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Individual Coverage

If someone does not have access
to health insurance through
their workplace, they cannot
afford their share of the pre-
mium for employer-sponsored
coverage, or they don't qualify
for government programs, the
individual1 insurance market
may be an alternative.

Most Americans get their health
insurance at work as part of a group. (For
more information, see Chapter 2,
Employer-Sponsored Coverage.) But we
buy other types of insurance, for
example, policies for our homes and our
cars, in the individual insurance market,
contacting insurers on our own and
looking for the best coverage for the
lowest price.

In 2002, 16.5 million Americans under
age 65 had health insurance purchased in
the individual market. That number,
roughly 6 percent of all Americans under
age 65, is small compared to the number
of Americans with employer-sponsored
coverage (161.8 million people under age
65). 

Over time, however, many more than 16.5 million people rely on individual health insurance, perhaps following a
layoff or divorce, or while in jobs that don't offer health benefits. One recent study concluded that more than one in
four working-age adults sought coverage in the individual market over a three-year period.2

For several reasons, it is more expensive to buy health insurance in the individual market than through an employer.
One reason is that marketing and administrative costs per insured person are much higher for policies sold one-by-
one. These increased costs are reflected in the price of individual policies.

In addition, people buying individual insurance policies must pay the full premium. In contrast, those enrolled in
employer-sponsored coverage pay an average of 15 percent of the total premium for themselves alone or 27 percent
for family coverage.3  What's more, a firm's contribution to the cost of health coverage is not included when
employees calculate their taxable income. That saves many workers thousands of dollars in premium charges, and
also saves them from paying thousands in income, Social Security and Medicare taxes. The exclusion of the employer
contribution from the employee's taxable income will save workers $101 billion in 2004 in individual income taxes
alone. Employers are also allowed to deduct from their taxable incomes, as a business expense, what they paid toward
their worker's premiums. 

CHAPTER 3
INDIVIDUAL COVERAGE

KEYFACTS

16.5 million nonelderly people were covered by an individual health
insurance policy in 2003.a

In all but five states, individuals or families buying insurance on their own
can be charged higher premiums, or be denied coverage, if they have
health problems.b The five exceptions are Maine, Massachusetts, New
Jersey, New York, and Vermont.

The Health Insurance Portability and Accountability Act (HIPAA) requires
insurance companies to sell policies to anyone who has had at least 18
months of continuous group coverage and is moving to an individual
policy. This federal law has no restrictions on how much companies may
charge for HIPAA individual coverage, although some states have set
limits.

High-risk health insurance pools existed in 31 states as of January 2004,
mostly for persons with expensive health care needs who would
otherwise have difficulty obtaining individual health insurance. Enrollment
in all high-risk pools totaled about 173,000 in 2002.c

Many proposals to reduce the number of Americans without health
insurance would subsidize coverage in the individual market, often
through federal tax credits.

COBRA continuation coverage, which technically is group insurance
through a worker's former employer, offers an alternative to individual
health insurance for some people who are about to lose job-based group
health coverage. Only about one in five unemployed workers eligible to
buy COBRA continuation coverage actually does so.d

For key fact sources, see endnotes.
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Individuals with pre-existing health conditions have a
disadvantage. In most states, insurance companies are
allowed to engage in medical underwriting in the
individual market. Medical underwriting involves
evaluating a person's health status to determine whether
to charge more than the standard premium, exclude
certain body systems or existing health conditions —
such as diabetes — from coverage, or deny coverage
altogether.4 

To curb some of these practices, many states undertook
reforms of their individual insurance markets in the
1990s, but few attempted comprehensive reforms. Some
states enacted underwriting reforms to increase the
availability of coverage, including guaranteed issue,
renewability of insurance policies and limitations on
exclusions for pre-existing conditions.5

By using medical underwriting, insurers can offer less
expensive coverage to consumers while they are young
and healthy. Conversely, people who are charged more
because of their age or health status may have trouble
getting coverage. (See chart, "Effect of Age on
Individual Health Premiums.") One survey found that
35 percent of adults who tried to buy coverage said that
it was very difficult or impossible to find a plan that met
their needs and 53 percent said it was very difficult or

impossible to find an affordable plan.6

CAN THE INDIVIDUAL MARKET BE
MADE MORE BUYER FRIENDLY?
Making it easier and more affordable for Americans
to move into the individual insurance market is a
difficult public policy challenge, but some
protections already are in place.

