denied coverage. Most serious diseases were unin-
surable, including severe obesity, diabetes melli-
tus, emphysema, alcoholism, coronary artery dis-
ease, cancer, schizophrenia, and AIDS.

Risk classification by the responding BC/BS
plans was similar to the commercial approach ex-
cept for four *“open enrollment” plans that ac-
cepted all applicants regardless of health status.
The respondents accepted 83 percent of individ-
ual applicants as standard, 9 percent with sub-
standard policies, and denied coverage altogether
to 8 percent. Sixty to 100 percent of small group
applicants were also accepted as standard by half
the plans, and up to 25 percent were denied.

HMO risk classification differed from the
others. Federally qualified plans are restricted to
either accepting applicants at a community rate
or denying membership altogether. As a result,
exclusion waivers and substandard premiums are
not common. The responding HMOS, however,
were no more willing to underwrite high-risk ap-
plicants than the commercial insurers or BC/BS
plans. They accepted 73 percent on a standard ba-
sis and denied membership to 24 percent of indi-
vidual applicants.

Other factors besides ill health can seriously
hamper access to commercial health coverage by
individual applicants and their family members.
Dangerous health habits (e.g., drug abuse), sus-
pected criminal association or unethical behavior,
age, occupation, and financial status were most
commonly cited by commercial insurers as criti-
cal to determining insurability. Healthy habits,
such as nonsmoking, were also rated as impor-
tant, an indication of the increasingly common
use of premium credits for nonsmokers. Place of
residence was an important factor to a significant
minority of commercial insurers, mostly due to
concerns about insurance fraud known to occur
in certain localities and because of regional vari-
ations in health care costs. Contrary to guidelines
proposed by the National Association of Insur-
ance Commissioners (NAIC), 18 companies used
sexual orientation in underwriting, and 5 of these
companies considered it important or very impor-
tant. (These 18 companies held approximately 10
percent of the individual, commercial health in-



surance market. Five were among the 25 largest
in the country. ) Three companies requested an at-
tending physician statement (APS), and two or-
dered a physical exam based on sexual orienta-
tion. It is unclear how insurers ascertained an
applicant’s sexual preference. Most of the respond-
ents (48 of 61) provided samples of their health
insurance applications, none of which included
any questions concerning sexual orientation or
lifestyle.

In contrast, BC/BS insurability was almost
purely a question of medical condition. All the
responding BC/BS plans, except the four that hold
open enrollment, rejected some applicants in poor
health. Nearly half of the plans denied nongroup
applications because of alcohol or drug abuse. No
BC/BS plan reported using sexual orientation in
underwriting.

Access to HMO membership was fundamen-
tally a matter of health status as well. However,
age, type of occupation, health enhancing be-
havior (e.g., nonsmoking), and sexual orientation
were also considered key to insurability by 19 per-
cent or more of the responding plans. As in the
case of the commercial carriers, it is not clear how
sexual orientation was identified by the four
HMOS that considered it a key underwriting
factor.

Health insurance applicants were rarely sub-
jected to physical examinations and medical tests.
Only 4 percent of individual and 2 percent of
small group applicants to the responding commer-
cial insurers were required to have a physical
exam or some type of blood and/or urine test.
Just two of the BC/BS plans required physical
exams; one also required medical tests for some
of its individual and small group applicants. Only
three of the HMOS sometimes required physical
exams or medical tests.

Beyond the health information provided di-
rectly in insurance applications, information pro-
vided by the applicant’s physician (the “attend-
ing physician’s statement, ” or APS) was the most
common supplemental source of information. The
commercial carriers required an APS for 20 per-
cent of individual and 18 percent of small group
applicants. Late applicants to large groups were
also often required to furnish an APS. Almost

Photo credit: Hoffman-La Roche Inc.. Nutley, NJ

Automated testing procedures include a volume fill
check, one of several quality control measures to
ensure exactly the right amount of reagent
in each bottle.

three-quarters of BC/BS plans ordered a physi-
cian statement for at least 30 percent of their in-
dividual applicants, and more than half required
an APS for up to 40 percent of small group ap-
plicants. Half or more of the responding HMOS
requested an APS for 10 to 85 percent of their
nongroup applicants and 10 to 20 percent of small
group applicants. In fact for most applicants, in
lieu of ordering a laboratory test for medical rea-
sons, traditional insurers and HMOS alike usu-
ally relied on the test results reported by the ap-
plicant’s physician. HIV testing was an exception
in a few cases: three responding commercial car-
riers required an HIV test on every applicant in
areas of high prevalence, such as New York and
California.
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AIDS Policies

Fifty-one (86 percent) of responding commer-
cial insurers either screened or planned to screen
individual applicants for HIV infection; 41 already
did it and 10 planned to. Efforts to identify high-
risk group applicants were also common. Twenty-
seven small group (77 percent) and 11 large group
insurers (58 percent) either screened or planned
to screen through some method. The most com-
mon approach was by incorporating questions in
the health history portion of the application. Ask-
ing AIDS-related questions is necessary to screen
out preexisting conditions. If an applicant know-
ingly misrepresented his or her health condition
(e.g., recognized symptoms of AIDS or fully di-
agnosed AIDS or AIDS-Related Complex (ARC)),
the insurer may have grounds tor denying reim-
bursement for the condition or rescinding cover-
age altogether. An admission of AIDS, ARC, or
HIV seropositivity results in immediate denial of
the application. Forty-two companies (82 percent)
request a physician statement for selected, indi-
vidual applicants in order to determine the pres-
ence of AIDS symptoms or other risk factors. (The
APS may contain the applicant’s HIV status as
well.) Eighty-one percent of small group (22 of
27) and 64 percent (7 of 11) of large group insurers
also screen this way. HIV testing was also quite
common. Thirty-one companies routinely tested
individual health insurance applicants for HIV an-
tibodies; of these, 7 tested all applicants, 14 tested
only those considered to be “high-risk,” and 10
tested according to various criteria (e.g., State of
residence, medical history, policy amount, etc.).
All those who tested use the ELISA-ELISA-
Western blot series. In States and localities where
HIV testing is prohibited, 17 insurers required T-
cell subset studies as a substitute. HIV testing is
less common among the responding group in-
surers; only 9 of the small group (33 percent) and
3 of the large group insurers (27 percent) require
an ELISA and Western blot for some applicants.
T-cell subset studies are also used by 6 small grow
(22 percent) and 3 large group insurers (27
percent).

Eleven of the responding BC/BS plans either
screened or planned to screen individual appli-
cants for AIDS or ARC-related diagnoses; of
these, eight already did, and three planned to.

BC/BS efforts to identify high-risk group appli-
cants are also common. Ten small group (77 per-
cent) and seven large group plans (54 percent) ei-
ther screened or planned to screen through some
method. Eleven plans ask an AIDS-related ques-
tion in their nongroup applications. If applicants
answer that they have had or have been treated
by a physician for AIDS or ARC, coverage is de-
nied. As in the case of the commercial insurers,
BC/BS plans ask about AIDS to screen out pre-
existing conditions. In addition, nine plans (82
percent) may ask for an APS to help evaluate a
nongroup applicant’s risk for AIDS. Seventy per-
cent of small group (7 of 10) and 57 percent of
large group plans (4 of 7) also order an APS for
this reason. Only one BC/BS plan intended to test
high-risk applicants for HIV infection.

Half or more of the responding HMOS screened
or planned to screen individual (8 of 15) and small
group applicants (4 of 8) for infections with the
AIDS virus by one method or another. Three of
the plans that do not are prohibited from doing
any medical screening by State law. All the plans
that screen ask an AIDS-directed question in the
health history portion of their enrollment form.
As in the case of the commercial insurers and
BC/BS, an admission of AIDS, ARC, or HIV
seropositivity results in denial of the application,
and the AIDS-related questions on the applica-
tion are used to screen out preexisting conditions
(where allowed). Six plans request an APS to help
determine an individual applicant’s risk for AIDS;
two plans similarly screen small group applicants.
HIV testing of high-risk, individual applicants is
done by only two plans and was under consider-
ation by a third. No plan reported testing group
applicants or using the T-cell subset test.

AIDS Claims Experience and Cost Projections

Forty-five commercial insurers had reimbursed
at least one individual policyholder for AIDS-
related care. More than half of the respondents
reported 10 AIDS cases or less, while 4 had re-
imbursed more than 50 individuals. On average,
each insurer covered the care of 22 AIDS-related
cases. (Of the remaining responding insurers, 6
reported no AIDS-related cases, 10 were unable
to report their experience, and 1 had recently
withdrawn from the individual market. )
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Of the 20 insurers providing AIDS case data
for their small group policies, 6 reported no AIDS-
related cases and 14 had from 1 to 50, totaling
146. Twenty-two large group insurers reported
613 AIDS-related cases; 3 had no cases, 12 had
less than 10, 6 had 11 to 60, and 1 company alone
had 350.

Twenty-one individual insurers provided pro-
jections of AIDS-related claims costs for 1987,
forecasting total claims of $11.04 million for in-
dividual health insurance, an average of $0.53 mil-
lion per insurer. Two companies did not expect
any AIDS cases in 1987—both specialize in insur-
ance for seniors—while four projected costs of
$1.3 to $2.3 million for individual health policies.
(Cost projections were not furnished by 40 com-
panies. ) Twenty-two insurers who had received
at least 1 AIDS-related claim reported linking no
one with a preexisting condition for AIDS; 11
found 1 to 9 percent of cases to be preexisting;
10 companies, 10 to 50 percent; and 2 companies,
more than 60 percent.

Seven small group insurers forecast a total of
$1.5 million AIDS-related costs for 1987, rang-
ing from none at one firm up to $618,000 at
another. Seven large group insurers projected a
total of $489,000 and an additional company re-
ported that it expected 1987 AIDS-related group
claims to total $5 million to $10 million.

Ten BC/BS plans reported reimbursing 3,933
subscribers for AIDS-related care, an average of
393 subscribers per plan (although one plan alone
accounted for 3,000 cases). (The BC/BS plans’
AIDS case and cost data reflected both individ-
ual and group policy experience. ) The 7 plans that
never hold open enrollment reported a total of
453 AIDS-related cases, an average of 65 sub-
scribers per plan. Three of these plans are located
in areas of high AIDS prevalence. In contrast, the
3 plans that are continuously open (and thus never
screen) reported reimbursing 3,480 subscribers for
AlDS-related care, an average of 1,160 cases per
plan. Two of these plans are in areas of high AIDS
prevalence, and all three have held large market
shares. Only five plans provided 1987 projections
of AIDS-related costs. Three nonopen enrollment
plans (two are located in high prevalence areas)
forecast a total of $29.6 million in AIDS-related

claims for 1987. Claims totaling $27 million were
projected by two open enrollment plans; $20 mil-
lion at one plan alone. Eight of the 10 plans that
have identified at least 1 subscriber with AIDS
reported finding that 1 to more than 50 percent
of these subscribers had a preexisting condition
for AIDS. Two of these plans, both in areas of
high AIDS prevalence, connected more than half
of their AIDS cases with a preexisting condition.

Twelve HMOS reported 1,468 members with
AIDS or ARC, an average of 122 members per
HMO. The range varied from none at 2 HMOS
to 940 patients at 1 HMO. (The HMOS’ AIDS case
and cost data reflect their individual and group
membership experience. ) Only two HMOS pro-
vided projections of AIDS-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 in
the year preceding September 1987 and forecast
total costs of $700,000 for 1987. (An additional
HMO did not project 1987 costs but estimated that
its diagnosed members had average lifetime costs
of approximately $35,000. ) One 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 provide serv-
ices for preexisting conditions (without a waiting
period) unless the applicant had deliberately mis-
represented his or her health status before join-
ing the HMO.

The commercials, BC/BS plans, and HMOS re-
ported similar methods to reduce their exposure
to the financial impact of AIDS. These activities
included reducing exposure to individual and
small group markets by tighter underwriting
guidelines, expanding the use of HIV and other
testing, adding AIDS questions to the enroliment
applications, and denying applicants with a his-
tory of sexually transmitted diseases. Two com-
mercial insurers intended to place dollar limits on
AIDS coverage in new policies, and one was in-
troducing a waiting period for AIDS benefits. One
HMO intended to withdraw from the individual
health insurance market altogether, and a com-
mercial carrier reported withdrawing from the
District of Columbia. A BC/BS plan intended to
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lengthen the waiting period for new subscribers
with a history of hepatitis, lymph disease, and

TESTING BY EMPLOYERS

There are reasons other than concern over
health care costs for which employers might want
to screen their prospective as well as current em-
ployees. First, screening may be used as part of
a preemployment evaluation to disqualify appli-
cants (e.g., testing for illegal drug use) or to de-
termine if the applicant can physically perform
the intended work (e.g., examinations for fire-
fighters and police). Second, after a person is
hired, screening may be used to determine
whether there is any health condition that may
require special precautionary care because of
workplace exposures. Third, screening may be
used to monitor workers exposed to known or
suspected environmental hazards, including pre-
placement testing to establish a baseline that can
be used for comparison with future worksite mon-
itoring results. Finally, screening may be incor-
porated into workplace wellness programs to
identify risk factors associated with certain dis-
eases so that these factors can be reduced through
health education.

Incentives to screen prospective employees may
be much more significant for some employers than
for others. Employers with low turnover and high
training costs may be especially interested in
preemployment screening. Similarly, employers
with generous health care and disability benefits
may be more inclined to screen than employers
with limited benefits. On the other hand, em-
ployers with high employee turnover may not
have incentives to test for disease susceptibilities
if new employees are young and likely to be em-
ployed elsewhere when these diseases become
manifest. However, these same employers might
have greater incentives to test for illegal drug use
because of greater use among younger workers.

A wide variety of legal restraints is potentially
applicable to employment-based screening, al-
though much remains unsettled in this area. Dis-
tinctions must also be made as to whether the em-
ployer is in the public or private sector (i.e.,
whether governmental action is involved);

mononucleosis, and two others were expanding
their AIDS education efforts.

whether a cause of action by a prospective em-
ployee who objects to testing is grounded in an
existing statute or in case law as developed over
the years by the courts; and for employees,
whether or not they are represented by unions and
have the additional protection of collective bar-
gaining agreements. Additionally, States differ in
their approaches and available legal remedies, so
the State in which a cause of action is brought
may also have a substantial bearing on the suc-
cess or failure of challenges to testing.

The principal statutory remedy available to per-
sons objecting to employment-based testing is the
Vocational Rehabilitation Act of 1973 (29 U.S.C.
sections 701-796), which applies to Federal em-
ployment and to employers who receive Federal
funds. In addition, over 40 States and the Dis-
trict of Columbia have legislation prohibiting
handicap discrimination in private sector employ-
ment, and while the definitions and judicial inter-
pretations of what constitutes a handicap vary by
State, about one-third follow the Federal law.

Handicapped persons must be hired or continue
to be employed if they can be reasonably accom-
modated and can perform their work without en-
dangering the health and safety of other work-
ers. In March 1987, in the case of School Board
of Nassau County, Florida v. Arline,’the United
States Supreme Court ruled that a person with
tuberculosis was a handicapped person within the
meaning of the law and that contagiousness did
not automaticall remove the person from the
Act’s protection. The Court, however, expressly
stated that it was not ruling on whether a person
infected with the AIDS virus but without disease
would come under the Act’s protection.

°107 S. Ct. 1123, reh. denied, 107 S. Ct. 1913 (1987).
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The Extent of Employment-Based
Medical Testing

Physical Examinations

Perhaps the most prevalent type of medical
screening used by employers is the general phys-
ical examination, including the use of blood
chemistry profiles and urinalyses of the same types
used by the insurance industry. For example,
according to surveys by the National Institute for
Occupational Safety and Health (NIOSH), the
percent of employers who require job applicants
to pass medical screening exams increased from
38.5 percent in the early 1970s to 49 percent in
the early 1980s. These exams seem oriented to-
ward improving or maintaining the employee’s
health, because companies with industrial hygiene
and safety programs, and/or unionized compa-
nies, are more likely to provide medical screen-
ing than other companies.

The use of physical exams and medical testing
is associated with company size and type of busi-
ness. The larger the company, the more likely that
physical exams and screening tests will be con-
ducted. Employees in transportation and public
utility industries are most likely to have preem-
ployment examinations; in 1981-83, an estimated
73 percent of employees in these industries were
screened, followed by 69 percent in the services
industry, and 62 percent in the manufacturing in-
dustry. In 1981-83, an estimated 36 percent of em-
ployees had blood tests, and 35 percent had urine
tests. In plants employing more than 500 work-
ers, periodic medical screening included blood and
urine testing for 69 and 66 percent of all work-
ers, respectively. Blood testing was most preva-
lent in the service industries, where an estimated
60 percent of workers were screened.

Genetic Testing

Genetic testing to screen individuals for hyper-
susceptibility to hazardous materials has been con-
troversial, because genetic traits frequently are
associated with particular racial or ethnic back-
grounds.

In a 1982 OTA survey of the 500 largest U.S.
industrial companies, 50 of the largest private util-
ities, and 11 large labor unions, only 6 of the 366

organizations who responded to the survey were
then conducting genetic testing, 17 had used some
of the tests in the past 12 years, 4 anticipated using
the test in the next 5 years, and 55 thought it pos-
sible that they would use the tests in the next 5
years.

In a 1986 OTA survey of 120 biotechnology
companies that were developing or likely to de-
velop genetic tests for commercial use, of 85 re-
spondents, 12 were developing or planned to de-
velop tests for human genetic conditions. Of these
12 companies, employment-based testing and in-
surance testing were far down the list of possible
uses. In descending order of importance, these
companies rated likely sites of use as: genetic
clinics; health department clinics; health depart-
ment screening programs; prepaid health groups;
private primary care practices; and sites such as
reference and DNA labs, insurance companies,
the military, places of employment, private non-
genetic specialty practices, correctional institu-
tions, public schools, and homes.

Drug Use Testing

Various surveys have documented the increas-
ing tendency of both private and public sector em-
ployers to screen applicants and to test employ-
ees for use of illegal drugs. Based on these surveys,
perhaps half or more of employers, especially
large employers, now test or plan to test for drug
use. For example, of the Fortune 500 companies,
urine drug testing for job applicants and/or cur-
rent employees increased from 10 percent in 1982,
to approximately 25 percent in 1985, to an ex-
pected 50 percent in 1987.

In a 1986 survey by the College Placement
Council, whose members recruit on college cam-
puses, the most common reasons given for drug
testing were concerns over workplace safety (by
far the most important reason); security; qual-
ity/reliability of products; quality of service; in-
creased productivity; control of medical costs; and
law, government, or noncompany regulations.
The types of employers most likely to test job ap-
plicants were utilities (37.1 percent); chemicals,
drugs, and allied products (9.3 percent); aerospace
(8.6 percent); and petroleum and allied products
(7.9 percent). Nearly all screened all applicants,
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A rapid flow analyzer used for the quantitative
determination of glucose in human plasma.

whether for management, clerical, or technical po-
sitions, and most screened applicants whether they
were seeking full-time, part-time, or temporary
positions.

These trends are found among both private and
public sector employers, including the Federal
government.

AIDS Antibody Testing

According to the Centers for Disease Control
(CDC), there is no justification for excluding
AIDS or antibody-positive individuals from the
workplace on the grounds of risks to coworkers,
and CDC also recommends against routine test-
ing in the workplace.

Except for a few employers who have tested job
applicants and/or employees for infections with
the AIDS virus, employers have generally rejected
AIDS antibody testing and support education as
the best way to deal with AIDS among their em-
ployees. There appears to be a relationship be-
tween support of testing and knowledge of the
ways that AIDS can be spread. There is also a
substantial gap between what employers say
should be done versus actually developing educa-
tional strategies and programs for their employ-
ees. For example, in one survey (by the magazine,
Business Week) in ear]y 1987, employers were
asked what they would do if a coworker objected
to working with an employee with AIDS. Eight
percent of respondents said they would move the
employee with AIDS; 14 percent would move the
coworker; 29 percent would insist that the situa-
tion continue unchanged; 3 percent would take
none of these actions; and 46 percent were not
sure what they would do.

Employers who have had to face AIDS among
their employees have generally treated AIDS as
they have treated other illnesses. Many employers
who find they have employees with AIDS try to
accommodate those individuals so that they can
continue to work as long as possible and keep
their health benefits coverage through the com-
pany’s health plan.

Most businesses have not yet taken action to
monitor employees with AIDS because most have
not had experience with such employees. How-
ever, there are indications that AIDS-related
health care costs (and disability and life insurance
costs) may be increasing for some employers to
the point that employer attitudes may change. The
costs of treating AIDS was not a major issue for
employers in 1985. By the next year, 1986, among
1,500 surveyed businesses in 36 States represent-
ing 4.4 million employees, 3 percent of respond-
ing employers were measuring the cost impact of
AIDS, and 2 percent indicated they were modi-
fying the design of their health plans. By late 1987,
surveyed companies with AIDS among their em-
ployees reported an increase of 4.5 percent from
AIDS in their expenditures for health care, and
expected AIDS-related care to increase their health
care expenditures an additional 16 percent by
1990. (The highest percentage increases among
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these companies were for life insurance costs, up
nearly 28 percent from AIDS, but employers ex-
pected to gain more control over these costs so
that increases in life insurance costs would be
limited to 7 percent by 1990.)

Additional pressure on employers’ health care
costs from AIDS among their employees comes
at a time of extreme health care cost-consciousness
on the part of businesses. With the high rates of
health care cost inflation since the mid-1970s and
the increased health insurance premiums that have
accompanied these rates, employers have sought
ways to shift more of the costs to their employ-
ees. Surveys have shown that many employers
have increased their employees’ share of health

care costs and modified health plans to encourage
use of less costly services, and more large em-
ployers are turning to self-insurance instead of
purchasing health insurance through insurers.

The rapid growth of self-insurance does raise
special concerns related to medical testing in the
workplace. Because there is little regulation of self-
insured health plans, medical conditions such as
AIDS could affect employees of self-insured em-
ployers differently than employees of employers
with conventional insurance, because self-insured
employers have different means of responding to
the problems of high-cost employee health bene-
fit claims.

DIAGNOSTIC AND PREDICTIVE MEDICAL TESTING

Tests Currently Used by Insurers

Information on the types of medical screening
tests used by insurers is based on testing of both
life and health insurance applicants. The great
majority of testing is in the life, not health, area,
because individual life insurance applicants greatly
outnumber individual health insurance applicants.

Most of the tests used by insurers are commonly
used by clinicians and include blood biochemi-
cal profiles and routine urinalyses. Both blood
biochemical profiles and urinalyses are mainly
directed at uncovering evidence of underlying kid-
ney, liver, and cardiovascular diseases, and dia-
betes. However, when applied to asymptomatic
populations, these tests are not very predictive of
disease. For example, in the case of serum glu-
cose, although approximately 2 percent of asymp-
tomatic adults have repeatedly elevated values,
less than 17 percent are found to be diabetic. Be-
cause of their poor predictive value, professional
guidelines recommend that they be administered
on the basis of clinical findings. There is evidence
that commercial insurers are limiting the use of
biochemical profiles and urinalyses to selected
high-risk applicants.

Insurers may also screen for evidence of use of
specific prescription drugs, for drugs of abuse, and

more recently, for evidence of infection with the
AIDS virus.

There are two reasons to screen for prescrip-
tion drug use: 1) to indicate the level of patient
compliance with medically prescribed treat-
ment—i.e., whether the applicant is in fact using
the medications his or her physician has
prescribed; or 2) as evidence that an applicant is
undergoing treatment for a medical condition he
or she has not divulged on the medical question-
naire. The most common medications tested for
are drugs to treat cardiovascular diseases such as
hypertension and heart disease (e.g., diuretics and
beta-blocker drugs) and diabetes (e.g., hypogly-
cemic or blood-sugar-lowering drugs).

The most frequently tested drugs of abuse are
nicotine and cocaine, with the nicotine test used
to confirm that applicants are nonsmokers be-
cause of the increasing use of nonsmoker dis-
counts (for life insurance applicants) by insurers.
Abusers of illegal drugs are considered uninsura-
ble by many companies.

Tests to detect evidence of infection with the
AIDS virus are also being used. In1986 the Home
Office Reference Laboratory, Inc. (HORL), the
principal lab used by life and health insurers, per-
formed more than 128,000 tests for antibodies to
the AIDS virus, using the ELISA screening test
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Preparation of samples for abused drug testing.

and the Western blot confirmatory test for ELISA-
positive blood specimens. HORL also performed
more than 25,000 T-cell tests, one of the tests that
is used to indicate immune function status and
used by insurers where use of AIDS antibody test-
ing is prohibited (principally California). During
this same period, HORL performed 213,000 rou-
tine blood tests. Thus, if we assume that persons
who had HIV antibody or T-cell testing also had
routine blood testing performed, approximately
70 percent of persons undergoing blood testing
by the insurer clients of HORL were also tested
for signs of infection with the AIDS virus.

The types of blood and urine tests conducted
by HORL for insurers in 1986 are summarized in
table 1-2.

Tests of Interest Because of High
Prevalence and Physician Screening
Practices

Tests to predict cancers and heart disease or to
uncover these diseases in their latent stages may
be of interest to insurers.

Screening tests for latent disease are available
for several of the most common cancers; such as,
colon, breast, and uterine/cervical cancers. How-
ever, although effective in reducing mortality
when applied to age-appropriate populations,
most available screening tests will miss a signifi-
cant percentage of individuals who should test
positive (referred to as a test’s *“sensitivity”), and
conversely, will be positive in many individuals
who do not have the indicated disease (a test’s
“specificity”). Furthermore, the follow-up tests re-
quired to correctly identify those with cancer are
expensive and invasive.

For example, tests to detect occult blood in the
feces are estimated to detect only 25 to 35 per-
cent of colon polyps and only 70 to 90 percent
of colon cancers. Furthermore, of the positive
tests, only 52 percent would represent true cases
of either polyps (40 percent) or cancer (12 per-
cent). Although the test is inexpensive to admin-
ister and interpret, a positive result would need
to be further evaluated by direct and/or indirect
visualization of the colon through sigmoido-
scopy/colonoscopy and/or air-contrast barium
enema x-ray studies. The costs of evaluating a
positive result can therefore be as high as $1,000.
Because of the relatively low accuracy of the fe-
cal occult blood test, the American Cancer Soci-
ety recommends that, in addition to occult blood
testing, persons over 50 years of age have yearly
sigmoidoscopies for 2 years, followed by similar
exams every 3 years.

