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LEGISLATIVE
F R O N T

L o n g - T e r m  C a r e  I n s u r a n c e
At its winter national meet­
ing, the National Associa­
tion of Insurance Commis­
sioners (NAIC) adopted the 
following consumer safe­
guards as part of its Model 
Long-Term Care Insurance 
Regulation:
■ If a group long-term care 
policy is replaced by an­
other group policy, the re­
placing insurer must offer 
coverage to all persons cov­
ered under the previous 
policy.
H Agents m ust list on the 
application form for indi­
vidual long-term care poli­
cies any other health insur­
ance policies they have sold 
to the applicant that are ei­
ther still in force or were 
sold within the past five 
years and are no longer in 
force.
■ In situations involving 
replacement of a long-term 
care policy, the replacing in­
surer must notify the exist­
ing insurer of the proposed 
replacement.
■ Insurers are required to 
maintain and report to state 
insurance departments in­
formation pertaining to re­
placement sales and lapses 
of long-term care policies, 
with amounts expressed as 
a percentage of total annual 
sales. Insurers must report 
this information on a com­
pany-wide basis and for the 
10 percent of its agents with 
the greatest percentages of 
lapses and replacements. 
The regulation expressly 
states that reported replace­
ment and lapse rates do 
not, in and of themselves, 
constitute a violation of any

insurance law or imply any 
wrongdoing.
B If a state in which a pol­
icy is to be delivered or is­
sued has a Senior Citizens 
Health Insurance Counsel­
ing (SCHIC) program, the 
insurer must provide writ­
ten ncHce to the applicant 
of the name, address and 
telephone num ber of any 
such program.
H Any insurer or agent 
who is found to have vio­
lated any state requirement 
p e rta in in g  to long-term  
care insurance or the mar­
keting of such insurance is 
subject to a fine of up  to 
three times the am ount of 
any commissions paid for 
the policy, or, up  to $10,000.

The initial exposure draft 
of the consumer protection 
amendments issued by the 
NAIC last August had in­
cluded a provision restrict­
ing ag en t com m issions. 
This provision was identical 
to the one adopted by the
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By H. James Douds, NALU 
Senior Vice President and 
General Counsel

NAIC in December 1989 as 
part of the NAIC Model 
Medicare Supplem ent In­
surance Regulation. This 
proposal was not adopted. 
Instead, the NAIC took a 
more m oderate position, 
addressing the commission 
issue by means of an "op­
tional provision" and an ac­
companying drafting note 
to be inserted at the end of 
the model regulation.

The drafting no*e states 
that the NAIC recognizes 
tha t the  long-term  care 
market is still in its develop­
mental stages, and that fur­
ther market development is 
necessary in order for the 
product to be responsive to 
consumer needs. This note 
advises states to recognize 
that not all replacements 
are improper, and advises 
s ta te  in su ran c e  d e p a r t­
ments that if there is evi­
dence of abuse in the long­
term care m arket in the 
state, the com m issioner 
m ay w ish  to  c o n s id e r  
adopting the agent com­
p en sa tio n  lan g u ag e  set 
forth in the optional provi­
sion.

This language is identical 
to Section 12 of the NAIC 
Model Medigap Regulation 
which, among other things, 
limits first year commis­
sions on initial policy sales 
to 200 percent of the re­
newal commission. The op­
tional provision and draft­
ing note are intended to 
provide guidance to com­
missioners who find evi­
dence of long-term care in­
surance marketing abuse in 
their states and wish to take

add itional action  in re­
sponse to such evidence.

The National Association 
of Life U n d e rw r ite rs  
(NALU) remains opposed 
to unnecessary commission 
regu la tion . In su ran ce  is 
sold, not bought, and if the 
salesperson is denied ade­
quate com pensation, the 
conclusion is inescapable 
that people simply will not 
have vitally necessary cov­
erage when they need it.

T he c o m p ro m ise  
a d o p te d  by  th e  N A IC  
seems to hold the promise 
of meeting regulatory prob­
lems while avoiding unnec­
essary infringement on the 
opportunities for agents to 
receive adequate compen­
sation for their services, hi 
other words, under the op­
tio n al p ro v is io n  in th e  
model regulation, commis­
sion restrictions will not be 
visited upon the market­
place by draconian fiat, but 
will only be called upon in a 
given state after the market­
place has been given rea­
so n ab le  o p p o r tu n ity  to 
demonstrate the absence of 
widespread abuse.

Even then, commission 
restrictions will be imposed 
only where the evidence 
shows that a state's regu­
la to ry  p rob lem s can n o t 
be solved without resorting 
to commission regulation. It 
is the  h o p e  an d  be lie f 
of NALU that experience 
will show that agents will 
serve the long-term health 
insurance m arket so as 
to leave no question that 
they are well worthy of 
their him. ■
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SIDE
M e d i g a p  C h a n g e s  F o c u s  o n  

C o n s u m e r  Protection
By D av id  E. H eb ert, N A LU  C ounsel, G o v ern m en t A ffairs, a n d  G ary  A. S an d ers, NALU C o u n se l

In fluentia l health policymakers on  Capitol 
H ill decided that 1990 w o u ld  be the year fo r 
m edigap re fo rm  and one such target o f re fo rm  
w o u ld  include health insurance agents.

A
t its Winter National Meeting 
held in December 1989, the 
National Association of Insur­

ance Commissioners (NAIC) adopted 
significant amendments to its Medi­
care Supplem ent Insurance Mini­
mum Standards Model Act and Reg­
ulation. These revisions, referred to 
as the consumer protection amend­
ments, were adopted partially in re­
sponse to a desire to further regulate 
marketing and claims practices per­
taining to so-called medigap policies.

Of particular concern to agents was 
an am endm ent to the model regula­
tion requiring that first year commis­
sions on initial sales of medigap poli­
cies be no more than 200 percent of 
the renewal commission paid on the 
policy, and that the renewal commis­
sion must be paid foi a "reasonable" 
number of years.

When replacing an existing policy, 
first year compensation cannot ex­
ceed the am ount of renewal compen­
sation paid by the replacing insurer 
on renewal policies unless the bene­
fits under the new policy are "clearly 
and substantially greater" than the 
benefits under the policy being re­
placed,

In addition to the commission pro­
vision discussed above, the NAIC 
also adopted several other am end­
ments to the model regulation that 
were designed to enhance policy­
holder protection. These revisions in­
cluded the following:
B Agents must make reasonable ef­
forts to determ ine whether a pro­
posed policy is appropriate for the 
consumer;
H M arketers of m edigap policies 
must establish marketing procedures 
to assure a fair and accurate compari­

son of policies and to prevent the sale 
of excessive insurance;
B The first page of the policy must 
prominently notify consumers that 
the policy may not cover all expenses 
incurred;
B Agents must make reasonable ef­
forts to determine whether the appli­
cant already has health or disability 
insurance, and if so, the types and 
amounts;
B Applications for medigap policies 
must include a series of questions re­
garding coverage under Medicaid and 
whether the applicant already owns a 
medigap policy;
B A prohibition on making mislead­
ing presentations and incomplete or 
fraudulent comparisons of policies;
B A prohibition on high-pressure 
sales tactics and cold lead advertis­
ing.

To d a te , o v er 30 s ta te s  have 
adopted the NAIC's consumer pro­
tection amendments, including the 
provision on agent com m issions. 
Several of these states have adopted 
com m ission restric tions that are 
more stringent than those contained 
in the NAIC model, including the fol­
lowing:
HI Delaware and M innesota—level 
commissions must be paid during the 
first four years of all Medigap poli­
cies.

B Michigan—Commissions paid in 
the first policy year can be no more 
than commissions paid in each of the 
two subsequent consecutive annual 
renewal periods.
B Washington State—commissions 
paid may not exceed an insurer's re­
newal commission on existing poli­
cies in cases where an existing policy 
is replaced by another policy issued 
by another insurer and the benefits 
under the new policy are substan­
tially similar to the benefits under the 
policy being replaced.
IB Wisconsin—requirements are sim­
ilar to those contained in the NAIC 
model, except that first year commis­
sions can be no more than 150 per­
cent of renewal commissions.

As die states continue to move to­
ward nationw ide adoption of the 
NAIC's 1989 consumer protection 
amendments, the NAIC has begun 
the process of drafting further revi­
sions to the NAIC Medicare Supple­
ment Insurance Model Act and Regu­
lation. N ew m edigap  s tan d a rd s  
contained in the Omnibus Budget 
Reconciliation Act of 1990 (OBRA) 
now require the nationwide stan­
dardization of medigap policies.

The NAIC has until August 1991 to 
design the standard benefit packages 
meeting the requirements of the fed­
eral legislation. If the NAIC fails to act
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by this dead1' i ,  the Secretary of 
Health and Hum an Services (HHS) is 
required to design the standardized 
benefit packages.

In light of the strict time deadline, 
the NAIC's Medicare Supplem ent 
and Other Limited Benefit Plans Task 
Force :s working on an accelerated 
schedule to meet the OBRA require­
ments. The Task Force expects to 
have an exposure draft of the stan­
dardization requirements prepared in 
time for discussion at the NAIC's 
April 1991 spring meeting; a final ver­
sion of the standardization am end­
ments is expected to be ready for 
adoption by the NAIC at the June 
1991 NAIC Summ er Nationa’ Meet­
ing. The states will then have one 
year from the date of adoption by the 
NAIC ro make the necessary changes 
to their own regulatory programs.

CONGRESSIONAL ACTION
O n March 9, 1987, then Secretary 

of Health and Hum an Services Otis 
Bowen sent a report to Congress enti­
tled "Study of Health Insurance De­
signed to Supplem ent Medicare and 
Other Limited Benefit Health Insur­
ance Sold to Medicare Beneficiaries." 
The study was conducted pursuant 
to a congressional m andate in order 
to determine the extent of abuses in 
the sale of Medicare supplemental in­
surance and the possible need for 
mandatory federal minimum stand­
ards.

in a letter to then Speaker of the 
House Jim Wright, Dr. Bowen re­
marked that "a review of State insur­
ance regulations relating to Medicare 
supplements and other types of health 
insurance sold to Medicare benefi­
ciaries was done to determine how
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many stales have adopted the regula­
tions found to be effective in dealing 
with the problems. Based on this re­
view and other findings in thh  report, 
wo concluded that there is no need for 
a federal mandatory program for Me­
dicare supplement policies because all 
but four states meet or exceed the 
standards in P.L. 96-265" (Federal Vo­
luntary Certification Program).

Bowen concluded by noting that 
"in summary, the Department be­
lieves that the states have dealt ade­
quately with many of the past pro­
blems with Medicare supplem ent 
policies and encourage all states to 
consider some changes for other types 
of health insurance sold to Medicare 
beneficiaries."

Needless to say, Congress was sin­
gularly unimpressed with the Bowen/ 
HHS Study. Dictated by either politi­
cal ex p ed ien cy  or g en u in e  
disagreement about the Reagan ad­
ministration's findings, many influen­
tial health policymakers on Capitol 
Hill decided that 1990 would be the 
year for medigap reform and one such 
target of reform would include he^ih  
insurance agents.

Stung by harsh criticism of its han­
dling of the Medicare Catastrophic is­
sue—an unpopular senior citizen pro­
g ram  th a t  w as u ltim a te ly  
repealed—Congress seemed eager to 
placate an angry senior citizen consti­
tuency. A series of congressional 
hearings brought forth numerous el­
derly witnesses who claimed that 
zealous agents pressured them into 
purchasing several duplicative Medi­
gap policies. Senior citizen organiza­
tions, flanked by self-styled con­
sumer groups, joined in the chorus 
for reform.

Notwithstanding the lack of empir­
ical evidence to document the allega­
tion of abusive practices, members of 
Congress on both sides of the aisle 
introduced a plethora of bills in an 
attempt to respond to a growing pub­
lic outcry.

Although the insurance commu­
nity was unconvinced that w ide­
spread abuses had in fact occurred, 
NALU and other insurance groups

This small-business owner 

loves the stability 

of the Quality Series.
S o u n d  a n d  s e c u r e  m a jo r  m e d ic a l  
c o v e r a g e  f r o m  U n it e d  S ta te s  L ife .

It’s easy  to  see w hy th is  sm a ll-b u s in e ss  
o w n e r is co n s id e re d  a p ro d ig y  by h is 
p ee rs  a n d  em ployees. H e c h o se  the  
Q u a lity  Series, a p lan  b ack ed  by m o re  
th an  forty  years o f  c o n tin u o u s  sm all 
g ro u p  experience .

For m o re  in fo rm a tio n  a b o u t th e  
Q u a lity  Series, call today.

IK,1 1 - 8 0 0 - 3 4 4 - 3 4 8 1

THE UNITED STATES UFE
Insurance CompanyA&IIFE COMPANY
EXECUTIVE OFFICES
125 Maiden Lane. New VorK. NY 10030

GROUP OPERATIONS CENTER 
3600 Route 001PO Go. 15H0 
Neptune. N.l 0775-S-1580

February IS 1991 LAN 99



M D R T - S t y l e
S u c c e s s  A t  Y o u r  Fingertips

All you need is P ro fit P o in ters, 
;i collection o f tim e-tested secrets 
for successful selling from M D R 'l 
greats and  others. G e t the inside 
track on  everything from 
rep lacem ent and prospecting to 
overcom ing objections and 
clinching the  close.

If 1 R ep ellin g  R eplacers: 
P ro tec tin g  Your In-Force 
B usiness

H2 P rospec ting : P roven  
T echn iques For B u ild ing  
Your B usiness

ft3 O verco m in g  O b jec tio n s:
H o w  To H a n d le  T h e  M o st 
C o m m o n  E xcuses For N o t 
B uying

#4 C lin c h in g  T h e  C lose : H ow  
To N ail D ow n  T h e  Sale A fte r 
T h e  N e e d  Is U ncovered

US Take T im e  To M ake T im e: 
H o w  To F ree  U p  Your T im e 
To M ake M o re  Sales

P ro f i t  w i th  m o re  t h a n  o n e  
issu e :

One issue 59.95 each

Two issues............57.00 each

Three or more issues S6.00 each

R e a c h  fo r  su c c e ss  w ith  b o th  
h a n d s . O r d e r  y o u r  is su es  o f  
P ro f i t  P o in te r s  todav .

I WAN'I SI iCCF.SSFDL SF.1.1 .INC; IDEAS!

Hem Number Quantity Title Price Total Price

BROC78 Take Time To Make Tune: How To Free Up Your Time To Make More Sales
BROC77 Clinching The Close: How To Nail Down The Sale After The Need Is Uncovered
BROC76 Overcoming Objections: How To Handle The Most Commo -. Excuses For Not Buying
BROC75 Prospecting: Proven Techniques For Building Your Business
LAN 16 Repelling Replacers: Protecting Your In-Force Business

Charge by Telephone (525 minimum) 202/331-6086, 
or enclose payment with your order.
rjymrnt: U Check Inclined Charge my: LI VISA U MasterCard thr postage and handling frr is drier- Postage & Hand

mined by the dun below. Please add

Subtotal

ling (see chart) 

dd 6% sales !j\ 

TOTALSirniitnr , . ,Order \jlue U Handlirnr

Name .

Addre**.

City. Stair . Zip.

5 IV-5 |SiH>
S 15 Itt S W no
> VI «!| 5 <s»l (HI

5 M» <i| 5 'JO no
5 111-5120 00
$121 )) SlttMtt 
$150.01 up

Sec Set. f . Thonf_

5' 45 
52 60 
54 20 
5* OS 
57 .IV 
S’* W 

Actual shipping

will bv billed

All mdrrsmutl be prepaid Minimum 52S on credo cant orders. 
Make chfcW payable lo TIIF. NA1IONAI. ASSOCIATION OF 
I.IFE UNUl.KWKilLKS. Mail lo

LAPTOP I
N:A*L*,o

NALU. Alin. Ordo Oepl.
I**22 I Slreel, N.W.. IVuhinRlan, D C. 20006-4M7



• f-vH -—

• -• <• re­

worked with Congress to draft legis­
lation in the hope that the final prod­
uct would not unduly restrict either 
the ability or desirability of the indus­
try to market and sell medigap poli­
cies. Congress focused on five main 
issues of concern: curbing agent 
abuse through commission restric­
tions, standardization or simplifica­
tion of products, increasing individ­
ual and group loss ratios so that more 
premium dollars would be returned 
to the consumer, prohibiting the sale 
of duplicate coverage and agent/com­
pany liability for non-compliance.
0 Agent Commissions. Despite initial 
concerns that Congress would move 
to level com m issions, the battle 
turned quickly to an initiative to adopt 
a more restrictive standard than that 
imposed by the NAIC Model, pro­
posed by Sen. Tom Daschle (D-S.D.) 
and Rep. Ron Wyden (D-Ore.).

Under this proposal (S. 2640/H.R. 
4840), first-year commissions could 
be no greater than 150 percent of re­
newals. Ultimately, Congress chose 
to remain silent on the issue. How­
ever, by m ak ing  th e  v o lu n ta ry  
Baucus federal certification standards 
mandatory Congress avoided direct 
regulation, but in effect m andated 
that states adhere to the NAIC stand­
ard on commissions or face the re­
quirement that medigap policies be 
individually submitted to HH5 for 
approval.
a  Standardization!Simplification. NALU 
supported Rep. Pete Stark's (D-Calif.) 
bill (H.R. 5626), which would have re­
stricted the number of medigap poli­
cies companies could offer. Believing 
that if senior citizens are having diffi­
culty sifting through the myriad of 
policies, NALU felt that perhaps im­
posing some 'imitations might ulti­
mately assist seniors. While Congress 
found it difficult to agree on exactly 
how many different products should 
be available from any one company, 
the conferees agreed that companies 
may offer a core benefit package and 
up to nine alternatives.
H Loss Ratios. Much to the chagrin of 
the industry. Congress quickly became 
enamored with the idea of raising loss
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r.itius for both individual and group 
medigap policies. For insurance com­
panies, an increase m eant a dimin­
ished ability to sell the product. For 
insurance agents, a hike in ratios 
translated to a likely decline in com­
missions as companies searched for 
methods with which to cut costs in 
order to return more premium dollars 
lo the consumer. In the final analysis, 
Congress increased only individual 
ratios from 60 percent to 65 percent 
and left group ratios at 75 percent.
■ Duplicate coverage. NALU strongly 
supported efforts to stop the sale of 
duplicative policies. According to the 
new law, insurance agents and com­
panies will be required to obtain a 
written statem ent from the client that

indicates they do not have another 
medigap policy and they are not enti­
tled to Medicaid. Insurance agents 
would not be liable for non-com­
pliance if the statement is signed, an­
swered completely, reflects non-du­
plication and  indicates that state 
counseling may be available.
■ Penalties for non-compliance. NALU 
believed that while appropriate penal­
ties would be worthwhile to discour­
age those who might take advantage 
of senior citizens, severe penalties that 
result from strict liability might have a 
chilling effect that could dissuade 
agents from selling the product. 
House and Senate conferees settled 
on 515,000 fines for agen ts  and 
525,000 fines for companies that fail to

obtain the appropriate written state­
ment or otherwise sell a policy to indi­
viduals who acknowledge that they 
have other policies.

Clearly, agents will be in the spot­
light again in 1991 as Congress focuses 
on efforts to inhibit so-called abuses in 
the long-term  care m arket. Once 
again, agents face a major battle with 
legislators who want to appear re­
sponsive to their constituents. Agents 
must handle the monumental task of 
convincing Congress that imposing 
ceilings on commissions will not only 
dissuade agents from selling time-in­
tensive policies, but also that such re­
strictions will ultimately diminish the 
availability of a still evolving product 
in an increasingly older society'. ■
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STAT O F  THE M O N T H Life Underwriters Responding Yea

NALU should Increase Its efforts to Influence federal 
and stale government health care decisions

NALU should serve the Interests of Its members by 
having a stronger voice on health Insurance Issues

The Individual health Insurance underwriter needs a 
stronger voice on health care Issues

Source. National Association of Ufa Undarwritors 1990 Local Association Membership Survey

M A T T E R S

P R E S I D E N T ’S  M E S S A G E

A H I A  w o r k i n g  t o w a r d  solutions in health c a r e  crisis

By K a r l E. Hansen,
CLU, ChFC, L U T C F

In a recent NALU local 
association m em ber su r­
vey, there w as strong sup­
port for the  need to focus 
on health  care, health  in ­
surance and the  in terests 
of the individual health  u n ­
derwriter. A whopping 91 
percent of you said there  is 
a health  care crisis in the 
United S tates. Almost 87 
percent of you said th a t  
NALU should become a  
more active player in help­
ing to shape today’s hea lth

care issues, in  snort, over 
80 percent of you sen t us 
the sam e message: “Get in­
volved.” T hat’s why AHIA

T h e  w a t c h  l i s t

W h a t ’s  h o t  in t h e  s t a t e h o u s e

F e d e r a l
Congress is expected to consider regulating agent com­

missions on the sale of long-term  care (LTC) policies in 
1991. Congress m ay wish to level commissions or impose 
restrictions sim ilar to those adopted by the NAIC on 
medigap. This is in addition to LTC action taken by the 
NAIC a t  its  w inter convention.

Vir g in ia
E nacted legislation th a t allows insurers to issue basic, 

limited benefit policies th a t  are exem pt from existing
state-m andated benefits.

The materia l in  this 
special section was 
developed by the staff o f 
the Association o f Health 
Insurance Agents.
For more information 
about AH IA , ca ll 
( 2 0 2 ) 3 3 1 - 2 1 6 1 .

The policies m ay be 
offered to certain indi­
viduals, families or 
groups of less than  50 
members.

was io rm ea-to  aevetop 
solutions to the  crisis and 
to preserve the role of the 
health  and employee

Denents agent.
Tb those of you who 

have become charter
C o n tin u e d  on P age  2

K a n s a s  a n d  Ha w a ii
Among the states enacting legislation requiring th a t 

an assessm ent be m ade of the social and financial effects 
of any proposed m andated benefit p r io r  to  the adoption 
of any bill m andating  a new health  insurance coverage.

C o l o r a d o , Wy o m in g , L o u is ia n a , u t a h  a n d

S O U T H  C A R O L IN A
Rer'nt.ly enacted legislation establishing state health 

insur. nee high-risk pools.

C o n n e c t ic u t
Adopted comprehensive legislation which, among 

other m easures, includes small group m arket reforms de 
signed to increase affordability and accessibility of insur­
ance through the use of reinsurance pools and limits on 
prem ium s and pre-existing conditions.

Written by the Association of Hoollh Insuronco Agents i  I P



P r e s i d e n t s  m e s s a g e

C o n tin u e d  f ro m  P ag e  1

members, I welcome you. 
'Ib those of you who 
haven’t, I ask you to 
consider it.

The p ast investm ent in 
the health  arena by the 
NALU volunteers and 
staff m em bers has been 
second to none. In recent 
years, we have repre­
sented the 138,000 NALU 
local association m em bers 
in num erous key health  
issues. In fact, Congress 
has called on us to testify 
in such im portant areas as: 
H IRC Section 89 Reform; 
Bfl Small Group U nder­

writing and Pricing 
Reforms;

H The Pepper 
Commission; and 

B  Medigap Reform.
NALU and its locals 

have also had  a dram atic 
effect within the NAIC 
and during critical state  
regulatory campaigns.

Obviously, the tasks be­
fore u s are imposing and 
may even seem insur­
mountable to some.

T h at’s why the NALU 
Board ofTVustces and

The past investment In 
the health arena by the 
NALU volunteers and 
staff members has been 
second to none.

National Council, respond­
ing to a call from its m em ­
bers for intensified 
involvement, voted in 
Septem ber to establish a 
new national health  confer­
ence: the Association of 
H ealth  Insurance Agents 
(AHIA). Since then, inem- 
b jrsh ip  in th is new and 
vital association has 
grown to more than  3,000 
charter members.

T he m em bers of the 
AHIA Board of Directors

and standing committees 
have dedicated them selves 
to better identifying, en ­
hancing and expanding 
the health-related benefits 
currently being offered to 

members by 
NALU. M B A  will 
provide m em bers 
with an expanded 
variety of benefits, 
from public rela­
tions tools to con­
sum er information 
brochures; from 
this m onthly news­

le tter to regional sem inars 
and annual meetings. A 
partia l list of 
these benefits ap­
pears on page 3.

Obviously, 
your g reatest ben­
efit in AHIA will 
be the opportu­
nity to expand 
your knowledge 
and enhance your 
capacity to serve 
your clientele. The $50 an ­
nual dues brings you all

Karl Hansen

of this a n d  creates the op­
portunity for dedicated 
professionals to have a 
voice in Washington and 
in state  capitals across Lhe 
nation.

If  you are a  professional 
involved in the sale and 
service of group or individ­
ual medical insurance, dis­
ability income protection, 
medigap coverage or long­
term  care plans, we a t 
AHIA need your support­
ing membership. Your in­
vestm ent in this health 
conference will ra ise our 
flag higher and better 

guarantee the 
association’s for­
ward path as we 
prepare our­
selves to battle 
the health  
insurance storms 
th a t lie ahead 
and to protect 
the vital role of 
the health insur­

ance agent within the 
delivery system.

Q uick  hits
Selling disability i n c o m e  protection

By Robed J. Heller,
FICF, L IJT C F

The sale of disability in­
come (Dl) protection is not 
as difficult as you m ight 
think. The m ain key to 
selling disability is to “talk  
about it.” I have 
made it  a  rule for 
myself to mention 
the word “disabil­
ity” in my presen­
tation a t  least 
three times. While 
most pecple real­
ize th a t  they are going to 
die and need life insur­
ance, you have to m ake 
clients appreciate the need 
for Dl. They need to

know th a t  a person’s m ost 
valuable asse t is their abil­
ity to get up  in the m orn­
ing, get dressed and go to 
work to provide an income 
for th e ir family’s everyday 
expenses. So, even though 
it’s difficult for prospects to 

visualize them ­
selves as dis­
abled, you m ust 
keep going back 
to it to m ake 
them  realize the 
high chance of 
disability (see 

page 4) and the devasta­
ting effects of it. Here are 
my suggestions:
■  M ention disability a t 

least three times during

Robert J . Heller, FICF, LVTC F, has been a  
d is tr ic t representative w ith  Lu theran  Brotherhood  
F inanc ia l Services in  Dale City, V irg in ia  fo r the 
past eight years. He has qua lified  fo r  the N Q A  seven 
times, the N S A A  seven times, the H IQ A  fo u r times, 
and his company’s prestig ious President’s C lub fo r  
the past six years.

the interview and con­
tinue to go back to the 
need and importance of 
D l protection.

B  Don’t  be afraid to m en­
tion and sell disability 
protection because it 
se t s confusing. Use 
the health m arketing  
specialists in your home 
office to help you u nder­
stand  the provisions 
and  m ake you more 
comfortable with the 
product.

H Keep in mind th a t you

are  pu tting  your client’s 
welfare in jeopardy if 
you don’t  propose Dl 
protection.

H W hen you m ake a pro­
posal for the need for 
life insurance, autom ati­
cally include a proposal 
for the disability protec­
tion also. Sell it as a 
package.
By following these few 

simple steps, I think you’ll 
find selling disability in­
come protection isn’t  as dif­
ficult as you thought.



A s s o c i a t i o n  n e w s

AHIA’s four standing com­
mittees m et a t  AIIIA head­
quarters in Washington, 
D.C. recently and contin­
ued to develop program s 
for health  and  employee 
benefits agents. Here’s a 
breakdown of committee 
activities.

M e e t i n g s  c o m m i t t e e

The M eetings Commit­
tee is charged w ith the 
task of “providing inform a­
tive, educational and sales- 
oriented program s for 
those engaged in the 
health insurance indus­
try.” One of the major bene­
fits of being an AHIA 
m ember is the  opportunity 
to attend and participate 
in a variety of sem inars, 
luncheons, m eetings and 
workshops to enhance 
one’s knowledge and pro­
fessionalism, often while 
earning continuing educa­
tion credits.

The firs t scheduled 
A dIA  regional sem inar 
will be in Phoenix on 
February 25th. AHIA is 
co-sponsoring the sem inar 
with the highly-respected 
Columbia Institu te . The 
seminar, which will be 
chaired by Arizona 
Senator John  McCain, will 
feature H ealth and Hum an

Services Secretary Louis 
W. Sullivan as the keynote 
speaker. 'Titled 
“The Arizona 
Forum on Health 
Care: A Focus on 
O ur Needs and 
Goals,” the m eet­
ing will las t from 
8:30 a.m. to 2:00 
p.m. The only 
cost to AHIA 
m em bers is the 
price of the luncheon.
More information will be 
mailed to A H A  members

L e g i s l a t i o n  

c o m m i t t e e

Task forces were cre­
ated by the Legislation 
Committee to address is­
sues of particular im port­
ance. The task  forces 
address the following 
issues:
E3 Access to health care;
B  Long-term care (LTC);

and
B  Small group reform.

The ta sk  force on access 
to health  care will analyze 
current studies done by 
other organizations and de­
velop working solutions to 
the access crisis.

The Long-Term Care 
Task Force will analyze 
congressional treatm ent of 
long-term care policies and

Senator 

John McCain

review such issues as 
agent commissions, taxa­

tion of LTC prod­
uct benefits and 
m inimum 
policy standards.

The Small 
Group Plans 
Task Force will 
examine issues 
surrounding 
groups with 25 or 
fewer employees. 

How these groups are 
affected by issues such as 
medical underwriting, pre­
existing conditions, m an­
dated benefits and 
taxation will be evaluated.

Public policy position 
statem ents outlining 
A H A ’s stand  on health is­
sues are also being revised 
and developed.

C o m m u n i c a t i o n s /  

m e m b e r  s e r v i c e s

This committee is in 
charge of creating and de­
veloping the vast re­
sources and benefits 
available to the member- 
agent. As AHIA works to 
establish itself, the Com­
munications/M ember 
Services Committee is 
racing to develop these 
resources:
B  Health Legislative

Reports;

■  Three “U nderw riter’s 
Update” education 
programs;

H  A m onthly newsletter;
H  Local program modules; 
B9 Consumer brochures;
■  Speeches; and
H  Increased access to 

information.

M e m b e r s h i p

The M embership Com­
m ittee is responsible for a t­
tracting new members and 
is building A IIA  into a 
large, powerful agents 
group.

G e t i n v o l v e d

Progress to date by all 
four committees h as been 
extensive, b u t much is to 
be done. As an association 
of agents, AHIA is always 
interested in hearing from 
m em bers who would like 
to become involved. Tb in­
form A H A  of your inter­
est, simply drop a note to: 
AHIA Involvement, 1922 
F S treet N.W., Washing­
ton, DC 20006-4387, or 
call (202) 331-2161.

Editor
Jim Tbbin 

Production
Dee Lichtenstein 
Angela Jackson

Health Matters is
written by the staff o f the 
Association o f Health 
Insurance Agents (AHIA). 
For questions or more infor­
mation, please write, AHIA , 
1922 FStreet, N.W., 
Washington, D C  20006-4387 
or ca ll (202) 331-2161.

