ARC and Rand:
Group-to-Individual Premium Effects

I. Report Conclusions. The two reports come to virtually the same conclusions: 1) 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 22.1 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 Market*
ARC (HHS) 0% 1.4% 2.6-2.8%
(0.9 - 5.4% range) (1.5-9.2% range)
Rand (DOL) 0% ' N/A 22%

(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.

0 ARC uses morbidity and other assumptions (number exhausting COBRA coverage,
duration in the individual market, etc.) based on the Spencer Reports, a firm which
compiles information on employers” COBRA experience.

) 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.



MEWASs & 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 (MEWAs) or
association plans that would be exempt from most state laws but subject to ERISA.!

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 MEWAs and association plans to “cherry-
pick”--form plans that generally accept firms with healthier workers.

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

] Qualifying MEWAs would only be subject to solvency and other requirements under
ERISA.

° MEWAs 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

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 bill also

defines the term in an attempt to clarify what is legitimate.

Multiple employer arrangements that are not established pursuant to a collectively

Under current law, self-insured MEWAs, 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 MEWAs.

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

--MEWAs 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 MEWAs.

3. “Association plans” is not a clearly defined concept. Associations that qualify as Internal
Revenue Code 501(c)(9) organizations may offer 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 MEWASs or association plans is that they are not
subject to stringent solvency standards. States can regulate the solvency standards of
MEWAs 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.)

1. Size of MEWA and association pools
1. Little reliable data exists.

--The only significant study of MEWASs was a March 1992 GAO report, which concluded
over 2.5 million participants were enrolled in MEW As operating in 46 states iri 1991.
More than 600 MEWAS 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.
H1. Concerns about association plans and federalized MEWAs under the House bill
1. The Department of Labor would have to promulgate regulations that would permit

MEWAs to qualify as ERISA 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 MEWAs.
--state premium rating restrictions would not apply to federalized MEWAs.

2. The House bill provides a minimum solvency standard for the federalized MEWAs. 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 MEWASs 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 A s effectively.

6. Although association plans could be fully insured, the concern, as with MEWAgs, 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 MEWA/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
VHIAs.

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.

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

0 16 states have also moved to reform the individual insurance market.

0 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.'

0 The House bill would significantly undermine the state insurance reform 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.

0 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 pocrer
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 exempt from state
mandated benefits and rating restrictions. They would generally be under ERISA.




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

0 The House bill does not provide for either state or federal guaranty funds in case
of insolvency.
0 MEWAs 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 MEWAs continue to be a
major area of fraud.

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

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

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

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

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

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

The Federal Government is ill-equipped to assume the large scale migration to
MEHPs and VHIASs that would likely occur under the House bill.

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

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

0 ERISA does not provide strong consumer protections or remedies, as do most
state laws.
0 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.

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

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

0 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.

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

J:hofficelusers\stephfimewawh
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PREFACE
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ABSTRACT

Using new tabulations from the Survey of Income and P;dér m

1995 (commonly known as “Kassebaum-Kennedy”) .

the Health Insurance Association of America (H
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DRAFT

EXECUTIVE SUMMARY

HOW MUCH WOULD INDIVIDUAL INSURANCE PREMIUMS COST
UNDER THE HEALTH INSURANCE REFORM ACT!OF 19957

One provision of the Health Insurance Reé _ ~of 1995 (S. 1028,

America (HIAA) has opposed this
it would raise health insurance premium the individual market by

22.1 percent (HIAA's “most likely” lo rm estimate). However, a RAND

study has computed new estimates that “dat¥é’ much lower, and, therefore

imply less reason to he proposea.legislation’s conversion

provision.

In Conversior ‘ghts and Prémiums in the Individual Health

Insurance Market, Ja 5] rman uses the HIAA analysis structure and

assumptions, but substitufes new tabulations from the Survey of Income

participation (SIPP) and improved estimates based on newly

ed Current Population Survey (CPS) data. The resulting

om 5.5 percent to under 1 percent. The highest
of the key figures. The lowest estimate, under 1

these conversion policies and the likely claim costs of those buying the

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 an

group health insurance—-would be guaranteed the right to puichase

individual health insurance from any health insurance compan fering
such insurance in that state. For job leavers from fi;ﬁ§.w1t,_ :
more employees, this conversion right would take effect ‘after an

individual exhausted continuation coverage under,JL:LConsolidated

Omnibus Budget Reconciliation Act of 1986 (COQRA sually 18 months

after leaving a job. For job leavers from firm Wipb Tess than 20

employees—who are not eligible for COBRA-thé’ cenversion right would take

effect when an individual leaves the job.

long term it would raise insurance
individual health insurance marke'
assumes that individuals purchasing:
claims double those of individuals cﬁf

health insurance policies..%

that:is..to say, it assumes pure community

- . A Y
surance 'market.

Given these as :, to project the effect of the conversion

policies, the analyst needsi’estimates of 1) the number of covered lives

currentl n:the individual health insurance market and 2) the number of

res in that market resulting from conversion policies.

co d lives resulting from the proposed conversion right.

e é@ﬁbines separate computations for the COBRA market (firms

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 HIAA Estimate and RAND Estimate

HIAA HIAA-RAND

Sub- Sub-
COBRA COBRA COBRA COBRA

Covered lives
(mil.) 120.0 30.0 124.5 13.2

$ leaving job (per

year) 12.0% 20.0% 16.6% 24.6%
% program eligible 4.0% 100.0% 0.7% 88.3%"
Insured years per

eligible 2.00 0.30 2.

Total insured
years (mil.) 1.15 1.80 0.
Relative claim costs (K-K 200% 200% 20 150%  150%
vs Curr.) :

Current insured years 10.40 13.12
(mil.)
Increase in 2.2%

average premium

I”, “RAND A-I", and

NOTE: In the full paper, these estimates ar fefe s HI
imates (HIAA, 1995).
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assumptions, but usesj eleased CPS

several reasons

. First, our ion estimates (“Covered lives”) are based on

“ay@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

., (used

spend on COBRA and the share of people exhausting CogﬁA;
in the table to estimate "% program eligible” an :

years per eligible” in the table) are based on

U.S. Bureau of the Census.

F the table
({labeled “HIAA-RAND”) recomputes the HIAA estir ing only the

recomputed table entries from the CPS and the SiPP

‘recomputes the HIAA estimate, adjusting

the “RAND Best” estimate assumes that these new

s which are sold like individual policies (even though
hey *may not currently be regulated as such). This increases
estimate of the size of the current insurance market from

1b.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 buyin

percent of individual rates).

With these two assumptions, the study’s best estimate

the legislation—-in states with perfect community rating

assumption)—is only 2.2 percent.

However, there is strong reason to belie

estimates are much too high. The HIAA meth imates the

“*aggregate additional cost that would be impos he individual

insurance market.” That would be the effect on the miums for people

currently purchasing health insuranée:;;in the individial insurance

market—but only if conversion cowv re priced in a pure
community-rated pool together wit
Nothing in the proposed legislation- S insurance companies from

treating the new conversion policies"

pools-—-some

by the proposed legislation. Because passage of the

ése states, the estimates should not be applied to

ng there. Furthermore, most states currently impose no
ons on individual premiums. In those states, insurance
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*iléﬁiance

R T

considerably smaller than those implied even by the “RAND..E estimate

presented in the table.

Thus, plausible increases in premiums for those cuifently'

purchasing individual health insurance would rangﬁfﬁyom 5.5 percent“to

under 1 percent. The upper end of the range ma ntains the HIAA

TR

assumption of pooling costs between those curre

ﬁlyapﬁ;;hasing

individual insurance and the new conversion:

Moreover, the phase-in period of th“
years. In a market with recent ﬁ%em
per year, the long-run effect of tf

undetectable.

Klerman concludes that- “while theioriginal HIAA estimate of

premium increases of 0’ -percent for those currently buying health

insurance. in the individualihealth

.b 'deéirability of such a conversion right;
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1. INTRODUCTION

To increase the levels of health insurance coverage i 1 United
States, the proposed Health Insurance Reform Act of 1995
hereafter K-K after its sponsors Senators Kassebaum ang

limit the ability of insurers or employers to impose preexisting

conditions limitations on health insurance coverage:.and would reguit

that insurers offer health insurance to anyone,’ as been continuously

enrolled in a group health insurance plan fo ,montﬁs“or more. This
latter “group to individual conversion” pré reafter simply

“conversion coverage”) has been strongly opposed he health insurance

industry’s trade organization, the Health Insurance )Ciation of

America (HIAA). HIAA claims that pissage of the provision will increase

health insurance premiums of thos g individual insurance

by over 20 percent.