Available tumor marker assays could be used
to identify applicants with cancer. For example
the carcinoembryonic antigen (CEA) test is posi-
tive in more than 80 percent of advanced-stage
colon cancer and 40 percent of early-stage cancers.
However, the test is not very predictive of dis-
ease. When applied to asymptomatic populations,
only 12 percent of positive tests represent CEA-
associated cancers. However, sources of false posi-
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Table 1.2.—Blood and Urine Tests Used by Commercial Insurers (as reported by Home Office Reference Laboratory)

Blood tests Associated conditions

G | u c 0 S

elncreased glucose associated with diabetes mellitus, glucagonoma, mineralocorticoid excess (many causes),
and hyperthyroidism.

Blood urea nitrogen (BUN) Increased BUN associated with primary renal disease (e.g., medullary cystic kidney, hereditary nephritis),

secondary renal disease (e. g., infectious, immunologic, vascular, metabolic, obstructive), and

prerenalazotemia.

C r e a t i n i n e Increased creatinine associated with abnormal kidney function (see BUN).
u r i ¢ a ¢ i dlIncreased uric acid is associated with gout, renal failure, myeloproliferative disorders, and leukemia.
Total prot e in .lIncreased total protein is associated with systemic infection (e.g., tuberculosis), systemic inflammation (e.g.,

collagen vascular disease), malignancy (e.g., lymphoma, myeloma), and liver disease (many causes).
............. Decreased albumin is associated with malnutrition, nephrotic syndrome (many causes), protein-losing e
teropathies (many causes), severe liver disease (many causes).
Aspartate aminotransferase (AST, formerly
serum glutamic-oxaloacetic transaminase
or SGOT) Increased AST is associated with hepatocellular inflammation (many causes), cardiac inflammation (e. ¢
infarction, myocarditis, pericarditis), skeletal muscle inflammation (e. g., viral infection, polymyosi
Alkaline phosphata slnereased alkaline phosphatase is associated with liver disease (many causes), bone disease (many causes).
Glycohemoglobin (HBAIc) . . . Glycohemoglobin test measures the percentage of hemoglobin molecules that have glucose attached to t
Glycohemoglobin measurements indicate blood sugar activity during the six to eight weeks prior to
test and are therefore a measure of the success or failure of diabetic management. Test may be used
as a diabetes screening test among asymptomatic individuals.
Bilirubin . . . Elevations associated with liver disease (e.g., cirrhosis), gall stones, pancreatic cancer, and some anemias.
Alanine amino transferase (ALT, formerly
called SGPT or serum glutamic pyruvic
transaminase) . Elevations associated with heart muscle damage, liver cell destruction, pancreatitis, infectious mononucl
sis, some muscle diseases, and rickettsial infections.
Gamma-glutamyl transpeptidase (GGT) .A sensitive (but non-specific) indication of liver function. Elevations associated with alcoholism, r
ocardial infarction (within one month), cholestasis, nonalcoholic liver disease, and porphyria cutanea tal

Albumin/Globulin

Cholesterol Increased cholesterol is associated with primary (e.g., familial) and secondaty (e. g., hypothyroidism, nephre
syndrome, hepatitis) hypercholesterolemia. Decreased cholesterol is associated with hyperthyroidism, mal
sorption, liver disease (many causes), and abetalipoproteinemia.

Triglycerides Elevations associated with hyperlipidemia (Type ).

High-density liproprotein (HBleyation of HDL is associated with a decreased risk of heart disease.

Apolipoprotein Al

(Apo Al)-protein is associated with HDL Elevation of Apo Al is associated with a decreased risk of heart disease.

Apolipoprotein B

(Apo B)-protein is associated with LDL Elevation of Apo B is associated with increased risk of heart disease.

Antibodies to Human Immunodeficiency
Virus (HIV) . Presence of HIV antibodies presumes infection with HIV and risk of developing acquired immunodeficien
syndrome (AIDS).

Suppression of T cells, a sign of immunodeficiency, is associated with several conditions: e.g., AIDS, CMV,
mononucleosis, and autoimmune disorders such as systemic lupus erythematosus.

T-cell-lymphocyte typing Y

Urine tests

Protein Lo Protein in urine is associated with kidney disease.

Glucose . . . . . . . . . . .. . . . Oiabetes Mellitus.

RBCS .. . . . . . Kidney disease, bladder injury.

Casts . . . . . . ... Kidney disease.

WBCS . ~ ~ Kidney disease, infection of urinary tract, bladder, kidney.

Tests for prescription medications (e. g.,
diuretics, beta-blockers, hypoglycemic
agents) o Presence of prescription medication in urine is evidence that the patient is being treated for related conditio

e.g., hypertension, heart disease, hypoglycemia-and may indicate level of patient compliance with
treatment.

Tests for drugs of abuse (i.e., nicotine,

‘cocaine, other drugs of abuse) . . . Presence of drug in urine is evidence of drug use (but not impairment).

SOURCES: H.C. Sex, Jr. (cd.), Common Diagnostic Tests: Use and Interpretation, (Philadelphia. PA: American College of Physicians, 1987); and C. Pinckney, and E.R,
Pinckney, The Encyclopedia of Medical Tests (New York, NY: Facts on File, Inc., 1982).

tive results include hepatitis, ulcerative colitis, gas-
tric ulcer, and renal disease, all of which would
likely lead to exclusion or coverage on a non-
standard basis. Although these markers have been

available for many years, they have not been
adopted by insurers, because they are not ac-
cepted as screening tests by the medical pro-
fession.
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A new test is being investigated that may be
applied as a universal screening tool for cancer.
The test is based on differences found between the
lipid parts of lipoprotein particles (called “on-
colipids™) found in the plasma of patients with
cancer as compared to those without cancer. The
differences can be detected using magnetic reso-
nance imaging (MRI). While the test has been
shown to successfully distinguish those with some
types of cancer from healthy individuals and from
those with illnesses other than cancer, there are
two significant sources of false positive results—
pregnant women and men with noncancerous
prostatic hyperplasia. In addition, individuals
who have been successfully treated for cancer con-
tinue to test positive. Although currently expen-
sive to administer, the test could be automated
and used for screening in the future.

Current methods to identify those susceptible
to heart disease rely on tests for symptoms of dis-
ease, such as the EKG, or on an analysis of known
heart disease risk factors. The three principal
predictors of coronary heart disease (CHD), other
than age and sex, are hypertension, elevated levels
of cholesterol, and cigarette smoking. The risk of
developing CHD can be determined by evaluat-
ing these factors (and other risk factors, such as
diabetes) singly or in combination. For example,
the relative risk of developing CHD within 18
years for a 35-year-old male with only high cho-
lesterol, compared to a similar male with normal
cholesterol, is 3.9. The relative risk increases to
23.2 when both cholesterol and blood pressure are
elevated. Generally, smokers have more than
twice the risk for a heart attack than nonsmokers.

Cholesterol screening is being actively pro-
moted by heart disease experts. These efforts have
been somewhat hampered by a lack of uniform
laboratory quality in the conduct of cholesterol
measurement. Measurements of cholesterol,
lipoproteins (e.g., high density lipoprotein or
HDL, and low density lipoprotein or LDL), and
the protein components of lipoproteins (apolipo-
proteins) are used in the evaluation of CHD risk.
Levels of specific apolipoproteins are the most use-
ful in distinguishing healthy individuals from
those with CHD. Apolipoprotein tests can be con-
ducted using automated instrumentation and are
currently performed by commercial insurers.

As in the case of predictors for cancer, with
available testing methods there will be many who
will develop heart disease among those predicted
to be at low risk, and many at high risk will re-
main disease-free. Therefore, although the pres-
ence of known risk factors raises the relative risk,
the absolute risk remains low.

The prevalence of alcohol abuse or dependence
is estimated to be between 8 and 10 percent among
men and between 1 and 2 percent among women.
The health consequences of alcohol abuse are con-
siderable, and the biochemical profiles currently
used by commercial insurers are used to detect
the effects of alcohol abuse (e.g., liver disease).
Structured questionnaires and laboratory indica-
tors are available to help identify individuals with
drinking problems. Evaluations of these screen-
ing methods have shown that structured question-
naires are more effective than most laboratory
tests. Preliminary research on a biologic marker
for alcoholism shows promise (i.e., inhibition of
the enzyme, monoamine oxidase, by ethanol and
stimulation of the platelet enzyme, adenyulate cy-
clase). In one study, this marker was used to cor-
rectly categorize 75 percent of alcoholics and 73
percent of nonalcoholics. Abnormalities were de-
tected in alcoholics who had abstained from al-
cohol consumption, suggesting that the test may
be a measure of the underlying basis of alco-
holism. Further research will be necessary to clar-
ify the utility of this marker.

Methods of Interest for Future Testing

Advances in molecular genetics have led to the
development of a number of new diagnostic and
predictive tests. While several recombinant DNA-
based diagnostic tests are now being marketed in
the infectious disease area, a larger market may
be realized when tests for common disorders with
a genetic component are developed. Evidence is
mounting that specific genes may predispose in-
dividuals to some forms of diabetes, heart disease,
cancer, and mental illness. When these genes or
genetic markers for these conditions are identi-
fied, predictive tests for these and other disorders
may become available. Because genes are present
in all body cells, tests can be applied using easily
accessible tissues, such as blood, or in the case
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of prenatal diagnosis, through examination of fe-
tal cells obtained through techniques such as am-
niocentesis. Thus, tests may be administered at
any time prior to the onset of the disease and af-
ford the possibility of therapeutic intervention to
prevent the disease.

Several DNA-based tests for relatively rare
genetic conditions are already available, but they
rely on relatively sophisticated techniques, are dif-
ficult to interpret, and therefore are available only
through a few specialized laboratories. The limi-
tations of these tests pose considerable obstacles
to their adoption by insurers.

There are two basic approaches to DNA-based
testing for genetic disorders. The ‘linkage method”
is being used to offer information to individuals
within families in which certain genetic diseases
have occurred. Genetic linkage tests are limited,
because the exact location of the harmful gene is
not known. Instead, the inheritance of gene mar-
kers (called “restriction fragment length polymor-
phisms” or RFLPs) is studied within families. For
example, linkage analysis can be applied to Hun-
tington’s disease, an inherited disorder of the nerv-
ous system. These analyses require the coopera-
tion of many family members (often including
more than one generation) and are therefore not
widely applicable. Even when the appropriate
family members are available and the diagnosis
of the genetic condition is well established, link-
age tests may not be informative. Not all fam-
ilies have markers that can distinguish affected
from non-affected individuals. Furthermore, since
gene markers associated with the abnormal gene
are examined and not necessarily the abnormal
gene itself, erroneous conclusions are possible; for
example, when genetic recombination occur be-
tween the disease-causing gene and the marker.

When a disease-causing gene has been identi-
fied, direct tests have sometimes been developed
that avoid many of the problems associated with
linkage analyses. As these tests do not have to
rely on the analysis of multiple family members,
they may be amenable to population-wide screen-
ing. However, there are few conditions for which
direct tests are currently available; and with the
exception of sickle cell anemia, these conditions
rarely occur. As more genes are identified that are

associated with common disorders and as testing
is simplified, genetic tests will be commerciall,
developed. Until recently, one limitation on the
use of genetic tests was the limited amount of
DNA that was available for study, especially
when analyzing prenatal specimens. Methods
have now been developed in which enzymes are
used to multiply the DNA sequences as much as
200,000 fold. These advances have simplified and
accelerated the testing process and will allow more
laboratories to conduct DNA-based genetic
testing.

As of the beginning of 1988, there were no
FDA-approved recombinant DNA tests for hu-
man genetic conditions. A limited number of these
tests are available, however, through university
genetic-counseling programs or through a few
commercial laboratories.

Will insurance companies use genetic tests as
part of their underwriting process? Genetic tests
in their present state are impractical to adminis-
ter, require considerable technical skills, may re-
quire analyses of multiple family members, are
expensive to perform, and are currently available
for only a small number of relatively rare diseases.
Thus, it appears that in the near future, they will
not be directly used in the insurance underwrit-
ing process. However, as genetic tests become in-
creasingly available and used by clinicians, results
from these tests will become part of the medical
records of their patients. Applicants therefore will
have to acknowledge their existence when filling
out the medical history questionnaires, or insurers
will become aware of these tests through attend-
ing physician’s statements or copies of the appli-
cant’s medical records. Thus, insurers will occa-
sionally have to factor these test results into their
underwriting decisions. If tests are simplified and
are shown to be predictive, they will in some cases
be adopted by insurers.

One additional area of medical testing that
could influence insurers’ use of specific tests is the
expected development of more self-testing for the
home diagnostic products market. Insurers are al-
ways concerned over the problem of “adverse
selection;” that is, applicants having knowledge
of their medical conditions that is not made avail-
able to insurers, who then unknowingly approve
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these applications on the basis of incorrect risk
assessments. (This has been of concern to insurers
in those States where they have been prohibited
from using the AIDS antibody test.)

There are now approximately 60 do-it-yourself
kits available for a variety of conditions, rang-
ing from pregnancy and ovulation to blood in the
feces (an indicator of colon cancer). The largest

home-testing market so far has been for therapeu-
tic monitoring, such as monitoring by diabetics
of their urine and blood sugar levels. There are
currently few home diagnostic tests that prospec-
tive insurance applicants could use to determine
whether they should obtain insurance in antici-
pation of having to seek medical care, but this
is an area of obvious ongoing interest to insurers.

CONCLUSIONS, ISSUES, AND OPTIONS

Prospects for Increased Use of
Medical Tests by Health Insurers
and Employers

Truly new methods for detecting incipient or
latent disease and even for predicting disease in
healthy persons are being rapidly developed, par-
ticularly through recombinant DNA technology.
Yet, many technological obstacles need to be over-
come before their routine use and widescale ap-
plicability progress beyond hope into reality.

Even when these technologies become available,
they may not be of practical use for insurers and
employers for a number of reasons. First, there
may not be a clear cause-and-effect relationship
between abnormal findings on any single test and
a specific disease, or a significant probability that
a positive test would be predictive of developing
the disease in the future. Current indicators of
predispositions to disease seldom consist of a sin-
gle factor but instead involve multiple factors
whose interrelationships are still not well un-
derstood.

Second, tests will probably consist of two types:
1) less specific tests that identify a large number
of persons with propensities to develop the index
disease, and 2) more specific tests that can iden-
tify a subset of susceptible persons who will most
likely develop a particular manifestation of the
index disease. For example, tests may become
available to identify persons who have a higher
probability than average to develop cancer, or
cardiovascular disease. Simultaneously, more spe-
cific tests may be found for identifying persons
with a high probability of developing a specific
type of cancer, or cardiovascular disease. In the

first instance, insurers (and employers) will have
to decide whether it is worth it to use a relatively
nonspecific test that will be positive in large num-
bers of people, many (if not most) of whom will
never develop the disease. In the second instance,
many people would have to be tested in order to
find the relative few with a high probability of
developing disease. In either case, insurers (and
employers) might find such testing not worth the
effort when compared to how they currently deal
with the probability that a certain number of their
applicants (or employees) will develop these dis-
eases. In other words, insurers already expect that
some applicants whom they presently insure will
develop these diseases, account for these diseases
in their actuarial estimates when determining con-
ditions of insurability and setting premium rates,
and therefore might decide it not worth the ad-
ded costs of testing for the amount of incremental
information gained.

Third, while DNA technology holds promise
in furthering predictive testing for common
chronic diseases, despite rapid progress, it may
still be years before such tests become simplified
to the point that they can be used to screen large
numbers of people in a cost-effective manner.

Fourth, from the viewpoint of clinical medicine,
efforts in these areas are not merely directed at
identifying persons with high probability (or cer-
tainty) of developing a particular disease. The ulti-
mate aim is to find a treatment or cure, or even
to prevent the disease. In the long run, many (or
at least some) persons at risk for developing dis-
ease may avoid or have their illnesses reduced.
This is especially true for genetic tests for com-
mon disorders where an interaction between envi-
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ronmental and genetic factors contributes to dis-
ease expression. Thus, persons currently at risk
may eventually be more, not less, insurable.

While insurers might not find it cost-effective
to use these tests themselves in screening prospec-
tive clients, if such tests are available to the med-
ical community, insurers will still have to take
these tests into account when making decisions
on whether to insure an applicant, and if so, the
terms under which that insurance will be issued.
This will occur in two ways, both of which are
already routinely used in evaluating insurance ap-
plicants, First, questions on such testing can be
incorporated into the medical and family history
guestionnaire. Second, the use of such tests by
the applicant’s physician may be revealed when
an attending physician’s statement is requested or
the applicant’s medical record is reviewed.

Thus, not surprisingly, the future impact of
diagnostic and predictive medical tests on an ap-
plicant’s insurability and on insurers’ use of these
tests will depend primarily on the infusion of these
future tests into medical practice and not depend
as much on the direct use of these tests by insurers
in the underwriting process. The regulatory im-
plications are therefore quite different if insurers’
knowledge of test results comes from the appli-
cant’s medical history and information provided
by the applicant’s physician, rather than from sub-
jecting applicants directly to specific testing.

Will these tests have a significant impact on pri-
vate insurers’ willingness to continue to insure per-
sons whose risks of developing disease can be pre-
dicted with fair certainty? Insurers are in the
business of providing insurance, and they will
continue to provide insurance to as many appli-
cants as affordable. Thus, the impact on future
private insurance availability might be limited;
but even such limited impacts might have major
consequences for access to health care through pri-
vate financing channels and the related impact on
public health care expenditures, if private financ-
ing is reduced, with a concomitant increase in
need for publicly financed health care. Refine-
ments in current methods of assessing risk that
these future tests will provide will probably im-
prove decisionmaking in current private health
insurance practices. Certain risks currently de-

clined or rated as substandard may in fact be in-
surable or upgraded to standard risks. The greater
impact, however, is likely to occur in the follow-
ing areas: declining to provide insurance to those
at very high risk, charging higher premiums for
higher-risk applicants, and issuing policies with
certain diseases excluded from coverage. These
practices will aggravate what are already well-
recognized shortcomings in our nation’s health
care system: 1) the problem of the uninsured and
underinsured, and 2) inadequate catastrophic and
long-term health care coverage.

Employers are already engaging in practices to
decrease their health care expenditures, such as
self-insurance, increasing cost-sharing by their em-
ployees through larger deductible and co-insur-
ance requirements, placing limits on the amount
that will be expended on individual employees,
controlling which providers can provide health
care to their employees, or even ceasing or refus-
ing to provide health care benefits to their em-
ployees.

Employers may be more interested in using di-
rect methods to control their employee health care
costs than in using medical testing as a preemp-
tive means to control expenditures for their em-
ployees’health care. While some employers may
be incorporating testing into health promotion
programs, when employers are concerned over
the health of their employees, that concern is pri-
marily related to the impact of poor health on
work productivity and the effect on other employ-
ees, not on employee health care costs. The fo-
cus of employers in testing is presently directed
at drug abuse, and while health is a related con-
cern, the primary impetus among employers to
adopt drug testing is concern over poor perform-
ance, not poor health. Even AIDS antibody
testing—when considered by employers for rea-
sons other than uncertainty and fear—seems moti-
vated more by the impact of AIDS on employee
morale and customer perceptions than on the
treatment costs of AIDS.

Will employers find predictive medical testing
more attractive in the future? If they do so,
whether their explicit motives include concern
over employee health care expenditures would be
beside the point, if such screening of applicants
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and employees nevertheless had the effect of shut-
ting out many people from access to health care
through employment-based health care plans.

AIDS: a Unique Situation or a
Paradigm for Future Actions?

What actions insurers and employers might
take as new diagnostic and predictive medical tests
become available are speculations. In contrast, ac-
curate tests for identifying persons infected with
the AIDS virus are already available, some deci-
sions on their use have already been made, and
other uses are under intense debate.

State legislatures have been most active in tak-
ing action on the use of tests to identify persons
infected with the AIDS virus, and some of these
laws have been directed at insurance and employ-
ment testing. The laws, however, have been quite
variable. States such as Maine have prohibited in-
surers from inquiring whether the applicant has
previously had an AIDS antibody test performed,
but do not prohibit insurers from requesting such
tests themselves. Wisconsin prohibited the use of
tests for infections with the AIDS virus by insurers
and employers but stipulated that tests that were
found by the State epidemiologist to be accurate
and reliable could be used by insurers. The State
epidemiologist subsequently issued such a find-
ing, so insurers—but not employers—can now test
for AIDS antibodies in Wisconsin. The District
of Columbia prohibited the use of AIDS testing
by insurers but not by employers. New York at-
tempted to prohibit use of the AIDS antibody test
by insurers but has been denied by the courts.
California prohibited the use of the AIDS anti-
body test by insurers and employers but did not
prohibit other types of tests that might be used
to indicate signs of AIDS. Commercial insurers
in California therefore have been using a test that
indicates impaired immune function—the T-cell
test—to determine insurability of individual
health insurance applicants. Anecdotal reports
have since surfaced of applicants offering to show
proof of negative testing results for AIDS anti-
bodies when they have been refused insurance on
the basis of an abnormal T-cell test, but insurers
have declined to reconsider the application, cit-
ing the State prohibition in using the antibody test
in determining insurability.

Insurers are concerned over prohibitions and
limitations on inquiring about prior testing or con-
ducting tests for infections with the AIDS virus
because of the problem of adverse selection; that
is, insuring persons already infected who apply
for health insurance because of their known high
probability of developing frank disease.

Are the approaches to insurance and AIDS that
have been taken by some of the States unique?
Prohibitions on refusing insurance for specific dis-
eases or handicaps—and the complementary pol-
icy of requiring certain types of benefits to be
provided—do have precedents. Some States have
taken the position that persons with predisposi-
tions to some types of diseases or with some types
of impairment, such as DES exposure (a drug that
was used to prevent miscarriages but which sub-
sequently was found to increase the risk of cervi-
cal cancer in female offspring of these women) or
blindness, cannot be declined or charged higher
premiums. And some types of benefits, such as
treatment for alcoholism or drug addiction, are
mandated by some States. Issues concerning AIDS
and private health insurance, therefore, may be
more a matter of degree than novelty when com-
pared to how other illnesses and benefits have
been addressed in the past.

Yet, there are novel aspects to the issue of in-
surance coverage for AIDS. It is a new disease,
and its major routes of infection—sexual practices
and intravenous drug use—predominantly affect
young people. Employed young adults are the
low-risk groups that subsidize the health care of
other groups through their lesser need and use of
health care services. Furthermore, by affecting
young adults, the costs of caring for AIDS pa-
tients, while small relative to total health care
costs, represent unanticipated additional costs.
Furthermore, projections of the number of HIV-
infected persons and AIDS cases even over the
next decade are alarming. New treatments for
AIDS are likely to increase health care costs for
AIDs by prolonging the life of afflicted patients
with expensive new drugs. These patients will
probably continue to experience significant mor-
bidity, thereby expanding their current needs for
health and related support services.

Adding to the complexity of insurance cover-
age for HIV-infected persons is the knowledge
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that, at least for the next decade, the primary
weapon against AIDS will not be found in the lab-
oratory. The primary means to prevent further
spread of HIV infections is, and will continue to
be, education. The essential point of these educa-
tional messages is that infections with the AIDS
virus are preventable, and that most persons can
prevent infection through changes in, or avoid-
ance of, known high-risk behaviors. (There are,
of course, significant exceptions to the notion that
risk is avoidable through individual behavior.
These exceptions have included blood recipients,
hemophiliacs, infants born to infected mothers,
spouses of infected persons, and health care work-
ers who have been accidentally stuck with con-
taminated needles. )

If an individual’s destiny insofar as AIDS is con-
cerned rests in his or her own behavior, why
should exceptions to the health insurance risk
assessment process be made for HIV-infected per-
sons? A partial answer to this question is that in-
surance availability isn’t the real issue, but that
confidentiality of HIV antibody testing and other
information that might identify an individual to
be at risk for AIDS is the paramount issue, be-
cause of the profound discrimination and ostra-
cism currently associated with AIDS. However,
confidentiality is not the only issue. Clearly, per-
sons at risk for becoming infected or who are al-
ready infected with the AIDS virus not only want
their confidentiality maintained, they also want
affordable access to health care.

A fundamental issue is whether HIV-infected
persons and AIDS patients have a special claim
on health care resources over persons afflicted
with other catastrophic illnesses. One criticism of
a special claim for AIDS is that such an approach
is in direct conflict with the message that HIV in-
fections are preventable through voluntary be-
havior, especially when those behaviors are, in
the main, extremely sensitive and socially divi-
sive subjects; such as, sexual practices and intra-
venous drug use. Even were these practices not
involved, however, equity and cost considerations
would be raised. Since the extension of Medicare
coverage in 1972 to include a specific disease, end
stage renal disease (ESRD), and the attendant high
costs of the ESRDprogram, costs alone have been
an effective barrier against a disease-by-disease
approach to health care for catastrophic illnesses.

Concerns over the accuracy and reliability of
HIV antibody testing raise related and quite sim-
ilar questions. The technical issues relating to
AIDS antibody testing are important though not
unique. They are highly visible manifestations of
similar concerns that apply to all medical testing,
for there are inherent limitations on the accuracy
and reliability of all clinical laboratory tests.

First, the abnormality or change in body func-
tion that is associated with the suspected disease
or condition and which a particular test is de-
signed to detect may not be present, even though
the disease or condition is present. For example,
in the test to detect occult blood in feces, a colon
polyp or colon cancer may be present in the per-
son tested, but there may not be blood in the fe-
ces at the time of testing. In HIV infections, an
HIV antibody test may be performed during the
early stages of infection when no or very small
amounts of antibody are present.

Second, every test has its technical limitations;
for example, there will always be some specimens
in which the abnormality is in such low concen-
trations that the test either cannot detect the ab-
normality or cannot consistently and reliably de-
tect it. Many tests have a “cutoff” point below
which the results will be interpreted as negative.
In general, when the cutoff point is lowered so
that more test specimens will be interpreted as
positive, more specimens without the abnormal-
ity will also be erroneously identified as being
positive. In other words, when a test is made more
“sensitive” so that fewer positive specimens will
be missed (“false negatives™) it will also be less
“specific” and identify more negative specimens
as positive (“false positives™), To illustrate, in
AIDS antibody testing by blood banks, the ELISA
screening test has been deliberately calibrated to
have a very high sensitivity so that as many posi-
tive blood donations can be identified as possi-
ble. But this also means that most of the ELISA-
positive blood specimens are not really positive,
so testing of these positive specimens by a differ-
ent method—the Western blot—is necessary. In
1987, American Red Cross rates for positive
ELISA specimens were approximately 10 in
10,000. Upon Western blot testing, 8 of 10 speci-
mens were negative, 1 was positive, and 1 was
indeterminate. The “indeterminate” result points
out that the Western blot test also has its limita-
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tions, with the indeterminate specimen probably
representing early infection with the AIDS virus
in most but not all cases. (Blood banks do not use
any of the ELISA positive specimens, even when
negative with Western blot testing. )

Third, it is axiomatic that the accuracy and
reliability of tests when performed under every-
day rather than ideal conditions will fall below
their technically achievable levels. Moreover,
there will be great variability among individual
laboratories performing these tests. Variable ac-
curacy occurs even when laboratories are tested
and know they are being tested (“open testing”),
and not surprisingly, laboratory performance will
be worse when they do not know they are being
tested (“blind testing”). In other words, there is
a technical level of accuracy and reliability that
is potentially achievable with each test, but most
laboratories will not be able to achieve this po-
tential even when they know they are being tested,
and few laboratories will perform at optimal levels
in their everyday practices.