Trouble selling disability income insurance?
H See the  Disability 

Income (Dl) sales piece 
on page 4. Photocopy 
and use with clients 
any way you wish.

Ml Read Dr. Bruning’s a rti­
cle on page 4 and order 
his video where he 
talks directly to clients 
about Dl insurance. He 
dem onstrates the need, 
you m ake the sale.

A IIA  m em bers only 
can get this video a t a 
special discount, ju s t 
$64.50 (N.C. residents 
add 5%). One agent re ­
ports th a t  in h is first 
four m onths of using 
the video, he increased 
Dl sales by 60 percent 
for the whole year! 
AHIA members, mail 

your check, m ade payable

to M aiy M. Bruning, to 
AHLA, 1922 F Street, 
N.W., W ashington, D.C. 
20006-4387, for verifi­
cation of your mem­
bership. Non-AHIA 
mem bers m ay get the 
video by mailing $69.50 
(N.C. residents add 5%) 
directly to M ary M. 
Bruning, 642 N. Race St., 
Statesville, N.C. 28677.



W h a t  y o u  s h o u l d  k n o w  a b o u t  

D I S A B I L I T Y  I N C O M E  I N S U R A N C E

If someone told you th a t 
you had  a  one in five 
chance of winning the  lot­
tery, you’d play, wouldn’t  
you? Well, those are  the 
odds of you becoming tem ­
porarily or perm anently 
disabled between th e  ages 
of 20 and  60 (64 for 
women). And th a t num ber 
shoots even higher as you 
get older (see chart). In 
fact, you a re  up to six 
times more likely to be dis­
abled th an  die a t  any age 
up to age 65.

W hat if suddenly, tom or­
row, you couldn’t  work? 
W hat would happen to 
your house, your college 
fund, you? How long could 
you m aintain  your curren t 
lifestyle w ithout an in ­
come? Especially if, while 
your income stopped, hos­

pital bills began. Accord­
ing to a  recent survey, 48 
percent of all home foreclo­
sures in  the U nited S tates 
are the resu lt of a disabil­

ity in the family, while 
only 3 percent are  caused 
by a death.

Disability income insur­
ance can protect your in ­

come and  investm ents. If 
you don’t  have it, you’re 
playing a  lottery with very 
good odds, bu t it’s one you 
don’t  w ant to win.

D isability income insurance: the benefits speak  for themselves
“I had been swim m ing and 
diving in th a t same lake 
since 1963.1 was a certi­
fied w ater safety instruc­
tor and I didn’t  even th ink

A NIGHTMARE"
The first few years were 

a nightm are, as the whole 
family’s life changed. Fam-

Dr. James B run ing , now 42, was a young dentist 
in  h is  second year o fpractice  in  Statesville, N.C., in  
1979 when he suffered a c rip p lin g  in ju ry  in  a  d iv in g  
accident. Dr. B ru n in g  had purchased a d isab ility  
income (D l) insurance policy shortly before his 
accident and  now discusses w hat tha t policy means 
to h im  and  h is  fam ily .

I was doing anything dan ­
gerous. Then a few things 
went wrong and I took a 
30-foot dive into four feet 
of water. I was left a quad­
riplegic and  I couldn’t  con­
tinue my dental practice. I 
had no source of income in 
sight.

ily life revolved around my 
physical needs. But 
through it all, when we 
thought we were going to 
go insane, one thing didn’t 
change: the financial pic­
ture. It was the rock we 
knew we could count on.

Now, 11 years later, my

disability income (Dl) 
insurance keeps us in the 
business of life. I t allows 
me personally to do those 
things th a t I w ant to do, 
like provide for my family. 
My kid’s college is paid, 
my m ortgage is taken care 
of and we can get out and 
do things. It does wonders 
for my self-esteem.

" T H E  O T H E R  G U Y "

“W hen my agent 
approached me about get­
ting Dl insurance, I gave 
him all the textbook re a ­
sons why I didn’t  need it. 
Even after I bought it, I re ­
ally thought it could only 
happen to the o ther guy. 
Then suddenly, I was the 
other guy I’ve never sold 
insurance to anybody, b u t

I ’m hard-pressed to think 
of a more satisfying feel­
ing th an  being able to 
walk into the hospital 
room of one of your clients, 
someone who’s been p ara ­
lyzed, who thinks his 
world is crumbling, and 
say, T ve got it covered. 
Your business is taken 
care of, your house is 
taken care of and your 
kids can go to college. The 
cavalry is here.’

“A UFESAVER"
“And now, when my kid 

grows up, he’ll have the 
sam e memories as other 
kids. He'll say, I hope, that 
‘Dnd m ight have been in a 
wheelchair, but he did all 
righ t for us anyway.’

“My Dl policy h as  been, 
quite simply, a lifesnver."



G I V E  M E  A  G O O D  R E A S O N  

W H Y  F I R S T  C O L O N Y  S H O U L D  

B E  M Y  F ir s tC H O IC E  W H E N  

S E L L I N G  U N I V E R S A L  L I F E .
SM

H o w  A b o u t  6 For Starters?
Low Universal Life Premiums- extremely competitive 
as a term alternative or whole life equivalent.
Competitive Current Interest-currently 9.25% -  from 
a company that’s committed to interest rate integrity 
and financial strength.C?

Unique Fail-Safe fea ture-  it will guarantee the 
Death Benefit for 15 or 20 years, regardless o f what 
happens to current interest rates.
Programmed Increases in Death B enefit-for growing 
lifestyles and business needs.
Zero Net Cost Preferred Loans- give your clients 
preferred access to their accumulated values.
Generous First Tear Commissions-including new'
First Year Commissions on Programmed Increases.

F i r s t C H O I C E " '  is a n e w  universal life product with choices in premium, 
willies, guarantees, and death benefits that benefit y o u r  c l ie n t s  m i d  y o n . For 

a complete broker’s kit, call or write your First C nlony General Agent.

Or, send us your business card.

First Colony Life
1IOMI O H  U I I YN( lira iu,. \ \

Wl Ml KN KIlilON \t Oil-Ill- WOOIM WIHIII iVl  \



W h a t  ' s  t h e
f a s t e s t  w a y  t o

t h e  g r e e n ?
Work with the disability pros at Monarch Life. Our 

outstanding products, competitive pricing, top-notch local 
support and generous compensation can put money in your 
pocket. \ leading provider of disability insurance lor nearly 
a century, our new business sales have grown seven-lold in 
the past eight years.

Monarch designs disability insurance your clients need, 
want and buy . We offer a comprehensive range ol disability 
products, including individual and business plans, small and

large group, long-lerm. short-term and payroll deduction 
programs. Many of these innovative products have set new 
industry standards.

Monarch supports you with special marketing programs, 
the largest selection of riders in the industry, multi-life 
discounts, step-rating and same-day proposal service.

For more information, contact your local brokerage 
office, or call David Kassabian, Assistant Vice President. 
Markelinu Communications, al (NOOl.vU-ObSb.

M O N A R C H

Monarch Life Insurance Company
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T o w a r d  S o l v i n g  A m e r i c a ’s 
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Citizen Action
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EX ECU T IV E  SUMMARY

Absent fundamental change in our health care system, families, businesses, and 
government can expect to pay a $1.5 trillion health care b il l in the year 2000. 
This is a b i l l none of us can afford. The United States health care system can 
be rescued from the damaging spiral of out-of-control health costs and 
declining access and quality.

By taking action now to control provider rates, reduce unnecessary procedures, 
and eliminate insurance administrative waste, the United States could reduce 
the health care b i l l by $274 billion in the year 2000 ~ and still guarantee 
universal access to health care.

The data in this report demonstrates that both universal access and cost 
containment are achievable goals. Three specific and straight-forward steps 
would produce the follow ing savings and benefits:

♦ Insurance administrative savings of $52.8 billion can be achieved in 
2000 by eliminating the high cost of private insurance administration. This 
does not include additional savings that physicians and hospitals may realize 
under a simplified insurance administration system.

♦ By holding health expenditures to a 6.6% annual rate of growth (still 
above general inflation, but 2% below projected health care inflation), $245.7 
billion can be saved in 2000. The Medicare program is already committed to 
achieving this level of savings through rate and volume controls. It is time to 
make a national commitment to apply the 2% solution system-wide.

♦ The cost in 2000 of expanding access to the currently uninsured and 
underinsured is $24.3 billion. This cost is far less than the savings described 
above.

Tables at the end o f this report present the savings that can be achieved with 
the above reforms, nationally and within each state, in 1990 and the year 
2000.



Absent fundamental change in our health care system, families, businesses, and government 

can expect to pay a $1.5 trillion health care bill by the year 2000. This is a bill none of us 

can afford to pay without seriously jeopardizing our standard of living, access to care and 

our economy. The United States health care system needs to be rescued from the damaging 

spiral of out-of-control health costs and declining access and quality.

This report presents data, on a state-by-state and nauonal basis, about specific steps this 

country could take to achieve lower health care costs, universal access and improved quality 

of care for all Americans. By taking action now to control provider rates and reduce 

insurance administrative waste, the United States could reduce this bill by $274 billion in the 

year 2000 -- and still guarantee universal access to health care.

In the face of rising health costs and declining access, public dissatisfaction with the 

American health care system has been increasing. Most Americans (89%) see the need for 

fundamental change in the direction and structure of the U.S. health care system. Only 10% 

agree with the statement that "on the whole, the health care system works pretty well." 

Americans are significantly less satisfied with their health care system and physician care 

than either the Canadians or British.1

Economist TJwe Reinhardt has observed that this public disenchantment with the health care 

system reflects serious misgivings over the way American health care is financed. The 

America'1, health insurance system lacks the security, portability and administrative simplicity 

desired by American citizens.1 The approaches to health care reform described in this report 

address the sources of this public dissatisfaction.

C A U S E S  O F  E X C E S S I V E  H E A L T H  C A R E  I N F L A T IO N

Health, care spending has increased at more than twice the rate of general inflation during 

the last decade and, absent reform, this trend is expected to continue during the 1990s. An 

analysis of the components of health care inflation reveals areas that can be controlled 

without affecting quality.

Health care inflation is usually broken down into four components: general price inflation; 

medical price inflation; population changes; and intensity, or the volume of services 

provided. Although the United States has an aging population, changing demographics 

account for a relatively minor portion of increased health care spending -- 1% of the 11.7% 

annual compound rate of growth between 1975-87.3 The fact that as Americans grow older 

they need more health care is not the major contributor to spiral ing health costs. This factor 

accounts for one-tenth of rising costs.

A  major factor driving up health care costs is the amount health care prices have increased 

above the general rate of inflation -- that is, the amount that health care providers have 

increased their prices for services by more than the rate of general inflation. These excess



price increases accounted for 2.2% of the 11.7% rate of growth between 1975-87/ These 

excessive health care price increases account for one-fifth of rising health costs. Such price 

increases are encouraged by the fee-for-service reimbursement system that is prevalent in the 

United States. Under many insurance plans, providers are paid more the more they increase 

their fees. The last decade has been marked by sustained increases in real net physician 

income. Physician incomes have increased an average of 7.1% from 1981-88 compared to 

average earnings increases of 4.1%.5 Health care chief executives were the nation’s highest 

paid CEOs in 1989.6

H E A LTH  IN F L A T IO N  C O M P O N E N T S

15 . 8

[~~1 general health C D  pop change volume
inflation price increases

Source: Health Care Financing Administration

The American fee-for-service system rewards physicians more for performing surgery and 

other procedures, than for time spent counseling, diagnosing and examining patients. The 

financial incentives inherent in this type of payment system contribute to the second major 

factor which drives up health care spending -- the increasing quantity, or volume and 

intensity, of services provided lo each person. Volume and intensity growth accounted for 

2.3% of the 11.7% growth rale, or one-fifth of health care inflation.7

This increase in the amount and type of medical procedures is especially worrisome since 

there is overwhelming evidence that a significant proportion of the American health care 

dollar is spent on unnecessary tests and procedures, endangering health and Quality of care. 

Recent research has found that 32% of carotid cndarterectomies, 17% of coronary angio­

graphies, and 17% of upper gastrointestinal endoscopies are inappropriate. The General
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Accounting Office found that inappropriate use of surgical procedures ranged from 14% to 

32%. Many common procedures, such as Caesarean section deliveries and coronary artery 

bypass surgery, are often used without producing any medical benefit for the patient.8

The cost-containment strategies described below are designed to reduce the size of the two 

most troublesome components of health care inflation: excess health price increases and 

increases in the volume and intensity of health care services provided. The other two 

components -- economy-wide inflation and increases in the population —  an determined 

outside of the health care system.

Although both public and private health care plans have initiated a variety of cost contain­

ment efforts in the last decade, these piecemeal approaches have failed to control costs 

system-wide. The fragmented nature of our multiple-payer approach has been a major 

barrier to effective cost containment. All too often one payer’s success at controlling use and 

charges has resulted in another payer’s loss, as providers just shift costs to those with less 

bargaining power in the health care marketplace. Private employers are paying an estimated 

$31 billion, or 27% of their heaith care costs, for uninsurance, underinsurance or underpay­

ments by other sectors of our society.9 The lack of uniform cost and quality data and 

standards is also an impediment to controlling system-wide costs.

C O N T R O L L I N G  H E A L T H  C A R E  E X P E N D I T U R E S

TIIE 2 %  S O L U T I O N  -  M A K I N G  A  N A T I O N A L  C O M M I T M E N T

The Medicare program, which accounts for almost one-fifth of our national health spending, 

has developed successful methodologies for holding down costs. These methodologies would 

have a far greater impact if they could be applied system-wide. Without mechanisms for 

controlling costs system-wide, providers have the ability to shift costs to other payers. Other 

industrialized countries and some states have also adopted strategies that have held down 

costs.

The Medicare program is putting into place a new system ,or paying physicians. This new 

system addresses many of the problems identified above. A  new physician fee schedule will 

increase reimbursement for primary care services and reduce fees for over-valued proce­

dures. At the same time, Medicare will use a volume performance standard, or VPS, to 

protect Medicare against physicians performing more services to make up for any fee 

teductions. The new legislation assumes that Medicare physician costs will be reduced 2 %  

annually beginning in 1993, below what they would have been without any volume controls. 

The VPS is modelled after the concept of expenditure targets used in several Canadian 

provinces.

t
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Prospective Payment System Savings
1991 costc per beneficiary

Source: Committee on Ways & Means, 1990 Green Book, p. 238

Since 1984, Medicare has been paying hospitals a set dollar amount per admission based on 

diagnosis and adjusted for geographic variations in labor costs. This prospective payment 

system (PPS) will save Medicare $30 billion in 1991 alone. As the graph illustrates, 

Medicare’s prospective payment system for hospitals has saved the program 21% on hospital 

costs per beneficiary.10 The Health Care Financing Administration has estimated that 

increases in hospital costs could be reduced 2 %  nationally through practice pattern changes 

(primarily reduced length of stay).11

Several states have controlled hospital costs by establishing rates for all payers, public and 

private, large and small. The rate of increase in individual hospital expenses was reduced 

4 %  in these states. Hospital charges per admission were 3.8% lower in the experimental 

states compared to other states.12 As of 1988, Maryland’s cost per admission rose 7.5%, as 

compared with a national rate of increase of 9.1%. This difference saved residents of 

Maryland $38 million in 1988 alone. If costs per admission in Maryland had risen at the 

national rate since 1976, when Maryland began its rate-setting system, Marylanders would 

have paid an additional $845 million for hospital costs between 1976 and 1988.13
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Maryland vs. United States 1976-1988 
savings from rate-sotting

□ t*n»too States Maryland

Source: Maryland Health Services Cost Review Commission, FY 1989 Report

Rate-Setting States vs. United States
Change in Gross Inpatient Revenue per Admission

1975 1976 1977 1970 1979 I960 1901 1902 1903 19SJ 1905
  Rate-setting States'* ---------  Other States

Source: Johns Hopkins Center (or Hospital Finance and Management

The development by the Medicare program of new methodologies to set physician fees fairly 
and to control the volume of physician services means that states now have the tools to 
control all health expenditures within the state.

Reducing health expenditures by 2 %  annually is a realistic and modest goal. Using rate 
control authority to reduce anticipated medical inflation by just 2% per year would produce
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enormous savings by the year 2000. This expenditure control approach would still allow an 

annual medical inflation rate of 6.6%, well above projected general inflation of just over 

4%, and produce savings of $245.7 billion in 2000.

Establishment of system-wide rale controls for providers would go far to get at the two 

causes of health care inflation identified above —  excess price and volume increases -- and 

would effectively contain costs. Unified payment rates would also eliminate the destructive 

cost-shifting and high administrative burden imposed by our current fragmented health care 

system. Such an approach would draw on the proven cost containment successes of other 

countries and on our own Medicare and slate-based approaches.

ACHIEVING THE SAVINGS

There are a wide variety of ways this nation can achieve this annual 2 %  savings without 

reducing quality of care. Holding down the rates of increase in providers’ income is one 

way. Other ways involve using our national resources in a more rational manner.

The development and use of practice guidelines for care is one way to reduce unnecessary 

care and the high costs associated with it. Studies consistently find striking variations in 

practice patterns in different geographic regions. These variations are not explained by 

differences in the population. Rather, practice styles of physicians account for the differ­

ences, not patient needs or superior care. Research has shown that once physicians do learn 

about the results of appropriateness studies and variations in use of procedures, their practice 

patterns change. The elimination of unnecessary procedures not only saves money, but 

improves quality of care for all Americans. The National Leadership Commission on Health 

Care estimated that practice pattern changes could reduce health expenditures by up to $22 

billion annually.15

Technology assessment and capital planning also offer a means to reduce cost without 

jeopardizing quality. Our knowledge about effective care has not kept pace with expanding 

technologies. High technology equipment is often disseminated prior to any research about 

its application and likely outcomes. Technology assessment could both save costs and 

improve quality. Similarly, capital spending review and budgets for both inpatient and 

outpatient services would eliminate incentives for wasteful and duplicative capital spending. 

Excess hospital beds are costing the United States at least $3.1 billion in 1990.16 Further­

more, quality is improved when providers perform procedures frequently. Studies have 

found that a greater concentration of surgery in fewer hospitals tended to lower mortality 

rates.17

Other countries, including Canada, have used their rate-setting and budget authority to 

directly address the tough questions of a fair net income for physicians and the ap­

propriate supply of physicians. In Canada physician incomes are four to five times the 

average industrial wage, as compared with five to six times the average industrial wage in 

the United States. In contrast to the United States, income differentials between primary care



and specialties are relatively small in Canada.18 In the United States, the number of primary 

care physicians is decreasing relative to other physicians. In Canada, primary care phys­

icians account for 52.5% of all physicians.19

Other Western countries have successfully incieased the percentage of primary care 

physicians relative to specialists. As of 1980, the percentage of active physicians who were 

specialists varied among industrialized countries as follows: United Kingdom - 27%; West 

Germany - 46%; Belgium - 47%; Netherlands - 62%; United States - 84%.20

Specialists by Country 
percent of physicians, 1980

Source: Journal of the American Medica l Association

I N S U R A N C E  A D M I N I S T R A T I V E  S A V I N G S

The United States health care system has the highest proportion of administrative costs in the 

world. Our pluralistic health insurance system, with over 1,500 different insurance com­

panies and several public programs, spawns diverse and duplicative payment rules, differing 

rates, dozens of separate utilization review systems, complex and costly eligibility deter­

minations, high marketing costs and profits. Americans, in effect, pay what one economist 

has described as a "plurality tax" on all health services.71

The high administrative costs of the private insurance industry are disproportionately borne 

by small business and individuals who must purchase coverage on their own. The costs of 

marketing, insurance company profits, medical underwriting, and commissions fall most 

heavily on those groups with the least market power. For every dollar of health care costs 

paid by groups of 1-4 individuals, 40 cents goes for administrative costs under our private
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insurance system. Groups of 20-49 incur 25 cents in administrative costs for every dollar 

spent. Even groups of 100-500 pay administrative costs of 16 cents for every dollar spent.22

40.0%

Insurance Costs 
administrative costs, as a percentage of claims 

by firm size

M arke tin g
C o s ts

R is k /
P ro f it

1-4
Employees

20-49
Employees

Source: Hay/Huggins, Inc.

100-499 10,000 or More
Employees Employees

By 2000 the United States could save $52.8 billion annually in insurance administration costs 

by eliminating this plurality tax and utilizing a single, public administrative system. These 

savings are calculated by reducing health insurance administrative costs to those of the 

Medicare and Medicaid programs (2.7%).

Simplifying insurance administration in the U.S. may also allow physicians and hospitals to 

save on overhead costs associated with billing. Such savings are not included in the above 

estimates. The provider administrative and billing overhead costs associated with the 

American multiple-payer system are higher than any other country. In the United States,

18% of hospital spending is for administration and billing and 45% of gross physician 

income is for professional expenses, much of it for billing. Under Canada’s single-payor 

system, only 8 % of hospital costs are for administration and billing, and 36% of physician 

costs for professional expenses. According to one estimate, adopting a Canadian-style, 

single-payor health insurance system in the United States could have saved $22.5 billion in 

hospital, physician and nursing home expenses in 1983.23 Reducing these costs incurred by 

American hospitals, doctors and other providers is another way to reduce provider rates 

without reducing provider income or quality of care. Administrative simplification would 

also address the dissatisfaction with complex and overlapping bureaucracy increasingly 

expressed by patients and providers.
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U N I V E R S A L  C O V E R A G E

Savings from either of the reforms presented in this report --2% rate reductions and/or 12% 

administrative savings -- are more than enough to fund coverage for the uninsured.

A fundamental aspect of any health care reform must be the provision of universal access. 

Without universal access, Americans will continue to incur unnecessary costs due to delayed 

care, lack of cost-effective preventive care for children and pre-natal care for women, and 

untreated chronic illnesses which become more serious and costly. If everyone is insured, 

the risks can be spread evenly across the population.

Universal access will also help to ensure an adequate supply and distribution of health care 

providers. The financial burden of hospital uncompensated care is forcing hospitals to 

eliminate services that attract uninsured patients -- such as emergency and trauma centers. 

This curtails access for insured patients and forces everyone to travel further for emergency 

care. In geographic areas with large proportions of uninsured people, providers find that 

losses from uninsured patients cannot be recovered from the shrinking base of insured 

people and that continued provision of service to the entire community is not financially 

viable.^

The costs of providing coverage for the uninsured in the year 2000 will be $24.3 billion. 

This cost is based on a basic benefit package of hospital, physician services, diagnostic tests, 

limited mental health preventive services and prescription drug coverage. Since the unin­

sured use approximately one-third less health care than insured persons, this estimate shows 

the cost of the increase in the use of ser/ices. This estimate does not include any savings 

that would be generated by ensuring cost-effective preventive care and on-going treatment of 

chronic illnesses.

CONCLUSION

The data in this report demonstrate that both universal access and cost containment are 

achievable goals in the United States. By acting now on the three specific reforms presented 

in this report, the United States could save $274 billion in the year 2000:

♦ The cost in 2000 of expanding access to the currently uninsured and underinsured 

is $24.3 billion.

♦ By holding provider fees and rates to a 6.6% annual rate of per capita growth 

(about one and one-half times general inflation) $245.7 billion can be saved by the year 

2000. This can be accomplished by expanding reforms in the Medicare program to our 

entire health care system.

9



♦ Administrative savings of $52.8 billion can be achieved in 2000 by eliminating 

the high costs of private insurance administration. Additional savings may be possible from 

reduced provider overhead costs associated with billing.

The following tables present the savings that can be achieved with the above reforms, 

nationally and within each state, in 1990 and the year 2000.

System Reform Savings 
total expenditures

□ c u r r e n t  s y s t e m  + r e f o rm e d  s y s t e m
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COMPARISON OF TOTAL PROJECTED HEALTH CARE EXPENDITURES 
BY STATE UNDER ALTERNATIVE POUCIES IN 2000

(In Thousands) Total
Insurance Universal Access

Current Universal Rate Conlrol Administrative & Rate Controla CLsnge From
STATE Law Access (2%) Savings a/ Savings a1 & Administration Current Law

ALABAMA 22.667,039 389,069 (3,805,249) (629,996) 18,620,864 (4,046,175)
ALASKA 3.228,864 52,890 (534,023) (134,503) 2,613,223 (515,640)
ARIZONA 23,306,882 313,035 (3,866,095) (835,211) 18,918,612 (4,388.270)
ARKANSAS 11,097,073 193,713 (1,867,838) (282,744) 9,140,204 (1,956,868)
CAUFORNIA 223,595,772 3,283,773 (37,113,065) (8,154,865) 181,611,615 (41,984,157)
COLORADO 18,819.641 328,250 (3,119,607) (762,585) 15,265,699 (3,553,942)
CONNECTICUT 20,996,403 354,138 (3,463,197) (940,296) 16,947,048 (4,049,355)
DELAWARE 4,138.620 60,393 (691,154) (125,720) 3,382.140 (756,480)
DISTRICT OF COLUMBIA 3,500,076 67,223 (593,286) (70,790) 2,903.224 (596,852)
FLORIDA 90,060,126 1,210,959 (15,089,001) (2,344,533) 73,837,551 (16,222,576)
GEORGIA 37,733,919 538,227 (6,309,527) (1,087,148) 30,875,471 (6,858,448)
HAWAII 7,653,634 109,434 (1,262,304) (323,721) 6,177,043 (1,476,590)
IDAHO 3,959,138 71,591 (659,214) (145,671) 3,225.845 (733.294)
ILLINOIS 69.779,254 1,240,749 (11,547,728) (2,963,833) 56,508,442 (13,270,812)
INDIANA 28,504,460 497.770 (4,717,173) (1,201,718) 23,083,338 (5,421,122)
ICWA 13,620,316 271,924 (2,257,420) (588,209) 11,046,611 (2,573,704)
KANSAS 14,677,643 257,370 (2,425,163) (642,393) 11,867,457 (2.810.186)
KENTUCKY 15,737,895 291,848 (2,649.529) (414,825) 12,965.388 (2.772.507)
LOUISIANA 20,590,574 410,813 (3,475,688) (517,528) 17,008,171 (3,582.403)
MAINE 6,645,638 105,620 (1,099,393) (272,017) 5,379.847 (1.265,790)
MARYLAND 31,074,629 458,792 (5,196,582) (907,527) 25,429,311 (5,645.318)
MASSACHUSETTS 42,436,773 725,589 (7,030,106) (1,730,655) 34,401,601 (8,035,173)
MICHIGAN 54,691,321 967.289 (9,055,599) (2,289,721) 44,313,290 (10,378,031)
MINNESOTA 25,755,773 429,535 (4,239,365) (1,200,744) 20,745,199 (5,010.574)
MISSISSIPPI 11,044,767 193,386 (1,860,928) (270,833) 9,106,391 (1,938.375)
MISSOURI 31,946,064 536,740 (5,284,951) (1,336.112) 25,861,740 (6,084.324)
MONTANA 3,486,657 69,350 (583,844) (115,140) 2,857,023 (629,634)
NEBRASKA 8,580,707 159,869 (1,417,323) (387,626) 6,935,627 (1,645,080)
NEVADA 8,837,119 112,469 (1,458,356) (354,811) 7,136,421 (1,700.698)
NEW HAMPSHIRE 6,351,711 85,896 (1,045,852) (273,909) 5,117,846 (1,233,865)
NEW JERSEY 42,383,429 701,136 (7,014,626) (1,744,066) 34,325,852 (8,057,576)
NEW MEXICO 7,076,082 112,592 (1,179,766) (235,763) 5,773,146 (1,302.936)
NEW YORK 115,121,894 2,064,813 (19,206,482) (3,993,906) 93,966,317 (21,135,578)
NORTH CAROUNA 32,183,511 489,202 (5,377,481) (980,695) 26,314.536 (5,868,975)
NORTH DAKOTA 3,606.280 73,636 (599,931) (144,244) 2,935,741 (670,539)
OHIO 61,941,308 1,100,776 (10,267,317) (2,531,973) 50,242,794 (11,698,514)
OKLAHOMA 14,232,334 293,934 (2,400,143) (381,102) 11.745,023 (2,487,311)
OREGON 15,269,405 258,617 (2.537,250) (574,818) 12,415,954 (2,853,451)
PENNSYLVANIA 69,555,852 1,237,755 (11,558,415) (2,674,454) 56,560,738 (12,995.113)
RHODE ISLAND 6,448,659 109,254 (1,070,219) (250,613) 5,237,081 (1,211,578)
SOUTH CAROLINA 15,222,478 239,954 (2,544,917) (464,043) 12,453,472 (2,769.006)
SOUTH DAKOTA 3,773.731 67,320 (625,132) (156.856) 3,059,063 (714,667)
TENNESSEE 27,906,735 456,767 (4,683,096) (765,810) 22,916,594 (4,992,141)
TEXAS 88,910,873 1,544,835 (14,903,874) (2,620,198) 72,931,636 (15,979,237)
UTAH 7,493,520 123,948 (1,238,664) (317,448) 6,061,362 (1,432,164)
VERMONT 2,753,403 43,861 (454.743) (117,254) 2,225,268 (528,135)
VIRGINIA 34,364,026 507,109 (5,735,435) (1,069.528) 28,065,172 (6,297,854)
WASHINGTON 27,295,859 429,823 (4,533,675) (1,006,614) 22,185.394 (5,110.465)
WEST VIRGINIA 7,844,814 165,857 (1,325,762) (197,336) 6,487,573 (1,357.240)
WISCONSIN 26,967,967 480,209 (4,460,714) (1,159,096) 21,828.364 (5,139,603)
WYOMING 1,634,546 38,516 (272,443) (65,427) 1,333,192 (301,354)

TOTAL $1,476,507,197 $24,325,619 ($245,708,644) IS52.756.656) $1.202.367.516 (274,139,681)

Savings computed on the basis of total health spendng under Universal Access 
SOURCE; Lewin/tCF estimates



COMPARISON OF TOTAL PROJECTED HEALTH CARE EXPENDITURES 
BY STATE UNDER ALTERNATIVE POUCIES IN 1990

(In Thousands) Total
Insurance Universal Access

Current Universal Ra e Control Administrative & Rale Controls Change From
STATE Law Accoss (2%) Savings a/ Savings a/ & Administration Current Law

ALABAMA 9,522,402 194,638 (178,794) (267.894) 9,270,352 (252,050)
ALASKA 1,242.929 26,469 (23,357) (LO,932) 1,195,100 (47,830)
ARIZONA 8,105,810 156,601 (152,020) (291,921) 7,818,461 (287,348)

ARKANSAS 4,706,750 96,908 (88,387) (121,620) 4,593,652 (113,099)
CAUFORNIA 84,754,469 1,642,760 (1,589,709) (3,117,188) 01,690,332 (3,064,137)
COLORADO 8,045,268 164,212 (151,054) (325,362) 7,733,064 (312.204)
CONNECTICUT 8,815,606 177,163 (165,471) (405,325) 8,422,175 (393.633)
DELAWARE 1,547,100 30,213 (29,023) (47,620) 1,500,670 (46,430)
DISTRICT OF COLUMBIA 1,559,131 33,630 (29,307) (31.931) 1,531,523 (27,600)