This paper reexplores the likely.effects of the proposed

legislation'in three st

ome cases, we substitute recently released (since the
j.glnal 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. 1In 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 apprpﬁ

representative insurance industry sources or other:pu

tabulations of related concepts (but not necessarily:

ers their aégi ptions about what will be

vidual polidy” and the relative claim costs

restrictions on- miums. Thus, except for state insurance

&g ia;ion, insurance companies could set separate premiums for
: rsion policies mandated by the proposed federal

ation to cover their own claims. 1In that case, the

I+ legislation would have no effect on the premiums of

currently buying individual insurance.

The 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 reguire that

insurance companies sell individual insurance to anYén those
that do regulate premiums allow them to vary with'thé-age of
the individual and (at least to some extent) with’o tors

including proxies for likely claims cost.

While HIAA estimates a long-range effects of ove “éQ,percent; our

estimate is much lower. Our first step, bettez

imates of the

‘underlying figures, yields a conservative (probably téo:-high) estimate

of only 5.5 percent. Our second step, adjus of the assumptions
to what we believe are more plausible values,-' n estimate of 2.2

percent. Our third step implies that in most states effect will be

zero, and in those states in whic ‘not zero it will be only a

fraction of even our second step: percent.

PLAN OF THE PAPER

ive sections. The next

: detail about the underlying data sources, how the data

The”f@hrth 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

This section describes the policy context of the analy'
presented below. It begins by describing the generic probl
health insurance market and previous policy responses.

describes the proposed legislation and responses to it. -

THE MARKET FOR INSURANCE

Unlike the life insurance market, the héalth ins Eance market in
the United States operates year by year. ﬁa -ﬁﬁ insurance in one
year currently provides little guarantee of th bility of coverage
or its price in future years. To some extent, the Blems are

ameliorated by the fact that healt jrance 1is usuaily sold to groups.

In as much as the groups are lar nesses to individual

group members do not have large effects vailability or price of
insurance. For others, state regul: " health insurance guarantees

. price regulation.

unpredictable increases: pected health care claims (and thus in

Instead, under the current system, when the

year ends (for small groups) or when they change jobs
- the insurance company can raise insurance rates to
'd cost of insurance claims for the coming year. Thus,
insurable” risk—expenditures which are not predictable
nce was originally purchased and which can be averaged

out over many 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 yéars.

These aspects of the operation of the health insurance maiﬁét have

produced several problems. First, for some individuals, co¥e is

available only at very high cost. Second, some indiv%@ﬁé}é éu

into their jobs by the fear (often real) that if they léave théif,f;_

e-existing” with

e.old job) will

: to . partially ameliorate this

F;:Bg employees the right
up to 18
workers who
employees
fewer than

20 employees. The: édiéléﬁibﬁfappears to have had a moderate effect on

fien :
o T eavers.’

43

On the.éﬁﬁgbts of COBRA on levels of health insurance coverage see
_ayman (1992) and Gruber and Madrian (1994, 1995). The more
: _gﬁure on COBRA also includes Flynn (1992, 1994) and Long
and Marquis:©(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.
conditions clauses, make it
with two or more employees,

insurance coverage, make it

pricing of the guaranteed health insurance ¢ Thus, while

it prohibitively
Isurance

regulations of some states (i.e. “rdte. bands”) would prchibit such

behavior in those states.‘' We ret t of state insurance

Most of the bill has received bro: The major exception

nversion” ‘p g (hereafter simply

h..insurance. It requires that workers who

Employer sponsored group health
can not now purchase any group health

mployer, through a spouse, through a

Association of America (HIAA). In a statement titled

‘For more 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 conclude’:

Initially, the average premium for people insured through
the individual market is likely to increase by between 10"”
and 19%, with a most likely estimate of 15%. In thejlonger
run, increases of 15% to 31% are likely, with a most.likeé
estimate of 22%. If spread equally across all indi
policyholders, increases of this magnitude are llke,y’to
cause more than two-thirds of a million relatlvely;healthy
policy holders to drop coverage. )

This HIAA analysis and these cost estimateg:have been widely

quoted in the general press’. In particular;
“guaranteed access provisions” has been cité cause of a “hold”

on the legislation in the Senate.’

More recently. in response to analyses of the 5 11 by the American

Academy of Actuaries (AAA, 1996b).-and ﬁgj"

iggins (Hustead, 1996), HIAA

°As of March 1996, this statemeﬁ
issue. Furthermore, thJ '
there. '

e€mained HIAA’s position on this

“the effect of allowing people to
e ‘would be to raise premiums for people
“rage — by anywhere from 10 to up to 30
¥om New York Times, Al6, “Actuaries
;Elll", Adam Clymer, the interior quotes
';gs a direct quote from Gradison). Clymer’s
E7+“Richard Coorsh, a spokesman for the

who already have
percent’” (the, ﬁ

story continues stati" 
insurance association,

mple New York Times, February 7, 1996, p. AlS5, “Critics
Health Insurance Reform”, February 4, 1996, Chicago
ictic Stalls Popular Health Care Bill; Handful of
p Measure”, Carol Jouzaitis; February 4, 1996, Los
Al, “Health Care Bill Travels Rugged Road of Reform~”,

7Seé-f;pr example Jerry Gray; Washington Post, p. A05, “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 over:
critical assumptions, and to clarify the differences
significance, this paper recasts the original HIAA
estimates using those assumptions from the AmericaniAcadem
of Actuaries estimate that we consider non- crltlcélz The
burpose is not to suggest that the AAA assumptlons are

superior to those originally used by HIAA, bii .merely to
focus discussion on the most important di
assumptions.

The next section reanalyzes both of the HIZ
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3. THE HIAA METHODOLOGY: ORIGINAL AND RAND ESTIMATES

We begin this section by describing the HIAA methodology
basic assumptions and the required figures to perform the

calculations. We then provide a figure-by-figure discu§$x¢n O,

sources for the figures used in the two HIAA analyses and the rey
figures. A Technical Appendix to the paper provides additional

data sources, how

information on HIAA's data sources, as well as £h

they are used, and results underlying our revised figp;es.

THE HEALTH INSURANCE MARKET.

To understand the HIAA methodology, it is usef_ p?define three

groups of people.

1) Those with conventional ‘ed health insurance in
firms with more 20 or moré: employéés. Under the COBRA

individuals leaving such empl rs (both the workers and

his/her depend

£} have the right to purchase continuation

eave their'émployer. Under that
sthey would continue to participate in

,éroup health. insurance plan. They

for the insuran

18 months.

ose 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 jor these

different groups and its impact is affected by their relati ?size in

the pre-legislation period.

*Conversion Insurance”, the individual must have been centinuou

eligible for any other group health insurance (; fwagh a current

employer, through a spouse, or through COBRA}; ;*dividuals covered
by firms with 20 or more employees, such el oﬁld begin at the
end of the 18 months of COBRA coverage. For ihd Juals covered by
firms with fewer than 20 employees, such eligibili: ggld begin when

they leave the job, but only if they“have been contin ‘ously covered by

group health insurance for 18 mon previous job). We

refer to these people as “new par hé individual health

insurance market” (and sometimes wi subscript) .

THE HEALTH iNSURANCE MARKET ..

The HIAA methodo mputes the average increase in premiums in

the individual m& algebra is as follows. Denote

‘See the HIAA “Summary of-Results" quoted in the first section which
carefully states “If spread equally across all individual policy
holders;: That condition is expanded in a following “Caveat”:

ional costs of “group-to-individual” portability
cross the individual market. This distribution,

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; “0ld Average Claims) as AC,,.

Denote average claims among those entering the individual insurance

market due to the proposed legislation as AC,,. Then average claims

’ We note that this analysis framework assumes nHo ‘price effect.
This is true in two senses. First

than, is implied by the
Ur estimated effects of

11 purchase. This will imply
1. legislation are too high.

analysis. This eff&ct™is,
about price effect We.:
analysis suggest:
insurance will not#Z:
Given the literature: )
purchase (e.g. Marquis¥an { 1995) which suggests that the
elasticities are well beldwione, the effects on the calculations in the
body of the.paper will be trivial.

~here. We note below that our
Smiu \gr those currently purchasing health
by very much (a few percentage points at most).

héi_hand, the body of the paper extrapolates likely take-
onversion coverage based on COBRA continuation

X “than COBRA continuation coverage, these estimated take-up
rates dte.probably much too high. If so, then our final estimated
effects dfﬁthe 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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(NIND * ACIND)+ (NK-K * ACK—K)
NIND + NK—K

New Average Claims =

The weights are given by the relative size of the two groups.;: i.e. the

numbers of people currently buying individual health insure and the
number of additional people who would buy due to proposed

legislation (N,, and N,, respectively).

We can then compute average claims in the individual insuran

market with the proposed legislation relative to./jdyérage claims without

the proposed legislation as:

New Average Claims

Relative A Claims = -
clative Average LIAMS = "51d Average Claims

Defining the relative cost of the

ACy_y
RC =—
K ACIND

We arrive at the basic relation used i

verage Claims Npp + Nk

Hé average premium) in the individual
premiums of those
(see Gradison's

to the previous

an assumption that

i es will charge the same premium for these continuation

estimates).” 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

health insurance market (regardless of how insurance companies

two types of policies), we need three figures: RCy x, Niyp, '_'

HIAA's methodology for the estimation of Ny, and the total
with the specific HIAA Estimate and our RAND Estimate)-

Table 1.

