
ARC and Rand: 
Group-to-Individual Premium Effects 

I. Report Conclusions. The two reports come to virtually the same conclusions: l) under the 
Kassebaum-Kennedy bill there would be no immediate effect on other premiums in the 
individual market because the proposal does not require states to impose rating restrictions; and 
2) if it is assumed that states would impose rating restrictions--from limited to full community 
rating restrictions--in response to the legislation, the effects would range from 1.4-2.8 percent. 
(By comparison, the HIAA estimate is a 22. l percent increase, assuming full community rating.) 

Premium Effects in Individual Market 

Study Immediate Effects State Enacted: Limited State Enacted: 
Under Kassebaum- Rating Restriction in Adjusted to Full 
Kennedy Individual Market Community Rating in 

Individual Mar~.et* 

ARC (HHS) 0% 1.4% 2.6-2.8% 
(0.9 - 5.4% range) ( 1.5-9 .2% range) 

Rand (DOL) 0% NIA 2.2% 
(2.2-6.8% range) 

*Because of different assumptions and methodologies, the two studies do not overlap as completely as is suggested 

by the comparison in this column. 

2. Differences in the two studies. Underlying the similar conclusions are significant 
differences. Although both analyses start from essentially the same population counts (CPS), 
each uses different data sources to reach its premium effect conclusions. 

o ARC uses morbidity and other assumptions (number exhausting COBRA coverage, 
duration in the individual market, etc.) based on the Spencer Reports, a firm whic:h 
compiles information on employers' COBRA experience. 

o Rand bases many of its assumptions on tabulations from SIPP, supplemented by 
morbidity assumptions from the HIAA and Academy of Actuaries analyses. 

The differences, in some cases, are significant. For example, the size of the potential eligibles 
from small firms (less than 20 employees; not eligible for COBRA) are 18.11 million under ARC 
analysis and 13.2 million under the Rand analysis (the estimate of the COBRA populations are 
essentially the same). However, different assumptions about take-up rates, duration of coverage 
and other assumptions have the net effect of producing estimates of the ultimate effects that are 
virtually the same. 

3. Explaining the differences. The two approaches, though significantly different in important 
respects, can be explained and defended. The differences, however, may not be readily apparent 
or comprehensible to people not familiar with the data sources or the type of analysis undertaken. 



Although the initial population estimates and the final effects are very similar, the internal 
assumptions and numbers are very different and not readily comparable. Without a good 
appreciation of the methodologies employed, it would be relatively easy to misinterpret or 
improperly juxtapose numbers and assumptions in the two studies, suggesting that the 
Administration is simply manipulating numbers to produce a desired result. 



MEW As & Association Plans 

Overview and Summary 

The insurance reform bill passed by the House (H.R. 3103) contains provisions that would make 
it easier for groups of employers to form Multiple Employer Welfare Arrangements (MEW As) or 
association plans that would be exempt from most state laws but subject to ERISA. 1 

Unlike the purchasing cooperative provisions of the Kassebaum-Kennedy proposal which build 
upon the state insurance regulatory structure, the House provisions have the potential of seriously 
undermining state regulation of insurance and significantly undermining states' ability to provide 
affordable insurance to small businesses with more sicker workers. In short: 

• The House provisions would essentially allow MEW As and association plans to "cherry­
pick"--form plans that generally accept firms with healthier workers. 

• Qualifying association plans would be exempt from state mandated benefit laws and 
could charge premiums based on their own experience. 

• Qualifying MEW As would only be subject to solvency and other requirements under 
ERISA. 

• MEW As and association plans in existence prior to March 6, 1996, would be exempt 
from state premium taxes, which are an important source of state revenue. 

Background 

I. Current law 

l. Multiple employer welfare arrangements that exist pursuant to a collectively bargained 
plan are considered ERISA plans and not subject to state law. 

--examples are the Taft-Hartley plans that exist in the mining and construction industries 

--in recent years, sham "collectively bargained" arrangements have been established in an 
attempt to avoid state regulation. The Department of Labor is developing a regulation to 
define what constitutes a legitimate "collectively bargained" plan. The House biH also 
defines the term in an attempt to clarify what is legitimate. 

2. Multiple employer arrangements that are not established pursuant to a collectively 

1 Under current law, self-insured MEW As, as defined in ERISA, are generally subject to state regulation 
and state and federal oversight. Fully insured association plans are subject to state law. 



bargaining agreement are called Multiple Employer Welfare Arrangements, or MEW As. 

--MEW As are subject to state regulation, ERISA fiduciary standards, and state and 
federal oversight. 

--MEW As often claim to be ERISA plans in an attempt to avoid state regulation. ERISA 
has been amended in the past to clarify state and federal jurisdiction, but problems 
persist in identifying and prosecuting fraudulent MEW As. 

3. "Association plans" is not a clearly defined concept. Associations that qualify as Internal 
Revenue Code 50 I ( c )(9) organizations may off er insurance as an ancillary service: and 
receive certain tax benefits as VEBAs (voluntary employee benefit arrangements), and 
the Department of Labor has guidelines (who controls the association, the health plan, 
etc.) for determining legitimate associations. 

--Fully insured association plans are subject to state regulation. 

--Self-insured association plans are treated as MEWAs--i.e., subject to both federal and 
state oversight. 

4. The biggest concern with self-insured MEW As or association plans is that they are not 
subject to stringent solvency standards. States can regulate the solvency standards of 
MEW As and association plans under ERISA, but few states have done so. (And unlike 
self-insured employer plans, where a claim could be made against the corporate assets in 
case of plan insolvency, in a MEWA or an association plan there are no underlying 
assets that could be reached if a plan gets in serious financial condition or becomes 
insolvent.) 

II. Size of MEW A and association pools 

I. Little reliable data exists. 

--The only significant study of MEW As was a March 1992 GAO report, which concluded 
over 2.5 million participants were enrolled in MEW As operating in 46 states in 1991. 
More than 600 MEW As failed to comply with state insurance laws, and unpaid claims 

over a four year period totaled over $123 million. 

2. There is no reliable estimate of the size of the association plans. 

III. Concerns about association plans and federalized MEW As under the House bill 

1. The Department of Labor would have to promulgate regulations that would permit 
MEW As to qualify as ERJSA plans, thus avoiding any state regulation (the states could 
reach an enforcement agreement with the Department for these plans, however). 



--state mandated benefit laws would not apply to federalized MEW As. 

--state premium rating restrictions would not apply to federalized MEW As. 

2. The House bill provides a minimum solvency standard for the federalized MEW As. The 
concern is that the federal standards would be relatively weak, enabling these plans to 
gain a competitive edge over insurers subject to stricter state solvency standards. 

3. Under ERISA there is no guaranty fund for MEWAs, whereas most states have guaranty 
funds to protect beneficiaries of licensed state insurance carriers that become insolvent. 

4. Federalized MEW As could easily skim the insurance market in the states. Over time, a 
state could be left with a relatively smaller and much higher risk pool for its insurance 
carriers. Carriers, in turn, may leave the state-regulated market entirely and cater to the 
MEWA pools. 

5. The Department of Labor does not have, nor is it likely to receive, the resources to 
regulate and monitor MEW As effectively. 

6. Although association plans could be fully insured, the concern, as with MEW As, is that it 
would be relatively easy to form an association that could select relatively better risks, 
undermining the remaining state insurance pool. 

IV. Purchasing Cooperatives 

1. The Kassebaum-Kennedy bill encourages the formation of cooperatives to assist small 
employers in buying insurance products at a discount. Cooperatives as envisioned under 
the Senate billwould realize lower costs through administrative efficiencies, but by 
requiring the cooperatives to buy state regulated insurance plans, the cooperatives would 
not be undermining the state's risk pool or overall insurance efforts. 



Major Issues in MEW Al Association Plan Provisions 
House Insurance Reform Bill 

The House proposal to exempt certain MEWAs and insured association plans from most state 
regulation would, in a relatively short period of time, substantially undermine state regulation 
of insurance and the composition of a state's insurance pool. The result could be dramatic 
increases in insurance rates for those who continue to buy coverage through state regulated 
health care policies, and a lower level of protection for those covered by the new MEHPs and 
VH/As. 

1. Virtually every state has successfully enacted some kind of insurance reform and 
taken other steps to expand coverage and control costs, and states are continuing to 
do more. 

o 46 states (plus Hawaii, with a unique system) have successfully enacted small 
group market reforms in the past six years. 

o 16 states have also moved to reform the individual insurance market. 

o Over half the states have established high risk pools, and a variety of other 
approaches are being tried by states to expand coverage. 

2. The number of uninsured could increase significantly within a few years because of 
an insurance "death spiral" spurred by the MEHPs and VHIAs. 1 

o The House bill would significantly undermine the state insurance refonn and 
coverage expansion efforts by allowing MEHPs and VHIAs to siphon a 
potentially significant percentage of the healthier people in a state's insurance 
pool. 

o By allowing these new entities to "cherry-pick"-- to organize in a way that would 
enable them to select the relatively better health risks -- the relatively poorer 
health risks are left in the state insurance pool. This, in turn, would start an 
insurance "death spiral" where state insurance rates would rise significantly, 
spurring lower income and better risk people left in the state insurance pool to 
drop their coverage, causing the rates for those who remain to increase even 
further. 

MEHPs are self-insured multiple employer health plans that qualify for an exemption from state regulation 
under ERISA. VHIAs are fully insured voluntary health insurance associations that are generally exempl from state 
mandated benefits and rating restrictions. They would generally be under ERISA. 



3. Consumers, and perhaps ultimately the federal government, would be potentially at 
risk for billions of dollars of unprotected benefits. 

o The House bill does not provide for either state or federal guaranty funds in case 
of insolvency. 

o MEW As have been a major area of fraud and abuse for years. In a 1992 report, 
GAO found that unpaid claims by MEWAs totaled over $123 million, and recent 
efforts by the Department of Labor have found that MEW As continue to be a 
major area of fraud. 

o By encouraging even more MEW As, the House bill would be creating another 
situation analogous to the S & L crisis. 

4. States have stronger financial and consumer protections than MEHPs and VHIAs 
would have. 

o States have been regulating group and individual insurance contracts for almost 
50 years; the federal government has virtually no experience in these markets. 

o States have extensive, successful experience in establishing and enforcing 
solvency standards that protect consumers from bankruptcies. 

o Every state has a guaranty fund to protect consumers in cases of insurance 
company insolvency. 

o Most states have consumer protection laws to provide timely and equitable 
resolution of health insurance claims disputes. 

5. The Federal Government is ill-equipped to assume the large scale migration ti[) 
MEHPs and VHIAs that ·would likely occur under the House bill. 

o The Federal government has never had a significant role in regulating and 
overseeing health insurance policies. 

o Neither ERISA or the House bill provide a strong regulatory framework or 
guidance in developing good solvency regulations for these new entities. 

o ERISA does not provide strong consumer protections or remedies, as do most 
state laws. 

o The Department of Labor does not have the staff or expertise to handle a 
substantial growth in health insurance plans it must regulate and oversee. 



• 
6. Purchasing Cooperatives, as envisioned in the Kassebaum-Kennedy bill, are the best 

way to enhance the purchasing power of small businesses and individuals in the 
insurance market while maintaining an effective regulatory structure that protects 
consumers. 

o Cooperatives provide small employers the advantages of pooling without 
adversely affecting the state insurance pool. "Cherry-picking" of healthier groups 
would be prohibited. 

o Effective state regulation , including financial and consumer protections, are 
maintained. 

o Eleven states have adopted model legislation to encourage cooperatives, and the 
experience of the cooperatives in effect has generally been positive. 

7. The incremental reform that the President and proponents of Kassebaum-Kennedy 
advocate recognizes and employs the successful strategies pursued by the states and 
the private sector. 

o The Kassebaum-Kennedy bill meets this standard; the House bill, by fragmenting 
the insurance market through the expansion of federal MEW As and Medical 
Savings Accounts contradicts the incremental, consensus-building process 
inherent in Kassebaum-Kennedy. 

J: lofliccluscrslsteph t\mewawh 
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PREFACE 

· .. :·:--~ ·> :· ... 
. •' -~· :· .-

This paper was funded by the Pension and Welfare Benefi"t:s/~_.· 

Administration, U.S. Department of Labor's contract J-9-I?f~--~d"§{-.T .. to RAND 

as part of the Center for the Study of Employee Heal t~ .• :'#~H~·~y~;'.~:iJ.(;}~t: .. 
will be of interest to those considering programs to r~.{~e the ·.ieve·+.<-cif 
health insurance coverage in the United 

. ::; .. · 
··::·::· 
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ABSTRACT 

Parti~:;::i::wa::b~:::~
0

::1::::dt::t:u::: ::e':::::n:n:O;~i~i~;~ 
Survey, this paper reexamines the likely effect on insu:f.J~~:·~:/~i'~fu°i:t"ims in 

the individual health insurance market of the Health ~:X~0~~nc~·:::iJ~:~-.\::f~. 
1995 (commonly known as "Kassebaum-Kennedy") . A ,W.J,.dely cited stu'df/~~··· 

-r;. .. ,:. 

the Health Insurance Association of America (HL~.Ai/~,.stimates that the 
.. -.':>//.i'" .. 

proposed legislation would increase premiums/·for/tho~:e·. currently buying 

individual heal th insurance by over twenty· b,:~:t%~~-~:'.?~}:+~·~s study 

estimates a range of effects from 5. 5 percent·>£o~~)1~4:er. 1 percent. The 

upper end of the range maintains the HIAA assum~J:fkh1T:·~:btit substitutes 

new tabulations of the figures use9<-±.n... the computa:·i'i;k';'~f the estimate. 

The lower end of the range consialii:~(EB·~:·:\-~:ri't~raction of the proposed 

federal legislation and current ~t~~tl~t;f~f f.J;~'i,f~~lations · 

.. •. \ ...... 
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.. ~ 

EXECUTIVE SUMMARY ' ii ••I 

.)>/]:·.;-._ . 

.. :.· ·."'· .r.m"-:, • . 
HOW MOCH WOULD INDIVIDUAL INSURANCE PREMIUMS COST ,. ··.::\;..>· 

UNDER THE HEALTH INSURANCE REFORM ~~t~:BF 1995? 

-
'::tYi!.f ?:::-- : =-.- .. 

spons:::a P:~v~::::o:: ::: s::~:h a~:s~:::::~G~~i{~~~*;:n~:: 5 t~: . r~::: • 
to convert a terminating group hea],t:h· insurance po~TQ;/~nto an 

individual health insurance polic:;:l).'~>;.~%~~·: .. :ij~a;ltq Insur~nce Association of 

:·::::a ( :::: :::, ::P::::r :::: :!~~f ~~j~·:~~~\,~!:~:~~u::t:~::~g b:ha t 
22 .1 percent (HIAA' s "most likely" ·{~h~;;!B~'~m estimate) . However, a RAND 

·-: .~;:·/'."·~:···::...:. 
study has computed new .. est:i~ates that ·-al::'eCinuch lower, and, therefore 

imply legislation's conversion 

provision. ..-.<~·:}::\:·,/:\:·>c.,· 

In in the Individual Heal th 

analysis structure and 

assumptions, but substibi'.ti;i~s· new tabulations from the Survey of Income 
:-:··· 

and Prog£an{~participation (SIPP) and improved estimates based on newly 
.~;:~;·:·;::.-,;.\~~~~~;.<~~:;~:~~>:~ > • 

relea:l$'¢d:;;>;;ifu.proyed Current Population Survey (CPS) data. The resulting· 
. :}~~5~~~: ··.-·.·.·::.:~:.:·::.~~:-{:·~:;.-~:-~~:·;.= 

e~:t:illfa'tes rang\ii:-;.f'.:rom 5. 5 percent to under 1 percent. The highest 
... ·j·~;ti~_:_~::: .. .:.. :;.~: _: .. ; __ : ~·~.: .. 
·..:.~~:1::::~'.~~fW.e .. mai~t'a'f:&s all of the HIAA assumptions, but substitutes improved 

. <.·:;::.:.:~:~::_,f::s.~ .. -~:·>, .. {.~_:.-:~;~ <-.~:> 
valties;:'.'fQ'i::;:.:50me· of the key figures. The lowest estimate, under 1 

. '.:-\~~::.<·:>."(.-::.~~:~:\':ii:~:"(.· 
perceni:~~\·i.'ises·" alternative assumptions about how states will regulate 

these co~:~:·~ion policies and the likely claim costs of those buying th1? 

conversion coverage. 
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WHY THE DIFFERENCE IN ESTIMATES? 

Under the proposed Health Insurance Reform Act of 1995, job 

leavers who have been continuously covered under a group health 

insurance plan for 18 months-and who do not have access to ar::~,:~:ther 

group health insurance--would be guaranteed the right to pu.rch'ase 

individual heal th insurance from any heal th insurance comp~,~~-:,?~°fJering 
such insurance in that state. For job leavers from fi~~~--:~~i-;i°fi:\~rn~.-~oi 
more employees, this conversion right would take effec~ ·i~'fter -~~:>> ··":-- .:, 
individual exhausted continuation coverage under .t:::lie- Consolidated 

····-··.····· .. ::.::.;·:'··'· 
Omnibus Budget Reconciliation Act of 1986 (COBRA)';-'.:,usually 18 months 

/.<<~::·::: .. ' ·:.-~.· 
after leaving a job. For job leavers from fi'ims<'with-.less than 20 

:·.·.; ··-~.: .. ··."'. .. . . :".• . 

employees-who are not eligible for COBRA-th.~J~?bi~f~~{~:~ right would take 

... _';~~ ·.:;? ... effect when an individual leaves the job. 
'·-:\."_:~i ~·:·}.-> ::: ... :~·· 

·. ·::·:' ..... '. ":::'.~::"/-'. 
cl~I£iifng that over the The HIAA opposes this conversion_ provision, 

~. ·: .- ... 

long term it would raise insurance"::.pi~1ii~~'.' fqr._people currently in 

individual health insurance mark~·~)b~,:::'~:d''.\:\'J~i\:
0

~fit': This estimate 

assumes that individuals purchasin~/~dhv~f.{{·~~~-i~licies would have 
. ·.· ..... ·. 

the 

claims double those of individuals c~~;~.e~°tly purchasing individual 

heal th insurance policie.s:;::i•·:furthermor'~)~:.";i"t assumes that these higher 

costs would be spread/~$~i~iy<:_over all p~~~icipants in the individual 

:::~:: ::s~::n::1~~~;:t:-1Z~1~;:~:;~:::t ~ t asswnes pure community 

Given these asi~iriPE~t-t'.~;'.:-:- to project the effect of the conversion 

policies, the analyst needi~£'.·~;estimates of 1) the number of covered lives ·· . .:··. 

currently::.·. Iri;·!the individual heal th insurance market and 2) the number of 
. ~;:;;Yjf/~~:·J 7:;;~ _:;,~:~;.~:; :~ 

newl.yj;{·.¢.oy·~i~.q·.:':lfy~s in that market resulting from conversion policies . . ~~:-r'. :~:~;~_ ...... · .. -. ·:.::.:.·::~<: .. _:·_·>. ~; :-. 

ThEr.~'ta:ble bel'bw:•:·sliows how the HIAA methodology 'estimates the number of 
.. -~)=~::t·~~-:-~·::---.:.. .. ;--~- --~ · .. - .. 
"·ad.!1.i'£:.i}inal coY:e'ied lives resulting from the proposed conversion right. 

T~:+:~~~-:~~~~'.:~.-;:::~f~ines separate computations for the COBRA market (firms 

with 2 O"~O"f:·:more employees) and the sub-COBRA market (firms with fewer -:·. --~~~-<·:·· 
than 20 employees). For each market, the sub-total is the product of 

the first four rows of the table. 
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Premium Effects: Original HZAA Estimate and RAND Estimate 

HIAA 
Sub-

COBRA COBRA 

HIAA-RAND 
Sub­

COBRA COBRA 

RAND-.BEST 
._.:.~~sub­

coBRJ\;:<.-toBRA 
Covered lives 
(mil.) 120.0 30.0 

·.·-:: ~ .. ;-. · .... · .. 
124.5 13 . 2 }~·A, :::_5\\:-:13 . 2 

% leaving job (per 
year) 12.0% 20.0% 16.6% 

0. 7% ~: : ~: ,>.'~~ :·~t<;~~,·'.~faN> % program eligible 4.0% 100.0% 
Insured years per 
eligible 2.00 0.30 2.00 0.12 2.00 0:12:-'.· 

.:~·:.: ::·· ·> 

Total insured 
years (mil.) 1.15 1.80 0.27 0.33 

Relative claim costs (K-K 200% 200% 
vs Curr.) 

"J.h~[·,:::: ~.;; 
2_·?:;{:(;6:_-i{]1~\~{:~:.::. 150% 150% 

Current insured years 10.40 . :t:~(f -~;{'.Y · 13 .12 
(mil.) 

. ;.;· ,. ;:·:.~:·; 

!e~~ :~!e P~~mi um J'.f:J~i·~~f /{,;J•},,,['i~W ,: . s • 2 . 2 • 

NOTE: In the full paper, these estimates artife.f~rr~~J}.~~~s'·~'.'.~ I", "RAND A-I", and 
"RAND B-1". They correspond to HIAA's orjgj_t'lal:e$timates (HIAA, 1995). 

'::_: .. ·:<l;D'.~c· 
The "HIAA-RAND" estimate maintain~!i .. _:'t_}le HIAA analysis structure and 

::::::::::::::::;:~j~r~!l!tt:;:i:,:;e:::~::·:: :::s::s::b:~·:;:s ,::om 
First, our·':·p"oi>:U):at.i.on estimates ("Covered lives") are based on 

:. ":·;~:: ~-:~>_ :<~-;;? --~-\i;. 
1995 CPS data tfi:'"'~-~·',have been released since the original HIAA 

' .. :~:-.:·· 
.. C;1.na;).:yi:;is. Beyond being more current, these new CPS data are 

new battery of CPS health insurance questions 

to improve the measurement of health 
. . . . ~· ; 

insurance status. 
·: ·._ ... :•· ... -

,.;_ ..... -...... . 

•.'.: .. '/::SEK;orid, while HIAA was forced to use whatever data were 
··-~x~~Y:~~~\;·)~->~ 

-.a\r,:ci.-ilable from published sources for job turnover rates (used 

in the table to estimate "% leaving job) , the SIPP tabulations 

were computed specifically to analyze the proposed legislation. 
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As much as possible, the concepts used in these tabulations are 

the appropriate ones for the analysis of conversion coverage. 

Third, HIAA's estimates for the length of time people currently 

spend on COBRA and the share of people exhausting C?:¥~:_, (used 

in the table to estimate "% program eligible" and.'.=:·~)trii~red 
'··. -·· 

years per eligible" 

of survey responses 

in the table J are based on _·a.'.::=~riiJ.it. number 

from an unrepresentativ~::J~~~i~.'.'·~:~-,<i) .. '. 
employers. The RAND figures are based on the 'SIPP, a : ,·.·:· .. .-:. .... 

nationally representative probability s~~~le conducted by.the 
· ... :'-/ . ."• . 
. : . ·. U.S. Bureau of the Census. . ... ···:>~.::_:., 

,_ ... '.:-.·:.~: ·.:· :-· 

:·: ...... : ·.: ~·;!. : . -• . . . . . . 
Using these improved figures, the cent.e·t·>1::iar).e;t..:of the table 

(labeled "HIAA-RAND") recomputes the HIAA ~'hl~~ .. {~:;':{~sing only the 
.. "' ,, __ ·.·.: ,-- ,' ,. 

recomputed table entries from the CPS and the SIPP;~\,•:T:i'.iis "HIAA-RAND 

Estimate" implies that premiums in ;.the individual '}g~J~ance market would 
~. _:: _~.':- _.-:._.._ ·. \ . . . 

rise by 5. 5 percent-about a quarter_ .. :c;:f:;:the.J:HAA estimate of 2 2 .1 
·.·: :_ .~. ~~~ ..... _:_::::::· ·--~··_.:·._:-~ ., . : ~ ~ ;·~ \/:.: 

percent. ··•.-··~·>·:·: .... ,:.':·.·.=.,·.~:.'..:_.•_ .. · 
·_~.~ ... ~··.:-~-~- . . 

WHY THE CONVERSION EFFECT MIGHT BE '.'~?1~R 
. :.;·,.::·.-::;. . 

. -;:;.-.. .. ::·. 
The "HIAA-RAND" est'iri\ate of 5. 5 p1fr,c.ent deliberately follows the 

.. ;~~~~).":"_;_;-::.:·.·. -~~-·: ... ··.-, ·: .,· 

HIAA analysis, exce!pt:'~he:r~(.the RAND analysts have new tabulations to 

suggest more appr-o'~·ii:~~e ~~i:.:.:~~re: accurate estimates. The right panel of 
:-~?<i·;~~-'.~->~·-._ ._.-\'_:.~-~<;.<.·:_:.·_ ~:.:.; ... ~~-~--~ .. · -· . 

the table ( labe1~e.c"!:=~-~~~,'Best/'J~~recomputes the HIAA estimate, adjusting 

two assumptions ~b:;fJ.;d,:'ig~>most\ikely effects of the proposed 

legislation; '';,L'.::~\:'.::{•'.·:~· 
·.·.:;;t·.>:~·· 

I,,._~ ...... ~ 

10.4 million to 13.2 million. 
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Second, while HIAA assumes that claim costs for these 

conversion policies will be much higher (200 percent) than 

current group insurance claims, the "RAND Best" estimate 

assumes that claim costs for conversion policies will.:be 

similar to the claim costs of those currently buying/t~~h 
.: ~:~.: :.~;?~~~ .~~ .' 

DR~FT 

(150 

percent of individual rates). .):y::':;;-:-:-:-_. 

:::h :::;:la:wi0on~::=::::::, :::h s:::::ctbe::~:::: te~'.=~:::~·~(!~~d'.«i•~ 
... · .. · .. 

assumption)-is only 2.2 percent. -~t:/:·.= .. ··. 
. .. <<;:_;::_?~ :' . 

However, there is strong reason to believi:3/.that ,.even these 
.. _;:;~:<~~!/·.:'. ~:. . . : ... ~~- .. :. :.~~. -~_::. 

estimates are much too high. The HIAA methqpp:fq.gy:i~e:s:i:'.:imates the 

:::::::::• ~::::i:n•:h::s :o:::t b:0:~: :: f :::}::~l~~~~~~~::: v:::•:eopl e 

currently purchasing heal th insuraI)¢e~>in the indi vid~~:i insurance 

::::~:::r:::: ;:o:o:::::::: ::lr:~tt~f f tf f~~~i~u:: i::: i::.:. pure 
Nothing in the proposed legislation"?pf.evei:i:t:s insurance companies from 

. ,:: -..: ·. ·'. ~.:.::;·:: '.; .: . 

treating the new conversion policies·:~~\:~tseparate rating pool. 
. . . ··:. :: . ' ·: :~;~:;~_~::::-::·~~::. 

insurance companies did~:q"q:;:";':there woula(oe absolutely no premium 

If 

insurance . 

• .-. •• ;,. _.·: ..... :' ... - ~. ·J'",. ~ •• 

Both the the crucial 

role of state health insurance market. 

... <;·.:· 
Many states directly or through high-risk 

pools-s.9.~.e:-~Jprm of guaranteed issue rights similar to the conversion 
·:.t.'· .. :;:.':~::~·;,~:-: ~. :· ~:; i:. 

right(~~:·~fii}t'.i:'~h:~Ei-~d. by the proposed legislation. Because passage of the 
.:~ ~.-:::~) ;~~';.} ~; r ·~• .... ~.~::::.'.-'~ ·". /~-":·: .. :::; ·;~ 

federa,1 legi'sta:tfo'n will not increase the number of policies or the cost 

·!~!!il1~1~~~i!~:::h:::::::::::::::::::::s:~::::::o:~::::~:::~:::::. no 
companies could treat conversion policies as a separate rating pool. 

Thus, in those states, there would also be no effect on insurance rates 

for those currently buying individual insurance. 
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Finally, even in those states that now regulate individual health 

insurance premiums (or those which might chose to do so after the 

proposed legislation passed) , the regulation is in the form of bands on 

rates in the individual markets. Such bands would also imply an effect 

on premiums for those currently purchasing individual health.-~h~.urance 
. -·· .. 

considerably smaller than those implied even by the "RAND /B~~-t;: estimate 
·.· .":":· : ... -... .,.~ ~ :~ · .. _ 

presented in the table. 
.· .. ..:; ·:~·>· .... · .. 

...... . . -.... 
·:··. '°·\:':;"~.' .. ~:- :c '· . 

Thus, plausible increases in premiums for those currently . ·.~·.· .. : . . . . . ... 

purchasing individual heal th insurance would rang~:O:Jrom 5. 5 percent .\to 

under 1 percent. The upper end of the range ma:iri'~Xi~s the HIAA 
J ./'.:~}.'./_~ •• ~··.:' ·::.:.- • 

assumption of pooling costs between those cu.:rreritly ".purchasing 
. '··-: ··.-.:.···... : .. ·.-: ...... 

individual insurance and the new conversiofi;ib~fid~/~i_>:. The lower end of 

the range assumes the continuation of current;·~-E1·f.~:/in~;urance 
regulations. The most plausible estimate is to~~~~~~::{~it end. 

