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Draft: 3/24/22 
 

Health Risk-Based Capital (E) Working Group 
Virtual Meeting (in lieu of meeting at the 2022 Spring National Meeting) 

March 18, 2022 
 

The Health Risk-Based Capital (E) Working Group of the Capital Adequacy (E) Task Force met March 18, 2022. The 
following Working Group members participated: Steve Drutz, Chair (WA); Matthew Richard, Vice Chair, and Sean 
Fulton (TX) Wanchin Chou and Stephen Flick (CT); Kyle Collins (FL); Tish Becker (KS); Danielle Smith (MO); Michael 
Muldoon and Lindsay Crawford (NE); Ergys Shanaj (NY); and Jeffery Smith (PA). Also participating was: Tom Botsko 
(OH). 
 
1. Adopted is Feb. 25, 2022; Jan. 28, 2022; and Dec. 16, 2021, Minutes 
 
The Working Group met Feb. 25, 2022; Jan. 28, 2022; and Dec. 16, 2021. During these meetings, the Working 
Group took the following action: 1) exposed and referred the Health Test Language Proposal to the Blanks (E) 
Working Group; 2) exposed and referred a memo to the Health Actuarial (B) Task Force regarding asset adequacy 
testing; 3) adopted proposal 2021-18-H as modified for instructions in evaluating the investment yield adjustment 
in the underwriting risk factors; 4) received and exposed the American Academy of Actuaries (Academy) report 
on the H2 – Underwriting Risk component; and 5) reviewed the investment yields of the six-month U.S. Treasury 
bonds for the investment income adjustment. 
  
Mr. Chou made a motion, seconded by Mr. Muldoon, to adopt the Working Group’s Feb. 25, 2022 (Attachment 
Three-A); Jan. 28, 2022 (Attachment Three-B); and Dec. 16, 2021 (Attachment Three-C) minutes. The motion 
passed unanimously. 
 
2. Discussed the Academy’s H2 – Underwriting Risk Component Report 
 
Mr. Drutz said the Academy’s H2 – Underwriting Risk report was exposed for a 45-day comment period, and no 
comments were received. The Academy outlined six options for better aligning the H2 risk factors to economic 
risk: 1) refresh factors based on updated insurer data; 2) develop factors at a more granular product level; 3) 
develop factors specific to more relevant block sizes and consider indexing factors for cut points to change over 
time; 4) model risk factors over an NAIC-defined prospective time horizon with a defined safety level that can be 
refreshed regularly; 5) refresh the managed care credit formula and factors to be more relevant and reflective of 
common contracting approached and other risk factors associated with these contracting approaches; and 6) 
analyze long-term care insurance (LTCI) underwriting performance to create a more nuanced set of risk factors 
that considers pricing changes over time. 
 
Mr. Muldoon said the Academy laid out several other methodologies in their report, such as Best’s Capital 
Adequacy Relativity (BCAR), the property/casualty (P/C) risk-based capital (RBC) formula, etc. He asked if there 
would be any follow-up or educational sessions on the varying methodologies evaluated by the Academy to gain 
a better understanding that could be done simultaneously with moving forward to evaluate what data would be 
needed. Derek Skoog (Academy) said the Academy could provide a presentation on the BCAR and the P/C RBC 
formula approach, as well as more detailed suggestions for how the factors could be updated considering these 
alternative approaches. He said the Academy worked with AM Best to gain an understanding of how those factors 
were developed, and he suggested that the Academy may also be willing to present to the Working Group also. 
Mr. Chou suggested that the Working Group had an educational session before moving forward with the next 
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steps. Mr. Muldoon asked if there is a way to compare what a company might look like under the BCAR versus the 
current health RBC formula. Mr. Botsko said it is a great idea to have the discussion; however, RBC is about 
minimum solvency standards, and the BCAR is based on more of a going concern perspective, which is a little bit 
different than RBC. Mr. Drutz said it is his hope that as these conversations move forward, it will help the Working 
Group understand the purposes and the differences for those purposes. 
 
The Working Group agreed to schedule a call for an educational session on the various methodologies prior to 
requesting that the Academy move forward. 
 