Table 1

Premium Effects: Original HIAA Estimat 'RAND Estimate

HIAA I HIAA-RAN ;.. RAND-BEST

Sub- )= Sub-

COBRA COBRA COBRA: COBRA COBRA
Covered lives SRR
(mil.) 120.0 247 13.2 124.5 13.2
$ leaving job (per ; i
year) 12.0% 20:90: 24.6% 16.6% 24.6%
% program eligible 4.0% 100 88.3% 0.7% 88.3%
Insured years per
eligible . 2.00 0. 0.12 2.00 0.12
Total insured
vears {(mil.) 1.80 - 0.27 0.33 0.27 0.33
Relative claim cost 200%  200% 150%  150%
vs Curr.)
Current insured year 10.40 13.12
(mil.) .
Increase in claim 22.1% 5.5% 2.2%

costs

y correspond to HIAA's original estimates (HIAA, 1995).

des not appear in the HIAA report. We use it because
v _ ,séful framework for understanding the HIAA estimates and
the methd@é?.gy for our estimates. The table consists of three pairs of
columns. T%e 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 1”) 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 computed

figure (“HIAA-RAND"”), but otherwise maintains the “HIAA 1" assumptions.

The third pair of columns presents our preferred estimate
It alters some of the HIAA assumptions to values which, i
more closely correspond to the likely outcome of the p;d

legislation.

the individual market Ng ; as the sum of:

. new participants from the COBRA mal ;‘eft column of each
panel; individuals with insurance fro with 20 or more

employees); and

. new participants from the rket (the right column of

each panel; individuals om firms with less

than 20 employees).

Within each column, the number of participants (the fifth row,

is comp

N

labeled “Total insured ed as the product of the first

four rows. To ha n coverage at a point in time, a covered

life at a point. ffTst row) must leave his/her Jjob (the
second row) andi -'hé program (the third row). The fourth

row gives the numbet 'sured years per eligible individual (i.e. the

product of the first > rows) . In principle, computation of the

first two is straightforward. Estimating the third and fourth rows

: rows compute the estimate of the effect on average
'ndividual health insurance market. The fifth row gives
new participants, Ny, for each sector (computed as the
productlo';rﬁe first four rows). The sixth row gives the assumed value
for relative claim costs, 'RCxx. The seventh row gives the number of

individuals in the individual market, N;,. 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
1. For each row, we begin by describing the sources formﬁﬁe ﬁiAA
estimates (HIAA I and HIAA II) and where appropriate { ' :
three and four) explaining the logic behind estimatihg ;h&s fow.

way. We then briefly discuss our data and methods and compare their’

suitability and quality to those used by HIAA jﬁ “in RAND-HIAA I,

RAND-HIAA II, RAND-Best I, and RAND-Best IT) ‘A fechnical Appendix to

the paper discusses in more detail the data arid“ho ﬁ;was analyzed and

presents more complete results.
Population Estimates

We begin by considering the: lations: How many

3

people are covered by group health nsuféntg pgilcies from an employer

with 20 or more employees (and thusflfé éligible for COBRA continuation

‘on coverage)? and, How many people are

ipal'hgq}th insurance policies?

Since HIAA'a 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 subs itially

improved the reporting of children’s health insurance.

HIAA I estimates the size of the COBRA and Sub—CQ?ﬁ i
120 million and 30 million respectively. As we discuss in detail
Technical Appendix, these figures are apparentl &
1994 data and the assumption that everyone wit
who is not known to be in a large firm is i
the AAA estimates of 127.5 million and 18.4 :
on AAA (1996b) analysis of the 1995 CPS data.:

Based on the 1995 CPS data, ouf¥

million and 13.2 million respecti el

between the 1994 and 1995 CPS, re TAA I estimates, these

figures are slightly higher for th

sub-COBRA market.

These alternativi gurés are based on the 1995 data, an

allocation of tho§é w;th urikriown firm size (i.e. those who are reported

{the rest appears to be 1e‘ to the allocation of the nonworkers; see ths

slation’s guarantees). Those among the self-employed

k& our calculations for employees by firm size (see the
next sect gg) 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

proposed by the AAA (1996b). That broader c
policies priced on an individual bases (e.g
association group coverage, and list based heal
small firms). HIAA (Wildsmith, 1996) has criticizéd _Lé-concept noting

that

(T)hose other arrangements a
individual health insurance market.
to things as they are legally defi
changes at the state level, it's: m
these miscellaneous forms of cove
market. e

. _h S generally apply
* Absent statutory

“HIAA-RAND” estim Wy As” we discuss in detail in the next

ot change (as is implied by the quote

road conceptualization of the individual market.

Folldﬁ@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'.

Percentage Leaving a Job

To be eligible for the conversion coverage, an employee:
leave his/her job. HIAA I assumes annual turnover rates percent

in the COBRA market and are 20 percent in the sub—COBRA'm§ Ke|

Following AAA, HIAA II assumes a 12 percent turnover rate in bot

markets.

Our estimates are based on new tabulation om the SIPP. They

-----

and continued COBRA coveffgé*for the fﬁl 8 months (that they “exhaust”

COBRA). HIAA I est}ﬁ% et OBRA také:up rate at 20 percent and that
20 percent of all-‘. TCOBRA exhaust it (the HIAA I figure
in the table is-:cC '2=0.04) . Following AAA, HIAA II
estimates the COBRA p rate at 20 percent and that 25 percent of
those taking up COBRA e ‘ "1t (the HIAA II figure is computed as

0.2*0.25=0.05).

.é'is computed as 80 percent of the 1995 CPS figure of
hé assumption that 80 percent of the “Other Private” is
‘coverage is the lower end of the range given by the
emy of Actuaries (hereafter AAA, 1996b; the upper end of
the rangeiiis:90 percent). Our choice of the lower end of the range
implies that 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 embloyer’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 highg;ﬁthan

the true take-up rates.

HIAA's COBRA exhaustion figure of 20 percent is apparentl: sed

on unpublished tabulations of the time not employed andihealth“

status (currently and on the previous job) of thecurrently unemployed.

These tabulations were compiled by Klerman (th

ﬁtﬁor of this report)
and Rahman for HIAA in the early 1990s. Re}dp 'tapﬁi tions were
published in Klerman and Rahman (1992). Thé ‘ons were based on
the 1984, 1985, and 1986 panels of the SIPP. ‘he interviews for
those panels did not distinguish health insurancé-p .y_déd by a current

employer from health insurance proviaéd.by a previoué“émployer, those

tabulations can not be used to exp: verage (some of which is

used after the individual is reeﬂp__ygdi the applicability of

‘COBRA participants who exhaust

Our revised figu? s;aré’based on néw tabulations from the SIPP.
HIAK; 1995
‘felated to the SIPP (which we discuss in

r to Use a one-step procedure. Instead of

following a 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.

individual insurance market too large). Because of data

that everyone who
17, 18, 19, or 20 has exhausted COBRA.
conservative. It appears that a considerabl

small firms (less than 25 employees) also‘repg

v

coverage through a previous employer. In addit

employer, a spouse’s employer,

efore leaving the job. Based on the SIPP,
" of those currently employed in a sub-COBRA
'nure of more than 18 months. All of them would be

nversion. The other 23 percent would not be eligible for

months) . om 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 1s 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 aré

them leave a job in a year, and what share of them woﬁidgge eiiggpié;“

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

conversion policy per program eligible individua Kgain, the results

differ by market. We maintain the HIAA assumption that all of those
exhausting COBRA would use conversion coveré _so maintain the

HIAA assumptions of the average length of timet’ ose exhausting

COBRA would buy conversion coverage; 2 years in HIAA nd 3 years. in

HIAA IT.

For the sub-COBRA market, HI?A "é;xzo percent of those
tg§51onfcoverage and that they

would stay on conversion coverage an-average of 18 months (1.5 years).

';sion coverage per eligible
i.e. percéﬁpéée of those ever using

e percentage of those ever using

| HIAA II follows the AAA figure for

‘conversion coverage, 2.25 years'

assumption._that when offered conversion coverage, individuals in the

ol 'ld be noted that HIAA II does not accept the AAA
assumptlon that the take-up rate in the sub-COBRA market will be “6% to
10%” (AAA, 1996b, pP. A-2, note 9). Doing so would cut their estimate by
nearly 3 percentage points. AAMA 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 1s 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 yeers

of continuation coverage per each job leaver (see the TechnicalAppendix

for our exact methods and the appropriate caveats).