Moreover, the phase-in period of thl~~long-run esti~~f~ will be several 
. . . . . -·· ~ . . '· 

years. 5 percent 

to be 

undetectable. 
·-:-·.:.;-...... -._·.-·. 

Klerman concludes.·FP~:~·<.'.'while thk\8/i:ginal HIAA estimate of 

premium increases o~ ;~,Yef:~:ib:': .. percent for,· those currently buying health 

insurance. in the ii'i~iJldu~i-!:\i~alth insurance market understandably 

induced many to,;.'.f-~~l~·s:\~~'~/{:~~~:··i~~~~[;abili ty of such a conversion right; 

our preferred rarige~-o:f~'e'stimates· of 5. 5 percent to under 1 percent : ; ~ \ .. ·:.-:::./ ·: :~~~>/.·: ·, ' 
suggest that premium ih,c~r.ea's:es for those currently buying health 

-~.=:·::i{:'·.:;·::;:·.•,;· 

insurance in the individual· insurance market provide less of a reason to 

legislation." 

-:~.:· . .. . ~ . 



Klerman, Conversion Rights - xv - DRAFT 

ACKNOWLEDGMENTS 

. ~··:::.>-
This paper has benefited from conversations with my colleagues in .-.-:.-.:.;-.:-::-

the RAND Center for the Study of Employee Health Benefits·:~/(Jd~n-. 

Buchanan, Pam Short, Steve Long, and Arleen Leibowitz. /f~~ ',b:;~i~ri:t.::. 
document benefited from the attention of Joyce Peters~~}~/~o·.·,~g\>),\):" 
reviewers, Emmett Keeler and Bob Schoeni, improvecf'·poth the conte~f·:>~~d 

. _;·~:~r::~:~:-..?.· 
the pres en tat ion . :::isJs> ... , .... 

The apparently simple tabulations repor.t,:ecd';:her.e·0::fepresent major 

programming efforts of Sally Carson and Ro~:iiaF#~·~[t·:~~J.:t::::· Together they 

have successfully wrestled with the unruly srpp"'aci~Nf·>i'r;he preparation 

of the manuscript was ably assisted ;.by J. Natasha ·~~~:~::~.-~ Edie Nichols, 

and Jana Otto . f J:.~'i:··iM .. _·.:.::.:·;·:···.:,·.~ ... :·.·.'/·· ...•. , .. : .... ·.:._·.,,·:.·;·~ .. ·~.~.'.··.: ... ::.i_:.~: .. :.:.:r_· .. · ... 
·::_,.)~?\'., . 

~~-_.~ ~;: ·~:.-~.~~>~~·.t.~'::.·.~~.···,~:_~.F j. . ., 
··.··.·:,.:· . .... 

·. '<!f :'.g':;foi· 
..... : .... . . •. ·~ 
·;: ... · 

·· .. ··.: ',;.": ~ . 
::·~!.>.:::.: ... _ 

:;.··· ...... . 
. •, .. _.·: ·.-: - ~ . 



Klerman, Conversion Rights XV1 DRAFT 

GLOSSARY, LIST OF SYMBOLS, ETC. 

Symbol Definition 

/:. 

<'::>:):::,-
, .... ·:::.··-:··.: 

·';·.· 

. -~ .. ·. .. . :·: .•:.· .. · .. ·· 
.: ... 



Klerman, Conversion Rights - 1 - DR!:\.FT 

1. INTRODUCTION 

.... ~.-)~.;·'.7<;"'° 
To increase the levels of heal th insurance coverage in--.the~:uni ted 

States, the proposed Health Insurance Reform Act of 199~:;;-r:;~-~t.~f?;:J·:- .. 
hereafter K-K after its sponsors Senators Kassebaum and/"Kerinedy)".·,i..iould 

·;~'..: ..... ·.: .:.:..: . · .. ':" -~: ~·:: .. ·: .. ~ ~~: ·. :~· .. . 

limit the ability of insurers or employers to impose pree-xistirig'~:~\<:'.//.i:'· 

conditions limitations on heal th insurance cover ager;, and would req\l.{·i.·~:-' 
that insurers offer health insurance to anyone .whb)h~s been continuously 

.'·:'/'::·· 
enrolled in a group heal th insurance plan for:.~h:s°(h:onths or more. This 

latter "group to individual conversion" pr6~;~:~:f.~h2/(°g~N-~fter simply 

"conversion coverage") has been strongly opp~~~hi(~i:\:t:ie heal th insurance 

industry's trade organization, the Health Insur~~8~~c1~:~dtiation of 

America (HIAA) . HIAA claims that p~s,s.cige of the p;~J~:f:on will increase 

::·:::r '::u:::::n:~emi ums of tho~~·~t~t,:J,f :~l·q!f 5•tf? individual insurance 
This paper reexplores the likely.'.;"E:!fj;~cts of the proposed 

legislation in three s~:~~·~)i:'.j :: ''!~}JI:-~:f:i:· 
: '/'• ~ ·.: '.-. .:. :_. ·:.-: ~:·: . .-:.·· ...... 

The first ,_,s:t_~;::irici~~·Ei/. that the key figures used in the HIAA 

~~~~;~:~~~!li~~l~'.~~:~;=~~~::::;~~:~~:::~;~;::~:::~hed 
'':~:-.:·· 

.· .-r:ep17.esentative) samples. This first step, maintains the basic 
~ _.~~·:~-~~:: .. ~··;c:}.~;-~;~:<~;:~~~·~. 

_,/:~.:h7;~;JI;I_M:c:ei:.B-.•:PYtic structure and assumptions, but substitutes new 

.,;$!&( 1Ji;iii1~~r'.::::~ o: n:::~:~:~::~:::::::: t:::::::::; s:~~e:~~tati v• 
""'"6fi'.ginal HIAA analysis) figures from HIAA' s original source, 

the Current Population Survey (CPS). The CPS is a large annual 

nationally representative survey conducted by the U.S. Bureau 

of the Census. In addition to being more current, these 
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recently released data incorporate revised batteries of 

questions which were explicitly designed to improve the 

measurement of key quantities in the HIAA analysis. 

In other cases, due to the non-availability of appro~~fa~te 
:.·._,. .. 

published tabulations, HIAA used tabulations from.:):i~d·.:/ 

estimates use new appropriately designed(\c=;tbulations from ·t;'he 
... .; __ . 

Survey of Income and Program Particip~·~_ibh. (SIPP) . . The SIPP 
.: ::·1.~.~: . .' 

lS 

a large nationally representative p:F6'b;~}bilit'y -sample of the 

u. s. population conducted by the d%::fz~~~t:~'~t;.;:~f the census. rt 

collects extensive information on health~·:irisi.lrance coverage and ., · ......... . 

employment status on a sample of people ::{~\?.i,~/±;i:;;ws for over two 
. ; - .. ; 

years. Using the individual:·level data, we have tailored our 

:::~::::::: as much as ~~.~1ffi¥};'f%;:·f?t ~etails of the proposed 
. 'i/ .. "<·/·;:/'.~·: 

. ·- · ... ·· .. ····' 
·.·_ ... ·.··· 

The second stage maintains th~\~}3.sic structure of the HIAA 
~:;·.:'-.:-.:·0. 

approach, but .?Jt;.ers their assumptions about what will be 

treated as a.H,/~:}~d~i~idual pol:·~~n and the relative claim costs 

::e t:::~~lf ~i~iii[~'s2:1~i~:e applicability of the HIAA 

methodology":\<.·,Tpe".proposed federal legislation has no 

restrictions -~}fli.Gf.:~~iums. Thus, except for state insurance 
-..:·· 

.. :;;;'.i'.~g.u}ation, insurance companies could set separate premiums for 

AV~t.0'.f.~~~~t::'~-~~t\rsion policies mandated by the proposed federal 

,._;.~..,.:,-,.;:, leg'is.lation to cover their own claims. In that case, the 

·::&!;.*~}-~l~~\~i~f !1~::::::a::::n:o~::i ::::a:o i::::::c:~ the premi urns of 
T,he HIAA analysis makes the opposite assumption, that insurance . . 
companies would increase current individual premiums 

proportionately to the increase in average claims induced by 
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the proposed federal legislation. No state's current 

legislation would require such behavior. Currently most states 

do not in any way regulate individual health insurance 

premiums. Among those states which do not already re.qyire that 
. ·.·>:.-:: .• ;· 

insurance companies sell individual insurance to anyon~; those 

·:::: :::::::~:::::::~:~ ~:::: 
1

::a:::: c::::::~ .. 1f~;;1t~;~~~~:,;:rs 
·: :.- '·\(:~ '.·.=.~~~: 

While HIAA estimates a long-range effects of over~·:~O. percent; our 

estimate is much lower. Our first step, bett~.{(~,~~?fmates of the 

··::·:: 

,_.:;:;:<-:-:::-.:.:·· _.'·;.;.-_ 
underlying figures, yields a conservative (p.r6:bi3;bly.: ... t:oci: high) estimate 

..... .-::;)f."i";:-:7~:.:'.·::: ... ~~~·.:;:./>/\):: .· 
of only 5. 5 percent. Our second step, adJuSt:~ng.'.-.:twfr,:of the assumptions 

::r::::. we 0::1 ::::d a::e:o::P:::~s:::: ::1:: ~ •::!J~~--~~~·e:::::e w~: 1 2 ~: 
zero, and in those states in which~ if<~'is :not zero it VJ.ill be only a 

::t ::n T: ::: our second step ~~~t~~~r t-~:(',f~~:~'[percent 
:.::>SJ>.:,=· 

'·: ~:;-;·:7-?.-~·-

The balance of the.;paper proceeds>.,·i,.n'~::five sections. The next 

~::~::::::~::::~;tlt~:i~!~t[~i~;~~:::~~::o:::e:r::::::a ::o:h:n:e:::h 
The third sectl:di:i'.'.desC:.ribes the structure of the HIAA analysis. 

It then presents a fi~J~~?6$Jfigure discussion of the sources for HIAA's 
'":>:~ 

f igures. .. ;?..~?.;~-~pe corresponding figures used in our estimates. The end of 
. ~ ;·;1'>.-:~.~:~\~:·:±t~.~ ;:;:;:.:~ ~- ~-; .. 

that·.::sec.t:i.:on;._presents a range of estimates based on combinations of 
. ~~~1t};~!.~· ~ ::: ·.· ·:·-:..~.:·'.::.~·\:/:·~~:~.r-:_~:·:.'. . 

assumptions .· ... :.::;;A-:.·l:ong technical appendix to the paper provides 
.. -~:-r~:~·t.:;~.";__ ·~;-~·:':\·.:'0~;.·.:~: 
·~i;;~f:l§'.J:¢.~;~bly ~o_;-~; detail about the underlying data sources, how the data 

~~~/~~~l~j~~~{8ii~e details from our new tabulations. 
The "'"·'f:oli°i"th section discusses the interaction of these estimates of 

the increase in the average claim costs per individual insurance policy 

with state insurance regulations. The last section summarizes the 

results of the analysis. 
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2. POLICY BACKGROUND 

;..:.>:::_.·;..· 

:::~:~:~~s~~:~;:~~;~::~~~s ~;:~~:~:~:~~;~:~;:~::~:~ ii;~li~~~~·l~~:~••• 
4. ..·,.:·:: 

THE MARKET FOR INSURANCE ';;;';\;[ti; ' /. 
Unlike the life insurance market, the hea·l!:th irisi:i-rance market in 

::_:/\ !."i"). ~-' ~;:·~.-~~.:~~:· ::~/:·'./'·~.; .~.::: .· 
the United States operates year by year. Ha·vXfig,')i'ea-:fth insurance in one 

.. <:~:.·,:~.-;:~·-.. : ... ·.:::·.:: .. 
year currently provides little guarantee of th~<.iivl{i:-iiibility of coverage 

or its price in future years. To some extent, t~~~~;~~-~·~-~bblems are 

::e::0::::d a7 t::e g:::;s t::: :::1~i~i~~~g~·~~i;,~;;ffi;:~:~: Y t:0~:a::i:::~ps . 
group members do not have large eff.e'~h oh·/f.h~';:a".&ailability or price of 

:::~r;:::·of•::s::::::·a:;;;.:b::::~~:~;~;:::::~t:e::::::::~ guarantees 
Many people, ~1'~g~li~i:.~fny of thoi~ working for small employers 

or changing jobs, .. .._:ii~~FproJ;·E!:C:te·a::::neither by group sale, nor by current 
' .';;.:1)~,~~~ >~·~ ,:•~;·.~-~ ~:;:.~:\_:._~>: ~~:.~:)~'(: ~::,/~T 

state insurance·'".re,g:tJ:l~·tJ,-q~·;'··'':::.<;;-i,v:en: the current structure of the market, 
. . . . ···:·.:_.-::-);~)/.~~>-~·.-:.'.~ .. . . ~-;·~::.:·: 
individuals/firms canm;>.t;:;:buy protection against an unexpected and 

unpredictable increa~:~j~:1'.X::;'.~jq,ected health care claims (and thus in 
.·.·.":;j(~::~·,-:. 

health insurance premiums')::;--.· Instead, under the current system, when the 

cur~·}f:•?~2t~~~t?~:t:. year ends (for small groups) or when they change jobs 

( fo.:t:;intli vidtiaTs·r:;, the insurance company can raise insurance rates to 
1.~~--~~;~::~~~ · .. ·.-~~;-: t:;·.:~.:: -~<-: 

... coV.ei'.'~:the expected cost of insurance claims for the coming year. Thus, 
~·:·~~--~ ;~~ ~~: ~;·:·.\:~~'"!..·. . f .::./._7;~ :: ~-
an·:·::in\pf~-I1c i p{~ '-?;insurable n risk-expenditures which are not predictable 

whe~'\;.%~DS~~~~*~~ce was originally purchased and which can be averaged 
. ··~;· .= .. ~---;='.,:·.-.. ~.' 

out over ma,ny policies-is not insurable under the current institutional 
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arrangements.' Instead, health insurance purchased today covers the 

unpredictable part of health care this year; but not the changes in our 

best guess about health care costs in future years. 

These aspects of the operation of the health insurance ~-~}{et have 
.• .... 

produced several problems. First, for some individuals, coye~:·cige is 

simply not available (insurers refuse to sell them insura~~~:F<L~~r is 
:<' ::~:·~~ · ... ~.-... · ·. :-.-.:·:::~.~.:~:~ .... 

available only at very high cost. Second, some individual~ ~t~~~lo~ked" 
·:·.· . .. : ·-·;:.-·· - .... 

into their jobs by the fear (often real) that if they i~~-ve theii:·?~o~~'.·~-
•. 

they will be ineligible for health insurance-forever.. or for some wal.:'ting 
. ·:·:-.;:· :: . 

period, or that their "pre-existing conditions.''.(}•\ijre-existing" with 
, .. --:':;;;_·.}:_"··.·:·.: ·::.:-

respect to the new job, even if not with resp.ec):>.to ·t:he.-old job) will 

not be covered forever or for some waiting ~~i~!~f ]<02, 
In the mid-19BOs several states and then tl~~,Oi~.:~,6~'fii:i government 

:.·.-::·_~ >·. :_:-:· . 
(as part of the Consolidated Ornnibµs .. B.udget Reconciliation Act of 1986, 

hereafter simply COBRA) enacted l~-~~ff~f··~~p:= t.9 .. partially ameliorate this 

:: t~::i::~l t:h:n::::::: ::•::~·:::~i:~f :~~:~E~~:~::• r:::l:::e:p t:: : :ght 
months after leaving a job. The legi~~~~lon applied both to workers who 

were fired and to those:;_whq=·:quit. 
: ~-.. :~ ·: ~-. -; .. -.. 

:~ .. ;'.~:.~"/:':I~ ... 
The·::riia:for exceptions were employees 

• ~ I• •: ... • 

terminated for gross :.maTf.Eia·sance and employees at firms with fewer than 

20 employees. The::·;f~ij.j\.1a·:~;lb'~·;_appears to have had a moderate effect on 

heal th .insurancef~iif ~,(~f~~f:_,~w;~;vers · ' 

'see Cochrane ( 1995) -.:ti>~ a more complete development of this idea 
about t)'!t{;:~eTc;i,=tionship between insurability and the current structure of 
heal t,h;_;:a;=n"S'i'.i?~nc'.~Lcontracts. 

~ :/·zi{~s~·,:·,~·::->i:;i\·: :::;·'.?;. 
,._ ... :.•·:->:·On "joo-,.·-i:ock" see Madrian (1994) and Holtz-Eakin (1994). 

-:s'~~;tm'.>.0,. /; ~~-~ --~_·. 
·.;_:::}.<;-~gi.:i:;q~e .-.~J~.E;!cts of COBRA on levels of health insurance coverage see 

Klernl_a,i}:~:¢:riq\·B}=ihrilan ( 1992) and Gruber and Madrian ( 1994, 1995) . The more 
genera"r-:}:~~~'~·i'~ture on COBRA also includes Flynn ( 1992, 1994) and Long ··,.· ... ,'.._.·,.,-···: 
and Marqi:ri::;:;_<( 1992) 
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THE HEALTH INSURANCE REFORM ACT OF 1995 

The Health Insurance Reform Act of 1995 (S. 1028; hereafter K-K 

after its sponsor Senators Kassebaum and Kennedy) would address_. other 

aspects of this situation. It would limit the length of preexi}~::f.·ing 
.· . ; ·.-"; '· .. ~·:·. 

conditions clauses, make it illegal to deny coverage to any?~inPioyer 

::::::::::::::::::::::::~:s ::::::::::::~:::::::::::::1~t~~~~~!i·~:~~~m 
~-- .,. 

COBRA protections to disabled workers and new:•:~i~.~O/,. 
The legislation, however, has essentiall'y .. ~;n:d provisions about the 

:::~::::::~:::: ::::::::~:: h:::~::::::r::::h~~~~~~~\~if ;:::::::~: i vely 
regulations of some states (i.e. ":;-a:te,, bands") woul<l'·prohibi t such 

::::~::::::, ::~:::~ ::::::. :::::::~!tl?;)f :~:~rp T~e ~~~er i::c~~atni~~ 
is a "group-to-individua]:,:·=:·~c::mversion" 'p~oyision (hereafter simply 

:::v~:::::::!:::,~i~~i~:~~f ~r~~~~~::i:~::::::::~::::::::d:::~:::s wbo 
insurance· plan foi<J~:\~b:nths, "b&t: can not now purchase any group heal th 

insurance (through ;:'2K¥f4ht'\,_employer, through a spouse, through a 

previous employer via c6~'£4d'.f:':~ay convert their group coverage into 

~~:i#~?l~~1~2;.:n provision of the bill has been opposed by the 
'Hea'J.·tJ(;'Insuraric:e··::Association of America (HIAA) . In a statement titled 

.. :-,,~ ::~:t'.t?;ri.\1.l~~~i!~~~}-~;;:::::. 
-~(,: ::);;!:_(·-

4 For ffi'ore discussion of the interaction of state insurance 
regulation and K-K, see American Academy of Actuaries (1996a,b) and 
Hustead (1996). See also the "Caveat" to HIAA's press-release on K-K 
(HIAA, 1995) and Gradison (1996). 
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"The Cost of Ending 'Job Lock' or How Much Would Health Insurance Costs 

Go Up If 'Portability' of Health Insurance Were Guaranteed? Preliminary 

Estimates July 26, 1995", they concludes: 

Initially, the average premium for people insured th~oµgh 
the individual market is likely to increase by between .i.if%·>> 
and 19%, with a most likely estimate of 15%. In the ·.i·~°rJ·g~;;.· 
run, increases of 15% to 31% are likely, with a most.~h'ikely 
estimate of 22%. If spread equally acro~s all inqi"1::J"fiu'~f::.:. . 
policyholders, increases of this magnitude are lik~fy' 'c6·.:: .. :( .. ~::;,.:: 
cause more than two-thirds of a million relati veiy/rieal thy .... -. , 
policy holders to drop coverage. .··'.'·: : .. <· · ·.· 

This HIAA analysis and these cost estimatel::k~-~e been widely 
• J .. ·?:~;-:<(.-~>:" ·:;;_. . . 

quoted in the general press•. In particular,·-.:the HIAA .. oppos1t1on to the 
:· . . ··.~.::···:. . . . . -: ...... 

"guaranteed access provisions" has been ci£~,~..,·~~:!.i~~~;~f)8ause of a "hold" 

on the legislation in the Senate.' - ·- · - ·· 
··-:·: · __ ;_~:.·,::~:-:~.-.~ . 

. . ' ' . . : . 
>-

More recently, in response to_ ~J?-alyses of the JJ.l.fl by the American 
. ·, ' . 

Academy of Actuaries (AAA, 1996b)-·.arid~.H~y-~i_gg~ns (Hustead, 1996), HIAA 
.~ ... :. ..... ·:-.-- ~; ... _:_:~_·;-_-./ 

"<":"":~-~~-~:.;:::~: ....... ·.· < .. 
:; .::.-·; · ... ~ ~ . . ·.· , / .. . 

'· I. • ::• .... ~· '-;' 
:-· .. :-: ,· .. :. 

sAs of March 1996, this statemeri~:·D?~~ined HIAA's position on this 
issue. Furthermore, th~y __ continue to :~:~{~°i}d behind the analysis reported 
there. See for examp],g:·:,th~·:,statement -~:6ted in the name of Bill 
Gradison ( HIAA' s pres·~-ci~~t{-/that "the e'f'fect of allowing people to 
purchase the indivi~u~:i ·coy.~r·i'l.ge 'would be to raise premiums for people 
who already have ;:{'~a~\;.·id1,1~1::".:~b've·t~g~ - by anywhere from 10 to up to 30 
percent' n (the .f-\i:~:f~'quqt.i:!/~~:';ii:r:~·.:f:i:o·it\ New York Times, Al6, "Actuaries 
Fault Health In-;;-\If.~:i-~/(s\~nd 'oh.~::Bill", Adam Clymer, the interior quotes 
appear in Clymer' s"":·~~:t:-:(i;:l:e, .as a direct quote from Gradison} . Clymer' s 
story continues statiAi;{:~B.ciit:,:.."Richard Coorsh, a spokesman for the 
insurance association, ?)_:::?~~·aid that his organization was seeking to 
explain to .the actuaries why it believed the higher cost estimates. " 

.,:0:C)\(jf :/\1~~:, · .. 
.<:'J'~·-~e.~~)(?_;r,.:-:E!~CJ..l!IPle New York Times, February 7, 1996, p. Al5, "Critics 

to.':A1'16w Voi:'e:'bri~:Health Insurance Reform", February 4, 1996, Chicago 
I:,.,-.~·,....:.:..:" -...~ ... #··,;:.:·· :.-:.:_ 

.Tiil:lune, p. 1-;:::~".Tactic Stalls Popular Heal th Care Bill; Handful of 

·'.!!f ~~~~t~~~~i!'~U~1 ~·~:~:~ ~~ ~:~~1 B~~~z~~~~=~s ·=~~~:7 R!~a 1~: 6 ~.~~;m .. 
See ·:f;'Or example Jerry Gray; Washington Post, p. AOS, "Key GOP 

Senators Agree to Consider Limited Health Insurance Bill in Spring", 
Helen Dewar; and the newspaper articles cited in the previous two 
footnotes. 
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released an "alternative• analysis (Gradison, 1996; Wildsmith, 1996). 

(we will refer to the original HIAA estimates as "HIAA I" and the more 

recent HIAA estimates as "HIAA II"). HIAA explains their reasons for 

releasing an alternative estimate as follows: 

In the interests of defusing unproductive disputes O\Tf:!.{·fi6n­
critical assumptions, and to clarify the differences{·q't./t~ue 
significance, this paper recasts the original HIAA:;-~:c;s_.'ti)/::_)i:':· .. 
estimates using those assumptions from the Americ.~_Ti:Y~2:'ii;d~iJij~} .. ·;: .. 
of Actuaries estimate that we consider non-cri ti·C:'~d{ The:.:::;/i .~;_/!/ .. 
purpose is not to suggest that the AAA assumptions·. are :,- /·::<./·" 
superior to those originally used by HIAA, b£it.merely to .. ,.::· 
focus discussion on the most important diffiJf~h:ces in 

..... :" :->. :, ~-

The n:::u~:::~::. reanalyzes both of the HI~Ji~~~;;f t~'~' 
<}fr.:i-'. .. -.. ·_:t>: . 

. ,:;,.. . 

,,~~1,1;,ii,)\~':.i)~i;ti:: 
.. <<Ff~:: . 

.. ,, 
·:: .. · 

; :-.. ~- ~ ·.· .. 
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3. THE HIAA METHODOLOGY: ORIGINAL AND RAND ESTIMATES 

- -
We begin this section by describing the HIAA methodology/:.its 

basic assumptions and the required figures to perform the._>~m~~0r~d 
calculations_ We then provide a figure-by-figure discu.~'~i~~-':·:~_k:f'.i:~~­
sources for the figures used in the two HIAA analyses ,.~~-~~the.:';~;_:]_·i~&_, · 

' •J ·: <-:::".' r• 

figures. A Technical Appendix to the paper provides additional 

information on HIAA' s data sources, as well as .!'.-h·1}~~ta sources, how 
.... : ':'.::>~~:· _:·- . 

they are used, and results underlying our revi~ed .. fi_gures . 
. .. ::.>:'._~·).!._:: ~; ... · ... ·J. :-.~-

.. :._.:~: :"·;··:··~: .. '.· .. _ .. _:_ .. ~~-~::\-:·:.:-:; -: .. . .'·. 
THE HEALTH INSURANCE MARKET. _.·:/_~·::~:-:_/._:~_:_:·· 

... · .. ··; .. ·. 

To understand the HIAA methodology, it is ~-~~;i~i:rf~' define three 
; ~ ... : 

groups of people. .-_,,. 

11 :::: :: :: ::::e::i::·:J~~~~:tr~tk~i~::e:e:~:h c~::rance in 
individuals leaving such empl'i::>i~i-s (both the workers and 

his/her dependerifs'): have the ·r1ght to purchase continuation 

coverage whei/~i~i;k.i.eave thei;·--~~ployer. Under that 

continuat:ii4k·:;~-~v~X~~'~.: .. they would continue to participate in 

their ~~¥*€~~:~:i:~~~i~y~_i;·:¥::.:J
7

roup health insurance plan. They 

would pay':·:cl:~'.:P.i"~~iurn of-°ti.p to 102 percent of the employer's cost 

for the in~~i~#~Jj:,_~f:ld this continuation coverage is limited to 

18 months. ···.::.:· 

conventional employer sponsored health insurance in 

less than 20 employees. COBRA does not guarantee 

to any continuation coverage when they leave the 

3) Tnpse currently-in the absence of the proposed legislation-

purchasing insurance in the individual health insurance market. 

We will refer to them as the "current participants in the 
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individual health insurance market" and sometimes with an "IND" 

subscript. 

The effects of the proposed federal legislation would vary __tor these 

different groups and its impact is affected by their relat._;iye::-;·size in 

the pre-legislation period. 
.... ~:·:~:·>::~:. 

::/~-{:.:_:): ·.: .... 
, .. · ·.· ...... ·.·.::··· 

To be guaranteed the right to the proposed legisl_~'.-~)-9n ,;·~<.}h?(t/;: .. 
"Conversion Insurance, the individual must have been ~0-ritinuo;J·sth·.~::\+> 
enrolled in a group heal th insurance plan for 18 months and not be ::,.:/:'. 

eligible for any other group health insurance Ctg~~#Jgh a current 
...... ,>./-,',:.! '· 

employer, through a spouse, or through COBRA)/l:~:"{For .·:.i~d~viduals covere·d 

by firms with 20 or more employees, such el~#'.!#f;f?;:~.~:_p~·~ld begin at the 

end of the 18 months of COBRA coverage. For iriaj\;:-i<lila.1s covered by 

firms with fewer than 20 employees, such eligib:·£:J~0L$'8:~id begin when 

they leave the job, but only if th~:i·(h.a,ve been cont·~,~Jh~sly covered by 

group health insurance for 18 mo~~nt·r·:r~~).~~~;~;:~2.(:'.~f.·previous job). We 

refer to these people as "new par.t'id'iP,ariti{'.i'n;~the individual health 

insurance market" (and sometimes wf~:fi:)i~?:?;·r{f, .. >·~~bscript). 
··.·~>~~:~-~;~~: .. 

THE HEALTH :INSURANCE MARKET -: :~if.::;.:~-~--\p-~:: . 