How  Group  COBRA  Coverage  Helps
Individuals

So called "COBRA" coverage offers an alternative to
individual insurance coverage for people who are
losing job-based coverage, by giving them a chance
to remain temporarily in their job-based group health
plan. If a firm has at least 20 workers, those workers
are covered by provisions of the federal Consolidated
Omnibus Budget Reconciliation Act of 1985
(COBRA). If such a company offers health insurance,
and a worker participates, he or she is guaranteed the
right to continue that coverage upon leaving the

company, usually for a minimum of 18 months, some
are eligible for up to 36 months. It doesn't matter if the
worker left voluntarily or was terminated, unless the
reason for termination was gross misconduct, e.g.,
embezzlement. Thirty-nine states have enacted "mini-
COBRA" laws, giving some continuation protection to
workers in firms with fewer than 20 employees.7

If the worker chooses to buy coverage through COBRA,
he or she is, in effect, buying the company's policy as an
individual. The ex-employee must pay the full cost of
the premium — the worker share and the company
share — plus a two percent administrative fee.

Using average employer-sponsored health plan costs for
2003, a worker would go from paying $42 a month to
cover himself or herself alone to $288 a month for the
same coverage. For family coverage, the worker's health
insurance bill would increase from $201 monthly to
$771,8 perhaps while drawing an unemployment benefit
instead of a paycheck. Cost is one of the primary
reasons only about one in five workers eligible to buy
COBRA coverage actually does so.9 Another reason is
that the unemployed worker may be able to get
coverage through his or her spouse.

Whether it makes more sense for a worker who leaves a
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Note: Non-smoking individuals for a preferred provider organization with 
a $500 deductible and a 80/20 coinsurance in Phoenix, Arizona.
Source: www.ehealthinsurance.com on April 22, 2004.

EFFECT OF AGE ON INDIVIDUAL
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job to choose COBRA coverage or an individual policy
depends on the worker's budget and the health status of
family members. If everyone in the family is healthy,
comparable coverage may be cheaper in the individual
market. But if someone in the family has a chronic
condition or a serious health problem, insurance
companies may quote a very high premium or refuse to
offer coverage. In that case, COBRA — if it's available
— may be the preferred way, and perhaps the only way,
to continue coverage.

HIPAA

The Health Insurance Portability and Accessibility Act
(HIPAA), enacted in 1996, requires insurance
companies in the individual market to offer policies to
people, known as "HIPAA eligible" individuals, on a
guaranteed issue basis. HIPAA eligible individuals are
those who have left group coverage and whose COBRA
coverage has expired. This means people cannot be
turned down because they are sick, and no restrictions
can be placed on coverage for pre-existing health
conditions.

HIPAA does not require insurance companies to limit
premiums, though, and often insurers charge very high
rates to HIPAA-eligible individuals. Very few people
buy HIPAA policies at these high premiums.10

However, HIPAA does give states flexibility to impose
premium limits. In addition, states can designate
alternate kinds of coverage for HIPAA-eligibles, usually
through high-risk pools. (See more in the "High Risk
Pool" section of this chapter). A good description of rate
regulations and other insurance rules in any specific
state can be found at www.healthinsuranceinfo.net, a
project of the Georgetown University Health Policy
Institute.

New  Market  Tools

People can now use the Internet to search for individual
policies, which may make the fragmented individual
market somewhat easier to navigate. This can help cut
overhead costs for insurers, since they are marketing
directly to consumers. In addition, Internet searching
can provide consumers with useful information for
making choices among policies, such as a cheaper price
for a higher deductible.
A 2001 study by the firm eHealthInsurance.com, a
private, online company that provides health insurance
premium quotes, looked at 20,000 customers from 45

states who bought coverage through its web site.
Typical premiums ranged from $1,200 to $1,500 a year
for individual coverage, and most enrollees received
policies that were classed as "comprehensive." The
study notes, however, that "premiums paid by certain
individuals are much higher than the average.
Individuals paying high premiums may typically have
pre-existing conditions, be near Medicare age, or reside
in one of the few states with high prices due to
guaranteed issue regulation for the individual market."11

The eHealthInsurance study only examined premiums
of policies that were purchased. It does not reflect rates
quoted to customers who decided not to purchase
coverage.

Another 2001 study by researchers at Georgetown
University found that coverage in the individual market
was expensive or nonexistent for those with pre-existing
conditions. Insurance companies were asked for
coverage and price quotations for seven hypothetical
applicants. All had some health condition, ranging from
seasonal hay fever to HIV-positive status. Only about 10
percent of the applications for coverage resulted in
clean offers, or approvals of coverage at the standard
price without restrictions related to medical condition.
The rest of the applicants were quoted higher than
normal rates, offered limited benefits, or rejected
entirely.12

State  Regulation

States are in charge of regulating insurance companies,
including their prices and marketing practices. A
handful of states - New York, New Jersey, Maine,
Massachusetts, New Hampshire, Kentucky, Washington
and Vermont - have rules requiring individual health
insurance companies to accept all applicants
(guaranteed issue, discussed earlier). Some states also
guarantee renewability of policies, charge everyone the
same price regardless of their health status (community
rating) and place limitations on exclusions for pre-
existing conditions.13,14