To this estimate of years on COBRA per eligible jQ

the SIPP, we add the appropriate HIAA estimate of the aﬁérage dura

coverage; 2 years in HIAA I/SIPP I and 3 years, HiAA II/SIPP II (basad

on AAA, 1996b). From our SIPP tabulations pl e assumed time after

This estimate is, for two rea

“previous employer” coverade is from t BRA market. In fact some of

we

i.e., by COBRA),

COBRA is available at group rates. The conversion

t the higher individual rates (due to higher loading
n the.’ifidividual market). These higher prices are likely to
people (who would have participated at COBRA rates) from

participaa:ﬁ_; We have ignored both of these considerations.

Our estimates differ 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

then the SIPP-based estimates will be too low. As we discuss in ‘th

appendix, the nature of COBRA coverage suggests " this mis-reporting

is unlikely to be large.
Relative Claims Cost

The final figure for the HIAA methodology is7theclaim costs of
conversion coverage relative to those currently buying’ individual

insurance, RCx. The required figs re_a .classical actuarial

computation of expected claim cos

The HIAA I estimate assumes tha relative claim cost of the

conversion policies will be twice that :current individual insurance

policies. They explai

of COBRA experienc
1995). The COBRA

relevant group él

than the average group ured individual (see Flynn, 1992), not all of

this difference is a pur o;bidity effect. Since most current states
allow premiums to vary with age (see the next section), even this

ercent is higher than the relevant concept.

E re presumably sicker than those who have relatively short
COBRA expé}_ences. 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




Klerman, Conversion Rights - 25 - DRAFT

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

percent). In as much as take-up of continuation; Yage in the sub-
COBRA market is like take-up in the current COBRA :T(as HIAA
assumes), it seems more reasonable®tg assume that their relative costs

exhaustion, it seems more plausib

after take-up, so that the 150 percent:

estimate of the rela

Because this is a ma udgment we report both the “RAND-Best"”

isurance policy. The original HIAA estimate (HIAA I)
Using the same methodology, but our better figures,
spondirig’ RAND Estimate (HIAA-RAND) is 4.6 percent, less than a

riginal HIAA estimate.

5 eferred 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.

analyses for all three assumptions (HIAA, HIAA-RAND, gf

Table 2 maintains the HIAA I assumptions (for length of*time aftegﬁcégRA

Given HIAA I Assumpt

RC-Sub- HIAA-
RC-COBRA COBRA HIAA | RAND
200% 200% 22.1% .-
150% 150% 11.1%
200% 150% 15.4%
300% 200% 30.7%
250% 200% 26.4%

" HIAA- RAND

RC-COBRA S RAND BEST
200% 4.0% 6.6% 5.3%
150% = 2 1210% 3.3% 2.7%
200% 20.4% 5.2% 4.1%

i 40.8% 10.3% 8.3%
32.4% 8.5% 6.8%

individu -gpblicies. 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 poséibility 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. The third and fourth alternative (the

consider increasing the average claims cost in

the assumption that only people with very high

older) would buy conversion coverage after the full 18 months of CQQBA
coverage. HIAA I uses a high estimate of three :t: s individual claims

costs. That 300 percent figure also appears

uation for the

higher estimate in HIAA II. The text in HI ver, reads “250%”

and the final number is correct for two and mes the cost of

individual claims (but not for three times the cos ndividual

claims). We present the full range.of estimates fors eference.

Our estimates are always le r..the corresponding

HIAA estimates. While the HIAA est each:32.4 percent (or 40.8
percent in the number they do not r the highest “RAND BEST”

highest estimate is only (¢ percent). As is discussed

5.5 and this “RAN timateé of 2.2 percent are conservative. At
several places, tﬁéu s were deliberately computed using the more

conservative (implying effect of the law) estimate from among a
range or in interpreting.é r tabulations. 1In particular, our analysis

,of the observed insurance through a previous employer

gible individuals. Limited tabulations suggest that,
considerable coverage from a previous employer even

in the sub-COBRA market (the HIAA methodology

plies that no such coverage occurs). If so, our figures
;_ke—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

are based). Similarly, COBRA premiums are based on tﬁé bealfh

premium across all employees. In as much as individuals on COBRA '

to be older than the average employee (see Flyn §92), their premiums
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4. THE EFFECTS OF STATE REGULATION

The previous section used the HIAA methodology and new
improved estimates of the underlying figures. As HIAA nogt

“Caveat” quoted in a footnote to Section 2},

legislation to purchase conversion coverage

insurance market, where the weights are given

the two groups. For the later group - those purch

.5

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 health insurance (e.g.
of another family member or COBRA continuation coverage).
legislation has no requirement about the premium at whig
must be offered. Thus according to the proposed fedefé“ egfs
insurance companies could price such conversion cqveragé separatél___Jt

their current individual insurance policies. Injiparticular, they could

Thus, under the federal legislati : Urance companies could

oﬁosed legisl.plon would have no effect on the
.uying health insurance in the individual

market. As HIAA .

substantially”-;J bremiums for this population, then you
have succeeded 1  “ aféﬁteeing access to a policy that 1is
unaffordable to most “:" . This is a rather hollow
guarantee. o

is, however, not the correct one for evaluating the
‘the proposed legislation. Both the proposed

-he HIAA analysis’ assign to the states the role of

“HIAA (1995) states: “The proposal would not specify the rating
rules applicable to premiums for coverage obtained under the new




Klerman, Conversion Rights - 31 - DRAFT

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 the

individual insurance market (or some regulation such
guaranteed issue with similar effect).'. For ind
those states, the proposed federal legislation

requirement is redundant and would have no ef

2) Five states do not currently require guaranteed issue, but':have

some rate regulation (limit the variab ty rates in the

individual insurance market)®. ). ates requiring
complete community rating (no varia ,laﬁ cost), then the
HIAA estimate would be the effect on )\ purchasers of
individual ihsurance. All of these stateg least allow some
variation in premiums with%the age of the individual, and all

but one of these states additional variation (rate

bénds). The footnote di Ure of rate regulation

in each of these states. variation that is allowed

1ch regulaé;pn to the states.”

pact of state regulation on the effects
premiums of those currently

] nclude AAA (1996b) and Hustead (1996).
General discussioh
(1995), Mollica (1995%:

) ndlay and Loranger (1995), BlueCross-
BlueShield (1995), Commuf :

‘ions on Agriculture (1995).

has a universal system. The following 11 states have

e”: Idaho, Iowa, Kentucky, Maine, New Hampshire, New

_ “N ork;: Ohio, Utah, Vermont, and Washington. With the
exception ofi:Q) all of these states also have rate regulation. Even
“these s s, only New Jersey and New York do not allow at least
adjustments for age. Even when fully phased in, the allowable
je:-are quite wide: Kentucky 3:1, Maine 1.5:1, New Hampshire
kota 5:1, Vermont 1.5:1, and Washington 3.75:1.

P

“LouiSiana (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 thosef
competition will be expected to forqe insurance cqﬁéa ies to
treat conversion policies separately from curren
insurance policies. Again, the premium for Ehi .
purchasing individual insurance would not be ;%Eected

proposed federal legislation.

12, 1995, p. 34) on the bill states:

if they

substantial leeway for States to cral n@#Vldualized solutions. ” Among

the provisiqns listed as potentially: éfying the waiver requirements

are high risk pools and ‘Blue Cross-Blue Shield is an

gveral stat

insurer of last resort
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Table 4

State Insurance Regulation, High Risk Pools,
and BC/BS Open Enrollment

Gl-yes Gl-yes GI-no Gl-no . HRP roo Waiver
RR-yes RR-no RR-yes RR-yes BC/BS W >
1

Alabama 43
Alaska

Arizona
Arkansas
California
Colorado
Connecticut
Delaware
District of Columbia
Florida

Georgia

Hawaii

Idaho

Illinois

Indiana

lowa

Kansas
Kentucky
Louisiana

Maine

Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada

New Hampshire
New Jersey
New Mexico::-

— e D o b ey e b = ey e e ek — —

South Carolina
South Dakota
Tennessee
Texas

T T T . S e Y S o S S L VU N S s N Y - ST



Klerman, Conversion Rights - 34 - DRAFT
Utah 20 1 0 1 I 1
Vermont 06 | 0 1 ! 1
Virginia 6.6 ] 1 1 !
Washington 54 1 0 1 1 /
West Virginia 18 1 0 0 0
Wisconsin 5.1 / 1 )
Wyoming 0.5 1 1 1
Totals 10 1 5 35 11 27 42

Sources: BCBS (1995), Communications on Agriculture (1995), Hustead 1995)
Gl: Guaranteed issue (in the individual insurance market) E
RR-Any rate regulation (in the individual insurance market)
BC-BS: State’s BlueCross-BlueShield program has ope nr_ollment for
individual insurance policies
HRP: State has a high risk pool (which is active and mchwdunwwemmnm
some such pools would probably need to r‘a wider.range of health
plans and/or ease their pre-existing condition rules'i order to qualify
for a waiver)
Waiver: State has a policy (BC-BS or HRP) such that.it:co d.qualify for a
waiver from the proposed federal legislation (if:it apphcd for the waiver
and perhaps if it changed its HRP rules). '
Waiver or GI. State has a policy (BC-BS or HRP) such that it; could qualify for a
waiver from the proposed federal: .leglslauon (f it apphed for the waiver
and perhaps if it chang IR it already has GI in the
individual insurance miar "posed federal legislation is
redundant..