. ?>ilY~t /&.:;!:<·:: -:<:. · 
The HIAA metho~q1:0gy ¢9mputes the average increase in premiums in 

~he individual ~,~~{,C~~~:)::i;;~~(:~lgebra is as follows. Denote 
See the HIAA "Summary ofJRe~ults" quoted 1n the first section which 
carefully_ .states "If spre'~a· equally across all individual policy 
holder_i;;.~,i!;'::V::;,~~:<;.T.hat condition is expanded in a following "Caveat": 

.:::JJtbV:(~~·wz;F=::::1:::~. 
A:>h:!· The:.:::pf,ern:l:um rating rules imposed by states will determine 

.J(taJrow the ',-::.ii:~~{~:ional costs of "group-to-individual" portability 
·l'f,;:~;?Z~·~::~lf:.. .. spre~~,/~cross the individual market. This distribution, 

··:::::~>\l:h~Gt;~!:t:i)~.:~w:Fil have a direct impact on the affordability of 
.,,i:C"6ir~ri:l·9~::~:-~hd thus on the number and type of purchasers and on 

t'ii'~}~~~f~gate cost of the portability requirement. 
;·.:.~~~/:··· 

since it is not known how the various states would choose 
to regulate premiums for portability coverage, there is a 
natural limit to the accuracy of any cost estimates. 
Therefore, this paper assumes that states regulation will 
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average claims without the proposed legislation (i.e. of those currently 

in the individual insurance market; "Old Average Claims) as AC,wo. 

Denote average claims among those entering the individual insurance 

market due to the proposed legislation as ACK-K. Then average claims 

with the proposed legislation ("New Average Claims") will be~~~~~lghted .. ' . .- :·. 

average of the average claims of those currently purchasin~i<·{~~d-ividual 
· ...... ::: ... : .... ,.~: ":".-

insurance and the new entrants': •.""·.·.:···· 

.· .• ··< 

make the coverage relatively affordable (relative to standard· 
coverage in the individual market) and esti.rii~~~- the aggregate 
cost increases to the individual insurancE/m;.~ket. The 

,' .. ··f-~: ~ . 
estimates are not intended to predict how::stat~s;;would 
regulate rates to spread the additionaL'···~o's\s ~'(;~ass the 
market, however, they do assume that {i/~%Tia;'t;y->'i.6"r any 
increases is borne only by purchasers of\.irid.i:1iid,ual policies . 

. . ......... ~ ~.. . . ::'::' :· . 
• _._ .. ;. .. 1: ; ... _:·.' ...... 

' We note that this analysis fI?amework assumes riqi'price effect. 
This is true in two senses. First\·:•:{ri: ·a.s. much as the. new entrants face 
higher premiums, there may be fe~~i;':Jb1}fh$!ri'.,'tha;n, i~ implied by the 
calculation of N,_, below. This w'.i:)}~jci.Pt~.\th~~\qu':t:- estimated effects of 
the proposed legislation are too i~~-~_::\?e~·dp'c('·-.~i~ as much as the 
premiums of those currently purchas'ing:.health insurance rise because of 
the proposed legislation, fewer of th;;fri_:'~1ll purchase. This will imply 
that our estimated effects ... of the pr~p~~-·~:a legislation are too high. 

:.:·:\/·.x:;··=·· - ·-~-:·-~ ... ---:.: 
HIAA includes sorite; ::~·$ti~ates of the,· second effect in a secondary 

analysis. This ef_~~pt::;·G:/:_'~\o4e'IJer, not included in their statements 
about price effect·s~:":-:~·'·we.·.i~ri:ore·~1t here. We note below that our 
analysis suggesti~.ih~·t. i;if~nd.~ms>.·t()t. those currently purchasing heal th 
insurance will ri6{Yi:'i;~>.s~ ,;~ip_:iri~ch (a few percentage points at most) 

-:·.·-~·: ,.··;:.,...--: ··. 

Given the literatuie.•,-:pn:~Jthe price elasticity of health insurance 
purchase (e.g. Marqu.i";"<~~d./long, 1995) which suggests that the 
elasticities are well b~]j¢~J~ne, the effects on the calculations in the 
body of ~-!?:~.-.. pa.Per will be ·.trivial. 

-~;·=.;:.; .. ~.}\~~;~~{:~~::~~~~; .• 
_.,,:on.·;'..the· .. ;other hand, the body of the paper extrapolates likely take-

up,~ft~~i~ --f~-~;:\f1~'.{:¢onversion coverage based on COBRA continuation 
c:B'~ef:i~ge ( fo-;."::t:fl~\sub-COBRA population) and universal take-up (by 

..:;:ei~~~P.'~:j,_on) f.~.i<the COBRA population) . Since due to higher loading 
cci!i't\{--\:j:fi:\i;:he<):ryd.ividual market, conversion coverage is likely to be much 
mor~:,:;·~?cf>~r,l.~;}v;e?'than COBRA continuation coverage, these estimated take-up ..... ,\.-,.•,,. ... __ 

rates afE(:probably much too high. If so, then our final estimated 
effects ~f·it"i1e legislation are also too large. 

Given that our best estimates imply small changes in the price of 
individual insurance, the total effect of the considerations raised in 
this footnote is likely to be small (even relative to our small 
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. (N1No*AC1No)+(NK-K*ACK_K) 
New Average Claims= --'--------'--------

N tND + N K-K 

The weights are given by the relative size of the two groupi:;:/~··i. e. the 
. ·: ~ .. :::; ·;.· 

numbers of people currently buying individual health 

number of additional people who would buy due 

insurai1'ce'" and the 

t~§;~~:\rroposea 
legislation (N,ND and N._. respectively). . · ...... :: ·~:·/\, .. _-.· .... _'.~.~::i.·~.-/:~-_:;:~.·.:·,- .. :'.::::: ·:.-.:~:·· .. 

·. ·~·.··.·_.: :<:.~::~--~·)'-~:·~{.-:/ '..":_-. 
We can then compute average claims in the individual insurance::",/'' 

~'· ·0 

::: k::o::: :a t::g :::::: :: ::~is lat ion re lat i v:i~;ti,¥,Ui'r ~g~ c 1 aims without 

New Average Claims :;§)~j~~tt't~:, •( AC,_~c,Jl 
Relative Average Claims = 

Old Average Claims ··.,\'.i.~f%;.~~fHv + N K-K 

Defining the relative cost of 

ACK-K 

AC/ND 

~::. . .. .. ~ ... =· 

th~;~Il;i:i~it~,:;~~]:Br~~ 
current buyers as: 

·.-~:=·:;::_\-(~<·. 
· .. \·'.~-~:-?7:~··. 

We arrive at the basic .relation used iri"::fne analysis below: 

. ,,i)<{~nJ·'t;:;};:\} New Aver~~: claims NIND + (N K-K * RCK-K) 
Relative Ave~.ag~: 0pa11Tl~:):;=::J.: .. ., _ . 

,'/:fj}Ji\ii,Jb;f':''(_:4l~'~verage Claims N,.
0 + N ,_, 

Some HIAA statements:'use these estimates of the increase in the 

average claims cost (~$:'.f11·'i#~ke average premium) in the individual 

insurance .. market to esti~~{~ the increase in the premiums of those 

curr~.dfj:f~.~bt~~2~~sing individual heal th insurance (see Gradison' s 
.. ~ ~·:'.,.~·t:~ ~;-(~·;~-;_::~·-~.~ :;: ~:~··.:~ .. :·:_:_:: x:~ ~:-: 

st~.ee~ent of:}·~o:if.i,lary 1996, quoted in a footnote to the previous 
; !:~~-... ~~:~.~~< "\. -~--~ ": '.-~.::·:_.;·~·:\· . 

. ·s:e't'•t'.foh; and Gra:cfi'son, 1996) . Doing so requires an assumption that 

-~;}i~*~~~i~~~wi:s will charge the same premium for these continuation 

··.~·:·. 

estimates) J Furthermore, the effects of the second paragraph are likely 
to dominate. Thus, these considerations are another reason why are 
final estimates are too large. 
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policies as for the current individual insurance policies. We return to 

this use of the estimates in the next section. 

To estimate the effect on average premiums in the individual 

heal th insurance market (regardless of how insurance companie_s· -pf·~ce the 
.: . ·~·"' .--: : . 

two types of policies), we need three figures: RCK-K' NIND• an4:~N~~K· 

HIAA' s methodology for the estimation of NK-K and the totat.::;,~}f~ct (along 

with the specific HIAA Estimate and our RAND Estimatel::+~z~·~·t:fi:~_d, .. in 

Table 1. 
·'·,·;. .... 

,, .. 
-·.··· 

Table 1 ···.·'.··"':-:'· 

.:;,§~.):} 
.. '.. -~1}. . . . . . : ·.:. 

::.;~·: ;·.i.~-'~:··.·:.·~-~·.::·,: :-";".<:_.: .. 

Premium Effects: Original B:IAA Est.iiii&~~.(~~:_:)tAND Estimate 
·. "'·'-

HIAA I 

Sub-
HIAA-~J~;~.::_":;t:.'. RAND-B:::_ 

COBRA coBi:J~: COBRA COBRA 
Covered lives 
(mil.) 
% leaving job (per 
year) 
% program eligible 
Insured years per 
eligible 

COBRA COBRA 

120. 0 ~:f?:_{d~(:\\-?}·:?,::.;> ,_}3. 2 

12 0% ~ro\:Hi-- '16''."6%:: ... <,24 6% 
4: 0% 100:/0,·~:s:·.;-//:Ji{:n · .· 88: 3% 

·.·-........ ···. 
· .. '·; · ... · . .' ·.:: ·~ .. 