Finally, even when the tests are performed with
the same degree of accuracy across different pop-
ulations, the probability that a positive test re-
sult will be correct will still decrease as the rate
in which the abnormality is present in the tested
population decreases. This is a simple mathemati-
cal fact. Suppose the sequence of tests—the ELISA
screening test and the Western blot confirmatory
test—will identify everyone with HIV antibodies
in their blood and falsely identify only 1 in
100,000 persons as having HIV antibodies when
they do not. In a population in which 10 percent
had HIV antibodies, 10,000 of 100,000 persons
tested would be correctly identified as positive.
Among the remaining 90,000 antibody-negative
persons, only 1 would be incorrectly identified as
being HIV-antibody positive. Of the 10,001 posi-
tive tests, therefore, 99.99 percent of positive re-
sults would be correct. This “predictive value” of
a positive test changes dramatically when a pop-
ulation with only a few HIV-antibody persons is
tested. If only 10 in 100,000 were antibody posi-
tive, again, only 1 in the 99,990 HIV-antibody
negative persons would test positive. However,
in this case, there would only be a total of 11 posi-
tive results, and 10 of 11, or only 90.91 percent,
would be correct. (Note that the predictive values
would be even lower if the ability to detect all

positive specimens was not assumed to be 100
percent. )

Tests with false positive rates of only 1 in
100,000 are extremely rare, if not unheard of out-
side of HIV antibody-testing. Blood bank testing
and the Department of Defense’s HIV-antibody
testing program (and probably HORL, Inc., the
major lab used by the insurance industry) may
perform at this high level because of stringent
guality controls over the laboratories conducting
their tests, but it is not unreasonable to question
whether the average lab conducting HIV-antibody
testing can reach this level of accuracy. There is
in fact evidence that the average lab not only has
a much higher rate of false positives, but is also
missing a number of HIV-antibody positive blood
specimens.

HIV-antibody testing has received much scru-
tiny because of the controversies surrounding use
of the test in underwriting life and health insur-
ance for individuals and more importantly, in
attempts to make testing mandatory among seg-
ments of the United States’ population. Manda-
tory testing has been implemented in some areas,
such as in the military, among immigrants, and
for premarital testing in lllinois and Louisiana
(and Texas, but the law there requires that infec-
tions in the State must reach a rate of 0.83 per-
cent before premarital testing is initiated). How-
ever, the underlying technical issues concerning
test accuracy, especially as actually conducted by
laboratories, are common to all diagnostic and
predictive testing. Periodically, questions have
been raised over specific medical tests. For exam-
ple, laboratory performance Pap testing for cer-
vical and uterine cancer is currently under scru-
tiny, as is the accuracy and reliability of urine
drug testing. Thus, the issues concerning HIV-
antibody testing accuracy and reliability are com-
mon to all types of medical testing, although HIV-
antibody testing deserves special scrutiny because
of the societal consequences of being infected with
the AIDS virus.

Options Addressing the Use
of Medical Tests

A wide range of initiatives has been and is be-
ing used to improve the accuracy and reliability
of medical testing.
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First, laboratories have been provided “profi-
ciency testing” services to assist them in maintain-
ing and improving the accuracy of their perform-
ance. In proficiency testing, participating labor-
atories are sent prepared specimens (usually on a
quarterly basis), which they then test and report
back their findings. For example, the College of
American Pathologists (CAP) has an extensive pro-
ficiency testing program in the various types of tests
used in clinical medicine, as well as in AIDS anti-
body testing and drug testing (e.g., urine testing for
cocaine, marijuana, opiates, etc.). In these pro-
grams, laboratories voluntarily participate for an
annual fee and know when they are being tested—
they receive test specimens at expected times and
report their results back directly to the testing orga-
nizations. This is why these programs are called
“open” proficiency testing.

In the 1970s, the Federal government, through
the Centers for Disease Control (CDC), provided
open proficiency testing services in a number of
clinical testing areas. Most of these activities were
phased out in the 1980s. However, because of the
AIDS epidemic, CDC has now begun a profi-
ciency testing program for AIDS antibody testing.

Second, the quality of medical testing can also
be maintained by setting standards for laboratory
personnel and testing procedures. Two methods
are available for setting standards for laboratory
personnel and performance: 1) set standards as
part of direct licensing of laboratories, or 2) use
standards as a necessary condition in order for
labs to be reimbursed for services they perform.

Direct laboratory licensing has traditionally
been in the purview of the States, but there is a
great degree of variation in licensing. Few States
regulate laboratory performance to any signifi-
cant degree, and even within a State, monitoring
can vary tremendously among the different types
of tests—for example, clinical medicine testing
versus drug screening testing. One variation in this
approach is not “licensing” in the strict sense, but
could be considered for specific types of testing.
For example, New York prohibits commercial labs
from performing AIDS antibody tests and speci-
fies the types of labs that are allowed to perform
these tests. Thus, designating the labs that are al-
lowed to perform testing is a variation on stand-
ard setting.

In the Medicare program, laboratories must
meet specified personnel and performance stand-
ards as a condition of participation (i.e., if they
expect to be reimbursed for their services). For
example, laboratory directors must meet certain
educational/professional qualifications, and labs
must participate and maintain a certain minimum
score in specified proficiency testing programs
(e.g., those of CAP).

Third, laboratory performance can be directly
monitored. On-site inspections of labs are con-
ducted by a few States whose laws and resources
permit such activities, and similar inspections are
periodically conducted by the Federal government
on labs participating in Medicare. Criticisms over
the frequency of these inspections and the num-
ber and types of labs subject to such inspections,
however, are longstanding issues at both the State
and Federal levels. Moreover, on-site inspections
do not directly measure lab testing performance.

Participation in proficiency testing of the types
offered by CAP is a method of monitoring lab-
oratory performance, but this type of “open profi-
ciency” monitoring only reflects at what level a
lab is capable of performing. Open testing is not
reflective of a lab’s performance in everyday test-
ing, and that level of performance can only be
evaluated if the lab does not know it is being
tested. Thus, “blind” testing has been instituted
in some areas in which test samples have been in-
serted along with specimens received by the lab
from one or more of its actual customers. In blind
testing, labs know they are being tested, but do
not know when they are being tested and which
specimens are the test specimens. For example, in
the Department of Defense’s (DOD) extensive
AIDS antibody testing program, DOD uses a
monthly blind testing program to evaluate its con-
tractor lab’s performance (if the lab fails a cer-
tain amount of these tests, it does not get paid
for that month). A similar program has been de-
veloped by the National Institute on Drug Abuse
(NIDA) to monitor labs performing tests for the
expanding urine drug testing program for selected
Federal employees and contractors.

In blind testing of labs, implementing and main-
taining the program are much more difficult than
in open testing. In open testing, specimens can be
sent directly to the lab, which then reports its re-
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suits to the testing organization. In blind testing,
arrangements must be made with actual custom-
ers of each lab; and the lab, because it cannot dis-
tinguish between real and test specimens, would
be reporting the results to each customer. Thus,
the administrative costs of a blind program would
be much higher than in open testing.

If blind testing is used, a decision has to be made
whether the Federal government would adminis-
ter the program directly or by contracting it out,
or whether arrangements would be made with ex-
isting, voluntary proficiency testing programs
such as CAP to administer the program.

Finally, it must be remembered that it is the
States, not the Federal government, that are most
involved in regulating the quality of medical test-
ing. Figures 1-2 to 1-5 summarize the extent of
State regulation of laboratories that perform med-
ical testing.

Congressional interest in the accuracy of lab-
oratory testing has increased as a result of expand-
ing urine drug testing programs, the continuing
controversies over AIDS antibody testing, and
more recently, concerns over the accuracy of med-
ical testing in general. Several committees in both
the House of Representatives and the Senate have
held hearings on these issues (e.g., Committees
on Energy and Commerce, Small Business, Post
Office and Civil Service, and Government Oper-
ations in the House of Representatives; and Com-
mittees on Labor and Human Resources, Judici-
ary, and Governmental Affairs in the Senate).
Thus, in addition to monitoring and proficiency
testing of laboratories under contract to DOD to
perform AIDS antibody testing and a similar pro-
gram under NIDA for laboratories performing
urine drug testing on designated Federal employ-
ees and contract personnel, current congressional
scrutiny is focused on the laboratories perform-
ing medical testing in general, and especially those
who participate in the Medicare program.

More recently, there also have been attempts
to determine the appropriateness of using testing
in specific circumstances, and to determine when
the use of certain tests are justifiable. These ap-
proaches in fact have been used by some States.
Thus, there are two options in addition to the
more traditional means of maintaining and im-

proving the accuracy and reliability of medical
testing through standard setting and proficiency
testing.

Option 1: Allow use of a particular test only un-
der specifically defined circumstances; for ex-
ample, as some States have done for HIV-
antibody testing for insurance and/or employ-
ment and for employment-based urine drug
testing.

This option would be applicable to specific tests
and specific situations. An example is defining the
circumstances in which drug testing of employ-
ees will be allowed. For example, in 1987, seven
States passed such laws; six of these States limited
drug testing to circumstances in which probable
cause or reasonable suspicion existed. The other
prominent example is the numerous variations
among the States in defining when and under
what circumstances (e.g., insurance underwriting,
job applicant and employee testing) AIDS anti-
body testing is curtailed or prohibited.

While this option is not primarily based on an
assessment of a test’s accuracy and reliability, such
considerations nevertheless are at least implicit in
the reasoning. Recall the discussion above on the
poorer predictive value (i.e., that a positive test
result is truly positive) of a test when applied to
populations with lower and lower rates of the in-
dex condition. Lower predictive value—and the
increasing chances of a false positive identifica-
tion—is among the reasons why caution is advised
in screening low-use populations for drug use and
low-risk populations for AIDS antibodies. Cost-
effectiveness also becomes a consideration in
screening low-use or low-risk populations, be-
cause everybody must be screened—and each
positive on screening must be confirmed—in or-
der to find the very few persons who are truly
positive.

Testing does have the potential of helping those
being tested. For example, one rationale for drug
testing is to identify users in order to rehabilitate
them. Tests could also be used to identify low-
risk individuals to “exonerate” those with a posi-
tive family history for the disease (e.g., Hunting-
ton’s disease).
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Figure 1-2.—State Regulation of Clinical Laboratories, 1987
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Figure 1-3.—State Regulation of Independent Laboratories, 1987

-y

No formal regulation

auurfi~t. u™r “alne, ~ssoclale ulreclor; riuman r-resources ulvislon, 'us. tieneral ‘Accouflilifig Office, Washington, DC; information provided to The Honorable
Ron Wyden, Chairman, Subcommittee on Regulation and Business Opportunities, Committee on Small Business, U.S. House of Representatives,
Feb 29, 1988.



29

Figure 1-4.-State Regulation of Hospital Laboratories, 1987
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Figure |-5.—State Regulation of Physician’s Office Laboratories, 1987
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Option 2: Limit the use of tests to tests that have
been determined to be suffiaently accurate and
reliable in the specific circumstances in which
they are to be used.

An available measure of a test’s accuracy and
reliability is licensing for commercial use by the
Federal Food and Drug Administration (FDA);
that is, FDA makes its licensing decision on a de-
termination of test accuracy and reliability. How-
ever, FDA recommendations on when and how
FDA-licensed products should be used are not nec-
essarily followed. This is clearly the case in
prescription drug use, where physicians often feel
that once a drug is approved, they should be the
ones to determine the circumstances of their use.

Some States have gone beyond FDA licensing
and have expressed quite divergent views on this
approach when applied to AIDS antibody test-
ing. The Wisconsin legislature’s approach was to
require a finding by the State epidemiologist on
whether a test was sufficiently accurate and relia-
ble to use for insurance purposes (the State epi-
demiologist did make such a finding for the AIDS
antibody test). In contrast, a proposed New York
regulation was based on the conclusion that the
presence of AIDS antibodies reflected infection
with HIV and did not necessarily mean progres-
sion to frank AIDS, and thereby attempted to
deny use of the test by insurers (initial court de-
cisions have ruled against this prohibitory regu-
lation). In California use of the AIDS antibody
test is prohibited, but not other tests such as the
less specific T-cell test.

Criteria that have been informally proposed by
one insurer on the conditions that usually must
be met before a medical test will be adopted by
insurers are as follows:

+ The test must supply information in addition
to information otherwise available from
other sources (e.g., from the medical history
questionnaire).

+ The disease tested for must have serious mor-
bidity and/or mortality implications.

+ The disease must be common enough to en-
sure that the test is predicitve and that costs
of testing can be justified.

+ The test must be predictive of disease (or ab-
sence of disease) and reliable.

+ The test must be understood, accepted, and
used by the medical profession.

+ Laboratories must be able to readily perform
the test.

+ The test must be affordable and able to pro-
vide results quickly.

+ The test must be risk-free.

Criteria such as these could be adopted by

the National Association of Insurance Com-
missioners (NAIC) and issued as guidelines.

Options on Strategies for Maintaining
and Improving Access to Health Care

In the foregoing discussion on options to im-
prove lab accuracy and reliability, each option
can apply to lab testing of all types, or to spe-
cific types of testing (e.g., clinical medicine test-
ing, AIDS antibody testing, drug testing) as cir-
cumstances and priorities dictate. An analogous
situation exists in the area of financing of and ac-
cess to health care. In developing strategies for
maintaining and improving access to health care,
one prominent issue is whether financing for AIDS
care deserves a special, categorical approach or
whether it has no special claim on the use of health
care resources. However one comes out on these
opposing policies, in general, the financing issues
are similar for AIDS patients and patients suffer-
ing from other diseases. Thus, the policy choices
are essentially the same for categorical and generic
approaches, and how policymakers address AIDS
versus other illnesses will depend on particular cir-
cumstances and priorities.

While the broader policy approaches are rela-
tively easy to identify, the underlying issues are
complex; and the specific policies that might be
implemented are not only controversial, but each
specific policy is also wrapped up in its own set
of complexities and controversies.

Policymakers are well aware of the broad as
well as the specific policy choices, and sustained
efforts have been going on at Federal and State
levels for at least the past 20 years. The financ-
ing needs of AIDS patients have only heightened
the intensity of these efforts, but AIDS is not alone
in contributing to the sense of urgency. Similar
issues have arisen for patients in need of trans-
plants or artificial organs and for technology-
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dependent children. Furthermore, the acute care
needs of persons suffering from catastrophic ill-
nesses is just the front side of the access and fi-
nance problem. Shortcomings in long-term care
have long been recognized, which have gained ad-
ded prominence by recent attention to Alzheimer’s
disease. The care of AIDS patients raises all of
these issues.

Issues concerning health care access and financ-
ing include:

. the uninsured and underinsured,;

. coverage for catastrophic illnesses;

. discontinuities or gaps in coverage (e.g., be-
tween acute and disability care);

. coverage and availability Of long-term care;
and

. the apportioning of financial responsibilities
between private and public sector programs.

Given the breadth and complexity of these issues,
it is clear that a list of options addressing these
issues would be no less than an attempt to address
every aspect of the United States’ health delivery
system. For example, there is wide agreement that
long-term care needs are great, but these services
have often not been developed and are often non-
existent even when financing is available. Thus,
certain crucial elements of our health care deliv-
ery system are lacking or inadequate. Making
financing available for these elements would as-
sist in developing the necessary resources. Ad-
dressing areas in which the underlying services are
in short supply or not available to begin with,
however, makes for an extremely more difficult
task than in addressing how available services
might be made more accessible.

This report has a more narrow focus than the
large issue of how health care can best be made
available in the United States. The report ad-
dresses how medical and health-related labora-
tory tests are used and may be used in deciding
whether specific individuals will be able to ob-
tain health insurance, whether from insurance
companies or through self-insured employers.
Health insurance availability is currently high on
Congress’s agenda through such mechanisms as
extensions of employment-based health insurance
for ex-employees and efforts to require non-
contributing employers to provide health bene-

fits to their employees. While these efforts address
the issue of inadequate or unavailable health in-
surance, they do not directly bear on the issue of
medical testing. For example, a small firm may
not provide health benefits to its employees, some
of whom will have purchased health insurance
policies individually. Or a small firm might have
purchased health insurance for its employees, each
of whom might have been individually evaluated
by the health insurer (recall that small groups are
often underwritten in the same manner as indi-
viduals). In the first case, requiring small firms
to provide health insurance for their employees
would obviate the need of individual employees
to seek health insurance on their own. It would
also ensure that all employees would be covered,
not just those conscientious enough to purchase
insurance. In the second case, there would be no
difference if insurance coverage were mandated
(except for the possibility of a change in the ben-
efits covered by the insurance), because the em-
ployer already offered it.

If we limit the analysis to those areas most af-
fected by medical screening practices by health
insurers and employers, and further limit the anal-
ysis to those areas of health care uniquely affected
by these practices, then the principal issues in-
volve the medically uninsurable population and
coverage for catastrophic illnesses. Those who fall
in these categories will have severe deficiencies in
access to long-term care as well as gaps between
acute and long-term care coverage, but so will
those currently with health insurance.

Finally, one of the issues leading to the congres-
sional request for this report was the possible im-
pact on public health care expenditures if private
insurers declined to underwrite large numbers of
applicants based on improved knowledge of la-
tent and future illnesses. Insurers will in fact want
to underwrite applicants as long as they can
charge premium rates they consider reasonable.
Thus, the premise underlying the following op-
tions is that private insurance mechanisms will
continue to be used to the extent possible for em-
ployed individuals (and their dependents).

Option 3: Encourage the development of meth-
ods to provide insurance to high-risk individ-
uals and those with catastrophic illnesses.



32

Insurance pools for high-risk individuals and
for catastrophic illnesses are not only undergo-
ing experimentation among many States with both
State and foundation (e.g., the Robert Wood
Johnson Foundation) funds, but several States
have already established pools, especially for
high-risk individuals who are unable to obtain
health insurance. Current State high-risk pools
have large deductibles, high premiums, stop-loss
provisions, and maximum lifetime benefits. In-
terest in such arrangements is high among many
of the remaining States. However, experience with
such pools is very limited. Direct costs to partici-
pating individuals are very high, yet expected and
actual shortfalls between premiums and claims ex-
penses are the rule. These shortfalls are financed
either through mandatory contributions by in-
surers doing business in the State (which can be
offset against their premium taxes), or by State
general revenues.

Two of the principal issues concerning these
emerging pool arrangements are: 1) the prolifer-
ation of pools with varying eligibility criteria and
benefits, and 2) how shortfalls in revenues are to
be covered.

Option 3A: Amend the ERISA legislation so that
self-insured groups can be required to help fi-
nance State high-risk insurance pools.

Because of the ERISA exemption, self-insured
health plans cannot be required to contribute to
meet the revenue shortfall in those States with
pools funded by mandatory contributions by in-
surers. Thus, insurers have called for Federal leg-
islation to remove this exemption for self-insurers
from ERISA. A limited version of this option is
to require that employers pay the premiums of
employees who would be eligible to join the State
high-risk insurance pool. However, as premiums
already fall short of covering the total expenses
of these pool arrangements, this approach would
increase revenue deficits as the number of partici-
pants increase, and such employers may have in-
centives to terminate insurance for their employers
with high medical costs because of the lesser cost
of transferring these employees to the State high-
risk pool.

Option 3B: Provide or require uniformity in eligi-
bility, cost-sharing, and benefits for State high-
risk pools.

Although the provisions for these State pools
are similar, there are varying eligibility require-
ments and benefits. On a voluntary basis, the
NAIC could develop guidelines; or Federal legis-
lation could specify the terms under which State
pools function.

Option 3C: Establish Federal high-risk pools in
place of State pools.

Federal legislation could also be considered to
require States to establish high-risk and/or cata-
strophic illness pools, or to establish a Federal pro-
gram along the lines of the catastrophic insurance
proposals that have been periodically considered
in the Congress.

Option 4: Use incentives and subsidies to provide
(and maintain) private health insurance for the
uninsured and persons at high risk or with cat-
astrophic illnesses.

Option 4A: Create larger risk pools for smaller
firms.

By creating larger risk pools, premiums can be
lowered for small employers who band together
and act as a large employer. Multiple Employer
Trusts (METSs) have not lived up to expecta-
tions along this line, but it is not clear why this
is the case. Larger risk pools for small firms
could also be created through approaches sim-
ilar to the Federal unemployment insurance tax.

Option 4B: Use public funds to subsidize partici-
pation in private insurance arrangements for
high-risk individuals rather than transferring
such persons to public assistance programs.

Direct costs to public programs, as well as the
administrative costs associated with switching
from one claims processor (private) to another
(public), may make public programs that subsi-
dize all or part of private insurance premiums be-
fore these persons’ insurance policies lapse more
cost effective than leaving such persons to exhaust
their resources and eventually become eligible for
Medicaid (or Medicare). Another possibility
would be to subsidize or share the costs of pre-
mium contributions to State high-risk pools for
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persons who might otherwise become eligible for
Medicaid or Medicare.

Option 4C: Provide ‘gap” insurance through fur-
ther extensions of employment-based coverage
and use of Medicare stop-loss measures for
those persons in danger of losing private in-
surance.

Little is known about the extent to which per-
sons with private insurance eventually lose cov-
erage because of the duration of their catastrophic
ilnesses, either through inability to continue pay-
ing premiums, exceeding their coverage limits,
and/or nonrenewal of their insurance policies.
Anecdotes abound of these occurrences among
AIDS patients and their eventual eligibility for
Supplemental Security Income and Medicaid, and
of persons who become medically indigent but not
quite eligible for Medicaid and must continue
treatment through other public (e.g., county, mu-
nicipal) and private (e.g., unreimbursed) re-
sources.

Under the Consolidated Omnibus Budget Re-
conciliation Act (COBRA) of 1985, non-govern-
ment and nonreligious employers with more than
20 employees must give employees who leave the
option of remaining in the employee group for
health insurance for up to 18 months, as long as
the employee pays the employer and employee
shares of the premium, plus no more than another
2 percent of the total premium.

For those with illnesses and disabilities that
would make them eligible for Medicare coverage,
extension of COBRA could cover the period be-
tween loss of private health insurance and enroll-
ment into the Medicare program. As there is a
preliminary 6-month waiting period before Medi-
care’s 2-year formal waiting period (to establish
permanent disability) begins, thereby resulting in
an actual waiting period of 30 months, COBRA
benefits could be extended to 30 months. Alter-
natively, COBRA benefits could be extended to
24 months while concomitantly reducing the for-
mal Medicare waiting period to 18 months. This
combination of options, of course, would only
be available to persons who could meet current
Medicare requirements for total and permanent
disability, or who would meet Medicare age eligi-
bility in the interim period.

Option 5: Ease eligibility requirements for Medi-
care and/or Medicaid.

Option 5A: Reduce the Medicare waiting period
and/or change the disability definition.

Changes in the Medicare program have been
suggested as a way, for example, of financing the
health care of AIDS patients. Suggested changes
include reducing or eliminating the waiting period,
and/or changing the definition of total and per-
manent disability, such as through disease-specific
categories as is currently the case for end-stage
renal disease (ESRD). However, as discussed pre-
viously, this approach brings up the issue of a
disease-by-disease versus generic approach to the
disability provisions of Medicare, and in the case
of AIDS, the issue of favoring AIDS patients over
persons with other catastrophic illnesses.

Option sB: Expand Medicaid eligibility by rais-
ing eligibility ceilings.

If Medicaid eligibility were expanded to all peo-
ple below some fraction of the poverty level, it
would particularly help the very poor in States
that currently have low income eligibility ceilings,
as well as IV drug users and homosexual men with
AIDS who do not meet current categorical eligi-
bility criteria for Medicaid (e.g., custody of chil-
dren) but who are below the poverty level.

Option 5C: Allow selected buy-ins into the Med-
icaid program.

Another use of Medicaid to reduce the pool of
uninsured is to allow people who are categorically
ineligible for Medicaid but who have incomes be-
low some multiple of the poverty level (e.g., 75
percent or 150 percent of the poverty level) to buy
into Medicaid on a sliding-scale fee basis. The ex-
tent of the Medicaid premium that is subsidized
would determine participation. If only a small
fraction of the premium is subsized, few of the
poor would be likely to buy in.

Option 6: Supplement Federal payments or pro-
vide special grants to areas and/or institutions
highly affected by catastrophic illnesses.

The impact of catastrophic illnesses may fall un-
evenly on different geographic areas and on differ-
ent institutions in a geographic area. This has been
the pattern with AIDS, and because of the pro-
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grams of care that have been developed (e.g., San
Francisco) or the types of patients that have been
affected (e.g., drug abusers in New York City),
specific areas and specific institutions within those
areas may bear a burden out-of-proportion to
what would be expected if only permanent resi-
dents of those areas sought care. Thus, a double
burden might be imposed: first, on the patients,
for whom financial resources will be less avail-
able because of the numbers of similar patients
seeking care, and second, on the providers of care,
because of the additional resources that are needed
to provide the extra care. Many, if not most, of
these patients will have exhausted their private
resources or will already be supported by public
programs.

Supplements could be provided on both indi-
vidual and institutional bases; that is, through
diagnosis-specific supplements in the Medicaid

program, and direct grants to institutions—
especially public institutions—with disproportion-
ate shares of catastrophically ill patients. In the
current Medicaid waiver program, expenditures
cannot exceed levels currently provided for tradi-
tional services. Granting of supplemental funds
could include—or be used exclusively for—
development of alternative sites of care and new
types of services and thus be used to augment the
current Medicaid waiver program.

These options are summarized in table 1-3. Ta-
ble 1-4 summarizes State laws and regulations
concerning HIV antibody testing by insurers and
by employers. Table 1-5 summarizes health in-
surance legislation before the Congress as of April
1988, concerning coverage for the uninsured and
provisions for high-risk individuals (excluding
elderly groups).