Together, state- : od issue rééulations, high risk pools, or
open-enrollment i ‘
states: Arizonaj;
West Virginia.

to. For nine states,

"grance in applying waiting periods; Hustead, 1996):
Florida, Mississippi, North Dakota, South Carolina,

Sconsin, and Wyoming.

con iﬁeration of state regulations suggests that the effect
of the bt éd federal legislation on the premiums of those currently
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-—

i.e. there is rate regulation, but not guaranteed i.;;u

2) Even in these five states (and presumably in any
which might adopt rate regulation, in respon
federal legislation), the effect is likely to ‘be smalle

implied by even our best estimates. Our®

guaranteed issue in the individua

community rating. They each allow son
he larger are

these rate bands, the s propriate estimated

3) ederal legislation with the
bis may further lower the effects. If states
ion policies to be shifted to the high

average claims cost will be even lower.

4) Since mos have high risk pools, including four of the

five states withsrate regulation but not guaranteed issue, they

ould apply for waivers from the proposed federal legislation.

ven in those states there would be absolutely no effect.

‘ént COBRA population appears to be disproportionately

( ynn, 1992). This age selection probably explains some of
the high ¢ost of COBRA coverage relative to either the health
insurance ‘groups 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 relevant 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 1in

premiums for those currently buying health insurance.

Finally, the correct effect on the national average premit

individual insurance market i1s even smaller. It is the weigﬁtédréverage
of this effect in states with binding rate regulation an
less than six percent of the nations population lives_:
non-zero effect, the national effect will be much smallefr than t

implied by our estimates using the HIAA methodolog&

'states with preexisting

‘pools remove them) .

“will adopt some form of rate
ealth insurance market (Findlay and

Loranger, 1995; 1996b) . Again, much of the

resulting state.
premium) and/or allo

apply for waivers, how y Etates adopt rate regulation, and the
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5. CONCLUSION

Health Insurance Reform Act of 1995 (S5.1028).

t size (5.5
Alternative, and we think

3.2 percent. Both of

ifigures.

regulation implies that even
high. The proposed federal

in states with rate regulation

legislation), the H
community rating; i.e. updg;'regulation which allows for no adjustments
for age;or.other factors. No state which does not also require

.currently has such stringent rate regulation. Instead,

- factors. As the number and range (i.e. the rate

the HIAA méﬁhodology (e.g. “HIAA-RAND” or “RAND Best”).

Finally, even these effects are applicable only in & 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

individual insurance).

The phase-in period of this long-run estimate will:

vyears. In a market with recent premium increases of well over fiwv

percent per year, the long-run effect of this le ation — a few

percentage points at most — is likely to be undétettable. Thus, while

e

the original HIAA estimate of premium increas f ové}320 percent for

those currently buying health insurance in’ dual health

insurance market understandably induced many to sider the

desirability of such a conversion right; our preférredirange of

insurance market provide less of

legislation.
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APPENDIX: TECHNICAL ISSUES IN THE ESTIMATION OF KEY FIGURES

This technical appendix provides more details on the ass
computations, and results underlying the estimates discus

of the paper. It begins with an overview of the CurrenE Popula

Survey (CPS) database and the derivation of the Population Est )
from the EBRI Databook (EBRI, 1995). It then proji@es an overview of

the main SIPP database, followed by detailed des i tions of the overall

“previous insurance” rates and results strati by“fi;m size and job

tenure.

The Current Population Survey (CPS)

The basic data for both the original estimates and our reestimates

of the total populations (in th Héﬁ th. insurance market and

Most analysts interpret responses

as referring to ‘stat s “thé: nterview date (EBRI, 1996).

The HIAA I analysis ‘based on the 1994 CPS. Since their

analysis, the 1995 CPS datid have been released. These data are

'"nly because they are more recent, but also because they

coverage.n_Ih addition, the new questions appear to have substantially

improved the reporting of.children’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

provided through an employer. EBRI (1996) refers to this as:’

private” health insurance coverage and defines it as

purchased health insurance.”

Some of these individuals, however, are nc

individual market. HIAA (1995) states:

Note that published estimates of the size o1
market are generally estimates of non—govéf
employer based coverage. Such estimates includ %
group policies, specified disease policies, hoéb;tal
indemnity policies, etc.

.5dustry their

Using HIAA estimates based

sources,

nd 6thér policies. In particular, our figure
"the 16.4 million *“Other Private Coverage"
(EBRI, 1996; calculated from the March 1995
Current ‘lﬂtign Survey). The eighty percent figure is the most

con € .:ying the largest effect) estimate from the American

es range of values (AAA, 1996b) .

. _' the word ‘individual’ in this context to refer not only

to the true 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 discretionary 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

Health Insurance by Firm Size (EBRI Data Book,:Tabl

Bagsed on 1994 CPS

Nonelderly Population with Selected Sources .o )alth Insurance, by

Work Status and Firm Size of Family He ' Employer, #1993

Employer CoVerag

Firm Size of Total : Other  Total No
Family Head's Total Privat Total Direct Indi ‘ivat Public Medicai Health
Employer e t e d Insuranc
) e
Coverage
Total 226.2 157.7 .4 20.8 36.3 28.9 40.9
Self-Employed 17.8 12.1 w1 4.8 1.2 0.8 4.9
Wage and Salary 181.1 138.7 .0 13.4 19.7 14.7 29.7
Workers
Public sector 32.8 28.3 .4 2.1 3.1 1.6 3.0
Private sector 148.3 110.3 .6 11.3 16.5 13.1 26.7
fewer than 10 19.1 9.8 .6 2.5 3.3 2.8 6.5
10-24 ’ 14.8 ... 9.0 .6 1.6 2.2 1.7 4.3
25-99 5.8 .7 1.6 2.6 2.2 4.9
100-499 2.8 .8 1.7 2.6 2.0 4.0
500-999 0 .6 0.6 0.8 0.7 1.2
1,000 or more 1 .4 3.3 5.0 3.7 5.8
Nonworker 3 2.9 1.4 2.6 15.4 13.4 3
rcentage within coverage categories)
Total 100.0% 100.0 100.0% 100.0 100.0 100.0% 100.0%

% % %

of the Uninsured, Analysis of the March 1994 Current Populatiorn
sue Brief no. 158 (Employee Benefit Research Institute, February

> $ may not add to totals because individuals may receive coverage
_onhe*source. See Appendix B for a technical explanation of this

and 90% ofithose privately insured in the U.S. by means other than
through the employer would fall into this category. We assumed that
$.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).
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8Family head is defined as the family member with the greatest earnings; all
other family members with earnings are designated as secondary workers.

The HIAA 1 figures are 110 million and 30 million covered lives in

the COBRA and sub-COBRA markets respectively. It 1is not clea;ihgw they

d

derived their figures. The total of 140 million (=110 millig =30

million) is close to the “Total Employer Coverage” figure.
to the 30 million figure for the Sub-COBRA market, ,
all of the “Self-Employed”, all of the “Nonworker”,
“Private Sector”, “fewer than 10” and “20-24" covered lives

(26.5=7.4+4.3+7.3+4+7.5).

) m on (an increase

Even ignoring the rounding to the closes
of 13 percent), this calculation does not ééem ofo} esplgate the right
concept. First, some portion of covered lives init :10724 employees
category actually have 20-24 employees and are thus :RA eligible.
Second, the “Self-Employed” are p;ébagiY‘not approprié&ely treated as

part of the population at risk. Man: 5 ér ..in fact buying

individual insurance through their’ mployed ‘firm (we do not add

them back into our estimates of the e of the individual insurance
market; doihg so would further lower o stimate). They presumably

have lower turnover thanm; mployees (for whom we quote turnover rates

below). If health .dnsdranc

bankrupt), they q§

a spouse or adult child of the head) is providing
health iﬂSﬁ?aﬁce 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 oversta
number of covered lives in the sub-COBRA market. Large are
more likely to offer insurance. Even among employers@§fher1ngggr uf
health insurance, on average smaller firms are charged ﬁigher healt

insurance premiums (due to the higher costs of selling to smaller £irms)

and pay a smaller share of the premium (for the*ifdividual or for

dependents) themselves (i.e. they require la
employee). Thus, when there are two working:
household, it will be more likely that the indiv

larger firm will provide the insurance. This wili-q

head of household. These conside;&

the size of the employer of the h

the size of the Sub-COBRA market

indicated.