FLORIDA 31,411,102 605,802 (589,111) (840.263) 30,587,530 (823.572)
GEORGIA 13,669,245 269,257 (256,468) (395,572) 13,286,461 (382.784)

HAWAII 2,797,343 54,746 (52,478) (117,620) 2,681,991 (115,352)

IDAHO 1,748,435 35,815 (32,830) (64,245) 1,687,175 (61.260)

ILUNOIS 30,597,883 620,704 (574,422) (1,343,072) 29,301,094 (1,296.789)

INDIANA 12,362,662 249.017 (232,055) (532,810) 11,846,815 (515,847)

ICWA 6,615,476 136,034 (124,228) (294,600) 6,332,683 (282.794)

KANSAS 6,426,779 128,754 (120,622) (289,497) 6,145,414 (281.365)

KENTUCKY 7,021,825 146,002 (131,888) (186,001) 6,649,938 (171.888)

LOUISIANA 9,545,115 205,516 (179,412) (240,437) 9.330,783 (214,332)

MAINE 2,687,926 52,838 (50,430) (112,449) 2,577,885 (110.041)

MARYLAND 11,627,792 229,518 (218,175) (342,905) 11,296,230 (331,562)

MASSACHUSETTS 17,947,477 362.907 (336,913) (753,437) 17,220,115 (727,3t2)
MICHIGAN 23,874,781 483,902 (448,200) (1,031.175) 22,879,307 (995.473)

MINNESOTA 10,857,061 214,882 (203,724) (514,127) 10,354,092 (502,969)

MISSISSIPPI 4,638,528 96,744 (87,129) (114,055) 4,534,063 (10*.439)

MISSOURI 13,373,361 268,513 (251,010) (578,860) 12,812,003 (561,358)
MONTANA 1,641,223 34,694 (30,837) (53,992) 1,591,067 (59.136)

NEBRASKA 3,933,640 79,977 (73,851) (181,791) 3,757,975 (175.664)

NEVADA 3,115,213 56,264 (58,355) (125,858) 2,987,264 (127.949)

NEW HAMPSHIRE 2,258,658 42,971 (42,350) (99,597) 2,159,682 (98,976)
NEW JERSEY 17,368,763 350.755 (326,039) (735,990) 16,657,489 (7H.274)

NEW MEXICO 2,757,688 56,326 (51,778) (91,096) 2,671,140 (36,547)

NEW YORK 50,354,750 1,032,956 (945,534) (1,792,950 48,649,219 (1,705,532)

NORTH CAROUNA 12,259,381 244,731 (230,076) (376,230 11,897,807 (361,574)

NORTH DAKOTA 1,751,185 36,838 (32,900) (71,797i 1,683,326 (67.859)

OHIO 27,193,403 550,681 (510,491) (1,146,344) 26,007,249 (1,106,154)

OKLAHOMA 6,824,669 147,045 (128,280) (15*.441) 6,658.993 (165.676)

OREGON 6,523,595 129,377 (122.415) (246,256) 6,284,301 (239.294)
PENNSYLVANIA 30,541,650 619,207 (573,360) (1,221,936) 29,365,561 (1,176.089)

RHODE ISLAND 2,701,187 54,656 ',50,706) (107,859) 2,597,276 (103.911)

SOUTH CAROUNA 6,011,186 120,041 (112,815) (183,631) 5,834,781 (176,405)

SOUTH DAKOTA 1,662,251 33,678 (31,205) (70,916) 1,593,306 (66.443)

TENNESSEE 11,328.956 228,505 (212,657) (314,445) 11,030,359 (298.597)

TEXAS 37,300,724 772,828 (702,025) (1,111,317) 36.340,210 (1,040 514)

UTAH 3,085,385 62,007 (57.912) (! 29,926) 2,959,554 (125.831)

VERMONT 1,117,014 21,942 (20,957) (48,544) 1,069.456 (47.553)
VIRGINIA 12,931,845 253.690 (242,614) (404,510) 12,538.410 (399,434)

WASHINGTON 11,084.596 215.026 (207,913) (406,369) 10,683.339 (401,257)
WEST VIRGINIA 3,846.712 82,973 (72,306) (97,342) 3,760,037 (86,675)

WISCONSIN 11,980.357 240,232 (224,859) (528,175) 11,467.555 (512.802)

WYOMING 821,858 18.268 (15,458) 80.1) 791.J62 (29.996)

TOTAL 605,978,347 12.169.281 (11,373,916) ----.(■. v. 584.596.673 (21.381,674)a/ Savings computed on the basis of total herflh spending under Universal Access 
SOURCE; Lswin/ICF estimates



T E C H N I C A L  APPENDIX

Methodology Used to Project State 
Health Expenditures in 2000

In this analysis w e developed estimates of total health expenditures in each state  

by source of payment in 1 9 8 0  and 1 98 7 . W e also developed projections of future health 

expenditures by state in selected years under current policy and alternative health care 

financing scenarios. This appendix describes the methods used to develop these 

estimates.

A. HEALTH EXPENDITURES BY STATE

W e developed estim ates of health expenditures by source of payment for the 50  

states and the District of Columbia in 198 0  and 1 9 8 7  using available data. For both 

years w e presented estim ates of the following categories of personal health care 

expenditures:

•  Direct payments by households.
•  Employer health insurance payments.
•  Payments by other private sources.
•  Medicare payments.
•  State Medicaid expenditures.
•  Federal Medicaid expenditures.
•  Payments by other public sources.

State-level data on Medicare and Medicaid spending w ere obtained from the 

Health Care Financing Administration (HCFA). However, information on other health care 

expenditures by state and local governments is largely unavailable from existing data 

sources. Data on health spending by households and employers are also unavailable at 

the state level.

Due to the lack of state-level health expenditures data, w e estimated state 

spending using techniques that reflect the unique socio-economic composition of the 

population in each state. W e developed these estimates for 1 9 8 0  and 1987  using the 

following three steps:
LEWIN/ICF

A  Health & Science* International Company



• Develop First Stage estimates. We estimated total expenditures by source 
of payment based upon the socio-economic composition of the population 
in each state. The Lewin/ICF Health Benefits Simulation Model (HBSM) was 
used to estimate per-capita health spending for each source of payment by 
age, income, geographic region, and health insurance status. Using these 
per capita health spending estimates, we estimated total health spending in 
each state based upon state-level data on the distribution of persons by 
age, income, and insured status as reported in the Current Population 
Survey (CPS) for 1980 and 1987.

• Adjust First Stage Estimates to Replicate Known Totals By State. We then 
adjusted the first stage estimates to reflect the following known control 
totals for 1980 and 1987:

-- Medicare spending by state.
-- Federal Medicaid spending by state.
-- State Medicaid spending.

In addition, we adjusted total health spending to reflect HCFA estimates of 
relative differences in per-capita health spending by state in 1982.

• Adjust Second Stage Estimates to Replicate HCFA Estimates of National 
Health Spending by Source of Payment.' The state-level health spending 
estimates developed in the second stage were adjusted to replicate HCFA 
estimates of national health spending by source of payment.

B. PROJECTIONS OF HEALTH SPENDING IN FUTURE YEARS UNDER ALTERNATIVE 
SCENARIOS

In the second task we developed projections of total health spending in each state 

under alternative health care financing strategies. Projections of total health spending in 

each state were developed for each year between 1988 and 2000 assuming current 

policy continues throughout this period. These projections are based upon census 

projections of population growth by state and HCFA projections of national health 

expenditures through 2000.

We then developed estimates of total health spending by state under three policy 

scenarios. These policy scenarios are described below.

Scenario #1

In the first scenario we developed estimates of national health spending under a

universal health plan that emphasized a pluralistic health insurance system. We assumed
LEWIN/ICF
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that, under this scenario, all individuals would be covered under a benefits package 

similar to that recommended by the Pepper Commission with the exception that 

prescription drugs would be covered.

Under this scenario, we estimate that there will be an initial increase in health 

spending in 1990 as previously uninsured persons become covr ed under a health plan. 

The increase in health spending was allocated across states in proportion to the number 

of uninsured in each state. (Estimates of uninsured persons by state are also provided as 

part of this study.) For purposes of estimating the administrative costs of insurance 

under this scenario, we assumed that 1) all workers and dependents would become 

covered under private employer health insurance where administrative costs average 

about 15 percent of benefit payments, and 2) all non-workers would become covered 

under a public plan where administrative costs average about three percent of benefit 

payments.

Scenario #2

In the second scenario we assumed that all persons in the United States would 

become covered under a unitary payer system. We assumed that the unitary plan would 

have patient cost sharing similar to that under the Pepper Commission proposal ($250 

deductible for a single person, $500 per family, 20% copayments for hospital, physician 

and lab services, with an out-of-pocket limit of $3,000 per individual or family). Under 

this scenario, we estimated the savings due to reduced insurance administrative overhead 

charges under a unitary payer system.

We assumed that the shift to the unitary payer would result in substantial savings

in administrative costs due to the elimination of insurer profits and marketing costs and

the simplification of claims processing and other general administrative functions. We

estimated these administrative savings by assuming that persons who were privatel i

insured in Scenario #1 would be shifted to a unitary payer where administrative overhead
LEWIM/ICF
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charges are assumed to be the same as in the current Medicare program. For privatelv 

insured persons we assumed that this would reduce administrative charges from 15 

percent of benefit payments to less than 3 percent.

Scenario #3

We also estimated total health spending in 1990 and 2000 assuming cost controls 

were implemented. HCFA estimates that per capita health spending will increase by about

8.6 percent per year through 2000. To illustrate the potential impact of cost controls, we 

estimated health expenditures in 2000 assuming the growth in spending is reduced to

6.6 percent annually.

The purpose of these estimates is to show the potential savings that could be 

achieved by slowing the projected rate of growth in health spending. These estimates are 

intended to be illustrative and should not be interpreted as estimates of the savings 
arising under any particular cost containment program.

LEWIN/ICF
A  Health & Science* International Company
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Health care costs in the United States have risen dram atically, far outpacing economic 
growth, general inflation, and fam ilies’ incomes. These spiraling health costs are 
creating an em ergency -  a crisis o f affordability for consum ers, governm ent, labor, 
and business. Families are paying more in prem ium s, deductibles and co-payments 
while often seeing their benefits shrink. Employers faced with double digit premium 
increases now find that health care costs consume nearly 94%  o f net p ro fits .1 Rising 
costs have also resulted in a growing number o f Americans without adequate health 
coverage, or none at all.

This report exam ines the magnitude o f the health care cost crisis by providing data on 
health spending and the uninsured during the 1980s and projections o f what the 
United States will be spending by the end of the 1990s should the status quo continue 
in our health care system. Information on health care costs and numbers o f uninsured 
are provided on a state-by-state and national basis. This is the first time state-based 
data or. health care expenditures has been available since 1982. when the Health Care 
Financing Administration stopped providing it .

The magnitude o f health care cost increases over the 1980s indicates why there is 
serious interest in health care refDrm. This interest has been increasing among both 
state and federal legislators.

T H E  1980s: R IS IN G  C O STS

During the Iasi decade, health care costs have risen at rates far exceeding the 
consum er price index. Between 1980 and 1989 the average annual increase in the 
consum er price index was 4 .7% . Health care spending increases averaged 10.4% 
during this same period. An increasing portion o f every family budget has been going 
to pay for health care since skyrocketing health costs have dwarfed wage increases. 
Annual earnings increased 4% per year, on average, since 1980.

National health care spending more than doubled between 1980 and 1990, jum ping 
from $230 billion to $606 billion. Am erican consumers pay directly for over 25% of 
this huge health care bill through out-of-pocket payments. Although many public and 
private health plans have responded to these cost increases with a variety o f cost 
control initiatives, these efforts have been piecemeal and have not succeeded in 
holding down system-wide costs.

▼ Per capita spending increased 139% from 1980 to 1990, rising from $1,016 to 
$2,425 per person in 1990.

▼ From 1980 to 1990 overall health care spending in the United States more than 
doubled, increasing by 163%, from $230 billion to $606 billion.



▼ Spending for employer-based health insurance premiums increased 164% in the 
past decade, from $66 billion to $174 billion.

▼ An increasing portion of every fam ily’s budget is going to pay for health care 
as shown by the 157% rise in out-of-pocket spending from 1980 to 1990 
(excluding the cost o f employee premium contributions), from $63 billion to 
$162 billion.

* State governm ent spending for Medicaid increased 156% between 1980 and
1990, from $10.7 billion to $27.4 billion.

▼ M assachusetts ($3,031), California ($2,894), New York ($2,818), Nevada 
($2,757) and Rhode Island ($2,707) have the highest levels o f per capita health 
spending in 1990. South Carolina ($1,689), Idaho ($1,726), M ississippi 
($1,751), W yoming ($1,756) and Utah ($1,784) have the lowest levels o f per 
capita health spending in 1990.

▼ In Arizona (160.7% ), Alaska (157.2% ), Florida (152.3% ), New M exico 
(152.2% ) and M aine (150%) per capita health expenditures increased at least 
150% from 1980 to 1990.

Although all states experienced health care spending increases well above the 
consumer price index, there is high variation in spending among states. This variation 
is generally explained by the following kinds o f factors: dem ographics (especially the 
proportion o f a state’s population that is either women o f child-bearing age, o r older 
men and women); the numbers o f uninsured persons in a state (uninsured persons 
consume about one-third less health care than insured persons); the environmental 
conditions in a state (these can cause deteriorating health); the num ber and type of 
health care facilities and providers in a state (this will cause individuals to travel into 
or out o f a state to get health care); the practice patterns o f providers in state (the use 
o f hospital inpatient care and surgical procedures varies greatly among geographic 
areas), and historical levels o f  spending in a state.

T H E  1980s: D E C L IN IN G  A C CESS

Dramatic increases in health care spending have not resulted in m ore Americans 
having access to better care. Despite the high price tag o f our health care system, 
millions o f Am ericans are without any health insurance, public or private. The 
num ber o f uninsuied Americans has grown during the 1980s.2 State-by-state data on



numbers o f uninsured persons show variation in the growth or decline o f uninsured 
persons. Reasons for this state variation are diverse. In some instances, an aging 
population means that a growing portion of the state’s residents have become eligible 
for M edicare. The composition of a state’s economy can also influence the number of 
uninsured, as particular industries are more or less likely to offer em ployer coverage. 
O ther factors, such as a state’s Medicaid eligibility level, income levels, and 
economic well-being, also influence the number o f uninsured.

v O ver 13% of Americans, almost 32 million, were uninsured on any given day
in 1988.

v  The num ber o f uninsured Americans has increased 30% , from 24.5 million
persons in 1980 to 31.8 million persons in 1988 (the most recent year for 
which published statistics are available).

▼ 28% o f U .S . residents, 63 million people, lacked health insurance for at least a 
month during the 28 month period ending May 1987, according to the Census 
Bureau.

▼ New M exico (22.8% ), Arkansas (21.8% ), Texas (21.4% ), Florida (18.4% ), 
Oklahom a (18% ), M ississippi (17.9% ), Arizona (17.7% ), Nevada (17.3% ), 
Louisiana (17.3% ) and California (17.2% ) had the highest percentages o f 
uninsured persons as o f 1988.

▼ N evada (86.7% ), Kentucky (68.9% ), Florida (62% ), Texas (59.5% ) California 
(57.7% ), Alaska (57.2% ), and Oregon (52.6% ) all saw the num ber of 
uninsured persons in the state increase by more than 50% from 1980 to 1988.

Who are these uninsured persons? Young adults are the most likely to lack insurance. 
Tw enty-seven percent o f  persons 18-24 lack insurance.3 These are individuals who are 
likely to be in entry-level jobs and to be too old to qualify as dependents o f other 
family m em bers. Twenty-eight percent o f the uninsured are children. Forty-two 
percent o f  the nation’s uninsured live in the South.

Five out o f  eight uninsured persons are employed or are dependents o f employed 
persons. Just over half o f uninsured workers are employed by firms with less than 25 
employees.

Why has the num ber o f uninsured persons increased? One o f the major reasons is a 
reduction in the num ber o f individuals and their families covered by employment-



related insurance. In recent years there has been an increase in the num ber of persons 
employed in businesses that don’t offer health insurance, or offer inadequate or 
unaffordable insurance.4

Health care inflation and competition in the small group insurance market have 
combined to make health insurance increasingly unaffordable for small businesses, 
their employees and their dependents. In order to hold premiums and benefit 
payments down and attract customers, insurers have been engaging in a number o f 
practices that have had the effect o f increasing the number o f uninsured, or 
underinsured persons, who work in small businesses or are dependents o f these 
workers. These practices include: denying coverage to certain, high-risk individuals 
within small groups; denying coverage to entire small groups considered to be high 
risk; and denying coverage for pre-existing conditions, such as diabetes or asthm a.5

Analysis o f the nonelderly population shows that an additional 13 percent o f the 
nonelderly, 20 million persons, are underinsured -- at risk o f spending more than 10 
percent o f their income on health care.6 Since the elderly spend an estimated 18% of 
their incomes on health care on average, including the elderly would add many 
millions to the num ber o f underinsured.7

W hen small businesses do get insurance, the insurance companies establish the 
premiums based on "experience-rating" — the practice o f basing prem ium s solely on 
the experience o f the specific group, rather than establishing a "community-rating" 
for the larger community as a whole. Premiums set on the basis of experience- 
rating, rather than community rating, are m ore unstable and rise quickly.

One of the ways em ployers have responded to escalating premiums is by charging 
employees a greater share o f the premiums. The percentage o f employees paying 
$100 or m ore a month for family health insurance rose from 5 percent in 1986 to 16 
percent in 1988. Average employee payments for individual coverage rose 32 percent 
between 1988 and 1989.* These increased cost demands on employees result in 
employees, especially low-wage employees, declining health insurance because it is 
unaffordable.

A vicious cycle o f higher costs and declining access was set in motion during the 
1980s. U ninsured persons often forego cost effective preventive care and, when they 
seek care, do so at costly hospital em ergency rooms instead o f physicians’ offices. To 
cover the cost o f treating the uninsured, hospitals raise their rates to privately- 
insured patients and insurance premiums go up. Cost-shifting due to uncompensated 
care and the lack of insurance offered by some em ployers accounts for approximately

4



27% o f em ployer health care costs. In the face o f rising prem ium s, more employers 
chose not to offer coverage at all, ultimately increasing the costs o f coverage for 
those who remain insured.

T H E  1990s: A $1.5 T R IL L IO N  ANNUAL H E A L T H  C A R E  B ILL

The huge increase in outlays for health care during the 1980s pales in comparison to 
what this country will spend by the year 2000 should the status quo continue with our 
health care system. Absent fundamental change, consumers, employers and 
governments can expect a $1.47 trillion annual health care bill by the year 2000.

▼ By 2000, health care spending will rise to $5,515 per person, an increase of 
443% from 1980.

▼ From 1980 to 2000, overall health care spending will be six and one-half times 
higher.

▼ Employers and employees will have to absorb a 529% increase from 1980 to 
2000, from $66 billion to $412 billion for employer-based health coverage.

t Families will experience a 512% increase in out-of-pocket health care costs
between 1980 and 2000, from $63 billion to $386 billion, not counting the 
employee share o f health insurance premiums.

▼ By the year 2000, state governments can expect to see a 480% increase in 
M edicaid expenditures, from 1980 spending levels of $11 billion to $62 billion 
in 2000.

▼ In the 1980-2000 period, per capita spending will increase fastest in Arizona 
(493% ), Alaska (485% ), New Mexico (473.9% ), Florida (473.7% ), Maine 
(468.5% ), North Dakota (467.6% ) and Washington (466% ).

Clearly, health care spending of the magnitude described above presents a crisis of 
affordability for every family, for the American economy, and for government. The 
data in this report illustrates the need for fundamental reform o f our health care 
system. Unless the United States takes bold action now, all Americans will suffer a 
declining standard of health care and a declining standard o f living as a result of the 
increasing burden of health care costs.
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P E R  C A P IT A  H E A L T H  S P E N D IN G  
1980 - 2000

T a b l e  1

1

1

A L A B A M A
A L A S K A

A R IZ O N A
A R K A N S A S
C A L IF O R N IA
C O L O R A D O
C O N N E C T IC U T

D E L A W A R E
D IS T R IC T  O F  C O L U M B IA

F L O R ID A
G E O R G IA
H AW AII

ID A H O
ILLIN O IS
IN D IA N A
IO W A

K A N S A S
K E N T U C K Y
L O U IS IA N A

M A IN E
M A R Y L A N D
M A S S A C H U S E T T S

M IC H IG A N
M IN N E S O T A

M IS S IS S IP P I
M IS S O U R I
M O N T A N A

N E B R A S K A

N E V A D A
N E W  H A M P S H IR E  
N E W  J E R S E Y  

N E W  M E X IC O  

N E W  Y O R K  
N O R T H  C A R O L IN A  

N O R T H  D A K O T A  

O H IO
O K L A H O M A
O R E G O N
P E N N S Y L V A N IA

R H O D E  IS L A N D
S O U T H  C A R O L IN A
S O U T H  D A K O T A

T E N N E S S E E

T E X A S
U T A H
V E R M O N T

V IR G IN IA
W A S H IN G T O N

W E S T  V IR G IN IA
W IS C O N S IN

W Y O M IN G

T O T A L

S T A T E _______ 1980

924
921

848
844

1,186

996
1.148

960
1,241

962
883
993
708

1,093
919
993

1,057
806
940
870

1,041
1,284

1.097 
1,110

759
1,033

859

1,016
1,109

813
930

711
1,257

773
1,066

1,039
906
940

1,021
1,184

706
952

952
915
741

815

863
929
843

1.097 
714

5 1 , 0 1 6

1990

% C h a n g e  
1980-1990

% C h a n g e
R anh 2000

% C h a n g e  
1980-2000

2.286 147 4% 13 5.201 462.8%

2,367 157 2% 2 5,390 485.5%

2 .2 1  1 160.7% 1 5.031 493.0%

1,944 130.4% 46 4,423 424.1%

2,894 143.9% 17 6.584 454.9%

2,415 142.5% 20 5,496 451.8%

2,699 135.2% 39 6,136 434.7%

2.268 136.3% 36 5,160 437.6%

2,586 108.4% 51 5,882 374.1%

2,427 152.3% 3 5,520 473.7%

2,072 134.7% 40 4,714 434.0%

2.469 148.5% 9 5,619 465.6%

1,726 143.9% 18 3,928 455.0%

2,619 139.6% 29 5,953 444.6%

2 ,2 0 1 139.4% 30 5,004 444.3%

2,351 136.6% 35 5,343 437.9%

2.548 141.1% 22 5,792 448.0%

1,875 132.5% 43 4,266 429.1%

2,185 132.4% 44 4,972 428.9%

2,175 150.0% 5 4,945 468.5%

2,436 134.1% 42 5,541 432.5%

3,031 136.0% 38 6.890 436.5%

2.569 134.3% ' 41 5,840 432.5%

2,480 123.4% 49 5,641 408.1%

1,751 130.6% 45 3,984 424.6%

2,568 148.6% 8 5,837 465.1%

2,059 139.7% 27 4,686 445.6%

2,452 141.4% 2 1 5,576 448.8%

2.757 148.5% 1 0 6,272 465.3%

1,981 143.6% 19 4,505 453.8%

2,224 139.2% 32 5,056 443.8%

1,792 152.2% 4 4,078 473.9%

2,818 124.2% 48 6,408 409.8%

1,833 137.1% 34 4.170 439.5%

2,661 149.7% 6 6,051 467.6%

2,493 140.0% 26 5,667 445.6%

2,139 136.2% 37 4,867 437.3%

2,312 146.0% 15 5,260 459.8%

2,536 148.3% 1 1 5,763 464.2%

2,707 128.6% 47 6,153 419.7%

1,689 139.2% 31 3,842 444.4%

2.322 144.0% 16 5,278 454.7%

2,262 137.7% 33 5,145 440.3%

2,192 139.7% 28 4,987 445.3%

1,784 140.8% 23 4,062 448.0%

1.956 140 1 % 25 4,448 445.9%

2.076 140.5% 24 4,724 447.2%

2,311 148.7% 7 5.258 466.0%

2.088 147 6% 1 2 4,752 463.4%

2,449 123.2% 50 5,567 407.3%

1,756 146.1% 14 3,996 460.0%

S2.425 138.7% $5,515 442 8%

S O U R C E :  Lew m / iC F  e a h m a ie i



T a b l e  2

S T A T E 1980

A L A B A M A 3,598,838

A L A S K A 370.082

A R IZ O N A 2,305,619

A R K A N S A S 1,929,340

C A L IF O R N IA 28,080.581

C O L O R A D O 2,878.913

C O N N E C T IC U T 3,566,669

D E L A W A R E 570.197

D IS T R IC T  O F  C O L U M B IA 791,551

F L O R ID A 9,376.859

G E O R G IA 4 ,822.254

H AW AII 958,674

ID A H O 668 .050

ILLIN O IS 12.489,958

IN D IA N A 5,047.369

IO W A 2,894.898

K A N S A S 2 ,498.938

K E N T U C K Y 2 ,951,766

L O U IS IA N A 3,954,402

M A IN E 978,536

M A R Y L A N D 4,388.016

M A S S A C H U S E T T S 7 ,367.870

M IC H IG A N 10,158,071

M IN N E S O T A 4,525.259

M IS S IS S IP P I 1,914,580

M IS S O U R I 5 ,079,283

M O N T A N A 676 ,015

N E B R A S K A 1,595,143

N E V A D A 887,542

N E W  H A M P S H IR E 749,188

N E W  J E R S E Y 6,848,103

N E W  M E X IC O 925.932

N E W  Y O R K 22.066.936

N O R T H  C A R O L IN A 4 ,546.873

N O R T H  D A K O T A 696.1 15

O H IO 1 1 .215,407

O K L A H O M A 2,740,188

O R E G O N 2,474.037

P E N N S Y L V A N IA 12,117,790

R H O D E  IS L A N D 1,121,337

S O U T H  C A R O L IN A 2.203.405

S O U T H  D A K O T A 657 .535

T E N N E S S E E 4 .368.396

T E X A S 13.012.429

U T A H 1,082,735

V E R M O N T 416,395

V IR G IN IA 4 .615.580

W A S H IN G T O N 3,838.548

W E S T  V IR G IN IA 1,644.557

W IS C O N S IN 5,164.568

W Y O M IN G 335,414

T O T A L $230 ,166  741

T O T A L  H E A L T H  S P E N D IN G  
I9 6 0  - 2000 

(in thousands of dollars)

% C h a n g e  
1990 1900-1990 R ank

9 ,522,402 164 6% 21
1.242,929 235.9% 3

8 ,105,810 251 6% 1
4,706,750 144.0% 37

84 ,754 ,469 2 0 1 .8% 5

8,045,268 179.5% 14

8,815,808 147.2% 32

1,547,100 171.3% 17

1,559,131 97.0% 51

31.411 ,102 235.0% 4

13.669,245 183.5% 1 2
2 ,797,343 191.8% 8
1,748,435 161.7% 24

30,597 ,883 145.0% 35

12.362.662 144.9% 36

6 ,615,476 128.5% 49

6 ,426,779 157.2% 26

7 ,021,825 137.9% 45

9 ,545,115 141.4% 42

2 ,687.926 174.7% 15

1 1 ,627,792 . 165.0% 20
17.947 ,477 143.6% 38

23,874,781 135.0% 46

10,857,061 139.9% 44

4 ,638.520 142.3% 41

13,373.361 163.3% 23

1,641.223 142.8% 39

3 ,933.640 146.6% 33

3 ,115,213 251.0% 2
2 ,258,658 201.5% 6

17,368 ,763 153.6% 27

2 ,757,688 197.8% 7

50,354 ,750 128.2% 50

12,259,381 169.6% 18

1,751,185 151.6% 30

27,193 ,403 142.5% 40

6 ,824.669 149.1% 31

6 .523,595 163.7% 22
30,541 ,650 152.0% 29

2 .701,187 140.9% 43

6 .011.186 172.8% 16

1,662,251 152.8% 26

1 1 ,328,956 159.3% 25

37.380 ,724 167.3% 10

3 ,085,385 185.0% 1 1

1 . 1  17,014 168.3% 19

12.931,845 180.2% 13

1 1 ,084,596 188.6% 9

3.846,712 133.9% 47

1 1 ,980.357 132.0% 48

821 ,658 145.0% 34

S605 .978.347 163.3%

% Change
2000 1980-2000

22.667,039 529 8%
3,228,864 772 5%

23,306,832 910.9%
1 1,097,073 475 2%

223.595,772 696 3%
18,819.641 553.7%
20,996,403 488.7%

4,138,620 625 8%

3.500,076 342.2%
90.060.126 860 5%
37,733.919 682.5%

7.653,634 698.4%

3,959,138 492.6%
69,779,254 458.7%

28,504,460 464.7%
13,620,316 370.5%

14,677.643 487 4%

15,737,895 433.2%
20,590,574 420.7%

6,645.638 579.1%

31,074,629 608.2%
42,436,773 476.0%

54,691,321 438.4%

25,755,773 469.2%
11,044,767 476.9%

31,946,064 528.9%
3,486,657 415.8%

8,580,707 437.9%

8.837,119 895.7%

6,351,711 747 8%

42,383,428 518.9%

7,076,082 664 2%
115,121,894 421.7%

32,183,51 1 607.8%

3,606.280 418.1%

61.941,308 452.3%
14,232,334 419.4%

15,269,405 517 2%

69,555 ,852 474 0%

6.448,659 475 1%
15,222.478 590 9%

3.773.731 473.9%

27,908.735 538 9%
88,910,873 583 3%

7,493,526 592.1%

2,753,403 561 2%
34,364,026 644 5%

27.295.859 611 1 %
7.844,814 377 0%

26,967,967 422 2%

1,634,546 387 3%

S I .476 507.197 541 5%

S O U R C E :  Lo w in / IC F  e s t im a le s



Table 3a

i r.tiMAirn '-.riunr.m or payment ron pehsonal health expenditures in the yeah mno «,•
(Dollars in thousands]