2.00 0.12 o. 30V(.X·:~~}. oo 

~~;~! ~~~~~~d ,_;>~}~·2<:1:/15 1. 80 -·.-> 0.27 0.33 

~~~::~:e ::::::d :~)]~~~r<l'~!6:~ r:r~Q:: 
Increase in claim 
costs 

22.1% 

200% 200% 

10.40 

5.5% 

124.5 13.2 

16.6% 24.6% 
0. 7% 88.3% 

2.00 0.12 

0.27 0.33 

150% 150% 

13 .12 

2.2% 

. '~~'.'-~8·6.i:~/<,:'.--;. 
,_./?NJft¥;~Jr(~thdull paper, these estimates are referred to as "HIAA I", "RAND A-I", and 

JZYhRA:fit6aA~\~tl}c;!y correspond to HIAA's original estimates (HIAA, 1995). 

·:'?~~;!1i~~iiii~it!:: ;::m:::::r f :: :::e:::n::::r:~e :;~s:s ::m::::u::a 
the methdd9l!ogy for our estimates. The table consists of three pairs of · .. ,·;··· 
columns. The first pair of columns (from the left) presents the 

original HIAA analysis ("HIAA I") in terms of this framework. The 

number on the final line, 22.1 percent, is exactly the original HIAA 
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estimate ("HIAA I") of the "most likely" "long-run" average premium 

increase in the individual insurance market due to the proposed 

legislation. The second pair of columns substitutes the newly computE!d 

figure ( "HIAA-RAND") , but otherwise maintains the "HIAA I" ass.1:J.~ptions . 
. · •. ··~:~_./::"·/ 

The third pair of columns presents our preferred estimate ( "RA:NP:Best"). 

::::: :::::::m:0::e:::n:I~ :::"::::::s 0 ::c::: u:: :::c:~~~~~~~~f ~~i;::::. 
• . ·.: , ·.~"' .. : 

• I• •. ', ·::•.' 

The HIAA methodology computes the number of .:ne'.ll, participants in 
. :'·i.~<=:;'.}(-· · .. '' 

the individual market NK-K as the sum of: 

. ,:.:??1:-X·'.:.· ~_, .. :;.s;.:: .. 
new participants from the COBRA market<.('ttie.' .left column of each 

:::::~e::~: v::~als with insurance ;;1fui:)~~~\~f );th 20 or more 

:.:·. -:_\ ~-:~· : ., .. 

new participants from th~L$~~~COBBA: market (the right column ·::>f 

:::: :::~l:::::~duals ;;~~~Jil;~~~;*;;li6m firms with less 
Within each column, the number of ·:ne~.r~:~participants (the fifth row, 

labeled "Total insu~Zf~)~~~-~rr:·) is co~~~~:~~ as the product of the first 

four rows. To ha'(.e::,:.~onver.~:1.()n coverage at a point in time, a covered 

life at a poin~i)*~t},f,~m~;;!'f/,~~~·;.:::f~f~t row) must leave his/her job (the 

second row) and ·-h~Y~h'.f~~ii>i~":fof::'.}j'le program (the third row) . The fourth 
.. -:~/ .... :;· .-.:.-~;:·:.:.::~''.""..... . .... 

row gives the numbe'f'.''.::Q{Hh'~µred years per eligible individual (i.e. the 
.· ··::;:s: ;=-.:·'.{-:(:·;.:~. 

product of the first f}ll:fee(·'rows). 
'":'~:·.'., 

In principle, computation of the 

first two·,::rows is straightforward. Estimating the third and fourth rows 

assumptions which we discuss in detail below. 

rows compute the estimate of the effect on average 

The fifth row gives 

(computed as the 

product of:-;·,t·he first four rows) . The sixth row gives the assumed value 

for relative claim costs, 'RCK-K· The seventh row gives the number of 

individuals in the individual market, Nmo· The eighth row gives the 
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implied estimate of the increase in average claim costs per insured 

life. 

DISCUSSION OF TABLE ENTRIES 

·::·:· 

In this sub-section, we discuss in turn each of the row~>(fr· Table 

1. For each row, we begin by describing the sources for tli-~<·~IAA 

::::~::: ~::~ :x:::i::: ::: ::: i :h:::i::p:::~:::nJ.fi~E;:r&rt~~,tbi. 
·· .. 

way. We then briefly discuss our data and methods and compare th~i,r:·~·· 
~~-: .. : :.:·::·. 

suitability and quality to those used by HIM (.tiseff· in RAND-HIM I, 

RAND-HIAA II, RAND-Best I, and RAND-Best II) .-·:fi·/~~chnical Appendix to 

;::s::::r m:::c~:::e:: ::::,::tail the dat~i~]~i:s~~:if~ was analyzed and 
Population Estimates 

;.. .. · ···. 

We begin by considering theJF~·f~I:b:t{}~:~~<~.\~:~~~tions: How many 

people are covered by group heal th-::1'nsuraii:ce··.po1icies from an employer 

with 20 or more employees (and thui.''~¥~(~;£:l~ib~~ for COBRA continuation 

coverage) ? ·How many people are cove:i-~a~:'.by group heal th insurance 
:-'; '·.· . -

policies from an employ~~:.;:-:~~;-j__,th less th~~v~;O employees (and are thus not ... ·,. . ·: ..... 
.. ;-_:,::-·_;_:-,-.··.··:....... . 

eligible for COBRA contirii..iat:ion coverage)? and, How many people are 

currently cover~)~;}~{?,~~.!Wf ,i~7'.~i~~l th insurance policies? 
The basic dat·i/,:{c>\d.~hiost of'\:he HIM population estimates and our 

reestimates are de;i~'~Jt}~;:i:'.dm"-the March Demographic Supplement to the 
". ~-?J;.-::-~·::t·::· 

Current Population Survey<:(hereafter simply CPS), a large nationally 

represEidt:~~~i~t~:<annual survey conducted by the U.S. Bureau of the Census. 

T1~~~;~?~~~~~ri:{~0;t::~;?minally refer to the previous calendar year. Most 

.Cl:ii:ciig:yS!ts inte:rpret responses as referring to status as of the interview 

''Jl~~~;?,l~~:dif Jfi· 
Th~~;-"oi)g'inal HIM analyses ( "HIAA I") was based on the 1994 CPS. :·.: ::,../~.~·.· 

Since HIAA·;~ original analysis, the 1995 CPS data have been released. 

These data are preferred, not only because they are more recent, but 

also because they are based on a revised and more detailed set of health 
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insurance questions which were specifically designed to improve the 

quality of the data (EBRI, 1996). These questions appear to have had 

the twin effects of increasing the number of people reporting employer 

based coverage and lowering the number of people reporting individual 
. ·.::.:~~---:·\';·;­

coverage. In addition, the new questions appear to have subst'ci?jtially 

improved the reporting of children's health insurance. 
.:~:~ ::.--~-~:~:- :~:·· 

::/::'::>A>:·:·=.· ..... ,":I ~ •'· •.:• :J' o: ·:·•;" ._,,: 

12 O m::~ o: ::: i: t:: 1 :::n s :::p:: t:::1~08:s a:: :~::::!~~n:::~f ;(~~~~he 
Technical Appendix, these figures are apparently)~~·r·ived based on t·i:;:·~ 

::: 4 i :a::t a:
0
:e t:s::"::i:n ,:::: :::Y::e i::~~i~~tl::m bas::.:o::r::·:s 

::e:: ( :: ::: t::a::s~: 7 ~: ::: 1~::5 a::S 1 ::'~~1~~~$~~~;;;;:;pecti ve ly, based 
Based on the 1995 CPS data, out'.;pr.eferred figur·~;~: are 124. 5 

million and 13. 2 million respect~.¥~~i);;J;.tJnJ:t;~j\~J). with the changes 
between the 1994 and 1995 CPS, re"J,:a.~:J:~e tp.'.;:J:'he:':·H:IAA I estimates, these 

:_·:\) .. :.:.-:::-~~ .. :..-!::_(:~:::;=-.;.~~ -'.:-::-:'.:'·' 
figures are slightly higher for the-';C0BRA.::rnarket and much lower for the: 

. ::-YSU;}(' 
sub-COBRA market. 

: \:_.~~.'.:.=.·.;_::~~-~-:"{.::. 
;:/·::~---~~~<-::.·:;-..~-~- - . •. ~·· 

These alternativ.e:.:"f,igu:tes are based' on the 1995 data, an 
:., : .. ::::· ·: ... ·.:.; .. :-

allocation of thos~?&/th ~~-i'.U~wn. firm size (i.e. those who are reported 

::c ::::::r::r:Jf ~it~~~!~f~~1:~:w:::,~:~:: :;P~::e::~; _::,:::d 
explains most of th~: a{.~~-~-t~!.!~e between our figure and the AAA figure 

·-:- ~. -:::, . .":·~·:-~~: _i~· ·:~· 

(the rest appears to be ·a(ie'·;·to the allocation of the nonworkers; see th2 

:~~i~~~~~~r~i~;:~no w:n:::::::, t::s:::::~~:e:r:e::::e ;:::o::,:h:r 
J:,;hi:;?;,~p~_oposed ·l:~gi;~lation' s guarantees) . Those among the self-employed 

·J::~~~\f~ii~w~:u:r:::c:::::::: :::e e::::Y::' ~r' :::n:::: ~:::s t::an 
next sect.~A~l or the employee turnover rates used by HIAA . 

.. ,,. 

The HIAA methodology also requires an estimate of the number of 

individuals currently covered by individual health insurance. It is the 
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base to which the new conversion policies will be added. For this 

figure, HIAA uses its own estimate of the size of the individual 

insurance market, 10.4 million cover lives. This estimate is derived 

from insurance industry sources on the number of covered lives.'°.· It is 
...... 

based on a narrow definition of the "individual insurance mar-k~·t.':.", as .· . :.·· 
•'"'' 

including only policies currently sold and regulated as "ifidi'~idual 
:--.:~·~:< _::_:_.,~-~-;. 

insurance". ; . ; ~ _._. . 
. . ,·· ... 

. , . ~ ....... '. :: .. 
·:··.·. · ... : 

Our HIAA-RAND estimates maintain this narrow ~onceJt of th~:'/'.~":::.> 
individual insurance market and the HIAA estimatef:;..our RAND-Best 

·-~ .. ·. ·.; ·-::·· :; .' 
estimate adopts the broader concept of the indiVid'ual insurance market 

-~< ...:<_·:;:.: ... ·. 
proposed by the AAA (1996b). That broader co'nc~i:>'i:. includes insurance 

'.·.; .·.-.::·· .. ·; .. ·; .... ~ ::: . 

policies priced on an individual bases (e.g:./~:f~·o~'.~{:{6+iary group trusts, 
•· ~ ··~ ~ I.,.', •· .. • 

association group coverage, and list based he~Y~.h_)j:~i:i:l;rance provided to 

small firms) . HIAA (Wildsmith, 1996) has cri tic~~~;1/{~2~ concept noting 

that 

' .... , .. 
. . '/: 

- .. 
,_:;:~./.'i>·.:-... }>;:.;/.> .. :, . . 

(T)hose other arrangements are'.:riot ·regu'l~t~d.:as part of the 
. ; . _··: . ........ •.· \ . . : . . . ; ~- •; . ; · .... : .· .. '. 

individual heal th insurance ma.t:ket .. :'.Btatti_tes generally apply 
to things as they are legally\i~t.i'n;;a::> .Ab's~nt statutory 
changes at the state level, it -~~:~~~·:'-·i~appropriate to include 
these miscellaneous forms of cov~fag~. in the individual 
market. -, ·.· -.· '.\;, .. ?:: 

::::·.·~,·-::-:·.:·:- ·-. : .. -.<~> 
.. :~-:/:/:~·-~.:.-;:::·.~:-~-:·;-<:-

many more;:.::·states move to regulate individual heal th insurance premiums. 

HI~_;;:K(Jf.~~~~:~:f.:D~:~~ong others) have made/will make states well aware of 

th{~'j:j_:~sue. ·-.;:F6'f/e:Xactly these reasons, when (and if) states adopt rate 
.... ·:-~-r-::tP-~}:~:,~·: .. ·.~ ·-~·-_.-.; ·.· 
reguTat:ion in[(t~'sponse to the proposed federal legislation, they are 

l~~rfJ~~~iif~:fbroad conceptualization of the individual market. 

Folla·W-~ng the AAA ( 1996b), we conservatively estimate the size of 

this market as 80 percent of the 1995 CPS figure for all individuals who 

report private (non-government) insurance, but not through an employer. 
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Combined with the 1995 CPS figure yields the "RAND BEST" estimate of 

13. 2 million 10
• 

Percentage Leaving a Job 

..... ::-.j 
To be eligible for the conversion coverage, an employee·.:·ci{rst first 

~::::::::~: ~::: ;;~::::::::~~::::~:n:::::::~:::;~;,~~t1~l-~~~;!t•. 
markets. 

.. - "'~· 
.·. -~ 
··.··.: 

They 

. ~;· ... 

Percentage Program Eligible 

· .;:,i]!,-'t:@rii/;'.;.·,~,·o;•.: .. c 
Not all job leavers are eligi'.hl'.€·:\fcfr','.fhe:'.;program and program 

. :.\?r.~_:.~:.:;:_ .... ~::; />~~--~~-- · .. ::--:\ ~: ...... 
eligibility computations are quite different for the two groups. For 

.··~_--::· ~-~ ::_.-~ ~:·) :_~;_2~·: 7. ,· 

the COBRA population, program eligibilTty'. requires both COBRA take-up 
. __ .... .-:· ·: :~.:~>C:-~:·?:~::. 

and continued COBRA cover;_ag·e~~.for the fU.11."7:·18 months (that they "exhaust" 

::B::~:::::. i:~u~!~~~1~~f ;~~0!·::::~p •:::~::::: 0 :~c::: a;~ f ::::e 
estimates the CO~~!,~~:~'.k~j.,~O:p ra~~::.:~t 20 percent and that 25 percent of 

those taking up COB~'-·li~~~~'.B.- it (the HIAA II figure is computed as 
.·.:::;;-;::·; ~: ~-:· ,. 

0.2*0.25=0.05). '"':'~:·· :·· 

, :s~'..~'iiW~~c~-\f ~;. 
,·,'/~~~_::_};~·,_,This f.i@:l;-~ is computed as 80 percent of the 1995 CPS figure of 
YE:li:.~:'.}jifj;:;i;.ion . ..f~·::_The assumption that 80 percent of the "Other Private" is 
tr{iiyt~li:).q;~yii~lli.~{-coverage is the lower end of the range given by the 
Amer:lc~ag~;,f#~~~ihy of Actuaries (hereafter AAA, 1996b; the upper end of 
the range:/;~;.'.'.90 percent). Our choice of the lower end of the range 
implies t~at" our final estimates of the effect of the proposed 
legislation are too large. 
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The COBRA take-up rate figures are based on a survey of employer's 

experiences as reported in Spencer's Reports. As we discuss in the 

technical appendix, the Spencer data over-represent large firms and 

because of this and other issues about the selectivity of firms ... 

responding to such surveys, this estimate is likely to be high_et·.;"than 

the true take-up rates. 
..~:~'.~.:- ·:.·_·<~":"-;·:: ·--. 

. ...... ·.· .. 

HIAA' s COBRA exhaustion figure of 20 percent is a~~~~~n't·l~:.:··:Bas:e.d 
·:•. ·- -. ·.··.: .. ·· _. ··.·. 

on unpublished tabulations of the time not employed and0:health. i:ri:s~~~-~pce 
status (currently and on the previous job) of th~;:'~~:u.:rrently unemplc~4~d . 

. ::".: '.·_..;_ ·'· 

These tabulations were compiled by Klerman ( the.'iai.ithor of this report) 
-:··-~ ... ~·<·,:.-... · · .. 

and Rahman for HIAA in the early 1990s. Relatedtabtilations were 

:~:l::::~ ::,:~e:::n 1::: ::::: ~:9:::. SI::~t-.~~~~~1:::s i::::v::::d ,:: 
those panels did not distinguish heal th insuranc:~.'.:~f~~°t&ed by a current 

employer from health insurance proylded,.by a previou~<~mployer, those .. ·.:·· ... 

tabulations can not be used to ek:r~·;~~::¢·b~ii~·::~cov~rage (some of which is 
... · ·:--~ . .:: ·. ·:: ·.:- • .. }<·~·-: .: :--.~ ~-: "' .. ::·/-:.:.~ -~:···· 

used after the individual is reerrii'.>ioye¢i) ~·:-_\T.iiii.s>;:/the applicability of 

those tabulations to the percentagi{i·."f~~0... p~rticipants who exhaust 

COBRA coverage is not clear . 

. :~.: ;_: ... 
. ·- .'.-: ··: .. ·~ 

Our revised figur.es·.:::·.i:re·~.based on ~e;,.., tabulations from the SIPP. 

While other analys~~·L:-t~·~J~;?\i9.95., 1996; AAA, 1996b) have used a two-step 

::::::a::::~) ~i:~i,!~~~:~::(i~:'.'f ~~-:e:n::s::: ;:::e~:::~h ::s::::u:: in 
estimating separately<4.{;~':;~·0.BRA take-up rate and then the average . ·-:~-}Jr>·~~ .. ;:·::· . 
duration on COBRA or the 'exhaustion rate among those who take-up, we 

attemp<J,B/:~~~~i:~,c~ly estimate the number of months on COBRA per job leaver 

( 1~~:ti1?~ciJ~'.:f~t:~;~:~.(:~ leavers, whether or not they ever use COBRA) and the 

p~tq!i!ntage of.·:aJ:J·.:Job leavers who exhaust COBRA. 

·~'fo'.•f'.1:t~1ft,1:~li~Gata and analysis is described in detail in the 
Technica:f<.J~.ppendix. The basic idea is a statistical generalization of 

-:·. ;>'.:1·.· 

following···x·group of COBRA eligible covered lives forward from job 

leaving. We can then estimate the proportion exhausting COBRA as the 

fraction of all job leavers who report health insurance from a previous 
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employer in the 18th month after job leaving, but not in the 19th month. 

Our procedure yields a figure of 0.7 percent; only 7 covered lives per 

thousand job leavers actually exhaust COBRA coverage. 

This RAND Estimate deliberately errs on the side of be~·?;~:}:feo high 

(making our estimates of the effects of the proposed legis-f&ti:{6"n on the 

::d:::;~::d i::~::n::e -:::::::" 1:::: 1 ~11 "::::::s 0 :e;:f ;:~tt~~!~~im;:, 't 
insurance coverage through a previous employer were COBRA-eligib'ig:.:;a"iiJ[" . ·.·. ·:"·:.~ •. 

that everyone who stops being covered by a previo~k>employer in months 

17, 18, 19, or 20 has exhausted COBRA. 

conservative. It appears individuals from 

small firms (less than 25 employees) also insurance 

coverage through a previous employer. In 

who end "previous employer" coverage during month~:~·.::l~f;:::~iB, 19, and 20 do 
.. •.·. ·~ ~· ;' ,;_ 

so, not because they have exhaust.~r(·'.qQBR.A. coverage, b~t because they 

:::o::~i:e:P:::: • :t:::l:~~:~e e~i~tf ~~~t}~;)'.fiilt-Icare, Medicaid. another 
Both HIAA analyses assume that eve~one in the sub-COBRA market 

.. _-·: .. -: . . :~<;·_~:~ ::·:.~~~:. 
would be eligible for J:ht'!tc·0l'lversion cip:~·ton. This appears to be an 

. .;~~~~~-~~-.;/:-/:; ::~~-~~·.<·~ . . . ;~·--· . . 
overestimate. The p;rqposed:>·legislation requires 18 continuous months of 

group heal th insur'~~2'~::-'coJii~:~e:An. order to be eligible for conversion. 
. . . ~-f -~I:~:·~:~J~ ·:.l~~< . -.-~·:_· ~ ~:<:?~)_:.::< :._:.~~:~.\-~:/:_:(=T· 

For individuals'"·in.<tne:,COBRA··.market, these 18 months could all be 
'·<~·.:_:!-;,;~;}~·~:.<-::)~-;~~;·__ . ·.: -~·.: .. ~ ,. 

acquired through COBRA.<·.:~.'::Fpr individuals in the sub-COBRA market, these 

18 months must be ac·;J-it~d~;j;~fore leaving the job. Based on the SIPP, 
.. '::>{· _;:·~. 

we estima.te. that 77 perc~rif of those currently employed in a sub-COBRA 

fir1}~!£~~~~#,;:~·~:j~re of more than 18 months. All of them would be 

elj;9.J.~b.Y"e f&f;::::c¢>rrir~rsion. The other 23 percent would not be eligible for 
. f-~;:·.:~:~.~~~.I "'-~~:·::.:;.:-~·~~,~~~:·-:: 

.conver-sion covera:g'e based solely on insurance at the current job. Some 
·~'i).~~;1;~: :;'(:;'<~:~!..-. . ::·~::/<:> .. _ 
ci"f:)i:)i'eiii':~Wi11/frave been continuously insured (e.g. they came directly to 

thi~·\f.~~11.~:~~~}f job ·from which they had had health insurance for 18 

months) . ·.::F;rom the SIPP, we are unable to estimate how common this is. 

We have arbitrarily assumed that half of the 23 percent with job tenure 

of under 18 months gain eligibility in this way (through a previous 

job). Thus, we estimate that 88 percent of those leaving sub-COBRA jobs 
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will be eligible for the Conversion coverage. The estimate that half of 

the those without sufficient job tenure nevertheless had 18 continuous 

months of health insurance is likely to be too high, and thus the final 

estimates of the effect of the proposed legislation too high. 
··.-· .. 

·. ···: ~-·> ,·/ 

Insured Years per Program Eligible .'·::~::·:: 
,,~·~· ._.- ':.: ·~ ·'. 

Given that we know how many covered lives there as~>L~h·~K~:~~~.#.t~ of 

them leave a job in a year, and what share of them woula::be e1·:t·g.:ibl·e: .. ~fo.r 
. -~. ,·· ... : : .... : •' 

conversion coverage, we need to know the number of:.years covered by'.:the 

conversion policy per program eligible individua:J'.·'.(:).~-'":;;,gain, the results 
. :. <~ .. >~ :_·; .: ·; . 

differ by market. We maintain the HIAA assumpt::);on that all of those 
. •' .--:.:>.·._:.·)/."<: .. · ·:~·.>~. ··.. . . 

exhausting COBRA would use conversion coverage·~c:.:·,.:we"-.'a·lso maintain the 

HIAA assumptions of the average length of t~'~·~;\_~-l~·~'.-~hose exhausting 

COBRA would buy conversion coverage; 2 years in ifr.AA'.:·f::·;~t'.:hd 3 years. in 
: ~-.. '.:·, · .... ·.: -~-. •' 

:.·.·., 
HIAA II. ; ·, ... : 

.· ... ': ... 

For the sub-COBRA market, Hi~i'.~,~;~~~~(_hf;t 20 percent of those 
leaving sub-COBRA jobs would take the:.:conversion· coverage and that they 

~.;_:_ ;:· ·::::~·---~~; ::>_ ... :.: ... '. 
would stay on conversion coverage an ··.average of 

·::: ;~\-~~::- ·. 
18 months (1.5 years). 

The figure in the table fa; years 

individual is O . 2 0 * 1 .• 1.7::?did\J.~ . e . 

of conversion 
-~--. -~.: '-.: _:· 

coverage per eligible 

perceri_tage of those ever using 

continuation coverag~· ... ~iineEi:.~;·thE! percentage of those ever using 

:::v::::::: :::::~~~1}~1;;::~'.:::v:::-::::::::::::::s :e f ~~~e 
1 
for 

assumption._t;hat when offer·e·a conversion coverage, individuals in the 

:~:~1;t~f ~[¥~1~~: 1 o ~s:h: t w::e i::: v:::::~d::l:h~n c::~ c::e~:::t use 
-::6~2~%i:\r,, '~:7:;: 

··.::·\??:'.}':.ff~>::~:.<·..:· 
·:I·ti'.shoi.ild be noted that HIAA II does not accept the AAA .. ':-: ~··:. _· .. :·.-::, .... :·: .. 

assumptiori;;;J·f!at the take-up rate in the sub-COBRA market will be "6% to 
10%" (AAA,-·l996b, p. A-2, note 9). Doing so would cut their estimate by 
nearly 3 percentage points. AAA also notes that the percentage would be 
even lower if conversion policy premiums are much higher than standard 
individual insurance premiums. 
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COBRA is based on our tabulations from the SIPP. Unlike HIAA who 

computes the probability of ever using continuation coverage (COBRA) and 

then the average duration of people who ever use coverage, using our 

SIPP data it is more appropriate to tabulate the average number··.-of yec:.rs 

of continuation coverage per each job leaver (see the 

for our exact methods and the appropriate caveats). 

To this estimate of years on COBRA per eligible 

the SIPP, we add the appropriate HIAA estimate of the 

............ 4 

. :·--:.-:;.;:.;.­
Techni ca·L.Appenc.ix 

.. ·:/l,{"}},(~:;-;·::::: .·. 
j.9~·-·,~Q~~J~~+:i~?s¥:-~ ... 
a.:~rage au'i~{}~~<:· 

.. ~...... . ·-·:·:':. 
of conversion coverage among COBRA eligibles who .e"Xhaust the COBRA 

coverage; 2 years in HIAA I/SIPP I and 3 years_.:{~?JfAA II/SIPP II (based .... '·. ~: · .. 

~:~~::~~::~~::;~~::~:~~::::~~:;:;:~~~~ ~J!~t~~1;~~: ::::::::::ing 

there:::: :::i:::~ :~sf:; ::: ::t~~tl~~~l(l~i~~~{:u:~o h::::h { :::urance 
market too high) . First, this estimate:•:a•s·sumes that all of the observe.a · .. ' .... · ... 
"previous employer" coverage is from:f~~Mb~BRA market. In fact some of 

..... :: . ' ·. :~.:~:;~_~:~~·~:-:~~~::. 
the current "previous e.~P:l.oY.e:r" is prob<;i~_iy from the sub-COBRA market. 

::d::~o=~ ::v:s 0;:fe~J~~\~:d~t,~:;;,~;::::'' :~ :::~u::~:::• ~r::t already 
get continuation~'..'coverage\::Teven·.-:th0ugh it is not required by statute 

. -:_:·;~~~:-0{'./:"~{~)(,~~-· . ·:: ~-:-~:::-::· 

i.e., by COBRA) , we\sl.19.\1).'d,,probably net out this coverage from the total 

effect on the indivi~~~l~~~k.et. Our estimates do not take such 

considerations into accou~t(' and are thus likely to be too large. 

j~~~~i~~~l~~~~ is available at group rates. The conversion 
c.9.~if.~~e wilf\:~~<~:t the higher individual rates (due to higher loading 

·1~~:.;fJf:~:~i:n th{:'{~~ividual market) . These higher prices are likely to 

di~J,~{i~~~:~{J~~~~r~·eople (who would have participated at COBRA rates) from 

part1c1pa:t:;:;i:1g. We have ignored both of these considerations. 
· .. ;·;··· ,. 

Our estimates dif f~r considerably from those in the published 

literature (e.g., Flynn, 1992). As we discuss in the Technical 
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Appendix, the results in the published literature are based on either 

surveys of firms or records of intermediaries which process COBRA plans. 

Neither of these sources is nationally representative. Large firms are 

heavily over-represented. We suspect that firm size and the types of 

firms using intermediaries/responding to surveys causes an ov~~~itimate .·., ... _. 

of COBRA take-up rates and COBRA elections. On the other Ji.tin~;: if 
~:·· ; ·>"' -.. 

individuals report COBRA coverage as private insurance n<?_t.:·th.ro\1gf1_. an 

::::0::: ~;:p:::::a.::i::~::t:i::s::·::: :::~ug:~·w:'!f~~::?::rr~!,ji: 
': .. :.· 

appendix, the nature of COBRA coverage suggests . .th'.a:t" this mis-reporting 
.. !"~ • 

is unlikely to be large. 

Relative Claims Cost 

The final figure for the HIAA methodology i~X~~'.~.'/t:laim costs of 

conversion coverage relative to thqs_e currently buyiti9' individual 
;' : .'•. ·, ~ 

insurance, RCK-K· The required fi:"cjl.fre~:<aie~a-.·classical 
·---~--- .~' ;~·,':~· .. : ·.:;··. -<:.::_:/>" . ~~~·~:-:/: : 

computation of expected claim cos~~Y~:)._. ·'-"'"·· )-:\(· 
.. ·· .... -~- ; .. ·; :·. 

·•· .. ·. · .. . ·: ~ . 

actuarial 

. -::·:. ... ;-;.."_:-:·. 

The HIAA I estimate assumes that'··th~/'relative claim cost of the 
·-:~~-:-.-:···.~. 

conversion policies will. be twice that{>6{;current individual insurance 

policies. They explairi\'f:~f~\figure as·:~\~;i~termediate between estimates 
.. :.\<,:):;;_=:.·.·--·:. i':~·: .... , /~.:-~.'. . 

of COBRA experience''.aI:id intj.iv'idual high risk pool experience" (HIAA, 

::::~~nt T::o::s~&l~Ii~*A~~sti1i#:~. c ~::::g:r:a::u :n::: ,::r::n :,::r the 
than the average gr~\.ip;\iri;§·{i:t:ed individual (see Flynn, 1992), not all of 

. :-;.:·:::-.·\·.~~ .. -:l·:.~-

thi s difference is a pure'/~0rbidity effect. Since most current states 

allow premiums to vary with age (see the next section), even this 
.~;·E;Y}f.;·~-~:·}·~:-:?_:;,~:~~:~:~ .· 

estirria.te:::~oof'".;l-50:-:percent is higher than the relevant concept . . :.~~<~::~~~~-:r ·. ··-·.·~:'.:.·:w: .. fo/d;:--
.... ·;~-~~;~:::-;·/·£ur the rm6re:;:, ... this 150 percent figure refers to the COBRA period. 

-~-~~'.J0~~~1-Y: ... i{J;~·.--uses a higher figure (200 percent) because people who 

exh~~~~,3):~~~~)~-~e presumably sicker than those who have relatively short 
. ··~:: :\2· .. ~~.:·:-.:_: 

COBRA expel';:iences. Note, however, that the COBRA cost estimate of 150 

percent is likely to mix three groups of people. A group of normal 

risks who want to maintain coverage. A second group of people who know 
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they have upcoming expenses (e.g. planned surgery, pregnancy, etc ... ). 

They will have high costs in the months immediately after take-up, but 

over the longer term will be closer to normal risks. Finally, there 

will be a group of people with chronically higher costs. They.,are ...... 
I • • • .-:·.-..-··:::;>· 

likely to exhaust COBRA and to take-up the conversion coveraQ:!:r::::;.-: These 
. ; ·-· 

are the people who might push up the cost of continuation ,f6v~i'~ge. /l.s 

::::::::::1 ::n:::::~: ::::::d::::::::::~:: z::::.~:~:::::I~t:~:!i!~I~~~kh 
chronically high costs). 

·.·"-!'" ........ · .. ·:·:. 

-~A'.~dl!}.:·.:·:t··· ... :'~: ... 
The "RAND-Best" estimate uses a 150 per.cerrt· rel~ative claim cost 

.';:·~=\ tf -.~\·:·':5_;::;:~>:~~- .. ; ~t·>~:~~ ... ::: .. 
estimate in both markets (rather than the HI-A,..;,,::;:;r,':'¢s(1mate of 200 

~:::n~~ke:ni:s1:~:ht::e::;e::Pt:: :::::::a:~::~~~~~r(:: :;~sub-
assumes), it seems more reasonable::"{d,':·assume that the'ir relative costs 

will be similar to current coBRJ\':~-~%~~f·uu;~·r;j{~:f~l~:f?BRA market after 

exhaustion, it seems more plausible/to·, as·sume-.<that the 150 percent 
·. ·~~t;-~;::-:~!-~~ ~~r ~~/:\·:?· ·· · · .. 

figure is driven up by those who expec"t;\expensive procedures shortly 

after take-up, so that th~ 150 perce~f~'.!~~'.l~ure would also be a good 

estimate of the rela~/i~i~~~-A~W\ of thos~<zy;f·~ chronically higher costs. 

Because this is a ma~fer' '~f\j·udgment we report both the "RAND-Best" 

:::i: ::i:::e:1~~'ij~~~(~~~i;t :::c:::. RAND-HIAA estimate based on 

COMPARJ:NG THE HJ:AA EST:IMA'l'ESf.AND THE RAND ESTJ:MA'l'ES 
·.·."::>;-.··_:::·;·:' 

'":'~:·:."" 

_ _.;~,r:~~~#.HJZ~~'.f:~'.~.ented three estimates of the increase in average costs 

per: .. 3J,.f.i:4.J:.v:i'gu~l:./:±;i:1~urance policy. The original HIAA estimate (HIAA I) 
' .-~ ~;:~~ ~J;;:. -~. <<::\~::.:~~~: ~-~;:. ' 

wa's.,•Qc2 .1 percent-.::": Using the same methodology, but our better figures, 

·:=~~f ~~i~if.#t1!,::, E:::::t~:~~RAND) is 4. 6 percent, less than a 
Our preferred estimate, however, ("RAND Best") alters two of the 

HIAA assumptions. It uses the broader concept of the size of the 

individual market over which claims will be pooled (13.2 million vs. 
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10.4 million) and it uses the COBRA relative claims cost for conversion 

coverage in both sectors (150 percent vs. 200 percent). This estimate 

is 2.2 percent, one-tenth the original HIAA estimate. 