The HIAA II fi
n the 1995 CPS. The HIAA II estimate

id. using the improved question wording). The relevant

996) is reproduced below:

ican Academy of Actuaries (1996b, p. A-2, note 7)

states 's assumed that between 40% and 60% of dependents of those
family head’small 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.”
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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 Head’s Employer, 1994
Employer Coverage

Firm Size of Total No Health
Family Head’s Total  Private Total  Direct Indirect Medicaid  Insurance
Employer Coverage
Total 228.1 162.3 145.9 75.1 70.8 28.7 394
Self-Employed 173 12.5 8.2 37 4.5 0.8 4.0
Wage and Salary 185.0 143.0 1334 68.4 64.9 15.4 294
Workers it o
Public sector 333 29.0 27.8 14.5 1.3 3.7 1.7 2.8
Private sector 151.7 114.0 105.6 539 8.4 17.7 13.7 26.6
fewer than 10 20.1 10.7 84 4.1 24 34 238 6.7
10-24 14.8 9.0 7.7 3: 1.3 22 1.8 42
25-99 231 16.3 15.1 7. . 3.0 25 4.3
100-499 25.6 20.2 19.1 . 1.1 2.7 22 3.7
500-999 10.0 8.2 79 4.1 03 1.0 0.7 1.2
1,000 or more 58.1 49.4 474 242 2.0 5.4 3.7 59
Nonworker 258 6.7 24 14.5 12.4 6.0
Total 100.0% 100.0% 100.0% 100.0% 100.0%

We begin with a side-computation.’Wé-need to allocate the people

in the “10-24 workers; group:. Those in"firms of size 10-19 are not

COBRA eligible.
Assuming a uniqu

employees, we compu

145 10+ 114+518+19
255, 10+ 11+-+23+24
20+ 21+--+23+24

~+23+24

bbgoximation, we derive a rough approximation to the size of
f"‘mTharket as 10 percent of the wage and salary market (9.6
percent = 8.4 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 / 133.5 million covered lives among wage and salary workers).
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Qur 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

estimate is likely to be negligible. We have also assum

the “Public Sector” workers are in firms of 20 or more.

COBRA markets.

Given these side computations, our figu
people in the 2-19 employees group (COBRA ifie
They are made up of the 8.4 million in the “fewe 41 10” group, the
4.4 million from the “10-24" group who are actuali& :

10-19 (i.e., 56.9 percent of 7'7;m 6n).,. and 0.4 million of the

“Nonworker” group (i.e.

he “Nonworkers”. Correcting both of these

ould yield a smaller estimate.

They estimate that there are 18.4 million (including

in employer sized programs of 20 or less-those not
'{quééRA" (n.b. this appears to be an error, COBRA does apply to
groups of gize 20). Thein 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

The rest of the new figures reported in this paper are_der'ved

from new tabulations from the Survey of Income and Program Cipation

(SIPP) conducted by the U.S. Bureau of the Census. The'SIPP_ls a panel

survey based on a nationally representative sample of the U S.

population. Individuals are interviewed every fou

.months, covering:an

interval of 24 to 36 months. A new panel is starféarapproximately

annually and includes about 20,000 households,

changed jobs, even when there is no i tervenlng perlod without a job.
Finally, the more recent waves use ¥ly distinguish health

insurance from a current vs. health':insuraricé from a previous employer.

only as good as the

These SIPP based estimates are, of course,

In

particular, our ana yses assume that all COBRA coverage is reported as

prev ous employer, our estimates of the
-'ob leaver and the percentage of all job

“be too small. Among the things that might

_éome third-party COBRA servicing agent (e.g.

ee"below). Such mis-responses are always possible in survey

wever, 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
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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.

that policy. Unless otherwise noted, the tabulations:

is/was), but all “covered lives” (e.g. spouse a

The analyses reported here use the mos
data. They analyze a dataset constructed ‘b
and the 1991 panels of the SIPP. The 1990 pan vers the period
October 1989 to August 1992. The 1991 panel covets
1990 to August 1993. These are the

a recession. This

We also drop

le for Medicare.

interviewed at a subéé: nt*date; but interviews before the missed

interview are retained in“the analysis file. Klerman (1992) shows that

nterviews is negligible. The hazard models used below

992; see also Young, 1989) shows that the seam bias

hé SIPP data is severe. Almost all transitions in

employmenﬁrénd 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 trﬁe
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 account for

this seam bias.

Computing Average COBRA Duration and Percentage o

Exhausting COBRA

HIAA I bases their estimates of COBRA take-up:on Spencer’s
Research Reports: “Consistent with historic elgé;_on percentage since
1990. Spencer’s Research Reports: . :8719/94- Presumably

this is the information in the EBRI Databoo, e : .(p. 277;

reproduced below. The source note there stateg- otal of employees

counted in 1993 survey was 3.1 million. : 04. companies

responded to the survey.”

COBRA Coverage (EBRI Databook; Table-8.17, p. 277)

Entitlement and Elections of Consolid@ ”tomnibus Budget Reconciliation
Act cbnnn), Plan Ye_ri'1988—1992

Plan Year Emp]oyees Enutled to Employces Electing Employees Electing
of Coverage (as a % of Coverage (as a % of
=7 Active Employees) Those Entitled)

1988 1.7% 11.2%
1989 2.6% 28.5%
1990 2.2% 20.5%
1991 1.6% 13.2%
1992 1.7% 19.3%

:eiplains 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 tabulations

14
explored time not employed and health insurance status (currently and on

the previous job) of the currently unemployed. Related tabu ions were
published in Klerman and Rahman (1992). The tabulation 5
the 1984, 1985, and 1986 panels of the SIPP. Since Eﬁe.lnterv;e
those panels did not distinguish health insuranc?hprovided by a-cuhﬁént

employer from health insurance provided by a pr ; s employer, those

those tabulations to the percentage of COBRA-p

COBRA coverage is not clear.

Bureau of the Census. While from other data sources it appears to be

e the COBRA take-up rate (among job leavers) and then to

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 eligiple, we
would simply count total years on COBRA per.job leaver. To caﬁﬁﬁfe the

percentage of all job leavers exhausting COBRA, we would uég phé

fraction of all job leavers having COBRA coverage in month’ 1

in month 19.

Unfortunately, for several reasons, the estim

dtion problem is

considerably more complicated that that. The issues and our solutions

are as follows:

1} The SIPP panels are short (under thre _relative to the

COBRA exhaustion time (a year and a half}: H@s, for anyone
leaving their job after abgppathe middle of ‘the panel, we will
not observe their behavior:.fér. fhé-entire period for which they

are eligible for COBRA (n

f.time at which they
would exhaust COBRA). -

This problem suggests a hazafq mbﬁel. For every pair of months

we observe, - compute the probability of having COBRA in

PRI

the second: ‘month 6f Ehe pair, given that the person had COBRA

months. We thenzu e these transition probabilities to simulate
he probability of any history. This procedure is formally

nt to a time-inhomogeneous first-order Markov

“since leaving the job. We will see that most spells of
6ﬁs employer” are quite short; thus, this information is
e‘important in properly estimating time on COBRA. These
hazérd—based estimates will thus be more precise than those

using only individuals observed for 18 months after leaving

their job.
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A person can go onto COBRA up to several months after leaving
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 time in

they leave a job (from which they received héé
until they next enter a job providing health insurance

they enter a job providing health insur & , they become

eligible for COBRA from the new emplpig ¥ ‘We consider four
E-since leaving the job, has beeh,‘ ed, health

and, among those who 2t . (through the reference month)
held a job providing hé. .
reference job, three

current COBRA status:

Md a job providing health insurance, is an

employer they are always in that status. When they

aving event (and another observation at one month after

For this state space, for each month after leaving a job, we
estimate the brobability 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 th" .,

household had health insurance from a “previous empibyer"

through a pair of questions. The first question

source of health insurance and they would respond

previous employer”. The second question, added to the SIPE

employer. The interviewer would th
individuals covered through this fé;

employer.

on COBRA. Some firms offe

those terminating employm

COBRA coverage about the point of

-

ing

€low) . Again, this will be a

effect of the 5§gd legislation.

‘most months of the SIPP (see below), we can not identify

e and thus can not distinguish COBRA eligibility from

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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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

this finding.

5) The problem of “seam bias” noted above implies:
not expect all COBRA exhaustions to be reporﬁég aé occurring.
exactly between month 18 and month 19. Seam biés suggés‘_ hat

many COBRA exhaustions would, in fact, .

month 16 and month 17. We conservatively treat everyone who

reports insurance from a “previous ' at month 16, but

employer“. That pefé

leaving the job, .2

etc.; Madrian, 1994;

oly, 1996) .
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Table A.4

Estimating COBRA Spell Length

Column A B C D E F
Months All Prev
Emp Enmp adjust. -
20 + p.d.f p.d.f Avg dur. Total month:

1 25.71% 32 8. 8.75% 1. :

2 18.71% 23 5. 5.33% 2.