This approach to regulating health insurance ensures
lower prices for older and sicker purchasers, who are
more likely to need care. But it increases the cost of
insurance for younger and healthier individuals,
compared to what they would pay in states without such
regulations. Insurers must raise rates for these healthier,
lower-risk customers to compensate for the cost of
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covering the other higher-risk purchasers.
Some states have tried consumer protection legislation,
only to see their efforts fail. Washington State, for
example, passed a law in 1993 attempting to make

individual coverage less restrictive and less expensive.
The result: most insurers stopped writing individual
policies in the state.15 To keep insurers in the market, in
1995 the state legislature repealed some of the reforms
and made significant changes to others.

Individual coverage reform in Kentucky suffered the
same fate. In 1994, the Kentucky legislature passed a
law creating standard benefits packages that were to
become the only health insurance products sold in the
state after July 1995. The law also prohibited insurers
from charging more for a policy based on a person's
health status, past claims or gender (community rating,
as described earlier). Insurers' ability to cancel policies
was also restricted. As in Washington State, nearly all
insurers exited the market and the legislature had to
repeal many of the reforms in 1996.16 

In most states that have repealed their individual market
regulations, state law allowed insurers, even before
repeal, to continue selecting who they would insure,
sometimes called "cherry picking"; this thwarted rules
requiring the pooling of higher risk people with lower-
risk ones.17

High-RRisk  Pools

Many states have created high-risk pools to help people
who have trouble buying health insurance in the
individual market. In most states, high-risk pools also
offer coverage to HIPAA-eligible individuals. As of
April 2004, 31 states had set up high-risk pools.

Policies bought from high-risk pools are typically
priced at one-and-one-half to two times the standard
premium charged by private insurers. Even with this
premium surcharge, high-risk pools lose money because
there are no healthy enrollees with low medical
expenses to cross-subsidize the higher medical expenses
of sick enrollees. As a result, states must use tax dollars
to help finance high-risk pool coverage. Most states
charge health insurance companies an assessment to
help pay for high-risk pools. A few states rely on other
revenue sources, such as taxes on doctors, hospitals, or
cigarettes.18  (See box, "States with High-Risk Pools as
of January 2004.")

Because states want to control their subsidies to high-
risk pools, the pools often charge high deductibles or
offer limited benefits. A few high-risk pools also limit
enrollment and have waiting lists.19  In 2002, about
173,000 Americans were enrolled in high-risk pools.20

In 2002, Congress voted to promote the development of
high-risk pools through grant programs to states that
both offset financial losses in qualified high-risk pool
programs and encourage states to establish new high-
risk pools. As of May 2004, about $30 million had been
awarded to states for this purpose, with another $50
million expected to be awarded by mid-2005.21

CURRENT POLICY DEBATES AND
PROPOSALS 

Tax  Credits

One ongoing debate concerning individual health
insurance is whether tax credits to help people buy
individual policies are an effective way to expand health
coverage for the uninsured. Those who believe so point
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STATES  WITH  HIGH-RRISK  POOLS  AS  OF
JANUARY  2004

*Florida's pool has been closed to new enrollment
since 1991.

Source: Communicating for Agriculture and the Self-
Employed (2003/2004). "Comprehensive Health Insurance
for High-Risk Individuals." Seventeenth Edition, updated by
personal communication with Karen Pollitz, April 2004.
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out that most uninsured people are not eligible for job-
based health benefits and don't qualify for Medicaid or
Medicare. They also say it is important to let individuals
make their own coverage choices.

Critics of using tax credits for individual insurance note
that individual policies are inherently more costly than
group coverage and tend to provide less comprehensive
benefits. They also warn that subsidies for individual
health insurance may lead to a decline in employers
offering or employees enrolling in employer-sponsored
group health coverage.

A related debate is over the size of the tax credit
subsidy. Advocates for individual health insurance tax
credits have tended to favor credits limited to a certain
dollar amount. They argue limited subsidies will
encourage people to shop wisely for coverage, since
they will be paying a substantial portion of the
insurance premium with their own money. Proponents
say this will encourage insurers to offer lower-priced
policies, which will help slow the growth in health
insurance premiums. Critics argue that large subsidies
are needed for the uninsured, most of whom have low
incomes and cannot afford to pay much, if anything, to
obtain health insurance.