In both of their analyses, HIAA also explored the sensit-:lV°ity of .· .. · ... ·'· 

their estimates to the cost of claims in both the COBRA and''·s~·i:;:.::COBRA 
"·':' ... · ....... 

sectors. Table 2 and Table 3 report the results of those/s:efi~:fti vi ty 
.. : ; _;: .-.·; •.. . : . .. ·. ~-.=.- .. ·. 

analyses for all three assumptions (HIAA, HIAA-RAND, ~-~~:}~D_:::§,i:::~~<,·':· 
Table 2 maintains the HIAA I assumptions (for length of': time after· ·coB·RA .... ,:_. 

'· 
exhaustion) . Table 3 maintains the HIAA II assump~ions. 

· .... ~:.:"<·~:·._... . 
... ·. '::~:>~ ~~-~ :, 

RC-Sub-
RC-COBRA COBRA HIAAI 

, Table 2 _,:.'/~}!(. < '.-.·;.· 
Sensitivity of Estimates to Coat. :Assumptions, 

Given HIAA I AssuniPf'~9:n_.'.··.-~-~·_.':_:~:.:,:_)_.·,/;: 
.·.:.::. 

~~A:D ~~~~i_f:(;.:/?· 
200% 200% 22.1% ::.'>·> .5.5% 4.4%:: 
150% 150% 11.1% 
200% 150% 15.4% 
300% 200% 30.7% 
250% 200% 26.4% 

· : - "· :-.2 "7.01c 2 2°1c 
.. ·.:,.:_;': : .. 4'6°;.:·: ...... , 3'2°: 

x.(.';;;;,~';f Vi~;?f :~ 
NOTE: RC-Relative Cost. Entries in italics-~p~~ar\n the HIAA reports (see the text) . 

. : t~·.:';'.·~.-:··:: .. 
·,., ........ 

. :~_'. .= . . • 
.".-'··.;:.: ·. Table 3·· 

"/ · •. :.•.',--:'; .· : .. - .... 

Sens.:i:fj.;",:i'ty·~~l;':·~stimates to Cost Assumptions, 

RC;~~~.~\· i~+;~:··~~····:~~~aumpti::D 
RC-COBRA COBRA"::<·:''<HIAA I RAND BEST 

200% 200%. <-.<}_::·, 24..0% 6.6% 5.3% 
150% 150% ,,~:::;;<1fo% 3.3% 2.7% 
200% 150% ··.:·20.4% 5.2% 4.1% 
300%:·~.;}\~: 200% 40.8% 10.3% 8.3% 

. ,;~~ir:!~~i{~.{::.~~)'··~:~:~0% 32.4% 8.5% 6.8% 

,:~-:.,::~<:,"NOTE: 'RC-~Relative Cost. Entries in italics appear in the HIAA reports (see the text). 

·~::~?'~§~~~~i:~~:;:o~:::s:::s;o:::~e~:~::i:: :::c:I:o::s:::~0:x::::ng 
individua·t·/'.policies. The first alternative (the second row) corresponds ,. 

to the "RAND BEST" assumption that all conversion policies will have 

claims similar to the COBRA Rate (150 percent of the current individual 
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rate) . The second alternative considers the possibility that claims for 

those in the sub-COBRA market will be similar to claims in the current 

COBRA market, approximately one and a half times those in the current 

individual market, but maintains the assumption that claims in . .;.the COBRA 
. -:.-.:.: ··::.-:·.> 

market after COBRA exhaustion will be twice those in the individual _, .. :"'.' /.·~·: 

market. The third and fourth alternative (the fourth and .f(£'.£}{ rows) 
· .. :'~ _:::·.::-:.i:·:: ·.-·: ·~· .. 

:::::~:::::~::::~::n:::::::::::.::::m:::::::: ;::~:::~~~:~t~~~i1~_• 
coverage. HIAA I uses a high estimate of three .:if~~:s individual cl~·~ms 
costs. That 300 percent figure also appears i~~·~{~:"' equation for the 

:::h:::: ::: t:~.:I:: ::~re::• f ::•:w:n a:!~l;~~~1:~~t~::r ~h:•::: t "::O' • 
individual claims (but not for three times the c"i:is.e:·;o'fo:'.individual 

··.·::_~-~~'.h'.·~"::.'.~ :~:·.:·: .... 
claims) . We present the full range.;,()f estimates for/reference. 

our estimates are always 1esj;,t~t\1'ii;;~~f !~~;f ••,the corresponding 
HIAA estimates. While the HIAA estfmates'.::':i:'ea\:h<J2.4 percent (or 40.8 

·. -~~/>;::·~-~~·. ~~/:;~\:(:.~. . . .. 
percent in the number they do not repor,t;:.J\:·· the highest "RAND BEST" 

highest estimate is only §. 8 percent :~:·(~\~j:Lpercent) . As is discussed 

below, even these nu~~::~f:ik much to~-;;'hlt~ . 
. ::_?_.\'.; ... :>:.:_·:·:~ ~ ~-~-: :=·: ~;.· 

Finally, it•l"crr~~~~ jr'.-.~~~7@?;/~~t even this "HIAA-RAND" esti~te of 
5. 5 and this "RAI'1D:.-Best'"'..:es·timate. of 2. 2 percent are conservative. At 

·· ..... ~.~~;.0~J~{{/:·~)~ . ; --~:; .. ~::..:-· 
several places, the':;'fJ'gi'.fi:es were deliberately computed using the more 

conservative (implyi~~\~{i~~~b· effect of the law) estimate from among a 
·-·.27r.::;.:·;·." 

range or in interpreting '(;{i"~ tabulations. In particular, our analysis 
... :~.: :·::::·~··,;:;. :.:;:; 

assun:i~~i'tfriltf{~i'.1,. of the observed insurance through a previous employer 
... ~U.:~·.f ~~:~_:;~~:? --~~·:;_ ~·:"':~: _.::~: }:~ ~:,. 

is~'=ttc::im~COBR;t\/¢.ligible individuals. Limited tabulations suggest that, 
~~:-.-.~·~.-:~-...:" "-~~~-:~:/--Y~~> 

·:fil:-tf:~:C:t, there:<is'./considerable coverage from a previous employer even 

c:~:~Jt~ii~~f~~f:::nt::: :~b::::~o~:::: ~:::r:~AA ::t::~o::~figure' 
for COBRA<·t:·ake-up rates are too high and our figures for COBRA durations 

are too long. For similar reasons, the number of new entrants to the 

individual insurance market should be computed netting out those with 

coverage from a previous employer. Our figures do not do so. 
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In addition, we have not considered the effect of the high cost of 

health insurance in the individual market (relative to the COBRA market) 

Following HIAA, we have assumed that, despite being faced with the 

higher individual market premiums, individuals will purchase conversion 

coverage at the same rate that individuals in the COBRA marke·t::_p'li'rchase 
.·_, ... · 

to be older than the average employee (see Flynn-,:.\:~992), their premiums 
. ~ -· . 

in the individual market-where premiums vary w:i\q::··age:-will be even 
. :-·:</~{:.:.-· ...-~- .:; ;~ .. 

higher. Thus for several reasons, the revised:'.··HIAA+-rnethodology based 

estimates of the effect of the proposed fed2M~·:i~/K~:~i'.~{ation on average 

premiums in the individual insurance market pre·~~ri;t:;"e·ci.:.in this section 
·. ·-_:.,.-.::·:_ .. :.- .. .-. 

should be considered an upper bound; the true estiirta·~~~:-:is probably 

lower. 

. . ·~ 
·:.,: 
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4. THE EFFECTS OF STATE REGOLAT:ION 

• ;·~-~\::: ! -.... 

impro::: :::~:::ss::t::: ::::r:::n:1

:;:::~do::":r:d~;;~~~!~S.~he 
"Caveat" quoted in a footnote to Section 2), this methodology,:~;esti-mates 

the increase in the average individual heal th insuran~::j(~;~mi ~-C~0.:/::.{~s;::,. 
the proposed legislation as a weighted average 0L/t;J1e projected p~·'.i'~'.;/ 
person claims of those currently purchasing indiJ:f~J~1 health insurance 

.--/":'.:/.:;:·· ' 

and the new entrants-those exercising their rfght;·s UI_J.qer the proposed 
... ::::\~·~~~/·\~.•;. . . :-<~ ;.l=.:.::.:. :~.::. 

legislation to purchase conversion coverage//i'ri·:):he:(:ifrii:h vi dual heal th 
. ::1.\ :~-:··::;·:i~:;-~: :~- :'. :.-. .-~ .:-: : :''.:. 

insurance market, where the weights are giveri·-::t;Y,f:th~\r..elative size of 

the two groups. For the later group - those pu~J~~~~:;L~J>':t:onversion 
coverage, the availability of such J°te!'lJth insuranc~''Y~>·~learly an 

::::::::: ::::h::: :~::::t i:::~::~r.i~~\~~~:c;~~~£:: ::~:t ~ :::e who 
claims that the proposed legislation.':w.itl?.make their situation worse. 

. .. ::: N~XE~t· 
In particular, using· their estimateis:':based on the methodology of 

:::c::::::u:n:::::~:11~!~i~f,t~:::: ·:~:: ::::i::s t::r P:::::t:;:rently 
implied by thei::'.:;~~~~~~~,f:;~;~·~~~:::~;~~~~?~puting the average increase 

individual premium~f'.{2:2:<f._perce-'nf using their underlying figures; 5, 5 

percent using HIAA' ~:'·{K~~'.~~~~~:;-:<?gy, but our new and improved figures) 

This claim involves a cr"ti~';Li:i'l additional analytic assumption. The 

premiur(IS:.{f6'i(t'h,ase currently purchasing individual health insurance will 

o:iJ~f~f[~~i~~~(~ercentages implied by the analysis of the previous 
~'~-~ .. ~'.~9? if inf?\j:~~pce companies selling individual heal th insurance 

·::!J j~j]ti~~{i:t::: :::r:~:n:s t::;o:::::i::o::•:::r:~:::n;:::h:i::e 
heal th i'r'J..s.ii~ance . 

. ··..;·/ .. 

Nothing in the proposed federal legislation would require them to 

do so. The proposed legislation merely requires that those insurance 
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companies that sell health insurance to any individuals (in a state} 

also offer to sell health insurance to those who meet the proposed 

legislation's requirements-that they have been continuous insured as 

part of a group health insurance plan for 18 months and that they have 

no other potential source of group heal th insurance {e.g. th.e:·.::~~pioyer 

of another family member or COBRA continuation coverage} .. :::,fh.~:_.proposed 

legislation has no requirement about the premium at whic-h2~h:~(:i:~~\1rance 
'.. ···:: .. .. . . . ~ :.·· . 

must be offered. Thus according to the proposed fedeiit'~:i"egi::~-:f~.~~i~~?·\ ~­
insurance companies could price such conversion cqverage separatel~l):rom 

_.;. ·:-·:: 

their current individual insurance policies. In:::p:~'iticular, they could 

set premiums for their conversion policies to.)~~.J:~V all of the claims 
~-~;/;:.:-~·~·.;·. ~ ~:-· 

{and other costs, plus normal operating prof:l."fs\.: of::t-hei· conversion 

policies. Alternatively, they could set p.~:~%:~~;.~/l~'./:.conversion 
coverage based on pre-existing conditions and ··~l~;-~hi'L:health status. In 

either case, there would be no effect on the prem~'~k~~:.{ those currently 
:-:.··. 

buying individual health insuran~;i·;:{Y·~.::.';:'.r-Yy:(:/.\:·· 
Thus, under the federal legislafion,> . .ihsu:i::·ance companies 

simply price the conversion polici·~~:.:·~2~:Q~1~e ;HIAA' s assumed 
.· · ... ···.···'·' 

could 

relative 

claim costs) the premium for current :{fi~d'i'.vidual insurance policies. 

Under this scenario th,e:/~i8posed legi~:f:~:~~Ion would have no effect on the 
.. :~\:{:::.:.-/;::·'.·.: ~-~~·;·_.·:.-, . :'"· 

premiums of those c;µrr:entl:~:(;°buying health insurance in the individual 

market. As HIAA~e{if,;{~~ Jwli'.~:~~ith;-71996): 
. =~·~?~~)~.\/~:::·:~·-. :·'-':~:'/ :. _: <. ·: ._-.:~. ~~ .. ,··.~ :.:~.~;:····~:··:. 

Clearly, if ·yoii(;a~s:ume cal::i:-iers will be able to charge 
substantia11/'"iiiih~t;'P.~emiums for this population, then you 
have succeeded iii":!g~u"a·i~hteeing access to a policy that is 
unaffordable to mo·k.ti/s6~sumers. This is a rather hollow 
gua~~.n.~.IF.~. 

,/:~!~~]\f,{~~£,#~ is, however, not the correct one for evaluating the 

l:;i)~;~fy, effectf!:.·'af_:.:the proposed legislation. Both the proposed 
·:::~--.. !~~··(:~~i:)~::">\!_... ;·-~:.:/·::~.:: 12 

leg}s:i:ei;t)qn ~riq.::the HIAA analysis assign to the states the role of 

re~~~~i~~{ll~~;';remiums for the new conversion policies 

..... 

12
HIAA (1995) states: "The proposal would not specify the rating 

rules applicable to premiums for coverage obtained under the new 
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When considering the effect of state regulation, it is useful to 

consider three cases (see Table 3 for a state-by-state analysis)": 

1) Twelve states themselves require guaranteed issue in ~-?e 

individual insurance market (or some regulation such.·;·:~s<> -:· .. ~-:·""· .... · 

2) 

guaranteed issue with similar effect).". For indiviaukls in 
. : ·' ' ~ -:·: ·:. ·• · .. · 

those states, the proposed federal legislation .cci~'~~{;~ion 
requirement is redundant and would have no e,/~~~ ~di·~,~~'f)'L: 
Five states do not currently require gua:ti'.ci,.nteed issue, b~l.:~~.ve 
some rate regulation (limit the vari~~,~i,f~~J-" rates in the 

individual insurance market) 15
• ) • -,.-]:if/s'tat~·s:- requiring 

complete community rating (no vari~:K~~~hXMJ(·.~~~:n cost), then the 

HIAA estimate would be the effect on'''t\A::,t~·t}·i::· .. purchasers of 

individual insurance. All of these st~~,~~,'.~~t;''.~feast allow some 

variation in premiums :wi tp;,it·lJ..E: age of the .. }A~'i~idual, and all 

but one of these states,::·~-~W~Hi:tJ.-M~~;;1~~~~~~-~onal variation (rat·~ 
bands). The footnote di'stus~es '.the/nil'-ture of rate regulation 

. :_/ /:.·.~ ;.::~;~, ; ... ~~-~~ /~:·:<:-~~ · ..... : ::\ ;:·:. 
in each of these states. '.'r.he:··:~p_re· variation that is allowed 

··· .. ,:·· 
···:.:_:_:~ ~~~--~/?-~~: 

-:.\:·<;·.:_:· .. ~-~--

portability rules' 1~1::$1;.~~-\-~;~7h regula·i:i~1· to the states. n 

"other analyseiij~:df .th1~\:i:fupact of state regulation on the effects 
of the proposed li~eff$·i~t{bri('8fi:·::.~fit:Vpremiums of those currently 
purchasing indiv~4~~:~(:~;i,r:i~'{&~¢f~:·i}i~lude AAA (1996b) and Hustead (1996). 
General discussioii~)~.C!?'.t{;:~late ~e-'glilation of insurance markets include GAO 
( 1995) , Mollica ( 19~f5:f:}.ii;#,iriqlay and Loranger ( 1995), BlueCross­
BlueShield ( 1995), Co~li:h4/c{~~'ions on Agriculture ( 1995) . 

·-:ar·.:.:·;·: 
I":"~:::~ 

"Hawa-i1::.:has a univers.al system. The following 11 
"guali,~t~t:¢.:~~Hi.:"~~ti~": Idaho, Iowa, Kentucky, Maine, New 
Jer:;l~yf,~,_:;Ndi,..{:~(;:rk;>: Ohio, Utah, Vermont, and Washington. 

states have 
Hampshire, 
With the 

New 

. ... ~.": :·.;: -:-:::"" ~- · . .-:.~;-.- :· .. ;;.. •.;·~. 
e~c;~eP.t,1on 0L.'.Q;l:i1/~{ all of these states also have rate regulation. Even 
.~~Wg\':~hese sti:~feii, only New Jersey and New York do not allow at least 
"'s;ci!n~}iittfa;µstmeh'eS:~:for age. Even when fully phased in, the allowable 
b~ri·a~/)J§~J/~.9'~::!~/~ quite wide: Kentucky 3: 1, Maine 1. 5: 1, New Hampshire 
3: 1, .,N~~~~~~t~~~bta 5: 1, Vermont 1. 5: 1, and Washington 3. 75: 1 . 

. ·--~:: :'.~~(~:--~~: 
15

Loui~iana (1.2:1 for factors other than demographics), Minnesota 
(1.2:1 for factors other than age; 1.4:1 for age), North Dakota (5:1 for 
age and industry), South Carolina (1.4:1 for factors other than 
demographics), and West Virginia (no more than 30 percent above current 
rates) . 
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(i.e. the wider is the rate band), the smaller will be the 

effect on current purchases of individual insurance. 

3) Most states place no limitations on individual rates. BCBS 

(1996) places 35 states in this category. )In thos~~~~~tes, 
. ... .- .. 

competition will be expected to force insurance cornp~rt:::L"es to 

treat conversion policies separately from current/;.i~·~:fyidual 
insurance policies. Again, the premium for ~~.;~·;·:·~~:r;·i~1~\Y ... 
purchasing individual insurance would not be affected by '.t_h-~:. 

proposed federal legislation. 
•. ,, .. 

: r, '. : ~ .... •• 
·::·.·:";--: ... ·. 

'· · .. ;/.~~-~~(;~·-·· 
Reinforcing this conclusion that state r.eg'J.J:Taticin implies that the 

. - ' . . { . . · .. -.- . ~ 

legislation will have little effect is the :i'ik-~·}-y, .. eif~ct of the waiver 

::~v:::;~ :f ::~ ::o:::•:i~:•::::::~n ·s:::~E:~~~~b;~,:::t i::::::::, 
market will apply(, i.e. satisfy the,.waiver require~~~t-) ... if they 

achieve the objectives 

stating that it is the 

... 

of the leg:.i:s):~t"i:qn~:'.'~::, T[iat report continues 

::::::i::' !'!f !~t~n:[tf~~~~~::: s::: u: ;:n:~~vi:ong 
·.· .. :·:·--.-:: ·.. . 

substantial leeway for 

the provisions listed as potentially safi"sfying the waiver requirements 
. ·: ~~~,;/:.~:·--;~--

are high risk pools and ·in': several sta-~~~~-:·Blue Cross-Blue Shield is an 
'~.:.-~-... --~·- :·:.... . : . . .. ·~ 

insurer of last r.esor'·t(:.~ · · 

. ~ . . . . . .... ·- .: 

:;:_,,,..·_·:-... 
... ·.: -·::: 
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Table 4 

State Insurance Regulation, High Risk Pools, 
and BC/BS Open Enrollment 

Alabama 
Alaska 
Arizona 
Arkansas 
California 
Colorado 
Connecticut 

Delaware 
District of Columbia 
Florida 
Georgia 
Hawaii 
Idaho 
Illinois 
Indiana 
Iowa 
Kansas 
Kentucky 
Louisiana 
Maine 
Maryland 
Massachusetts 
Michigan 
Minnesota 
Mississippi 
Missouri 
Montana 
Nebraska 

Nevada 
New Hampshire 
New Jersey 

4.3 
0.6 
4.2 
2.5 

31.6 
3.7 
3.3 
0.7 
0.6 

14.2 
7.2 
1.2 
1.2 

11.8 
5.8 
2.8 
2.6 
3.9 
4.3 
1.2 
5.0 
6.1 
9.5 , .. :~·<.: .... ·. 

New Me,~~}0.~A'.:1<;i/~;: 1.7 
New York-... -:~·=····"'····; 18.1 

3.1 
12.1 

Rhode Isla·ria,~··~1:.::: 1.0 

South Caroli~;/. 3. 7 

South Dakota 0. 7 
Tennessee 

Texas 
5.3 

18.7 

l 

l 

! 

1 
I :::./·._~---~~!.:'. ~: 

i <:tr;\;_.,~,r~,0~;,,. 

·::·,. 0 

1 
1 
1 
0 
0 
1 
0 
1 
0 
0 

I 
0 
1 
1 

1 

.. , 

1 

1 

DR~FT 

1 I 
0 0 
0 0 
1 1 
0 1 
I I 
1 1 
1 I 
I I 
0 I 
I I 
0 I 
I I 
I I 
I I 
I I 

1 
I I 
I I 
I I 
0 0 
I I 
I 1 
1 I 
0 I 
0 0 
I I 
0 I 
1 I 
I 1 
I 1 
I I 
I I 
0 0 
I I 
0 0 
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Utah 2.0 
Vermont 0.6 
Virginia 6.6 
Washington 5.4 
West Virginia 1.8 
Wisconsin 5.1 
Wyoming 0.5 

Totals 10 

l 

5 

0 
0 
I 
0 
0 
1 

35 I I 

1 
1 

27 

1 
1 
1 
I 
0 
1 . '• - . 

• # ·.: !/ 

}.·. :·'· .·,.· 

·•·. ~ -::-.. 

Sources: BCBS (1995), Communications on Agriculture (1995), Hustea~:(i9.95). 
GI: Guaranteed issue (in the individual insurance market) · .. · · 
RR-Any rate regulation (in the individual insurance market) 
BC-BS: State's BlueCross-BlueShield program has open)~nrollment for 

individual insurance policies <~0:':'':·;_7~ ·· 

HRP: State has a high risk pool (which is active ancl>i}o(2Iosecl to new entrants; 
some such pools would probably need t1f6'ffer·:a wider: range of health 
plans and/or ease their pre-existing C()ri,ditj6'~ ·l))l!!s")n··6i'der to qualify 
for a waiver) .. .", .>,-: .. :·::::·:':<"- :·· 

Waiver: State has a policy (BC-BS or HRP) such·cila(iH.:.olild,qualify for a 
waiver from the proposed federal legislation" (if.it applied.for the waiver 
and perhaps if it changed its HRP rules). · =~:<:\ >")'·: 

Waiver or GI: State has a policy (B.CcBS or HRP) such that'l(could qualify for a 
waiver from the proposcii".federaLlegislation (if it applied for the waiver 
and perhaps if it chang~:l~HRFf.RiI~~):or-it already has GI in the 
individual insurance ni~k~i:~\1ch'.tiiili)h~"iif§posed federal legislation is 
redundant.. ·-',:':}:"_:.\_i'.'.;:!L\:}~;· _·,-... ·_,_:-. 

··· .. , 

. ·:·,"':: ... 
. . ~ ... : .. ·- .- ' 

DRAFT 

I 
1 
I 
I 
0 
1 

42 

Together, state::,g:u~t.,;:h.~:#.~d issue re~ulations, high risk pools, or 

open-enrollment int;·d>ai~e 6:£6~'sIBlue Shield would include all but seven 
. ---:~;:~·--~~~r·:~~: ,.::::·/:~<·->>'.·.:.-~/~\ ... ~:-<? 

states: Arizona):~::I?.e:l~:WCire,:.::q~orgia, Nevada, North Carolina, Texas, and 

::~ t ~::g :::: s t:::~:::i~jt~~~i~:::: :::::r c:~::t g::;i::i :::n::n: t t::nted 
details of the operation ci.f·'.'the high risk pool (mostly including credit 

for p:z:;e.V-¥.·b~~Kl::rti>:urance in applying waiting periods; Hustead, 1996) : 
,,-.:·;.·.~.~-.. ~~::~;:>:~::;..:-:~--'.-_; ·;:·-~<:'.-: 

Ark;;Ui"sa's;·'-c:ol'Qiado, Florida, Mississippi, North Dakota, South Carolina, 
~ ~~~ ~::~:y:J-· •. \.~::~.\:~ ... :.·_~ ~·:~:-

S 0tith~~:Da ko ta, ·Wis cons in and Wyoming. 
··-~:.·.; .... ·-~·;;.:_.;_.::t -~·.:<::·:~.~· I 

~:·,y:::~t~f t~f ~f ;:::::: ::g: ::::i::0~:·:::n;r::::::t:, t:::s:h:u::::::y 
···-~·/:-· 

purchasing individual insurance would be-for four reasons-considerably 

smaller than that implied by the HIAA methodology for the change in 
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average premium in the individual insurance market (i.e. our smaller 

"RAND Estimates") . 

1) Currently, in only five states is the expected effect not zero-

2) 

3) 

4) 

: .• -·:·>~ 
i.e. there is rate regulation, but not guaranteed issiie/ 

Even in these five states (and presumably in aqy.::::1:£~i:: .. !;;tates 

which might adopt rate regulation, in responl?.~-~::{b ;~w;.:~~~6posed 
federal legislation), the effect is likely t~\t~· sma'{§~M/~A:~?· 
implied by even our best estimates. Our:~'·best estimates .,:,;(ii.J:l.a 

.·.~.:-:·· ...... . 

only be appropriate in a state with ,Ri~J./t6~unity rating. 

Currently all five of the states w:i.·tll;/rate·.:cf"E!gulation but not 

guaranteed issue in the indi vidual;.;,~n~~:\:;:ff~~;:~~t have pure 

community rating. They each allow som,ec'.Y~:r.iation with the agE! 

of the insured individual 16
• All but No:~ih:''.::-1)·~~6-ta allow at 

.'~::.: .. ; ·.::::. 
least some rate banding f.or";.'health status. ':'.-ihe larger are 

:::::::::~ :::s ~o t::r ~~~~ii~~~~~t.~~~)::::a :: :::i::d 

···vt~/:\~~-S-. 
The interaction.·oL. the proposi'ech:'federal legislation with the 

state high ,:td.1i'~~:~;6~:'is may fur-.2~~,r lower the effects. If states 

allow exp·~~~T~~: -d~~t:erp_ion policies to be shifted to the high 

risk ~?,~J~tt~r;tlf~~~;'.~t~f~6~ claims cost will be even lower. 

Since most:-=s):.'i~.);::_es\nave high risk pools, including four of the 

five states ~{~~~f--~~t'e regulation but not guaranteed issue, they 

... '.;_·_-,·c;;:~9':1il,d apply for waivers from the proposed federal legislation. 

<~f)~i!~,r~r~(~!f in those states there would be absolutely no effect. 

· .. ,:;_:.;;. .. ;T.he:·.turrent COBRA population appears to be disproportionately 
old~i'),f:{~;~~~\¥~_y;rin, 1992). This age selection probably explains some of 
the highei;t7¢ost of COBRA coverage relative to either the health 
insurance···~roups which they left (i.e. their previous employer) or those! 
currently purchasing individual health insurance. In as much as states 
allow age rating of individual insurance premiums, the re.levant relative 
claims cost is within age groups. 
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Thus, even in states with binding rate regulation, our revised estimate 

using the HIAA methodology is likely to overestimate the increase in 

premiums for those currently buying health insurance. 

Finally, the correct effect on the national average premitun· .. _"in the 
... -··. 

individual insurance market is even smaller. It is the wei.Q'ht:lj!d average 

of this effect in states with binding rate regulation and- i:~:i.~·r·:°::Since 
less than six percent of the nations population lives i~/:~-~a'~:~~:·~~ft-h~ a ·.. .. . .- . <:;: .. ·· .· ~ -:. .' . 

non-zero effect, the national effect will be much small~i than th~(:>-:./· 
implied by our estimates using the HIAA methodolo~\· Simply weightihg 

by the share of the population in states withoue':bJ:~~ing rate regulation 
.:·.:·J:·:,'.,-' :.· 

and down weighting the HIAA methodology estiIY\at~~- · for ·T~ss than pure 
... · ··.~. ~ ~ . : •; . -. .. -.. ~ .. co""""nity rating implies a national estimat~'Sif,0~f,rf .". 2 percent. 

The exact results will depend on state react\6·~§.>:f':n seems likely ·; :.<:· ~ ·~··.: ::· .. 
(see for example AAA, 1996b; Wildsmith, 1996) that nat·.'all states that 

.:...· .. . ·:_:··:.·,,_ . 
could apply for waivers would (rn~i:~:woti'ia/a'1l::st,ates with preexisting 

conditions limitations on their c·~f~-~~H:::~J:~-~C{\~:ki":p.ools remove them). 

Furthermore, it seems likely that in.·.::r.esp-O_ri~e to the proposed federal 
·-·· ::.;· ···.:· .. 

legislation. and on-going initiatives :~·f:/t~~ National Association of .. ·: < <:·):·~~. 
Insurance Commissioners .:JN:A'_I~) more sta.!;¢.s:·will adopt some form of rate 

regulation for the ina{t·{~fr~:{::health in~:~·~ance market (Findlay and ... ··\ : . . . : -.·' .... . ;·, ···;···. . -
Loranger, 1995; Mql'l:'ic·~:~· 19.'.i'{s·L'·'AAl\, 1996bl . Again, much of the 

:::~~ :~~g a::~:: :1~~~d~~f :.!:,~!t,f i:e::n::::s:n r::: ::~s s~:::s a a:i::~e 
apply for waivers, how·:xfiii.nw:~tates adopt rate regulation, and the 

~.:.·;;·r.:·~~-';· .. _,. 
details of the rate regulai'i'on, the total effects could be larger than 

the ~)~~~If~B-~;~*!f::~ent estimate implied by the current regulatory 

env~'.~~6.fyneI"i"t{.)?:~t:;.::~Jfects on national average premiums of even half that 
I·:~-~ .. ;.:/:.~:~ ·.,·_-.,.:_):·.'·."· .~. ~:( 

iinP.l:.i'i§9 by our·.::t.ev~sed estimates based on the HIAA methodology seem 

~A'i&~~~r~,:~f ;;:~_!,-"'' 
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5. CONCLUSION 

·:.· 

This paper has recalculated the effect of the propose1;f:.(ederal .. .. ·.:.-. ·. 

Health Insurance Reform Act of 1995 ( S .1028) . The recaictiik{L:>:r-is 

:::::::st:; ::: i:.:1~g::::0::::~h:~:i:~bs~:~:·:u:~{t~~:~1r~:t-ld--
appropr i ate data HIAA was forced to use non-represientative data ~;g~:.:·· 
heal th insurance industry sources, our newly co~kh~·:d estimates are 

.:=./.·::'-{.:<:.::,· ·: .. 
based on specially designed tabulations of ~~t;i((jnal~y~:r.epresentative 

:· .. _·.~ .. :: ,•, ... ; . . .. · .... : .. _'. ... 

panel data from the u. s. Bureau of the Ceri~:ti's\,~p'ori~'6i~d. . 
. ; ':.':.,;=)y;j.::,:r;_::. 

While HIAA' s estimates were over 20 percenf:,._'.(:?.~.·rf,.;:percent in HIAA 

I) , our recalculations imply estima;tes a quarter ~'{:.,b_ri~~ size ( 5. 5 

percent for RAND I correspondingj~:~/~~;i)Ji;':::,r).;<.· Altern~~ive, and we think 
. :;·_; .... : ~; .. ~~'-.:,._:.:.~~:-~:<·-.~----~-~-?~:( =·: ~;~: :.'..:.~: :;·· .. 

more plausible assumptions, yielct-:a:6.::.'.est•iffi<:i~'.E;!:):i))2". 2 percent. Both of 

:::::a:::~r:h:r:n:::l:::: :::u::t:~[~~~~~:::::::tive assumptions in 
.... _, .. --~~{.~:{\~·~:· 

Consideration of.:;t{i{'~::>:;rici·ture of state. regulation implies that even 
. : :: <:~~·.\'i;·::~· :;·;~::):~_:i:':"<:·.. . 

this lower more pl?·tii;;.ib1e.)~stimate is too high. The proposed federal 

~::i::::~0:i ::~~~,~~ii~~~ti~i~t ::·:.~:o:::t:: :~:h P::;:s::g;:::::: 
legislation), the HIAA:·;fiieth9dology would only be appropriate with pure 

community rating; i. e·~;;;·~~;~~-if-regulation which allows for no adjustments 

for age .or. ... other factors. No state which does not also require 
~ --~~~~>~Y~r:".~~-~;~;~<~~:~~~-;. 

guar.atlt:eed·:~:,'is~su¢: .. currently has such stringent rate regulation. Instead, 
. ::.~·tb:~~'; : .. ~ :;:._-.~·-;·~/;~·:~/(.':·~ ~:·=-~>. 

tho·se:,states:..::t-nat· have rate regulation allow adjustments for age and 
...-.}1:r~~~~i~:··~;.. --~/--\-.:~~:~.-~.: 
'..:.'u'.~;"ua1Ty., for o.thei;' factors. As the number and range (i.e. the rate 

:::~~~~Jt~~f 1~::~:: t:::::h i::::::::: :::l::::c:r:: ::: :::m~:l ::d t:s" 
the HIAA methodology (e.g. "HIAA-RAND" or "RAND Best") . 

Finally, even these effects are applicable only in a small 

minority of the states (under current state regulations only five). 
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There will be no effect in states without rate regulation, or in states 

which already have guaranteed issue in the individual insurance market. 

Most of the remaining states could apply for a waiver based on their 

already having either a high risk pool or an insurer of last resort 

(i.e. the state's BlueCross-BlueShield offers open enrollment. j~:o·r.--'its ... - ..... 

individual insurance). 
'• ... ··· ·.· .... -;..._·. ·.· 

·. ;'~:~:_·.;: .:'.'.; ~ _;.~- · .. 

The phase-in period of this long-run estimate wil:~<~;·::~·~·J..~~~j.{>.~ 
' .. -~ ~ 

years. In a market with recent premium increases of well over .fiv·e::::·:'-::·· 
percent per year, the long-run effect of this legi1iation - a few 

:.:::·:::_-_;:·-:.-.· 

percentage points at most - is likely to be undet·et't.able. Thus, while ·< ·.·._:"(·.::·.:· ·:.-. 
the original HIAA estimate of premium increas'es;.h'.if ov~r 20 percent for 

:::::a:~:r:::~:tb~::::s::::::,~n::::::: :n~kf~':1i!~::~::rh:::th 
desirability of such a conversion right; our pr~f·d~:;'~~:·hii:i:nge of 

estimates of 5. 5 percent to under i<pe_r.ce1:1t suggest ~i=;~t premium 

~:::::::: 0::k::o::o:~::e:::: :~Y~~~~t1;~!j!Ji:ii~~::c:h:n p:::o:::i vi dual 

... 