3. Adopted its 2022 Working Agenda 
 
Mr. Drutz said each year, the Working Group reviews the working agenda for the upcoming year based on its 
priorities and needs. He provided a summary of the changes: 1) combined items 26 and 27 into one item and 
changed the expected completion date to “Ongoing”; 2) updated the priority status and expected completion for 
item 28; 3) updated the expected completion and working agenda description for item 30; 4) combined items 31, 
34, and 36 into one item and updated the expected completion date; 5) updated the expected completion dates 
for items 32 and 33; and 6) updated the working item description for item 35. 
 
Mr. Chou made a motion, seconded by Mr. Muldoon, to adopt its 2022 working agenda. The motion passed 
unanimously. 
 
Having no further business, the Health Risk-Based Capital (E) Working Group adjourned. 
 
SharePoint/NAIC Support Staff Hub/Member Meetings/Spring 2022 National Meeting/ Committee Meetings/Financial Condition (E) 
Committee/Capital Adequacy (E) TF/Health Risk-Based Capital (E) WG 



Attachment Three‐A 
Capital Adequacy (E) Task Force 

3/28/22 
 

© 2022 National Association of Insurance Commissioners  1 

Draft: 3/9/22 
 

Health Risk‐Based Capital (E) Working Group 
Virtual Meeting 

February 25, 2022 
 

The Health Risk‐Based Capital (E) Working Group of the Capital Adequacy (E) Task Force met Feb. 25, 2022. The 
following Working Group members participated: Steve Drutz, Chair (WA); Wanchin Chou and Stephen Flick (CT); 
Kyle Collins (FL); Tish Becker (KS); Debbie Doggett and Danielle Smith (MO); Tom Dudek (NY); and Aaron Hodges 
and Matthew Richard (TX). 
 
1. Referred the Health Test Language Proposal to the Blanks (E) Working Group 
 
Mr. Drutz said  the Working Group re‐exposed  the Health Test Language Proposal  for 15 days, which  included 
minor  modifications  to  add  further  clarity  to  the  language,  and  no  comments  were  received. 
 
Mr. Dudek made a motion, seconded by Mr. Chou, to refer the Health Test Language Proposal (Attachment Three‐
A1) to the Blanks (E) Working Group. The motion passed unanimously. 
 

2. Referred a Memo to the Health Actuarial (B) Task Force 
 
Mr. Drutz said the referral letter to the Health Actuarial (B) Task Force was exposed for 15 days, and no comments 
were received. He said the referral asks the Task Force to consider adding a sentence to Actuarial Guideline LI—
The Application of Asset Adequacy Testing to Long‐Term Care Insurance Reserves (AG 51) for long‐term care (LTC) 
business that would state that regardless of the blank an entity  files, asset adequacy testing  is required  if the 
criteria are met. 
 
Ms. Doggett made a motion, seconded by Ms. Becker, to refer the memo (Attachment Three‐A2) to the Health 
Actuarial (B) Task Force. The motion passed unanimously. 
 
3. Adopted Proposal 2021‐18‐H‐Modified 
 
Mr. Drutz said proposal 2021‐18‐H was re‐exposed with alternative language for a 15‐day public comment period, 
and no comments were received. The alternative language provides additional clarity for the time in which the 
Working Group will evaluate the investment yield prior to considering an adjustment. 
 
Mr. Chou made a motion, seconded by Mr. Dudek, to re‐adopt proposal 2021‐18‐H‐MOD with the alternative 
language. The motion passed unanimously. 
 
4. Discussed Other Matters 
 
Mr. Drutz asked for a volunteer to hold the vice chair position. He said if more than one person volunteers, a vote 
would be held. 
 
Having no further business, the Health Risk‐Based Capital (E) Working Group adjourned. 
 