Table 1-3.—Major Issues and Related Options

Use of medical tests

Access to health care

Current situation:

Few States regulate laboratory performance to any signifi-
cant degree. In the Medicare program laboratories must
meet specified personnel and performance standards as
a condition of participation. Current congressional scru-
tiny is focused on the performance of laboratory testing
in general; i.e., clinical medicine testing, HIV antibody
testing, and urine testing for illegal drug use. There have
been State actions determining when the use of certain
tests are justifiable and the circumstances under which
it is appropriate to use certain tests (e.g., HIV antibody
tests).

OTA options:

#1:. Allow use of a particular test only under specifically
defined circumstances; for example, as some States
have done for HIV-antibody testing for insurance and/or
employment and for employment-based urine drug
testing.

#2: Limit the use of tests to those that have been deter-
mined to be sufficiently accurate and reliable in the
specific circumstances in which they are to be used.

Current issues:

Issues concerning health care access and financing in-
clude: 1) the uninsured and underinsured, 2) coverage
for catastrophic illnesses, 3) discontinuities or gaps in
coverage (e.g. between acute and disability care), 4)
coverage and availability of long term care, and 5) the
apportioning of financial responsibilities between pri-
vate and public sector programs. In addressing these
issues, private health insurance mechanisms will con-
tinue to be used to the extent possible for employed
individuals and their dependents, and there is great
resistance to a disease-specific approach for coverage
of catastrophic illnesses.

OTA options:

#3: Encourage the development of methods to provide in-
surance to high-risk individuals and those with catas-
trophic illnesses.

#3A: Amend the ERISA legislation so that self-insured
groups can be required to help finance State
high-risk insurance pools.

#3B: Provide or require uniformity in eligibility,
cost-sharing, and benefits for State high-risk
pools.

#3C: Establish Federal high-risk pools in place of
State pools.

#4: Use incentives and subsidies to provide (and main-
tain) private health insurance for the uninsured and
persons at high risk or with catastrophic illnesses.
#4A: Create larger risk pools for smaller firms.

#4B: Use public funds to subsidize participation in pri-
vate insurance arrangements for high-risk in-
dividuals rather than transferring such persons to
public assistance programs.



35

Table 1-3.—Major Issues and Related Options—Continued

Use of medical tests

Access to health care

#4C: Provide “gap” insurance through further exten-
sions of employment-based coverage and use of
Medicare stop-loss measures for those persons
in danger of losing private insurance.

#5: Ease eligibility requirements for Medicare and/or

Medicaid.

#5A: Reduce the Medicare waiting period and/or
change the disability definition.

#5B: Expand Medicaid eligibility by raising income
eligibility ceilings.

#5C: Allow selected buy-ins into the Medicaid
program.

#6: Supplement Federal payments or provide special
grants to areas and/or institutions highly affected by
catastrophic illnesses.

SOURCE’ Office of Technology Assessment, 1988

Table 1-4.—State Laws and Regulations Concerning HIV Antibody Testing by Health Insurers (as of April 1988)

Arizona:
Insurance department action—A circular letter contains
underwriting guidelines implemented to protect against
unfair discrimination. No questions may be asked regard-
ing lifestyle, sexual preference, receipt of blood trans-
fusion, previous AIDS-related tests or exposure. The guide-
lines prohibit the sale of policies containing a general
exclusion for AIDS and AIDS-related claims. Informed con-
sent required.

California:
Legis/ation—Prohibits using the results of blood tests
which detect antibodies for AIDS to determine insurabil-
ity, including the ELISA and Western Blot. Tests for defi-
ciency of immune status, such as T-cell tests, are not pro-
hibited. Prohibits testing without written consent.
Insurance department acfion—A regulation prohibits dis-
crimination based on sexual orientation. Insurers may not
ask about prior blood tests or results.

Colorado:
Legislation—Prohibits testing for HIV infection without
consent of the individual.
Insurance department action—A regulation includes the
NAIC guidelines. Testing is permitted if the three-test pro-
tocol is followed (ELISA-ELISA-Western blot). Policies can-
not exclude or limit coverage for AIDS-related treatment.

Connecticut:
Insurance department action—No questions about AIDS
testing may be asked, but insurers are not prohibited from
testing.

Delaware:
Insurance departrnent actior)-A regulation requires writ-
ten consent in order for an applicant to be tested and out-
lines the types of questions allowed. The NAIC guidelines
have been issued as a bulletin.

District of Columbia:
Legislation—Proh i bits insurers from requiring or request-
ing anyone to reveal if he has taken a test to screen for
AIDS antibodies and prohibits insurers from refusing to
insure an individual or limiting or changing coverage in any

way because he has tested positive on any test to screen
for AIDS antibodies. The statute also prohibits using fac-
tors such as occupation or sexual orientation to determine
insurability. Testing is, however, permitted where the ap-
plicant exhibits symptoms of AIDS. Insurers can deny cov-
erage to an applicant with AIDS but not someone with HIV
antibodies and no symptoms of the disease. Informed con-
sent required.

Florida:
Legislation—Test results from serologic tests conducted
under a declaration by the State Department of Health and
Rehabilitation Services are prohibited from being used to
determine insurability.
Insurance department action —NAIC guidelines adopted.
A regulation requires written consent before any testing
procedure. Coverage may not be written containing an ex-
clusion for a specific disease.

Hawaii:
Legislation—Health care providers are forbidden from test-
ing a person for the presence of HIV antibodies without
written informed consent. The Unfair Trade Practices Law
forbids insurers to refuse to insure someone, or limit his
coverage, because he has previously had an HIV test, or
because he refuses to release information related to a prior
test. The insurer may, however, get permission from the
applicant and have a test done in a manner which satis-
fies the requirement of the commissioner.

lllinois:
Legislatiort-Any insurance company must have written
consent before testing applicants for HIV antibodies. No
insurer may discriminate in the availability of insurance
on the basis of sexual preference, or apply different rates
on the basis of sexual preference unless the rating clas-
sification is based on expected claims, costs, and ex-
penses.

Indiana:
Insurance department action—A pending regulation in-
cludes the NAIC guidelines; however, testing is permitted
if testing requirements and protocol are followed.
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Table 1-4.—State Laws and Regulations Concerning HIV Antibody Testing by Health Insurers
(as of April 1988)-Continued

lowa:
Insurance department action—The NAIC guidelines have
been adopted; testing is permitted.

Kansas:
Insurance deparfment action—A temporary regulation de-
fines how many and what types of tests must be completed
and how they should be disclosed. Types of questions
which may be asked also specified. Informed consent re-
quired.

Maine:
Legislation—No insurer may request any person to reveal
whether the person has obtained a test for the presence
of antibodies to the AIDS virus prior to an application for
insurance coverage. Prohibits testing without informed
consent.

Maryiand:
Insurance department action—Guidelines issued specify
types of tests to use and restrict questions on the appli-
cation to those that elicit specific medical information
rather than lifestyle or sexual orientation inferences. in-
formed consent required.

Massachusetts:
Legislation)-Prohi bits health care providers from testing
without informed consent.
insurance department action—A regulation prohibits re-
quiring or requesting health insurance applicants to take
any HIV-related test. Includes a nondiscrimination provi-
sion which prohibits underwriting based on factors such
as lifestyle or living arrangements. Implementation is cur-
rently stayed by court order. A regulation states that no
insurer may ask a proposed insured about a prior HIV-re-
lated test or the result and are prohibited from consider-
ing any such information in determining insurability.

New Jersey;
Insurance departrnent action—A bulletin prohibits testing
for group health insurance yet permits it for individual cov-
erage if it is “medically justified”. Blood testing may not
be requested based on information about the applicant's
lifestyle and, when used, must be ELISA-ELISA-Western
blot series. Stipulation on type of question permitted re-
ferring to AIDS tests. Informed consent required.

New York:
hsurance department action—A regulation prohibits deny-
ing health insurance to an individual based on results of
a test used to determine HIV antibody status. Insurers may
not request an applicant to submit to a test, or ask whether
he has taken such a test, or consider the results of any
previously administered test. Implementation was pro-
hibited by court order.

Oregon:
Legis/ation—insurance organizations must obtain written
consent before testing for HIV antibodies.
Insurance department action—Temporary rules adopted
contain the NAIC underwriting guidelines. Three-test pro-
tocol required (ELISA-ELISA-Western blot). Policies must
cover HIV infection. No general question regarding taking
an HIV test is permitted, though the direct question ask-
ing if the applicant has ever tested positive for HIV is
allowed.

Rhode isiand:
Insurance department action—A proposed regulation pro-
hibits testing for group policies, but permits it for individual
policies. Also includes the NAIC guidelines.

South Dakota:
Insurance department action—The NAIC guidelines have
been adopted; testing is permitted. Informed consent re-
quired.

Texas:
Legislation—Proh i bits testing for HIV infection with speci-
fied exceptions.
Insurance department action—A proposed regulation clar-
ifies the law, allows testing, and contains testing protocol
(ELISA-ELISA-Western blot). A proposed regulation pro-
hibits discrimination and contains the NAIC guidelines. in-
formed consent required.

Washington:
Insurance department action—A regulation permits test-
ing only on a nondiscriminatory basis, and requires a test
with high degree of accuracy before an applicant may be
declined or rated substandard. Ambiguous or misleading
questions on the application are prohibited.

West Virginia:
Legis/ation—Prohibits insurers from canceling or not re-
newing policies because of a diagnosis or treatment of
AIDS.

Wisconsin:
Legis/ation—Prohibits insurers from requiring HIV tests
or using test results in determining individual health in-
surance rates unless the tests are deemed medically sig-
nificant by the State epidemiologist and sufficiently relia-
ble by the Commissioner of Insurance. Testing for group
coverage prohibited.
Insurance department action—A regulation accepts the ap-
proval of the ELISA/ELISA/Western blot series for HIV test-
ing from the State epidemiologist. Another regulation pro-
hibits discrimination because of sexual orientation.
Informed consent required. NAIC guidelines adopted.

SOURCE: Office of Technology Assessment, 1988.
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Table 1-5.—Health Insurance Legislation Before the 100th Congress (as of April 1988) Concerning Coverage for
the Uninsured and Provisions for High-Risk Individuals (Excluding Medicare” Specific Legislation)

Legislation for High Risk Individuals:

S. 24/H.R. 276—Amends the Social Security Act to eliminate,
for five years, the requirement that an individual be entitled
to disability benefits for at least 24 consecutive months
in order to qualify for hospital insurance benefits for those
with AIDS.

S. 1634—Access to Health Insurance for Medically Unirrsura-
b/e /ndividua/s Act of 1987—Encourages States to set up
pooling mechanisms through a ten million dollar grant pro-
gram to provide health insurance for medically uninsura-
ble individuals. States will receive funds based on their
proportionate share of the national population to be used
toward establishing health insurance risk pools. The States
themselves would be responsible for financing, design, and
subsidization of the pools.

H.R. 406—Nationa/ Catastrophic lllness Protection Act of
1987—Amends the Social Security Act to establish a na-
tional catastrophic illness insurance program under which
the Federal Government, working in conjunction with State
insurance authorities and the private insurance industry,
will make adequate health protection available to all Ameri-
cans at reasonable cost. The program will involve the cre-
ation of State-wide plans providing extended health insur-
ance with the Federal Government reinsuring insurers and
pools of insurers offering such insurance.

H.R. 1182—Heal/th Services Act of 1987—Amends the Social
Security Act to establish a publiciprivate program to pro-
vide health services to the medically uninsured not eligi-
ble for Medicaid. The program will provide benefits to resi-
dents of a State where there exists a Statewide Pooling
Corporation. A Federal Health Trust Fund will be estab-
lished to pay direct grants to such corporations.

H.R. 2300—Catastrophic ///ness Expense Protection Arnend-
rnents of 1987—Amends the Internal Revenue Code to
deny employers an income tax deduction for group health
plan expenses unless the plan provides full catastrophic
coverage for physician and hospital services provided to
a covered employee or family member during any period
within the plan year after out-of-pocket expenses for cer-
tain medical services exceed $2,000 ($3500 for family cov-
erage) and does not cancel or differentiate in coverage ex-
cept in cases of failure to pay premiums due.

H .R. 3766—Comprehensive Health Care Improvement Act of
1987—A bill to provide for certification and require the
offering of qualified health plans, to provide Federal assis-
tance to States to establish a program of assistance for
low-income persons to purchase comprehensive health in-
surance, and a program for coverage of catastrophic health
care expenses.

Legislation For Those With No Health Insurance Coverage:

S. 177—Heal/th Care for the Uninsured Act of 1987-Permits
States to establish health care pools to provide health care
services to all uninsured individuals and to share among
all hospitals in the State the costs of the uncompensated
care. Requires the implementation of the health care pool
at the Federal level where a State does not establish such
a program or receive a waiver form the Secretary of Health
and Human Services. Each uninsured individual seeking
coverage through the pool will pay a premium based on
the individual's family income.

S. 1139/H.R. 3580—MedAmerica Act of 1987—Amends the

Social Security Act to give States the option of extending

coverage to:

« individuals whose family income does not exceed an in-
come level established by the State at or below 200 per-
cent of the Federal poverty level;

. those who are unable to obtain health insurance cover-
age from another source by reason of a preexisting med-
ical condition;

. those who have exhausted some or al | of the benefits
under their health insurance policy; and

. those whose employer employs no more than 25 indi-
viduals and is unable to provide adequate health insur-
ance coverage for such individuals at a reasonable cost.

S. 1265/H.R. 2508—Minimum Health Benefits for A// Work-
ers Act of 1987—Amends the Public Health Service Act
to require each employer to enroll each of its employees
and their families in a health benefit plan. Makes State em-
ployers which do not so enroll their employees and their
families ineligible to receive grants, contracts, loans, or
loan guarantees under such Act. Amends Fair Labor Stand-
ards Act of 1938 and Employee Retirement Income Secu-
rity Act of 1974 to require each employer to enroll each
of its employees and their families in a health benefit plan.
Amends ERISA regarding supersedure of State laws relat-
ing to contracts or policies of insurance issued to or un-
der a health benefit plan under this Act.

S. 1370—Amends the Internal Revenue Code to increase from
25 to 80 percent the income tax deduction for the health
insurance costs of a self-employed individual.

S. 1386—Amends the Internal Revenue Code to increase the
income tax deduction for the amount of health insurance
costs of a self-employed individuals from 25 to 100 per-
cent. Permits income tax deductions for self-employed in-
dividuals in the amount of their contributions to group
health plans that are not self-insured and that provide med-
ical benefits to employees.

H.R. 200-USHea/th Program Act—Amends the Social Secu-
rity Act to ensure access for all Americans to quality health
care, regardless of age or disability, while containing the
costs of the health care system.

H.R. 955—Hea/th Care Savings Act of 1987—Amends the in-
ternal Revenue Code to permit individuals and employers
to contribute to health care savings accounts. Limits the
amount which may be contributed to a health care savings
account each year to no greater than the combined amount
of employee and employer hospital insurance payroll tax
paid during that year. The employee and the employer will
each receive a 60 percent tax credit for their respective por-
tion of their hospital insurance payroll tax paid.

H.R. 2696 -Universa/ Health Insurance Act of 1%7—Amends
the Social Security Act to make health insurance widely
available to all U.S. citizens. Each enrollee shall pay a
premium equal to six percent of the sum of the amount
of an individual's verified income and the amount of the
individual's net assets.

H.R, 3065—(no title) —Amends the Internal Revenue Code
provisions relating to the income tax deduction for the
health insurance costs of self-employed individuals to in-
crease from 25 to 100 percent the allowable deduction and
make the deduction permanent.

H .R. 3766—Comprehensive Hea/th Care Improvement Act of
1987—See above.

SOURCE Office of Technology Assessment, 19SJ3
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Chapter 2

Private Health Insurance:
Background and OTA Survey

INTRODUCTION

The majority of people in the United States un-
der the age of 65 who are protected by private
health benefit programs are covered through some
type of group plan, usually sponsored by an em-
ployer. In group insurance, the underwriting unit
is the group itself, and not the individual mem-
bers of the group. The overwhelming majority of
persons with private health coverage in the United
States are protected by some type of group health
benefits program. Thus, with some exceptions
coverage is ordinarily offered without medical ex-
amination or evidence of individual insurability.
Individuals and small groups, however, are often
“medically underwritten, ” meaning that their
health history and current health status directly
bear on whether they will be insured.

In a private, voluntary health insurance system,
not all applicants for insurance meet the under-

'The Health Insurance Association of America (HIAA) estimates
that in 1985 only 11 percent of commercial health insurance pol-
icies covering those under age 65 were for individuals and their family
members (66).

writing criteria established by insurers. Thus, the
marketplace does not meet the insurance needs
of all individuals who want insurance. Those who
are already ill or who, in the judgment of the in-
surers, present a very great risk for claims, may
be denied insurance altogether. Thus, serious pol-
icy problems are posed for dealing with the needs
of the uninsured in general, and the high-risk
uninsured in particular.

In this chapter the following areas are ex-
amined:

+ areview of the basic principles of health in-
surance and the differences between group
and individual underwriting;

+ an examination of the regulatory framework
for health insurance, and brief discussions of
applicable State and Federal laws;

+ a discussion of the current health benefits
marketplace; and

+ adescription of the role of medical tests in
the underwriting process, including the use
of AIDS antibody testing by insurers.

GROUP V. INDIVIDUAL HEALTH INSURANCE

The purpose of insurance is to minimize finan-
cial losses that may arise from unexpected events.
Insurance operates by spreading risks so that
many individuals who could have a loss, but
don’t, help pay for the losses of the few that do
sustain loss. Insurers are in the business of spread-
ing or pooling risks and, in exchange for premiums,
agree to pay all or part of some definable loss.
Insurance also works on the principle that there
must be uncertainty that a loss will occur, and
that the loss is beyond the control of the insured.
Thus, insurance is not written for losses that are
already occurring—*you can’t buy fire insurance
on a burning building. ” In such cases, the insurer
would have to charge the full amount of the loss

the insurer agreed to cover, plus additional charges
for the insurer’s services.

Insurers establish the costs of insurance (i.e.,
premiums) on the basis of an assessment of the
potential losses that they expect to incur. To ac-
complish this, they employ the mathematical pri-
nciples of probability and the law of large numbers
(125). The ability to make reasonable predictions
about expected losses improves as the number of
observations of the events leading to losses in-
creases.

The size of a potential loss is another factor in
insurance. Potential losses should ordinarily be
of such a large magnitude that their occurrence

47
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has a significant financial impact on the insured.
Budgetable expenses and small losses are gener-
ally not insured, because the administrative costs
of such insurance would be very high relative to
claims paid. The insurer would have to collect
premiums not only to cover the small losses but
also to pay the expenses of handling many claims
transactions. The most administratively efficient
forms of insurance, therefore, cover only poten-
tially large losses that seldom occur and that seri-
ously affect the financial position of the insured
when they do occur. Measured by these criteria,
some forms of insurance are less efficient in their
design (e.g., first dollar coverage or no deducti-
ble) than other forms.

Finally, private insurance operates on the prin-
ciple that the costs of insurance generally should
be proportional to the risks involved. Individuals
applying for private insurance whose potential
losses are large are expected to pay higher pre-
miums than those whose potential losses are likely
to be less.

The term “health insurance” broadly includes
various types of insurance—such as accident in-
surance, disability income insurance, medical
expense insurance, and accidental death and dis-
memberment insurance—that are designed to re-
imburse or indemnify individuals or families for
the costs of medical care arising from illness or
injuries.

Distinguishing Features of Individual
v. Group Insurance

Although individual and group health insurance
plans provide protection against similar types of
medical expenses they are, in a sense, fundamen-
tally different types of insurance. Understandin,
the differences is important in judging how each
type of insurance responds to the needs of the in-
sured, including those who are at high risk.

The Contract

An individual health insurance contract is one
made by an insurer with an individual applicant,
called a “policyholder” or *“subscriber,” and nor-
mally covers that individual or, in some cases,
the individual and his or her dependents. A group

insurance contract is made with the sponsor of
the group coverage—usuall,an employer—and
covers a group of persons (and in some cases, their
dependents) identified as individuals by reference
to the group. The group sponsor, not the mem-
bers of the group, is the insured party. Group in-
surance contracts are, as a rule, continuous in na-
ture and ordinaril continue beyond the lifetime
or membershi,in the group of any of its partici-
pants. Though some terminations do occur, most
employers and other groups provide health insur-
ance continually as an ongoing part of their regu-
lar fringe benefit programs.

Underwriting Differences

Among the most important of the differences
between individual and group insurance is the
matter of risk selection, or underwriting. Under-
writing refers to the processes used by insurers
to select, classify, rate, and accept or deny risks.”

With some exceptions (such as in the case of
small groups), group insurance is generally issued
without medical examination or other evidence
of insurability. Group underwriters are usuall,
interested only in whether the group as a whole
can be insured. In a large group of employed per-
sons (and their dependents), it is presumed that
the overall risk for the entire group is close to
average and that there are relatively few individ-
uals who have health needs of such severity or
frequency that they would be uninsurable or sub-
standard risks for individual insurance coverage.
In other words, the variation in average risk
among group contracts—where the group size is
reasonably large—is likely to be small.

In contrast, applicants for individual insurance
are not part of a well-defined, homogeneous, and
generally healthy group. Because of the poten-
tially great differences in the health status and po-
tential risks presented to insurers by individual
applicants, insurers evaluate individuals by using
quite different criteria than are used in underwrit-
ing groups. Thus, “medical underwriting” is cus-
tomarily used by most insurers to determine

‘The term “underwriting” is sometimes used in a narrower sense
to refer simpl,to the process by which an insurer accepts or rejects
an applicant for insurance.
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whether and under what terms individual insur-
ance coverage will be approved.

Adverse Selection

“Adverse selection” refers to the situation
whereby, in the absence of any controls, persons
who seek to obtain insurance will tend to be those
who will use it the most, that is, those with a
greater than average probability of loss. Appli-
cants who are motivated to purchase coverage be-
cause they are aware of a medical problem that
is not yet evident to the underwriter can select
against the insurer. This is of concern to both
group and individual insurance markets, but par-
ticularly to the latter. Group insurers try to pro-
tect themselves against adverse selection by using
certain group underwriting techniques. For exam-
ple, groups organized for the purpose of obtain-
ing insurance are likely to include a dispropor-
tionate number of higher risks. Therefore, group
insurers usually write coverage only for groups
that exist for reasons other than for the purposes
of obtaining insurance.

Employment-based groups are especially attrac-
tive to insurers. There generally is a flow of mem-
bers into and out of such groups so that the aver-
age age and therefore the average risks of these
groups do not increase much over time. Employ-
ees also typically comprise a generally healthy
group because of the implicit (and sometimes ex-
plicit) health standards required by employers for
hiring and retaining workers. Employees whose
health is good enough to meet employment stand-
ards are generally better than average risks for
insurance purposes. The families of employees,
on the other hand, generally represent average
risks.

The distribution of insurance costs in group
versus individual insurance is also a critical differ-
ence, because it bears on the overall affordabil-
ity of each type of health insurance product. In
most cases, group members do not pay the full
costs of their health insurance protection. Instead,
the sponsor of the group plan—for example, the
employer—usually contributes the major portion
(sometimes all) of the premium costs. Without
these contributions, premiums charged each mem-
ber in the group would be likely to vary with the

known risk, so that they would increase with age
and could eventually become quite large for the
older members. Charging the actual average group
rate without an employer contribution could also
lead to little or no enrollment among younger
members of the group who might obtain lower-
cost insurance individually. Thus, the employer’s
contribution makes it feasible to charge all work-
ers affordable rates that do not increase with age
and do not result in asking younger persons to
pay more. This type of cross-subsidy among
group members is not found in much of the indi-
vidual insurance market and is a major advan-
tage of group insurance.

Adverse selection is a particular problem in the
individual insurance market. Most applicants for
individual insurance are seeking coverage for the
costs of unknown or unpredictable losses. Some
applicants, however, are motivated to obtain in-
surance, because they know that they may have
a higher than average probability or even a cer-
tainty that they will require treatment.

Relative Costs of Group v. Individual
Insurance

Yet another very important difference between
group and individual insurance is the non-benefit
costs and the economies of scale in providing each
type of insurance. Group insurance is essentially
low-cost, mass protection. Group insurance is also
written without assessing each individual, thereby
removing a source of considerable underwriting
expense.

The administrative costs of marketing, acquir-
ing, and maintaining individual accounts—as a
percentage of premium—are far greater than are
ordinarily incurred in the group market. Thus,
the amount of premium dollars available to pay
benefits is much less for individual than for group
insurance.

Tax-Favored Treatment of Group Benefits

Finally, the tax treatment of employer contri-
butions toward group insurance favors enrollees
in group health plans in contrast to purchasers
of individual coverage. Employer contributions
to a group plan are deductible to the employer
as business expenses and, more importantly, not
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counted as taxable income to the members of the
group plan. Thus, group insurance provides a
greater after-tax value to group members than
comparable wage or salary payments. Put differ-
ently, the cost of individual insurance is greater
than the comparable cost of the same coverage
in a group, because all of the costs of individual
coverage is paid with after-tax dollars, while some
or all of group coverage costs are financed with
pre-tax dollars. (The Tax Reform Act of 1986 pro-
vides a limited tax subsidy toward the purchase
of individual insurance for some self-employed
persons) (1161 of the Tax Act of 1986).

Underwriting Groups

In the private insurance marketplace, the char-
acteristics of an acceptable group are determined
by each insurer, subject to State restrictions re-
lating to group insurance. Different insurers have
different business goals and market segments in
which they are particularly interested. Their un-
derwriting rules are designed with these goals in
mind. Group underwriters will select group risks
whose expected claims experience will meet the
standards established by each insurer for a plan
of benefits and will set a rate to cover those ex-
pected costs.

As noted above, most group insurance is not
medically underwritten. Instead, group underwrit-
ing involves examination of the experience of a
group as a whole in terms of the following risk
classification factors: size of the group, industry,
composition of the group, location, plan of in-
surance, cost-sharing, administrative arrange-
ments, and previous claims experience of the
group. Larger groups are generally experience-
rated, meaning that the premiums charged are
based on the actual amount of claims payments
made on behalf of the group in a prior period,
usually the preceding year.

The capacity to spread risks in a group dimin-
ishes as the group becomes smaller. Most insurers,
therefore, employ special rules for underwriting
smaller groups. Because of the limited spread of
risk, the experience of small groups is generally
pooled with other small groups, and all groups
in a particular category are treated as a single risk
for rating purposes. Because the potential for ad-

verse selection is quite high in small groups, many
insurers apply especially restrictive underwriting
standards—including the imposition of preexist-
ing condition limitations, plan or benefit restric-
tions, etc.—that are not applied to the larger
groups.