3 14.45% 18 2. 2.63% 3. £0:C

4 12.35% 15 4. 4.64% 4. 0.

5 8.64% 10 0. 0.96% 5. 0.0529

6 7.87% 9. 0. 0.98% 6. 0.0634

7 7.09% 8. 0. 0.30% 7.8 0.0225

8 6.85% 8. 1. 1.10% .8 ~ 0.0935

9 5.97% 7. 0. 0.39% °0.0368
10 5.66% 7. 0. 0.30% 0.0315
11 5.42% 6. 0. -0.08% 0.0086
12 5.48% 6. 0. 0.78% 0.0969
13 4.86% 6. 0. 0.01% 0.0017
14 4.85% 6. 0. 0..06% 1 0.0091
15 4.80% 6. 0. 0 0.0581
16 4.50% 5. 0. 0.0908
17 4.06% 5. 0. 0.2783
18 4.03% 5. 0.
19 3.99% 4. 0. 3917
20 3.93% 4. 0. 0.1160
21 3.53% 4. L0
22 3.45% 4.
23 3.42% 4
24 3.34%

Note: Columns are:
Months: Months-sin ) leaving job.

Il Prev. Emp.: Percentage of all job leavers reporting continuation
- coverage (i.e. health insurance from a previous employer).

mp.25+: Same concept as “All Prev. Emp.” for workers in the COBRA
market under the assumption that all reported Continuation coverage
~“was from employers with 20 or more employees (i.e. the COBRA

"~ market).

.—p.d.f.: Probability that a continuation coverage will end in month M (using
“Emp. 25+4” 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 COBRA .
market and that all continuation spells lasting 20 months or less
actually COBRA)..

‘been available) with
“previous employer” coverage in month 19 nth in which COBRA

coverage would not have been available due

the two seam months spanning the exhaustion point,

This difference 0.57 percent (0.5 )=3., is an abproximate (see

insurance, a spouse di

Furthermore;
continuation co
choose to buy COBRA

These individuals, how

t 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. 1In 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. Clearly this

is an overestimate (see below). Nevertheless, it gives us a

bound. To do the adjustment (and given the assumption), Cdi
computed by dividing Column B by the share of job leave i
COBRA eligible firms; below we estimate that share at:abqpt:o;
Dividing by 0.80 gives the third column; i.e. the perceetage of

individuals with COBRA spells lasting exactly M_mﬁﬁﬁhs. Thus, our

preferred estimate (knowingly erring on the sidé £ being too large) for

the number of people exhausting COBRA covera' percent of all

COBRA per eligible. Column D (label ") compufes the

probablllty of a job leaver repor ”employer" for exactly N
months. The computation is performed by”subtractlng the percentage of
people with “previous employer” cove_ month N-1, from the number

in month N.

Following our con er 'bout seam blas, Column E computes the

month of previous employer coverage was M, in fact was covered (on

average for M+l months™{a hing that half of the people actually found

>ther source by the end of the month (again this will
effect). Finally, we assume that all individuals who

., 18, 19 or 20 months exhausted COBRA and would have
gion coverage for an average of 24/36 months (the HIAA
I/HIAA I eesumption), 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 jo?‘leaver.

Given our take-up rate of any previous employer coverage of .3

percent, this implies an average duration on previous empil:

months (SIPP I, the SIPP II estimates are similar) .

up rate).

Both the overall levels (per eligible i
individual components (the take-up rates,
exhaustion rates per take-up) can be compared't:
estimate that 32.14 percent of COBRA eligibles tak

eports (see EBRI Databook, p.

13.2, and 19.3 respectively. Our
1991, 1992, and 1993. The figure i: ‘above the CobraServ estimate

events for the period 1990-

1991 (Flynn, 1993).

Note, howev : is-number is too high because it assumes

assumes that there is no “previous employer”

reasons. In addition,®

.of thé'proposed legislation (e.g. HIAA, 1995, 1996; AAA,
»_“previous employer”, taking as a base those who were covered
by “previous employer” in the month after leaving the job. This method

vyields 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§Ahigher

Qualifying Event” from Table 11 and the 11 percent exh§d§ 5

at on p. 113; Flynn, 1992). This estimate is well below" the 4 ber

percent exhaustion rate) or the 5 percent figur

Employees tend to be from large firms.

'CgbraServ’s data refers to individuals from
firms of 401 or more emﬁioymegl The comparable figures for all employer
surance from the.EBRI Databook (for a slightly different

cluding those in firms below 20, who are not eligible

‘comparison is not exact) is only 38 percent.

‘estimates include all “previous employer” coverage
which end :0or before 20 months. Much of that coverage would not have
been mandgfég“by COBRA. {p 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 such

coverage is not reported by Spencer’s Reports or CobraServ as.,COBRA

Coverage. Nevertheless, here we would consider it as COBRA -

Together, these considerations imply that our estimated
of months on COBRA and our estimate of the percentage::
exhausting COBRA are too large. If these estimat?s areiﬁoo lafge. en
our final computations over-estimate the true eff&

market.

This estimate would be biased down if € ¢ short durations

are “previous employer”, but not COBRA. Not

estimate of the average duration ‘amérg thoseiwho use “previous employer”
it will bias up (i.e. too high) oﬁn

employer”/COBRA per job leaver.

The SIPP data, N r;are likely to be closer to the true

values. They are ; as noted

above, there is as other
be
through a

previous employer is from:COBRA eligible firms (20 or more employees)

ob leavers. Among all individuals who leave an insured
‘of them go immediately to another insured job (461
perceﬁ ear after leaving a job, 70 percent of them have held a
job offering 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. In this sub-

section, we report results stratifying by firm size.

to the reference person supplying the insurance.

propagated to other individuals covered through hiﬁ/her. The SIPP

ates. The HIAA I estimates

nationall’

from Spencer’s Research Reports: “G_qé

8/19/94.” The HIAA I esﬁimage for COBﬁ@ mgrket is by assumption

(without citation): -R_eﬁfé¢ting higher turnover rates among smaller

employers.”

The HIAA II figures for job.turnover are chosen to be identical to
the AAA figures. AAA 96b, p. A-1, note 1) figures appear to be
based on insurance industﬁy”eétimates: *12% of lives (workers and

sured with large employers who are required to offer COBRA

le for COBRA as a result of group coverage expiring on

note 7) “12% of those insured by small

and (p. A-2,

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
reported on at the next interview). Four months later in the COBRA

market, 94.48 percent of all covered lives are still associated with the

-employed.

same employer; 3.35 are with a different job, and 2.17 are nof
We convert this four month turn-over rate to an annual turnove
multiplying by three, yielding an annual turnover rate o percent

{16.56=3*(100.00-94.48)).

These estimates are higher than GAO’'s (1995, p. 4) estimatés. Based

on the CPS. GAO estimates that in 1993 11.5 m;l5

dependents; for a total of 18.2 million.
equivalent numbers is 21.99 million. Theas

number of job changes, the CPS counts the numbé

the American Academy Actuaries (1996a:

turnover rates for::both thé;COBRA and the sub-COBRA markets. Thus,

still associated with the same employer;

6b, and 2.92 are not employed. We convert

0:(100.@6 91°.80)). The associated annual turnover rate is higher

the HIAA I estimate of 20 percent and the HIAA II/AAA estimate

Only individuals with 18 months of continuous group health
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.

calculations. Among individuals in firms with
the overall four-month same-job rate is 91.80. The :a:éffor those with

more than 18 months of job tenure iéf93-55; the rate‘fér those with less

job tenure'. Thus, the estimates in the:body of the paper are too high

n. small fifms\the small firm turnover rate.

Hé&i;h:insurance and will therefore be

ineligible for tﬁ? conv ;51bﬁibeﬁéfit.

In the COBRA market, overall 24.96; in the

19

These 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.
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Introduction

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.R.2893) contain a provision that would
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 exhausted
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 February,
1996, concluded that increases in the long run would be 15% to 31%, with a most-likely
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% to 5% in states which
restrict the premiums which can be charged the new enroliees. In the absence of state
restriction, they note that there should be no premium impact. Using less restrictive
premium bands, the Congressional Research Service (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, s0 no increases are required by the bill directly.

This analysis explores four scenarios. The first, no rate restrictions, is technically
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

ACTUARIAL RESEARCH CORPORATION $.1028 Impact Analysis, 3/28/96, page 1
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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 their
analysis of S.1028. Briefly, counts of affected persons and their relative expense level
are compared to persons with current non employer sponsored insurance, and the
impact on the non employer sponsored market is assessed. This market includes most
individual insurance, but not that which is provided through employment, as well as
other non employer sponsored group insurance (such as association and discretionary
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 average,
(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 $.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 aftected 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

ACTUARIAL RESEARCH CORPORATION S.1028 impact Analysis, 3/28/96, page 2
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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 for these three groups are as
follows:

COBRA Covered Workers & Dependents 125.33 million

Non-COBRA Covered Workers & Dependants 18.11 million

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 20+. 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 suggested
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 the
assumption made by the HIAA with respect to the COBRA population, and is a longer
assumed duration for the non-COBRA population.