SIAM:
Al AIIAMA

out oi i«nr,Ki »i>/
t Ml *1 OY| H
sponsor! n NON GROUP OTHER PRIVATE

Ml MCAIR 
STATE FEDERAL Medicare OTHER PUfJUC TOTAL

1 13/.•»/«! 766.469 106.631 44.04.1 77.669 193.143 ' 551.715 651.50/ 3,596.038
At ASKA 00 940 121.467 7.206 6,155 13,720 13.720 17,773 101.013 3/o.on?
Al ll/Of J A W.frn 690 607 72.743 30.635 NA NA 320.004 505 055 ? 305 019
ARKANSAS sn?,0s? 300.379 06.011.1 21.012 65.441 175.7/2 300.7/Q 325 104 1 929 340
CAI «l ORNIA R. ft 11.415 7.201,500 710.170 370.271 1.401,953 1.401.953 4.IG4.00? 6 039.211 20.000.581
COLORAflG 005.?;? 013.532 74.605 43,390 07.470 99,27? 302.454 642.630 2.0/0.913
CONNECTICUT 1.02G.949 1.220,013 pin.oio 43,029 179.702 1 79.702 611.034 57.729 3.566.659
DEI AWAIT too, mo 130.750 28.400 5,707 23,279 23.2/9 07.529 90.949 570 19/
DISTRICT Or COtUMHIA mn./07 123,705 28.2/0 6,661 06,500 06,500 140.616 142.410 791.551
FLORIDA ?.014.900 1,770.637 4/0.002 00,066 105,422 237,450 2,153,010 1.051.597 9.376,059
GEORGIA 1.400,101 1.132.191 233.260 54.370 157,967 317.264 614,094 013,100 4.022.254
HAWAII ?1 7.000 277.774 24.639 12,659 49,435 49.435 92.413 234.429 950.6/4
IDAHO 157,700 192,002 10,600 9,170 18,331 35,112 03.920 172.443 660.050
ILLINOIS 3.400.615 4.201.372 906,100 222.739 012.407 612.407 2.339,606 194.392 12.409,950
INDIANA 1.497.000 1,005.012 411.930 97,491 155,513 200,516 754.790 115.419 5.047.369
IOWA 017.145 979,140 230,551 51.420 102.750 133,030 406.426 05.621 2.094 090
KANSAS 674.000 790,112 204.46? 42,979 96,399 111.000 443,405 130.491 2.490.938
KENTUCKY 945.732 730,292 101,140 31,500 97.004 200,798 397,702 373.522 2.951,700
LOUISIANA 1,190.55? 000,110 196,340 40.451 133,052 293.670 470.671 741.550 3.954.40?
MAINE 284.943 200,430 77,439 13.302 41,117 93,820 179,001 0.309 970,536
MARYl AND 1.206,977 1,140,04? 211,012 46,508 164,234 164,234 690,873 667.138 4 300 016
MASSACHUSETTS 1.961.510 2,207.911 437.646 00,910 500.501 530.007 1,529,777 104.000 7.367,870
MICHIGAN 2.640,620 3,441.020 710.157 159,462 550,719 550,719 1.771,676 317.690 10,150.071
MINNESOTA 1.243.101 1,490.322 301,190 03.258 269,169 337,614 704.035 27.001 4,525,259
MISSISSIPPI 619,332 410.509 0 23,326 40,604 160.171 201.274 262,076 1.914.580
MISSOURI 1,402,550 1,652.437 436,857 90.200 120,224 103.055 1,006.024 99.031 5.079.203
MONTANA 150.707 102,422 19,060 9,501 22,071 41,150 73.442 168.047 676.015
NEOftASKA 4G9.733 532.375 134.4G4 30.093 47,309 64.430 260.572 55.207 1.595.143
NEVADA 202,600 261,305 22.759 12,294 23,073 23,073 112,790 229.561 007.542
NEW HAMPSHIRE 227.069 260,611 53.749 9,906 20,730 45,157 107.079 16.070 749.100
NEW JERSEY 1,907,217 2,301,160 450,150 05.935 360,430 300,430 1,146,073 92,675 6.048.103
NEW MEXICO 220.563 240.079 25,501 14,4 ;i 22,370 49.075 91,184 247,033 925.932
NEW YORK 5,502,005 0,045.460 1.304.202 240.347 2.334,327 2,334.327 4,012.129 205,900 22.066.936
NORTH CAROLINA 1.443.000 1,100,169 227,200 52.419 133.390 270.033 576.692 729,155 4.546.073
NORTH DAKOTA 199.350 223,000 59.960 13,909 18,626 29.670 120.945 29.759 696.115
OHIO 3.210,536 4,009,617 954.293 190.723 373,505 458.355 1,010,967 191.410 11.215.407
OKLAHOMA 040.211 501,953 139.726 20.503 99,177 173.507 433.308 443.642 2.740.108
OREGON 550.453 705,573 60.503 33.490 01,525 102.339 319,206 604.859 2.474.037
PENNSYLVANIA 3,406.617 3.9G7.694 860,052 161,365 467,061 599,603 2.385,775 168.722 12.117.790
RHODE ISl AND 291,130 350,994 72.062 12.411 69,551 95,300 204.270 17,604 1,121.337
SOUTH CAROLINA 663,690 437,942 95,613 25,117 77,334 109,059 230,513 404.138 2.203.405
SOUTH DAKOTA 202.638 199,249 50.770 15,537 17,815 30,000 99.529 25,381 657.535
TENNESSEE 1,377,091 1,030,009 226.300 45.904 119,232 270.798 629,946 662.156 4.360.396
TEXAS 4.244.744 3.070.355 632.707 159,455 410,002 588,238 1,070.299 2,018.750 13.012,429
UTAH 261.640 347,150 20.670 14.937 26,122 55,607 79.516 268.014 1.082.735
VERMONT 119,59? 133,426 ' 29,474 5,360 19,259 41.607 63,594 4.002 4 15.395
VIRGINIA 1.402.704 1,123.900 234.035 46,655 160,351 208.611 593.161 045.275 4.615.500
WASHINGTON 052,112 1,071,022 99,177 52,104 169,065 169.065 400.100 1.025.015 3 030.540
WEST VIRGINIA 551,141 396.291 09.965 10,220 34,764 71,711 252.520 229.937 1.644.557
WISCONSIN 1.349.249 1,765,310 391,202 70,756 296.460 406.568 022,555 52.372 5.164.560
WYOMING 70.091 100.703 0,364 4.076 7,400 7.400 32.597 07.905 335.414

TOTAL $63,149,904 .$65,626,95? . $12,946,606, S3J23.810 _S 10.697,196 . $13,147,105 _537,246,701_ $24.228.100 __>230,166̂7 41 S  1 . 0 1 6

n/ Includes personal health expenditures and administrative costs
bI Does not include employee share ol premiums lor employer-sponsored insurance These payments are included In the 'Employer-Sponsored* column 

SOURCE: Lewrn.ICF estimates



T a b l e  3 b

E S T I M A T E D  S O U R C E S  O F PAYMENT FOR PERSONAL HEALTH EXPENDITURES IN THE YEAR 1990 n j 
   (Dollars In thousands)

STATE OUT Or POCKET b/
EMPLOYER

SPONSORED NON GROUP
ALABAMA 2,014,760 2.012.309 416,532
ALASKA J29.GB7 427.212 29.864
ARIZONA 1.972.363 2.379.617 240.8G0
ARKANSAS 1,449,372 092,449 100,921
CALIFORNIA 20.379.570 25.640.370 2.335.173
COLORADO 2,097.007 2,670,571 203,730
CONNECTICUT 2.270.555 3,303,221 432.925
DELAWARE 454.3G8 365.103 70,120
DISTRICT OP COLUMBIA 310,901 240.100 50,282
FLORIDA 9.375.203 6.210,476 1,390,790
GEORGIA 3.9G4.313 3,041.590 570.638
HAWAII 697.620 966,101 06.984
IDAHO 440.614 525.464 53.196
ILLINOIS 0.200.690 10.348,102 1,006,053
INDIANA 3.382.637 3,900,394 816,531
IOWA 1,034,062 2.210.041 440,616
KANSAS 1.772.719 2.210,335 415.790
KENTUCKY 1.947,743 1.418.057 270,882
LOUISIANA 2.547.702 1.022,033 352.995
MAINE 609.720 002,374 149.905
MARYLAND 3,169.204 2,674,955 404.561
MASSACHUSETTS 4.443.792 8,173,324 748.8GB
MICHIGAN 6.085.418 7,977,976 1.391.031
MINNESOTA 3.032.352 4.004,508 072,128
MISSISSIPPI 1,319.923 849.242 177,033
MISSOURI 3.643.381 4.390.101 045.312
MONTANA 303.483 438.546 46,226
NEBRASKA 1.132.090 1,361,739 285.541
NEVADA 007.751 1.033,508 90,602
NEW HAMPSHIRE 601,915 799,660 107,011
NEW JERSEY 4.545.827 6,011,019 741,459’
NEW MEXICO 705,091 728.420 02,220
NEW YORK 11.740,061 14.340.705 2.020,635
NORTH CAROLINA 3.008.151 2.055.434 567,966
NORTH DAKOTA 442,009 540.478 111.059
OHIO 0.966.974 8.754,357 1,645,071
OKLAHOMA 2.026.546 1.379.606 200,712
OREGON 1.657.140 2.007,536 207.095
PENNSYLVANIA 7,993.007 9.500,155 1.597,413
RHODE ISLAND 704.349 853.513 135,007
SOUTH CAROLINA 1.809.710 1.401.609 269,561
SOUTH DAKOTA 469.323 532.407 106,709
TENNESSEE 3.204.049 2.365.982 493.952
TEXAS 11.992.115 8.477.215 1,555.624
UTAH 777,209 1.095.590 00,021
VERMONT 323.043 381,043 64,236
VIRGINIA 3.88G.531 3.123.031 569,665
WASHINGTON 2,613,620 3.340.969 321,777
WEST VIRGINIA 1.090.107 714,750 170,355
WISCONSIN 3,112,443 4.060.100 754,732
WYOMING 206,156 269.576 26,320

TOTAL 5161,810*653 _SI74.I25.10L _S27.OG3.05lr

MEOICAIO
PER

CAPITA
OTHER PRIVATE 

101,705 
24.057 

137,174 
57.525 

1,471,202 
139,200 
92.000 
14,539 
11,191 

322,360 
124,568 
40.022 
20,236 

532,70P 
228,316 
115,314 
100,640 
67,343 
96,200
29.698 
99,774

195,223
372,097
180.030
51,154

224,043
25.273
70,020
56,025
33,301

200.122
49.699 

569,890 
130,692
26.699 

429,028
76,027

110.855
385,577
30,305
63,523
30.642

110.594
465.330
51.752
13.292

128,548
100.957
34,430

166.623
13,094

STATE FEDERAL MEDICARE OTHER PUBLIC TOTAL COST
103,013 425.482 1,932,043 1,655,817 9.522.402 2.206
60,300 60.360 00,357 23>,034 1.242.020 2.367

222.069 367.652 1.367,192 1.410.278 0.105,810 2.211
103.797 292.030 990,607 721.250 4.706.750 (.944

3.574.070 3.574.070 14.853.732 12.920.177 04.734.409 2.894
304.439 304.439 989,276 1,295.747 8,045,260 2.415
514,939 514,939 1,570.669 99,760 8,015.000 2.690
66,050 66.050 291,705 210.999 1.547.100 2,268

102.516 102,510 344.860 228.61/ 1.559,131 2.506
070.583 1.125.404 0,083,607 4,010.599 31.411,102 2,427
489.424 952,179 2.224.539 2.301,976 , 13.669,245 2.072
102,004 106,251 295.352 404.921 2.797.343 2,469
48,179 109.063 238.416 305.267 1.748.435 1,726

1.231.633 1,231.633 0.719.023 519.434 30.597.883 2.819
401,451 813,468 2.204,733 447.133 12.362.662 2,201
247.922 355,295 1.345.939 49.260 6.815.478 2.351
220.379 220.379 1.207,040 190.689 6.420.779 2.548
254,108 599,458 1,233,765 1,229.672 7.021.025 1.875
345,160 600,634 1,741,606 2.030,597 9.545.115 2.185
128.035 284,450 400.731 62,124 2.007.928 2.175
541.404 541.404 2,178,431 1.658,060 11.627.792 2.436

1.239.474 1,239,474 3.027.313 200,008 17,947.477 3.031
1.001.000 1,316,760 5,159,240 570.371 23.874,781 2.569
659,661 750,225 1,400.019 144,050 10.857.061 2,480
111,940 400,809 827,001 895,339 4,630.528 1,751
355,821 547,730 3,055.508 302,658 13.373.361 2.560
57,205 112,940 241,279 336,283 1.641,223 2.059

120,525 171.137 660.770 115,011 3.933.640 2.452
71.592 71,592 40B.330 407.006 3,115.213 2.757
97,029 118,939 370,959 48.364 2.258.650 1.981

1.042,327 1,042.327 3,501.694 283,989 17,360.763 2.224
07,401 193.993 344,985 564.873 2.757.600 1.792

5.288,300 5.208.300 10.274.090 825.078 50.354,750 2.018
370.710 850.080 1.957,921 1.712.411 12.25°.301 1 033
80,907 100.009 350.419 85.946 1,751.185 2.661

1.244.260 1,739.605 5,855.967 557.522 27.193.403 2.493
294.047 400.603 1.270,050 1,081,298 6.024.669 2.139
171,645 274.649 600.919 1.106.950 6.523.595 2.312

1.246.011 1,835,503 7,740,007 375.833 30.541.050 2,539
173,500 223,609 531,629 48.907 2.701.187 2.707
160.020 420.154 689,168 091,420 6.011.106 1.689
51,119 107,733 320.442 43.710 1,662.251 2.322

341,451 004,357 2.185,960 1.742.697 11.320.950 2.28?
1,145,005 1.320.648 6,584,259 5.040.450 37.300.724 2.192

65.010 172,449 310,184 525.181 3.005.385 1.784
47.406 96.673 172,612 16.629 1.117.014 1.956

469.473 532.390 2.061,3P1 2,160,846 12.931.045 2.076
567.419 560,703 1,558,005 1.618.178 11,004.590 2.311
103,791 260,771 720,922 743.573 3.840.712 2.000
520.448 713.420 2.250.929 379.584 11,080.357 2.449
19.865 19.865 107,370 158.705 821.050 1,758

_ *116^024 *50*730*394. _S605.94^47_ -

a/ Includes personal health expenditures nnd administrative costs
b/ Does not Include employee share of premiums lor employer-sponsored insurance These payments are Included In the 'Employer-Sponsored* column

SOURCE. Lewm/lCF estimates



T a b l e  3 c
ESTIMATED SOURCES Or PAYMENT EOR PERSONAL HEALTH EXPENDITURES IN THE YEAR 2000 n l 

  _(Dollnra ln_llK>usand%J_

STATE OUT OF POCKET b l
EMPLOYER-

SPONSORED NON GROUP OTHER PRIVATE
MEOICAIO

STATE FEDERAL MEDICARE OTHER PUBLIC TOTAL
ALABAMA G.507.G53 •i 708.531 976,083 267.890 307.025 9G0.0G3 5,375.234 3.424.054 22.667.039
Al ASKA 065.699 1,121.008 70.581 71,054 152.0OG 152.000 250.751 536.159 3.228.064
ARIZONA 5,610.602 6.764.390 GOG.590 430.907 610,678 1,000.299 4.621.770 3.565.0J1 23.300.082
ARKANSAS 3,349.100 2.000,031 460.622 149,517 231.246 652.384 2,720,302 1.472.984 I I .09 7.073
CALIFORNIA 53.007.530 66.644.84 1 6,006.403 4.304.439 0.902,640 0.902.640 45.912,000 29.714.318 223 595.77?
COLORADO 4.091.263 6.222.417 616,190 365,225 604.3G0 684,360 2,605,710 2.8/0.100 10.810.641
CONNECTICUT 5,271.070 7,637.340 1.003,744 241.500 1,140.650 1,148,050 4.340,830 203.993 20 990.403
DELAWARE 1,195.017 959.790 104.826 43.011 167,503 187,503 911,917 509.052 4,130.620
DISTRICT Or COLUMBIA 704.040 529.771 111,169 27.704 388,391 388.391 004.550 445.965 3.500.076
FLORIDA 26.031.662 17.254.594 3.806.407 1,000.793 2,351.978 3.012,935 28,673.673 9.042.004 90.050.126
GEORGIA 10.052.590 8.320.011 1.565.419 383,620 1.291,755 2,513.120 7.237.055 5,569,541 37.733.919
HAWAII 1.910.550 2.643.972 260.159 147,929 269.540 280.542 961,238 1.173.704 7.653,034
IDAHO 993.703 1,184.244 120.221 71.028 104,758 237,141 638.905 600.459 3.959.138
ILLINOIS 10.024.960 22.707,029 3.975.387 1,315,734 2.607,410 2,807,410 17.533.255 1.000.052 69.779,254
INDIANA 7.507.956 G.940.G06 1,035.460 570,081 1.041.239 1,759,200 5.877.353 008.461 20.504.460
IOWA 3,643,891 4,405.316 693.561 257.690 474,894 600,566 3,177.048 86.542 13.G20.316
KANSAS 3.916.623 4.097.773 920.558 250.103 409.432 409.432 3.301,372 372.350 14.077.043
KENTUCKY 4,324.250 3.147.073 602.640 168,169 543,900 1,283,120 3,255,128 2,412.801 15.737.895
LOUISIANA 5.456.360 3.099.393 757,556 231.930 712,733 1.258.887 4.432.487 3.043.422 20.590.574
MAINE 1,663.097 2,126,142 362.405 61.009 299,039 G61,205 1.320.211 132,390 6.645.638
MARYLAND 8,357.706 7.049.413 1,227.079 295,958 1,370,530 1,378.536 0.027,112 4.583.600 31.074.829
MASSACHUSETTS 10,176.490 14,127.420 1.718,510 502,068 2,730.599 2.730,599 9.071.559 560.719 42.430.773
MICHIGAN 13.452.120 17,623,526 3.001.357 925,199 2.133,251 2,BOB,318 13,553.224 1.114.322 54.891.321
MINNESOTA 7.051.420 9.305.018 1.568.223 470,911 1,470,930 1.695.420 3.091.005 296.049 25 755.773
MISSISSIPPI 3,116.442 2.003.742 418.860 135.852 254,833 026,041 2.320.679 1.060.319 1 1,044.767
MISSOURI 6.360.592 10.095,144 1,945,672 500.900 787,968 1.212,968 0.340.413 614.402 31.946.004
MON l.lNA 813,007 929,192 98.216 60,273 116,938 230.880 607.947 630.119 3.408.657
NEBRASKA 2.403.868 2.007.461 607,149 107,130 282,930 350,103 1,666.301 215.603 0,580.707
NEVADA 2.264.610 2.895.540 277.016 179,199 193.513 193.513 1.627,012 1.206.717 0.037,1 19
NEW HAMPSHIRE 1.867,766 2,180,757 295,910 102.842 257,010 314.084 1,207,467 117.076 6.351.711
NEW JERSEY 10.737.775 14.188.913 1,755.085' 531,709 2,373,749 2,373,749 9.029.603 592,000 42.303.420
NEW MEXICO 1.814.472 1,871,107 211.785 144.204 210,000 400.700 1,053,827 1.283.206 7.076.002
NEW YORK 20,052.821 31.813,339 4.493.114 1.422.407 11,313.583 11,313,580 27.094.050 1.010,092 115.121.894
NORTH CAROLINA 9.878.128 7,405.800 1.477,120 301,519 047.019 2,127,070 0.030,653 3.927,003 32.103.511
NORTH DAKOTA 885.467 1.000.024 222.543 60,052 107,683 205.910 032,722 151.892 3,606.280
OHIO 15,318.195 19,232,268 3.625.387 1,000.089 2,837,207 3,007,115 15.298.054 1.083.233 61.941.308
OKLAHOMA 4.165.510 2.833,788 590,559 175,770 584.502 794.040 3.123.838 1.964.314 14.2*32,334
OREGON 3.846.838 4.657.015 4B3.60B 289.452 384,153 814,605 2,722,592 2.271.062 15.269.405
PENNSYLVANIA 17.430.559 20.877,036 3,490.750 090.713 2.623,883 3.438.693 20.073.868 724,354 69.555.052
RHODE ISLAND 1.630.994 1,975,031 313.274 79,140 387,360 499.650 1,462,951 100.253 6.440.659
SOUTH CAROUNA 4.553.474 3.524.102 679.663 179.701 300.200 1,033,779 2.050,719 2.204.679 15.222.470
SOUTH DAKOTA 1.032.399 1.170.535 235.401 75,018 108,414 228,404 037,007 84.993 3.773.731
TENNESSEE 7.962.737 5.732.759 1.200.160 301.378 700.107 1,800,317 0.298,723 3,734.459 27.900.735
t e : \s 20,125.731 19.069.305 3.656.095 1,227,572 2.509,250 2,988,233 10.351,490 12,106.189 00.910.873
UTAH 1,889,913 2,602.268 194.991 141,549 152.431 404.292 919.416 1,128,669 7.493.520
VERMONT 777.694 918.691 154.965 35,992 110,215 224,379 493.030 39.637 2.753.403
VIRGINIA 10.235,657 8.219.190 1.503.410 380,799 1.192.047 1,351.801 6,451,550 5.029.566 34.364.026
WASHINGTON C.406.052 0,197.010 790.326 520,941 1,340,050 1.344.072 4.540.641 4.155.160 27.295.859
WEST VIRGINIA 2.218.100 1.441.469 344.513 78,170 201.945 507,382 1,728,904 1.326.244 7.844.814
WISCONSIN 6.FJ3.691 8.886.593 1.653.258 409,690 1,109.502 1,503.550 5.888.345 733.339 2G.907.967
WYOMING 409.029 534.409 52.348 31,230 37.999 37.999 253,101 278.293 1.634.540

TOTAL 5385,931,860. $412.369.109 __S63.755.912 J22.246.107 S62.147.543 577*766*646 S320.O79.650 S124.210.355 S1.476.507.197

PER
CAPITA
j:o s i

‘ 5.201 
5.390 
5.031 
4.4?3
6.504 
5.498 
0.13Q 
5,160 
5.0B2 
5.520 
4.714 
5.619 
3,920 
5,953 
5.00« 
5.343 
5.792 
4.200 
4.972 
4.045 
5.541 
6.690 
5 640 
5.641 
3.904 
5.037 
4.600 
5.578 
6.272
4.505 
5.050 
4.070 
6.400 
4,170 
0,051 
5,607 
4.067 
5.260 
5.763 
6.153 
3.042 
5,270 
5.145 
4.007 
4.062 
4,448 
4.724 
5,250 
4.752 
5.507 
3.99B

S 5 . 5 1 5

ft/ I n c l u d e s  p e r s o n a l  h e a l t h  e x p e n d i t u r e s  a n d  a d m i n i s t r a t i v e  c o s t s .

b / D o e s  n o t  I n c l u d e  e m p l o y e e  s h a i e  o l  p r e m i u m s  for e m p l o y e r - s p o n s o r e d  I n s u r a n c e  T h e s e  p a y m e n t s  a r e  i n c l u d e d  In t h e  ' E m p l o y e r - S p o n s o r e d ’ c o l u m n
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T a b l e  4

ESTIMATED NUM BER O F UNINSURED PERSONS

    ~—   —      ■  1

1980 1988
% OF STATE % OF STATE PERCENT

STATE NUM BER a1 POP. RANK bl NUMBER cl POP. RANK bl CHANGE
ALABAMA 560,052 14.4% 9 '6 1 5 ,6 8 0 15.1% 15" 9.9%
ALASKA 54,655 13 6% 1 1 85,903 15 8% 13 57 2%
ARIZONA 449,151 16 5% 2 608,444 17 7% 7 35 5%
ARKANSAS 372,852 16 3% 3 519,163 21 8% 2 39 2%
CALIFORNIA 3.004.160 12.7% 14 4 737.675 17.2% 10 57 7%
COLORADO 371,701 12.9% 13 428,555 13 0% 22 15 3%
CONNECTICUT 193,401 6.2% 50 186,011 5 8% 51 •3.8%
DELAWARE 53.621 9.0% 36 65,178 10 .2% 34 2 1 .6%
DISTRICT O F COLUMBIA 97.916 15.3% 6 97.659 15.7% 14 •0.3%
FLORIDA 1.358.123 13 9% 10 2,199,960 18 4% 4 62 0%
GEORGIA 672,080 12 3% 17 788,513 1 2 .6% 25 17 3%
HAWAII 78,539 8 .1% 43 87,669 8.1% 42 1 1  6%
IDAHO 115,174 1 2 .2% 18 165,419 16.4% 1 1 43 6%
ILLINOIS 1,078,105 9 4% 32 1,164.471 1 0 .1% 35 8.0%
INDIANA 538,413 9 8% 30 751,116 13 6% 21 39.5%
IOWA 244,302 8 4% 41 222.0 1 1 7 9% 44 -9.1%
KANSAS 172,575 7.3% 48 257,374 10 4% 33 49.1%
KENTUCKY 328.638 9.0% 37 555,113 14.9% 16 68.9%
LOUISIANA 522,790 12.4% 16 778,919 17.3% 9 49.0%
MAINE 127,156 11.3% 22 92,123 7.8% 45 •27 6%
MARYLAND 382,164 9.1% 35 430,254 9,5% 38 1 2 .6%
MASSACHUSETTS 493.906 8.6% 39 424.868 7.3% 48 -14.0%
MICHIGAN 604,488 6.5% 49 756,414 8.2% 41 25.1%
MINNESOTA 350,485 8.6% 40 282,003 6.6% 50 ■19.5%
MISSISSIPPI 378.740 15.0% 8 472,365 17.9% 6 24.7%
MISSOURI 511,424 10.4% 26 533,342 10.5% 32 4.3%
MONTANA 120,046 15.3% 7 129,258 15.9% 12 7.7%
NEBRASKA 147,733 9.4% 33 168,268 <0.5% 31 13 9%
NEVADA 92,188 11.5% 20 172,097 17.3% 8 86.7%
NEW  HAMPSHIRE 70,854 7.7% 46 105,203 9.9% 36 48.5%
NEW JER SEY 688,699 9.4% 34 638,403 8.3% 40 -7.3%
NEW MEXICO 245,114 18.8% 1 345,509 22.8% 1 41.0%
NEW  YORK 1,656,634 9.4% 31 2,049,755 11.5% 28 23.7%
NORTH CAROLINA 668,728 11.4% 21 883,308 13.8% 20 32.1%
NORTH DAKOTA 52,615 8.1% 45 50,447 7.5% 47 -4.1%
OHIO 872,119 8.1 % 44 1,031,230 9.6% 37 18.2%
OKLAHOMA 399,994 13.2% 12 592,995 18.0% 5 48.3%
O R EG O N 260,217 9.9% 29 397,160 14.6% 18 52.6%
PENNSYLVANIA 981,113 8.3% 42 949,608 8.0% 43 -3 2%
RHODE ISLAND 72,422 7.6% 47 71,051 7.2% 49 -1.9%
SOUTH CAROLINA 493,006 15.8% 5 406,552 11.9% 26 -17 5%
SOUTH DAKOTA 86,842 1 2 .6% 15 104,051 14.7% 17 19 8%
TEN N ESSEE 536,142 11.7% 19 687,400 14.2% 19 28.2%
TEXAS 2,270,337 16.0% 4 3,621,720 21.4% 3 59.5%
UTAH 146,561 10 .0% 28 198,706 11.7% 27 35.6%
VERMONT 52,373 10 .2% 27 50,256 9.2% 39 -4 0%
VIRGINIA 473,667 8.9% 38 637,029 1 0 .8% 30 34 5%
WASHINGTON 457,440 1 1 .1 % 24 579,781 1 2 .8% 24 26.7%
W EST VIRGINIA 217,640 1 1 .2% 23 245,160 12.9% 23 1 2 .6%
WISCONSIN 273,431 5.8% 51 361,781 7.6% 46 32.3%
WYOMING 50,687 1 0 .8% 25 54,968 10.9% 29 8.4%

TOTAL 24,501.212 1 0 .8% 31,837,904 13.1% _  J9_9%

aJ Based upon March 1980 Current Population Surveys (CPS) estimates adjusted to 
reflect changes in survey design implemented in the March 1988 CPS. 

bl Based upon percent uninsured. 
cl Based upon March 1988 C PS  data.
SOURCE. Lewin/ICF estimates.
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T E C H N I C A L  A P P E N D I X

Methodology Used to Project State 
Health Expenditures in 2000

In this analysis we developed estimates of total health expenditures in each state 

by source of payment in 1980 and 1987. We also developed projections of future health 

expenditures by state in selected years under current policy and alternative health care 

financing scenarios. This appendix describes the methods used to develop these 

estimates.

A. HEALTH EXPENDITURES BY STATE

We developed estimates of health expenditures by source of payment for the 50 

states and the District of Columbia in 1980 and 1986 using available data. For both 

yaars we presented estimates of the following categories of personal health care 

expenditures:

e Direct payments by households.
• Employer health insurance payments.
• Payments by other private sources.
• Medicare payments.
• State Medicaid expenditures.
• Federal Medicaid expenditures.
• Payments by other public sources.

State-level data on Medicare and Medicaid spending were obtained from the 

Health Care Financing Administration (HCFA). However, information on other health care 

expenditures by state and local governments iri largely unavailable from existing data 

sources. Data on health spending by households and employers are also unavailable at 

the state level.

Due to the lack of state-level health expenditures data, wa estimated state 

spending using techniques that reflect the unique socio-economic composition of the 

population in each state. We developed these estimates for 1980 and 1987 using the 

following three steps:
LEWIN/ICF

A  Haalth & Sciancaa Intarnational Company



• Develop First Stage estimates. We estimated total expenditures by source 
of payment based upon the socio-economic composition of the population 
in each state. The Lewin/ICF Health Benefits Simulation Model (HBSM) was 
used to estimate per-capita health spending for each source of payment by 
age, income, geographic region, and health insurance status. Using these 
per capita health spending estimates, we estimated total health spending in 
each state based upon state-level data on the distribution of persons by 
age, income, and insured status as reported in the Current Population 
Survey (CPS) for 1980 and 1987.

• Adjust First Stage Estimates to Replicate Known Totals By State. We then 
adjusted the first stage estimates to reflect the following known control 
totals for 1980 and 1987:

-- Medicare spending by state.
-- Federal Medicaid spending by state.
-- State Medicaid spending.

In addition, we adjusted total health spending to reflect HCFA estimates of 
relative differences in per-capita health spending by state in 1982.

• Adjust Second Stage Estimates to Replicate HCFA Estimates of National 
Health Spending by Source of Payment. The state-level health spending 
estimates developed in the second stage were adjusted to replicate HCFA 
estimates of national health spending by source of payment.

These steps were performed separately to develop estimates for 1980 and 1987. 

Projections of total health spending in each state were developed for each year 

between 1988 and 2000 assuming current policy continues throughout this period. 

These projections are based upon census projections of population growth by state and 

HCFA projections of national health expenditures through 2000.

