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Summary
The individual health insurance market is an important fallback 

option for some — but by no means all — Californians who 

cannot obtain employer-based or public coverage. about 

2.5 million people purchase health coverage through the 

individual market, but many more, 6.6 million Californians, 

remain uninsured. The high cost of individual coverage, and 

insurers’ ability to reject applicants based on health history, 

exclude many potential purchasers. even among those healthy 

enough to qualify for and able to afford individual coverage, 

many remain on the sidelines due to the market’s complexity 

and lack of transparency. 

This issue of Facts & Findings for Policymakers looks at 

California’s individual market and considers some policy 

approaches for addressing market flaws and making individual 

coverage a more attractive alternative for consumers. in the 

current economic downturn, as people lose jobs and employers 

scale back health insurance offerings, accessible individual 

insurance policies are becoming even more important.

Cost and Access Problems
There are a number of reasons health insurance in the individual 

market is beyond the reach of many potential purchasers. 

Full cost for less coverage.▶▶  individual purchasers pay 

the full premium for coverage, since they are not sharing 

the cost with an employer. Compared to employer plans, 

a greater share of individual premiums goes toward 

administrative costs versus medical care. Furthermore, 

benefits are often less comprehensive, meaning that if 

policyholders get sick, they can end up paying a greater 

share of their health expenses out of pocket. For instance, in 

2006 a healthy Californian with average income ($30,623) 

buying coverage in the individual market would have spent 

between 11 and 16 percent of income on health services and 

insurance. in contrast, the same person covered under an 

employer plan would have spent between 1 and 4 percent of 

income for health services and their direct share of premium. 

Coverage denials and adverse selection.▶▶  Because only 

highly motivated individuals, including those with existing 

health care conditions, are likely to seek out and pay for 

individual coverage, insurance carriers are concerned 

about adverse selection. They do not want to attract a 

disproportionate share of high users of services because 

this could drive up prices for all potential purchasers and 

hurt a company’s ability to compete in the market. To 

protect against adverse selection, carriers conduct medical 

underwriting of applicants, requiring them to provide 

information about their medical history and risk factors 

such as weight and smoking status. in California’s individual 

market, carriers are permitted to deny coverage based on this 

information. 

Risk-based pricing.▶▶  California does not regulate health 

insurance premium increases. in the individual market, 

insurers typically charge more for people whom they 

consider likely, based on their health history, to use more 

services. older people and women of childbearing age who 

are, on average, expected to use more health care services, 

pay higher premiums. Furthermore, even relatively minor 

health conditions can trigger higher premiums for specific 

individuals. 

Limitations of the state high-risk pool.▶▶  The major risk 

medical insurance Program (mrmiP) may be an option for 

Californians who have been denied individual coverage, and 
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more than 7,000 people are covered through this program. 

However, mrmiP premiums are 25 to 37.5 percent higher 

than individual policies available in the private market and 

mrmiP coverage has annual and lifetime limits much 

lower than market policies. Because of mrmiP funding 

constraints, applicants who would like to enroll may have to 

wait. as of June 2009, about 500 Californians were on the 

mrmiP waiting list. 

While medical underwriting and risk-based pricing cause 

many older and sicker individuals to be turned down for 

coverage or priced out of the market, they make premiums 

more affordable than they otherwise would be for younger 

and healthier people. some states that adopted “guaranteed 

issue” rules in the individual market have seen premiums rise. 

For example, in 1993 New Jersey adopted guaranteed issue 

and community rating rules in its individual market. By 2001, 

premiums were two to three times higher than they had been 

before the changes. after an initial surge, individual enrollment 

declined rapidly during this period, with higher-risk individuals 

more likely to retain individual coverage than lower-risk people. 

Complexity and Transparency Problems
in addition to cost and access obstacles, potential purchasers 

of coverage in the individual market are confronted with 

bewildering complexity and lack of transparency. 

Getting through medical underwriting.▶▶  as part of the 

medical underwriting process, insurance carriers require 

applicants to complete questionnaires about their medical 

history. Questionnaires, developed separately by each 

insurance carrier, typically call for detailed information 

about current and past diagnoses, treatments, and 

prescriptions, along with the dates for each occurrence. 

if the information is not complete, the policy could 

be rescinded after it is in place, leaving the individual 

responsible for costs incurred. The legal complexities and the 

breadth of information requested in the applications make 

the medical underwriting process burdensome, intrusive, 

and somewhat intimidating, discouraging some people from 

applying for coverage at all.

Choosing the right option.▶▶  a Californian considering 

individual coverage might have 100 or more product 

variations, with different benefits, exclusions, provider 

networks, and cost-sharing requirements from which 

to choose. Differences in covered benefits play out in 

differences in premiums, but other factors, such as provider 

network, influence premiums as well. understanding 

the trade-off between monthly premium and breadth of 

coverage poses a significant challenge.