(B) Relative Morbidity

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

ACTUARIAL RESEARCH CORPORATION $.1028 Impact Analysis, 3/28/96, page 3
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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 $.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 wers able to determine that in order to get a morbidity of 1.935,
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 determiine
consistent morbidities for participation rates of 17.5%:(unrestricted pricing assumption),
35% (banded pricing), and 70% (community rating). The relative morbidities were as

follows:
Assumption Participation In | Morbidity Relative to | Morbidity Relative to
S.1028 COBRA ESi
AAA 6.0% 1.935 3.000
Unrestricted Pricing 17.5% 1.540 2.286
Banded Pricing 35.0% 1.273 1.673
Community Rating 70.0% : 1.085 1.681

(C) 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”. |f
this ware 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 rates
at an average of just over twice the amount for those currently there (2.386/1.152 =
2.0708).

ACTUARIAL RESEARCH CORPORATION $.1028 Impact Analysis, 3/28/96, page 4
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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.1028 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 for
persons gaining coverage under S.1028. We assume that this would be equivalent to
having a rate band at approximately 105% of average (very close to community rating).
The calculations are similar to those in (D) above, and result in a 2.6% increase in
premiums for the pre-S.1028 market. K

(F) Impact - Pure Cornmunity Rating

The HIAA analysis assumed that the cost of the new entrants into the individual
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 of
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 insurancs, (3), the morbidity of those purchasing
S.1028 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

ACTUARIAL RESEARCH CORPORATION §.1028 Impact Analysis, 3/28/96, page S



04/08/98 MON 14:45 FAX 6906167 DHHS/ASPE/HP @oo7

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 each
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.1028 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.

ACTUARIAL RESEARCH CORPORATION S.1028 Impact Analysis, 3/28/36, page 6
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Lower Bound

Best Estimate

Upper Bound

Morbidity of the
COBRA population

1.55

1.55

2.00

Percent likely to
purchase S.1028
insyrance

8.75% unrestricted
17.0% banded
35.0% comm rated

17.5% unrestricted
35.0% banded
70.0% comm rated

17.5% unrestricted
25.0% banded
70.0% comm rated

Morbidity of those
purchasing S.1028
insurance

2.386 unrestricted
2.273 banded
1.926 comm rated

2.386 unrestricted
1.973 banded
1.681 comm rated

3.773 unrestricted
2.991 banded
2.328 comm rated

Size of the Non
Employer Sponsored
PHI market

22.75 million (includes
self employed)

16.81 million (includes
size 1 self employed)

10.40 million
(HIAA estimate for true
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 to
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 policy
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 persons
who were working and had ES! in own name (policy holders) were counted by their own

work-force characteristics (size, self-employed or not). Persons who had ESl 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 seif-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.

ACTUARIAL RESEARCH CORPORATION $.1028 Impact Analysis, 3/28/96, page 7
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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 Estimate Upper Bound

Rating Restriction In State:
1) No Restrictions on Premiums .

Percent Change in Premiums 0.0% 0.0% 0.0%

S.1028 Cost Relative to Pre-5.1028 Market 207 1% 207 1% 327.3%
Hl) Premiums Banded at 200% Average

Percent Change in Premiums 0.9% 1.4% 5.4%
Hf) Premiums with Adjusted Community Rating

Percent Change in Premiums 1.4% 2.6% 8.9%
1V) Premiums with Pure Community Raling

Percent Change in Premiums 1.5% 2.8% 9.2%




@o12

DHHS/ASPE/HP

FAX 69061867

MON 14:47

04/08/96

s1028a:sens2 summ
03/28/96

ARC Analysis of S.1028 Group to Individual Provisions
Premium Effects on Person Currently in the Individual Health Insurance Market

Summary Table
Lower Bound
Rating Restriction In State:

1) No Restrictions on Premiums
Percent Change in Premiums 0.0%

ll) Premiums Banded at 200% Average
Percent Change in Premiums 0.9%

i) Premiums with Adjusted Community Rating
Percent Change in Premiums 1.4%

iV) Premiums with Pure Community Rating
Percent Change in Premiums 1.5%

Best Estimate Upper Bound
0.0% 0.0%
1.4% 5.4%
2.6% 8.9%
2.8% 9.2%
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ARC Analysis of S.1028 Group to Individual Provisions
(Fully Implemented: Assumptions that Differ are in Shaded Celis)

| NO RESTRICTIONS ON PREMIUMS

COBRA Workers (thousands)

Lower Bound

T 41

10.62%

Most Likely

% Ellgib/Year 10.62%
% Electing COBRA 18.16% " 18.16%
% Exhausting COBRA 10.00% 10.00%
% Purchasing S 1028 Ins :§-75%: 7:50%:
Purchasers of S1028 Ins (thousands) 21 42

Non COBRA Workers (thousands)
% Losing Covg
% Purchasing Covg

Purchasers of $1028 Ins (thousands)

Total Purchasers of $1028 Ins (thousands) 65 130 130

Average Duration of Coverage (years) 2 2 2
Point in Time S$.1028 Covered Lives (thousands) 130 259 259

Persons with Other (Individual) PHI
<65

Indices of Avg Costs/Person
COBRA Workers
Those Purchasing
Non COBRA Workers
Those Purchasing
Other PHI

S$.1028 Cost Relative to Pre-S.1028 Market

impact on Pre-S.1028 Market

207.06%

0.00%

207.06%

0.00%

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)

Lower Bound Most Likely

1l PREMIUMS BANDED AT 200% OF AVERAGE

COBRA Workers (thousands)

% Eliglble for S.1028 Insurance (from above)

% Purchasing S 1028 ins
Purchasers of $1028 Ins (thousands)

Non-COBRA Workers (thousands)

% Losing Coverage (from above)

% Purchasing S 1028 Ins
Purchasers of $1028 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

Other PHI

Amount to be Collected (aggregate index) 26813.794 19665.220
Max Index Value Allowed (200*Avg) 2,330 2.356
% S.1028 Entrants Past Max 15.15% 25.36%
% S5.1028 Cost Collected 59.05% 72.69%
Banded Amt Collected (agg. index) 91.516 309.698
UnBanded Amt Collected from S.1028 Persons (agg. index) 256.403 433.738
Shortfall from Banding (agg. index) 241.261 279.311
Persons Unaffected by Band (thousands) 22,975 16,563

OPHI for Persons Unaffected (agg. index) 26722.278 19355.522

New OPHI per Unbanded Person (index) 1.163 1.169

tmpact on Pre-S.1028 Market 0.92% 1.40%

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 ot S.1028 Group to Individual Provisions
(Fully Implemented: Assumptions that Differ are in Shaded Cells)

COBRA Workers (thousands)
% Eligible for S.1028 Insurance (from above)
% Purchasing S 1028 Ins

Purchasers of $1028 Ins (thousands)

Non-COBRA Workers (thousands)

% Losing Coverage (from above)

% Purchasing S 1028 Ins
Purchasers of S1028 Ins (thousands)

Total Purchasers of $S1028 Ins (thousands)
Average Duration of Coverage (years)
Point in Time S.10208 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 Amt Collected (agg. index)
UnBanded Amt Collected from S.1028 Persons (agg. index)
Shortfall from Banding (agg. index)
Persons Unaffected by Band (thousands)
OPHl for Persons Unaffected (agg. index)
New OPHI per Unbanded Person (index)

Impact on Pre-S.1028 Market

Lower Bound

27223.083
1.228
45.41%
51.32%
289.125
223.294
486.049
23,038
26933.958
1.169

1.44%

Most Likely

169

20385.869
1.244
50.83%
57.32%
655.368
343.883
744146
16,686

19730.502
1.182

2.60%

Upper Bound

14399.511
1.322
67.33%
58.03%
922.853
477.791
1013.098
10,739
13476.658
1.255

8.89%
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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 (thousands)

% Ellgible for $.1028 insurance (from above)
% Purchasing S 1028 Ins

Purchasers of S1028 Ins (thousands)

Non-COBRA Workers (thousands)

% LosIng Coverage (fram above)

% Purchasing S 1028 Ins
Purchasers of $S1020 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
Other PHI

Effect on Entire Individual Market
Final Persons Covered (thousands)
Persons * Index

Index Value / Person

Impact on Pre-S.1028 Market

Lower Bound

23,273
27223.083
1.170

1.50%

Mos?! Likely

17,213
20385.869
1.184

2.76%

- 1062%
BA6%

349

518

11,437
14399.511
1.259

9.25%