Klerman, Conversion Rights - 39 - DRAFT 

APPENDJ:X: TECBNJ:CAL l:SSUES l:N THE ESTJ:MATJ:ON OF KEY Fl:GURES 

This technical appendix provides more details on the qs·s\1mptions, 

computations, and results underlying the estimates discu~~~~~>~E:§._~e body 

of the paper. It begins with an overview of the Curren,{/~_6puia'fi;'oh · 
Survey (CPS) database and the derivation of the Popul~"f~:~:~· Es~·{£i:~~;;}/.­
from the EBRI Databook (EBRI, 1995) . It then proV:i.des an overvie,,/2,f. 

the main SIPP database, followed by detailed desg~~{J'tions of the overall 
.. <-::/·/·,\:.::,· ... 

"previous insurance" rates and results stra_t.J':5:f·~~:~ b~:)5t-~m size and job 

::u:rent Population Survey (CPS) <'.(;;%·'f ~f~,;,~i;" 
The basic data for both the otlefi:n·ai. estimates a~d our reestimates 

of the total populations (in the4~~~~'.f:J~~;¥.~:~~~;:~:?· insurance market and 

rn the COBRA and sub-COBRA componefit:~>~:9f;j¥~/·€tl\ployer-sponsored market) 
. ~~_::_ <·-:·1:~:~~:::·<·:~:;.•" 

are derived from the March Demographic':°'Siipplement to the Current 

Population Survey (hereafter simply 2~~'.·)~.;\; .. This component of the CPS l."' 

a large ( 55, 000 househbi~~Y·}hationally<;:f;~~-resentative annual survey 
: ?::·/,(~:<.:·:'. .. · :·-~ :·:: ~·.·· ... 

:::::c::d t: ;:;~i~~B~:;;~~ir'~i;;.,Ce::~: .. n:~::s ~:::::::t n:::::::s 
as referring to ·s:tat'tis'.;_:a·s' of· the.<: interview date (EBRI, 1996) . 

·c'.,:~J?-~~'.;i(r/.=:<,.. ··. 
The HIAA I analys'i:9;.V/as:~based on the 1994 CPS. Since their 

·.·.'::J,r:·.:::·;·· 

analysis ...... t~~ 1995 CPS d~;::,f have been released. These data are 

pre_:cf~~:1Jjf.0~~?:-;i:~;f~Y because they are more recent, but also because they 

are::based on>'·a::-:revised and more detailed set of health insurance . i~~:~;~:~~~:J ·"l·.~\}/.j_··~.:~::·.: 
,..giies.t;.:i.:ons (EBRI';::.:.·:1996). These questions appear to have had the twin 

-::::t~~l!{~j£f~:::~:: ::: :::: :: ::::~: ::::::~:: :::~::::.:•sed 
coverage :·-:-:·/In addition, the new questions appear to have substantially 

improved the reporting of chilqren's health insurance. 
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Size of the Individual Market 

The size of the individual market is traditionally computed from 

the CPS totals for the private (non-governmental) insurance not· .. 
: ;·.:·./ 

provided through an employer. EBRI (1996) refers to this as.:::.·•other 

private" health insurance coverage and defines it as "Indi\iTah:a:·l or 

group coverage not offered through an individual's curr~J·B·:::~¥/.~:d~~r 
employer or union. This category consists primarily ~{~indivi\1~~i>.:::":'.< .. 
purchased health insurance." 

• .. ·. 

:"·,: :-;--:-·'.·· 
.... : ' .. 

Some of these individuals, however, are nbfr~_cbvered 
~ .-:_:._;·::.·:--:."::·. :'. . 

through the 

; :~ ... ; .... _ :..·. {'./:'. ·- .. . .. individual market. HIAA (1995) states: 

Note that published estimates of the sI;~/~-@·~t~.--~ndividual 
market are generally estimates of non-gov~f;:iifi::t;iili:JJ., non­
employer based coverage. Such estimates in~}~-1~>-~-~~ociation 
group policies, specified disf?.as.e policies, hosp~tal 
indemnity policies, etc. ·==···.-: .. .-~_::::·.·. ' .. 

Using HIAA estimates based sources, their 

computations use an estimate the individual 

market (both the name on the policy a~2(~his/her dependents) . 
.. ,.~_;·_:·;·:~~:::-

__ .:::· .. 
Our estimate of :~f3;;:.~(:'~tllion lives::;~overed in the individual .... · .. ·-. -. '. ~. . -. . ;. ·. ·:. ... ; . 

insurance market i.~xc~~h:put~·cf\.ising the more recent CPS data and an 

::::r:::: ::a:::'1i!I~t~~~~:~:~-~~i~:~::l::::: te ~=v:::::~u~==~Po~:t;;;:re 
is computed as 80 p~~;::-~h~;:~:~:( .• the 16. 4 million "Other Private Coverage" 

·--;~-s:~.·.-_s·:-'~~: ·> 
in the more recent 1995 cps:· (EBRI, 1996; calculated from the March 1995 

:;;{4~~~~$~~~ii~~Y:::v:::. la:::s:i::::c:~r::::~ ::u::o:s t::• ~:::can 
~c.adeiny of Actua.!:'.ies range of values (AAA, 1996b) 1

'. 

·:::;:t~:!r1:{~,;,,"H'" . 
·,~:·:;~B~tt~-~:·<he word 'individual' in this context to refer not only 

to the tr~e'· .legal definition of a policy owned by an insured individual 
(and his or her family), but also to those individuals who are insured 
through identical criteria, such as loosely defined disc~etionary group 
trusts and associations. For this estimate, we assumed that between 80% 
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Size of the COBRA and Sub-COBRA Markets 

The HIAA I figures for the number of covered lives in the COBRA 

and sub-COBRA markets are derived from EBRI estimates based on the 1994 

CPS (EBRI, 1995). The relevant table is reproduced below: . .. ,. .. :>;>-

Table A.1 
; . ;.~·.:·<·.:. /.;: /·~'.·~·::<:::.~ ·:.·· . .' .. 

•, ·• ~ ·., ... ,: ' .. ' ': • 1• ' I • " : : • •' 

Health Insurance by Firm Size ( EBRI Data Bo6.k~·::'rabl"~::.~'.~:~:~·}>/:.· 
Based on 1994 CPS >.'.:'.>>' ........ _ ··-::·.':' 

Nonelderly Population with Selected Sources .oi?~~alth Insurance, by 

Work Status and Firm Size of Family Bei~.)ilS Employer, •1993 
. :_:)~:·>~~!. .. ~_~'.'. :·~~:; ... ;~/ ., 

·/;i!h\.=~::://~/((/}:::::-' 
Employer coveirai:ie::'.:·:.· . 

Total Firm Size of 
Family Head's 

Employer 
Total Privat 

e 

····:·:_'.'.:;:0<):'\'/· . .9ther 
Total Direct Indi~~t~~Ptivat 

t ·:<.' .... : .. ;··:::~' e 

Total 
Public Meclicai 

d 

Total 
Self-Employed 
Wage and Salary 

Workers 
Public sector 
Private sector 
fewer than 10 
10-24 
25-99 
100-499 
500-999 
1,000 or more 

Nonworker 

226.2 157.7 
17.8 12.1 

181.1 138.7 

32.8 28.3 
148.3 110.3 
19.1 9.8 
14.8,.. :-: _9.0 

.. :~:';' 

··::??:t::::>~n~T~;IgS</:;:~·~ .. ~ 1 
1:25.·:-7. 65; .. 8··.-·.~""':·6'0. 0 

!f :Hti;~,~f Y '"~;: l 

20.8 36.3 :28. 9 
4.8 1. 2 0.8 

13.4 19.7 :L4. 7 

2.1 3.1 1. 6 
11. 3 16.5 :L3. 1 
2.5 3.3 2.8 

7. 5,~<.:::C:}J. 9 3. 6 
14. 2 ·;.,'..~:.~:?. 5 6. 7 

1. 6 2.2 1. 7 
1. 6 2.6 2.2 

18.2 ·>:·'9.4 8.8 1. 7 2.6 2.0 
7.4 . 3.8 3.6 0.6 0.8 0.7 

44.9 23.4 21.4 3. 3 5.0 3.7 

2.9 1. 4 2.6 15.4 13. 4 

within coverage categories) 

Total 1 oo:,·:o ·:·>.:ioo·. o 
% .· :·~~\2%:·.<_:~~~>--~f.· 

100.0% 100.0 
% 

100. 0% 100.0 
% 

100.0 
% 

100.0% 

Sour.ce:·.: .... Sarah C. Snider and Paul Fronstin, "Sources of Health Insurance 3.nd 
Charact~·r.rS.t'.fC:s;:;of the Uninsured, Analysis of the March 1994 Current Population 
Sury~yX:i-)#~Bi:}s.~tie Brief no. 158 (Employee Benefit Research Institute, February 
1i~~~f £~~;.--: ... , .. ·~·::<>:'.i{<G:'~ 

.. -:;?·:~~~h7,~-8.te: D~S~~::i.s may not add to totals because individuals may receive coverage 
~::f-rom.;inore than: one'"!. source. See Appendix B for a technical explanation of this 

S0"?:#,1i~b.1?::~~~{F· 
and 90% ·~·'.:f/';hose privately insured in the U.S. by means other than 
through the employer would fall into this category. We assumed that 
S.1028 would apply to both the true legal definition of private 
individual health insurance and the looser definition as we define it" 
(AAA, 1996, A-3, not 10). 

No 
Health 

Insuranc 
e 

Coverage 
40.9 
4.9 

29.7 

3.0 
26.7 

6.5 
4.3 
4.9 
4.0 
1. 2 
5.8 

6.3 

100.0% 
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aFamily head is defined as the family member with the greatest earnings; all 
other family members with earnings are designated as secondary workers. 

The HIAA I figures are 110 million and 30 million covered lives in 

the COBRA and sub-COBRA markets respectively. 

derived their figures. 

It is not clear hQ~ they 

"Private Sector", "fewer than 10" and "20-24" cov~red lives 

... ~:~\::~:··:·.:· .. 
. ~-= · .... ' • 

. ; ::··{>.~-\ ·~ ·, 
(26.5=7.4+4.3+7.3+7.5). 

, -.·1::.-::·.: 

Even ignoring the rounding to the closes·r.;fo mi:i-tion (an increase 

of 13 percent), this calculation does not ~~~~\~.§7\~:~:·S:{~ate the right 

concept. First, some portion of covered lives h1-~:.tii~::jo_-24 employees 

category actually have 20-24 employees and are th~·::·;~;q~kl eligible. 

Second, the "Self-Employed" are p:r6hab1y·'..hot appropriately treated as 

::::v::u::ei:::~::::0:h::u:~s:~e5~~~:~~~1or~t,::m'::: ::Y::: add 
them back into our estimates of the ·.~i~'.~: .. :6f" the individual insurance 

market; doing so would further lower o·d~r:~stimate) . They presumably 

have lower turnover t~~:~~}t:;;~;';.~mployees \·i~~· whom we quote turnover rates 

below). If health .i.'ns'J'fa.rii::~<was crucial to them (and unless they go . ,,. ·.·· ....... , 

bankrupt), they cb~ld:.::
0

~taY,/.iA···t:.h~·rr'~=current "self-employed" status. 
·:;/:.~-::~·~.<::::::<.:';' .";:'.:;, :._<=:. ·;:.,~ .. :._:. 

Finally, note._~-:(J~.~>:ihese es-~imates of the sub-COBRA market are 

themselves probably ~~':Z'.~YJh·;_\· Because of data limitations in the CPS, 
··21:·:<;· 

the class~~ic;:::.ation is by the "Firm Size of Family Head's Employer. " The 

app~(f.j~t~%.t}~[~t(~f:~t for the COBRA/Sub-COBRA distinction is the firm size 

of ~{he'::.fndividU-a::L:·providing the health insurance. This explains the 
. f~;·::~~·:J:~~~:" ---:~·:·:~:_:.::~ ;._./:: 

,ah6mal.O.us last<io~/ "Nonworker" (who is nevertheless receiving insurance 

::::Ji~~~~~#~¥~: .g . T:e::o::: ::u:::::d:h::d w::c:h:o::::~ ::h::o::::n:he 
heal th in~'1fa.nce to some (perhaps) all household members. Rather than 

treating all of these individuals as being in the sub-COBRA market (as 

the HIAA estimate appears to do), it is probably preferable at least to 
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spread these "Nonworkers" according to the shares of those individuals 

for whom we have a firm size (at least of the household head) . Our 

preferred estimate (see below), implies that this would put less than 10 

percent of these "Nonworkers" into the Sub-COBRA market. ,· 

More generally, these EBRI tabulations probably overst~\;:.i::{he 

:::: i:::::::::~f:: v~::::::::~:::::::::::~:::::::4!{!~~~~~~~~~rr!;~ 
insurance premiums (due to the higher costs of se·{l.ing to smaller f"i'~·ms) 
and pay a smaller share of the premium (for :~~SthJ-i·~,:~·dual or for 

dependents) themselves (i.e. they require lar~;l-"er·con.fi.ibutions from th·~ 
:: .} :: .;}. ·:~ -:~ ~~ ·::.~ ::·;: ~.~-: ~·: . .': ~ /?/ ~~~ _..!: ... 

employee) . Thus, when there are two workirigi'J)j°c;ii.Y.iduals in the 

household, it will be more likely that the i~Jt~t~~~~}'/\.yorking at the 

larger firm will provide the insura~:~.~. This wi~'{/::¥¥-~V~;lways be the 

head of household. These consid~rf.;~;ff:;?f)±rs~~~'··tha~ si~ply tabulating 

the size of the employer of the head· .. o.f<hou:seho'ld· .. is likely to overstate 
.-;::">.··~·~~/:~~'. · .. : .... ~ :/ :=:~;>{·'.:::~- >~--~~-~!_;.:.·: 

the size of the Sub-COBRA market Ca:gairi irnpi'y1ng·· that our estimated 

effects are too large) 18
• Further ~'.~i:2~f~~·{'~~n the size of this bias is 

·:··>:>~:·:?t 
-: :~ ... ;: .'. :.·~ : •. ·.:.· :~_:··.~·.~.· :. 

:·_.~: ·.• 
: ";;::·::;:-~· ~:- :·: ... ; .. ~ :·· ·j:.~; ...... 

indicated. 

. . ·/\·:.~·::.~·;~:-: .' ... -.::-_:·---~- ::·::> 
The HIAA II figµr:es:::f'or·.:employment based insurance are drawn from 

the AAA (1996b) ':.:lt~~~~::-'a.f.!.~;:~~:~t::;-_:{/G:_.the 1995 CPS. The HIAA II estimate 

continue to use:;tfie'::HlAA",:e·stimate: of 10. 4 million . 

. :.:::~:/~:':-1ii::t;h.,;' .. '';\:{ 
Our estimates of.the:.ni.i.mber of covered lives in the COBRA and sub­

. '.'~-~~~'.;:.~<:'..;_~:-~:t.· 
COBRA markets are derived<f:rom the 1995 CPS (a year later than the HIAA 

I estimci:t'~·~~~ii'iia. using the improved question wording) . The relevant 

<.t.·~.·.i.:._~~.:.tI ..•. :-.'.:~.~.' .. ;•;~~((~1~~\f 99 6) is reproduced below' 

--"'"-,.,,-,-..,.,.....,,.~-- J)f~ ... 
. , :::::~::;}>~5\>::·,. ,/r,v, .· 

·:·;:;:.·rne\A#ie): .. ican Academy of Actuaries ( 1996b, p. A-2, note 7) 
·-~·_:·;·.-..:v;=-:·::.-·.·::~_;· 

states :·J:~~··.,~':I-t0/is assumed that between 40% and 60% of dependents of those 
family h·~:~:(f'.·~mall employer health insured lives are covered by large 
employer plan elsewhere, because, in general, a third or more of those 
who are offered a small employer insurance plan, opt not to 
participate.n 
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Table A.2 

Health Insurance by Firm Size (EBRI, 1996, Table 12) 

Nonelderly Population with Selected Sources of Health Insurance, 

by Work Status and Firm Size of Family Bead's El:r\Ployer, ·::i994 

Firm Size of 
Family Head's Total 
Employer 

Total 
Private Total 

Employer Coverage : : .. ·.q .· 

Di,ect Indirect ~~~~;1-k~o/~; Medicaid 

Total 228.I 
Self-Employed 17.3 
Wage and Salary 185.0 
Workers 

Public sector 33.3 
Private sector 15 l.7 
fewer than I 0 20.I 
10-24 14.8 
25-99 23.1 
100-499 25.6 
500-999 10.0 
1,000 or more 58.I 

Non worker 25.8 

162.3 145.9 
12.5 8.2 

143.0 133.4 

29.0 27.8 
114.0 105.6 

10.7 8.4 
9.0 7.7 

16.3 15.1 
20.2 19.1 

8.2 7.9 
49.4 47.4 

75.1 
3.7 

68.4 

1~:~ : .:::::\} ~:: : ... ,·:·::_:·:0I}>.\ 
64.9 9.6 21k 
.\.:. 
.·.,; 

14.5 ./\)}J 1.3 
8.4 
2.4 
1.3 
1.2 
I.I 
0.3 
2.0 

3.7 
17.7 
3.4 
2.2 
3.0 
2.7 
1.0 
5.4 

.: 

6.7 ,.~:{~;-<:·:·:-::}-.~. 1.4 2.4 14.5 
(percel!tag~)v_ithiri.:~.oyerage.~ategones) 

.... :.-)_:'<-~-.:: -~ ... -:~ .. ~ · .. )/; -~ ·:~·::;·.<>:~:~:-:·y) _; __ ·.:·· .· 

28.7 
0.8 

15.4 

1.7 
13.7 
2.8 
1.8 
2.5 
2.2 
0.7 
3.7 

12.4 

Total 100.0% 100.0% 100.0%:. 100·.0% ·>·:·:100.0% 100.0% 100.0% 100.0% 
·. ~~....- :.·:··-~~-,':~·:·~~~-·-/;.:".~·. . .. 

·: ., : ~ .. -
·: :.: _;·-

We begin with a side-,,computation.\:·j;j~; need to allocate the people 

in the "10-24 worker.s;::.~.:~:t.~~b'~:. Those i~<:i"-~rms of size 10-19 are not 

::::i:: i:i::: ~~~£~~¥;.t>~~~.;•i~~ ;~: :: ::: ::w:::~ 0 e:::i~~e 
employees, we comi;m_t_e'.:·t;:h~t the ·shares of people in the 10-24 category 

who are actually i~'\°{f~~/~·f:.-. size 10-19 and 20-24 are respectively: 
)-~)J/~~~.{~-

145 IO+ l l+:·;-~:+18+ 19 
56.9%::#.·-: .. - = ------­
_.2;·,:;:;< .. ;.~/255 IO+ l 1+··+23+24 

,.,/:;,}JJ,"·.:~~~·::~~·:~~/:; ·;/-;.··: ·.~::: .· 
.. .:.:.~·: ... '.:,.··:'·;·:110'·.·· 20+ 21+-. +23 + 24 

,.<:}~ll % ·;::;:·~~: - .::;;:(:,,_. -------
,,f·'.•!\. 255:·.·:·:Jo+ 11+. +23+ 24 

·~\~;l*~il%~~}J~i(l::mation, we derive a rough approximation to the size of 
the sub·~(~OBRA··-market as 10 percent of the wage and salary market ( 9. 6 

· ... _;_ :::~~': ~:·-· 

percent = S.4 million covered lives in firms of less than 10 employees + 

56.9 percent of the 7.7 million covered lives in firms of 10-24 

employees I 133.5 million covered lives among wage and salary workers). 

No Health 
Insurance 
Coverage 

39.4 
4.0 

29.4 

2.8 
26.6 

6.7 
4.2 
4.8 
3.7 
1.2 
5.9 

6.0 

100.0% 
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Our computations assume ignore the self-employed. Many of them purchase 

individual insurance such that they would not be eligible for the 

conversion rights of the proposed federal legislation. Those that due 

purchase group insurance which would be covered by the proposed. federal : ...... _ ...... 

legislation have turnover rates sufficiently lower than that;"··J~:~/a' in the 
... ,-.·:"'.'i1.·-·· 

computations (which is for employees) that the effect on th~::}f:i"nal 
·:. <~·~=. ·;;>"._'/. :::~ · .... 

estimate is likely to be negligible. We have also assurile<i::··~thii"t.>au of 

the "Public Sector" workers are in firms of 20 or mor~:\:<:'.~e ~-~;~~@~\-~.);>. 
rough approximation to allocate the Nonworkers am'?cng the COBRA a~d:\siib 

··.::·:: 
·.···~ ....... : . 

COBRA markets. ~/X1E!.Y~,·. <. 

Given these side computations, our figur.e;·;!.for .the.::total number of 

:::~::::::::r::l::::;::~::~m:~:~:n;~:B::{~~~!~11t~{i:~~:~::::::::n. 
10-19 (i.e., 56.9 percent of 7.7 m"il-iion). and 0.4 mi.llion of the 

"Nonworker" group (i.e. 9. 6 perc'~~~'.i:~~:;·(;4',~RV~~}}:f:pnl . The COBRA market 

is then the complement of this gro~P./::.-12 .. {~~~.~/miffion (the 133. 4 million 

Wage and Salary Workers, less the i~'!J)gG~iA.· market, plus the remaining 
·-·~·'.~~ ;~;;<:·~~ : .... 

share of the "Nonworker" group). :\:<,\> 
.... : . . . . . :- ~ ·. .. ... : .. 

. ,)d\}./:,_;::.-:~· ·:·.~.· 
These est1mates:::ar.e··-i1:kely to be too conservative (implying an 

effect on premi~_tf;r{~~{~~';:.f~;Jf·(:~-~.?L}~!,~e). we have excluded all of the 

Self-Employed f·i.om·.·:t:he·,J:'ridividilaI:-'insurance market and the only 
·····:·;;~:-:~~?~·\{/:-~-~-:~:-· . · .. ·.:·;:;:::· 

correction for the.·':recor.ding of firm size by household head rather than 

source of employmen~· :::1-'~:i~fr·~.?:the "Nonworkers". Correcting both of these 

problems .'-'.v'.i.th the figure would yield a smaller estimate. 

/§k~Jii£~ii~tfft:~es are lower than those of the American Academy of 
f\:Ct].l)'~ .. ~ies ( 19.9.'fi.a.)\ They estimate that there are 18. 4 million ( includinq 

·-.:.::·:.·~ :-~:~:ii·f:·::~.: ~:.,, Y~:~~.· . .-_·:~~:· 
9'~ .. '.rn,fl:l'.l:on dependents) individuals who "can claim that the head of thei:r 

h~-2~~fy3~~S.t~'.f;~H~<in employer sized programs of 20 or less-those not 

subject "<tq/:,c·OBRA" (n. b. this appears to be an error, COBRA does apply t·:> · .. ;·:.· 
groups of ~ize 20). TheiL estimate is higher because they include the 

self-employed in the risk set (we exclude them). Note, however, that 

they do make a correction for the CPS's reporting of firm size of the 
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household head, not the source of insurance. Using the AAA figure of 

18.4 would raise our HIAA-RAND estimate to 6.6 percent. 

SIPP Database 
... : · . 

• :.:' ,I 

The rest of the new figures reported in this paper are .d·~·~_ived 
.· ......... ~.· .· 

from new tabulations from the Survey of Income and Prograrri./P:aiti.cipation 
. .--.,.· .. '.:.:..::: 

(SIPP) conducted by the U.S. Bureau of the Census. 

survey based on a nationally representative sample 

Th~::.::.~i;":~p····~:~·:~:~~}.~nel 
of th:e::u. s. ·.::.- . /·>: . 

' . 
population. Individuals are interviewed every fo~s:months, coveririci:~n 

·.···~_:._. .. :. 

interval of 24 to 36 months. A new panel is sta"i"te'i:i'approximately 

annually and includes about 20, 000 households,.<'.:S(:::··· <: 
: : . =·.:.~ .. :·.!._. _. .. : .. 

~::u::::::::~~:::::::::h::s:::s:::: :::::::~~~~~Gli~::::::~c:::: 
,._ 

of 

changed jobs, even when there is IJ.d .. ir':ifE!;I:-vening period without a job. 

Finally, the more recent waves us·~:~:~~~~p~:::~-~~~j·_iJ£~rlly distinguish health 

insurance from a current vs. heal th<:lri"s·ur::ance ·'from a previous employer. 
,_. ·: .-:·~,_-:~-;-_:· ·-":::-.: ' 

These SIPP based estimates 

quality of the intervie.tW.ihg·:)md 
. . .... ·. . . . 

·.·· ·' ·.·.··-· 

.·/·:.: ... :::--:::·::-.··:--.;:.:­
particular, our ana;Ly!;~S·as5\J.ri\e that all COBRA coverage is reported as 

through a previou~/:·~~b:i~y~:i).})r.n{*s .. _much as individuals do not treat 
:-·..:::~ ;';~?.': : .. :,.. .··;: ~ :..< .. ::·:-· ·:· . . ·.~;-;-._:_· .· .. 

COBRA coverage a.:~({hr6µ:gii>a·~'pr.e:vi'.oi.is employer, our estimates of the 

average COBRA dura.ii'.ih{~~~f~.j?b ~'~~ver and the percentage of all job 

leavers exhausting COB·~·\,}:ii~be too small. Among the things that might 
·-a,·:..:::,.· 

';".•• 

cause ind~yi,d~als to mis-r~port COBRA coverage are the fact that the 

:;*~~~f ~!~i~~Bt<,:~::r::: :e i::::::: ::: :::rp::~:e:n:o t::e the 
.COBRJC:.payments··:fc)"::some third-party COBRA servicing agent (e.g. 

~~!~l.~~~~~'.iJ(:.~/~§itj·~~ow) . Such mis-responses are always possible in survey 

data. ·:No;fe:;/h'6wever, that COBRA coverage is not like regular individual 
"= '.·~;: .= ~> ·~;·,:·.:~::. 

insurance~</It has a clear statutorily determined limit, usually 18 

months. Furthermore, the terms of the coverage are identical to those 

applying to employees (except that the former employee pays the entire 



Klerman, Conversion Rights - 47 - DRAFT 

cost). Thus, COBRA coverage does maintain a strong connection to the 

previous employer. This similarity should mitigate the under-reporting 

due to mis-classification of the source of insurance coverage. 

The SIPP data are attractive for this analysis because J:hey"> 

explicitly identify both the person in whose name the hea~:.t&::::ifA~uranCE! 
coverage is received and all individuals in the househol-ii::(~/~;::·;~d. by 

:::: i:::i::~ s ::~::s t::h::~:: I :::e:~a::: ~::u:::::n:j~{::~i;~i@f i:';t 
is/was)' but all "covered lives" (e.g. spouse anc{\:)hildren). 

·.::::·.·;·:·.·.'' 

. ·~~·/~~:~ ~::: ~< 
The analyses reported here use the most'.·~:;p~~k~t-·.available SIPP 

::::::: T~::~ a::::::u:: d::::::P:::s ::::t~::~l~!~~i1~i~~::::::e:~::~~: 0 
1990 to August 1993. These are thEi::rnost recent avaiI~ble SIPP panels. 

TI>is was a period of recession a,~~JTui~~~fi.}.:c~S0} recessi~n. This 
business cycle phase should be keJ;>t:::in mind.iwhen.· 1nterpret1ng the 
results. ,.~\(;~·.:·~~!·>·\\'.~:'.j.:'. ... :·;',: 

- ·\ : . ."" :. ~-
· . .:.>~~-~··:'.:(: ... 

·.: ) ~ ;. ; : ::-::·: --;:;~:. 
Our sample includes·,·±ndividuals rfr;::to 64 years old at the time of 

the interview. ~:~·~ by the youngest age at which 

individuals are The upper boundary 

We also drop 

individuals once they are again 

before the missed 

interview are retained <fg(,fh~ analysis file. Klerman ( 1992) shows that 

the bi.~fo.{fk;::;,~~V,.erall levels of heal th insurance coverage due to excluding· 
.... ~-~·~: .. ~:/.-.{·~'.'"·~=:·.~::;~?-=:·:·:~:.:. 

tho~fe;·.,·.wfr({'-'rnissed>·interviews is negligible. The hazard models used below 
,.-~~::::..~~~:-.::: -,,~--:~--~~{::~-.~-.f~~-~;::. 

slibu(fa also m.i-h±mize the magnitude of any attrition bias. 

·'.'f o!;?'.~l~~~fy!:~f~,~jit2; see also Young, 19 8 9) shows that the seam bias 
probleiri;;-ifr"~the SIPP data is severe. Almost all transitions in .. ~;~ ::~;.?:-:: 
employment·:·and insurance status are reported to occur between the last 

period reported on in one interview and the first period reported on at 

the next interview. From the structure of the SIPP, we know that this 
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is an artifact of reporting not a strange periodicity of the true 

behavior. What appears to happen is that individuals propagate their 

current status back over all of the periods reported on at the 

interview. Below, we discuss how we adjust our analysis to accpunt for 

this seam bias. 
. "·-· 

.:·,.· ... :.::-.·. ·. 

Computing Average COBRA Duration and Percentage .. f~((~:i?.~:·,·:::,,-;c._e~vers 
Exhausting COBRA .::::·.-... :~. 

-: .. ·.: 

HIAA I bases their estimates of COBRA take-up·:. on Spencer's 
. ·. ~:_~ 

:;.::_;·· .... 

Research Reports: "Consistent with historic el~2i£~~ percentage since 

1990. Spencer's Research Reports: 329.04-0~<j~~1f,{~/9t.·~ Presumably 
. ·.·.· .· ~ '· . . . " .· . 

::::0 ::c::e b::::~..a :::n s::r::e n::I t :::b:::n!~'~:f~?'.~:t~: . o:7 
:~ployees 

counted in 1993 survey was 3 .1 million. A total ·,6~fr;~~-+:-·(::ompanies 
responded to the survey." 

COBRA Coverage 

'"· · .. ··:·· 

Entitlement and Elections of Consolid;~~cl:, Omnibus Budget 
Act .::(COBRA), Plan Y~~:Z,j· 1988-1992 

: ~·:.· .. : ~ ....... '.. :_-. .. :·:;· .. 

Reconciliation 

Plan Year 

1988 
1989 
1990 
1991 
1992 

. ;·:,::: .... ~.:-::-.· .. · .~ .. ~ ... . . . .... · 
Etjlployees:. :J~n~itled to Employees Electing 
.¢PY~~ii.ge .(af:·}~.- ~-.. of Coverage (as a % of 

. /:·Ac~ive Erijpioyees) :~:: :' -,< Active Employees) 

. ~.?)£:~;_;;.::;\j~0·':_. :,~:;<:: ~:,· ~-~:~: ;:~: 
::;:··::::.>.:/>··\, 10.6% 2.2% 

'\i;;/::;·~· l~:j: !:~: 
''<:::· 

Employees Electing 
Coverage (as a % of 
Those Entitled) 

11.2% 
28.5% 
20.5% 
13.2% 
19.3% 

So.~~$f~:.~i?::.¥i~~;~y~e Benefit Research tabulations of da:a f~om Ch~r:es 
D. Sp~~.c:er;;:&.:.A:s~ociates, In. "1993 COBRA Survey: One in Five Eligible 
El~a:::,',·2:0~·~;~~~'i;,X~ployers Subsidize One-Third of Cost" Spencer's 

/ .•.• - •. -,. ...... : ... ~J • ... ·.-~;'..'.· .· ···-. 

Re.s:ea.r,ch Reports:O,J·August 6, 1993) : 329. 04. -1. The total number of 
··tJi~fd~~~§. c.ouri't.·.~a~·in the 1993 survey was 3 .1 million. A total of 204 

c~fuP\?~]t.1~srf~pdea to the survey. 
HIAA'::::I)·~·xplains the source of their estimate that 20 percent of 

people who ever use COBRA who exhaust it (use all 18 months) as follows: 

"10% of the unemployed have not had a job in the last 18 months (The 

Dynamics of Employment and Insurance, by Klerman and Rahman, RAND 
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Corporation) . We have assumed that those who expect only short-term 

unemployment are less likely to elect COBRA coverage." This statement 

appears to refer to unpublished tabulations by Klerman (the author of 

this report) and Rahman for HIAA in the early 1990s. Those t~bulations ... ..... ....... : . ~··:. >· 
explored time not employed and health insurance status (curi.entiy and on ...... -:· .. .--·· 
the previous job) of the currently unemployed. Related t~b~{~~ions were 

published rn Klerman and Rahman ( 1992) . The tabulations~.;.:t~i·~,:~:i~'~·ed on ... :· ····.·,.;··- ... , 

the 1984, 1985, and 1986 panels of the SIPP. Since th~-:~X~te;~y~-~~<-'.~%,:. 
those panels did not distinguish health insurance .. provided by a cU..r~e'nt 

employer from health insurance provided by a pre~{~{is employer, th~:'e 
tabulations can not be used to explore COBRA,;:¢:~J~~~ge .. (some of which is 

,;::~:::·~i.:.~:·· ·· .. < ... =~·: ·. 
used after the individual is reemployed) . ,,:'.]:itj,~~::i.:.;-:~l:i:~)'.:applicability of 

those tabulations to the percentage of COB;J;\'¥~;W,_f~f'.~:t:~~-~ts who exhaust 

COBRA coverage is not clear. · 'C:?Tfj:;.s\·:~. 

,;· 

P. A-:~r n::::e 2 f ~:r;: • e:~i:I 4it~i1i$~~~Ri~::::~:n: ~ 1 ::s I ~::::~ng 
eligible for COBRA in any one yeai:'"--~~;(J:l ;:~Eit~C't~'t.11e COBRA coverage 

. -~;.:·_ .. :::··)~'~·: ·.:·:·~·.-·.:.:.; ..•. · 

(Generalized average of proportions'.'.'repci{ted over several years in 

surveys conducted by Spen.cer' s Reseaf~h;{~~ports)." and "22% to 28% of 

those individuals c~1~'-~~~i·"·~~f\:a result 'dii··COBRA will continue until they 

exhaust the maximuni<pen.efi(;:i;>,eriod of time allowed (18, 30, or 36 

months I . • No ",,~~t~J~·~;s•:'.f f ·1f~:;."~;the lat er stat em en t. 
We reestimate/:·.tnes·e;,:.figures directly from nationally 

representative indi;{'d~~:i:j:~~~la from the SIPP collected by the U.S. 
·.·.::>;(;:·;·:· 

Bureau of the Census. wh·:iie from other data sources it appears to be 

;~~~~t:~~~f t~~r t:: ::::s t:::-::r:::e t~:::~u~ o:0::v::s ~h:nd then t•o 
.. ,.,i~·efce_n,tage of<)::.hose taking up COBRA who exhaust it, given data issues 

~::~i~!~~~~~~if ::::i~=:~c:o::u::::~:s .::u::::: 1 ~::::~d~ t w:s a:::: :: 
estimate the number of months on COBRA per job leaver (i.e. among all 

job leavers, whether or not they ever use COBRA) and the percentage of 

all job leavers who exhaust COBRA. 
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The idea underlying our estimate of the average COBRA duration and 

the percentage of job leavers exhausting COBRA is straightforward. 