Very small groups (2 to 15 lives) are often med-
ically underwritten in much the same manner as
applicants for individual coverage (see below). In
such cases, the insurer requires proof of insura-
bility from each member of the group (including
their potentially covered dependents). Where a
member of the small group is determined to be
uninsurable, the insurer may respond in a num-
ber of different ways, but generally the entire
group is declined. In group plans where the indi-
vidual pays a portion of the premium, people who
elect not to enroll when first permitted to do so
may also be medically underwritten if they seek
coverage later on, in order to prevent adverse
selection against the insurer. These individuals are
commonly referred to as “late applicants. ”

Underwriting Individuals

As premium rates are based on expectations,
and not on certainties, the underwriting of indi-
viduals involves placing individuals in classes with
about the same expectations of loss. “Preferred
risks”- that is, those with average or less than
average expected losses—will be accepted for in-
surance. Those with higher than average expected
losses may be accepted but under special condi-
tions. Those with the highest expectation of loss
are declined and deemed uninsurable, except in
some States where Blue Cross/Blue Shield (BC/BS)
is required to accept all applicants (i.e., “open en-
rollment” is required).

Underwriting Factors

The largest portion of the health insurance
premium consists of expected claims (or benefit)
costs. This amount is determined by the morbid-
ity of the insured policyholders. Morbidity refers
to the estimated frequency and severity (or aver-
age magnitude of loss) of illnesses and accidents
in a well-defined class of persons. The probabil-
ity of loss and the average severity are affected
by such risk selection or classification factors as:
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age, sex, health status and history, amount of ben-
efits, financial status, occupation, and certain
other factors. Each insurer prescribes its own
range of acceptable risk-selection factors.

Insofar as health insurance is concerned, the
two most important risk factors affecting individ-
uals are age and current and future health status.
For almost every type of benefit, both frequency
of use and severity of illness increase with age.
Underwriting guidelines developed by insurers
often require more frequent use of medical exam-
inations and requests for attending physician
statements from older applicants for individual
insurance coverage. Claims costs for different ben-
efits often vary by gender, so sex is also a factor.

The goal of the underwriter is to determine
whether insurance can be issued at “standard”
rates, offered at “substandard” rates or with other
limitations, or whether insurance should be re-
fused (declined) altogether. The current and fu-
ture health of an applicant is obviously impor-
tant. When the applicant is already ill, disabled,
or undergoing treatment at the time of applica-
tion, coverage will not ordinarily be extended at
all or if approved, will not cover the illness. If
the impairment is minor, a policy might be issued
with a preexisting condition limitation or wait-
ing period in the contract. But if the condition is
more serious, the application may be postponed
or declined altogether. Thus, through an assess-
ment of present medical condition and past med-
ical history, the probable effect of future health
status on expected claims experience is evaluated.
For example, most health insurers deny any ap-
plicant whose probability of disease exceeds three
times the average for his or her sex and age (HIAA
manual). Under these standards, human immuno-
deficiency virus (HIV) infection far exceeds the
limit of insurability for both life and health in-
surance. Insurers estimate that the mortality for
an asymptomatic 35-year-old man infected with
the HIV virus is 44 times, or 4,400 percent, that

INDIVIDUAL INSURANCE MARKET

The individual insurance marketplace, com-
pared with group insurance, is very small and con-
sists of several different segments. The first of

expected of a healthy, non-HIV-infected 35-year-
old (81).

Applicants for individual coverage are assessed
from three perspectives. First is the health history
of the individual applicant. A history of past ill-
ness or accident will be given weight depending
on: the severity of the original ailment, degree of
permanent impairment (if any), possibilities of
recurrence, complications that may develop, etc.
Certain types of impairment have high recurrence
rates (e.g., peptic ulcers), while others may have
little or no bearing on future risk for claims (e.g.,
bone fractures, appendicitis), especially if a rea-
sonable time has elapsed without complications.
Conditions that are chronic and that also produce
severe losses (i.e., involve high costs and large
claims) may result in declination altogether. Sec-
ond, certain family health information may be re-
quested relating to the health of parents, children,
and spouses. Generally, such information is more
important to life insurance than to health insur-
ance underwriting, but it may have some bear-
ing on the applicant’s future health as well (e. g.,
family history of diabetes).

Finally, the applicant’s current physical condi-
tion is evaluated. Depending on this assessment
(including judgments by the applicant himself and
the insurance agent’s observations about the ap-
plicant), certain tests or studies maybe requested
(e.g., blood chemistry, urinalysis, electrocardio-
gram), depending on the age or kinds of cover-
age sought.

Some States have legislated certain limitations
on the underwriting process, precluding insurers
from rejecting or separately rating certain persons
(141). Typically, such provisions preclude refusal
to issue coverage solely because of a physical
handicap or some other circumstance pertaining
to the applicant’s health status. These restrictions
on insurer underwriting are discussed elsewhere
in this chapter.

these is the “primary permanent” market, consist-
ing of persons who generally look to individual
insurance for their principal health benefit pro-



46

tection and who have the means to purchase such
coverage. This market is not as significant as it
once was, because many of the writers of group
benefits—such as Blue Cross and Blue Shield
plans—have expanded their group market offer-
ings down to and including very small groups

(e.g., two to nine members).

A second, but increasingly important part of
the individual marketplace is the “supplemental”
individual insurance area. This, too, is something
of a special market that serves the narrower in-
surance needs of people whose basic health ben-
efit requirements are already satisfied through
some kind of group coverage arrangement or
through Medicare. The consumers in this market
are looking only to supplement the benefit design
features of that group insurance. “Medigap” in-
surance for the elderly is an example of this type
of protection. Cancer insurance is another exam-
ple. Cash-benefit type plans are frequently mar-
keted as supplements to other forms of benefits.

A third segment of the individual market is
sometimes called the “primary interim” market.
This consists of individuals or families caught be-
tween group coverage options, usually because
of a break in the insured’s connection to a spon-
sor of group benefits (e.g., through job loss,
caused by prolonged illness and/or disability,
voluntary separation from work, death of the
worker, etc.). These persons usually seek individ-
ual insurance coverage on an interim basis. It is
in this latter market that problems relating to the
availability and/or affordability of private insur-
ance options for certain individuals are often
found.

Many of those interested in individual insur-
ance—sometimes on a permanent, sometimes on
a temporary basis—are those who have converted
from a group policy.’Once a converted policy
is issued, the administration of the policy follows
that of other forms of individual insurance, in-
cluding premiums paid directly by the insured to
the insurer. Those who take the opportunity to
convert often do so with the expectation of med-
ical expenses and are generally poorer than aver-
age risks.

‘Conversions represent a not insignificant portion of individual
enrollments in some Blue Cross/Blue Shield plans.

Companies that wish to compete in the indi-
vidual health insurance field must price their prod-
ucts low enough to be competitive with other
offerings and affordable to potential buyers but
also high enough to cover expected claims and
administrative expenses, and provide a return on
capital. Understanding this objective helps to ex-
plain the importance of the underwriting function,
or risk classification process, in the individual
health insurance field. If, after deciding on the
kinds of business it wishes to have, an insurer
prices its products on the basis of assumptions that
later prove erroneous—including estimates about
expected future claims—the company will lose
money. If the assumptions about expected claims
are very wrong, and the resulting losses severe,
the company may even face solvency problems
that could impair its ability to meet other con-
tractual obligations. The selection and rating proc-
esses are used by the companies that medically
underwrite coverage in the individual marketplace
to minimize such risks for the insuring organiza-
tion. Unless private companies are allowed to ex-
ercise reasonable control over risk selection, they
face possible failure as insuring organizations.
This is because a considerable number of persons
would wait to obtain insurance until shortly be-
fore they expect to incur large health costs and
would drop coverage when their health care needs
were no longer significant.

The individual insurance market is not regarded
by many insurers as an efficient, effective, or
profitable insurance line, and over the years the
number of major insurance companies involved
in the individual insurance field has diminished.
Individual insurance products are viewed by
many as inefficient because of the high expense
ratios needed to support the costs of acquiring
business, the expensive underwriting processes
required, and the costlier distribution system.
These factors reduce significantly the amount of
premiums that can be returned in the form of
benefits.

Profitability for individual insurance products
is largely a function of actual claims experience,
expenses, and persistency (i. e., the degree to
which policies are renewed by the insured through
continued payment of premiums), relative to the
assumptions used in pricing. Investment income,
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which is a major factor in the group market, is
not ordinarily a major contributor to earnings on
individual insurance. The ability to earn a profit,
therefore, is very sensitive to pricing assumptions,
such as inflation projections and the willingness
of regulators to view rate increases as reasonable.

The capacity of insurers to adequately price any
insurance product depends on their ability to esti-
mate risks. To assess the risks presented by an
individual applicant for insurance, the insurer
must gather as much information about the ap-
plicant as it deems needed to assign the individ-
ual to an appropriate class of risk. Insurers ar-
gue that they must have reasonable access to
knowledge that has a significant bearing on the
risk assignment process (148).

In order for rate equity to be fair among classes
of insureds, premiums must also be reasonably
related to the degree of risk involved for the class.
Under this theory, two policyholders buying in-
dividual insurance and presenting approximately
the same risk in terms of expected claims and ex-
penses are expected to pay the same premiums.
If their risks differ, the premiums should differ
as well. Unless insurers have access to and can
use pertinent information in the risk categoriza-
tion process, high-risk individuals can become in-
sured without paying premiums commensurate
with their risks. Failure to use underwriting tools
to identify different risks will result in the sub-
sidization of high-risk persons by low-risk groups.
If this subsidization is inadvertent or undisclosed,
it is unfair to the low-risk groups. Even if dis-
closed, it will induce those benefited to accept in-
surance and those overcharged to reject it, regard-
less of the inherent efficiency of the insuring
mechanism.

Both the marketplace and regulatory policies
impose limitations on the charges assessed to low-
risk groups to support high-risk individuals.
Premiums that are high because of the expected
experience of higher-risk individuals that are cov-
ered will result in lower-risk individuals seeking
insurance elsewhere from competitors who under-
write differently, or they may drop insurance be-
cause the benefits of insurance are not worth the
cost to them. Regulators, too, must be concerned
that premiums are not only reasonable from the

consumer’s point of view, but also that they are
adequate to assure the solvency of the insurer.
Thus, competitive pressures of the marketplace
introduce real limits on the ability of insurers to
accept heterogeneous risks in a single pool.

Predictive Testing—Underwriting v.
Discrimination

Until recently, the need of insurers to inquire
about and/or use tests in the underwriting proc-
ess for individual coverage was generally accepted
by many in the insurance industry and by the reg-
ulatory community. Past regulatory concerns
have focused not so much on the use of test in-
formation for underwriting purposes, but rather
on the need to preserve test result confidential-
ity. High-risk individuals are especially concerned
about privacy issues and about potential discrimi-
nation in employment, housing, or other areas,
if their health circumstances are known. As a re-
sult, many State insurance departments developed
specific policies regarding insurance company use
and disclosure of medical information about ap-
plicants and insureds, including test results. The
National Association of Insurance Commissioners
(NAIC) has developed a Model Information and
Privacy Protection Act that has been adopted by
a number of States to deal with disclosure of per-
sonal or privileged information, including unautho-
rized disclosures of information to employers
(123). Other States, though not using the NAIC
model law, have comparable requirements of one
sort or another (see app. C).

In recent years, however, many of the States
have gone beyond confidentiality concerns to pro-
hibit certain kinds of underwriting approaches
that have been deemed by State legislatures as dis-
criminatory. For example, in 1987 Maine and
North Carolina approved laws prohibiting dis-
crimination in issuing, continuing, or canceling
insurance policies, or charging higher premiums
solely because of certain physical handicaps (141).
Maine prohibits discrimination against those who
are blind, partially blind, or have physical or men-
tal handicaps unless discrimination can be justi-
fied by sound actuarial practice. North Carolina
prohibits discrimination solely on the basis of
blindness, partial blindness, or partial deafness.
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Denial of coverage may not be based on the hand-
icap alone.

Other laws have been approved in recent years
in some States prohibiting rating or rejecting per-
sons exposed to a drug (DES) linked to cancer in
the offspring of certain women or persons hav-
ing certain genetic characteristics, such as sickle-
cell traits. At least eight States have adopted
NAIC guidelines barring insurers from using sex-
ual orientation in the underwriting process or in
the determination of insurability, premium, terms
of coverage, or nonrenewal (212, 213).*

The specific rulings from many insurance de-
partments about underwriting limitations seem to
have two major goals: first, to assure that insurer
practices adequately safeguard against discrimi-
nation and breaches of confidentiality, and, sec-
ond, to assure that underwriting decisions are re-
lated to the nature and degree of risk covered or
expenses involved. As in the case of Maine, Wis-
consin demands that the factors that are used for
underwriting purposes are justified. But Wiscon-
sin has also concluded, for instance, that an ap-
plicant’s sexual orientation cannot be used as a
factor in the underwriting process (274).

Predictive Testing and AIDS

The AIDS epidemic has brought about a great
deal of attention to the problems of the high-risk
uninsured and the appropriateness of predictive
testing in the underwriting process, particularly
in individual health and life insurance markets.
In an effort to assess the levels of risk presented
by individual applicants, some insurers ask ques-
tions directed specifically at the AIDS risk. Others
seek to have applicants physically examined, in-
cluding blood testing for AIDS antibodies. Still
others are looking for indications of a recent his-
tory of sexually transmitted diseases (STD). (See
box 2-A for a description of how one insurer
handles applicants who may be AIDS antibody
positive. )

These steps have provoked considerable con-
cern among those who are in the highest risk cat-

‘Including Colorado, Delaware, Florida, lowa, Oregon, South
Dakota, Texas, and Wisconsin.

egories for potentially contracting AIDS, AIDS-
related complex (ARC) or other AIDS-related dis-
orders. Consumer and advocacy groups are par-
ticularly worried about confidentiality issues and
discrimination—particularl  in the workplace—
and about the ability of some persons to obtain
health or life insurance coverage in the individ-
ual marketplace. AIDS advocacy groups have also
charged that much of the antibody testing now
being done is not appropriate or reliable testing
for underwriting purposes. The tests, it is asserted,
may indicate the presence of the AIDS virus, but
not the disease itself.

Regulators and legislators throughout the coun-
try have been urged to pass laws or adopt regu-
lations that limit or ban the use of AIDS antibody
testing or test results as a basis for making un-
derwriting decisions. The NAIC has been very ac-
tive in the formulation of policies relating to in-
surer medical/lifestyle questions and underwriting
guidelines affecting AIDS and ARC (212). Among
State legislation on AIDS, California has passed
a law prohibiting the use of the AIDS antibody
tests or their results—but not other tests reflect-
ing immune function—for the determination of
insurability. Florida, Maine, and other States do
not prohibit the use of AIDS antibody tests, but
disallow questions regarding prior antibody test-
ing history. The New York Department of Insur-
ance held that the antibody tests are not diagnos-
tic, because they only indicate exposure to the
AIDS virus, not the presence of the disease. It at-
tempted to prohibit AIDS antibody testing in un-
derwriting and rating health insurance or in the
denial of claims, but was denied by the State Su-
preme Court in April 1988.

The District of Columbia has adopted the most
restrictive legislation regarding AIDS testing and
insurance. The legislation prohibits the use of all
AIDS-related tests for a 5-year period, including
tests for AIDS antibodies, tests for the condition
of the immune system, and tests to identify the
existence of the AIDS virus itself. The legislation
further prohibits the use of personal characteris-
tics such as age, marital status, geographic area
of residence, occupation, sex, or sexual orienta-
tion for the purpose of seeking to predict whether
any individual may in the future develop AIDS
or ARC.
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tional Research Conference on AIDS.

them or their doctors.

. Longer probation periods.

Box 2-A.—How One Insurer Handles Suspected Seropositives: Metropolitan Life’s Policy

This information is taken from “Impact on AIDS on the Health Insurance Industry, ” a speech by Philip
Briggs, vice-chairman, Metropolitan Life Insurance Co., September 30, 1987, to the Institute for Interna-

Insurance testing for AIDS primarily concerns three groups of people:

. Those applying for individual life or health insurance.
. Those in small group insurance plans (usually from 2 to 49 people).
Those who originally do not accept large group coverage but later apply for the insurance.

Metropolitan Life requires the HIV antibody test when an applicant seeks a substantial amount of cover-
age, and when the applicant has symptoms possibly suggestive of AIDS. We use two ELISAS and a West-
ern blot. Where such tests are prohibited, we use T-cell testing. No testing is performed without the appli-
cant’s consent. If the person declines the test, the application is marked “no action” and filed.

An application turned down because of a seropositive test is sent to the medical director, where the in-
formation is distributed strictly on a need-to-know basis.

To determine if applicants want to know about their seropositive test, we first tell them there was a signifi-
cant result from their blood test. Then if they return a signed authorization, we offer the information to

In group insurance, premiums and rates can be changed annually. But this may not be practical or desirable.
Instead, insurers might suggest redesigning the health plan to included some of these features:

. Limitations on benefits that involve many conditions in addition to AIDS.
. Add limited coverage clauses to plans that do not have them.

SOURCE: “How One Insurer lHandles Suspected Seropositives Metropolitan Life’s Policy” AIDS Patient care, 2(1):6 February 1988.

Wisconsin’s experience in developing AIDS-
related policies brings a different focus to some
of the specific issues ielating to predictive testing
and insurance underwriting. In the fall of 1985,
the Wisconsin legislature amended a law passed
earlier in the year prohibiting insurance compa-
nies from requiring individuals to take the AIDS
antibody test or to reveal the results of tests al-
ready taken. The provision also prohibited in-
surers from basing rates or any other terms of cov-
erage on whether an applicant had taken the test
or had revealed the results of a test already taken.
The amended law, however, allows insurers to
use a series of AIDS antibody tests which the State
epidemiologist finds to be medically significant
and sufficiently reliable for detecting the antibody
and which the Commissioner finds and designates

by rule to be sufficiently reliable for use in un-
derwriting of individual life, health, and accident
insurance.

The State epidemiologist did determine that a
series of multiple ELISA (Enzyme-Linked Immu-
nosorbent Assay) tests coupled with a Western
blot test is medically significant and sufficiently
reliable.

The Commissioner’s office found, however,
that these rulings leave unanswered the much
broader—and much more significant—public pol-
icy question of how the costs of treating the AIDS
pandemic should be dealt with, and particularly
for those who are denied coverage sought on an
individual basis.

REGULATION OF HEALTH INSURANCE

There are two broad categories of health insur-
ing organizations in the marketplace—commercial

insurance companies and hospital service (Blue
Cross) and/or medical service (Blue Shield) plans.
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More than 800 insurance companies and 77 BC/
BS plans write group and individual health insur-
ance contracts in the United States. In addition
to the insurers, there are also hundreds of health
delivery organizations, such as health mainte-
nance organizations (HMOS) and competitive
medical plans (CMPS) that, in addition to per-
forming a financing role, actually arrange for the
provision of health services for persons enrolled
in their plans.®

Regulation of Insuring Entities

All of the States have established insurance laws
that require insurance companies to meet a vari-
ety of financial and other requirements in order
to obtain a license to do business in the State. The
exact requirements vary widely from State to
State but ordinarily stipulate certain amounts of
financial resources needed to establish solvency
as an insurer (289). The specific financial require-
ments vary according to such factors as the kind
of insurer involved (e.g., a stock versus a mutual
company), how the firm is to be organized (e.g.,
as a domestic versus out-of-State company), the
number and/or combination of insurance lines
(e.g., life, casualty, accident and health, etc.) a
company proposes to market, and the insurance
experience of a firm prior to the licensing request.
Many States also require companies to maintain
membership in a guarantee association as a con-
dition of doing business to cover the liabilities of
impaired or insolvent companies.

Hospital service (Blue Cross) and medical serv-
ice (Blue Shield) plans are ordinarily exempted
from State commercial insurance law but are
granted franchises to do business and are regu-
lated under separate enabling legislation (289).
BC/BS plans usually do not have to meet the ini-
tial capitalization requirements required of com-
mercial insurance companies, but in many other
respects the plans are treated like commercial in-
surers in such matters as policy filing and ap-
proval, reporting and examination requirements,
and investment limitations. On the other hand,
BC/BS plans are frequently subject to a rate-

‘The regulatory framework governing alternative delivery orga-
nizations is not reviewed in this report.

making process that does not generally apply to
commercial insurers. Involved in this process are
review and approval of subscriber premiums,
public rate hearings, benefit modification ap-
provals, and the review and approval of payment
agreements and fee schedules with providers of
health services. In response to growing competi-
tive pressures, an increasing number of plans are
seeking legislative approval to reorganize them-
selves as mutual insurance companies instead of
traditional hospital or medical service corpora-
tions under State law.

Regulation of Insurance Contracts

Generally speaking, the statutory requirements
regarding group contracts differ from those appli-
cable to individual contracts. In essence, regula-
tion in the individual contract area is somewhat
more rigorous and also more standardized than
is found in the group contracts area. This is due
in large part to the view that people who are in-
dividually insured lack expertise about many in-
surance matters and are not in a position to ne-
gotiate the terms of contracts with the companies
that specialize in this field. Group insurance ar-
rangements, on the other hand, involve negotia-
tions between more equally situated parties who
can better protect their own interests in entering
into a health benefits contract. Thus, group in-
surance laws are usually not as detailed or as
prescriptive as the statutes affecting individual
contracts, especially with respect to policy lan-
guage, though some States do require certain uni-
form provisions in the group area. Some States
require the filing of group rates and information
justifying rates; others require rate information
only when requested by the regulatory author-
ity. However, the States generally do not regu-
late group health insurance rates on the theory
that health insurance written on a group basis has
a history of being quite competitive.

All States require that individual health insur-
ance policy forms be filed with the appropriate
regulatory authority before being used. Most
States also require similar filings of group insur-
ance contracts. Insurance laws generally author-
ize an insurance commissioner (or comparable au-
thority) to disapprove policies if they contain
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unjust, unfair, inequitable, misleading, or decep-
tive provisions. Many States also permit their
commissioners to disapprove contracts on the
grounds that the benefits provided are unreasona-
ble in relation to the premium charged for pro-
tection; that is, the premiums must not be exces-
sive. Actuarial tests have been developed for
making these assessments. Many of the BC/BS
plans are required to obtain prior approval of in-
dividual subscriber rate schedules.

Some States require the advance approval of
individual policies, riders, endorsements, and
other related contractual materials (e. g., the ap-
plication form). Most States, however, make use
of “deemer” provisions which provide that pol-
icy forms and related items will be “deemed” ap-
proved, unless the insurance authority advises to
the contrary within a specified period of time.
Some States permit the immediate use of new or
revised policy forms without any “deeming” pe-
riod until some disapproval action, if any, is
taken. States may also require an insurer to ob-
tain prior policy approval from the State in which
the insurer is domiciled before it may be offered
in their own jurisdictions.

States frequently apply statutory provisions
that prohibit certain types of discriminatory prac-
tices in issuing, continuing, or canceling insur-
ance policies, or prohibit charging higher premiums
solely because of certain physical handicaps such
as blindness, mental handicaps, etc., unless the
discrimination can be justified by sound actuar-
ial practice (123). Other anti-discrimination stat-
utes require that underwriting decisions be related
to the nature and degree of the risk covered or
expenses involved. Thus, certain factors—some
of which are discussed elsewhere in this report—
may be barred from use in making underwriting
decisions for individual coverages.

The policy form and supporting material filed
by an insurer are assigned within an insurance de-
partment to an insurance examiner, who deter-
mines that the documents are in compliance with
various statutory and administrative standards
established by the State for policy form and con-
tent. A typical filing would include several copies
of the actual policy form, the application for in-
surance, information regarding rates and the clas-

sification of risks used in connection with the pol-
icy, an outline of the rules pertaining to any limits
imposed with respect to eligible risks, and state-
ments setting forth anticipated loss ratios (ratios
of expected claim payments to premiums).

Many States also have laws governing some
aspects of group insurance contracts, such as who
constitutes a group for group benefit purposes.
In addition, many States have adopted laws re-
quiring group contracts to contain certain types
of mandatory conversion and/or continuation-
of-coverage provisions. *A conversion privilege
permits members of a group and their dependents
to continue their insurance protection on an in-
dividual basis when their coverage under a group
plan ceases, without proof of insurability (i.e.,
without regard to information that would affect
the individual’s acceptability for coverage under
an individual contract). Such requirements are
often required not only for workers who leave the
employer sponsoring the group plan, but also for
certain spouses and dependents in the case of the
insured’s death or dissolution of marriage. The
continuation is an extension of the original group
plan at the same premium, though the separated
group member (or his or her spouse or depen-
dents) pays the full premium costs of coverage,
including any employer contributions made on
behalf of members still in the group.

Mandated Benefit Laws

In addition to requiring compliance with cer-
tain contract provisions, many States have
adopted various mandated benefit laws (123).
Some of these statutes require that contracts in-
clude certain specified benefits. Existing contracts
are usually amended to include required cover-
ages on their renewal dates. Alcoholism, drug ad-
diction, maternity coverage, etc., are among the
areas frequently addressed by mandated benefit
laws.

Rather than mandate specific coverages, some
States require insurers to offer prospective buyers
certain benefits, but the inclusion of those bene-

"The Federal Consolidated Omnibus Budget Reconciliation Act
of 1985 (COBRA) (Public Law 99-272) has a similar provision re-
garding continuation of coverage.
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fits in the group contract is not required. Other
State statutes mandate payment to certain pro-
viders by precluding insurers from distinguishing
among the providers of certain health services (for
payment purposes) as long as those providers are
licensed or certified by the State and are operat-
ing within the scope of their licenses or certifi-
cations.

Premium Taxation

States (and a few other jurisdictions) impose
taxes on premiums received by insurance compa-
nies, including premiums for health insurance. In
general, these taxes vary from State to State, by
the type of company involved, and whether the
insurer is an out-of-state or domestic company.
The tax rates also vary, but most are in the 2 to
2.25 percent range. Most States do not impose
premium taxes on Blue Cross or Blue Shield plans,
though several States do impose some charges on
them in lieu of premium taxes.

Regulatory Authorities

In each of the States and the District of Colum-
bia, some authority is designated to regulate insur-
ance, including health insurance. (Health insurance
is only one of the concerns of these authorities. )
In some cases, this is an independent State agency,
such as a department of insurance; in others, the
authority is a constituent of some other entity with
broader responsibilities than insurance alone, such
as business regulation. The insurance departments,
however called, are headed by an official (usu-
ally appointed, but in some instances, elected)
known as a commissioner, superintendent, or di-
rector of insurance (in a few States, the attorney
general’s office performs certain regulatory func-
tions, usually relating to BC/BS plans). Insurance
authorities are charged with enforcing the insur-
ance, hospital, and medical service corporation
and other State laws pertaining to insurance.