LEWIN/ICF
A  H a ilth  &  Sciancaa Intarnational Company



ADDITIONAL TABLES

Sources of Payment for 
Personal Health Expenditures 

1980, 1990, 2000

Percentage Distribution



E S T I M A T E D  S O U R C E S  O E  P A Y M E N T  F O R  P E R S O N A L  H E A L T H  E X P E N D I T U R E S  I N  T H E  Y E A R  1 9 0 0  a /

STATE _  
ALABAMA

OUT OF POCKET b/
EMPLOYER-

SPONSORED NON-GROUP OTHER PRIVATE
MEDICAID

STATE FEOORAL MEDICARE OTHER PUBLIC
31 0 % 21.0 % 5.2 % 1.2 % 2 2 % 5 4 % 15 3 % ifl t %

ALASKA 24.0 320 2 0 1.7 3.7 3 7 4 8 27 3
ARIZONA 25 3 30.3 32 1.0 0 0 0 0 14 3 25 4
ARKANSAS 30 2 19 1 4 5 1.2 3 4 9 1 15 8 Ifl 9
CALIFORNIA 21 0 25.9 2 5 1.3 50 5 0 14 8 23 0
COLORADO 24 2 32.4 2.0 1.5 3 0 3 4 10 5 22 3
CONNECTICUT 20 0 34.5 0.7 1.2 5 0 5.0 17.1 1 8
DELAWARE 20 5 24 0 5.0 1.0 4.1 4.1 15 4 17 0
DISTRICT OF COLUMBIA 21.3 15 0 3 0 0.8 10 0 10.9 18 0 10 0
FLORIDA 30 0 19 0 5.1 1.0 1 8 2.5 23.0 17.0
GEORGIA 31.1 23 5 4.0 1.1 33 0 0 12 8 16 0
HAWAII 22.7 29 0 2 0 1.3 5.2 5.2 9 0 24 5
IDAHO 23.0 28 8 2.8 1.4 2 7 5.3 0 8 25 0
ILLINOIS 2 7.2 33.0 7.3 1.8 4.9 4.9 18.7 1 0
INDIANA 29.7 35.8 8 2 1.0 3.1 4.1 15 0 2 3
IOWA 28.2 33 8 8.2 1.0 3 5 4.0 16 8 3 0
KANSAS 27 0 31.9 8.2 1.7 3.9 4.4 17.7 5 2
KENTUCKY 32.0 25 0 5.5 1.1 3.3 7.0 13 5 12.7
LOUISIANA 30 3 22.3 5.0 1.0 3.4 7.4 11 9 10 8
MAINE 29.1 20.7 7.0 1.4 4.2 9.0 10.3 0 9
MARYLAND 20.3 28.2 4.8 1.1 3.7 3.7 15.9 15.2
MASSACHUSETTS 26 6 30.0 5.9 1.2 0.8 7.3 20 8 1.4
MICHIGAN 26 1 33.9 7.1 1.8 5.4 5.4 17 4 3.1
MINNESOTA 27.5 33.1 80 1.8 5.9 7.5 150 0.6
MISSISSIPPI 32.3 21.5 0.0 1.2 2.5 8.8 14.7 13.7
MISSOURI 29.2 32.5 8 0 1.9 2.4 3.6 19.8 2 0
MONTANA 23.5 27.0 2.8 1.4 3.4 0.1 10.9 25.0
NEBRASKA 29 4 33 4 8 4 1.9 3.0 4.0 18 3 3.5
NEVADA 22.8 29.4 2 0 1.4 2.0 2.0 12 7 25 9
NEW HAMPSHIRE 30.3 34.8 7.2 1.3 3.8 6.0 14 4 2 1
NEW JERSEY 27.9 34 8 6.7 1.3 5.7 5.7 10.7 1 4
NEW MEXICO 24.7 26.8 2.8 1.0 2.4 5.4 0.8 26 8
NEW YORK 24.9 27.4 5.9 1.1 10.0 10.0 18 2 1 3
NORTH CAROLINA 31.7 24.3 5.0 1.2 2.0 0.1 12 7 16 0
NORTH DAKOTA 20.0 32.2 0.0 2.0 2.7 4.3 17.4 4.3
OHIO 28.7 35.0 8.5 1.7 3 3 4.1 10.2 1.7
OKLAHOMA 30.7 21.2 5.1 1.0 3.0 0.3 158 16 2
OREGON 22.0 28 5 2 0 1.4 3.3 4.1 12 9 24.4
PENNSYLVANIA 23.8 32.7 7.1 1.3 4.0 4.9 19.7 1.4
RHODE ISLAND 20.0 32 0 0.4 1.1 0.2 8.5 18 2 1 6
SOUTH CAROLINA 30.1 19.9 4.3 1.1 3.5 8.6 10.5 22 0
SOUTH DAKOTA 30 6 30.3 0.9 2.4 2.7 5.9 15.1 3 9
TENNESSEE 31.5 23.7 5.2 1.1 2.7 8.2 14.4 15.2
TEXAS 32.0 23.8 4.0 1.2 3.2 4.5 14.4 15.5
UTAH 24.2 32.1 2.7 1.4 2.4 5.1 7.3 24 8
VERMONT 28.7 32 0 7.1 1.3 4 6 10.0 15.3 1 0
VIRGINIA 30 4 24 4 5.1 1.0 3 5 4.5 12 9 10.3
WASHINGTON 22.2 27 9 2 6 1.4 4.4 4 4 10 4 26 7
WEST VIRGINIA 33.5 24.1 5.5 1.1 2.1 4.4 15 4 14.0
WISCONSIN 20 1 34 2 7 0 1.5 5 7 7 9 15 9 1 0
WYOMING 23.3 32 4 2.5 1.5 2 2 2.2 9 7 26 2

TOTAL 27.4 % 28.5 % 5.0 % 1.4 % 4 6 % 5.7 % 16 2 % 10 5 %

TOTAl 

tO'J O NI 

100 0, 
too 0 
100 01 
too 0, 
too 0 
100 0 
too 0 
too 0 
too ◦ 
too 0 
too 0 
100 0 
too 0 
too 0 
too ol 
too o i 
too 0 
100 0 
too 0 
100 0 
100 0 
100 0 
too 0 
100 0 
100 0 
100 0 
too 0 
too 0 
100 0 
too 0 
too 0 
too 0 
too Oj 
too Of 
too o! 
too o| 
100 0| 
100 0 
too 0 
too 0 

. too 0 
too 0 
too 0 
too 0 
100 0 
100 0 
100 0 
too 0 
100 0 
100 0

100 0%

a /  I n c l u d e s  p e r s o n a l  h e a l t h  e x p e n d i t u r e s  a n d  a d m i n i s t r a t i v e  c o s t s .

b /  D o e s  n o t  I n c l u d o  e m p l o y e e  s h a r e  o l  p r e m i u m s  f o r  e m p l o y e r - s p o n s o r e d  i n s u r a n c e .  T h e s e  p a y m e n t s  a r e  I n c l u d e d  In t h e  • E m p l o y e r - S p o n s o r e d '  c o l u m n .
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ESTIMATED SOURCES OF PAYMENT FOR PERSONAL HEALTH EXPENDITURES IN THE YEAR 1000 •/

EMPLOYER MEDICAID
STATE OUT OF POCKET b l SPONSORED NONGROUP OTHER PRIVATE STATE FEDERAL MEDICARE OTHER PUBLIC
ALABAMA 20.0 X 21.1 V- 4.4 X 1.1 X 1.7 % 4.3 X 20 3 % 17 4 %
ALASKA 20.3 34.4 2.4 1.0 4.0 • 4.0 0.5 18 0
ARIZONA 24.3 20.4 3.0 1.7 2.7 4 5 10 0 17.5
ARKANSAS 30.8 10.0 4.2 1.2 2.2 8.2 21.0 15.3
CALIFORNIA 24.0 30.3 2.0 1.7 4 2 4.2 17.9 15.3
COLORADO 20.1 33.2 3.3 1.7 3 8 3.8 12.0 10.1
CONNECTICUT 25.0 37.5 4.0 1.1 5.8 3.8 17.0 1.1
DELAWARE 20.4 23.8 4.3 0.0 4.3 4.3 10.0 14.2
DISTRICT OF COLUMBIA 20.3 15.4 3.2 0.7 11,7 11.7 22.1 14.7
FLORIDA 20.8 18 a 4.4 1.0 2.8 3.6 25.7 12.0
GEORGIA 20.0 22.3 4.2 0.0 3.0 7.0 10.3 16.0
HAWAII 24.0 34.5 3.3 1,7 3.8 3.8 1C 0 17.3
IDAHO 23.2 30.1 3.0 1.8 2.8 8.2 13.6 17.5
ILLINOIS 20.0 33.8 3.0 1.7 4.0 4.0 22.0 1.7
INDIANA 27.4 32.3 0.6 1.8 3.0 o.e 17.0 3.0
IOWA 27.7 33.3 8.8 1.7 3.7 8.4 20.3 0.7
KANSAS 27.0 34.5 8.5 1.8 3.4 3.4 20.0 3.0
KENTUCKY 27.7 20.2 3.0 1.0 3.8 8.3 17.0 17.5
LOUISIANA 20.7 10.1 3.7 1.0 3.8 8.4 16 2 21.3
MAINE 23.7 32.8 5 0 1.1 4.0 10.8 17 1 2.3
MARYLAND 27.3 23.0 4.0 0.0 4.7 4.7 16.7 16.0
MASSACHUSETTS 24.0 34.4 4.2 !.1 0.9 8.0 20.2 1.0
MICHIGAN 25.5 33.4 5.8 1.8 4.2 5.3 21.0 2.4
MINNESOTA 27.0 38.0 8.2 1.7 a.t 7.0 130 1.3
MISSISSIPPI 28.5 18.3 3.8 1.1 2.4 8.8 17.0 19.3
MISSOURI 27.2 32.0 8.3 1.7 2.7 4.1 22.8 2.3
MONTANA 23.4 28.7 2.8 .■ » 3.5 6.0 14.7 20.5
NEBRASKA 20.8 34.6 7.3 l.b 3.3 4.4 17 0 2.9
NEVADA 25.9 33.2 3.2 1.8 2.3 2.3 15.7 15.0
NEW HAMPSHIRE 30.2 35.4 4.8 1.3 4.J 3.3 10.4 2.1
NEW JERSEY 28 2 34.0 4.3 1.2 6.0 e.o 20.2 10
NEW MEXICO 25.8 26.4 3.0 1.8 3.2 7.0 12.5 20.5
NEW YORK 23.3 28.3 4.0 1.1 10.3 10 3 20.4 1.6
NORTH CAROLINA 31.0 23.3 4.8 1.1 3.1 o.e 10.0 14.0
NORTH DAKOTA 25.3 30.C 8.3 1.3 5.0 0.1 20.0 4.0
OHIO 25.8 32.2 8.1 1.8 4.8 0.4 21.5 2.1
OKLAHOMA 29.7 20.2 4.2 1.1 4.3 5.0 10.7 15.0
OREGON 25.4 30.8 3.2 1.7 2.8 4.2 15.1 17.0
PENNSYLVANIA 20.2 31.4 3.2 (.2 4.1 5.4 * 25.4 1.2
RHODE ISLAND 28.1 31.8 3.0 1.1 8.4 8.3 19.7 1.6
SOUTH CAROLINA 30.1 23.3 4.5 1.1 2.7 7.1 14.0 10.5
SOUTH DAKOTA 28.2 32.0 8 4 1.8 3.1 8.3 19.3 2.6
TENNESSEE 29.0 20.9 4.4 1.0 3.0 7.1 19.3 15.4
TEXAS 32.1 22.7 <1.2 1.2 3.1 3.5 17.0 15.0
UTAH 25.2 33.3 2.8 1.7 2.1 3.8 10.3 17.0
VERMONT 28.9 34.1 5.8 1.2 4.3 8.7 15.5 1.7
VIRGINIA 30.1 24.1 4.4 1.0 3.6 4.1 15.9 10.7
WASHINGTON 23 8 30.2 2.9 1.7 5.1 3.1 14.1 17.3
WEST VIRGINIA 28.5 18.0 4 4 0.0 2.7 8.8 10.7 10 3
WISCONSIN 28.0 34.0 8.3 1.4 4.4 8.0 10.9 3.2
WYOMING 25.1 32.0 3.2 1.7 2.4 7 4 13.1 19.3

TOTAL 28 7 X 28.7 % *1.5 X 1.4 % ______ 4.5 % 3.7 X 19 2 % 9.4 %

TOTAL 
100 0% 

100 0 
too 0 
100 0 
100 0 
100 0 
100 0 
100.0 
100 0 
100 0 
100 0 
100 0 
100 0 
100.0 
100 0 
100 0 
100.0 
100 0 
100 0 
100 0 
100 0 
100 0 
100 0 
100 0 
100 0 
100 0 
100 0 
10U 0 
100 0 
100.0 
100 0 
100 0 
100 0 
100 0 
100 0 
100 0 
too 0 
too 0 
too 0 
100 0 
100 0 
1‘JO.O 
100.0 
100 0 
100 0 
100.0 
100 0 
100 0 
100 0 
100 0 
100 0

100.0%

• /  I n c l u d e s  p e r s o n a l  h e a l t h  e x p e n d i t u r e s  a n d  a d m i n i s t r a t i v e  c o s t s .

b /  D o e s  n o l  I n c l u d e  e m p l o y e r *  s h a r e  o f  p r e m i u m s  f o r  e m p l o y e r - s p o n s o r e d  I n s u r a n c e .  T h e s e  p a y m e n t s  a r e  I n c l u d e d  I n  t h a  • E m p l o y e r - S p o n s o r e d *  c o l u m n .
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E S T I M A T E D  S O U R C E S  O f  P A Y M E N T  E o n  P E R S O N A L  H E A L T H  E X P E N D I T U R E S  I N  T H E  Y E A R  2 0 0 0  a /

EMPLOYER-
cta tp  o u t  o f  p o c k e t  w  s p o n s o r e d  n o n  o n o u p  o t h e r  p r iv a t e

MEDICAID
STATE FEDERAL MEOICARE OTHER PURHC _____TOTAL

AL AO AM A ?9 1 % ?o n % 4 3 % 12 % 1 0 % 4 2 % 23 7 % 15 1 % lo o  0%
ALASKA 20 0 J4 7 2 4 2 2 4 7 4.7 7 8 16 0 100 0
ARIZONA 24.1 29 0 2 9 19 2 8 4 3 10 B 15 3 100 0
ARKANSAS 30 2 10 0 4 2 1 3 2 1 50 24 5 13 3 100 0
CALIFORNIA 23 7 29 0 2 7 1.9 4 0 4 0 29 5 13 3 100 0
COLORADO 20.0 33 t 3 3 10 3 6 3 0 14 3 14 2 100 0
CONNECTICUT 25.1 30 4 4 0 1.2 5 5 5 5 20 7 1 0 100 0
DELAWARE 20 9 23 2 4 5 1.0 4 0 4 0 2 2  0 12 3 100 0
DISTRICT OF COLUMBIA 20 1 15 1 3 2 0.0 11.1 11.1 25 0 12.7 100 0
FLORIDA 20 0 19 2 4 3 1.1 2 0 3.3 20 0 10 9 100 0
GEORGIA 20 0 22 t 4 1 1.0 3 4 6.7 19 2 14.8 100 0
HAWAII 25 0 34 5 3 5 1.9 3 5 3.7 12 6 15 3 100 0
IDAHO 25 1 29 9 3 0 1.8 2 8 8.0 10 1 15 4 100 0
ILLINOIS 25 0 32 5 5.7 1.9 3.7 3 7 25 1 1.4 100 0
INDIANA 20 6 31 4 0 4 20 3 7 6 2 20 8 3.1 100 0
IOWA 20 8 32 3 0 0 1.9 3.5 5.0 23.3 0 6 100 0
KANSAS 20 7 33 4 6 3 1.7 3 2 3.2 23.0 2.5 100 0
KENTUCKY 27 5 20.0 3 0 1.1 35 8.2 20.7 15.3 100 0
LOUISIANA 20.5 10 9 3 7 1.1 3.5 0.1 21.3 10 7 100 0
MAINE 25 0 32 0 5 5 1.2 4.5 10.0 19 9 2.0 100 0
MARYLAND 20 9 22.7 4 0 1.0 4.4 4.4 22.0 14.7 100 0
MASSACHUSETTS 24.0 33 3 4.0 1.2 0.4 6 4 23.3 1.3 100 0
MICHIGAN 24 6 32 2 . 5 6 1.7 3 0 5.1 24 8 20 100 0
MINNESOTA 27 4 36 1 6 1 1.8 5.7 8.8 15.1 1.1 too 0
MISSISSIPPI 20 2 18 1 3 a 1.2 2.3 8.4 21.0 10.9 100 0
MISSOURI 20.2 31 0 61 1.8 25 3.8 26.1 1.9 100 0
MONTANA 23.3 2G 0 2 8 1.7 3.4 8.8 17 4 18 1 100 0
NEBRASKA 28.0 33 7 7.1 1.9 3.1 4.1 19.7 2.5 100 0
NEVADA 25.0 32 8 3 1 2.0 2 2 2.2 18.4 13.7 100 0
NEW HAMPSHIRE 29 4 34 5 4 7 1.6 4.1 4.0 19.0 IB 100 0
NEW JERSEY 25.3 33 5 4 1 1.3 5.8 3.8 23.2 1 4 100 0
NEW MEXICO 25.6 26 4 3 0 2.0 3.1 8.8 14.9 10.1 100 0
NEW YORK 22.8 27 0 3 9 1.2 9.8 9.6 23.5 1.4 100 0
NORTH CAROLINA 30.7 23 0 4 6 1.2 2.9 8.0 18.9 12.2 100 0
NORTH DAKOTA 24 0 29 9 0 2 1.7 4.0 5.7 23.1 4.2 100 0
OHIO 24.7 31 0 5 9 17 4.3 0.0 24 7 1.7 100.0
OKLAHOMA 29.3 19 9 4 1 1.2 4.1 5.8 21.9 13 0 100.0
OREGON 25.2 30 5 3.2 1.9 2.5 4.0 17.8 14.9 100.0
PENNSYLVANIA 25.1 30 0 5 0 1.3 3.8 4.9 20.9 1.0 100 0
RHODE ISLAND 25.3 30 6 4 9 12 8.0 7.7 22.7 1.6 too 0
SOUTH CAROLINA 29.9 23 2 4 5 1.2 2 0 6.8 17.5 14.5 100 0
SOUTH OAKOTA 27.4 31 0 6 2 2 0 2.9 0.1 2 2.2 2.3 100 0
TENNESSEE 20.5 20 5 4 3 1.1 2.9 6.7 22.8 134 100 0
TEXAS 31.6 22 3 4 t 1.4 2.9 3.4 20.6 13.6 100.0
UTAH 25.2 35 5 2 6 1.9 2.0 5.4 12.3 15.1 1000
VERMONT 28.2 33 3 5 6 1.3 4 r 8.1 17.9 1 4 100 0
VIRGINIA 29 8 23 9 4 4 1.1 3.5 3.9 18.8 14 8 1000
WASHINGTON 23.5 30 0 2 9 1 9 4.9 4.6 16.6 15 2 100 0
WEST VIRGINIA 28.2 10 4 4 4 1.0 2 6 0.5 22.0 18.9 100 0
WISCONSIN 25 2 33 0 6 1 1.5 4.1 5.0 218 2.7 100 0
WYOMING 25.0 .12 7 3 2 1 9 2.3 2 3 15.5 17.0 100 0

TOTAL 20. t % 27 9 % 4 3 N 15 % 4.2 \ 5.3 X 22.2 % 0.4 % 100 0%

dllures and administrative costs
re of premiums for employer-sponsora-l mciiranr* TSrt* payments are Included In the •Employer-Sponsored* column.

Includes personal health expen 
Does not Include employee she

SOURCE: Lewln/ICF estimates



F o r  t h e  H e a l t h  o f  a  N a t i o n
by Henry Simmons, M.D., from the

The National Leadership Commission on Health Care 
identified four major problems in our health care system 
and proposed a major restructuring of the nation’s health 
care system to resolve them. The commission's proposal 
provides universal access to a basic level of health ser­
vices; it controls escalating costs through use of economic 
leverage in the purchase of care, financing and systems 
reforms, economic incentives including cost sharing, and 
practice guidelines to encourage appropriate care and 
eliminate unnecessary care. The commission believes 
that reducing unnecessary procedures will help contain 
costs and improve the quality of health care. Its malprac­
tice reform recommendations will also help contain costs 
and improve quality.

The commission agreed on a vision of a better health care 
system in the twenty-first century, one that promotes 
preventive care and healthy lifestyles, and established an 
innovative, efficient health care system. The system 
would encourage personal responsibility for choosing 
good health and appropriate treatment, support a strong 
doctor-patient relationship, and establish and utilize a 
public-private partnership to control costs, assure univer­
sal access, and improve the quality of care.

Problems with the Current Health Care System

America's health care system is in crisis. Costs are out of 
control, millions of Americans face difficulty gaining ac­
cess to needed care, there is a malpractice crisis, and 
there are serious problems in the quality and ap­
propriateness of much of the medical care being 
rendered. These problems are interrelated, systemic, and 
growing worse. It seems clear that they cannot be solved 
without a long-term, comprehensive strategy. Awareness 
of these problems has led to a strong shift in public 
attitudes to broad dissatisfaction with our health care 
system.

The rate of health care cost escalation is of major con­
cern to both government and the private sector. Unless 
we act soon to change America’s health care system, by 
the year 2000 the United States could be spending a 
.quarter of the G N P — S2.5 trillion— on health care. That 
number is more than double the federal government's 
entire budget for 1990. It is also SI trillion more than 
recent estimates for U.S. spending on health care at the 
turn of the century. National health care spending of $2.5 
trillion translates to almost $10,000 per year for every 
man, woman, and child in this country.

Government is concerned because it is increasingly clear 
that the federal deficit and rising health care costs are

inextricably intertwined. Business and labor are con­
cerned because rising health care costs are now con­
sidered a major threat to industry’s economic viability 
and its ability to compete and to provide jobs. The 
American people are concerned because more and more 
of the costs are bome directly by individuals, and there is 
no end in sight

A  systemic problem of this magnitude cannot be solved 
with a piecemeal strategy. Nor can it be solved by any one 
segment of society, including government, alone. W e  all 
share some of the blame for this complex societal prob­
lem, and therefore we share the responsibility for resolv­
ing the problem. Costs must be contained, quality and 
access must be assured, the malpractice problem must be 
resolved, and, to the extent possible, the American sys­
tem of freedom of choice, “pluralism,” and competition 
must be preserved. But this will not be possible without 
comprehensive, long-term structural reform. Such 
reforms will require creation of a new public-private 
partnership and a coordinated effort of business, labor, 
government, providers, insurers, and consumers. Other­
wise, costs and problems will only be shifted, and our 
situation will grow more severe, to the detriment of all.

The growing seriousness of the problems and public con­
cerns have combined to create a new opportunity and 
need for effe.cting major change in our health care sys­
tem. There is now a clear and compelling case for com­
prehensive reform.

Summary of the Commission’s Proposal

The National Leadership Commission on Health Care’s 
final report, F o r the Health o f a N a tion : A  Shared Respon­
s ib ility, proposes a major restructuring of the nation's 
health care system. The central feature of the 
commission’s proposal is the notion that none of the 
problems besetting the nation’s health care system— lack 
of access for millions, poor quality, inefficiency, soaring 
costs, and a malpractice insurance crisis— can be solved 
in isolation. The problems arc interconnected: the solu­
tion must also be. The plan is based on seven fundamen­
tal principles and has four interrelated parts— a universal 
access proposal, a national quality improvement initia­
tive. a cost containment strategy, and a malpractice 
reform package.
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F u n d am en ta l P rin c ip les  o f the C om m ission’s 
Proposal

The commission’s prcposal is based on seven fundamen­
tal principles.

1. Princip le  o f  Universal Access. There should be no 
financial barrier separating Americans in need of 
health care from access to care.

2. Principle o f  F a ir Com pensation. Every provider of 
health services in America should be adequately 

compensated for services rendered to patients.

3. P rincip le  o f  C lin ica l and Econom ic Freedom. To the 
maximum extent possible, without unduly com­

promising other important principles, health policy 
ought to restore clinical freedom in rendering health 
services and economic freedom in financing these 
services, within the context of adequate countervail­
ing market power from those who ultimately pay for 
health care in America.

4. P rincip le  o f Shared R esponsibility. Financial respon­
sibility for health care for those too poor to afford it 
should be shared by government, individuals, and 
employers.

5. Principle o f In d iv id u a l Responsibility. To help achieve 
the goal of universal access to health care, the in­
dividual has a duty to have adequate insurance 
coverage for himself or herself and dependents.

6. P rincip le  o f  Basic Benefits G uarantee. The design of a 
basic package of health service benefits to which all 
Americans should have reliable access is ultimately a 

federal responsibility.

7. Princip le  o f  a Strong D octor-P atient Relationship. Any 
health care system should foster the goal of protect­
ing the integrity of the doctor-patient relationship.

In light of the federal deficit, the commission proposes 
building upon the American tradition of providing 
private health insurance through the workplace. The 
proposal is designed to encourage continued extensive 

. reliance on that approach, without mandating that 
employers provide such coverage. The commission aiso 
noted that universal access could be funded out of 
general revenues.

The Commission’s Proposal

The Universal Access (U N A C ) Plan. UN’A C  would pro­
vide universal access to basic health care for all

Americans without insurance. Medicaid recipients would 
become part of this program. There would be an incen­
tive for more employers to offer health insurance to 
employees, since both would pay a fee to U N A C  if 
employees were not offered insurance. Financing for this 
public program would be paid for through a health in­
surance premium of 0.6 percent of income up to the 
social security maximum, paid by everyone with incomes 
over 150 percent of the federal poverty level and their 
employers, with special provisions for new and small busi­
nesses and part-time workers. The funds would be col­
lected nationally; the U N A C  program would be 
administered in a decentralized fashion by the states.

A  N a tio n a l Q ua lity  Im provem ent In itia tive . This provision 
would improve the quality, appropriateness, and efficien­
cy of care by establishing a national program of increased 
technology assessment and outcomes research that 
would result in national practice guidelines for all the 
major procedures. Since seventy major procedures ac­
count for about half of our total national health expendi­
tures, this is an important way to eliminate unnecessary 
care. Up to 5500 million a year from the U N A C  funds 
would support this ongoing program, designed to assess 
technology, develop guidelines and standards, and com­
pare new procedures, as they become available, with 
those already in use.

A  Cost C ontainm ent Strategy. The elimination of much 
unnecessary care could potentially cut back up to 20 
percent to 30 percent of all procedures performed today. 
U N A C  will have economic leverage, because it will 
negotiate payment rates for 60 million to 70 million 
people. Under UNAC, cost shifting of charity care will 
end and there will be greater inter-employer equity. 
U N A C  will also encourage intervention. The new ability 
th 'gh research and guidelines to make more informed 
purchasing decisions, combined with cost sharing, will 
increase individual responsibility. The commission called 
for increased use of organized systems of care, such as 
PPOs, by private employers and for physician payment 
reform with expenditure targets.

A  M alpractice  Reform  Package. This six-p-rt proposal, 
based on successful programs in some states, calls for 
strict criteria for expert witnesses: strengthened stand­
ards of negligence: punitive damages limited to a grave 
dereliction of professional responsibility with damages 
going to the state; limited contingency fees; a fast track 
through the court system for malpractice cases; and in­
creased use of arbitration. If the states do not move 
expeditiously to make these changes, there should be 
consideration of federal preemption of state malpractice 
laws.
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T hlle the benefits of effective health 
treatment are often viewed from the 

V  V  point of view of the patient and his or 
her family, it should not be forgotten- that there 
is m u c h  to be gained for the patient’s employer 
as well.

If the employee can be kept healthy, the 

employee can be kept productive. If timeoff 
for sickness and injury can be reduced, 
Workers’ Compensation and insurance costs 
can be saved.

Numerous time loss studies of industrial back 
injury show conclusively that under chiro­
practic care, work days lost and total treatment 
cost is significantly less than with medical treat­

ment. The facts attest the advantages of 
including chiropractic in any health plan 

designed for industry.

Comparative 
Cost Studies of 
Industrial 
Back Injuries
The studies cited here are presented to 

demonstrate to Industrial and Union health 
planners, H M O  directors, federal officials, Con­
gressional staffs, third-party payors, and other 
health care professionals the direct cost-effec­
tiveness abilities of chiropractic treatment. 

However, the studies show chiropractic to be 
not only cost-effective, but quite efficacious as 
well. Measures of time loss at work, employee 
disability, and duration of treatment all point to 

the advantages of chiropractic care in the treat­
ment of certain major categories of back and 
neck injuries. The fact that back injuries are a 
major cause of work-time loss and various 
degrees of disability, are two of the main 
reasons that ch^opractic care is growing in 

usage and is an important part of the health 
care system.

Although thesi tudies focus upon Workers’ 
Compensation rpcnses, there is some indica­
tion that chiro ctic treatment reduces overall 
costs in seven ird to quantify areas. It is dif­

ficult to measure the overall savings to society 
in getting working people back to their job as 
promptly as possible. Also, chiropractic care 
does not rely upon the use of any pharmaceu­
ticals or in the hospitalization of patients, 
which enables additional savings.
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I  C A L I F O R N I A  S T U D Y

This s tudy was conducted by C. Richard W olfe , M .D., 
u tiliz in g  records provided by the C a liforn ia  D iv is ion  o f  
Labor Statistics and Research, in  1972. Dr. W o lfe ’s In ­
dependent study. was designed to  com pare cases o f  tim e 
loss due to  industrial back in ju ry  w h en  treated by a medical 
d oc to r and when treated by a d o c to r o f  ch iropractic. The 
study was structured to  report o n  the nex t a rriv ing  500 
cases o f  back injuries treated by M .D .'s  and the next 500 
cases under chiropractic care. Each o f  the patients was con ­
tacted by mail and asked three questions regarding the 
treatm ent they had received. 1,000 patients w ere  queried, 
and 629 replied. Fo llow ing are the results o f  the s tudy .1

Aver.
No.

W o rk
Days
Lost

%
Reporting
Com plete
Recover)'

%
R eporting 

No Lost 
W o rk  T im e

' % 
Losing 
O ver 

60 
W o rk  
Days

C h iropractor 15.6 51 47.9 6.7

Medical
D o c to r 32 34.8 21 13.2

An American Chiropractic Association sponsored study 
o f  M ontana ’s w orkers ’ com pensa tion  claims from  
1975-19782 demonstrated substantial savings to  patients us­
ing ch iropractic services versus M .D . services. O f  special 
note is that the period o f  d isab ility  resulting fro m  an in ­
dustrial back in ju ry  and the trea tm ent costs were con­
siderably less when a docto r o f  ch irop ractic  was utilized.

The  bar graph be low  clearly h igh ligh ts the above state­
m ent concerning costs and the length  o f  d isab ility .