SharePoint/NAIC  Support  Staff  Hub/Member  Meetings/Spring  2022  National  Meeting/ Committee  Meetings/Financial  Condition  (E) 
Committee/Capital Adequacy (E) TF/Health Risk‐Based Capital (E) WG 
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NAIC BLANKS (E) WORKING GROUP 
Blanks Agenda Item Submission Form 

DATE: 11-3-21  

CONTACT PERSON: Crystal Brown 

TELEPHONE:  816-783-8146  

EMAIL ADDRESS: cbrown@naic.org 

ON BEHALF OF: Health Risk-Based Capital (E) WG 

NAME:  Steve Drutz

TITLE:  Chair  

AFFILIATION: WA Office of the Insurance Commissioner 

ADDRESS:  

 

FOR NAIC USE ONLY 
Agenda Item #  
Year  2022
Changes to Existing Reporting [  ] 
New Reporting Requirement [  ] 

REVIEWED FOR ACCOUNTING 
PRACTICES AND PROCEDURES IMPACT 

No Impact [    ] 
Modifies Required Disclosure [  ] 

DISPOSITION 

[ ] Rejected For Public Comment 
[ ] Referred To Another NAIC Group 
[ ] Received For Public Comment 
[  ] Adopted Date   
[  ] Rejected Date   
[  ] Deferred Date   
[  ] Other (Specify)  

BLANK(S) TO WHICH PROPOSAL APPLIES 
[  ] ANNUAL STATEMENT [ x ] INSTRUCTIONS [  ] CROSSCHECKS 
[  ] QUARTERLY STATEMENT [  ] BLANK 

[ x ] Life, Accident & Health/Fraternal [  ] Separate Accounts [  ] Title 
[ x ] Property/Casualty [  ] Protected Cell [  ] Other _______________________ 
[ x ] Health [  ] Health (Life Supplement) 

Anticipated Effective Date: 

IDENTIFICATION OF ITEM(S) TO CHANGE 

Revise the Health Annual Statement Test language 

REASON, JUSTIFICATION FOR AND/OR BENEFIT OF CHANGE** 
The purpose of the change is to move those filers who write predominantly health business and file on the life blank to begin 
filing on the health blank. 

NAIC STAFF COMMENTS 
Comment on Effective Reporting Date: 
Other Comments: 
The Health Test Ad Hoc Group of the Health Risk-Based Capital (E) Working Group continues to discuss and review any 
potential modifications to premium and reserve ratios. The group will continue to evaluate if there should be changes and if 
so, will propose this to the Blanks (E) Working Group in a separate proposal for consideration in future years. 

The references to the Life & Property & Casualty General Interrogatories were changed from pulling from RBC to instead 
pull from the Analysis of Operations By Lines of Business – Accident and Health and Underwriting & Investment Exhibit, 
Part 1B, respectively. The life General Interrogatory references will be further updated if proposal 2021-17BWG is adopted.  

12-16-21 – Exposed to the Health and Life Risk-Based Capital (E) Working Groups for 40 days.
1-5-22 – Revised Health Annual Statement Instructions – General Interrogatories – Line 2.1 – Premium Numerator for
additional clarity.
1-27-22 – Revised the Life and P/C Annual Statement Instructions – General Interrogatories for the Reserve Numerator.
1-28-22 – Two comment letters received. Re-exposed to the Health and Life Risk-Based Capital (E) Working Groups for
changes to the Reserve Numerator for 15 days. Comments due 2-14-22.
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2-14-22 – No comments were received.
2-25-22 – Health Risk-Based Capital Working Group agreed to refer the proposal to the Blanks (E) Working Group for
exposure and consideration.

** This section must be completed on all forms. Revised 7/18/2018 
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Health 

GENERAL 

The annual statement is to be completed in accordance with the Annual Statement Instructions and Accounting Practices and Procedures 
Manual except to the extent that state law, rules or regulations are in conflict with these publications. In cases of conflict, the health 
annual statement will be filed pursuant to such state’s filing requirements. The domiciliary state’s insurance regulatory authority shall 
maintain full discretion in determining which NAIC annual statement blank must be filed. The annual statement blank filed with the 
domiciliary state shall be the blank submitted to, and maintained by, the NAIC, and barring conflict as described above, should be filed 
with all jurisdictions in which the reporting entity is licensed.  