Enforcement is carried out through the issuance
of regulations, rulings, and other formal proc-

esses, but also frequently through letter commu-
nications and informal discussions and meetings.
Not all regulatory policy, therefore, is clearly
spelled out in official, secondary source docu-
ments, or materials published by State insurance
regulatory authorities.

The powers of commissioners and their staffs
to affect the business of insurance are numerous
and include the power to issue or withhold li-
censes; examine an insurer’s records and finan-
cial condition; approve insurance products; sur-
veillance and, in some cases, prior approval of
rates; and the conduct of audits of operations.
Other regulatory supervision focuses on the licens-
ing of agents, advertising practices, disclosure re-
quirements, and policyholder complaints.

Federal Laws Affecting Health
Insurance

The McCarran-Ferguson Act (Public Law 15,
79th Congress) provides that the States have ma-
jor regulatory responsibilities with regard to the
business of insurance. In addition, several Fed-
eral laws affect health benefit plans, particularly
group plans. For example, the Federal tax code
has an important impact on health insurance, such
as the exclusion of employer contributions for
health benefits from the taxable income of work-
ers. Legislation such as ERISA (the Employee
Retirement Income Security Act), the HMO (Health
Maintenance Organization) Act, and Medicare
each affect the design of many private health ben-
efit programs. COBRA (Consolidated Omnibus
Budget Reconciliation Act of 1985) (Public Law
99-272) mandates that employers provide continu-
ation of coverage for those employees and their
dependents who would otherwise lose eligibility
because of reduced work hours or termination of
employment. Congress has also enacted laws pro-
hibiting certain discriminatory practices relating
to age and sex in the provision of health benefits
for workers and their dependents.
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THE HEALTH BENEFITS MARKETPLACE

Development of Health Insurance

The private health benefits marketplace is a
complex and competitive arena that involves
many different parties concerned with the design,
sale and distribution, cost, regulation, and per-
formance of the health benefits industry.

The health benefits market is dominated by
concerns with group benefits, since most non-
elderly Americans are protected against the costs
of medical care through group benefit plans usu-
ally sponsored by their employers. Modern group
health insurance evolved during the Depression
with the development of hospital service plans
(Blue Cross) that paid for specified hospital room
and board and ancillary services for a pre-deter-
mined monthly payment or premium. Also dur-
ing the 1930s, commercial insurance companies,
that did provide some sickness and accident cov-
erages on an individual basis, began to offer cash
(or indemnity) benefits toward the costs of health
care as part of group contracts.

During the Second World War, interest in
group health benefits began to expand as a com-
ponent of many collective bargaining activities,
because such benefits were not subject to wartime
wage and price control limitations. Even greater
interest in employer-sponsored group health ben-
efits emerged soon after the War, when the Su-
preme Court ruled that such benefits were a legiti-
mate part of the labor-management bargaining
process.

Initial worker interest in group health benefits
focused on hospital care, where new technologi-
cal advances in surgery and anesthesia were tak-
ing place and where the largest and most difficult-
to-budget-for expenses were incurred. Expanding
use of surgical procedures led to a broadening of
basic hospital benefits to include physician sur-
gical expenses as well. During the 1950s, group
health protection grew rapidly to cover non-sur-
gical services provided by physicians in hospitals,
and then to other medical care provided in office
and other non-hospital settings. Today, many
workers enjoy comprehensive group benefit pro-
tection that often encompasses a wide range of

medical care, including dental, vision, and other
non-medical benefits as well.

The Insured Group Market

Until the 1970s, most group buyers of health
benefits—such as employers—purchased cover-
age from a commercial insurance company or
BC/BS plan. Unless the purchasers (e.g., em-
ployers) were very large, however, they gener-
ally did not have much influence over the design,
financing, or administration of the health plan.
In the smaller group marketplace, the insurers
themselves developed and marketed a range of
standardized products from which an employer
could choose, allowing for some modifications to
meet the employer’s specific needs.

In exchange for premium payments, the group
buyers transferred to the insuring entities—
insurance companies or BC/BS plans—the finan-
cial risks of paying benefits. It is the transfer of
financial risk that is the essence of the insured
health benefits plan. In most instances, the in-
surers also performed other functions relating to
the contract, such as help in the design of bene-
fits, collection of premiums, payment of claims,
and other administrative functions. Thus, the
group buyer purchased a “package” of insurance
services. Larger group health purchasers (e. g.,
multistate employers or large associations) often
have their own in-house staffs of benefits special-
ists, including experts in group benefits contract-
ing. These employers, using their market power
as buyers, will generally invite proposals from
competing insurers to provide health benefits for
their workforce on the basis of specifications de-
veloped by the employer’s own benefits staff, by
insurance brokers, or by health benefits consul-
tants working for the buyer. As a result, larger
group plans are generally tailored to meet the
needs of the purchaser and are offered on a bid
basis. Thus, knowledgeable buyers and sophisti-
cated suppliers make the group health benefits
marketplace highly competitive.

The commercial insurance companies and the
BC/BS plans—which are basically health care
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financing and marketing arrangements—are not
the only sources of group benefit coverage. Sig-
nificant growth has also occurred in the numbers
of health delivery organizations (such as health
maintenance organizations and competitive med-
ical plans) that provide, as well as finance, bene-
fits. This growth has further intensified competi-
tion in the marketplace.

Self= insurance

The most important competitive development
in the group health benefits market during the last
15 years has been the “unbundling” of the tradi-
tional health insurance product."Major changes
have occurred in the development of new and
alternate methods to finance and/or administer
health benefit programs. The principal source of
this competition for traditional insurers in recent
years has come from their own potential policy-
holders—the employers—who have elected to
self-insure their benefit plans and purchase related
administrative services separately.

During the economic ups and downs of the
early 1970s and early 1980s, many larger corpo-
rations with health plans experienced significant
pressures on profits and cash flow. At the same
time, health care inflation and rising utilization
resulted in sharp increases in the costs of their
group health plans. As these costs increased, em-
ployers began to consider alternative ways to con-
trol expenses, including alternate methods for fi-
nancing benefits and for administering claims.

Many group buyers, particularly those with
more stable workforces, noted that they experi-
enced relatively little fluctuation in their volume
of health claims, and that the annual increases in
their experience-rated premiums were reasonably
predictable by applying a standard medical care
inflation factor. This straightforward relationship
brought home the fact that the insurers were re-
lieving the employers of very little risk, except per-
haps to protect one year’s cash flow. In effect, the
employee groups covered by large corporations
had grown to such a size as to render of little value

‘The traditional insurance product consists of various components
including risk assumption, financing arrangements, claims manage-
ment, actuarial services, legal services, etc.

the essential function of insurance—i.e., reduc-
ing the risk by pooling independent exposures. In
fact, if the group is composed of better than aver-
age risks, it can reduce its benefit costs by not hav-
ing to share in any of the costs of other risks taken
on by an insurer.

The logical next steps were to redesign the
financing mechanisms altogether. Many insurers
responded to new demands from their policy-
holders by entering into a variety of arrangements
through which the employers or groups retained
or “self-insured” part or all of the financial risks
for the payment of claims. Today, self-insured
health benefit plans of various types and design
are the predominant form of group coverage in
the marketplace among larger employers and
groups. In addition to their traditional insured
group products, most major group health insurers
(commercial and BC/BS) now offer various types
of new products, including administrative serv-
ices only (ASO) or claims services only (CSO)
programs because of the demand from group
sponsors for such arrangements.

Self-insured plans offer several key advantages
to employers. First, self-insured employers are
able to use and retain earnings on amounts that
would otherwise be paid to and held by insurers
to create claims reserves. Both commercial car-
riers and BC/BS plans are required, under vari-
ous State laws, to hold reserves to cover claims
that are due but as yet unpaid, in the course of
settlement, or incurred but not yet reported. The
actual amount of these reserves varies from case
to case and from carrier to carrier, but they can
represent a sizeable portion of the annual pre-
mium. The insurers earn interest on these reserve
amounts. Competition, however, has led most in-
surers to negotiate a retention—that is, the amount
retained by insurers for expenses, for contingen-
cies, and for profits or for additions to surplus—
with employers that reflects rate credits for the
interest earned on the reserves. Many employers,
however, felt that they could gain even more by
holding onto these amounts in the first place.

Second, no State premium taxis applied to self-
insured plans. A self-insured arrangement, there-
fore, depending on its design, can reduce or elim-
inate altogether the costs of State taxes on health
insurance premiums.
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A third and very important benefit of self-in-
surance is that self-insured plans can avoid the
requirements of State insurance law and regula-
tion because of the Federal Employee Retirement
Income Security Act, or ERISA. A provision in
ERISA allows Federal law to preempt State laws,
insofar as such laws relate to benefit plans cov-
ered by ERISA.While an exemption from the
general preemption rule for ERISA leaves un-

‘Section s14 of ERISA. Amendments to ERISA have provided
for some State regulatory review of multiple employer trusts.

THE oTA SURVEY
Introduction

Many insurance texts describe the principles of
underwriting and the underwriting process. " Yet,
there are few or no details on whom insurers test
and what tests they require. A 1986 survey con-
ducted by the Health Insurance Association of
America (HIAA) and the American Council on
Life Insurance (ACLI) gathered data on screen-
ing by insurers for infections with the human im-
munodeficiency virus (HIV) (127). This survey,
however, had two important limitations. It did
not provide a view of HIV testing in the context
of other routine tests required by insurers, and
it included neither Blue Cross and Blue Shield
(BC/BS) plans nor health maintenance organiza-
tions (1-IMOS), a rapidly growing health insurance
sector.

In an effort to fill this gap, the Office of Tech-
nology Assessment (OTA) conducted a survey of
commercial carriers and BC/BS plans in July 1987,
and a survey of HMOS in September 1987. Ap-
proximately 14.s million non-Medicare individ-
uals have health insurance without the benefits
of group membership. Commercial carriers insure
approximately 9.3 million (66); BC/BS, 4.2 mil-
lion (203); and HMOS, approximately 1 million

‘This survey was published in February 1988 as the second staff
paper in OTA’S Series on AIDS-Related Issues. The staff paper is
expanded here to include relevant data on group-based health in-
surance underwriting. . . )

loUnderwriting is the process by which an insurer determines
whether or not and on what basis it will accept an application for
insurance.

touched State laws that are designed to regulate
the business of insurance, ERISA preempts laws
that have a regulatory impact on employee ben-
efit plans. Thus, self-insured plans need not com-
ply with any of the State laws that require health
insurance contracts to include specified benefits,
comply with certain anti-discrimination standards
applicable to insured plans, pay State insurance
premium taxes, or participate in insurance pools
for high-risk individuals. Much of the group ben-
efits marketplace, therefore, is virtually unregu-
lated by the States.

(146, 239). These are the principal individuals that
must meet underwriting standards to obtain health
coverage, and their insurers were the focus of the
OTA survey.

The survey was developed in cooperation with
HIAA, the national Blue Cross and Blue Shield
Association (BCBSA), and the Group Health
Association of America (GHAA). The purpose of
the survey was twofold:

1. to collect basic information on individual un-
derwriting practices and the use of medical
screening by insurers, and

2. to document how health underwriters have
responded to the AIDS epidemic.

The survey questionnaire varied little among
the three target groups. Terminology was tailored
to each, and some questions were modified to re-
flect differences in rating and enrollment practices.
The survey of commercial companies is presented
in app. D.

Overall, 84 percent of the total group of com-
mercial carriers, BC/BS plans, and HMOS that
were surveyed responded. Survey responses are
summarized in table 2-1 and described below.

Commercial Health Insurers

The commercial health insurance survey was
targeted to those firms that sell individual policies.
These firms are the principal health insurers who
require some applicants to undergo diagnostic
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Table 2-1.—Response to the Survey: Commercial
Health Insurers, BC/BS Plans, and HMOS

Commercial
insurers BC/BS plans HMOS
Total mailed questionnaires .. .88 15 50
Replied .. ..............73(83%) 15 (100%) 40 (80%)
fully responded ., 62°(70%) 15 (100%) 16°(32%)

omitted (not relevant) ., 9 (10?40) - 23 (46%)

company liquidated 1 - -

too late for inclusion . . .. 1 - 1 (2%)
NoReply ................. 15 (17%) — 10 (20%)

a0ne of the sixty-two responding companies had recently withdrawn from the
individual health insurance market and responded only to those questions con-

cerning small underwritten group policies.
bone of the sixteen responding HMOs does not allow individual enrollment but

does accept small underwritten groups.
SOURCE: Office of Technology Assessment, 1988.

testing or physical examination .11 The survey was
sent to the 88 largest individual health insurers
identified by the 1985 “Best’s Life-Health Indus-
try Marketing Results” (20). These 88 companies
represented 70 percent of the commercial, indi-
vidual health insurance market .12 Two insurers
not found on the Best list but reported elsewhere
(217) to be “leaders” in individual health were in-
cluded. Two companies reported on the Best’s list
were never located. Thus, the survey was sent to
a total of 88 companies.

Eighty-three percent (73 of 88) of the commer-
cial insurers responded, although one response ar-
rived too late for inclusion and nine companies
issued policies that were not relevant to the in-
tent of the survey (table 2-1). These nine compa-
nies sold only cancer, intensive care unit (ICU),
guarantee issue, or Medigap policies and were
omitted .13 Another company had been liquidated.
Nevertheless, commercial participation was high;
62 companies (70 percent) completed the survey

1L arge group health insurers may test, but only in rare cases of

so-called “late applicants. ” Late applicants are employees who are
eligible for group health insurance but choose not to sign up until
after the normal enroliment period. Employees who do not partici-
pate when first eligible may later choose to join when they know
they soon will have a claim. Insurers often require proof of insura-
bility to prevent such adverse selection (124). .

12Market share calculations were based on 1985 direct premiums
earned for collectively renewable, guaranteed renewable, and all
other accident and health insurance.

13Cancer insurance provides coverage only for cancer. ICU pol-
icies cover only stays in hospital intensive care units. “Guarantee
issue” refers to policies sold without regard to health status. Medi-
gap policies are designed as supplements to Medicare coverage for
the elderly.

in time to be included in the analysis, represent-
ing approximately 57 percent of the commercial,
individual health insurance market (20). (One
company had recently withdrawn from the indi-
vidual health market and responded only to those
questions concerning group policies. ) Response
was especially strong among industry leaders. Of
the 25 largest companies in 1985, 19 completed
the survey (41 percent of the market), 4 were not
relevant to the survey, and 2 did not reply.

Three health insurance populations were de-
fined in the questionnaire:

1. individuals-those who seek insurance inde-
pendently and without any association with
an employer or membership group of any
kind (also referred to as direct pay or non-
group in the BC/BS survey and self-pay in
the HMO survey);

2. individually underwritten groups—those
groups that are too small to qualify for
experience-rating and whose members must
be individually underwritten (referred to in
this report as small groups);

3. other groups—employee and other large
groups that do not require individual under-
writing (referred to in this report as large

groups).

Survey respondents were asked to avoid includ-
ing group conversions to individual coverage or
Medigap policies in their responses.

It is important to emphasize that the surveyed
companies were selected to target leaders in indi-
vidual health rather than group-based insurance.
Indeed, a significant number of the respondents
do not sell group health insurance. Of the 62 sur-
vey respondents, 38 reported that they underwrite
small group health insurance, and only 27 indi-
cated that they offer large group coverage. While
the survey’s focus was on individual underwrit-
ing, these companies were asked to also respond
to questions concerning their group underwriting
practices .14

Companies were selected for inclusion in the
survey regardless of HIAA affiliation. However,
letters endorsing the survey were sent by HIAA,

14The response t0 group-related questions Was sometimes poor,
thus only significant findings are reviewed in this report.
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on OTA'’S behalf, to their 52 members. Compa-
nies providing confusing or incomplete data were
called for clarifications.

The responding companies reported receiving
a total of 2.24 million applications for individual
health insurance each year. '5 The annual volume
of applications ranged from 700 to 325,000. The
largest insurers dramatically overshadowed the
others. Although 70 percent of responding com-
panies process no more than 33,000 applications
annually, 6 firms alone accounted for 1.2 million
applications, or more than half the annual vol-
ume of the entire group (table 2-2).

Twenty-eight of the respondents reported also
receiving 436,000 small group applications annu-
ally. While most of these insurers (17 of 28) proc-
ess fewer than 10,000, one company alone ac-
counted for 100,000 small group applications or
more than 20 percent of the annual volume of the
entire group (table 2-2).”

Blue Cross/Blue Shield Plans

There are 77 BC/BS plans nationwide, all offer-
ing some form of individual health coverage.
BC/BS plans often operate under considerably
different conditions from commercial carriers.
Some plans hold open enrollment periods, all are
regionally based, and many enjoy significant
shares of their local health insurance market.

sFour of the sixty-one individual insurers did not provide data

on number of applications received annually.
*Ten of th,thirty-eight responding companies (26 percent) that

underwrite small group insurance did not report their application
statistics.

These factors may play a pivotal role in under-
writing policies.

Twenty-four plans (31 percent) in 15 States, 4
according to State mandate, accept anyone who
applies for individual coverage, regardless of
health status, during certain periods of the year.
Seventeen (22 percent) of these “open enrollment”
plans are termed “continuous,” because they ac-
cept all applicants throughout the year (165). The
implications for the underwriting process are sig-
nificant. Because no individual standards of in-
surability are applied to open enrollment appli-
cants, there is considerable adverse selection. In
other words, people with poorer than average
health expectations are more likely to apply for
insurance than those with average or better health
expectations. Most plans attempt to hold down
premium rates for open enrollment subscribers by
providing less comprehensive benefits relative to
medically underwritten applicants. Others require
open enrollment subscribers to pay higher pre-
miums than underwritten applicants for identi-
cal coverage. Open enrollment coverage of high-
risk applicants usually entails waiting periods be-
fore initial benefits may be paid and may impose
limitations on coverage of preexisting conditions.

Even though open enrollment plans never deny
an application, applicants may be required to fur-
nish evidence of their health status, including an
attending physician’s statement (APS).” Individ-
uals enrolling in an open enrollment program

17 A attending physician statement is a report summarizing the

applicant’s recent health history that is prepared by the applicant’s
personal physician.

Table 2-2.—Commercial Health Insurers Annual Volume of Applications for Individual
and Small Group Coverage

Individual policies

Small group policies

Number of Number of

Average number of companies Percent of companies Percent of
applications per year (n=61) companies (n=38) companies
100-15,000 . . oot 26 4320 19 50"/0
15,001 -30,000 . . . oot 16 26 5 13
30,001-45,000. . ...t 5 8 3
45,001-100,000........ciii i 5 8 : 8
More than 100,000 . . .. .. .....ovvvnnn.. 5 8 0 -
Notavailable . . ..............coovvn.. 4 7 10 26

Total . o oo 61 1000/0 38 1000/0

SOURCE" Office of Technology Assessment, 1988.
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often have the option of undergoing medical un-
derwriting, and even a physical exam, to deter-
mine whether they qualify for a more compre-
hensive benefit package at a preferable rate. In
addition, health information may be required by
the underwriter to develop benefit limits, exclu-
sion riders, waiting periods for preexisting con-
ditions, or premium rates.

Unlike commercial insurers, the BC/BS plans
are regional and do not sell coverage outside a
particular State, metropolitan area, or region.
This has particular significance vis a vis AIDS,
not only because of the disproportionate effect of
the epidemic on certain locales, but also because
of State and local regulations on screening for HIV
infection.

The market share of many BC/BS plans, though
decreasing in recent years, has historically over-
shadowed that of any individual commercial car-
rier. In some States, as much as half the popula-
tion may be BC/BS subscribers. Such a secure
market position can shape underwriting policies
and allow a plan, for example, to enroll high-risk
applicants.

Fifteen plans were selected for the OTA survey
and were chosen to ensure representative geo-
graphic distribution, variations in market share,
location in areas of low and high AIDS preva-
lence, and differing policies regarding open en-
rollment (table 2-3). The survey was sent to the
plans, on OTA’S behalf, by the national Blue
Cross and Blue Shield Association along with a
letter of endorsement. All 15 plans completed the
guestionnaire and reported that they offer indi-
vidual and large group coverage. Fourteen also
underwrite small groups. Plans providing confus-
ing or incomplete data were called for clarifi-
cations.

The commercial questionnaire was adapted for
the BC/BS plans to include appropriate terminol-
ogy and address BC/BS open enrollment and un-
derwriting practices. ”

8References t. “individual coverage” were replaced by “non-
group/direct pay” coverage to reflect BC/BSterminology. Plans were
asked to verif, whether the offered continuous or noncontinuous
open enrollment. Question 11. B. in the commercial insurers surve,
(see app. D), which concerns the importance of nonmedical under-

Table 2-3.—Characteristics of the 15 Responding
Blue Cross/Blue Shield Plans

Number of plans

Plan characteristic (n= 152
In an area of high AIDSgevalence ..... 5
Significant market share

(more than 38°/0O share) . .. ........... 7
In a competitive market

(20-31 ‘/oshare) . ... 8
Offers continuous open enrollment . . . . 4

agome plans appear in more than one category.

bMarket share data come from P. Fanara and W. Greenberg, “The Impact of Com-
petition and Regulation on Blue Cross Enroliment of Non-Group Individuals,”
The Journal of Risk and Insurance, Pp. 188-189, June 1985,

cAn additional planholds open enrollment, but it is limited to certain months

of the year.
SOURCE: Office of Technology Assessment, 1988,

Health Maintenance Organizations

HMOS are health care organizations that pro-
vide comprehensive services to enrolled members
for a fixed, prepaid amount that is independent
of the number of services actually used. As of
March 1987, there were 654 HMOS in the United
States, with enrollment exceeding 27.7 million
members, or more than 10 percent of the U.S.
population. HMO growth has been phenomenal.
From 1981 to 1986, average annual enrollment in-
creased 20 percent, while the number of plans in-
creased by 48 percent. Thirty-four new plans
started in the first 3 months of 1987 alone (147).

By assuming not only the insurance risk but
also the responsibility for providing their mem-
bers’ health care, HMOS operate under signifi-
cantly different conditions from either BC/BS
plans or commercial carriers. Another important
distinction is that while commercial insurers and
BC/BS plans are governed solely by State regu-
lations, many HMOS voluntarily adhere to Fed-
eral qualification standards as well.I°

More than half the nation’s HMOS are feder-
ally qualified, and 80 percent of HMO enrollment

writing factors, was split into three parts, focusing on the actual
proportion of BC/BS applicants affected by medical as well as
nonmedical underwritin, factors.

19The Federal Health Maintenance Organization Act of 1973, as
amended (42 U.S.C. Sec. 300e et seq.), created an HMO office within
the Department of Health and Human Services to regulate HMOs
through qualification and ongoing compliance requirements. In order
to become federall qualified, HMOs must meet certain financial,
underwriting, and rate-settin standards and provide specified med-
ically necessar, health services (116).
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is in federally qualified plans (147). Federal qual-
ification shapes HMO insurance practices includ-
ing rate-setting, risk classification, coverage, pre-
existing conditions, and waiting periods. It requires
that if an HMO accepts non-Medicare individual
members, they must be either accepted at a com-
munity rate or rejected altogether. Exclusion riders
and rated premiums are prohibited. In addition,
benefits for preexisting conditions must be avail-
able upon enrollment because waiting periods are
not allowed.” Medical screening of individual ap-
plicants is permitted, however.

State HMO regulation varies. While some
States give HMOS considerable latitude with re-
spect to nongroup underwriting, others are more
restrictive than the Federal HMO Act. Minnesota,
for example, allows medical screening, exclusion
riders and experience-rating (315). In contrast,
Ohio forbids medical screening of nongroup ap-
plicants during a mandated 30-day open enroll-
ment period each year (283),

Most industry experts believe that individual
enrollment in HMOS is rare. The Group Health
Association of America estimates that no more
than 4 percent of non-Medicare HMO members
enroll as individuals (239). Many of these “self-
payers” are ‘“conversions” (i. e., former group
members who have converted to individual en-
rollment because of a change in employment or
marital status). Both the Federal HMO Act Reg-
ulations (42 CFR 417.108(e)) and The Consoli-
dated Omnibus Budget Reconciliation Act of 1985
(COBRA) (Public Law 99-272) mandate that
HMOS allow group members to convert to indi-
vidual enrollment without providing evidence of
insurability y.

No national database identifies the HMOS that
accept self-paying individuals. Because OTA was
not able to ascertain which HMOS accept indi-
vidual enrollment, the survey questionnaire was
sent to the 50 largest local and national HMOS
to first inquire whether the organization enrolled
individuals other than on a conversion basis and,
if so, to request that the HMO participate in the

‘“However,ifa“HMOaPP“““‘ knowingly misrepresents his or

her state of health, the plan may have grounds to terminate mem-
bership.

survey .21 Endorsement letters from GHAA were

enclosed with the survey. Plans providing con-
fusing or incomplete data were called for clarifi-
cations.

Eighty percent of the HMOS (40 of 50) re-
sponded.” Sixteen (32 percent) reported that they
met the survey requirements and completed the
questionnaire in time to be included in the anal-
ysis; of these, 15 (30 percent) accept nongroup in-
dividuals (i.e., on a non-conversion basis), eight
(16 percent) underwrite small group, and 16 (100
percent) and 4 (25 percent) enroll community-
rated and experience-rated groups respectively.
(Note that one of the sixteen responding HMOS
does not allow individual enrollment but does un-
derwrite small groups.) The fact that close to one-
third of the 50 largest HMOS enrolled noncon-
version individuals indicates that HMOS may be
playing a greater role in the individual health in-
surance market than previously believed.

The 16 plans that completed the survey had a
total of 9.2 million members and one-third of the
nation’s total HMO membership. Membership for
these HMOS ranged from 110,000 to more than
4.9 million; several were national firms that in-
cluded from 6 to 24 local plans. The 23 HMOS
that responded to OTA’S letter but accepted nei-
ther nonconversion individuals nor underwritten
groups had a total of 6.5 million members (147).
Other responding plan characteristics are summa-
rized in table 2-4.

Although the responding HMOS represent a
substantial share of the national HMO member-
ship, these older, established, and very large orga-
nizations are not necessarily representative of
younger plans and recent entrants into the mar-

21The surveyed plans were selected from “The Interstudy Edge”
report of HMO membership as of Mar. 31, 1987. Note that many
of the so largest HMOs are national firms that may include as many
as 37 local plans.

