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Peace of Mind for Consumers

AHIP’s Board of Directors is also recommending important initiatives to enhance the peace of mind
of those purchasing coverage in the individual health insurance market.

e States should provide consumers with access to a third-party review process to resolve
disputes involving medical issues related to pre-existing condition exclusions and
rescission decisions.

Health plans should limit any rescission actions to those based only on information that
should have been included in a complete and accurate response to questions asked in

a clear and understandable application. If a health plan does not conduct a review of
unclear or incomplete information on the application, then the health plan should not
use any subsequently-acquired information as a basis for rescinding coverage.

Health plans should ensure that all communications are clear so consumers understand
their rights and responsibilities, as well as those of the health plans, with respect to the

application process, rescissions, and pre-existing condition clauses.

Health plans should waive the application of pre-existing condition exclusions for
medical conditions that are disclosed by the applicant (unless subject to a rider).

Consumers should have knowledge of their medical information and provide complete
and accurate responses on coverage applications. Coverage applicants should also

be prepared to respond promptly to inquiries regarding their medical and personal
information.

Comprehensive Health Insurance Policy Rescissions in the Individual Market
Reported by AHIP Member Companies, 2007 Survey

2005 2006
POLICIES IN SURVEY 1,161,398 1,215,383
RESCISSIONS 2,688 1,842
RESCISSION RATE 0.23% 0.15%

A rescission is the process of voiding an insurance contract due to a misrepresentation or
omission on an insurance application that would have resulted in a different underwriting
decision by the health insurance plan. As the data show, rescissions are very rare. They are only
used as a last resort when it is clear that an applicant has omitted information or provided
inaccurate information on his or her application.
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Requirements for Universal Participation

The Guarantee Access Plan and operations initiatives outlined above can ensure universal access to
affordable coverage and further enhance the market for individual health insurance. Some states,
however, may seek to achieve universal participation by requiring that every citizen in the state has
health care coverage.

Given that few states have experimented with universal participation, there is little data available on
the effectiveness of these initiatives. While AHIP is not advocating an individual mandate, we have
explored this issue and have identified five critical steps that states would have to follow to achieve
universal participation:

* Develop an insurance coverage verification system;
* Enforce the requirement to purchase and maintain coverage;

* Establish an automatic enrollment process and be prepared to provide backstop funding
if individuals do not fulfill their responsibility to purchase coverage;

* Create a premium subsidy program for moderate- and low-income individuals and
families, as well as provide additional assistance for those with high health care costs; and

* Fund coverage initiatives from a broad base of sources.

A new partnership between health insurance plans and states along with a renewed emphasis on
personal responsibility could enable health insurance plans to guarantee coverage to all applicants
without regard to pre-existing medical conditions.

The establishment of a universal participation program that is proven to be effective could avoid
the unintended consequences that have hampered many well-intentioned efforts by states to assist
those pursuing coverage in the individual health insurance market. Experience shows the absence of
a universal participation requirement serves as a powerful incentive for healthy individuals to defer
coverage until they have health problems, which causes health insurance to become significantly
more expensive for those who have it.
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Previous State Reform Efforts Had Unintended Consequences

As states considered proposals during the 2007 legislative sessions to expand access to coverage,
AHIP commissioned a new report to assess the impact of prior reform efforts across the
country. The study, conducted by Milliman, Inc., documents the impact of guarantee issue
and community rating rules on the individual market in eight states that implemented such
requirements.

Guarantee issue requires insurers to sell an individual health insurance policy without regard

to a person’s health, and community rating requires that all consumers pay the same or similar
premiums without regard to health status. According to the report, these initiatives have the
potential to cause individuals to wait until they have health problems to buy insurance. This
could cause premiums to increase for all policyholders, increasing the likelihood that lower-risk
individuals leave the market, which could lead to further rate increases. If this continues, the
pool or market could essentially collapse or shrink to include only the high-risk population.

Overall, the report found that states that implemented guarantee issue and community rating
saw a rise in insurance premiums, a reduction of individual insurance enrollment, and an
exodus of health insurers from the individual insurance market. In addition, the report found
no significant decrease in the uninsured population in states that implemented these initiatives,
often a stated goal of legislators.

Consequently, several states that initially implemented guarantee issue and community
rating have since repealed or modified their laws with the intent of stabilizing the insurance
marketplace and providing consumers more choice and access to coverage.

Additional Information on Individual
Health Care Coverage

New AHIP Survey Examines Premiums, Availability, and Benefits in
Individual Health Insurance Market

A survey by AHIP shows that individually purchased health care coverage is more affordable and
accessible than may be widely known. The report, which is a follow-up to several previous AHIP
surveys of the individual market, represents the most extensive health plan survey of individual
coverage to date. A wide variety of AHIP member companies responded to the survey, including
large and small multi-state plans, single-state plans, and local or regional plans.
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Type of Coverage Average Annual Premium
SINGLE $2,613
FAMILY $5,799

Source: Individual Health Insurance 2006-2007: A Comprehensive Survey of Premiums, Availability, and
Benefits, AHIP (December 2007)

Premiums varied by state, reflecting a variety of factors, including premium rating and underwriting
rules, differences in health care costs, demographics, and consumer benefit preferences.

MOST WHO APPLY ARE OFFERED COVERAGE

Approximately 89 percent of applicants undergoing medical underwriting were offered coverage.
Offer rates varied from a high of 96 percent for applicants under age 18 to 71 percent for applicants
aged 60-64. Forty (40) percent of offers in the survey were at standard premium rates; 49 percent
were offered at lower (preferred) rates; 11 percent were offered at higher-than-standard rates. Standard
or preferred rates were available in all age brackets. Among adults age 60 to 64 who were offered
coverage, nearly three-quarters (74 percent) of offers were at standard or lower (preferred) rates.

The most commonly purchased products were preferred provider organization (PPO) or point-of-
service (POS) coverage, representing 78 percent of single policies and 66 percent of family policies
in force. Ten (10) percent of single policies and 23 percent of family policies chosen provided

coverage in conjunction with health savings accounts (HSAs).

INDIVIDUAL MARKET OFFERS WIDE RANGE OF BENEFITS AND OUT-OF-POCKET COST PROTECTION

Consumers in the individual market were offered a wide range of benefits, including behavioral
health, prescription drug, preventive, and maternity benefits. Inpatient and outpatient behavioral
health and substance abuse benefits were included in approximately 85 percent of policies purchased
in the survey.

Most of the policies chosen had annual out-of-pocket limits under $5,000, and the average lifetime

maximum benefit (among plans with a maximum) was nearly $4 million.
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