 Further, differing copayments, coinsurance, and deductibles 

make it difficult for applicants to estimate how well their 

insurance policy would protect them from high costs in the 

event of a serious illness. The picture presented through 

marketing materials often is incomplete, with details about 

coverage limits or out-of-pocket expenses missing or unclear. 

For example, the out-of-pocket limit, which is generally 

intended to set a ceiling on consumers’ cost-sharing 

obligations, can be defined quite differently under different 

policies.

Maintaining coverage over time.▶▶  as long as they avoid 

lapses in coverage, individuals are guaranteed the right to 

renew the coverage they have. But they are not assured 

the ability to move to a different carrier, or to a more 

comprehensive product offered by their current carrier. 

When faced with large annual premium increases, many 

consumers would like to choose another carrier or product 

they think offers a better value, but can’t do so due to 

medical underwriting rules. about one-third of individual 

RuleS GoveRninG CAlifoRniA’S individuAl MARkeT  

Health insurance carriers in California’s individual market may:  

Screen applicants based on health status and deny coverage •	

to those they consider high risk;

Charge higher rates or offer more limited benefits to high-risk •	

people;

Charge differential rates by age, gender, and geography; and•	

Set rates without regulatory review.•	

They must:

Renew coverage under an existing policy; •	

Allow individuals to switch to lesser or equal benefit plans on •	

an annual basis; and

Guarantee coverage to certain individuals transitioning from •	

group to individual coverage, charging rates that fall within 

state and federal limits. 
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purchasers keep their coverage more than three years, and 

those in poorer health are likely to stay longer. Policyholders 

unlikely to pass medical underwriting may feel stuck in 

products that no longer suit their needs. eventually, some 

opt out of the market altogether if the premium becomes 

unaffordable or the policy offers too little value in return. 

issues for Policymakers 
in California, legislation considered during the 2007– 2008 

health reform debate would have imposed a mandate on 

individuals to obtain coverage, required health plans to sell to all 

potential purchasers, and subsidized premiums for families with 

incomes up to 250 percent of the federal poverty level (FPl). 

in the face of cost concerns, the legislation failed to advance in 

early 2008 and prospects faded for a state policy solution that 

would broadly expand the ability of Californians to obtain and 

afford individual coverage. 

in 2008 and 2009, California legislators introduced a 

number of proposals intended to make it easier for consumers 

to understand their health insurance options, as well as to alter 

the underwriting and pricing rules for the individual market. 

National health reform proposals would change the rules that 

apply to insurance carriers participating in the individual market 

and the resources available to potential individual market 

purchasers. 

in the absence of a national solution, state legislators will 

undoubtedly continue to propose legislation to ease the burden 

of choice on consumers shopping in the individual market.

Medical Underwriting 

legal and regulatory steps have increased consumer protections 

over the past few years, in part as a response to high-profile 

media coverage of rescission cases. Class action lawsuits, 

followed by agreements between DmHC and the state’s 

largest insurers, have resulted in health plans modifying 

their underwriting practices. several carriers have instituted 

an independent external review process to resolve disputes. 

recently implemented CDi regulations require application 

questions to be written in language that laypeople can easily 

understand, and they must provide a “Don’t recall” response 

option, with the burden of follow-up left to insurance carriers.

There is potential to further simplify the medical 

underwriting process by:

establishing a specified time interval beyond which coverage ▶▶

may not be rescinded under any circumstances. (a two-year 

limit currently applies for CDi-regulated products, but no 

limit applies for DmHC-regulated ones.)

requiring insurance carriers to draw individual application ▶▶

questions from a “question bank”— a large set of 

standardized questions that have undergone testing for 

ReGulATion, PRoduCT PRolifeRATion, And diSCloSuRe

Unlike most other states, California’s regulatory oversight of 

health insurance is divided between two government agencies. 

The Department of Managed Health Care (DMHC) regulates all 

health maintenance organization (HMO) products and some 

preferred provider organizations (PPO), while the California 

Department of Insurance (CDI) has jurisdiction over the remaining 

PPO products and traditional indemnity health insurance policies. 

CDI’s mandate as an insurance regulatory agency tends to 

emphasize financial protection and risk management. Its primary 

concern, historically, has been to assure that insurers have 

sufficient reserves to pay claims. DMHC, on the other hand, in 

addition to regulating health plan financial solvency, is charged 

with ensuring that plans maintain adequate provider networks and 

provide appropriate health services. 

In order to keep premiums as low as possible, and to attract 

younger and healthier purchasers, carriers have introduced a 

wide array of products, with varying benefits, cost-sharing, and 

provider networks. Policies are designed to appeal to consumers 

with diverse needs. Some emphasize protection of financial 

assets in the event of a catastrophic health condition; others 

provide a fixed amount or fixed number of specific services, such 

as physician office visits; and some exclude major benefits, such 

as maternity coverage. These products often include levels of 

cost-sharing or benefit limitations that are acceptable under CDI 

regulation, but do not meet DMHC standards.