I C h iro p ra c tic  Care CD 
45-

D ays o f  D is a b ility

M .D . Care

16-24 2 544  44 +
Ace G ro u p

Mean

$600-
$500-
$400-
$300-
$200-
$100-

p  W I S C O N S I N  S T U D Y  '

In  M arch, 1979, the W isconsin C h iropractic Association 
com m issioned researchers at The U niversity o f  W isconsin 
to  pe rfo rm  a s tudy o f  persons having strained o r sprained 
backs.5 T he  s tudy excluded back fractures, and cases that 
resulted in  perm anent total d isab ility . The research re­
vealed that those patients treated by  ch iropractic  recovered 
faster, re tu rned to  the ir workplaces m ore p ro m p tly  and 
had lo w e r ove ra ll health care costs.

The s tudy was based upon docum ented cases filed  w ith  
the State D epartm ent o f  Industry, Labor and Hum an Rela­
tions d u ring  1977. Also, the cases were covered b y  the 
State’s W orke rs ’ Com pensation Laws. The tw o  charts 
presented nex t sh o w  the qu icker healing tim e and lo w e r 
cost o f  ch irop ractic  care.

A ve ra g e  30-
T im e  O f  „ n
P a tie n t
C o m p e n s a tio n  
B y  W o rk e rs ’
C o m p e n s a tio n  q.
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10 20 30
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($145.64) ($267.58)

-  y ) R e g o n * s t u d y :

In  1971, a deta iled back in ju ry  study6 was perfo rm ed us­
ing  the records o f  the W orkers ’ Compensation Board o f  the 
State o f  O regon. This study revealed that all o f  claimants 
under ch irop rac tic  care, 82%  returned to  w o rk  after one 
w eek o f  tim e lost. This compares to  41%  w h o  resumed 
w o rk  a fte r one w eek under the care o f  M .D .’s.

A  separate s tudy  using the O regon records5 com pared 
the costs o f  rendering  care fo r  strains and sprains. The 
results o f  this s tu dy  are b rie fly  ou tlined  be low . Note that 
ch irop ractic  care costs were less than 25%  o f  the M .D. 
costs.

Strains and Sprains 
Treated By M .D .’s

Strains and Sprains 
Treated B y D .C .’s

Average Tota l 
Cost o f  Care $298.52 $72.92

Compensation Paid

25-44 4 4 +  Mean
Age G ro u p  •



A follow-up study, completed In 19757, again using the 
workers’ compensation data, further reinforced die ef­
ficacy of chiropractic care In Oregon, This study revealed 
‘hat twice as many patients treated by medical physicians 
received temporary disability awards than those treated by 
chiropractic physicians. Additionally, 13% of the M.D. 
treated patients were awarded permanent disability awards 
while only 6% of the D.C. treated patients received perma­
nent disability awards.

G U S H IMtEfti

Two studies utilizing Iowa back injury data have been 
undertaken. The original study used cases for the years 
1966 and 1969.5 The statistical information was provided 
by the Iowa Workers’ Compensation Authority.

Back Injuries 
Treated By M.D.’s

Back Injuries 
Treated By D.C.’s

Cost Per 
Case 1966 $118.74 $68.25
Cost Per 
Case 1969 $210.06 $79.28

In 1978, an analysis of nonoperative back and neck in­
juries claims processed by the Iowa Office of the Industrial 
Commission8 revealed a number of interesting conclusions. 
Both the average period of disability and the average 
amount of compensation awarded were lower for chiro­
practic patients than for non-chiropractic patients.

D.C. Treatment □ M.D. Treatment

Days of Disability
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$400-
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Mean

16-24 2544 44 +
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Mean

F L O R I D A  S T

Based on Florida statistics, a I960 udy by the First 
Research Corporation* also demo • rated the cost- 
effectlveness of chiropractic treatmem. The comparison 
between chiropractic and other types ol professional treat­
ment for similar nonoperable injuries is shown in the chart 
below. Note the difference in both c o s l and average work 
days lost per employee.

Cases Treated 
By M.D.’s

Cases Treated 
By D.C.’s

Average Work Days 
I.ost Per Employee 9 Days 3 Days
Average Total 
Treatment Cost $102.00 $60.00
Average Number 
Of Visits 6 9

A similar comparison was made on nonoperable injury 
casta treated by M.D. specialists, such as orthopedists, and 
neurologists.

Cases Treated 
By M.D. Specialists

Cases Treated 
By D.C.’s

Average Work Days 
Lost Per Employee 30 Days 2.5 Days
Average Total 
Treatment Cost $299.00 $30.00
Average Number 
Of Visits 18.1 8.6

t S  f  K A N S A S  S T U D Y

A study of 1972, Kansas Workers' Compensation5 
records concerning the comparison between chiropractic 
and medical treatment for nonoperable injuries, is 
graphically presented below. Please observe that the 
average D.C. treatment cost was $68.43 as compared to 
SI 17.61 for the M.D. This is approximately 40% less than 
the M.D. cost. D.C. treatment also resulted in an average 
workday loss per employee of 5.8 versus 13.1 days for 
non-D.'C. physician treatment.

Treatment Cost (J)
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CHAPTER ONE:
Background and Purpose of this Document

In recent years, increased public attention has focused on the problems this 
nation’s uninsured population often face in obtaining access to needed health care 
services. At the federal level, this increased recognition of the problem has 
heightened the debate about the need for a national solution. However, it is at the 
state government level that many of the most significant public policy measures have 
been taken to address the problems of the uninsured.

One of the factors that has prompted state policymakers to act is the sheer size 
of the problem. Indeed, until recently, the estimate that 37 million Americans, or about 
15% of the population, are without health insurance has been cited as evidence of the 
access problems that exist within our health care financing/delivery system.

This estimate of the number of uninsured persons was based upon data from 
the Current Population Survey (CPS), a national survey conducted each year by the 
U.S. Bureau of the Census. Data from the CPS had shown an increase in the number 
of uninsured nationwide from 1979 to 1984, with that number remaining fairly constant 
at approximately 37 million from 1984 to 1986. However, a recently published analysis 
of preliminary data from the 1988 CPS showed a significant drop in the estimated 
number of uninsured persons, from 37.4 million to 31.1 million, a decline of nearly 
17%.

As will be discussed later in this document, a significant portion of this recent 
decline is likely to be due to changes in the way the CPS asked about health care 
coverage and in the manner in which the survey data are analyzed. For example, in 
addition to revisions of both the content and the sequence of questions used in earlier

1
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surveys, several new coverage-related questions have been added to the new version 
of the CPS.

Such technical issues may explain much of the difference between the 
estimates of 37 million and 31 million uninsured nationwide. However, until these and 
other reasons for such differences are more widely understood, in many states the net 
effect of the new national CPS estimates will be, at best, to create considerable 
confusion and, at worst, to result in complete paralysis of access-related policy 
development. Such responses are likely to occur because many states that have 
developed proposals to expand coverage of the uninsured have based their analyses 
on state-specific estimates of the number of uninsured derived from pre-1988 CPS 
survey results.

This report seeks to reduce the confusion that may exist within many states and 
therefore enable policymakers to move forward in developing appropriate programs 
and policies that address the access problems that exist within their states. More 
specifically, the purposes of this study are the following:

■ To reduce the confusion caused by the release of significantly different 
national estimates of the size and characteristics of the uninsured by 
explaining in easy-to-understarid terms the possible reasons for such 
variations.

» To educate the target audience about the statistical reliability of estimates
derived from surveys such as the CPS so that they will be better able to 
understand both current and future state-specific estimates of the 
uninsured that are derived from the CPS or similar survey.

■ To provide persons at the state level-including state legislators and 
executive branch officials, AARP volunteers, and other concerned parties
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with information on the size and characteristics of each state’s uninsured 
population.

■ To enable concerned parties from individual states to compare the size 
and characteristics of their uninsured populations with those of other 
states.

The material presented in this document can be divided into two major 
categories. In Chapter Two, the reader will find information about the general nature 
of the Current Population Survey, the questions in the survey that deal with health care 
coverage, and statistical issues concerning the accuracy and reliability of estimates 
derived from the CPS. While we have attempted to present this information in as 
simple a manner as possible, it is nonetheless somewhat technical in nature. Readers 
not immediately interested in this level of detail may wish to skip much of this material, 
although they should review the section dealing with the accuracy and reliability of 
estimates so that they will be aware of the limitations of certain state-specific estimates 
and understand the rationale behind certain of our analytic methods (e.g. combining 
two years of survey data for smaller states).

Chapter Three provides a narrative overview that discusses the national 
estimates of the size and characteristics of the uninsured population based upon data 
from the 1989 and 1988 CPS and highlights the extent of the variation that exists 
across states with respect to their uninsured populations. Information that should be 
of significant use to readers interested in learning more about the uninsured in their 
own state is contained in a series of tables that provide detailed information on the 
estimated number of uninsured people in each state and the age, poverty status, and 
employment characteristics of these persons. The tables are structured to allow easy 
comparisons both between national and state data and across states.

3



While it is beyond the scope of this document to provide a detailed state-by- 
state analysis of the demographic, economic, and public policy factors that result in a 
state having a relatively large or small uninsured population, what will become clear 
from the information presented in this report is the relationships that exist between 
age, poverty, and employment and being uninsured. The figures presented in this 
document may differ from figures that some states are now using to measure the size 
of their uninsured populations. Our hope is that such differences will prompt 
interested groups to assess the relative strengths and weaknesses of these estimates- 
-including the methods used to collect the information and the time period to which the 
information applies--and to determine which set of figures best measures the situation 
in their state. Indeed, the overriding goal of this study is to generate greater interest 
among state policymakers and other individual parties in understanding the specific 
factors affecting the size of their state’s uninsured population. It is hoped that the 
result of this enhanced understanding will be the development of more effective and 
appropriate strategies to address the access problem.

4
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INSURANCE STATUS OF THE UNDER 65 POPULATION, 1988
(In  Thousands)

TABLE 3

P R IV A T E  U N IN SU R ED
T O T A L  P R IV A T E  N O N - AS % OF U N D ER

S TATE P O P U LA T IO N  GROUP GROUP M E D IC A ID  O TH E R  U NINSURED 65 P O P U LA TIO N

U.S. T O T A L 214,660 134,072 15,984 16,958 10,619 34,112 15.9

A L A B A M A 3,478 2,069 202 311 134 * 695 20.0
A L A S K A 453 212 27 63 58 90 19.7
A R IZ O N A 3,053 1,837 191 142 179 662 21.7
A R K AN SAS 2,146 1,160 148 204 120 484 22.5
C A L IF O R N IA 24,907 13,740 1,780 2,615 1,399 5,080 20.4

C O LO R A D O 2,802 1,731 231 183 202 428 15.3
C O N N E C TIC U T 2,794 2,109 211 89 cn 00 *- 294 10.5
D E LA W A R E 589 409 29 42 40 64 10.9
DIST. OF C O L. 507 294 36 47 18 101 20.0
F LO R ID A 10,420 5,674 904 574 782 2,336 22.4

G E O R G IA 5,564 3,286 395 421 316 1,049 18.9
H A W A II 920 549 60 47 145 111 12.1
ID A H O 879 511 114 47 39 159 18.1
IL L IN O IS 10,094 6,838 695 891 313 1,219 12.1
IN D IA N A 4,849 3,404 373 190 211 617 12.7

IO W A 2,416 1,603 412 117 52 219 9.1
KAN SAS 2,072 1,419 217 77 102 232 11.2
K E N T U C K Y 3,116 1,894 173 255 174 573 18.4
L O U IS IA N A 3,847 1,839 256 482 204 1,012 26.3
M A IN E 1,038 669 82 100 50 121 11.6

M A R Y L A N D 4,152 2,857 193 276 338 440 10.6
M ASSACHUSETTS 5,164 3,651 377 388 178 510 9.9
M IC H IG A N 8,205 5,532 553 948 316 719 8.8
M IN N E S O TA 3,908 2,498 523 349 66 * 451 11.5
MISSISSIPPI 2,282 1,126 186 273 138 516 22.6



TABLE 3
INSURANCE STATUS OF THE UNDER 65 POPULATION, 1988

(In  Thousands)

P R IV A T E  U N IN SU R ED

S TA TE
T O T A L

P O P U LA TIO N
P R IV A T E
GROUP

N O N ­
GROUP M E D IC A ID O TH ER

#■
U N IN SU R E D

AS % OF U N D E R  
65 P O P U LA TIO N

M ISSO U R I 4,518 2,926 421 340 159 617 13.6
M O N T A N A 706 373 97 59 48 122 17.2
N E B R AS K A 1,375 817 187 77 104 174 12.7
N E V A D A 983 591 51 28 78 230 23.4
N EW  H A M P S H IR E 968 716 63 17 * 38 126 13.0

N EW  JERSEY 6,633 4,885 480 336 132 725 10.9
N EW  M E X IC O 1,331 588 111 134 123 361 27.2
N EW  Y O R K 15,367 9,844 966 1,893 417 1,948 12.7
N O R TH  C A R O L IN A 5,576 3,594 406 266 350 843 15.1
N O R TH  D A K O T A 573 321 119 22 44 63 11.0

O H IO 9,717 6,777 590 884 313 995 10.2
O K L A H O M A 2,744 1,442 229 182 214 644 23.5
OREGON 2,427 1,601 142 152 87 425 17.5
P E N N S Y L V A N IA 10,405 7,466 690 727 309 1,023 9.8
RHODE IS L A N D 877 609 72 71 39 75 8.6

SO U TH  C A R O L IN A 2,970 1,918 159 201 194 449 15.1
SO UTH D A K O T A 620 326 114 34 41 100 16.1
TENNESSEE 4,303 2,481 376 468 212 678 15.8
T E X A S 15,221 8,188 1,043 876 919 4,067 26.7
U T A H 1,519 1,058 117 79 54 203 13.3

V E R M O N T 480 318 48 31 18 60 12.6
V IR G IN IA 5,312 3,309 348 283 552 737 13.9
W A S H IN G TO N 4,193 2,709 311 262 356 522 12.4
W EST V IR G IN IA 1,631 1,007 91 187 48 264 16.2
W ISCONSIN 4,140 3,033 345 202 109 414 10.0
W Y O M IN G 417 263 40 18 29 65 15.7
Source: H eallii Systems Research, Inc. analysis o f M arch 1989 CPS



W H O  L O SE S IT ?  W H A T  H A P P E N S ?
tv.sVA j eoP'e wilhout health 
:vO • '• J insurance include men

and women who work 
for small businesses, the 

self-employed, part-time workers, 
young people just starting their 
careers, the disabled, the divorced, 
and those taking early retirement 
but still too young for Medicare. 
Some of the uninsured are also 
poor, Medicaid, the Federal and 
state program that covers medical 
expenses for the indigent, currently 
pays the bills for only 38 percent of 
the nations poor.

People without health insurance 
may not get medical care. One mil­
lion families each year try to obtain 
care when they are sic*, but cannot 
afford to pay for it. Even if they are 
not ill. people without insurance 
postpone preventive care until more 
costly treatment is necessary—or 
until it's too late.

Two-thuds of all people with 
hypertension fail to have their dis­
ease controlled, largely because 
they can't afford medications. Half 
of those with hypertension haven't 
seen a doctor within the past year.

A Roper poll has found that die pro­
portion of Americans going to doc­
tors in any one month has fallen to 
a 15-year low.

Women are particularly at risk. 
Uninsured women are much less 
likely than insured women to have 
screening tests for breast and 
cervical cancer or for glaucoma. If 
they are pregnant, they often do 
without prenatal care. Some five mil­
lion women between the ages of 15 
and -14 arc covered by private 
health-insurance policies that don't 
include maternity coverage.

CO N SU M ER  R EPO RTS  A U G U S T  1990

nia’s insurance counseling program. “Most of these peo­
ple are three paychecks away from disaster."

The health-insurance crisis is a fairly recent phenome­
non. At the beginning of World War II, few Americans 
owned a health-insurance policy. As recently as 1965, 
most had coverage only for hospital stays. The health- 
insurance system as we know it today evolved in the 
1960s and 1970s. Under that system, workers came to 
expect their employers to supply medical coverage for 
them, with employers and employees splitting the cost

That worked well for a while. More workers had 
health insurance, and their coverage broadened to 
include doctors' visits, prescription drugs, and even 
treatment for mental illness. But now the system 
stitched together over the last 50 years is unraveling, 
and people are being deprived of needed health care.

In this, the first of a two-part report, we look at why 
people lose their health coverage, and we rate the major- 
medical and hospital-surgical policies that are available 
to individuals—a temporary remedy for some people. 
Next month we will examine some possible cures for 
the health-insurance crisis.

In the U.S., the ticket to health care is insurance. If you 
are in good health and have a well-paying job with a 
large firm, chances are you have a ticket, and your 
employer pays for i t  But if  you work for yourself, have 
a low-paying job, or are sick, chances are you’ll have to 
pay for the ticket yourself—if  you can buy one at all.

Tickets are becoming harder to get Between 31 mil­
lion and 37 million people have no health insurance, 
either because they can't afford it or because insurance 
companies refuse to sell them a policy at any price.

Others lose their tickets. People who once had insur­
ance may suddenly find themselves without it when 
employers discontinue health-care coverage or go out of 
business: or when insurance companies cancel policies 
or become insolvent 

Millions more have no protection against a cata­
strophic illness. They may have some insurance, but 
lack coverage for the very conditions that will one day 
require unusually heavy expenditures.

“ If the employed population knew how vulnerable they 
were, they’d be up in arms demanding national health 
insurance," says Bonnie Burns, a counselor with Califor­
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Crisis: D e layed  care

John Andrusyshyn worked in a 
Nevada casino. Three summers ago, 
he noticed a mole growing on his 
chest, but said nothing about it to his 
family. He could not afford to pay 
another bill, so lie put off seeing a doc­
tor. Andrusyshyn was not eligible for 
insurance from his employer until he 
had been at his job for a year; he 
couldn't afford his own coverage on 
the $880-a-month he was bringing 
home to support his wife, Karen, and 
two children, Laura and Nikolai (pic­
tured at right).

Several months went by before 
Karen insisted he go to a doctor.
Because dermatologists in Reno were 
booked up, three mo.e months 
passed before a doctor examined him.
By then, the mole had ulcerated, and 
John was so desperate for treatment 
he paid for the visit with a bad check.

The diagnosis was a malignant melanoma that 
was already coursing through his body. By the 
lime he underwent surgery, he was eligible for 
insurance from the casino. But Karen had to 
scrape together $56 a week to pay his share of 
the premiums, forgoing food and other necessi­
ties. The policy covered the hospital bill, but not 
the $4000 surgeon's fee. On John's medical 
records, doctors noted: “Patient has no money; 
we'll do the best we can."

Soon afterward, the Andrusyshyns traded in 
their mobile home for a '62 Airstream trailer plus 
$1500 in cash, borrowed a credit card from a 
relative, and headed for Canada where John was 
born. As a Canadian citizen, he was entitled to 
free medical care. In Montreal, doctors tried vari­
ous cancer treatments, including brain surgery, 
which he could not have paid for in Nevada. But 
treatment came too late. Last fait,, at the age of 
54, John Andrusyshyn died.

“Had we had the medical care available in 
Nevada like we have here, he would have said 
something to me," Karen says. “A tittle thing like 
an early diagnosis could have added four or five 
years to his life. That would have meant a lot to 
this family."

Lack of prenatal care translates 
into babies who are too small when 
they are born and babies who die 
soon after birth. The U.S. trails 23 
other nations in the percentage of 
babies born with an inadequate 
b irth weight and ranks 22nd in the 
rate of infant mortality, behind such 
countries as East Germany, Spain, 
and Singapore.

S h ift in g  th e  cost
When the uninsured are able to 

obtain health care, everyone pays. 
Each year thousands of people are 
dumped into emergency rooms of 
public hospitals because private 
hospitals don’t want patients who 
can't pay.

In 1988, unpaid hospital bills 
totaled more than $8-billion, up 10 
percent from the previous year. To 
recoup the costs of unpaid caie, 
hospitals and doctors simply raise 
their fees to those who do pay—pri­
marily the private insurance carri­
ers and the Federal government

Such cost-shifting drives up the 
price of insurance, resulting in even 
more people who can't afford cover­
age. In New Jersey, for example, 
every hospital bill now carries a 13 
percent surcharge, reflecting the 
iiospital revenue lost to unpaid bills. 
That, in turn, feeds into higher 
insurance premiums.

Cost-shifting accounts for about 
one-third of the increase in insurance 
premiums, which are rising as much 
as 50 percent a year. The cost of medi­
cal care—which is increasing two to 
three times faster than the rate of 
inflation—is responsible for the rest

U n a ffo rd ab le  p re m iu m s
The higher the price tag for insur­

ance, the more people who go with­
out iL Firms with fewer than 100 
workers employ about one-third of 
the work force in the U.S., but only 
about half of them offer health 
insurance to their employees. Small- 
business owners say they have 
enough trouble staying afloat with­
out assuming the heavy burden of 
health-insurance premiums.

Even when employers do offer 
coverage, not all their employees 
take iL The Service Employees 
International : 'nion, whose mem­
bers are hospital workers, janitors, 
and government employees, found 
that -1° percent of its low-wage mem­
bers were offered insurance but 
turned it down because they could 
not afford the premiums. In 1987, 
25 percent of the uninsured worked 
for very large employers, most ot 
whom offered health insurance.

People who want coverage and 
must buy it on their own have little 
choice but to pay what the insur
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ancc company demands. In many 
instances, that can mean thousands 
of dollars each year. And premiums 
continue to rise dramatically.

Consider Stephen Beidner, a part- 
time worker at a California winery. 
When he first took out a policy with 
a company called Consumers 
United Insurance in 1985, he paid 
$912 a year. By 1989, his premium 
had jumped to nearly $3600.

Last year, after Beidner had arthro­
scopic surgery for a knee injury, the 
company hiked his premium a whop­
ping 93 percent to $6900. Alter Beid­
ner protested, the company reconsid­
ered his case and let him raise his 
deductible from $100 to $1000. His 
new premium; $2177 a year.

Less coverage fo r  m a ny
Beidner is hardly alone in having 

to settle for less coverage. Spiraling 
premiums also affect millions of 
people whose employers provide 
their health insurance.

One major employee-benefits sur­

^ ■1  I H - i r " ’T >^T»n,i T ^  i p r r - w i r i

vey found that employers now spend 
an average of $2700 annually to cover 
each employee. In many cases, 
employers are shifting some of those 
ever-increasing costs to their work­
ers by requiring them to pay a 
greater share of the premium and a 
larger portion of their medical 
expenses through higher de­
ductibles and copSyments. Other 
companies, such as American Air­
lines, try to reduce their insurance 
bill by refusing to cover preexisting 
healdi conditions for new employees.

In 1984, Hewitt Associates, a ben­
efits consulting firm, found that 37 
percent of large employers paid the 
full premium for their workers. By 
1988, that figure was down to 24 per­
cent In 1984, 53 percent of large 
firms paid all hospital room-and- 
board charges for their workers; in 
1988, the figure was 29 percent

Losing (overage
About half of all large- and medi­

um-sized firms try to trim their

C r is is : B e n e fits  end , <osts d o n 't

David Curnow, 47, was a partner in a San Diego 
law firm. One Saturday, while riding his bicycle, he 
was struck by an uninsured motorist. After two 
months in intensive care, Curnow emerged a 
quadriplegic, paralyzed from the chest down.

His law firm had self-insured its employees’ 
health coverage, agreeing to cover the first $7500 
of a worker's claim, and paying premiums to an 
“excess-risk carrier* to cover the rest.

After the first $7500 was paid, the carrier 
refused to pay its share of Curnow's bills. Months 
passed. Doctors, hospitals, and companies pro­
viding necessary medical supplies dunned 
Curnow for payment.

Eventually the carrier paid most of Curnow's 
bills, which totaled nearly $250,000. 8ut he is still 
waiting to be reimbursed for the services of the 

home-health aide he needs every 
day. The third-party administrator 
handling his case told him those 
services were covered, but so far, 
the cost—some $1500 each 
month—comes out of his pocket.

Curnow has another problem— 
how to pay for his continuing medi­
cal bills when insurance benefits 
from the law firm run out. If he 
doesn't work again, his disability 
will eventually qualify him for Medi­
care. But he will still have no insur­
ance for services Medicare doesn't 
cover. Nor will he be able to buy 
any. Companies usually don't sell 
Medicare-supplement policies to 
the disabled under age 65. If he 
goes back to work, he must find a 
job in a large law firm whose insur­
ance company doesn't require 
£ifiployees to be in perfect health. 
If he opts lor a conversion policy 
from the company now insuring 
employees in his old firm, he will 
have lo pay $6000 a year.

“How many sick and disabled 
people do you know who can afford 
lo pay $6000 a year lor health 
insurance?* he asks.
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insurance outlays by self-insuring. 
They invest the money they would 
otherwise spend on premiums and 
pay employees’ claims d'-ectly 
when they arise.

The Employee Retirement 
Income Security Act (ERISA) 
exempts these s.'U-insured plans 
from state insurance regulations 
meant to protect consumers. For 
example, employers may not have 
to offer certain coverages, such as 
care for newborn children, or pro­
vide for continuation of coverage 
when employees leave.

Employers hire a third-party 
administrator, or TPA, to handle the

a m

C risis: U n a ffo rd a b le  p re m ium s

Lloyd Pudiwitr owns a TV repair shop in Bakers­
field, Calif. He has seven full-time employees 
and one part-timer. For years, he paid half the 
premium for his employees' health coverage. But 
by the end of 1988, the premiums had become 
so h,_ 1 he could no longer afford to pay his 
share' “It’s one of those things that could break 
you,* he says. His employees now pay the entre 
cost of their coverage.

Like many small employers, he changed carri­
ers every lew years, searching for the lowest pre­
miums. Two years ago Pudiwitr, who is 55, had 
a heart attack, and the wife of one of his employ­
ees, Ian Sutherland (pictured in background), 
had cancer surgery.

When his present carrier, American Western 
Life, sent a renewal notice last summer, 
Pudiwitr's monthly premium 
had jumped from $272 to 
$543, and the premium for 
Sutherland doubled from 
$421 to $642.

Luckily, Sutherland turned 
65 and became eligible for 
Medicare, but he still must 
pay $450 a month for his 
wife's coverage. Pudiwitr has 
a long way to go until Medi­
care pays his bills, and he 
doesn’t know what he’ll do 
when his premiums rise 
again. "It’s almost to the point 
where I can't alford it. II it 
doubles again, there's no 
way I can pay Si COO a month 
lor health insurance.* he 
says. 'I didn't have any idea 
this would happen to pecple.*

claims. Because the administrator 
may be the local Blue Cross plan, 
employees may think that Blue 
Cross (or some other insurer) is 
actually underwriting their coverage. 
Little do they know that the loop­
holes created by ERISA can leave 
them without insurance if things go 
wrong.

If the employer goes out of busi­
ness or drops the coverage, employ­
ees could be out of luck.

The w oes a t  HMOs
When a health maintenance orga­

nization closes its doors, the people 
who received medical care there 
may also be left uninsured.

Established as alternatives to tra­
ditional insurance policies, HMOs 
provide a variety of prepaid health 
services to their members . Unfor­
tunately, a number of HMOs have 
fallen on hard times.

Several states don't require con­
version policies or continuation of 
coverage for members whose HMO 
has gone out of business. Even in 
states that do, HMO members have 
no assurance that their new cover­
age will be anything like the old. 
They may well find themselves 
assuming a greater portion of their 
medical expenses.

Consider what happened to 
Samuel Stroup. A former home- 
improvement salesman in Akron, 
Ohio, Stroup underwent a liver 
transplant at the- same time that 
Maxicare, his HMO. was going

bankrupL Stroup went ahead with 
the transplant because the firm han­
dling Maxicare’s affairs approved 
the procedure and agreed to pay for 
the antirejection drugs he would 
need following the operation.

After the bankruptcy tiling, Blue 
Cross and Blue Shield of Ohio took 
over Maxicare's subscribers. Stroup 
assumed that his 812,000 annual 
drug bill would be covered for the 
rest of his life. But Blue Cross had 
other ideas. It offered Stroup, who 
had turned 65, a Medicare-supple- 
ment policy that covered his drugs 
only after he paid a $2500 deductible 
and $1000 in coinsurance.

Stroup and his wife must now pay 
some $7000 a year for insurance 
premiums and drugs out of their 
$10,000 income from Social Security 
disability. They expect their $60,000 
life savings to be depleted in 3 '4: 
years.

d in g in g  to  (overage
Millions of Americans have yet to 

lose their insurance but could at any 
time fall victim to an insurance com­
pany’s business practices. As health­
care providers continually raise 
their fees and pass on the higher 
cost of medical care to insurance 
companies, the companies respond 
by insuring fewer people. People 
who must buy coverage on their 
own and workers in small firms feel 
this pinch the hardest

Insurance companies are not 
charities. Their goal is to make a
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profit, and they can increase their 
odds of success by insuring good 
risks who are unlikely to have 
health problems. Competition 
among carriers for the healthiest 
risks has become cutthroat.

In large businesses with many 
employees, it doesn't matter if some 
employees have serious medical 
conditions. The risk they pose can 
easily be spread among the healthy 
workers. But in a small group with 
few employees, insurance compa­
nies cannot collect enough in premi­
ums to pay the claims of those who 
are sick. So the rules for insuring 
workers in small businesses are 
more rigorous.

Insurers use a controversial 
scheme to insulate themselves from 
risk. They offer to insure employees 
in a small firm (usually those with 
fewer than 25 workers) at a “low­
ball" premium for at least the fu st 
year, if  members of the group expe­
rience costly health problems in the 
second and third years, the carrier 
tosses tiie firm into a pool with 
other groups whose health-care 
costs are high and jacks up its pre­
miums as much as 200 percent

By placing firms into several “ rate 
tiers." insurance companies can bid 
for the healthiest groups with rock- 
bottom premiums. But employers 
and their employees who have had 
serious health problems are stuck 
with their present insurance carrier, 
they can't move to another because 
no other company is likely to take 
them at any premium. Worse, the 
present carrier may decide not to 
renew the group's coverage, forcing
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employers and employees to find 
other insurance. And that may be 
impossible.

No <overagei fo r  th e  si<k
Companies insuring small groups 

require employees and their depen­
dents to meet tough health require­
ments, just as they do for 
individuals buying policies on their 
own. No carrier wants to insure 
employees and dependents who 
have had heart attacks or cancer. 
They will either exclude them from 
the policy or decline to insure the 
group altogether. Sometimes a sin­
gle employee with a serious disease 
is enough to earn a rejection slip for 
the whole group.

Increasingly, insurance compa­
nies are turning down people with 
far less serious health conditions 
than cancer or heart disease, 
excluding everyone except those in 
perfect or near-perfect health. “We 
don't want to buy a claim," is how 
one company official puts i t

Many people who become ill 
while they are working may find 
themselves without insurance when 
they leave ttie security of their 
employer's policy. Indeed, many are 
held hostage to their current job 
just to keep their insurance.