22The HMO survey instrument differed from the commercial ques-
tionnaire in several ways. Plans were asked if the HMO (1) accepted
self-paying individuals other than on a conversion basis; (2) was
federally qualified or had a nonfederally qualified subsidiary; (3)
offered continuous or noncontinuous open enrollment; and (4) had
individually underwritten groups, community-rated groups, or
experience-rated groups. In addition, some terminology was changed
to reflect HMO practice.

3However, one HMO responded too late to be included in the

analysis for this report.
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Table 2-4.—Characteristics of the 16 Responding
HMOs*®

Number of HMOS

HMO characteristic (n= 16) Percent of HMOS
Federally qualified (FQ), 9 56%
FO with non-FQ subsidiary 3 19
Model type:
Network . ... .......... .. 7 44%
IPA ’ 5 31
Staff . ... 3 19
Group . . . . . . 1 6
Membership types accepted:
Self-pay individuals 15 94%
Individually ~underwritten groups 8 50
Community-rated groups . . 16 100
Experience-rated group 4 25

An additional 16HMOs responded to the survey but were excluded because
thev accent neither individuals nor individually underwritten groups.
Independent practice association.

SOURCE: Office of Technology Assessment, 1988.

ket. Small, young HMOS are less likely to enroll
individuals, be federally qualified, or operate on
a not-for-profit basis (147).

Survey Results

Medical and Other Factors in Risk
Classification™

Commercial Insurers.—The outcome of under-
writing is risk classification, the final evaluation

24Throughout this discussion, small group risk classification sta-

tistics are provided only when the related survey response was
meaningful. Note also that small group underwriting varies. Some
insurers risk-classify each small group member individually; cov-

of whether the proposed insured will be covered
on a “standard” or “substandard” basis, or not
at all. 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 general, the compa-
nies take a very similar approach to classifying
risk. However, there are differences; some medi-
cal conditions or impairments that make the ap-
plicant wholly uninsurable by one insurer may
just be excluded 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 juvenile
diabetics and insure but exclude diabetes for other
diabetic applicants. In some cases, severity of the
condition is key. For example, if hypertension is
controlled and moderate, a rated premium (i. e.,
more expensive) may be offered,; if the hyperten-
sion is uncontrolled or severe, the applicant may
be denied coverage altogether (table 2-5).

Most applicants for individual health coverage
are classified as standard and can purchase insur-
ance protection without extra premiums or spe-
cial limitations. Three-quarters of the responding
insurers (46 of 61) provided standard coverage to
at least 60 percent of their individual applicants.
In total, the responding insurers reported selling

ering some members on a standard basis, requiring exclusion waivers
for others, and possibly refusing to cover others. Other insurers look
at the small group as a whole and either underwrite the group en-
tirely or not at all. The statistics reported here reflect the former
practice.

Table 2-5.—Risk Classification by Commercial Health Insurers: Common Conditions Requiring a Higher
Premium, Exclusion Waiver, or Denial

Higher premium Exclusion waiver Denial

Allergies Cataract AIDS

Asthma Gallstones Ulcerative colitis

Back strain Fibroid tumor (uterus) Cirrhosis of liver
Hypertension  (controlled) Hernia (hiatal/inguinal) Diabetes mellitus
Arthritis Migraine headaches Leukemia

Gout Pelvic inflammatory disease Schizophrenia
Glaucoma Chronic otitis media (recent) Hypertension  (uncontrolled)
Obesity Spine/back disorders Emphysema
Psychoneurosis  (mild) Hemorrhoids Stroke

Kidney stones Knee impairment Obesity (severe)
Emphysema (mild to moderate) Asthma Angina (severe)
Alcoholism/drug use Allergies Coronary artery disease

Heart murmur Varicose veins
Peptic ulcer

Colitis Fractures

Sinusitis, chronic or severe

Epilepsy
Lupus
Alcoholism/drug  abuse

SOURCE: Office of Technology Assessment, 1988.
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more than 1.5 million new standard individual Almost two-thirds (24 of 38) of the respond-
policies each year; approximately 73 percent of ents underwriting small groups also cover 60 to
their individual applicants are classified as stand- 100 percent of group members on a standard ba-
ard (table 2-6, figure 2-I). sis. Overall, approximately three-quarters of small

Table 2-6.—Underwriting by Commercial Health Insurers: Risk Classification of
Individual and Small Group Applicants

Individuals Small group
Number of Number of
companies Percent of companies Percent of
Percent of applicants (n=61) companies (n=38) companies
Standard:

Neverused . .............. .. 0 - 0 -
1t0190/0. ... .. 0 - 0 -
20t0390/0 . ..o 0. ! 2Y0 ! 30/0

40t0590/0 . ... ... 0.... 7 11 1 3
60t0790/0 . .. ..o 26 43 7 18
80t01000/0 . ..o vt 20 33 17 45
Notavailable . ......................... 7 1 12 32
Total .. ..o 61 100YO 38 1000/0
Substandard:
Exclusion waiver:
Neverused . ............0o ... 3 50/0 14 370/0
1t0190/0. ... 35 57 10 26
20t0390/0 . . ..ot 13 21 2 5
40t0590/0 ... ... 2 0 -
60t0790/0 . .. ..o : - 0 —
80t01000/0 .. ..o v it 0 - 0 -
Notavailable . . ........................ 9 15 12 32
Total . ..o 61 100YO 38 100%
Rated premium:
Never used 13 21V0 20 53Y0
1101900, ..o 35 57 5 13
20t039% .. 3 5 1 3
40t0599% . ..o 0 - 0 -
B0t 79% ..o oo 0 - 0 -
80t0100/0. ... ... . . 0 - 0 -
Not available.. . . . . ... ... ... ... ~ 10 16 12 32
Total ... 61 100Y0 38 100%
Exclusion waiver and rated premium:
Neverused . ............ovuiuuiinnn.n. 16 26Y0 22 58Y0
1t0190/0 .. ...t 33 54 3 8
2010 39% . ot 1 2 1 3
401059% . ..o 0 - 0 -
B0t079% . ...ttt 0 - 0 -
8010200% . . oo oo et 0 - 0 -
Notavailable . .. ....................... 1 18 12 32
Total .. ..o 61 100Y0 38 100%
Rejected:
Neverused . ........ouuuiuniunnenn. .. 2240 0 -
1t019% ... .. 5; 85 20 53Y0
201089% . .\ L 2 7 18
401059% ..\t 0 - 0 —
BOT0T79% .. oo e e 0 - 0 -
8010200% . ..o oo et 0 - 0 -
Notavailable . .. ....................... 7 11 11 29
Total . ..o 61 100% 38 1000/0

8pgrcentages may not total 100 due to rounding.

SOURCE: Office of Technology Assessment, 1988
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Figure 2-1 .—Risk Classification in Individual Health Insurance:

Estimated Proportions of Standard, Substandard, and Denied Applicants

Commercial Insurers
(n=53)

Standard
73%

20%

BC/BS
(n=14)

Standard

0,
83% Subs tandal‘d

9%

Denield - .
8% IR

~nlv those respondents reporting complete risk classification data were included.

abc

Rate rggemlum

%

Excluslon waiver

13°0

ZWaivered & rated up

2% HMOs
(n=12)
Standard
73%
Substandard
(waivered)
3%
Rated premium Denied
3% 24%

Excluslon waiver

6%

Proportions were estimated by dividing the respondents’ total number of applicants in each risk class by their total number of applications

CPercentages ma,not total 100 due to rounding.

SOURCE: Office of Technology Assessment, 1988.

group applicants to companies that underwrite
each group member individually are offered stand-
ard coverage.

Substandard policies include an exclusion waiver,
a rated premium, or both. About 413,000 indi-
vidual applicants were offered coverage on this
basis by the responding insurers, or 20 percent
of completed applications. The small group in-
surers offered substandard coverage to approxi-
mately 15 percent of their applicants (figure 2-I).

Exclusion waivers may temporarily or perma-
nently exclude a medical condition from cover-
age. The exclusion may be for a specific condi-
tion, 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 with-
out 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 of 61) reported that 1 to 19 percent
of their individual applicants carry an exclusion
waiver. Thirteen (21 percent) required exclusions
for 20 to 39 percent of their applicants (table 2-6).

Thirty-two percent of the small group insurers
(12 of 38) required exclusion waivers for 1 to 39
percent of small group members applying for
coverage.

Thirty-five insurers (57 percent) 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 (123). Thirteen
companies (21 percent) never rate-up applicants.
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Rated conditions do not differ significantly from
those that insurers may exclude; in general, higher
premiums are required for chronic but moderately
severe conditions (e.g., asthma, glaucoma). Whether
a condition is excluded or rated is a matter of com-
pany pricing policy and strategy. Sometimes the
insurer does both.

Most of the responding insurers (56 percent)
noted that some policies may require an exclu-
sion and rated premium; 1 to 22 percent of ap-
plicants are underwritten this way.

Eight percent of individual applicants were de-
nied coverage by the responding insurers; approx-
imately 164,000 individuals each year. Most com-
panies (54 percent) deny coverage to less than 10
percent of their applicants; 31 percent deny cov-
erage to between 10 and 19 percent. Coverage
may be denied for serious medical reasons or “be-
cause an applicant is clearly outside a particular
company’s parameter of acceptable risks for oc-
cupational or financial reasons” (123). Most in-
surers deny any applicant whose probability of
disease exceeds three times the average for his sex
and age.

More than half the small group insurers (20 of
38) deny 1 to 19 percent of small group applicants,
Overall, approximately 10 percent of small group
applicants to companies that underwrite each
group member individually are denied coverage.

Insurability is not just a matter of health sta-
tus; several factors are key to the underwriter’s
decision to deny an application, to exclude a con-
dition, or to rate up an applicant. The survey re-
sults indicate that other factors besides ill health
can seriously hamper access to health coverage
for nongroup individuals and their family mem-
bers (table 2-7).

When asked to indicate which nonmedical un-
derwriting factors could affect an application’s
acceptance, commercial insurers most commonly
cited dangerous health habits (e. g., drug abuse),
illegal or unethical behavior (e. g., criminal busi-
ness practices), age, and occupation.

Drug abuse, and other health endangering
habits, perhaps better categorized as significant
predictors of health status, were considered of crit-
ical importance by 57 (93 percent) responding

companies; indeed, many emphasized that drug
abusers are uninsurable. Nearly three-quarters (44
of 61) of those responding also considered “illegal
or unethical behavior” incompatible with insura-
bility. 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 rejection,
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 in-
surers (34 of 61), an indication of the increasingly
common use of premium credits for nonsmokers.
Dangerous avocations, such as race car driving
or hang gliding, were considered either “very im-
portant” or “important” to almost 80 percent (48
of 61) of those surveyed. Rather than deny cov-
erage to applicants with risky hobbies, most un-
derwriters choose to limit only the insurer’s re-
sponsibility for related accidents.

The survey results also show that financial sta-
tus plays a key role in health insurance under-
writing. Sixteen percent (10 of 61) of those re-
sponding said financial factors alone could affect
acceptance of an application; another 43 percent
(26 of 61) considered it “important” to coverage
limits and premium levels. Some insurers may
establish minimum income requirements for cer-
tain types of medical expense policies in order to
avoid early lapses caused by the insured’s inability
to afford the premium (123).

Many respondents reported requiring financial
and personal investigations. (See “Sources of Med-
ical Information, ” table 2-12. ) Although 25 per-
cent (15 of 61) of the respondents never require
an investigation, 16 percent (10 of 61) investigate
one-fourth or more of their applicants. Two com-
panies reported that financial or personal checks
are done on every individual applicant. More than
one-third of the small group insurers (13 of 38)
also require similar checks on applicants. One
company requires investigations of all its small
group applicants. Most commonly, these inspec-
tions are credit and motor vehicle record checks,
but insurers also rely on inspection agencies to
verify health information reported in the appli-
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Table 2-7.—individual Underwriting by Commercial Health Insurers: The Importance of Non-Medical Factors

Very important

important Unimportant Never used

Underwriting factor (n=61)°

Number Percent’Number Percent’Number Percent’Number Percent’

. Avocation (e.g., racecardriving) . . ........ ..

. Health endangering personal habitS(e.9., drug abuse) .. ... ....
. Health enhancing personal behavior (e.gq non-smoking) . . . . . .

Place of residence . . .. ....... ... ... ... ... ... ..
L Sexual ofentation . ... ..

@_a)\l@(ﬂ-bwl\)!—‘

ABE . 23
. T~pe of occupation . . . . ... .. ... ... 18

CFinancial status . . ... ..o 10

. lilegal or unethical behavior. . ... .................... 44

38% 29 48% 6 10?40 3 50
30 29 48 1 18 3 5
15 39 64 9 15 4 7
16 26 43 20 33 5 8
93 3 5 o] - 1 2
10 34 56 9 15 12 20
72 13 21 2 3 2 3

5 13 21 21 34 24 39

2 4 7 13 21 43 70

aDefiniti~n~:  Vef.Y/mP~ffaflt-Critical to UHUEIWIILIIIQ process; can affect acceptance/rejection.

Important—Always considered but will never by itself affect acceptance/rejection. It may,

period) and/or premium.

however, influence coverage limits (e.g. exclusions or waiting

Unimportant—Rarely affects acceptance/rejec!ion, coverage limits, or premium—unless in conjunction with other more important factors.

Never used—Never considere
b o did not respond to this ques!ion

nnnnnnnnn

crow percentages may not total 100 due to rounding.
SOURCE: Office of Technology Assessment, 1988.

cation and even information on sexual orienta-
tion (see below).

Although close to 40 percent (24 of 61) of the
commercial insurers never use place of residence
in underwriting, more than one-quarter (16 of 61)
consider it very “important” or “important.”
Another 34 percent (21 of 61) reported that resi-
dence may influence underwriting determinations
when considered in conjunction with other more
important risk factors. Several carriers noted that
their concern over place of residence was due to
insurance fraud that was known to occur in cer-
tain localities. Others indicated that use of place
of residence in setting premiums is a result of re-
gional variations in health care costs. Among the
31 respondents who tested for exposure to the
AIDS virus, 3 (10 percent) required HIV screen-
ing of all applicants residing in areas of high AIDS
prevalence.

Seventy percent (43 of 61) of the respondents
indicated that sexual orientation is never used in
underwriting. However, contrary to the 1987 Na-
tional Association of Insurance Commissioner
(NAIC) guidelines (212) recommending against
using sexual orientation in underwriting, 5 com-
panies considered it “very important” or “impor-
tant” (i. e., affecting coverage, premiums, or pos-
sibly acceptance), and another 13 ranked it as
“unimportant” (i.e., not affecting insurability un-

less present with other more important factors).”26
In addition, three companies reported requesting
an APS or physical exam based on sexual orien-
tation.

It is unclear how insurers ascertain an appli-
cant’s sexual preference. Most (48 of 61) of the
respondents provided samples of their health in-
surance applications, none of which included any
guestions concerning sexual orientation or life-
style. One manager of a firm which specializes
in insurance paramedical exams reported seeing
references to an applicant’s homosexuality in at-
tending physician statements. Three insurers, in
conversations with OTA, noted using indirect ap-
proaches or inspection agencies to confirm *“sus-
picions of homosexuality” by, for example, inter-
viewing a proposed insured’s neighbors. (The
NAIC guidelines, referred to above, also advise
that “insurance support organizations shall be
directed by insurers not to investigate, directly or

2] 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 insurability. ” At least nine States (Califor-
nia, Colorado, Delaware, Florida, lowa, Oregon, South Dakota,
Texas, and Wisconsin) have barred using sexual orientation in un-
derwriting or in the determination of insurability, premiums, terms
of coverage, or renewals (212).

26These 18 companies hold approximately 10 percent of the indi-
vidual, commercial health insurance market; 5 are among the 25
largest in the country (20).
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indirectly, the sexual orientation of an applicant
or beneficiary ”.) (212)

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 appli-
cant is identified varies little from the approach
used by commercial carriers. Medical conditions
that commonly require a rated premium, exclu-
sion waiver, or are wholly uninsurable by com-
mercial insurers are similarly classified by the non-
open, responding plans (see table 2-5).

Open enrollment programs do not classify ap-
plicants by risk in the usual sense, although 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 ben-
efits may be paid for preexisting conditions and
may exclude preexisting conditions.

Fourteen of fifteen responding plans reported
receiving a total of 401,500 individual applications
annually,”

Most BC/BS applicants for individual cover-
age are classified as standard. Thirteen plans (86
percent) provided standard coverage to 60 to 100
percent of their nongroup applicants; the other
two plans classified 40 to 59 percent as standard
(table 2-8). In total, respondents reported selling
approximately 332,000 new nongroup standard
policies each year. Eighty-three percent of their
individual applicants were classified as standard
(figure 2-I).

Sixty to 100 percent of small group applicants
were also accepted as standard by half the plans
(7 of 14) and up to 25 percent were denied.

Each year about 37,000 individual applicants
are offered substandard coverage by the respond-
ing plans; 9 percent of those completing applica-
tions. Exclusion riders, rather than rated premiums,
are more commonly used in BC/BS individual
policies. Eight plans (53 percent) reported requir-
ing an exclusion for up to 39 percent of their non-

270ne plan did not furnish nongroup application data. Small group
application statistics were unavailable from most of the respondents.

group applicants, while only four plans (27 per-
cent) charged higher premiums for less than 20
percent of applicants. One continuous open en-
roliment plan required exclusion waivers for 27
percent of its applicants.

Only two plans (14 percent) reported ever re-
quiring exclusions or rated premiums for small
group members.

The respondents (open and nonopen enroliment
combined) refused coverage to 8 percent of their
individual applicants. Denial rates range from O
(for open enrollment plans) to 35 percent (table
2-8).

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 insurabil-
ity; that is, to estimate the proportion of appli-
cants 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 2-9).

The responses to these questions indicate that
BC/BS insurability is almost purely a question 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 half the
plans (7 of 15) also reported denying nongroup
applications because of alcohol or drug abuse his-
tories (table 2-9).”

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

Nearly three-quarters (11 of 15) of the respond-
ing plans never “rate-up” individual premiums be-
cause of medical condition. Of the four plans that

28BC/BS plans may deny coverage to applicants residing outside
their service area.
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Table 2-8.—Blue Cross/Blue Shield Plans: Risk Classification of Individual and
Small Group Applicants

Individuals Small groups
Number of Number of
plans Percent of plans Percent of

Percent of applicants (n=15) plans (n =14) plans
Standard:
Neverused ...........ccoviiiinnnn. 0 0

1 t0190/0. ... 0 0 -
20t0390/0 . . . .ot 0 7Y0
40t0592/0 ... . 2 1370 : -
BOtO7OYO . . oot e 8 53 | 7
80t0 100YO . ..ottt 5 33 6 43
Notavailable . . ........................ 0 - 6 43

Total ..o 15 100'/0 14 100%
Substandard:
Exc/usion waiver
Neverused . ..........ccoviiiiion... 7 47740 5070

1t019Y0 . ... 6 40 ; 14
20t039Y0 . . .. 2 13 0 -
40t0 5970 . . . . ... 0 - 0 -
60t079YO0 . . .. 0 - 0 -
80t0100YO . . . . 0 0 -
Notavailable . ......................... 0 5 36

Total ..o 15 100Y0 14 100vV0
Rated premium:
Neverused..............cnnnnnn. 11 73240 8 5070

1t01970 . ... ... 4 27 0 -
20t039240 . . . ... 0 - 0 -
40t059Y0 . . .. 0 - 1 7
60t079240 . . . . ... 0 - 0 -
80to100VO . ... .. 0 - 0 -
Notavailable . . ........................ 0 5 36

Total . ..o 15 100Y0 14 100%
Rejected:
Neverused . ..........cooviiiiii... 3 20Y0 1 Y0

11019240 .. ... ... 7 47 4 29
20t039?40 . . . ... ... 5 33 3 21
4010 5IYO . . o 0 — 0 -
BOIOTOV'O . . oo 0 — 0 -
800 100YO . ..ottt 0 — 0 -
Not available.. . .. ..................... 0 6 43

Total . ..o 15 10070 14 100Y0

SOURCE: Officeof Technology Assessment, 1988.

do, 2t019percent of their individual applicants
are affected. All the nongroup premium rates are
age-based by four plans and affectedly place of
residence by two plans (i.e., because of regional
variations in health costs.) More than half the ap-
plicants at two other plans are given nonsmoker
discounts.

No BC/BS plan reported using sexual orienta-
tion in underwriting. However, one plan did origi-
nally report modifying nongroup premiums on

this basis (for3 percent of their applicants). When
guestioned by OTAas to how sexual orientation
is identified, the plan underwriter explained that
they had interpreted the term to mean sex (i.e.,
male or female).

Only one respondent requested routine finan-
cialor personal investigations, inspecting 10 per-
cent ofits applicants for nongroup coverage (See
“Sources of Medical Information,” table 2-15.)
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Table 2-9.—individual Undewriting by Blue Cross/Blue Shield Plans: The Importance of Medical and Other Factors

Reject applicant

Increase (decrease)

Limit coverage premium rates

(n=15) (n=15) (n=15)
Number Percent Number Percent Number Percent
Percent of non-group applicants of plans of plans’ of plans of plans’ of plans of plans’
Medical condition:
Neverused. . ..........co i, 4 27Y0 5 33Y0 8 530/0
1t090/0 . ..o 2 13 3 20 2 13
10t0190/0 . . ..o 4 27 4 27 2 13
20t0290/0 . .ot i 4 27 2 13 0 -
30t039°/0 . . .. 1 7 0 - 0 -
Notapplicable . . ......................... 0 — 1 1 3 20
Total . ... 15 1000/0 15 100% 15 100%
Age:
Neverused..... . . ... 15 1000/0 14 930/0 8 53Y0
1000/0 . .. oo L. 0 - 0 . 4 27
Non applicable . . ......... ... ... ... .. ..... 0 1 7 3 20
Total . ... 15 1000/0 15 100YO 15 1000/0
Dangerous habits (e.gw drug abuse)
Never Used..... . .. oo vt et e e e e 6 400/0 12 8070 1 730/0
1H09% o oo 6 40 0 — 0 -
10t0 19YO0 . . oot 0 1 7 0
2010 290/0 . . oo 1 7 0 — 0 -
Notapplicable . . ......................... 2 13 2 13 4 27
Total . ... 15 1000/0 15 1000/0 15 1000/0
Place of residence:
Neverused.... . ... 13 870/0 14 930/0 10 670/0
1t09% .. .. 2 13 0 - 0 -
90to100YO . ..ot 0 0 - 2 13
Notapplicable . . ......................... 0 1 7 3 20
Total . ... 15 100% 15 1000/0 15 1000/0
Heafthyhabits(e.gw non-smoking)
Never used 10 670/0
50t069Yo0 1 7
70to 79% -NA- —NA— 1 7
Not applicable 3 20
Total 15 100%
alntewals with no reported frequency are omitted.
b P.conage s m, ,t total loodue to rounding.

SOURCE: Office of Technology Assessment, 1988

Health Maintenance Organizations. *—HMO0
risk classification often differs from the traditional
commercial and BC/BS insurers’ approaches. Fed-
erally qualified plans are restricted to either ac-
cepting non-Medicare applicants at acommunity
rate or denying membership altogether. Exclu-
sions, rated premiums, and waiting periods are
prohibited. Some States have similar require-
ments. However, HMO underwriting does reflect
traditional practice with respect to medically unin-

2*Most of th,responding HMOS were unable to provide small
group risk classification data.

surable 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 consid-
ered uninsurable, the plans’ responses mirrored
those given by the traditional insurers (see table
2-5).

In total, 12 0f 15 HMOs reported receiving ap-
proximately 57,900 self-pay (i.e., individual) ap-
placations each year and enrolling 73 percent on
a standard basis. Standard acceptance rates ranged
from 49 percent at one plan to 100 percent at two
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plans required by State law to hold open enroll-
ment (tables 2-10, figure 2-1).”

Only two HMOS (13 percent) reported enroll-
ing individual members on a substandard basis;
both required exclusion waivers for 10 to 15 per-
cent of their applicants. (One of these plans was
not federally qualified, the other was but had a
nonfederally qualified subsidiary. )

Rejection rates for the responding HMOS were
high relative to the commercial and BC/BS in-
surers. Eleven of fifteen HMOS denied member-
ship to 20 to 59 percent of their individual appli-

“Statistics for some national plans may represent Only One locale.

Table 2-10.—Health Maintenance Organizations: Risk
Classification of Individual Applicants®

Number of HMOS Percent of

Percent of applicants (n=15) HMOs"®
Standard:
Neverused............. 0
11019140 ... ........... 0
20t0390/0.............. 0
40t0590/0.............. 1 70/0
60t0 790/0.............. 6 40
80to100°\0 . ............ 6 40
Not available . . ... ....... 2 13
Total ................. 15 1000/0
Substandard:
Exclusion waiver:
Neverused ............. 1 73710
1t019%0.............. 2 13
20t0390/0.............. 0
40t0590/0 . ............. 0 -
60t0790/0.............. 0 -
80t0~000/0............. 0 -
Not available . . .......... 2 13
Total ................. 15 100?10
Rated premium:
Neverused............. 13 870/0
Not available . . .......... 2 13
Total ................. 15 1000/0
Rejected:
Neverused ............. 2 130/0
1t0190/0.............. 1
20t0390/0.............. 9 6:
40t0590/0 .. ............ 1 7
60t0790/0.............. 0 -
80t01000/0............. 0 -
Not available . . .......... 2 13
Total ................. 15 100'?/0

agmall group data are omitted due to poor response tO this question.
bPercentages may not total 100 due to rounding.

SOURCE: Office of Technology Assessment, 1988.

cants. In total, 12 responding HMOS refused
membership to approximately 13,700 self-pay ap-
plicants annually, 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 propor-
tion of high-risk applicants because of their com-
prehensive coverage and community rating prac-
tices. In addition, the Federal qualification
requirements and State regulations that restrict
HMO use of exclusions and rated premiums may
limit the ability of the plans to underwrite many
individuals. Clearly, further study is warranted
in order to understand these differences.

Access to HMO self-pay membership is fun-
damentally a matter of health status. All but three
of the respondents (81 percent) reported that med-
ical conditions can affect either the applicant’s
acceptance, premium rate, or scope of benefits.
The three plans that never consider the applicant’s
health are located in a State that mandates HMOS
to hold an annual 30-day open enrollment period
(without medical screening); due to possible ad-
verse selection, this is the only time these HMOS
are willing to enroll individuals (table 2-11).