CDI regulates a growing share of the health insurance market 

overall, and it regulates a larger share of the individual market 

than it does of the group market. CDI oversees 39 percent of 

individual market policies in California, compared to just 11 

percent of group policies. In contrast, DMHC oversees 89 percent 

of group policies and 61 percent of individual policies. The laws 

governing CDI-regulated products allow for a wider range of benefit 

designs and more low-benefit, low-premium options. The laws 

governing DMHC-regulated products require more comprehensive 

benefit plans and lower consumer cost-sharing overall.

Expanded product choice, along with the trend toward more 

out-of-pocket costs for services, imposes a growing burden 

on consumers to understand and weigh their options. In this 

environment, it is increasingly important that policymakers and 

regulators, at CDI and DMHC, require clear disclosure of benefits 

and limitations. 
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understandability — in order to limit the degree of variation 

and complexity of different carriers’ applications.

requiring carriers to report more information about their ▶▶

underwriting practices (e.g., application numbers and 

acceptance rates; rescission rates) so that regulators can 

monitor consumer impact. 

Comparative Information

monthly premium is a very important consideration for 

potential buyers, but it is by no means the only factor that 

influences whether a particular insurance policy offers good 

value.

The existing array of products can leave consumers paying 

unexpectedly large sums when they get sick. a Georgetown 

university analysis showed that in California a woman who was 

newly diagnosed with breast cancer would pay between $3,602 

and $38,209 (4 to 39 percent of all charges) out-of-pocket, 

depending on which policy she had purchased. out-of-pocket 

costs for heart attack treatment under California individual 

plans would range from $4,298 (5 percent of charges) to 

$12,154 (15 percent). 

Consumers report that standardized information about 

coverage value could be a powerful guide. a prototype 

“Coverage Facts label,” funded by the California HealthCare 

Foundation and loosely modeled on the well-known “Nutrition 

Facts label” on food packages, received a positive response from 

potential purchasers of individual insurance. They said the label 

would allow them to more easily make product comparisons 

and think more clearly about cost/benefit trade-offs. 

other options could include requiring insurance companies 

to:

make full policy language available online for all products ▶▶

sold in California. although this information is unlikely 

to prove useful for consumers themselves, it would allow 

consumer advocacy groups to analyze coverage provisions 

and identify potential problems.

Define important terms, such as “out-of-pocket limit” ▶▶

and “deductible,” in ways that are readily understood 

by consumers. For example, insurance carriers could be 

required to count all types of cost-sharing toward the out-of-

pocket limit, giving consumers a clear “worst-case” cap on 

their potential costs for care. 

Calculate and disclose the total out-of-pocket costs that ▶▶

patients with specific conditions would incur if covered by 

the policy.

Provide estimates of the average share of health care costs ▶▶

covered by a policy for a standard population (“actuarial 

value”).

Categorize products according to benefits and out-of-pocket ▶▶

costs, helping consumers to identify which products fall 

within similar ranges in terms of comprehensiveness. 

establishing categories might result in a new “floor” 

for coverage comprehensiveness, with some of the least 

comprehensive (and lowest-premium) plans eliminated from 

the market. There are two schools of thought about this 

potential outcome. some observers worry that eliminating low-

premium products would disadvantage consumers who cannot 

afford alternatives. others argue that the products that would 

be eliminated offer only minimal protection and that their 

limitations may not be well understood by consumers.

Portability 

Consumers have an annual opportunity to move to a less 

comprehensive plan offered by their current carrier, but they 

must undergo underwriting to switch carriers or move to a more 

comprehensive product. The annual open-enrollment periods 

typically used in employment-based coverage might be adapted 

to allow consumers some freedom of movement while keeping 

carriers insulated from frequent or frivolous changes. long-

term enrollees could be offered periodic opportunities to “vote 

with their feet.” For example, consumers might be permitted to 

switch carriers, without medical underwriting, within a 60-day 

window after three years of continuous individually purchased 

coverage. 



5 ©2009 California HealthCare Foundation

Conclusion
as the state’s economic pressures cause more individuals and 

families to seek health care coverage outside the employer group 

market, the problems related to complexity and transparency 

in the individual market will affect a greater portion of 

Californians. While many will not be able to afford individual 

coverage, and some may qualify for publicly sponsored 

programs, a significant population of would-be policyholders 

could benefit from information that makes it possible to 

compare value across plans. Health care policymakers may 

consider some of the steps described above as they look for ways 

to enable purchasers of individual insurance to buy with greater 

ease and confidence.  
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