Susan Turner (not her real name) 
knows how vulnerable a person can 
be. Turner, who asked us not to 
identify her, earns §19,000 as a sec­
retary for a small accounting firm in 
Texas. Her daughter, who's now 20. 
was born with an immune defi­
ciency disease that makes her sus­
ceptible to infections. Every four to

Kay Nichols, a fitness counse­
lor at a Gainesville, Fla., health 
club, is in the pink of health 
except for glaucoma, an eye 
disease that can cause blind­
ness if not treated. Not long 
ago, her-employer wanted to 
switch insurance carriers to 
take advantage of lower premi­
ums. When the health club 
found another insurer, the 
agent told Nichols that she 
would not be covered, even 
though her glaucoma is under 
control.

Nichols looked into a conver­
sion policy from her present 

company but found she would have to pay $6000 
for six months of coverage for her family. She 
tried Blue Cross, but its policy would have 
excluded coverage for glaucoma.

When her employer learned of her plight, he 
decided to keep the current policy despite its 
higher premiums. “ If the premiums get phenome­
nally high, they can't keep the policy just for me, 
and I understand that," Nichols says. At the same 
time, she realizes she has a problem that won't 
go away. “Maybe I don't want to stay with this 
company the rest of my life," she says. "It makes 
me worry."

Nichols is 38.

five weeks, she needs a lifesaving 
infusion of antibodies that costs 
about §2400.

The firm's Blue Cross policy has 
been paring most of the bills. But 
as a result of those expenses, the 
cost of coverage has risen sharply— 
both for the firm, which pays the 
premiums for its employees, and for 
the employees, who must pay the 
premiums for their dependents.

"When I was given my review, I 
was told 1 might look around to see 
if I can find another job," Turner 
says. 'They intimated that if 1 did 
leave, it could lower the cost of their 
insurance."

If Turner leaves her job, it's 
unlikely her daughter will ever 
again have coverage. And there's no 
way she can pay for the monthly 
infusions herself. "Without the med­
icine, my daughter dies. That's the 
black and white of the situation." 
Turner says. Continued
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Declining coverage 
The proportion of 
employees in 
group health plans 
at large- and 
medium-sized 
firm s dropped 14 
percent from 1986 
to 1983.

JTTfTPJ f you lose your health- 
f  ' i n s u r a n c e  coverage for 

F jP .'-'j any reason, you can 
remain uninsured and 

take your chances, or you can ven­
ture into the marketplace for an 
individual policy. Be forewarned: 
You won’t find a buyer’s market. 
And even if you’re in good health, 
you may have few options.

This report will help guide you 
through the process. We evaluated 
71 policies from 40 insurance com­
panies and Blue Cross and Blue 
Shield organizations. We rate those 
policies and list their features begin­
ning on page 546. Before plunking 
down $2000 or $3000 for coverage, 
however, you’ll need to know a little 
about how these policies work.

Types o f po lic ies
There are three basic kinds of 

health-insurance coverage:
□ Major-medical policies. 

These are the most comprehensive, 
covering both hospital stays and 
physicians' services in and out of 
the hospital.

□ Hospital-surgical policies. 
These cover hospital services and 
surgical procedures only.

□ Hospital-indemnity and 
dread-disease policies.
These policies are vasdy inferior to 
the other two types and offer very 
limited benefits. They are discussed 
in the box on page 539.

W ha t's  covered
Major-medical policies typically 

pay for most hospital services, 
including room and board; operat­
ing and recovery rooms: nursing 
care; and treatment in intensive- 
care units, emergency rooms, and 
outpatient facilities. They also pick 
up the tab for lab tests, X-rays, anes­
thesia, medical supplies, ambulance 
services, and physicians' office vis­
its. Most pay for preso >lion drugs 
and cover confinements in skilled- 
nursing facilities, if necessary, fol­
lowing a hospital slay.

Some policies, however, don’t pay 
for assistant surgeons or for stand­
by surgeons. Others won't cover 
emergency treatment unless the 
policyholder is admitted directly to 
the hospital. (Thai’s to discourage 
the use of emergency rooms for 
routine treatment.) Still others limit

the number of times they'll pay for 
doctors' visits in the hospital. Even 
a comprehensive policy may pay for 
only one visit each day.

Hospital-surgical policies cover 
hospital room and board, often for 
a specified number of days; treat­
ment in intensive<3Lre and outpa­
tient facilities; medical supplies; 
surgeon's fees; diagnostic tests 
relating to an operation; some radia­
tion and chemotherapy, and some­
times second opinions. But they 
cover almost no expenses incurred 
outside a hospital. They won't pay 
for a doctor's office visit to check on 
a persistent cough, or to have your 
child's cast removed, or for any 
medical condition that does not 
require hospitalization. Most don't 
cover prescription drugs that you 
may need outside a hospital.

Generally, both major-medical 
and hospital-surgical policies pay for 
30 days of inpatient treatment for 
mental illness and _ubstance abuse. 
Some major-medical policies cover 
outpatient treatment as well. If they 
do, insurers lim it the number of vis­
its per year or even the dollar 
amount of their payments.

M a te rn ity  b e n e fits
All the major-medical and hospi­

tal-surgical policies in our study pay 
for expenses arising from preg­
nancy complications. But with the 
exception of some Blue Cross and 
Blue Shield plans, they usually don't 
cover routine prenatal care or rou­
tine deliveries.

If you want coverage for that, 
you'll have to buy a separate rider, 
and at some companies, you’ll need 
to decide on the rider the day you 
take out the policy. Some carriers 
won't let you buy the rider later (on 
the grounds that you'll probably use 
the coverage, and they’ll be stuck 
with a claim). Many major-medical 
and hospital-surgical policies don’t 
offer riders for routine maternity 
care, period.

Riders will pay up to a maximum 
benefit that policyholders select, 
usually $500, $1000, $2000, or 
$2500, Rarely do they cover the full 
cost of a normal delivery, which 
averaged $4334 in 1989.

Another drawback is that compa­
nies don’t pay the full benefit during 
the first two years the policy is in

force. A policyholder who becomes 
pregnant may receive only 50 or 60 
percent of the benefit in tire first 
year and 75 percent in the second 
year. Not until die third year are full 
benefits paid.

Annual premiums for pregnancy 
riders ranged from $316 at Golden 
Rule for a $1000 benefit to $2640 at 
Prudential for a benefit that would 
cover the hospital stay but only 
$1050 of an obstetrician’s fee. (An 
obstetrician’s services for prenatal 
care and delivery can cost as much 
as $-1500 in some areas.)

W h a t's  n o t  covered
Both major-medical and hospital- 

surgical policies cover only medi­
cally necessary care. Don’t count on 
them to pay for routine physicals or 
other preventive services. (Some of 
them, however, cover Pap smears, 
mammograms, and well-child care.) 
Nor do companies pay for cosmetic 
surgery, fertility treatment, dental 
care, hearing aids, surgical treat­
ment of obesity, treatment for self- 
inflicted injuries, or procedures that 
are considered experimental.

H aw  policies pay
Insurance companies compute 

the amount of your reimbursement 
check according to their own com­
plex formulas. The amount may be 
higher or lower depending on the 
following:

Eligible expenses. When you 
submit a bill for a service covered 
by a major-medical policy, the 
insurer compares it with the amount 
it normally pays for that service. If 
the charge is lower than what the 
company determines is “usual." 
“customary," “reasonable," or “com­
mon," then the entire bill is eligible 
for reimbursement If it's greater, 
die carrier will consider only a por­
tion of it.

What portion the company consid­
ers differs among insurers. Each 
company sets its reimbursement 
level based on physicians' charges 
for services and procedures in your 
area. One company might choose to 
reimburse policyholders based on 
the charge thai represents the 90th 
percentile for a given procedure or 
service. Another might choose the 
75th percentile. (For hospital ser­
vices, companies pay either the
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hospital's posted charge, die hospi­
tal's cost, or a negotiated fee.)

Obviously, die higher the re­
imbursement standard, the more 
you’ll receive. Unfortunately, poli­
cies don’t spell that out. and some 
insurance companies were reluctant 
to explain their reimbursement 
standards to us.

Some hospital-surgical policies 
work differendy, paying up to a max­
imum amount for each covered pro­
cedure or service listed in the 
policy. There's usually a fee sched­
ule for hospital room and board, one 
for surgeon's fees, another for out­
patient services, and a maximum 
amount the policy will pay for all 
other hospital services. This is the 
equivalent of a hospital-surgical poli­
cy’s eligible charge.

Amounts paid by hospital-surgical 
policies usually fall far short of the 
actual charges. For example, Metro­
politan’s policy will pay a surgeon

who performs an appendectomy as 
litde as $260 or as much as $480. 
depending on the schedule the poli­
cyholder picks; in 1989, the average 
surgeon's charge was $8-16 for an 
appendectomy. The policy pays as 
little as $390 or as much as $720 for 
a hysterectomy; but a hysterectomy 
cost an average of $1737 in 1989.

Coinsurance. Once the insurer 
determines how much of your bill it 
will consider, it still pays only a por­
tion. You pay the rest That’s called 
“coinsurance."

Most major-medical policies pay 
80 percent of eligible expenses, 
leaving policyholders to pay the 
remaining 20 percent plus that part 
of the cost not covered at all.

Suppose a physician charges 
$3000 fr. an angioplasty (a cardiac 
procedure), but die carrier consid­
ers only $2610 as an eligible 
expense. If die insurer pays 80 per­
cent, the policyholder will receive

$2088 (80 percent of $2610). He or 
she will then have to pay the 
remaining 20 percent, or $522. plus 
the $390 that's not eligible for reim­
bursement

With some policies from Blue 
Cross and Blue Shield, a policy­
holder who used a “participating 
physician" would pay less. Partici­
pating physicians agree not to bill 
patients in excess of what Blue 
Cross and Blue Shield pays. This 
can be a significant advantage. Plans 
with this feature are noted in the 
Ratings.

Some major-medical policies 
require policyholders to pay less 
than the usual 20 percent coinsur­
ance. For example, American Re­
public's UltraCare policy requires 
no coinsurance at all. Policies from 
Bankers Life and Casualty and its 
affiliated companies require none if 
policyholders select a deductible of 
at least $5000—that is, if the policy-

P a y  b y  t h e  D a y ? B y  t h e  D i s e a s e ?

THE WORST TYPES OF INSURANCE
The worst buys in healdi insurance are hospital-indemnity poli­
cies and dread-disease policits. Hospital-indemnity policies pay 
a fixed amount each day you're in the hospital. Dread-disease 
policies pay benefits only if  you contract cancer or some other 
specified illness.

Such policies are a profitable staple for many well-known 
insurance companies and for the American Association of 
Retired Persons (AARP). They're sold to unsophisticated buy­
ers through enticing but sometimes misleading advertising.

“Cash benefits of $2250 a month, $525 a week, $75 a 
day.. .You cannot be turned down.. .No salesman will ca ll. .  
reads a flyer for a hospital-indemnity policy from Physicians 
Mutual. “Use these cash benefits any way you choose.. .Get 
extra benefits when you may need them most," promises an 
ad for a policy sold by the AARP.

The deal is simple and understandable. You get a fixed dollar 
amount for each day you spend in the hospital. No complicated 
deductibles or coinsurance. Trouble is, the fixed benefit is 
skimpy to start with and grows less valuable with each passing 
year.

At Physicians Mutual, a person can choose a daily benefit of 
$30, $50. or $75. AARP’s top benefit is $75 for those age 50 to 
64 and $45 for those 65 and older. But with the cost of a day 
in the hosr:'al averaging around $800, even the most generous 
hospital-indemnity plans will barely dent your bill. Further­
more, to collect the high benefits touted by some of the ads. 
youll need to be hospitalized as long as a month—an unlikely 
prospect, since the average stay is only about seven days. Final­
ly, the benefit does not change. In time, inflation in hospital 
and medical costs inevitably shrinks its value.

Dread-disease policies offer similarly inadequate benefits. 
We measured two cancer policies against a $19,774 claim for 
colon-cancer surgery and follow-up chemotherapy that we also 
used to rate the policies in our survey. A policy from American

‘-'amily Life, a large seller of this type of insurance, would 
pay a maximum of $4100; a policy from American Fidelity 
Assurance would cover as much as $6210—but only if the 
policyholder had purchased some optional coverage. (These 
policies may also pay an additional benefit based on the 
number of months you own the policy before you contract 
cancer.)

Companies also sell riders to cover such dread diseases as 
smallpox, polio, rabies, diphtheria, and typhoid fever. We don't 
know why anyone would buy them, since these diseases are 
now extremely rare.

Compared to other health coverages, these types of insur­
ance are cheap. For the top daily benefit from Physicians Mutu­
al, a 45-vear-old man or woman would pay about S233 a year. 
A family would pay $540.

Insurers usually issue hospital-indemnity policies to anyone, 
whether or not they are in good health. But carriers often 
require a waiting period before covering policyholders for pre­
existing health conditions.

Most companies selling cancer insurance will not, however, 
issue policies to people who already have cancer. Nor do they 
usually pay benefits to anyone who is diagnosed as having ihe 
disease before the policy has been in force for 30 days.

These policies are no substitute for comprehensive health 
coverage. The price is low, but so are the benefits. With a dread- 
disease policy, you're also gambling that youll contract one ol 
die covered diseases. If you don't, the policy won't cover you.

Companies often market these policies as a supplement to 
other insurance. But we don't recommend them even (or that. 
The $300. $400, or $500 you'd spend for inferior coverage may 
equal the difference in premium between a skimpy hospital- 
surgical policy and a more comprehensive major-medical poli­
cy. Or it may cover the cost of taking a lower deductible on a 
good major-medical policy.
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Truth will out 
When you (III out 
an application for 
health Insurance, 
bo honest about 
your medical con­
dition. If you don't 
reveal all your 
health problems 
and the company 
finds out about 
them when you file 
a claim, It could 
rescind your pol­
icy and leave you 
without coverage 
when you need it 
most.

holder pays the 
first $5000 of cov­
ered expenses.

Other compa­
nies require poli­

cyholders to pay more. You might 
find policies with a 70/30 percent or 
even a 50/50 percent cost-sharing 
arrangement, especially if you don't 
use doctors and hospitals specified 
by the insurer.

Coinsurance maximums. Most 
policies specify a maximum dollar 
amount of coinsurance, typically 
$1000 (but it can be as much as 
$2500 or $5000), that policyholders 
must pay annually. After they’ve 
reached that amount, the carrier 
pays 100 percent of all additional, 
eligible medical expenses.

A few policies tie coinsurance 
maximums to the size of the deduct­
ible you select The higher the 
deductible, the lower the maximum.

Several policies give a break to 
families. Usually two members must 
each pay the maximum coinsurance 
amount The company will then pay 
100 percent of all eligible expenses 
for other members who have not 
reached their maximums.

Lifetime maximums. Most 
major-medical and hospital-surgical 
policies cap the benefits they’ll pay 
over a lifetime at $l-million or some­
times $2-million. A few have no cap, 
and others have a separate lifetime 
maximum for each illness or injury.

A company will sometimes give 
new lifetime benefits to policyhold­
ers who have generated enough 
claims to reach their lifetime cap. 
This is an important feature if the 
cap is low.

Deductibles. Most companies 
require policyholders to satisfy 
deductibles each year before bene­
fits are paid. (Some hospital-surgical 
policies have no deductibles.) 
Deductibles can be as low as $100 
or as high as $20,000. That means a 
policyholder must pay the first $100 
(or $20,000) of expenses before the 
company pays any benefits. Obvi­
ously, a $20,000 deductible buys 
only catastrophic protection.

Sometimes a policy links the 
deductible to an illness or health 
condition; you would have to satisfy 
the deductible with each new ill­
ness. If the deductible is large and 
you have several different illnesses, 
you may never collect any benefits.

Some companies no longer offer 
low deductibles. “ If somebody can 
afford to buy our product, he can 
afford a $1000 deductible,' says 
John Hartnedy, the chief actuary at

Golden Rule. “You don't want first- 
dollar coverage. It may cost $80 to 
take care of a $50 bilL"

As with most insurance, the 
higher the deductible, the lower the 
premium. A 45-year-old man in Chi­
cago who chooses a $500 deductible 
for Benefit Trust Life’s Tele-Med pol­
icy would pay an annual premium of 
$1443. If he selected a $2500 deduct­
ible, he would pay only $839.

Sometimes, for a small, extra pre­
mium, companies will waive the 
deductible or a portion of it if you 
are injured in an accident.

Can you  re n e w ?
Few companies will guarantee to 

renew your coverage. Of those in 
our study, only American Republic, 
Benefit Trust Life, and Metropolitan 
sell "guaranteed renewable" poli­
cies. The company can raise the pre­
mium, but it must continue your 
coverage.

Most policies, however, are now 
“conditionally renewable." The com­
pany can refuse to renew your pol­
icy' only if it also refuses to renew 
all other similar policies in your 
state. You have some protection 
because the company Can’t single 
you out for cancellation. But you can 
still lose your coverage.

Some insurance companies use 
conditionally renewable policies as 
a lever to force insurance regulators 
to grant the rate increases those 
companies want Certified Life, First 
National Life, Golden Rule, and 
Washington National told us they 
had canceled policies. In some cas­
es, they offered policyholders alter­
native coverage.

A few policies are “optionally 
renewable." A  company can opt not 
to renew your insurance whether or 
not it renews coverage for others 
who have the same policy. Pruden­
tial, State Farm, acd Blue Cross and 
Blue Shield plans in Illinois. Kansas. 
Ohio, and Oklahoma have option­
ally renewable policies. (Prudential 
and Blue Cross and Blue Shield of 
Oklahoma at least say they won’t 
cancel your policy if your health has 
deteriorated.)

Many companies also give them­
selves the option of not renewing if 
they find you have another policy 
that is similar.

A re  you  in su ra b le ?
People who have medical prob­

lems, however minor, are second- 
class citizens in the world of health 
insurance.

Virtually no commercial carriers

and only a handful of Blue Cross 
and Blue Shield plans will sell poli­
cies to anyone who has had heart 
disease, internal cancer, diabetes, 
strokes, adrenal disorders, epilepsy, 
or ulcerative colitis. Treatment for 
alcohol and substance abuse, 
depression, or even visits to a mar­
riage counselor can also mean a 
rejection.

If you have less serious condi­
tion:;, you may get coverage, but on 
unfavorable terms.

Conditions that usually affect one 
part of the body are candidates for 
“exclusion riders." That is, compa­
nies will offer a policy, but exclude 
coverage for those conditions or 
that body part, either for a short 
period or for as long as the policy is 
in force. If  you have had a recent 
knee operation, glaucoma, migraine 
headaches, varicose veins, arthritis, 
a cesarean delivery, or if your child 
suffers from chronic ear infections, 
your policy will probably carry an 
exclusion rider. “Any condition that 
would produce an immediate claim 
would be ridered out," says Frank 
Fugiel, a vice president at Washing­
ton National.

If you have a medical condition 
that affects your general health— 
for example, you’re significandy 
overweight or have mild high blood 
pressure—you may get coverage, 
but at a price 15 to 100 percent 
higher than the standard premium.

Companies in our survey told us 
that between one-quarter and one- 
half of all their policies carry exclu- | 
sion riders, higher-than-standard 
premiums, or both.

Insurers, however, are not restric­
tive in identical ways. Washington 
National will exclude coverage for 
your eyes if you had a cataract oper­
ation a year ago. Prudential will not.
If you suffered from migraine head­
aches in the past but have had no 
treatment for the last two years. 
Central States Health and Life will 
cover future treatment for such 
headaches; Time will issue a policy 
but exclude coverage for migraines.

If a company rejects you, that fact 
will be recorded at the Medical 
Information Bureau in Boston, an 
industry clearinghouse. The next 
time you apply for coverage, the 
new carrier may check your file at 
the bureau. If it finds you’ve been 
turned down, that rejection could 
trigger further scrutiny of your 
health.

Even if your health is perfect, you 
still may be a less-than perfect risk.
In their quest for applicants who are

5 4 0 C O N S U M E R  R E P O R T S  A U G U S T  1 5 5 0



unlikely to file claims, insurance 
companies blackball people in cer­
tain occupations. Some companies 
have long lists of jobs that are unac­
ceptable, either for an individual pol­
icy or for a policy sold to employees 
in small firms. Chances are the 
insurance company won't cover you 
if it considers your work hazardous 
or if people in your profession are 
more likely to file claims or switch 
jobs frequently.

B e tte r o f f  a t  th e  B lues?
Historically, most Blue Cross and 

Blue Shield plans took all comers 
for individual health insurance, 
offering “open-enrollment" policies 
that anyone could buy. Even if your 
health was bad, you could count on 
getting a policy from the Blues.

Today, only 22 of the 74 Blue 
Cross and Blue Shield plans in the 
U.S. still make policies available to 
everyone. But their “open-enroll­
ment" policies may require policy­
holders to pay a larger portion of 
their expenses than policies offered 
to those in good health. For exam­
ple, the open-enrollment major-med­
ical plan sold by Empire Blue Cross 
Blue Shield in New York requires 
20 percent coinsurance for all ser­
vices. By contrast, its high-rated 
Tradition Plus Wraparound policy, 
sold only to those with no medical 
problems, requires no coinsurance 
on hospital services and also offers 
a much lower deductible.

Most Blue Cross and Blue Shield 
organizations now “underwrite." 
That is, they evaluate an applicant’s 
health much the same way their 
commercial competitors do. They 
decline people with cancer and 
heart disease and sometimes issue 
policies with exclusion riders and 
higher premiums.

It's hard to say whether youll 
have an easier time buying coverage 
from the Blues than from commer­
cial insurers. Most of the Blue 
Cross plans we conta rtcd refused to 
respond to our survey. Through 
other sourr s, we obtained the 
plans sold by uncooperative Blues 
and evaluated them along with the 
others.

Blue Cross plans that do not 
exclude health conditions or charge 
higher premiums for them may sim­
ply refuse to sell you a policy. On 
the other hand, a Blue Cross plan 
might be more lenient than a com­
mercial insurer. Empire Blue Cross 
Blue Shield docs not require blood 
tests to detect AIDS. Kentucky Blue 
Cross and Blue Shield insures

women with fibrocystic breast dis­
ease. Commercial camera often 
require blood tests and almost 
always exclude coverage for 
fibrocystic breasts.

P ro o x u f in g  com fiHons
Lf you get a policy from Blue 

Cross and Blue Shield or a commer­
cial insurer, you still may have to 
wait a year or two to be covered for

medical conditions you already 
have.

Most policies say that a preexist­
ing condition is one for which a poli­
cyholder has received treatment or 
for which a reasonably prudent per­
son should have sought treatment 
during the previous two years. Some 
policies have shorter or longer 
“look-back" periods. Those are 
noted in the Ratings. Continued

T h e  L a s t  R e s o r t
e sh :

I f  you can't buy health insurance and you 
live in one of 23 states listed below, your 
insurer of last resort is a high-risk pool cre­
ated for the people insurance carriers don't 
want Similar to the high-risk plans for driv­
ers who've been in accidents, health-insur­
ance pools originated in the 1970s as the 
industry’s alternative to national health 
insurance. But only in the last few years 
have states begun to get serious' about 
them.

To obtain coverage, you usually must be 
a state resident for at least six months (a 
year in some states), and must have 
received a rejection notice from at least one 
carrier (Montana and Florida require two 
rejections).

If a carrier will insure you only at a pre­
mium exceeding the price of coverage from 
the pool, or if the insurance you’re offered 
carries exclusion riders, you will also be eli­
gible for a pool policy in most states.

The rules differ from state to state. Illi­
nois, Iowa, Minnesota, and Neuraska, for 
example, allow people infected with the HIV 
virus to obtain a pool policy; South Carolina 
does not In some states you can't get pool 
coverage if you're eligible for a conversion 
policy when you leave an employer group, 
even though the pool policy may be better 
than the conversion option.

Florida, Illinois, low , Minnesota. North 
Dakota, Tennessee, Washington, and Wis­
consin make Medicarc-supplement policies 
available through their pools. That’s a boon 
to the disabled under age 65 w-ho rely on 
Medicare but can't find insurance to fill 
Medicare's gaps.

Pool coverage is similar to that offered by 
a major-medical policy, although benefits for 
mental and nei vous disorders, organ trans­
plants, and pregnancy may be less compre­
hensive. You may. however, pay more out- 
of-pocket than you would with a major- 
medical policy. Some plans require a high 
deductible, greater coinsurance, and rela­
tively low lifetime-benefit maximums— 
S500.000 or even $250,000.

Premiums are no bargain, which is not 
surprising since policyholders in the pool 
w ill almost certainly file claims. For exam­
ple, a policy with a $500 deductible from 
the Illinois pool will cost a 45-year-old man 
living in Chicago $3844 a year. That’s twice 
as much as he'd pay for the most expensive 
individual policy in our study available to 
Chicagoans.

Long w a it in g  lis ts
Pool policies provide decent coverage, 

but they are available only to a fraction of 
those who need them. CU surveyed the 
pools last spring and found that they now 
cover only 55,500 people nationwide. Pools 
in Illinois, Maine, and Oregon currently 
limit the number they can insure. The Illi­
nois pool can issue only 4500 policies. The 
wait to buy into the Illinois poo! is now at 
least a year.

It’s hard to see how the pools can meet 
even the existing need. They operate at a 
loss, despite the high premiums. In most 
stat .3, losses are covered by assessments 
against all health-insurance carriers doing 
business in the state. In return, some 
states relieve insurers from part of their 
obligation to pay taxes on the premiums 
they collect

But the insurance industry is pressing the 
states to pick up more of the bill from the 
public purse. “We're not in the business of 
giving away insurance at a loss to these peo­
ple," says Carl Schramm, president of the 
Health Insurance Association of America.

The 23 states with high-risk pools are; 
California, Colorado, Connecticut. Florida. 
Georgia. Illinois, Indiana, Iowa, Maine. 
Minnesota, Montana, Louisiana, Nebraska. 
New Mexico, North Dakota, Oregon, South 
Carolina. Tennessee, Texas. Utah. Wash­
ington. Wisconsin, and Wyoming. (The 
pools in California, Colorado, Georgia. Lou­
isiana. Texas. Utah, and Wyoming are not 
fully operational.) Your state insurance 
department can tell you how to contact 
your state’s pool.
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H E A I . T H
INSURANCE

R j s » i ^ a
The wrong job 
Occupations some 
insurance compa­
nies consider 
unacceptable for 
health coverage: 
Tree trimmers 
Explosives 
handlers 

House painters 
Window cleaners 
Heavy-equipment 
operators 

Rodeo performers 
Police officers 
Doormen 
Models
Freelance artists
Waiters
Masseurs
Hospital aides
Maids
Musicians
Bartenders
Fry cooks
Janitors
Street cleaners
Doctors
Lawyers
Pro athletes
Fishermen
Railroad workers
Test drivers
Car-wash workers
Dancers
Beauticians
Movers
Zoo attendants

To encourage ap­
plicants to reveal all 
their medical condi­
tions, some compa­
nies waive their 

usual waiting periods i f  you have 
disclosed all your health problems 
(providing the company is willing to 
accept you and not exclude cover­
age for those conditions).

W h a t p o litie s  to s t
The premiums you pay are based 

on your age, your sex, and where 
you live.

At Bankers Life and Casualty, a 
healthy 45-year-old man living in 
Chicago would pay $1245 a yean a 
45-year-old woman, $1625; a 55-year- 
old man, $174$; and a 55-year-old 
woman, $1852.

The premium for a 40-year-old 
man, his 35-year-old wife, and two 
children would come to $3382.

A few Blue Cross plans still use 
“community rates," charging every­
one the same premium regardless 
of their age or where they live. 
Other things being equal, older peo­
ple are usually better off at a com­
pany using community rates. A  45 
year-old man and a 60-year-old man 
living in Philadelphia would pay the 
same $2192 premium at Indepen­
dence Blue Cross and Pennsylvania 
Blue Shield. But at Time, a company 
not using community rates, the 45- 
year-old man would pay only $1580; 
the 60-year-old, $3375.

With most policies, premiums 
increase as you get older. If you buy 
a policy at age 40, expect the pre­
mium to increase when you turn 45.

In addition to age-related increas­
es, the rising cost of medical care 
also pushes up premiums every 
year or two. The premiums for poli­
cies in our study increased an aver­
age of 11 Percent - year over the 
past fivo years. But premiums for 
some policies rose as much as 40 or 
5C percent in a single year.

Pricing tricks
As a sales gimmick, some compa­

nies use a pricing scheme that gives 
policyholders a deceptively low pre­
mium the first year and very high 
premiums in later years.

When a company that uses so- 
called select and ultimate rates 
accepts you for coverage, it knows 
you’re in good health and charges a 
low (select) premium to reflect the 
(act that you're not likely to file 
claims in the immediate future. But 
as the years go on. ar.d as you make 
claims, the company will jack up the

premium to the highest (ultimate) 
level.

Companies that don't use select 
and ultimate rates spread the antici­
pated costs of your claims over all 
the years you own the policy, so 
your premiums will be more stable. 
If you buy from a company using 
select and ultimate rates, you may 
face premium increases that far 
exceed what you can afford.

State insurance regulators don’t 
require insurers to disclose whether 
they use select and ultimate rates, 
so it’s often hard to know. It’s a good 
Hea, though, to ask whether a com­
pany you’re considering uses such 
rates and to avoid their policies, 
especially if you plan to keep the 
coverage for several years. One car­
rier, Aid Association for Lutherans, 
gives buyers in some states a choice 
between policies with select and 
ultimate rates and those withouL 
and clearly points out the differ­
ences in its sales material. (Our Rat­
ings include Aid Association's policy 
without select and ultimate rates.)

M a naged  (a re  and  PPOs
Until recently, insurance compa­

nies seldom questioned physicians’ 
fees. But to hold down their own 
costs, companies have now inserted 
a variety of “managed care" require­
ments into their policies.

As a resulL you may have to ask 
the insurance company for prior 
approval for any elective surgery. 
You may have to use an outpatient 
facility lor such procedures as 
arthroscopic surgery, dilation and 
curettage, and cataract removal. 
You may be required to seek second 
opinions before surgery. If you don’t 
follow the rules, the company may 
reduce your benefit or increase the 
coinsurance and deductible youll 
have to pay.

Some Blue Cross and Blue Shield 
plans offer Preferred Provider 
Organizations (PPOs). Those are 
groups of doctors who have agreed 
to discount their fees. If you sign up 
for a PPO and use a non-PPO doc­
tor, you may have to pay as much 
as 40 or 50 percent of the doctor's 
bill yourself and also suffer other 
penalties.

How we rated the polities
Most Blue Cross and Blue 

Shield organizations and a handful 
of commercial carriers sell individ­
ual health coverage. Twenty of the 
29 Blue Cross and Blue Shield 
plans wo approached for informa­
tion refused to cooperate with our

study, forcing us to turn to state 
regulators to obtain necessary 
information on their policies, pre­
miums, and rate histories. (Sur­
prisingly, some regulators made it 
difficult to obtain the information, 
even though data Gled with public 
agencies is usually available to the 
public.) The Blue plans that 
refused to answer our question­
naire are noted in the Ratings with 
an asterisk.