Ideally, with panel data we would simply follow all COBRA-eligible job 

leavers forward. To compute average COBRA durations per eligible, we 

would simply count total years on COBRA per job leaver. To C:Q~P_)Jte the 
.· ·-: 

percentage of all job leavers exhausting COBRA, we would us·e_·i(he 

fraction of all job leavers having COBRA coverage in mon_t:~?';s/·~-~~F;. not 
;. :'.:': . . .. : \:;~--~·:~--~; ... ::.· .: 

in month 19. ·.-.· -.. · ·~~-~:··,~ ·:<·:::. ·-·-
·· .. .... · 

Unfortunately, for several reasons, the esti_rt\~!;:ion problem is 
.... ·.-- .'· 

considerably more complicated that that. 

are as follows: 

our solutions 

1) 

.· .. ·.· 

·:·. :·.-.·.:·.·.;· ..... · .. ·, 
The SIPP panels are short (under thi~~:-c:y·~~:r~-} relative to the 

COBRA exhaustion time (a year and a ha~
0

l;);}T':t1~s, for anyone 

leaving their job after a~o_ut the middle of ·,the panel, we will 

not observe their behavior::.f"d·r:_<·~he~-entire period for which they 
:-~'.-·.·~r.·:·~:.::--.:·.::-=:~~.:\:...:· .. <:~ ·:~·- :~;·~~ ... -... _:;> . ..... -

are eligible for COBRA (n~:n:/·.t.he· p:Qii;lt;\6,t:· time at which they . _·:.- -~·.::·:-.~:_:: ;;·_~ _-:-::;~--~· .... ~-. > / 
would exhaust COBRA). '.:.:::::::·~·;::>:' ·· 

._, 
._, --- . . -::·";:..:.·. 

This problem suggests a hazai:-cf model. For every pair of months .. : ...... :-· -·~~---< -~ : 
we observe, ~~-~)~'(:iu~{.compute Ui~-. probability of having COBRA in 

the second•_:i_ri;iith. -q-f:;t:pe pair, given that the person had COBRA 

::, ::~!t~~~~;1;:;;~~~~t::~i:~se:::: :o::::r:o m::::m:::s t::e 
overall probabi-l•ity._of a spell of COBRA lasting exactly M 

months. We th~-~;~g~~,;- these transition probabilities to simulate 

.. :;_t-he!;.-!probabili ty of any history. This procedure is formally 

to a time-inhomogeneous first-order Markov 

is in terms of 
: ~ . :_: ·.-

We will see that most spells of 

short; thus, this information is 

-;~lc&\~ e important in properly estimating time on COBRA. These 
. ~-:·-: 

ha~ard-based estimates will thus be more precise than those 

using only individuals observed for 18 months after leaving 

their job. 
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2) A person can go onto COBRA up to several months after leavin9 

the job. Thus, we can not simply follow all the people who 

have COBRA one month after leaving this job. Instead, we need 

a multi-state hazard model. Throughout, we measure J::ime in 

terms of duration since job leaving (not time in ea¢-~::~"tate) 
.:-:·:·;.::-;..: ....... ~ .. 

::::: ::::: 

1

:~::: e~::~: w::::::::::::~:::::::.~:~:!~f t~~ii:-. 
/.:.... . . --~·::. 

they enter a job providing health insurance, they become 

:: ::::~: :::l:::: :::m e::u::: v:dl1~~~;" :. ~e consider four 

E-s inc:n::::::: :::mj ::~r::: :~~:i~f ;~~;~ .. heal th 
-· -:·~ •' .. . . ..... ~~: ~ 

ha,,r..~~\n~:~;;w~:;~:}:,!:~:?-~~u~h the reference month) 
healffr :.rn.·su-ra-rice·/si-nce leaving the 

and, among those who 

are'f¥~~~j2~~~~i-J{t combination of ever and 
current COBRA status: 

held a job providing 

reference job, three 

···:~·:_;.--::-: 

... r._::;._:;_:_:_(.'.·~---·· .. ~.::. 
:' ·.::. :·'·. -

N-never '~:~Y€~:~~\;::.~Y COBRA -:~:> 

0-7FYJ~~~:0~i{:~~f F!· now covered, by COBRA 

c-now.-cct>y~r.~d by COBRA, 

E, ever ha:~~~~[fi~>a job providing health insurance, 
. ':~:-.:·~ is an 

... :/·-"~l;?"::;.o;rbing status. For the purposes of the model, once a job 

.,,~4Ji[§\?;~~g.~:~f ~~:'.:··~:~s ever become employed with health insurance from the 

,:~;;:-:.~-;;· cu.ir_~rit.':°:'.~mployer they are always in that status. When they 
.--: ~tr~~·i.~.:.(£_~ .. __ · ·::·-~: ·.:\:~~:~ :-~.:. . . . 

·..:.;::,<,:.,:,·/:'.,:::~·., leav:·e'o:_this JOb providing health insurance, the model has a new 
. -:· .. :~_::>~;(.~:~·;_:;~::~~~-· ~- ~.->::~~·~···:::·~ :~. 

·::.';j.,;::-·;;.job.::Ie"i:1.ving event (and another observation at one month after 

<i;!1tj'f,~'.'.f ~avi ng I . 
For this state space, for each month after leaving a job, we 

estimate the probability of changing from one of these four 

states to another state (based on all available pairs of 
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months). We then use the estimates to simulate the probability 

of being in each state in each month. 

3) The SIPP does not directly identify those on COBRA. The 

interview collects the information that someone in t;ri~<i.\ 

household had health insurance from a "previous eqipf~y'er" 

through a pair of questions. The first questiori::-"~:5:·~·~~;~bqut the 

source of heal th insurance and they would res~J~:~{: .:·2·~~}-:ef~t- .. ~or 
·<··,.·.·.,. 

previous employern. The second question, added to the SIRP:/./· 
. ' 

questionnaire with the 1990 wave (and d~-~-~::qtiining which part of 
...... ,...•. 

the SIPP we use), specifically asks "c;:urr·~nt" or "previous" 
·'.\ .. ·?:-:;:.: .· .. 

employer. The interviewer would theii'.~~fe;t a .. -fist of the individuals covered through this r~rw:[~,t·f f;,:~i th a previous 
employer. , '-· · .. ·: ,_ 

. : ::-.·~~ ~_:·;:: . .-.> · ... :·,.~ .. 
''.:>,I.:~ ., • •,"• • 

. -·:·-

However, not everyone respof1ding "previous ei1iployer" lS in fact 

on COBRA. Some firms off;f>~t:::.).:e·a,st;.· ~.J::i.ort-term coverage for 

:::::e::::i::t~::e:::::r~1~;,~~~1t~~~::~·o::e:a::n:~t:::1y 
health insurance (often until~:;M"e·tj.·icare eligibility at age 65) 

We can not dis~inguish 
.-:...·:·.\'·.:~·.:·.- · .. '.: ~.-. 

the co~i0k~olicies from other previous 

employer coveretge{ >::we will proxY for COBRA exhaustion by all 

people whoL~~t.b~ ·;.~~~f_ti.ng COBRA coverage about the point of 

:::::~~r~~;~~ii~;;dr~~~::::::::n ~n t:::r:~:~m::e a of the 
·,..·,.· . 

. -:·· 

4) ... ;;ln.:Uiqst months of the SIPP (see below), we can not identify 

distinguish COBRA eligibility from 

of the effect of the proposed legislation) , we 
. ·: ·. -~ . ' 

·~~-indiv"iduals. Specifically, from tabulations below, we estimate ·-· ·.:.· '···· 
·--~-~-. 

that 80 percent of job leaving events from insured jobs are to 

firms of size 25 or more. Thus, we divide the estimates of 

average COBRA duration and percentage exhausting COBRA by 0.8. 
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5) 

Below, we will show limited evidence that in fact a 

considerable amount of "previous employer" is from small firms 

(less than 25 employees). If so, then our estimates of time on 

COBRA are too large. Below, we discuss other implications of 
. '. - .·.:·4 

:· ... ··~·}.::.~··~:·:; ·;,· 
this finding. · . . .... 

:::c:::::::::n ~:::h :::::::::::t::::: ::::::~f ~t'.~~~~~f Fi~a t 
_,~~. . . . .. ·::. 

many COBRA exhaustions would, in fact, J:)~{r,ecorded between 

month 16 and month 17. We conservat,i\T"¢"1:(treat everyone who 

reports insurance from a "previou,1'.;;{~~~-~;~,~~z}~~.s ... ~t month 16' but 

not at month 20 as a COBRA exhausti()il\.:(··.o;;.-course, some of 
. ;~ ·.•·; :·::·.::: . ... ;.~ -.. 

these people would have dropped COBAA··~;~V:~ib'If;. COBRA lasted 

forever, so this method is conservative::y~~~·:_tf:ads to 
.. .; ·:_.· . ;_ -~~: ;' 

Tabl :v:r:s:::::::s 
0

:h:h:e::l~~/~£;~~~r~it~~~¥~~ure. Among 
individuals leaving a job which proY.ideff<employment based group health 

. ::···...:·:.:'.:.::;·:.:,;_:, 

insurance (by months since leaving th-~~:,:~".~b), the second column gives the 

percentage of individua~~~.(-feporting h~'.lj:~-~k insurance from a "previous 
; .;<)/:·.~;··:::·:·_·: ·->:.:-~·-. ·::·~· 

employer". That per~$nt"age.·:'.is highest in the month immediately after 

leaving the job,:-:f-:(i~:j!/:~~;l:(f:~:~V/r:(~:~/Jalls quickly to 7. 9 percent six 

months after 1e·av+:rn1:J:.p~;_j"C:>b.-.0~:':.-Not"e also that two years later (after 
·- .. :;<_-. ... ~;~);;.;:)?/~. . . ~-;·~'".":~·:. 

COBRA coverage for':errip:+'9Yinent related reasons is no longer available), 

3 .37 percent of job --~~~~~i~t\3till report health insurance from a 
·.Q[:'_;:·;·· 

"previou~ .. employer." Thl~·-'.·later group is probably early retirees and 

;;;~r~fEt~~~~~~~::e0:r:: :a~::e:::::e=~~o:;;~r~u:t:~,r:::::a:~h::.:~an 
.. ·J~.6_gows!ci and :i<ar.61y, 19 9 6 l . 

-·~;:,*~1*liw~,·i,r;;r-
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Column 
Months 

A 

All Prev 
B 

Table A.4 

Estimating COBRA Spell Length 
C D E F 

DRAFT 

. · ... . '.'•,) 

·_,_ ... 

1 

2 

3 

4 

5 

6 

7 

8 
9 

Emp Emp 
20 + p.d.f 

25.71% 32.14% 8.75% 
18.71% 23.39% 5.33% 
14.45% 
12.35% 

18.06% 2.63% 

adjust. 
p.d. f Avg 
8.75% 
5.33% 
2.63% 
4.64% 
0.96% 

0.98% 
0.30% 
1.10% 
0.39% 
0.30% 

dT ~ Totalmf:f~!f~'hy. 

10 
11 

12 
13 

14 
15 
16 
17 

18 
19 
20 
21 
22 
23 
24 

Note: 

8.64% 
7. 87% 
7.09% 
6.85% 
5.97% 
5.66% 
5.42% 
5.48% 
4.86% 
4.85% 
4.80% 
4.50% 
4.06% 
4.03% 
3.99% 
3.93% 

15.44% 
10.80% 

9.84% 
8.86% 
8.56% 
7.46% 
7.08% 
6.78% 
6.85% 
6.08% 
6.06% 
6.00% 
5.63% 
5.08% 
5.04% 
4.99% 
4. 91% 

4.64% 
0.96% 

0.98% 
0.30% 
1.10% 
0.39% 
0.30% 

-0.08% 
0.78% 
0.01% 
0.06% 
0.38% 
0.55% 
0.04% 
0.05% 
0. 07% 
0.50% 

3. 53% 4. 41%:<',:Q .. }0% 

~ : : ~: !:>i~f v.:_~_.4~:-~_/11:~8·. _:% 

4.5 0.2087 
5. 5 ... 0.0529 
6. 5. _::::_-.;~'.·;: 0.0634 

0.0225 
.• 0.0935 

,I~;:".f//> 
:)i@: .. ::· ··::_·o. 0368 

-0.08% 
0.78% 
0. 01% 

·";1:~;-(.~-i?:·:·~~->-.', ·. -~: ~ ~ ~: 
~~: ~ ·,:i"'rh·;:;:;~·: ~~~~ 

O; :o 6 %. 14 . 5 ' < ' 0 . 0 0 9 1 

-~0i~!< s·S;f (~~ 
··:::_~,>~;::;.~/: .. :' ,· 

·· ·:· ·'Moriths 

>:~.Y~~rs 

0.0581 
0.0908 
0.2783 

1.3917 
0 .1160 

3. 34% /(f:}8% .:.·:. ;o.: : .. 
.. ~ ,·. ·. ·' :- -~:. .-·:: ; .:,\" ::--: . -: . ' .... - . . . 

.,~:·'.)Hf':}X<j::_: .. ·· ···." ·._'../ · 
Columns are .. -._, ..... _ ........ · 

Months;. ~~AfM;·s)~te leaving job . 
...... -.... , 

:<i,".")~<:A.;:_,_All Prev. Emp.: Percentage of all job leavers reporting continuation 
. ·-'~~1p/)/~ii'.)(_'.~';: coverage (i.e. health insurance from a previous employer) . 

. ~>~2~~~s;~----~·.:::.:.~/:.~:~:·;r~::~:-~:-"t~: .. 
f?}t/t Bi::~~WJ(25+: Same concept as "All Prev. Emp." for workers in the COBRA 

.··>>~¢.'-·;·~:-'.''., ·:.: f._:_::,inarket under the assumption that all reported Continuation coverage 
-').{:}f)\~::... .{":~/.; ~was from employers with 20 or more employees (i.e. the COBRA 

···.'.·\••\i-l~dI%:/r?X;; .. ·· market). 

~--:::=:·-~i:!·e:- p.d.f.: Probability that a continuation coverage will end in month M (using 
·<· · "Emp. 25+" estimates). 

D: Adjusted p.d.f: Adjust p.d.f. to assume that anyone reporting a spell length 
of 17 to 20 months, actually exhausted COBRA, but anyone with spell 
lengths longer than 20 months was not on COBRA. 

.·. 
.. .. · .. '·· 

::·:: 
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E: Avg. dur.: Adjust duration for total length of those exhausting COBRA in 
presence of the proposed legislation (42= 18+24 months). 

F: Total months: Product of columns D and E. Summing down the column 
gives the average duration per COBRA market job leaver (under the 
assumption that all reported continuation coverage is in the COB.RA ... 
market and that all continuation spells lasting 20 months or less··f~r~;; 
actuaJly COBRA).. ~-·:·~· .. ·-:-~·'.:~/· 

•• • •• ,·. # •• 

·: .... ~-~ ; . ·~-~- :~·~·. 

DRAFT 

~:::o~:~:~:;~~: :~:~~:;~:~~ ::~:~~~: s~~:i~~~~;~i~~~1~~:~~~~~~!i~'~'.h 
"previous employer" coverage in month 19 (the'/~'i':i~t month in which COBRA 

.. ::'.\:~·~!..~ ~- :, .. ·-:~:>>: .. ·. 
coverage would not have been available due:ipi:?\.:'<:;o.e.~/exhaustion) . 

Instead, seam bias concerns suggest c::~~~if~~;~¥;Ye,cage levels at 
the two seam months spanning the exhaustion point·;<<{f;:~:ha 20 months. 

::::w~i :::::n::u:~ 5 :np:::::: ~:~1~~t~~3·%~~,~i¥i~::r:::r::::a::g~:ee 
therefore be eligible and 1nterest.·~d<:.i:n ;pi:li:ch'a:s.1ng conversion coverage J • 

This is an overestimate because so~~:::;g{\€h'~se people terminated 

continuation coverage fo.r._pther reas2~¥Y;jfhey got a job offering health 

~:~::~;~;::;;~;;1ir!~iif l~:·~~~~l::;:::d:::s c:::i:~:~:::t:::~:ed by 
choose to buy COBR.A:j:ove'r;age; even several months after leaving the job. 

These individuals, h~2~~~*;·;:::~ould not be eligible for the conversion 

policy. . .. The. proposed le~-I~lation requires continuous coverage in a 

gr°,()J~f~*~K1~-~\:?.· Some of the people without continuous coverage would 

haV.e'/:b-een 'l:riduc·ed'i. by the proposed legislation to make their coverage 
. !.f;·.-.. ~·(!~:~~~-- "\·~~~;·:/:? ~·.~~.:~:: 

.. ·;C:Bn):J.:huous ( sci:':'.6u:i:- estimates are slightly too low) , others would not (so 

~'JJ~~f~~l:~0~M~rk too high). 
The<:B~?Ct several columns present refinements of these simple 

,. 
calculations. The numbers in the Column B are too low. They assume 

that everyone was eligible for COBRA. In fact, individuals in firms 

with under 20 employees are not eligible for COBRA. Such individuals 
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represent about 20 percent of all job leavers {see below). Column C 

adjusts the column B numbers to compute average months per COBRA 

eligible {not for all job leavers). It does so assuming that all 

"previous employer" coverage is from COBRA eligible firms. Clei3.rly this 
·· .... 

is an overestimate (see below). Nevertheless, it gives us a11::·)~~p'er 

bound. To do the adjustment {and given the assumption), Cci°l:ilifiP··c is 

computed by dividing Column B by the share of job leave:r;-s·,·.:~h·;:·::·ci:i:~ =·f~om 
. .. . .. , .. . . . ,; ~: ... 

COBRA eligible firms; below we estimate that share at ai?.~tit 0 ~ ... 
Dividing by 0.80 gives the third column; i.e. the _percentage of 

individuals with COBRA spells lasting exactly M.rn:on_i:hs. Thus, our 
, ~~=· : . .. :_:-._.. 

preferred estimate {knowingly erring on the side/q~ being too large) for 
J ~ •• ;·::_·:--:·:'· .. : ~-. 

the number of people exhausting COBRA coverage~){'~ 0 .:7}::percent of all 

in div i dua 1 s 1 ea v ing COBRA market employment \ 6'1!j;~]~-~ ~-4 . 91 ) . 
We now turn to trying to estimate the mean dura·"i:?{ori·:collecting 

. ~ .... , ... -

COBRA per eligible. Column D {laberi~"d_:·:.':p.d.f.") com~o'tes the 

probability of a job leaver repor_tJ?f:.'?:~.~~-~:~~-;.~:~_;;'::~.'~!?loyer" for exactly N 

months. The computation is performed:'.·by stibtra'ct-ing the percentage of 

people with "previous employer" co;·i~:~#~t~_W.mon~h N-1, from the number 
.·.; ·> ... ;_~-~ 

.·.;:::·::. . in month N. · 
. · ·· .... 

._·, 

Following our cor-i'ceZ.:rt'~:-:about seam bias, Column E computes the 

duration of contin_µ·~:~kb~;c~.#~~r:~ion coverage given the reported duration 

:::::::~:::::~:~::~~~~~ti~:;;::~::::::~; a~;o::::::::::::::::l ~:::ound 
the job in the last month'-i:n· which they reported "previous employer" and 

the oth~;t,!~-,~~l'f:·:,_P.aid for COBRA coverage for an additional month and were 

c~~~~!~;~~§F~·~~~~i·::~~~her source by the end of the month {again this will 

(),V,-~tt~9timate !=J1~\effect) . Finally, we assume that all individuals who 

·:::~f ~#i.i,iY:~f~: 7 ~o::~.:: ;:r 2 :n m:::::9:x::u:::: 6 c::::h:n~ t::u::~ave 
I/HIAA IF::~:~~umption), for a total for 42 /54 months { 42 months 18 

,. 
months + 24 months; or 54 'months = 18 months + 36 months). 
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Summing down Column F gives our estimate of.continuation months 

per job leaver. Our estimate is that there are 0.1177/0.1248 years (a 

little over a month; SIPP I/SIPP II) of health insurance from a 

"previous employer" for every covered life associated with a job leaver . 
. :. ~· ·: . 

. . ·.--: <::,·;/ 
Given our take-up rate of any previous employer coverage of .'32··;:)..4 

:::::::~::~:::::::::I;: ~T::::::~::::: :~:~:::~::s :I;W~~;f g~~;:~: te 
duration of 6.19 months (=0.1176 year * 12 months_.,per year I 0.20·;.t:~.jc~~·-

···:.·· 

~.<X.iiY~~~ .. :-· .. 
up rate) . ·.:::>;-:-···· 

Both the overall levels (per eligible ihdividuaTt.·:and the 
... :.f."·/:f ~:\ ·:·~~:.:·:~::'.·:~~- .~ ~/"·)/~~ :.:: .. · 

individual components (the take-up rates, t'imE!O:,:on•:.:coBRA per take-up, and 
.. ·>:: .. ~~·::~··::~; ... :_.·:·.: ~ .. 

exhaustion rates per take-up) can be compared ·t;~~'.{{i:ai'.is;t,ry sources. Our 

estimate that 32 .14 percent of COBRA eligibles t:i~:;:Jb\·'fhe coverage is 
. . '·:>, ... ·:· 

::~~ :::;: :h::) ~ep;::e:.: ::e~~tW~1~~~0~~f~f~;: :~R:. ~:~:~o:~.:.-
13. 2, and 19. 3 respectively. Our·,:es:t;:Jmg,)'.i~~"'cor:_r-espond primarily to 

1991, 1992, and 1993. The figure .£i(:~{~~/~bove the CobraServ estimate 

of 21 percent for work-r.e.~~ted 
:··.::.:.• 

.. · .... .-: ...... 

qua1ii~hrY~:.events 
~::;:::._.. .... 

for the period 1990-

Note, how~~~@i)~~h~;;it~,~l":'00\JF is too high because it assumes 
that all "prevJ.:ou~;;;~¢.mP.l~qyer·'.'.:./:.~xc::ept that which lasts more than 20 

··.:: .. :-: ... ,:.:; ~~-~-~:}//'/::·.. . .. ~--~ .. 4·:.:·:. 
months, is due to ·09~_~;~';,?~,~~ fact, some of it was offered for other 

reasons. In addition ,·<l.<t::•ai:i"Sumes that there is no "previous employer" 
·.·.s:·,:;:,·;· .. · 

among tho.l?.e .. previously e~ployed in the sub-COBRA market. 

Ai~;~i~~~~t~~;'.~d estimates for the duration of COBRA exhaustion and 
,t;h¢,~:i:i1lration-:q·~.;.q:rnRA coverage are lower than those used in the other 

·)~~1i~~~M~~~;'~l::o:::e: i:::i:::::n o ~ e ~:~,:I~~ :::~t~:·:~e :~rage 
dura tion''::qr:i;.:."previous employer", taking as a base those who were covered 

··;·:-· 

by "previo;is employer" in the month after leaving the job. This method 

yields an estimate of 3.70 months. This estimate is well below the 
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CobraServ estimate of 7 months for "Work-related qualifying events" (see 

Flynn, 1993) . 

Similarly, our estimate that only 0.66 percent (less than 1 

percent) of those leaving a COBRA eligible job exhaust COBRA, ·i~.)1igher 
.. ·"' ...... . 

than the CobraServ estimate of 2. 01 percent (we compute thi.s '.e.$.t'imate as 

~:::::::~:: :::::::::::::~::t :::::::::::~~ :::::~ :h::::t~~~"::lff f~E4~;;n 
figure used by HIAA (the product of a 20 percent t:a}<.e-up rate and a ib 

percent exhaustion rate) or the 5 percent fig~r::;%.~~·~ ·,~Y AAA ~the 
product of a 20 percent take-up rate and a 2s.:·.percent-.-eXhaustion rate) 

.. : .. -: .·• · .. :~··:' .. . . -:. · .. -: -~: . 

. _:.;~: >:: ~: .. ·-·:.;~··<· .. 
' _; : .... : :·-... ~ ·~ ; . . . . .. 

At least two considerations could explaiil..;·:t'h:.{s;:_:d.:ivergence. First, 
.. ., ·'-· ···: ... - . ~ 

the Spencer's Reports estimates 

sample. The Source note in the 

are based on a smaiF.a:n:a~-selected 
::>.-s:··, · .. '. •.'· . : . ~. 

EBRI-. Databook notes t~at these estimates 
.. _., ·,, 

are based on 204 responses to a maff.::ii~-~:yey.~·:r:ep;resenting 3 .1 million 
··.·---~ .. ~;:>>~·:._:·.: .. _. :·: .-.. :-.: .. :·/) ·_: ~~ ~·~ :· .... ~ ... : ::.· 

covered lives. While this is a larg'e· .. nunibei<:<).f.':.C:overed lives, there is . . ... ·:.: ~\<::·:: ;..·:-~ ::-:;~~- ~;: ·:: ~-: __ :~ .. ..:: 
reason to believe that this is not a'_;r,e.p:r}=~~¢ntative sample. In 

particular, . large employers are more 1:.i)<~_l:y to be mailed such surveys 

and more likely to resp9n~~ 
. . :.:.'.~-:.·.~ ~--·-::-: . 

. 'i'. --~·::>·:. ·: . - . -' 

=-.:1.::·-:·_:.. . 
. ··.-.: ·.s.· :-:·. 

...... ;• . . .. 

Similarly, the.: <to~tas~.t.~{'.·results are likely to be 

~::::r::::t:~: :::~l~~l~~1;;:~1i;'lz:o::::·:::: ::• b:x;:::·::::. o: i:~:2 5 
For example, 78 perceri"t'·'.6f-:::CobraServ' s data refers to individuals from 

firms of 401 or more e~~-i~~~~kt. The comparable figures for all employer 
:.:·· 

provided~Sri~~tance from the EBRI Databook (for a slightly different 
.~~:~~Y;~):(_~}j;_~:-.:~~-:~;{~:; · .. 

time".".pe:r;.-i.od.'=.=and·,:-including those in firms below 20, who are not eligible 

~:~;~lt~~~:;;t~~;;:;~o;:;;:;:t .;;:~:~;:~=;~l~=;~:~~~~~~;::r::: have 

:_;,;· .-_·:· :·;:::: 
been mandat~d by COBRA. In particular, while COBRA requires no 

contribution from the previous employer, some employers pay some part of 

the premium as part of a severance package or early retirement package. 
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In addition, many insurance policies always cover some small number of 

months after an employee leaves a job. Such a policy would explain the 

sharp drop-off in coverage over the first six months. Presumably suer., 

coverage is not reported by Spencer's Reports or CobraServ as.:COBRA 
·.--·:.:· ... 

market. 

,. : • .. "i'"· :· .:. :.: ':· 

are .::::i:::i:: 0::~~~ :: t b:::•:o:: i :~~·!~~~!~~~~(::::: :::ations 
computations in the main analysis are based on mc>ii~P-~:.;:~f continuation 

coverage among program eligible.s. ,)trnus while spuri6\.i~ly including sho:rt 
. -: ...... ~-..... :. ~- \ '.. . . 

"previous employer" spells which}:,;f;~:'._ti.,~5-}JR.~~:)~:Ul bias down the 

estimate of the average duration ·among tho·s:e:-:_.who'. use "previous employer" 
: ~-·j\.' .:·:~;:".. •' ·.~··.:; ~:~>~.~--~~. -'.: -":."-~ ~.:.· 

it will bias up (i.e. too high) ouiAestirn~tes of months on "previous 

employer"/COBRA per job leaver. 
:.~~.-_;.~;:.:·;~~~~-:·~-\~!.- ~ .. 

···(:"·<?·):i:.:~:· 

··<:~_::-,--:.:· 

The SIPP data, likely;''to be closer to the true 

values. They as noted 

as other 

be 

counter-balanced b;::.f-~f~il~'~'2t-, that we assume that all coverage through a 
. . ·-~~~j/:~~/)~-

p rev i ou s employer is from,:.C::OBRA eligible firms (20 or more employees) 

an:,;g/}~)~f ~l~!''~;i~~ tself . 
1:~-:-;.::,,.~r:rhe compu:t:a:t:ions behind this calculation also allow us to describe 

... ·.)·:r~~-~~.:.~~-:...:__ ··:~·-~:·<< ... ~:;_> 
·..:.W~~}'.)i~pJ;?ens J:<;:i,::fob leavers. Among all individuals who leave an insured 

;::::!l~tz~~t~~:f a::: ::a:::d:a:::~ :: ::::::: :;s~:: ~::. 1 ::~d a 
job offeri'ri.g health insurance; by two years, the comparable figure is 76 

percent. 

Differential Results by Firm Size 
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The basic SIPP interview does not include information on either 

firm size or job tenure. For the 1990 and 1991 panels, such information 

is available in a supplement to the second interview. 

section, we report results stratifying by firm size. 

In this sub-

Unless otherwise noted, all of the results refer to in.di~-:fduals 

covered by employer-based group health insurance (in mont-l{(~·; ... :?~h§!· last 

::n ::. r:::::::c:n P::s:: t:::::i::. th: 0 :n::::::: rnn;h::~~~'::r:~~f rrr~•r 
propagated to other individuals covered through h.i~(l.1er. The SIPP 

the 

more 

(and 

. :.... . . . ' : ~. ' . 

We begin by considering job tran~i.tibii~:rates. The HIAA I estimates 
-:·--.":_r.~~-:~\--:<:::-: <;·:·.··<> :-;. ~>·~ ~--~-:.~.:~ '. ...... - . 

are for the COBRA market cite the :~.Qn::-.natibn:a·J.:l'Y,.;representat1ve data 
·:·.:·-::.:::: r.---~.:.:~ .· ·:-: .. :.· ...... · 

from Spencer's Research Reports: "C::oiisistent with historic percentages 

over the last six years. 

........... : . . . : ~ . 

Spencer's R~s~d~ch Reports: 
:··, -~ -. 0 

329.04-01, 

8/19/94." The HIAA I estimate for COBR,\'.:~rket is by assumption 
':.·.·.:~-.. ~ ...... '• ·.. . . . •. ~ 

(without citation): <,;:Jj:d:e-~f:if;!:Cting higher turnover rates among smaller 
. ;·>:· . . :·:.'. . ··:. ·:.; ... :· 

~~l~:: :;:.:{ ;1~1,1I:';O~bhpt~:::~·:o::• 1 ~h:::r:: ::P~::n::c:~ to 
based on insurance indu.~£~~ .. ~~:timates: "12% of lives (workers and 

dependents{·.;:.ihsured with large employers who are required to offer COBRA 

_;;t~if :::ill~J,f !~t,l:P fo:_ :~B:t:s 7 ~ :::~l :, o:h:::u:n:::::·:: ::::ing on 
empY6'yei.·s. ( less.0·than 20 employees) will terminate or change employment. 

( ~:·::,>~H~$:i~~·¥Y~~t the turnover rate is similar to that of large 

employer::::~grci,yps. l " 
···.:~·/'.·. 

Mindful of seam bias, we compute turnover rates from the SIPP by 

considering the employment status at month 12 of those same individuals 
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for whom we knew their firm size at month 8 (i.e. the last month 

These estimates are higher than GAO's (1995, p. 
• . ..... ·. 

on the CPS. GAO estimates that in 1993 11. 5 m.~:.;tf;#?P people with he·alth 

insurance changed jobs; and that these individuals had 6.7 million 

dependents; for a total of 18. 2 million. oJiU~:'{~'P b~~~ed estimate of the 
. ·. :·::> !.'f ·:::~. ~-':~.::-:·.~~'.-~~~'.!; ~~:;~-::/: \~/:: .· 

equivalent numbers is 21. 99 million. The SIPP:,.estimate counts the 

number of job changes, the CPS counts the nu~~~\;¢'.:~-/~:~ople who changed 

jobs. The former is the appropriate concept fo;<f~~}~:it calculations. 

In particular, our estimate of 3. tc§:.:··66vered lives i~·;-~igher than the GAO 

( 1995, p. 4 .1 J estimate of 2 mii~·f:;~~-'..JjA~::~r~.e~·~;t/:·._:/it is not clear 

whether the GAO estimate refers ori'l-Y::::t.o;Wi:?'.t~eri:;/ or also to their 

dependents; if the former, then t~:'.:lbAB\2i'~· our SIPP estimates are 

close). Finally, note t_~~:~ this es(l~·9l~9~;6a·:.'a.f_:~,:.:b::)is. lower than those used by 

the American Academy .c)f·:A:C:t.:1fories · They estimates 12 percent 

:~:::v:: t ::::~,~~l~t~~'.cf~~.f~~~~::;nd the sub-COBRA markets Thus, 

Similarly in ·t.,h·~>.;,s·uh~coBRA market, four months later, 91. 80 

percent of covered ~'{'·J~~J:~t.:.~+·still associated with the same employer; 

5.28 are_.?,t. a different j6£, and 2.92 are not employed. We convert 

thiJHJ~igf~f~~~~~:~<1urn-over rate to an annual turnover rate by multiplying 

by~\t;.hi.ee, ·y}~l.c:ffl19 an annual turnover rate of 24. 60 percent 
.1.f::·;~_·(i:~~"..:" "\ :~::·:~'..:.:~~·~'_··~<: . 

• (:.C~~~':;·;~.O,* ( 100. 0.0f9,·L 80)) . The associated annual turnover rate is higher 

-·:7w1~t~~~~1t~8~~ r estimate of 20 percent and the HIAA II/AAA estimat• 

Only 'individuals with 18 months of continuous group heal th 

insurance coverage will be eligible for the conversion coverage. To get 

a rough estimate of how many people such a requirement will exclude, we 
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computed the fraction of employees (and their covered lives) with 18 or 

more months of tenure. In the COBRA market, that figure is 83.53 

percent. In the sub-COBRA market, that figure is 76.94 percent. There 

is considerable job turnover in the United States, even among 
··.- .. 

individuals in jobs covered by health. . ...... 
... .. ' 

. "<::_;.·. ·: 

The previous paragraphs describe the figures we use .fi1/<;>Jr::. 

:::P~::t::::~ a:9:::~c:h:: ::: :::::~d::1i::::r:::eh:::fa1~~i;~t~~i~:i: 
. ·.: .... ~. 

4 • . ,. 

is that individuals with 18 months or more of jo~:J~nure have lower j~b 
. ··.: ·.·.-- .'· 

turnover rates than those with less than 18 months;.':,6f job tenure. Our 
.... ·:·/·:' . . ' . 

sample sizes get quite small for computing the_;·;st~atified figures. Here 
.·.·.; ··.~.:.···... . '-. ·. : ..... 

we provide the weighted counts, but we do n~.~'.~'.~-~~(~t~~iri:. in the final 

calculations. Among individuals in firms wit~~:y:~-~:s:.;:than 25 employees, 