Another key issue has to do with what rules should
govern individual health insurance. Advocates for
individual health insurance tax credits believe free
market competition will result in the most efficiently
priced coverage for the greatest number of people.
Critics argue that government-enforced market rules are
necessary to ensure that people who are older and sicker
can also have access to affordable coverage These might
include restrictions on rate variations, barring the
consideration of pre-existing conditions, and similar
rules. Many policy makers and analysts have made
proposals to use tax credits in the individual market to
cover more of the uninsured.22 

While the theoretical merits of tax credits are debated
by proponents and opponents, the country already has
some limited experience with them. The Trade Act of
2002 created a new tax credit to pay 65 percent of health
insurance premiums for workers certified by the
Department of Labor as qualifying for Trade
Adjustment Assistance (TAA), having lost their jobs
due to foreign competition. Others are eligible as well,
including those who get pension payments from the

Pension Benefit Guaranty Corporation (PBGC).
Roughly 180,000 workers, plus family members, may
qualify for the tax credits. The tax credits are fully
refundable, which means they are available to eligible
workers who owe little or no federal income tax.23 

HSAs

Another current issue involves health savings accounts,
or HSAs. As part of the new Medicare prescription drug
coverage law, Congress enabled nonelderly individuals
and workers who are covered by health insurance
policies with high deductibles to establish tax-favored
health savings accounts (HSAs). The policies must have
deductibles of at least $1,000 for an individual and
$2,000 for a family. (For more on this new law to
promote HSAs, see Chapter 8, Health Care Costs.)

The purpose of the HSA is to help people put aside
money for out-of-pocket health care expenses.
Contributions to the HSA are tax deductible, can be
accumulated over the years, and are not taxed when
withdrawn, as long as they are used to pay for health
care needs. Individuals can buy high-deductible policies
and make tax-favored contributions to HSAs, and
employers can offer such options to their workers.24 

Advocates of HSAs want to establish more affordable
health insurance options and create financial incentives
for people to shop wisely for both health insurance and
health care. According to the president's Council of
Economic Advisors, "reforms that lead to more direct
interaction between consumers and health care
providers, relying less on third-party payers such as
insurance companies, have the potential to increase the
efficiency and therefore the cost-effectiveness of health
care markets."25  HSAs are also appealing, according to
proponents, because they encourage cost sensitivity, are
owned by the individual and are fully portable.

Critics say that high deductible policies are not
attractive to low-income uninsured people, who can't
afford the substantial out-of-pocket costs that come with
them.26 Of particular concern are chronically ill people,
who may delay necessary care as a result of greater cost
sensitivity.27  Also at issue is the potential for HSAs to
segment the individual health insurance market further,
with younger healthier people opting for high-
deductible plans, resulting in higher premiums for those
who seek more traditional policies or the disappearance
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of low-deductible plans altogether.28 For a fuller
description of the debate over how best to address the
problem of the uninsured, see Chapter 1, The
Uninsured.

STORY IDEAS
Does your state have a high-risk pool? If so, how
many are enrolled? How is the pool subsidized? Is
there a long waiting list? How much do policies
cost?

Workers in almost every state are eligible for subsi-
dies of their premiums if they lose their jobs
because of foreign trade. Are workers in your area
taking advantage of the subsidy? Many states are
allowing workers to use the subsidies, in the form of
tax credits, in their high risk pools. How well is that
strategy working?

Log on to a Web site offering health insurance, such
as Quotesmith.com or eHealthInsurance.com. Make
up some hypothetical buyers and check out prices
for several different communities in your area. See
how age and gender affect the premium quotes. Do
this for people with no health problems or condi-
tions.

Interview insurance brokers on how they find poli-
cies for people with chronic health problems.

If your state is one of those using community rating
in the individual market — New York, New Jersey,
Maine, Massachusetts, New Hampshire, Kentucky,
Washington and Vermont in July 2004 — compare
premiums for a healthy 25-year-old and a healthy
55-year-old with those from a nearby state that does
not engage in community rating. If you're from one
of the other states, do the same thing in reverse.

Has your state tried reforming the individual mar-
ket, whether by community rating or in some other
way? How were premiums affected? How was
availability of coverage affected?
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CANDIDATES'  VIEWS

President Bush favors giving tax credits to Americans
to purchase policies in the individual marketplace.
His FY 2005 budget includes a proposal for a tax
credit for individual insurance, capped at $1,000 per
person ($3,000 for families), and phased out
beginning at an individual income level of $15,000
($25,000 for families).29 Senator Kerry favors tax
credits to help uninsured people buy into a new
program much like the current health plan for
members of Congress and federal employees.

The credit would equal 25 percent of the premium
for those age 55 to 64 with salaries below 300
percent of the federal poverty level (FPL). For
uninsured people between jobs at the 300 percent
FPL income level, the credit would equal 75 percent
of the premium.30

In his 2005 budget, President Bush proposed to allow
people to fully deduct the premiums they pay for
high-deductible individual health insurance policies
purchased in combination with a health savings
account (HSA). HSAs are already tax-preferred.
Senator Kerry opposes HSAs, claiming they are tax
shelters for the affluent and the healthy.
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