A few other insurers also declined 
to participate. Celtic Life, a company 
waging a public campaign to edu­
cate people about shopping for 
health insurance, refused to shed 
any light on its policies or selling 
practices. A newcomer to health 
insurance, A.L Williams, a company 
better known for its life-insurance 
policies, also declined to participate. 
A third company, World Insurance, 
claimed that if it won a favorable rat­
ing from consumer reports, it would 
not have the capacity to handle all 
the applications.

We rated the major-medical and 
hospital-surgical policies by measur­
ing the coverage and cost-sharing 
features of each against actual 
claims, ranging from minot to cata­
strophic, filed by 25,000 employees. 
The average annual claims for a sin­
gle person in the reference group 
totaled $1387; for families, it was 
$3175.

A policy that covers everything 
would pay 100 percent of those 
amounts. Of course, health-insur­
ance policies are not designed to 
cover 100 percent of claims. But the i 
best policies pay the mosL

The best policy we found, a major- i 
medical plan sold by Blue Cross and i 
Blue Shield of Minnesota, would 
pay $1230 (or 89 percent) for sin- , 
gies and $2810 (or 89 percent) for 
families if you used physicians in 
the plan's preferred-provider orga­
nization. The worsL a hospital-surgi- ' 
cal policy from Pyramid Life, would 
have paid only $490 (or 35 percent) 
for singles and $950 (or 30 percent) 
for families.

The Ratings show what percent­
age of the average annual claims 
each policy would pay after account­
ing for deductibles, coinsurance, 
coinsurance mxvimums. and other 
cost-sharing features spelled out in 
the contract.

Since most people want a policy 
that provides coverage for cata­
strophic expenses, we also mea­
sured how well each would pay for 
two major illnesses. One was a 
$19,774 claim for colon-canccr sur-
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gery and follow-up chemotherapy. 
The other was a $49,767 claim for 
care of a serious heart attack, 
including an angioplasty procedure 
(see box on page 544).

A good policy is useless if  the 
company can cancel it, or if rate 
increases are sc steep you can’t pay 
the premiums. Therefore, we gave

weight to each policy’s renewability 
features and rate-increase history. A 
policy scored highest in these fac­
tors if it was guaranteed renewable 
and if the company's rate increases 
over a five-year period were less 
than the medical consumer price 
index.

We also looked at a policy’s life­

time benefit maximum, its preexist­
ing conditions clause, and coverage 
provided by the maternity rider.

We could not obtain rate-increase 
hibiories or certain othei informa­
tion for noncooperative Blue Cross 
and Blue Shield plans or for new 
policies. Where we lacked informa­
tion that might affect a plan’s score,

B l u e  C r o s s  a n d  B l u e  S h i e l d

ABANDONING THE MISSION
Sick people cannot buy a policy
from Blue Cross and Blue
Shield of Kentucky. The plan 
evaluates an applicant’s health 
and rejects those with such 
afflictions as cancer, heart dis­
ease, emphysema, and AIDS.

Competition from commercial carriers has forced the plan to 
turn sick peop’e away in order to keep its premiums affordable 
and attract new customers. At one time, Kentucky’s Blue Cross 
and Blue Shield plan sold as much as 90 percent of all health 
insurance in the state. Today it sells just 30 percent

The Kentucky plan, typical of many Blue Cross and Blue
Shield organizations today, is a far cry from what such plans
used to be. Founded by organized medicine in the 1930s, Blue 
Cross (and later Blue Shield) had two missions. The first was 
to make sure hospitals and doctors got paid. The second was 
to provide health insurance for the greatest number of people.

For years, the Blues had a virtual insurance monopoly. In 
some places, they were so powerful that they were able to 
negotiate large discounts from hospitals and use the savings to 
carry out their mission of community service. For example, 
Blue Cross plans subsidized such money-losers as individual 
health policies for the sick and Medicare-supplement coverage 
for the elderly.

As nonprofit organizations, the Blues had certain privileges. 
They paid no Federal income taxes and, in many states, no 
taxes on the premiums they collected.

“Community rating" was once the Blues' trademark. Every­
one in the community—large employer groups, small employer 
groups, and individuals buying policies on their own—were in 
the same risk pool. They paid the same rates regardless of their 
age and sex, where they lived, or how sick they were.

That all began to change in the 1960s. Commercial insurers 
started skimming the best risks from the Blue Cross pool by 
offering lower premiums than the Blues charged. As large 
groups and then small ones took out cheaper policies with com­
mercial carrif's, the Blues increasingly found themselves cov­
ering people with health problems the commercial carriers 
didn't want As he.'thy people deserted the pool, the Blues had 
little choice but to raise premiums higher and higher to cover 
the claims made by the sick people who remained.

In many areas, the plans also saw their hospital discounts 
whittled away. Some states new mandate smaller discounts and 
allow ail insurers to receive them.

Blue Cross and Blue Shield of Kentucky, for example, 
receives only a 7 percent discount from the hospitals. And it 
does not subsidize individual health coverage (other than con­
version policies) out of the profits from other lines of business. 
At the suggestion oi insurance regulators, it abandoned com­

munity rating a few years ago in favor of the kind of pricing 
used by its commercial competitors.

Most Blue Cross and Blue Shield plans now resemble Ken­
tucky’s. Many have become mutual insurance companies. They’ve 
lost their tax exemption from the Federal government, and they 
no longer try to provide coverage for everyone. Less than one- 
third still take all comers for health insurance. Of the 37 state 
regulators responding to a CU survey, only nine consider their 
local Blue Cross and Blue Shield plan an insurer of last resort 

“We think the Blues in our state do a pretty good job. But 
everyone here dislikes them, from their subscribers to the leg­
islators," says one state insurance regulator who asked not to 
be identified. “They are some of the most defensive people you 
can imagine. Everything we ask for is a fight"

We know what he means. We asked 29 Blue plans to send 
us information about their policies. Only nine would do so, 
forcing us to seek information from state regulators, who some­
times couldn’t or wouldn't help us. The California Insurance 
Department told us it had no rates on file for Blue Cross of 
California. When we asked the plan for a history of its rate 
increases, an official told us that information was “proprietary." 
When we asked the Washington Insurance Department to give 
us rate-increase data for the Washington and Alaska plan, the 
department said it could not oblige because Blue Cross had 3 
right in that state to keep such information a secret 

“As their risk pocl gets creamed, there’s mission schizophre­
nia at the Blues," says Susan Sherry, an official at Families 
USA a health-advocacy group. “ It’s the classic example of com­
petition, and consumers are the real losers."

Some Blue Cross and Blue Shield plans, mostly in the North­
east still ding to the old mission. Eut even for them, holding 
on is increasingly difficult 

In New York, a person no matter how sick can always gel 
health insurance from Empire Blue Cross Blue Shield. It won't 
be the top-of-the-line policy, but it will provide some coverage.

Empire, which still uses community rates, can sell insurance 
even to people with terminal illnesses because their policies 
are heavi'y subsidized from premiums paid by large employer 
grouos and from the savings obtained by negotiating a 13 per­
cent oiscount with New York hospitals.

Even so, Empire officials say that the discount is not large 
enough, and that over the last few years some 100,000 people 
have left the pool, either going with commercial carriers or 
doing without coverage altogether. The plan has had to increase 
premiums on all its policies -10 to 50 percent to cover the claims 
of the sick people who remain.

“Our goal is to stay with the mission." says Eric Schlcsinger, 
Empire's chief marketing officer. “But in the end, we will have 
a community price so high that no one will pay it, and the 
number of uninsured will skyrocket"
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we assigned values representing the 
average for all plans in our survey. 
This lack of actual information for a 
plan is denoted by a dash in the Rat­
ings. The plans are listed in order 
of an overall quality index that takes 
into account all the rating factors.

R e<om m eflda tions
Naturally, you want a policy that 

will pay as many of your bills as pos­
sible. so coverage should be your 
first concern.

Unfortunately, there are few poli­
cies for any one individual to choose 
from. Your options boil down to a 
policy from one of the few remain­
ing commercial carriers selling this 
insurance or one from your local

C a t a s t r o p h i c  C l a i m s

As part of our evaluation of health-insurance poli­
cies for the accompanying report, we measured 
how much each policy would help defray the actual 
bills run up by two patients in apparent good 
health who were suddenly stricken with a life- 
threatening illness— colon cancer and heart 
attack.

The case of colon cancer cost a total of $19,774. 
including $13,471 in hospital bills and $3665 for 
surgery.

The best plan we found, from Blue Cross and 
Blue Shield of Minnesota, would have paid about 
92 percent of the $19,774 if the policyholder used 
only “preferred provider" doctors. (If the policy­
holder went to other physicians, the plan would 
pay up to 88 percent) The highest-rated policy 
from a commercial carrier, American Republic's 
UltraCare with no coinsurance, would have paid 
97 percent A less generous major-medical plan, 
from Washington National, would have paid 87 per­
cent of the claim. Least helpful was a hospital-sur­
gical policy from Pyramid Life. It would have paid 
only 49 percent of the bill, leading the patient about 
$10,000 in debt

The treatment for the heart-attack patient came 
to $49,767. It included an angioplasty (a procedure 
to open blocked arteries) that cost $8730 in surgi­
cal fees, and a 21-day hospital sla; that piled up 
bills of $34,107.

In this case, the Blue Cross and Blue Shield of 
Minnesota plan would have paid about 97 percent 
of the $49,767 claim Lr the policyholder used all 
"preferred provider" doctors and up to 95 percent 
if the policyholder did noL American Republic's 
UltraCare policy with no coinsurance would have 
paid 97 percent Tire major-medical plan from 
Washington National would have paid 90 percent 
of the claim. And Pyramid Life's marginal hospital- 
surgical policy would have paid only 44 percent, 
leaving the patient lo recover from a $28,000 debt 
as well as the heart attack.

Blue Cross and Blue Shield plan.
The best coverage is provided by 

a good major-medical plan. The 
plans listed high in the Ratings 
require policyholders to pay very 
few of their medical expenses.

A number of Blue plans—in Min­
nesota, New Jersey, New York, and 
Pennsylvania— ranked high. People 
in those states should certainly con­
sider them. As the Ratings show, 
however, B’ue Cross and Blue 
Shield organizations in other states 
offer mediocre or poor policies.

Fortunately, some good commer­
cial plans are widely available. Look 
first at the high-rated policies 
offered by American Republic and 
Benefit Trust Life.

Maternity benefits from some of 
the Blues were better than those 
offered by most commercial carri­
ers. Many Blue plans beat preg­
nancy as an illness and pay normal 
benefits, which will cover most of 
the cost of having a baby. But some 
offer maternity benefits only on 
family policies. Presumably a single 
woman who became pregnant 
would not have coverage.

Some Blue Cross and Blue Shield 
plans offer a choice of a regular 
insurance policy and a PPO. You 
might consider a PPO if you’re will­
ing to use its doctors rather than 
your own. The PPOs offered by 
Blue Cross and Blue Shield in Arizo­
na, Illinois, Minnesota, and Wash­
ington and by Blue Shield of 
California ranked higher in our Rat­
ings than those organizations' tradi­
tional insurance plans because they 
require their subscribers to pay less 
coinsurance.

Policies from First National and 
Washington National provide good 
benefits for catastrophic expenses 
but fall short in other important 
areas, such as policy cancellations 
or rate increases'.

Note that the policy from the 
largest seller of individual major- 
medical insurance, Golden Rule, 
ranks near the bottom. The policy 
provides only average coverage. And 
the company has a history of large 
rate increases and canceled policies.

Once you have considered a poli­
cy’s coverage and other dimensions, 
look at the premium. If two policies 
are comparable, pick the one v.ith 
the lowest premium.

Hospital-surgical plans cost less 
than major-medical policies, but 
they generally provide much less 
coverage. At Bankers Life ar.d Casu­
alty, a 45-year-old man living in Chi­
cago wouid pay $806 a year for a

hospital-surgical plan, compared 
with $1245 for the company’s major- 
medical policy. But as you can see 
from the column labeled ‘ Payout,* 
the coverage offered by tnese poli­
cies is, for the most part, decidedly 
inferior to that provided by major- 
.icdical policies.

The highest room-and-board cov­
erage offered by the hospital-surgi­
cal policy from Blue Cross and Blue 
Shield of Maine, for example, is 
$276. Some of the state's hospitals 
have room-and-board charges that 
exceed $-100.

Hospital-surgical plans provide 
fewer benefits, and those benefits 
may not increase with the cost of 
medical care. Unless the carrier lets 
you upgrade, the benefits you buy 
today may be inadequate if you need 
hospital care several years from now.

If you can’t swing the premiums 
for a high-rated major-medical poli­
cy, consider reducing the premium 
with a higher deductible, then bud­
get to cover small medical expenses 
yourself.

If you’re not in perfect health, it’s 
hard to buy coverage at any price. 
It may nevertheless be worthwhile 
to shop several carriers to see if 
they'll issue coverage with exclu­
sion riders.

If you live in Alabama. Hawaii. 
Maryland, Michigan, New Hamp­
shire, New Jersey, New York, North 
Carolina, Pennsylvania, Rhode 
Island, Vermont, Virginia, or the Dis­
trict of Columbia, you will be able to 
buy an "open-enrollment" policy from 
Blue Cross and Blue Shield at least 
sometime during the year.

In Maine, the Blue Cross and 
Blue Shield organization accepts 
anyone for coverage, but will add 
exclusion riders for tliree years on 
policies for people with various 
health conditions.

If you live in one of 23 stales with 
a high-risk pool, you may be able to 
purchase coverage from the pooL

There's no insurer of last resort for 
people living in the other 15 states 
Short of getting a job with a large 
business or marrying someone whc 
works for one, people who are unac 
ceptable to insurance companies an 
out of luck. They have no choici 
under the current system but to job 
the growing ranks of the uninsured 

Ratings begin on page 5-!i
Reprints of this report will be avail­
able in bulk quantity. For informa­
tion and prices, write CU/Rcprir.ts. 
P.O. Box CS 20IO-A, Mount Ver­
non, N.Y. 10551.
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WHEN YOU LEAVE A GROUP PLAN
^n. ?V f> ■ » . (* T » y  y  U; < *«

If you leave a job, you may have two options for continuing your 
health insurance short of shopping for an individual policy on 
your own. Depending on the size of the firm you worked for 
and on your state’s insurance regulations, you may be able to 
continue your group coverage for a short time as provided 
under the Consolidated Omnibus Budget Reconciliation Act of 
1985 (COBRA}, Or you may be able to obtain an individual 
policy through a process known as conversion. Both options, 
though, will usually cost a lot more than you would spend for 
group coverage.

Because it is less expensive and generally offers better cover­
age than a conversion policy, your first line of defense should 
be COBRA.

COBRA: H ow  i t  w o rk s
If you worked for a business with 20 or more employees, 

COBRA entitles you and your depende its to continued cover­
age for at least 18 months under your former employer’s plan. 
If you are disabled and eligible for Social Security disability 
benefits when your employment ends, you can obtain an addi­
tional 11 months of coverage, for a total of 29 months.

If you are insured through your spouse's plan at work and 
your spouse dies, you become divorced or separated, or your 
spouse becomes eligible for Medicare, COBRA provides for cov­
erage of up to 36 months.

COBRA requires that you pay 102 percent of your group 
insurance premium. If your employer has been paying a portion, 
you will have to assume that cost in addition to what you were 
already paying, plus an extra 2 percent for administrative costs. 
Disabled people who take COBRA coverage must pay as much 
as 150 percent of the premium for the extra 11 months.

You can lose coverage if you don't pay the premiums, if you 
become eligible for Medicare, if youi employer discontinues 
health insurance for employees still working there, or if you 
join another plan.

However, if you join another plan and have an existing medi­
cal condition for which that plan imposes a waiting period, you 
can still keep your COBRA benefits until they would normally 
run out By that time, your preexisting condition may be cov­
ered under the new plan. But you could be without coverage 
for that condition if your COBRA benefits stop before the wait­
ing period on the new policy is over.

If you work for a company that has self-insured its workers' 
health coverage, you are entitled to COBRA benefits, even 
though such plans are normally exempt from other insurance 
regulations.

If you are not eligible for COBRA because your former firm 
employs fewer than 20 workers (or is a church organization), you 
may still have some protection under state laws. If your state 
provides for ‘’continuation" of benefits, you may be able to stay 
on your employer's group policy for as little as three months in 
some states or as long as 18 months in others. (Those benefits 
are usually not available to workers in self-insured plans.)

The following states do not have comprehensive continuation 
laws: Alabama, Alaslta, Arizona, Delaware, Florida, Hawaii, Ida­
ho, Indiana. Louisiana, Michigan, Mississippi, Nebraska, Penn­
sylvania, Wisconsin, and Wyoming.

Some employers consider COBRA an administrative head­
ache and may offer employees who leave a simpler alternative— 
insurance that covers them only for injuries caused in an 
accident Accident-only policies may be tempting because 
they're cheat)—a few hundred dollars a vear, compared to a few

thousand for COBRA coverage—but we don't recommend 
them. Unless you are very young, you're much m ire  likely to 
need coverage for illnesses than for accidents.

B eyond COBRA
After COBRA coverage runs out, or if you're not eligible for 

it, your next options are to take a conversion policy or shop for 
individual coverage. (Unless, of coursa, you're covered under a 
new employer's health plan or become eligible for Medicare.)

The law requires that every employer who normally offers 
conversion policies to workers who leave also offer them to 
former employees once their COBRA benefits run out Fifteen 
states, as well as the District of Columbia, don’t require employ­
ers to offer conversion policies to employees who leave. They 
are: Alabama, Alaska, Connecticut, Delaware, Hawaii, Idaho, 
Indiana, Louisiana, Massachusetts, Michigan, Mississippi, 
Nebmska, New Jersey, North Dakota, and Oklahoma.

If an insurance company terminates a group plan, employees 
may also be out of luck. Two-thirds of the states require insurers 
that cancel group policies to offer conversion options to people 
losing their coverage.

Even when it is offered, conversion coverage is almost always 
inferior to.what you received from your group plan. (Twenty- 
four slates require companies to offer conversion policies with 
major-medical or comprehensive benefits.) If you currently have 
major-medical coverage, a conversion policy may provide only 
hospital-surgical benefits and only pay up to a fixed amount 
each day for hospital room and board and surgical procedures 
(see page 538).

For example, CIGNA, an insurer that offers several conver­
sion options to employee? converting from the group policies 
it underwrites, pays only $250 for hospital room and board if 
an employee chooses its top-of-the-line conversion coverage. 
For employees in a top-of-the-line group policy, CIGNA would 
pay most of the hospital charge, which runs considerably more 
than $250. (The average cost of a day in the hospital is about 
$800.)

While benefits are low, the prices of conversion policies are 
high, reflecting the fact that it is mostly people in poor health 
who buy this coverage. CIGNA, for example, charges a 45-year- 
old man or woman living in Chicago an annual premium of 
$4736 for its most generous conversion policy with a $500 
deductible. By comparison, American Republic, the top-ranked 
commercial company in our study, would charge a 45-year-old 
man in Chicago $1904; a 45-year-old woman, $2240.

Despite those drawbacks, a conversion policy may be your 
only option if you have health problems. (Insurers must make 
these policies available to anyone regardless of their health.)

If only one member of your family suffers from some medical 
condition, you may want to take the conversion policy for him 
or her and try to find cheaper, individual coverage for the rest 
of the family. In some states, a person with health problems 
may be eligible for coverage from the high-risk pool, although 
in certain states, if you're eligible for a conversion policy, ycu 
can't have pool coverage.

If you're considering buying an individual policy instead of 
taking your conversion option when COBRA coverage ends, do 
your shopping well in advance. The slightest health problem 
can disqualify you, and it may take time for an insurer to collect 
your medical records and decide if it’s willing to issue coverage. 
Once your COBRA benefits run out, you have only 31 days in 
most states to sign up for a conversion policy.
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RATINGS
Health-mSurancepc lu tes

Listed by types. Within typos, listed in order 
o l estimated overall quality, based on poli­
cies lor a single person. (Family policies 
closely tracked single policies in overall 
quality.) Dillerences of less than 5 points 
were judged Insignificant. Companies 
marked with an asterisk did not respond to 
our survey. Dashes indicate wo could not 
obiain information; in thoso cases we as­
signed values representing the average for 
all policies.

Q  A nnual p r e m iu m s . These are annual 
premiums lo r 45-year-old ru n  and women

living in Chicago. For a company not selling 
there, the premium is for the company's 
major operating territory. Family premiums 
assume a 40-year-old husband, a 35-year- 
old wife, and two children. Premiums are 
given for policies with S500 deductibles. If 
tho company does not o lfer a $500 deduct­
ible, we show the premium I or the closest 
deductible to $500; footnotes (on pages 
540-549) state the deductible on which the 
price is based. Premiums for matarnlty rider 
show the cost of adding coverage for rou­
tine pregnancies.
El Quality index. A summary o l how the 
policy performeo I or a single person.
E  Payout. The percentage the policy paid

for a sin*1® porson and for a Family on an 
average mix o f claims filed by 25,000 poli­
cyholders. Wo used a $1000 coinsuranco 
maximum for each policy. If tho policy did 
not offer this amount, we used Its maximum 
that was closest to $1000. Most plans re- 
quiro 20 percent coinsurance. Exceptions 
are noted in the Comments.

Q  Catastrophic claims. Measures how 
well a policy would have paid after the 
deductible was met on two actual claims 
involving catastrophic illness— one lor 
treatment o l colon cancer; the other, a seri­
ous heart attack. A policy that scored a O  
paid more than 96 percent o l the expenses 
for both claims. A policy with a ©  paid more

□ Annual premiums

Major-medical .
Blue Cross and Blue Shield of Minnesota Aware Gold (F2844) PPO $ 1 4 9 3 0 0 S 1 9 6 2 0 0 $ 5 1 0 0 0 0 Included
Capital Blue Cross w/Penn. Blue Shield Major Meoical 18150 18150 39230 Included
American Republic UltraCare, no coinsurance 1904 0 22400 50120 $608
Blue Cross and Blue Shield of Hew jersey Medallion 1 8 4 3 0 0 1 8 4 3 0 0 4 7 5 9 0 0 Included
Benefit Trust Life MMI 1794 0 2096 0 43190 Included
Empire Blue Cross Blue Shield Tradition Plus Wraparound (LGL 3252) 23920 23920 61260 Included
Independence Blue Cross w/Penn. Blue Shield Major Medical w/Plan 100 21920 21920 51590 Included
Blue Cross and Blue Shield of Minnesota Aware Care(F2239) 6580 8 820 22250 Included
American Republic UftraComp 1632 0 1953 0 4333 0 536
American Republic UltraCare, 20% coinsurance 15960 1877 0 4200 0 608
Blue Cross of Washington and Alaska'' Personal Prudent Buye*. Low Option 200, Wash. 1 0 3 2 0 0 1 0 9 2 0 0 2 3 7 6 0 0 None
Blue Cross and Blue Shield of Alabama* ALPHA Plan 1 3 0 8 0 0 0  1 3 O r 0 0 0  3 4 3 2 0 0 0  72
Blue Cross and Blue Shield of Illinois* Non-Group PPO 1543 1932 4363 261
Blue Cross and Clue Shield of Montana* Personsl Choice Plan 1851 1851 4241 Included
Blue Cross and Blue Shield of Montana* Healthy Montanan Plan 1553 1553 3554 Included
Blue Cross and Blue Shield of New Jersey Direct Payment Supplemental Major Medical 31670 3167 0 61350 Included
Blue Cross and Blue Shield of Indiana* Personal Security 1293 1374 2935 1164
Blue Cross and Blue Shield of Oklahoma* Health Check 17640 1764 0 37800 Included
Blue Cross and Blue Shield of Maryland* Personal Comp 1001 1001 2604 Included
Central States Health & Life Individual Major Medical (563-570.571-572) 14630 13000 37210 781
Time 24 Karat (592) 15800 18760 3854 0 490
Benefit Trust Life Tele-Med 1443 1822 3878 1257
Bankers Life and Casually VIPV(CR-G002) 12450 16250 33820 None
Bankers Multiplo Line The Spectrum Plan (D-G002) 12450 16250 33820 None
Union Bankers The Spectrum Plan (MM-89) 12450 16250 33820 Nora
Blue Shield of California* Preferred 1952 1952 3299 None
Blue Cross and Blue Shield of New Jersey Bluo Care 12610 12610 3400 0 Inciuoec
Blue Cross of Washington and Alaska* Traditional Individual in Alaska 1933 1933 4123 None
Blue Cross of California* Personal Prudent Buyer 1680 1680 3838 3360
Blue Cross and Blue Shield of Illinois* Non-Group Comprehensive 1838 0 19920 4886 0 Non*
Bluo Cross and Blue Shield of Maine Bluo Alliance 1294 0 1294 0 25800 Intiudec
Empire Blue Cross Blue Shield Tradition Plus Comprehensive (LGL 3253) 15070 1507 0 32280 •nc'udcc
Benefit Trust life MM2 1496 1751 3603 None
Blue Cross and Blue Shield of Ariiono* Preferred Care 716 716 1928 None
Aid Association for Lutherans TotaiMed II (4945) 17080 1724 0 4032 0 1860
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than 90 percent. A policy with a O  paid at 
least 81 percent, and a policy with a ©  paid 
at least 75 percent of the expenses.

0  Lifetime maximum. Total benefits a 
policy will pay over a policyholder's life.

[j] Maternity (overuge. This shows the 
quality of ihe maternity rider the covers 
routine pregnancies and deliverie . if a poli­
cy offered coverage for complications only 
if policyholders buy a rider for routine cov­
erage, it scored a ©. It scored a ©  if it 
offered coverage for complications without 
requiring purchase of the rider.

□  Renewability. Guaranteed means the 
policy is guaranteed renewable for the poli­

cyholder's life, (•■drtfma! means that the 
com pany can cancel it along with all similar 
policies. Optlaaal means the company can 
cancel an individual policy.

0  Rate history. A ©  indicates that over a 
five-year period the com pany has raised 
rates on the policy te ss than the medical 
consum er price index, which averaged 7.2 
percent each year over th6 period. A  ©  
m eans that it raised rates at least 17 per­
cent a year.

0  Preexisting illness. The waiting pariod
is the number of months a policyholder must 
wait before coverage begins for a preexist­
ing illness not disclosed on the application. 
The waiting period may be shorter for d is­

closed illnesses. The look-hoik - v U d  is 
how far back in time the insurance company 
will investigate for preexisting illness.

IQ Available to anyone. A "y e s "  indi­
cates the policy is available to any applicant 
regardless of health status.

B l  Exclusion riders. A "ye s" indicates the 
company will issue coverage with exclu­
sions for certain conditions o r for certain 
parts of the body.

IQ Higher rates. A "yes" m eans the com­
pany will issue coverage but at higher 
premiums for some medical conditions.

IQ  Other coverage. Additional coverages 
and features a policy may offer. See  Key.

El Payout □  Preexisting illness
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85 89% 89% O None o Conditional o 24 3 No Yes Yes a.b.c A 800-382-2000
83 84 87 O Nono lor basic policy © Conditional © 12 1 2 Yes No No a.c.d C 717-255-0820
81 82 68 9 Si-million per condition o Guaranteed o 24 24 No Yes Yes a.d B 800-247-2190
80 88 88 0 None o Conditional — 12 12 No No No a.c.e C 201-822-4500
80 86 85 0 1-million o Guaranteed o 24 24 No Yes Yes a C.G 708-615-1500
80 83 82 0 1-million c Conditional — 11 24 No No No a.d.h C 212-490-4757
80 83 83 0 None for basic policy o Conditional o 12 12 Yes No No a.c C 215-564-2100
79 76 72 0 Nono © Conditional © 24 3 No Yes Yes a.c.h — 800-382-2000
78 74 60 0 2-million o Guaranteed — 24 24 No Yes Yes a.d D 800-247-2190
77 75 61 0 1-million per condition o Guaranteed — 24 24 No Yes Yes a.d — 800-247-2190
75 82 67 — 1-million © Conditional — 12 12 No Yes No a.c.d E 800-752-6653
75 75 60 — None for hospital o Conditional o 12 24 No Yes No a J 800-392-5705
75 73 61 — 1-million © Optional Q 12 12 No No No a.c.h E 312-938-7209
74 68 62 — None o Conditional — 12 12 No No No a.c F 406-444-8210
74 68 62 — Nono o Conditional — 12 12 No No No a.c F 406-444-8210
74 74 74 0 Nono tor basic policy o Conditional — 12 12 Yes No No a .e J C 201-822-4500
74 82 68 — 1-million o Conr itional — 12 No limit No Yes No a B.E 800-522-4075
74 77 72 — 1-million <& Op’.onal o 12 6 No Yes No a.c.h K 918-560-2121
74 73 72 — 1-million o Conditional © 9 No limit No Yes No a.c.d — 800-992-2308
73 73 60 0 1-million o Conditional o 12 24 NO Yes Yes a — 402-397-1111
73 72 60 © 2-million o Conditional o 24 12 NO Yes Yes a — 800-333-1203
72 71 58 © 2-million o Conditional — 24 12 No Yes Yes a — 708-615-1500
71 75 64 0 Nona © Conditional o 24 24 No Yes Yes a.g — 312-777-7000
71 75 64 o Nona © Conditional o 24 24 No Yes Yes a.g — 312-777-7000
71 75 64 0 None © Conditional o 24 24 No Yes Yes a.g — 214-939-0821
71 73 60 — 2-million © Conditional — 12 12 No Yes No a c.d E 800-624-5150
71 70 70 © 100.000 per year o Conditional — 12 12 No No No a.e — 201-822-4500
71 75 60 — (•million © Conditional © 12 12 No Yes No a — 800-752-6663
71 68 55 — 2-million © Conditional — 6 6 NO Yes No a.c E 800-777-6900
71 70 56 — 1-million © Optional o 12 12 NO No No a — 312-938-7209
70 67 72 — None ler basic policy © Conditional o 12 No limit Yes Yes No a.t C.G 8CO-482 0566
70 61 59 0 500.000 0 Conditional — 11 24 Yes No No a d.h — 212-4904757
69 72 60 0 1-million © Guaranteed o 24 24 No Yes Yes a C.G 708-61$ 15CO
69 75 62 — 1-million © Conditional — 11 Nolim,! No Yes No a.c.h E 800-543 2944
69 71 60 © 2-million o Condlional o 24 Notimit No Yes Yes a.d — 414-734-5721

C O N S U M E R  R E P O R T S  A U G U S T  1 9 9 0 5 4 7



R a tin g s
Continued

□  Annual premium)

Blue Cross and Blue Shield of Virginia* Personal Health Care 2044 0 2044 0 4 3 5 9 0  Indue

Bluo Cron and Blue Shield of Virginia* Personal Health Care (Healthy Virginian) 1 1 6 9 0 1 1 6 9 0 2454 0  Indue

Blue Cross and Blue Shield of Florida* Preferred Patient 1862 2085 4558 None
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