Age, type of occupation, health enhancing be-
havior (e.g., nonsmoking), and sexual orientation
are also considered key to insurability by 19 per-
cent 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 applications
included any relevant lifestyle questions. The Na-
tional Association of HMO Regulators (NAHMOR),
which serves a role similar to that of the NAIC,
has not yet taken a position on the appropriate-
ness of using sexual orientation in underwriting
(208). (See previous discussion of the NAIC rec-
ommendations. )

Sources of Medical Information

Commercial Insurers.—The underwriter’s ob-
jective is to know as much about the applicant’s
health status as the applicant. Any health insur-
ance policy based on medical underwriting re-
quires the applicant (and each family member) to
complete a health history questionnaire. (An ex-
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Table 2-11 .—Individual Underwriting by Health Maintenance Organizations:
The Importance of Medical and Other Factors

Very important Important Unimportant Never used

Number ~ Percent ~ Number  Percent ~ Number  Percent ~ Number  Percent
Underwriting factor (n= 16)° of HMOS of HMOs‘of HMOS of HMOs‘of HMOS of HMOs®of HMOS of HMOs®
1. Medical conditon . . . . . . .. ... ... ... ... 10 63% 2 13% 1 6% 3 19%
2, Age . . . . . . . 1 6 6 38 2 13 7 44
3. Type of occupatio 0 - 3 19 3 19 10 63
4, Avocation (e. g., race car driving)'"" ‘* O - 1 6 3 19 12 75
5. Financial status. . . . . . . . . . .. ... .. .. 1 6 0" - 4 25 1 69
6. Health enhancing personal behaviOr (e. g., nOnsmOking) 2 13 3 19 2 13 9 56
7.111egal or unethical behavior . . . . ... ... .. ... . L. - 2 13 4 25 10 63
8. Place of residence. . . . . . . . 1 6 1 6 | 6 13 81
9. Sexual orientation - 3 19 | 6 12 75

aDefinitl~n~: yery important—Critical to underwriting process; can affect acceptancelrejection.
Important—Always considered but will never by itself affect acceptance/rejection. It may, however, influence coverage limits (e g , exclusions or waiting

period) and/or premium.

Unimportant—Rarely affects acceptancel/rejection, coverage limits, or premium—unless in conjunction with other more important factors

Never used—Never considered.

bincludes one HMO that does not underwrite individuals but accepts individually underwritten groups.

CR, percentages may not total 100 due to rounding.

SOURCE Office of Technology Assessment, 1988.

ample is presented in figure 2-2). As evidenced
by the survey responses, company policies vary
considerably with respect to the proportion of ap-
plicants required to provide further evidence of
their health status, either via an attending physi-
cian statement, physical exam, blood and urine
tests, and/or financial or personal investigations
(table 2-12).

Attending Physician Statements CAPS). —Indi-
vidually underwritten health insurance applicants
are always asked to supply the name and address
of their personal physician and their doctor may
be asked to complete a medical history in a stand-
ard APS form (although physicians sometimes
send the insurer a photocopy of the applicant’s
medical record instead). The standard APS ques-
tionnaire calls for a complete description of the
patient’s complaints, any abnormal findings in-
cluding laboratory and other test results, treat-
ment or operation, present condition if known,
and other medical information that has a bear-
ing on the applicant’s health, such as smoking or
alcohol use. For children under 6 months of age,
additional information may be requested regard-
ing birth weight and the presence of any disease
or abnormality. (An example of an APS is pre-
sented in figure 2-3.)

Beyond the health data provided directly in the
insurance application, the APS is the most com-
mon supplemental source of medical underwrit-

ing 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. Members of small and large
groups are often required to provide an APS as
well .31

More than half the responding small group in-
surers (20 of 38) require an APS for 10 percent
or more of their applicants and 13 of 27 large
group insurers (48 percent) request an APS of 1
to 75 percent of their applicants. Overall, 18 per-
cent of the respondents’ small group applicants
were required to furnish an APS (table 2-12, fig-
ure 2-4).

The APS is 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. Although close to two-thirds
of the respondents (38 of 61) require physician
statements of 20 to 79 percent of their individual
applicants, more than three-quarters (47 of 61) test
only 5 percent or less. Therefore, testing ordered
by the applicant’s personal physician appears to
be as critical insurability as tests initiated by
the insurer (table 2-12, figure 2-4).

21The diSCUSSION, of large groups throughout this report refers Pri-
marily to employees who are eligible for group health insurance but
choose not to sign up until after the normal enrollment period (i. e.,
late applicants).
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Figure 2.2.—Typical Health History Questionnaire in a Commercial Health Insurance Application

7. HEAL!H WORXOFVOUANDYMFAMILY
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Applicant's Nome
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YES ‘NO YES NO
1 msbmnormqm-mosm 8. The metabolic system~such as: lupus, adrenal disorders,
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Figure 2-3.—Attending Physician’s Statement Used for Commercial Health Insurance Applicants

ATTENDING PHYSICIAN'S STATEMENT
UNDERWRITING INFORMATION

ATTN: UNDERVRITING Divy UND-1

MEDICAL DIRECTOR L Code No.
TO: case No.

Date
Name
Address

Date of Birth

Deaf Doctor:
Your Patient named above has applied for voluntary insurance in this Company, and gives a history of having consulted you.

Please complete this form from the information contained in your records. Attached is a release form signed by the applicant. This
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Table 2-12.-Underwriting by Commercial Health Insurers: Health and Other Information Requirements

Individual policies Small group policies Large group policies®
(n=61) (n =38) (n=27)
Required underwriting information Number of Percent of Number of Percent of Number of Percent of
(percent of applicants) companies companies companies companies companies companies
Attending physician statement (APS):
Neverused. .,........coviiiinnnn... 3 5Y0 5 13% 12 44Y0
1t019010. ... .o 18 30 16 42 10 37
20t0390/0 .. .. 25 4 1 29 2 7
40t059Y'0 . .. 9 15 3 0 -
60t0790/0 . .. ..t 4 7 1 3 1 4
80t0 100~0" .. ... . | 2 2 5 0 -
Notavailable .. ........................ 1 2 2 5 2 7
Total . ..o 61 100Y0 38 100v'0 27 100%
Physical exam:
Neverused..... . .. ..o 17 28240 19 50Y0 19 70%
11019240 . . . e 35 57 16 42 6 22
20t0397240 . . . .. 5 8 1 3 0 -
A0t059YO . . . 1 2 0 - 0 -
BOtO79YO . . .o 0 - 0 - 0 -
80t0100~0" . . . ... 2 3 0 - 0 -
Notavailable . . ........................ 1 2 2 5 2 7
Total ... .o 61 100V0 38 100740 27 100%
Blood or urine screens:
Neverused..... . ..., 23 38Y0 24 63Y0 21 780/0
11019240 . ... oot 30 49 11 29 15
20t0397240 . . . . 4 16 1 3 : -
40t0590/0 . . . ... 0 - 0 - 0
B0tO7OYO . . . 0 - 0 - 0
80t0 100'YO . . ..ot 2 3 0 - 0 -
Notavailable .. ........................ 2 3 2 5 2 7
Total ..o 61 1007A0 38 1000/0 27 100%
Financial or personal investigation:
Never used..... ... ... 15 25Y0 22 580/0 22 810/0
1t01970 . ... .. 33 54 12 32 2 7
20t039Y0 . .. 5 8 1 3 1 4
40t05OVO . oo 1 2 0 - 0
BOO 790 . oot 2 3 0 0
80t0 100240 . . .o 4 7 1 7 0 -
Notavailable . .. ....................... 1 2 2 5 2 7
Total ... oo 61 100Y0 38 100% 27 100'A0

aOnly late applicants to large groupware required to provide heaithand related information to obtain coverage.

not total 100 due to rounding,

aaaaaa

SOURCE: Office of Technology Assessment, 198S.

There are a number of factors that lead the un-
derwriter to require an APS. These are listed, in
table 2-13, along with the number of survey re-
spondents who use them as routine APS “trig-
gers.” The medical history revealed in the insur-
ance application is the most common trigger; it
was cited by every responding company that ever
requires an APS. Seventy percent indicated that
reports from the Medical Information Bureau
(MIB), a databank of underwriting information

shared by commercial insurers,”routinely trig-
ger APS requests; 65 percent, that inspection
reports (i.e., background checks) triggered a re-
guest for an APS; and 78 percent, that a history

32The MIB is a non-profit association of more than 700 life and
health insurers establishedin 1905 to facilitate sharing of underwrit-
ing information. Participating insurers report each applicant’s sig-
nificant medical findings (including test results) to the MIB and also
routinely consult the MIB database for any relevant underwriting
information on their current applicants.
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of drug abuse triggered APS requests. Older ap-
plicants are commonly required to provide fur-
ther evidence of good health; 57 percent of the
companies reported that APS requests are age-

Figure 2-4.—Commercial Health Insurers®Estimated
Proportion of Applicants Required To Have an APS,
Physical Exam, or BloodAJrine Screen

5 Proportion of individual applicants (%P

B B

Required health information

= Individual EZZ3 Small group
(n=56) (n=28)

a0nly those companies reporting onaplete data are inéludeq.
bThe proportions were estimated by dividing the respondents’ total number of

applicants required to have arAPs, physical, orbloodiurine screen by their an-

nual volume of applications. .
CBlood/urine screening data do not include HIVscreening.

SOURCE" Off Ice of Technology Assessment, 1988.

Physical exam Blood/urine screen®

based. It is not surprising that older applicants
are more closely scrutinized, as they are more
likely to have health problems that are not re-
ported on the application (123). As noted earlier,
three companies reported using sexual orientation
as a basis for requiring an APS.

Other reasons cited for requiring an APS in-
cluded policy amount, blood transfusion before
1985, height/weight, previous claims history, oc-
cupation, and being uninsured for an extensive
period.

Physical Exams.*— Physical examinations of
individual health insurance applicants are much
less common. Overall, only 4 percent were ex-
amined each year by the respondents, less than
94,000 nationwide. Seventeen (28 percent) of the
61 responding companies never require physicals
for individual applicants. However, 15 (25 per-
cent) did require at least 1 out of 10 applicants

3Note that attending physician statements are furnished by the
applicants’ personal physicians while the physical exams described
here are performed by physicians or paramedical professionals em-
ployed by the insurer.

Table 2-13.—Individual Underwriting by Commercial Health Insurers: Reasons for Requiring an Attending
Physician Statement or Physical Exam

Attending physician
statement (APS)* Physical exam’
(n =60) (n =47)

Number of Percent of Number of Percent of

Reasons for requiring an APS or physical exam companies companies companies companies
Diagnosis reported on application . . . ... .. ... ... 60 100%0 42 890/0
Attending physician statement (APS). . . . . . ... - - 44 94
Medical Information Bureau report (MI B). . . . ... ... ... ... . .. . ... ... 42 70 33 70
Drug abuse history . . . ... ... 47 78 25 53
INSPECHION rEPOIt . . . . oo 39 65 29 62
A . i 34 57 22 47
Late group applicant . . . . . ... 12 20 4 9
GeOographiC ar€a. . . . ..ottt 4 7 1 2
Sexual orientation . . . . ... 3 5 2 4
SO v v e e 2 3 0 0
Other, INCIUAING: . . . . . .ot 16 27 21 45
Policy amount. . . ... .. 3 5 8 17
Heightlweight . . . . ... . 2 3 4 9
Blood transfusion before 1985 . . . .. ... ... . 1 2 - -
Claimsimedical history . . . . ... ... . e 4 7 5 11
OCCUPALION . . . ettt 1 2 - -
Extensive period of noinsurance . . ........... ... 1 2 1 2
No currentphysical . . ......... ... .. .. .. .. . — - 1 2

3Includes two companies that only require an APS for members of individually underwritten groups.
binciudes three companies that only require physicals on members of individually underwritten groups.

SOURCE: Office of Technology Assessment, 1988.



74

to be examined by a physician or paramedical
professional. In one company, every applicant
must pass a physical; in another, 80 percent (ta-
ble 2-12, figure 2-4).

Group insurance physicals are even less com-
mon. At least half of the responding group in-
surers never require a physical for either small or
large group members. The majority of the small
group insurers (14 of 17) that do require physi-
cals examine 5 percent or less of their applicants.
Overall, only 2 percent of the respondents’ small
group applicants were required to undergo a phys-
ical exam.

The reasons insurers cite for ordering a physi-
cal exam closely mirror those for requiring attend-
ing physician statements. In addition, APS find-
ings themselves often lead the underwriter to
request an exam for further clarification of the
proposed insured’s medical condition (table 2-13).

Blood and Urine Screening, —HIV screening
may be the most discussed test, but it is only one
of many tests ordered by commercial underwriters.
Among the responding insurers who do test,
standard panels of blood chemistries and urinal-
ysis are most common. These standard panels of
tests are characteristic of those commonly ordered
by physicians as part of a general physical evalu-
ation. 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 in-
terest in prescription medication is twofold; first,
to “catch” applicants who are less than straight-
forward in their health history questionnaire and,
second, to determine whether known hyperten-
sive applicants, for example, are conscientiously
following prescribed treatment (table 2-14).

Insurance testing appears to be linked with
physical exams. Close to 90 percent of commer-
cial insurers requiring physicals (41 of 47) some-
times request that the applicant also be tested, and
almost half of these insurers (22 of 47) uniformly
test and examine equivalent proportions of their
applicants. Only five companies reported per-
forming physicals and never testing.

As in the case of physical examinations, rou-
tine testing is rare. In the aggregate, responding

insurers reported requiring blood and/or urine
screens from 4 percent of individual applicants,
a total of approximately 83,000 individuals an-
nually. Twenty-three (38 percent) respondents
reported that individual applicants were never
tested. Most companies that do test, do so infre-
quently; 24 (39 percent) respondents tested only
1 to 5 percent of their individual applicants.
Eleven (18 percent) reported testing at least 1 out
of 10 individual applicants. One company tested
every applicant (table 2-12, figure 2-4).

Testing by the responding group insurers was
especially uncommon; 63 percent of the small
group (24 of 38) and 78 percent (21 of 27) of the
large group carriers never require a blood or urine
screen. The majority of group insurers that do
screen require tests of less than 5 percent of their
applicants. Overall, only 1 percent of the respond-
ents’ small group applicants were tested.

Blue Cross/Blue Shield Plans.—Although BC/
BS plans have faced increasing competition from
HMOS and other alternative insurers in recent
years, the underwriting practices of many plans
still reflect their past tradition of communit rat-
ing and “taking all comers. ” Today, the majorit,
of plans (69 percent) do not hold open enroliment
periods (165). Nevertheless, relative to the com-
mercial health insurers, the survey findings indi-
cate that less scrutiny is given a BC/BS versus a
commercial insurance applicant. Most BC/BS
plans make no inquiries beyond the health his-
tory portion of the application and an attending
physician statement. 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 require nongroup applicants to
provide some health information prior to enroll-
ment. BC/BS enrollment health history question-
naires vary in their comprehensiveness, but typi-
cally ask the applicant (and each family member)
to indicate any history of receiving medical treat-
ment or advice for a long list of diseases and dis-
orders (see figure 2-1).

Attending Physician Statements. —The APS,
along with the health history questionnaire, is the
information foundation of BC/BS nongroup un-
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Table 2-14.—Tests Commonly Ordered by Commercial Health Insurers

Blood screens

Urine screens

Type of test

Common diagnostic use

Type of test Common diagnostic use

I, Diagnosf/c screens
Gl~~o0se
Bun/creatinine

Diabetes
Kidney function

Uric acid Kidney stones

Alkallne phosphatase Lwer function

Blllrubin total Gall bladder and Iwer function
SGOT/SGPT Hepatitis (alcoholic), liver function
GGTP Liver function

Total protein General health

Albumin Liver function Il.
Immunoglobulin Immunodeficiency, infection
Cholesterol Circulatory disorders
Tnglycerldes Circulatory disorders

HDL Circulatory disorders

Chol/HDL chol ratio Circulatory disorders
ELISA/ELISA/Western blot HIV infection

T-Cell subset HIV infection, immune system

Diagnostic screens
Microscopic  analysis:

White blood cell count Infection, cancer

Red blood cell count Anemia

Casts (granular, hyaline) Kidney disorders

Protein Kidney disorders, hypertension
Glucose Diabetes

Specific gravity Kidney function

Prescription drug screens

Oral hypoglycemic Diabetes

Beta-blocker Hypertension, coronary disease
Thiazide diuretics Hypertension

Drug abuse screens
Barbiturates

Cocaine

Nicotine

SOURCE Office of Technology Assessment, 1988.

derwriting. Twelve of the fifteen responding plans
(80 percent), including three that offer open en-
rollment, order an APS for at least 20 percent of
their individual applicants. Four of these plans re-
quire physician statements for 40 percent or more
of their applicants. The only two respondents that
never ask nongroup applicants for an APS are
traditional, continuous, open enrollment pro-
grams with significant market shares (table 2-15).

Generally, less information is required of group
applicants to BC/BS plans. Six of the fourteen
plans with small group coverage (43 percent)
never request an APS; of the eight that do, 1 to
40 percent of applicants are affected. Only one-
third (5 of 15) of the large group plans request
an APS of some applicants.

The physician statements used by the respond-
ents are similar to those used by commercial
health insurers; physicians are asked to describe
the applicant’s recent health history and provide
laboratory findings. Two BC/BS plans sometimes
use diagnosis-specific (e.g., cardiac, hypertension)
physician questionnaires that ask for extensive
clarification of the applicant’s health, including
all relevant test findings (see figure 2-5).

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 ordered by 12 plans (86 percent) in
cases of drug abuse history; 5 plans (36 percent),
based on claims history; and 4 plans (29 percent),
according to age (table 2-16).

Physical Exams. —Only two plans reported re-
quiring nongroup applicants to undergo a physi-
cal exam. One holds continuous open enrollment
and examines close to one-third (3o percent) of
nongroup enrollees. These physicals are done to
evaluate whether the applicant may opt out of the
open enrollment program and enroll in a more
comprehensive plan. The other plan does not ac-
cept all applicants and examines, on average, 4
percent.

One plan orders physicals for 1 percent of small
and 2 percent of large group applicants.

Medical history, age, and weight were reported
as reasons for requiring a physical (table 2-16).

Bkxxi and Urine Screening. —Blood and urine
testing is very rare among BC/BS plans. Only one
plan (7 percent) reported doing an screening of
applicants; testing 4 percent of nongroup, 1 per-
cent of small group, and 2 percent of large group
applicants in conjunction with a physical exam.
(A second plan reported intentions to test some
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Figure 2-5.—Diagnosis.Specific Attending Physician Statement Used by a Blue CrossIBlue Shield Plan
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Figure 2.5.—Diagnosis” Specific Attending Physician Statement Used by a Blue Cross/Blue Shield Plan—Continued
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Treatment (include medication and dosage
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Future medical/surgical plans:

Does patient have any other illness or condition? ( () No
Spec fy

If yes, indicate name and address of treating physician:

(Name - print) ’ : ) (Addtelikk-& print)

Thank you for your cooperation.
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Table 2.15.—Underwriting by BCIBS Plans: Health and Other Information Requirements

Individual policies

Small group policies Large group policies®

(n=15) (n=14) (n=15)
Required underwriting information Number of Percent of Number of Percent of Number of Percent of
(percent of applicants) of plans of plans’ of plans of plans’ of plans of plans’
Attending physician statement (APS):
Neverused. ..........couiiiniunnnnn.. 2 13010 6 43% 10 67?A0
110190/0 ... ... 7 5 36 4 27
20t0390/0 . ..o i 53 2 14 0 -
40t059%0 . . .o e it 2 13 1 7 1 7
B0tO790/0 . .ot 2 13 0 — 0 —
80tOLOOVO . .\ v vvvveeee e 0 — 0 — 0 —
Notavailable .......................... 0 - 0 - 0 -
Total ..o 15 100'%0 14 100Y0 15 100?2/0
Physical exam:
Neverused..............oiiiiinnn... 13 87Y0 13 93Y0 14 93Y0
1 t019Y0. ... 1 7 1 7 1 7
20t0392/0 . . .. 1 7 0 - 0 -
40t0592/0 . . .. 0 - 0 - 0 -
60t079240 . . . . ... 0 - 0 - 0 -
80t01000/0 . . ..o 0 - 0 - 0 -
Notavailable . . ........................ 0 — 0 — 0 —
Total ... oo 15 100YO 14 100Cz0 15 100%
Blood or urine screens:
NeverUsed .............coiivin.... 14 93Y0 13 93Y0 14 930/0
1t019Y0 . . ..o 1 7 1 7 1
20t039Y0 . . .. 0 - 0 - 0 -
A01059'Y00 . . . o e e 0 - 0 - 0 —
BOIOTOYO . o\ 0 — 0 - 0 —
800 100~0 . . o oo e 0 — 0 — 0 —
Notavailable . . ............. ..., 0 - 0 — 0 —
Total ..ot 15 100Y0 14 100% 15 100v0
Financial or personal investigation:
Neverused. .............ciiiiiiiinnnn. 14 93Y0 13 93Y0 14 93240
1t01970 . ... .. 7 7 1 7
20t039Y0 . . .. : - : - 0 -
40t059% . . . ... 0 - 0 - 0 —
BOtO7OVO . .. oot 0 — 0 - 0 -
800 l00Y0” . . oo v et 0 — 0 - 0 -
Notavailable . . ........................ 0 - 0 - 0 -
Total ..o 15 100Y0 14 100?40 15 100%

%nly Iate appllcants to large Jroupware reqwred to provide health and related information to obtain coverage.

not totai to™1 dueto rounding.

rrrrrrrrr

SOURCE: Office of Technology Assessment, 19S8,

applicants for HIV infection. See below for de-
tails regarding HIV screening.)

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

Health Maintenance Organizations.-The prin-
cipal source of health information for the HMO
underwriter is the health history portion of the
enrollment application. The survey findings in-
dicate that like BC/BS applicants, the average

HMO applicant receives less scrutiny than acom-
mercial insurance applicant. Most HMOS make
no inquiries beyond the health history portion of
the application and an attending physician state-
ment. It is the rare HMO plan that demands a
physical exam, blood chemistry, or urinalysis.
None of the respondents reported requiring an
APS, physical, or laboratory test for large group
applicants.

Health History Questionnaire. —Al Ibut | of the
15 plans reported that individual applicants must
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Table 2-16.—Individual Underwriting by Blue
Cross/Blue Shield Plans: Reasons for Requesting
an Attending Physician Statement

Number of plans

Reasons (n= 14y Percent of Dlans
Diagnosis reported on

application . . . .. .. 14 100%0
Drug abuse history. . . 12 86
Age................ 4 29
Late group applicants 1 7
Sex...... .o 1 7
Sexual orientation . . . 0 -
Geographic area . . . .. 0 -
Inspection report . . . . 0 -
Other, including:

Claims history . . . . . 5 36

Height/weight . . . . . 2 14

%Ine plan did not answer th!s question.
SOURCE Off Ice of Technology Assessment, 1988

complete a medical history questionnaire, and for
5 HMOS (33 percent) it was the sole evidence of
the applicant’s health.

Attending Physician Statements.— At least half
of the responding HMOS went beyond the enroll-
ment application and requested an APS for 10 to

85 percent of their nongroup applicants and 10
to 20 percent of small group applicants. All the
plans said that the applicant’s self-reported med-
ical history could trigger an APS request. In addi-
tion, an APS was ordered routinely by five plans
(33 percent) in cases of drug abuse history; two
plans, because of age, previous prescription drug
use, or claims history; and one plan, for late ap-
plication to a large group (table 2-17).

HMO physician statements do not differ from
those used by commercial insurers or BC/BS
plans; physicians are asked to describe the appli-
cant’s recent health history and provide labora-
tory findings.

Physical Exams. —Only 3 of the 15 respondents
accepting individuals reported requiring a physi-
cal 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 phys-
ical at their own expense. No plan reported re-
quiring physicals for small group applicants. Med-
ical history, APS findings, and age were reported

Table 2-17.—HMOS: Health and Other Information Requirements

Individual applicants

Small group applicants

Required underwriting information (n=15) (n=8)
(percent of applicants)” Number Percent’ Number Percent
Attending physician statement (APS):
Never used................ ... .......... 5 330/0 4 500!0
1t029%0 . ... .0t 2 13 3 38
201039240 . . .ot 1 7 1 12
40t059%0 . . ... 1 7 0 -
60t0790/0 . . ... 2 13 0 -
8010 1000/0 . . . oot 2 13 0
Not available . . .. ......... .. .. ... .. ... ... 2 13 0 -
Total ..., o 15 1000!0 8 100 "/0
Physical exam:
Neverused . ..........couiiiiinennnnn. 10 670/0 7 880/0
1t029Y0 . .ot 1 7 0 -
20t0390/0 . . . .o 2 13 0 -
Not available . . .. ...... ... ... .. ... ....... 2 13 1 12
Total ... 15 1000/0 8 1000/0
Blood or urine screens:
Neverused . . ........ ... . 12 800/0 7 880/0
1t0190/0 . . oo 1 7 0 -
201039000 . . . 1 7 0 -
8010 1000/™ ... 1 7 0 -
Not available . . .. ......... ... . ... ... . ..., 0 - 1 12
Total . ... 15 100"/0 8 100'Y0

alntewals with no reported frequency are omitted.
bpercentages may not total 100 due to rounding.

SOURCE: Office of Technology Assessment, 1988.
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as reasons for requiring a physical. In addition,
one plan noted an unofficial policy requiring rou-
tine examinations of applicants thought to be ho-
mosexual (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 ap-
plicants. One plan required a complete blood
count and urine check for 20 percent of its indi-
vidual 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. No plan reported requiring blood
or urine screens for small group applicants.

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

AIDS Policies and Experience

Commercial Insurers.—The survey asked sev-
eral questions concerning AIDS underwriting pol-
icies and claims experience:

Do Health Insurers Attempt to Identify Appli-
cants Exposed to the AIDS Virus?-Fifty-one (86
percent) responding commercial insurers either
screen or plan to screen individual health insur-
ance applicants for infections with the AIDS vi-
rus through some method; of these companies,
41 do it currently and 10 plan to do so (figure 2-6).

Efforts to identify high-risk group applicants
are also common. Twenty-seven small group (77
percent) and 11 large group insurers (58 percent)
either screen or plan to screen through some
method (figure 2-6).

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 application’s
health history questionnaire and attending phy-
sician statements to evaluate the risk for AIDS.
Medical Information Bureau reports also play an
important role and may serve as a catalyst for test-
ing an applicant or scrutinizing more carefully an
applicant’s health history (figure 2-7).*

“On May 14, 1987, the MIB announced that, in response to con-
fidentiality concerns expressed by gay rights advocates, it 