the overall four-month same-job rate is 91. 80. ;fl~~:,\;:b~ for those with 

more than 18 months of job tenure is·.93.55; the rate' f~r those with less ... ·.··· -·· . 

than 18 months of job tenure is 8_:sJ~3··'./:>j_hf,;tf.F-.~,sponding annual 

turnover rates are overall 24. 60 (a,~<':9bovey,~;· 19_·;35 for those with 18 or 
. ~: . -::", -· '-· .. -. 

more months of tenure, and 42. 24 fof···~:h6s~:-.;,,ith less than 18 months of 

job tenure". Thus, the estimates in the?•~body of the paper are too high 
-·-•.: ... ·-': 

.;:: .... · .. 
because they give everyq~'e:_;'fn small fir!tl~:·the small firm turnover rate . 

. . ; '._:.: ;_:..,.. · .. ·--~- .: .·. 
However, many of the:'opeOple/with the higher turnover rates will not have 

,_; ·-·;~·._-; .. . ·.'--<'~: ...... 

18 continuous mo/J~~:J~~f -~:Ht,~~:"~~~f-~P insurance and will therefore be 

ineligible for t-ne::):::on:~er.si·on-~benefit. 

In closing, ~:/'.~;~~fJ~~~Yious employer• rates in the month after 
job leaving for different'~ubsets of the population. These tabulations 

' . ' 

are lim•ii'~a.::.~~8';those who left a job between month 8 and month 9 (for 

.;ftiif ~~;~:~ij~l ~~ :e )I; 5 ::r:::t c::~h::::~_::::: 1 
f :~::: · in T:::. 

the·:-.a'ssiiniptiofr:·that everyone reporting previous employer coverage is 

.. ·.·····\.·?t:~r~ii.T:~}}·--~ ):.:·· 
-·. ·-~~ .. = :·:·· 

" Thes'~ numbers will not agree with those reported earlier. The 
earlier ones are estimated on all individuals with reported firm size. 
These estimates drop a small number of people who do not report job 
tenure, but do report firm size. 
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COBRA eligible is clearly in error. Again, this will make our estimates 

of the effects of the proposed legislation too large. 

.• . 
.-~·;.>::·:;··;-
·•·· 

. ~=: . , 
.· .. :_.·.:: .. ; ..... :: ····.: ··;. 

·~ :.-.: .. :-:,·.:~·:: ... : ·' . '-~. ,. ·.· .. 

<i'.'.',;\i,~j~j ·:'t!ii' . 
••• ·• '. •' .. ~ .. ;:. ·.1 ,· 

··.: 

... 

··."':' 

.... ,,' 
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The insurance reform legislation introduced by Senators Kassebaum and 
Kennedy in the Senate (S.1028) and the companion bill introduced in the House of 
Representatives by Representative Roukema (H.A.2893) contain a provision that wc1uld 
guarantee access to the individual health insurance market in certain circumstances. 
To be eligible, individuals must: 1) have lost group coverage; 2) not be eligible for other 
group coverage (through another job or a spouse's employer); and 3) have exhauste·d 
COBRA eligibility (generally 18 months in these cases), if offered (firms with fewer than 
20 employees do not have to provide COBRA coverage). 

Last year the Health Insurance Association of America (HIAA) released an 
analysis of the potential effect of a guaranteed group-to-individual transfer on the 
overall cost of individual health insurance. An update of their estimates from Februa.ry, 
1996, concluded that increases in the long run would be 15% to 31%, with a most-lik:ely 
estimate of 22%. These estimates were based on states requiring community rating of 
the coverage sold to the new enrollees. 

Also in February, the American Academy of Actuaries (AAA) released an 
analysis of the expected impact of S, 1028 on individual health insurance premiums. 
The AAA analysis suggests average premium increases of 2%1 to 5% in states which 
restrict the premiums which can be charged the new enrollees. In the absence of state 
restriction, they note that there should be no premium impact. Using less restrictive 
premium bands, the Congressional Research SeNice (CRS) (working with their 
actuarial consultants, the Hay Group, Inc.) concluded that long term premium increases 
should be no more than 3%. They also noted that S.1028 does not force premium 
limits, so no increases are required by the bill directly. 

This analysis explores four scenarios. The first, no rate restrictions, is technic:ally 
the one showing the effect of the proposal, as CRS explains. The second, broad rate 
bands, reflects state actions discussed by AAA and CRS. While beyond any 
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requirement of S. 1028, the use of rate bands (or high risk pools, or a guaranteed issue 
carrier) would be consistent with making the group to individual transfer provisions 
helpful to larger numbers of people. These strategies tend to reduce premiums for the 
highest risk individuals. Thus, examining the costs and how these could be spread is 
important. The other two scenarios examine tighter restrictions on the premiums 
charged new enrollees. Even though few states have implemented such restrictions in 
the individual market, these scenarios were included to provide points of comparison 
with the HIAA analysis. 

For each scenario, the impact of alternative assumptions on key variables is 
examined. Beyond a "most likely" estimate, two other estimates are generated 
suggestive of plausible lower and upper bounds. The key variables considered are 
eligible population size, take-up rates, average expense levels of enrollees, and (for 
scenarios 2-4) the size of the currently insured population across which extra costs 
would be spread. 

Part One: Group to Individual Provisions, Most Likely Impact 

The group to individual analysis is based on the format used by the HIAA in thi~ir 
analysis of S. 1028. Briefly, counts of affected persons and their relative expense lev,~I 
are compared to persons with current non employer sponsored insurance, and the 
impact on the non employer sponsored market is assessed. This market includes mc>st 
individual insurance, but not that which is provided through employment, as well as 
other non employer sponsored group insurance (such as association and discretiona1y 
group trusts). 

We have looked at the impact in four different scenarios: (1) no restrictions on 
premiums in the individual market, (2) individual premiums banded at 200% of avera~Je, 
(3) individual premiums with adjusted community rating, and (4) individual premiums 
with pure community rating. This last case compares to the scenario the HIAA used, 
while in fact S.1028 does not impose any federal restrictions on individual rating 
practices. 

Our analysis is for S. 1028 as fully implemented (e.g., 3 years after enactment). 
Our estimates include lower and upper bounds, as well as this middle 'Best' estimate. 
The discussion below is for this 'Best' estimate, and the alternate assumptions used tor 
the other two estimates are explained in a subsequent section of this memo. 

(A) Counts 

Persons affected by S. 1028 are comprised of three groups: covered workers and 
their dependents in firms subject to COBRA (size 20 and up), covered workers and their 
dependents in firms not subject to COBRA (under size 20), and persons currently 
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covered by non employer sponsored health insurance. The Current Population Survey 
(March 1995) was used to estimate these counts, and the definitions used are 
explained in detail later in this memo. The counts tor these three groups are as 
follows: 

COBRA Covered Workers & Dependents 125.33 million 

Non-COBRA Covered Workers & Dependents 18.11million 

Other Private Health Insurance Covereds 16.18 million 

Persons exhausting COBRA coverage were obtained by starting with the count 
of covered workers and dependents in firms of size 29+. Data from the Spencer 
Report's COBRA surveys was used to adjust this count down to persons who actually 
elected COBRA coverage. There does not seem to be much data on the percent of 
COBRA covereds likely to exhaust their coverage. We used some data from the SIPP 
(as presented in a Rand/Dol analysis} as a basis for reducing the assumptions made 
by the HIAA and the AAA (although not reducing the percent the full amount suggeste'd 
in that analysis). Our estimate of 10% is consistent with findings from CobraServe, as~ 
reported in "Employment-Based Health Insurance: Coverage Under COBRA 
Continuation Rules", by Patrice Flynn. Finally, three sets of assumptions were used to 
estimate the persons likely to purchase S. 1028. These assumptions correspond to 
assumptions on how the coverage would be priced: unrestricted rating (low take up), 
banded rating (medium takeup) , or pure or adjusted community rated (high take up). 

The Spencer data on who would purchase COBRA was also used to estimate 
who would purchase S.1028 coverage if the product was priced similarly for persons 
not eligible for COBRA due to firm size (fewer than 20 employees}. The take up rates 
were reduced if pricing was either banded (medium take up) or unrestricted (low take 
up). 

An assumed average duration of coverage of two years was used to obtain the 
total number of covered lives due to S.1028 in a single year. This is consistent with t~1e 
assumption made by the HIAA with respect to the COBRA population, and is a longer 
assumed duration for the non-COBRA population. 

(B) Relative Morb;dity 

Once the counts have been obtained, the next step was to determine the relative 
morbidities for the different populations. A standard employer-sponsored insurance 
population is defined as having a morbidity of 1.000. Using data from the 1987 National 
Medical Expenditure Survey (NMES), we estimated that benefit costs (unloaded 
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premiums) for persons under age 65 with non-employer sponsored private health 
insurance were 1.152 times as much as those for persons with employer sponsored 
health insurance. This figure is also consistent with cost differentials between 
individuals and small groups mentioned in memos from Coopers & Lybrand. 

Two specific pieces of information were used along with the ARC Small Group 
Model (a data set based on two years of claims experience) to estimate the morbidities 
of persons buying coverage under S. 1028. The first was from the Spencer Report's 
survey, which stated that COBRA participants on the whole cost 1.55 times as much as 
covered employees. The second was from the American Academy of Actuaries' 
analysis of S.1028, which assumed that if 6% of COBRA exhaustees enrolled in S.1028 
insurance, they would have a morbidity of 2 to 3 times that of the employer sponsored 
insurance (ESI) population. Using the more conservative factor of 3.000, and 
comparing these 6% who enrolled in S.1028 to the COBRA universe as a whole gives a 
morbidity of 1.935 relative to COBRA 

By looking at distributions of prior-use based expected expenses from the ARC 
Small Group Model, we were able to determine that in order to get a morbidity of 1 .9:35, 
the 6% participation resulted in the most costly 0.6% participating, and 5.4% randomly 
taken from the remaining population. Using this relationship, we were able to determine 
consistent morbidities for participation rates of 17.5%,(unrestricted pricing assumption), 
35% (banded pricing), and 70% (community rating). The relative morbidities were as; 
follows: 

Assumpticn Participation In Morbidity Relative to Morbidity Relative tc 
S.1028 COBRA E:SI 

AAA 6.0% 1.935 3.CiOO 

Unrestricted Pricing 17.5% 1.540 2.::,86 

Banded Pricing 35.0% 1.273 1.6173 

Community Rating 70.0% 1.085 1.681 

(CJ Impact - Unrestricted Pricing 

Given that S.1028 does not restrict pricing in the individual market, one could 
assume that all purchasers of insurance under S.1028 would "pay their own way''. If 
this were the case, we assume a fairly low amount of participation. This would result in 
no rate change to the pre-S.1028 market, but would have the newcomers paying rate!s 
at an average of just over twice the amount for those currently there (2.386 I 1.152 = 
2.0706). 
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(D) Impact- Banded Pricing 

The American Academy of Actuaries noted that some states already have 
restrictions on individual insurance rates. They also stated that other states might 
implement restrictions (i.e., rate bands) after S. i 028 were enacted. For illustrative 
purposes, we have included a scenario where the states would enact a rate band at 
200% of the mean. We assumed a moderate amount of participation if there were rate 
bands at this level. Data from the ARC Small Group Model were used to look at what 
percent of newly covereds would be past a rate band of 200%, and what the premium 
shortfall would be due to bringing them down to 200% of average. The impact of 200% 
rate bands on the pre-S.1028 market would be an increase of just under 1.5%. 

(E) Impact - Adjusted Community Rating (Health Status Prohibited as a Rating 
Parameter) 

There has been discussion of prohibiting health status as a rating parameter fc1r 
persons gaining coverage under S.1028. We assume that this would be equivalent te> 
having a rate band at approximately 105% of average (very close to community ratins1). 
The calculations are similar to those in (D) above, and result in a 2.6% increase in 
premiums for the pre-S. i 028 market. 

(F) Impact- Pure Community Rating 

The HIAA analysis assumed that the cost of the new entrants into the individUcll 
market due to S.1028 would be spread evenly across all purchasers. This is closest to 
a pure community rate, where rates may only vary by geographic area. We assumed 
that if the rating were restricted in this manner (and S.1028 does not restrict rating 
practices in any manner), then participation would be fairly high. Under our 
assumptions, the entire market would be faced with an increase of just under 3%. 

Part Two: Low and High Estimates of the S.1028 Group to Individual Provisions 

Upper and lower bounds of our estimates of the group to individual provisions <>f 
S.1028 were generated to reflect plausible ranges of outcomes based on the data 
available. To do this, we changed our underlying assumptions in the following four 
areas: (1) the morbidity of the COBRA population as a whole, (2) the percent of 
persons likely to purchase S. 1028 insurance, (3), the morbidity of those purchasing 
S. i 028 insurance, and (4) the size of the non employer sponsored private health 
insurance market. 

Each item is explained below, and the explanations are followed by a table 
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showing the values used. 

(A) The Morbidity of the COBRA Population 

While the 'best estimate' analysis uses the relative morbidity of 1.55 from the 
Spencer Report's surveys, the upper bound analysis assumes a higher morbidity. We 
have chosen the factor of 2.00 (relative to ESI) for this; the 1.55 factor was retained in 
the lower bound analysis. 

(B) The Percent of Persons Likely to Purchase S.1028 Insurance 

Lower bound estimates use percentages half that of the 'best' estimates for ec:1ch 
of the four scenarios. Upper bound estimates use the same percentages as the 'best' 
estimate for each scenario. 

(C) The Morbidity of Those Purchasing S. 7 028 Insurance 

In a world of unrestricted premium rates, the lower bound estimate uses the 
same morbidity as the 'best' estimate (although for fewer persons). The upper bound 
estimate uses a much higher (double) morbidity than the 'best' estimate. The ARC 
Small Group Model was then used to determine what the relative morbidities would be 
when participation was increased for banded and community rated environments 
(higher levels of participation), consistent with the starting point of the unrestricted 
scenario. 

(D) The Size of the Non Employer Sponsored Private Health Insurance Market 

For our lower bound estimate, all self employed persons under age 65 in the non 
employer sponsored private health insurance market were included {even though many 
of them were also included in the groups likely to be helped by S.1028). Technically, 
some of these self employed individuals would have employer sponsored coverage. 
This is used as a proxy for other fully insured products which state regulation could 
plausibly include in the pool of premium dollars from which subsidies would be drawn to 
cover the newly covered populations. 

For the upper bound estimate, the size of the non employer sponsored PHI 
market has been reduced to that mentioned by the HIAA as being true 'individual' 
coverage: 10.4 million covered persons. 

:t.. 
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Lower Bound Best Estimate Upper Bound 

Morbidity of the 1.55 1.55 2.00 
COBRA population 

Percent likely to 8.75% unrestricted 17 .5% unrestricted 17.5% unrestricted 
purchase S.1028 17 .0% banded 35.0% banded 25.0% banded 
insurance 35.0% comm rated 70.0% comm rated 70.0% comm rated 

Morbidity of those 2.386 unrestricted 2.386 unrestricted 3.773 unrestricted 
purchasing S.1028 2.273 banded 1 .973 banded 2.991 banded 
insurance 1. 926 comm rated 1.681 comm rated 2.328 comm rated 

Size of the Non 22.75 million (includes 16.81 million (includes 10.40 million 
Employer Sponsored self employed) size 1 self employed) (HIM estimate for true 
PHI market individual coverage) 

Part Three: Using the Current Population Survey to Obtain Counts of Affected 
Persons 

The March 1995 CPS was used to estimate counts of persons for the group tc1 
individual provisions of S.1028. 

Persons were put into 'insurance families', and were assigned 'claimant 
categories' of either 'head', 'spouse', or 'dependent child'. If there were two ESI polic:y 
holders in an insurance family, then the one with the higher earnings was designated 
'head' of the family. If there was only one ESI policy holder, then that person was 
designated 'head' of the family. Once persons were placed into families, those perscins 
who were working and had ESI in own name (policy holders) were counted by their own 
work-force characteristics (size, self-employed or not). Persons who had ESI as a 
dependent were counted based on the characteristics of the head of their insurance 
family. If the head was working, then the covered dependents were included in the 
analysis. 

If persons were linked to an employer of size 20 or greater (based on 
interpolating in the size 10-24 interval), then they were included in the 'COBRA' 
category. If they were linked to an employer of size under 20, and not self-employed,, 
then they were included in the 'Non-COBRA' category. If they were self employed 
under 20, we estimated the amount likely to be at size 2+, and also included them in the 
Non-COBRA category. 

Persons with non employer sponsored private health insurance were included in 
the analysis if their age was under 65. Those covered persons and dependents who 
were self-employed, size 1 and under age 65 were included in the counts of persons 
with non employer sponsored private health insurance as well. 
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ARC Analysis of S.1028 Group to Individual Provisions 
Premium Effects on Person Currently in the Individual Health Insurance Market 

Summary Table 

Lower Bound Best Eslimate 

Rating Restriction In State: 

I) No Restrictions on Premiums 
Percent Change in Premiums 0.0% 0.0% 
S.1028 Cost Relative to Pre-S.1028 Market 207.1% 207.1% 

II) Premiums Banded al 200% Average 
Percent Change in Premiums 0.9% 1.4% 

Ill) Premiums with Adjusted Community Rating 
Percent Change in Premiums 1.4% 2.6% 

IV) Premiums with Pure Community Rating 
Percent Change in Premiums 1.5% 2.8% 

Upper Bound 

0.0% 
327.3% 

5.4% 

8.9% 

9.2% 
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ARC Analysis of S.10~8 Group to Individual Provisions 
Premium Effects on Person Currently in the Individual Health Insurance Market 

Summary Table 

Lower Bound Best Estimate 

Rating Restriction In State: 

I) No Restrictions on Premiums 
Percent Change in Premiums 0.0% 0.0% 

II) Premiums Banded at 200% Average 
Percent Change in Premiums 0.9% 1.4% 

Ill) Premiums with Adjusted Community Rating 
Percent Change in Premiums 1.4% 2.6% 

JV) Premiums with Pure Community Rating 
Percent Change in Premiums 1.5% 2.B% 

Upper Bound 

0.0% 

5.4% 

8.9% 

9.2% 



s1028:sensitivity 
03/28/96 

ARC Analysis of S.1028 Group to Individual Provisions 
(Fully Implemented: Assumptions that Differ are in Shaded Cells) 

l NO RESTRICTIONS ON PREMIUMS 
COBRA Workers (thousands) 
% EllgibNear 
% Electing COBRA 
% Exhausting COBRA 
% Purchasing S 1028 Ins 
Purchasers of 51028 Ins (thousands) 

Non COBRA Workers (thousands) 
% Losing Covg 
% Purchasing Covg 

Purchasers of 51028 Ins (thousands) 

Total Purchasers of 51028 Ins (thousands) 
Average Duration of Coverage (years) 

Point in Time S.1028 Covered Lives (thousands) 

Persons with Other (Individual) PHI 
<65 

Indices ol Avg Costs/Person 
COBRA Workers 

Those Purchasing 
Non COBRA Workers 

Those Purchasing 
Other PHI 

S.1028 Cost Relative lo Pre-S.1028 Market 

Impact on Pre-S.1028 Markel 

Lower Bound 

:-~fi1~~rnl?.§~~~ 
10.62% 
18.16% 
10.00% 

'.~~~SL4~if.153-~ 
21 

;-:; ':~t;1 ;~f;1~1Q7J'. 
10.62% 

: :~n~;::~ '.i~~la; 
44 

65 
2 

130 

1.000 
Hii~=,}0~1"-~~~:; 

1.000 
rn~'_'.t;'.~-~?-@l!~~ 

1.152 

207.06% 

0.00% 

Most Likely 

~fi}~fa~§i~~t 
10.62% 
18.16% 
10.00% 

u~n~1~'f.56~~-
42 

~ ?;i]~~1li~ih7~~ 
10.62% 

~:fr'-1n~-
e1 

130 
2 

259 

1.000 
:;rtH~ ~ffi1~]§i 

1.000 
~1H'.~ =:-~;-~~g~~~-6: 

1.152 

207.06% 

0.00% 

Upper Bound 

ltf(0t~;~i~:~~~ 
10.62% 
18.16% 
10.00% 

F' ~ i ~,~21~i~s-o?lo: 
42 

;::-:UJjiit&itoz: 
10.62% 

~ij:r:f'.~t~#'754W 
B7 

130 
2 

259 

1_000 
_'-jE~~ ~~11t3~ij3 

1_000 
;i:~~~~H5~~"fo/j 

1.152 

327.35% 

0.00% 
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ARC Analysis of S.1028 Group to Individual Provisions 
(Fully Implemented: Assumptions that Differ are in Shaded Cells) 

II PREMIUMS BANDED AT 200% OF AVERAGE 
COBRA Workers (thousands) 
% Eliglble for S.1028 Insurance (from above) 
% Purchasing S 1028 Ins 

Purchasers of 51028 Ins (thousands) 

Non-COBRA Workers (thousands) 
o/o Losing Coverage (from above) 
% Purchasing S 1028 Ins 

Purchasers of 51028 Ins (thousands) 

Total Purchasers of S1028 Ins (thousands) 
Average Duration of Coverage (years) 

Point In Time S.1028 Covered Lives (thousands) 

Indices of Avg Costs/Person 
COBRA Workers 

Those Purchasing 
Non COBRA Workers 

Those Purchasing 
Olher PHI 

Amount to be Collected (aggregate index) 
Max Index Value Allowed. {200" Avg) 
% S.1028 Entrants Past Max 
% S.1028 Cost Collecled 
Banded Amt Collected (agg. index) 
UnBanded Amt Colfected from S.1028 Persons (agg. index) 
Shortfall from Banding (agg. index) 
Persons Unaffected by Band (thousands) 

OPHI for Persons Unaffected (agg. index) 
New OPHI per Unhanded Person (index) 

Impact on Pre-S.1028 Market 

Lower Bound 

:Ut::!fHri~~~~~ 
0.19% 

n~~~~-!?~l~~;o:-
42 

1lF;m~~~ii~6tt]>t~~: 
10.62% 

i·o':,;:., ;c'4i5~o/o-. 
87 

130 
2 

259 

26813.794 
2.330 

15.15% 
59.05% 
91.516 

256.403 
241.261 
22,975 

26722.278 
1.163 

0.92% 

Most likely 

~t-i-~~lg~.~-®1~ 
0.19% 

,t~~;;;'-Jf 3~too%; 
85 

; ;;tsi~1tt:t.RW 
10.62% 

. · ~ .'9.oe.%. 
175 

259 
2 

518 

1.000 
-'.·:dH!~nt~m· 

1.000 
~;-:Jj;;; ~f:~f 97:3~ 
-------------=--=----· 

1.152 

19665.220 
2.356 

25.36% 
72.69% 
309.698 
433.738 
279.311 
16,563 

19355.522 
1.169 

1.40% 

Upper Bound 

"-L~~!ffi}-~g®~ ;_ 
0.19% 

-~~~~tt1~~06°k 
85 

:~Ufd~ffJlfK19:X·'.-
10.62% 

·;::,:: -·,: ~ :- 9~o8o/o 
175 

259 
2 

516 

13536.349 
2.480 

42.04% 
74.30% 
540.344 
611.708 
398.529 
10,700 

12996.005 
1.215 

5.38% 
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ARC Analysis of S.1028 Group to Individual Provisions 
(Fully Implemented: Assumptions that Differ are in Shaded Cells) 

Lower Bound 

HI PREMIUMS WITH ADJUSTED COMMUNITY RATING (akin to a 105~-~r-~~~L-~o~--~-
COBRA Workers (thousands) ~~":;~~1~~~:t-
% Eligible for S.1028 Insurance (from above} 0.19% 
% Purchasing s 1028 Ins ~~;Flff([~'.35.ooOJo-
Purchasers of 51028 Ins (thousands) 65 

Non-COBRA Workers {thousands) 
% Losing Coverage (from above) 
% Purchasing S 1028 Ins 
Purchasers of 51028 Ins (thousands) 

Total Purchasers of 51028 Ins (thousands) 
Average Duration of Coverage {years) 
Point in Time 5.1028 Covered Lives (thousands) 

Indices of Avg Costs/Person 
COBRA Workers 

Those Purchasing 
Non COBRA Workers 

Those Purchasing 
Other PHI 

Amount to be Collected (aggregate index) 
Max Index Value Allowed (105*Avg) 
% S.1028 Entrants Past Max 
% S.1028 Cost Collected 
Banded Ami Collected (agg. index) 
UnBanded Amt Collected from S.1028 Persons (agg. index) 
Shortfall from Banding (agg. index) 
Persons Unaffected by Band (thousands) 

OPHI for Persons Unaffected (agg. index) 
New OPHl per Unhanded Person (index) 

Impact on Pre-S.1028 Market 

~?t1!~~1~ 
10.62% 

rn10¥clo\~9:oe%= 
175 

259 
2 

510 

1.000 
_-J_h~;~_-:sA~-~:2§ · 

1.000 
Utfi~0_l~l;l!~26' 

1.152 

272.23.083 
1.228 

45.41% 
51.32% 
289.125 
223.294 
486.049 
23,038 

26933.958 
1.169 

1.44% 

Most Ukely 

t?J&~t~~~ff 
0.19% 

~· _, :_:iCf:oo%: 
169 

tn~!i:i"Qll! 
10.62% 

'.Ef!A~11l16-%~ 
349 

518 
2 

1,037 

1.000 
_ :;_ ;--~im~~J 

1.000 
~j~:;;i~in~~; 

1.152 

20385.669 
1.244 

50.83% 
57.32% 
655.368 
343.683 
744.146 
16,686 

19730.502 
1.182 

2.60% 

Upper Bound 

j ~f~-f1:~:?§!~3 ~-
0. 19% 

-,-:~~f;do'.06% 
169 

lB~¥,~'1§:1:Qi,f 
10.62% 

t;~rr11~~18lI6.%-
349 

519 
2 

1,037 

1.000 
_: \ ~iHf~~:~~~~@-28 

1.000 
J''lP]~~T:~~2a 

1.152 

14399.511 
1.322 

67.33% 
58.03% 
922.853 
477.791 

1013.098 
10,739 

13476.658 
1.255 

8.69% 
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ARC Analysis of S.1028 Group to Individual Provisions 
(Fully Implemented: Assumptions that Differ are in Shaded Cells) 

IV PREMIUMS WITH PURE COMMUNITY RATING 
COBRA Workers {lhousands) 
% Ellglble for S.1028 Insurance (from above) 
% Purchasing S 1028 Ins 
Purchasers of S1028 Ins (thousands) 

Non·COBRA Workers (thousands) 
% Losing Coverage (from above) 
% Purchasing S 1028 Ins 
Purchasers of 51028 Ins (lhousands) 

Total Purchasers of 51028 Sns (thousands) 
Average Duration ol Coverage (years) 
Point In Time S.1028 Covered Lives (thousands) 

Indices of Avg Costs/Person 
COBRA Workers 

Those Purchasing 
Non COBRA Workers 

Those Purchasing 
Other PHI 

Effect on EnUre Individual Market 
Final Persons Covered (thousands) 
Persons * Index 
Index Value I Person 

Impact on Pre.5.1028 Market 

Lower Bound 

~~;.~~~~~~ 
0.19% 

~mut~~rm~ 
es 

~~~~18,'-!-914 
10.62% 

~~ 1f -8-~:·~f1lo8'%': 
175 

259 
2 

518 

1.000 
'.' ~ '-'.-;E ?HiJi'.-~?~f 

1.000 
~ <;~'l'~~L~iig?,ij: 

1.152 

23,273 
27223.083 

1.170 

1.50% 

Mosl Likely 

~1t,~1~~~~~ 
0.19% 

~~~f~7ffi&W.;: 
169 

f ,)~~~16,t:iijt~~ 
10.62% 

t: '>,>;~1'e?'fs%: 
349 

518 
2 

1,037 

1.000 
vF;mm~~r 

1.000 
(:';i;iHlH~irn.Kt 

1.152 

17,213 
20365.669 

1.184 

2.76% 

Upper Bound 

rf~~11-~~~~a~J 
0.19% 

8j1h~~~H1(f0:0?7J · 
169 

~ift~~¥.;if~~fw~-
1 o.s2% 

~ff~:=:,.u re~f&.Ok 
349 

516 
2 

1,037 

1.000 
~'fjf~~i}ff.'.;f3g8· 

1.000 
rnu~s~E;:?:~g-~ 

1.152 

11,437 
14399.511 

1.259 

9.25% 