1. Health Statement Test:

If a reporting entity completes the health annual statement for the reporting year, the reporting entity must complete the 
Health Statement Test. 

The Health Statement Test is designed to determine whether a reporting entity reports predominantly health lines of 
business. Health lines include hospital or medical policies or certificates, comprehensive major medical expense insurance 
and managed care contracts and exclude other health coverage such as credit insurance, disability income coverage, 
automobile medical coverage, workers’ compensation, accidental death and dismemberment policies and long-term care 
policies. 

Passing the Test: 

A reporting entity is deemed to have passed the Health Statement Test if the values for the premium and reserve ratios in 
the Health Statement Test equal or exceed 95% for both the reporting and prior year. 

Failing the Test: 

If a reporting entity, licensed as a life, accident and health or property and casualty insurer in its domiciliary state, is 
required to file the health annual statement for the reporting year and does not pass the Health Statement Test in the 
reporting year, it will revert to the annual statement form and risk-based capital report associated with the type of license 
held in its domestic state in the first quarter of the second year following the reporting year. If a reporting entity, licensed 
as a health insurer in its domiciliary state, is required to file the health annual statement for the reporting year and does not 
pass the Health Statement Test in the reporting year, it should continue to file the health annual statement. 

Variances from following these instructions: 

If a reporting entity’s domestic regulator requires the reporting entity to complete an annual statement form and risk-based 
capital report that differs from these instructions, the domestic regulator shall notify the reporting entity in writing by June 
1 of the year following the reporting year in which a Health Statement Test is submitted. 

General Interrogatories 
2. This General Interrogatory is designed to determine whether a reporting entity reports predominantly health lines of business.

Health lines include hospital or medical policies or certificates, comprehensive major medical expense insurance and managed
care contracts and exclude other health coverage such as credit insurance, disability income coverage, automobile medical
coverage, workers’ compensation, accidental death and dismemberment policies and long-term care policies.

All reporting entities should file the test.

Premium and reserve information is obtained from the annual statement sources referenced on the form or from the related
risk-based capital report for the corresponding premium descriptions relating to the current and prior reporting periods.
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Item Description Reporting Year Annual Statement Data Prior Year Annual Statement Data 

2.1 Premium Numerator Health Premium values listed in the Analysis 
of Operations by Lines of Business (Gain and 
Loss Exhibit), Line 1, Column 1 through 
Column 9 (in partexcluding for credit A&H 
and dread disease coverage, LTC, Disability 
Income), Column 10 of the reporting year’s 
annual statement.of the reporting year’s 
annual statement. 

Health Premium values listed in the Analysis 
of Operations by Lines of Business (Gain and 
Loss Exhibit), Line 1, Column 1 through 
Column 9 (excludingin part for credit A&H 
and dread disease coverage, LTC, Disability 
Income) Column 10 of the reporting year’s 
annual statement.of the reporting year’s 
annual statement. 

2.2 Premium Denominator Net Premium IncomePremium and Annuity 
Considerations  
(Page 4, Line 2, Column 2) of the reporting 
year’s annual statement. 

Premium and Annuity ConsiderationsNet 
Premium Income  
(Page 4, Line 2, Column 2) of the prior year’s 
annual statement. 

2.3 Premium Ratio 2.1/2.2 2.1/2.2

2.4 (a) Reserve Numerator Health Reserve – Underwriting and 
Investment Exhibit, Part 2B (Column 3 + 4, 
Line 13 minus Line 11) exclude Line 10 
health care receivables, dread disease 
coverage, and credit A&H + Part 2D  
(Line 8, Column 1 minus Column 9) include 
stand-alone health care related plans only  
(i.e. stand-alone prescription drug plans, etc.), 
exclude dread disease coverage, credit A&H, 
LTC, Disability Income, etc. of the reporting 
year’s annual statement. 

Health Reserve – Underwriting and 
Investment Exhibit, Part 2B (Column 3 + 4, 
Line 13 minus Line 11) exclude Line 10 
health care receivables, dread disease 
coverage, and credit A&H + Part 2D  
(Line 8, Column 1 minus Column 9) include 
stand-alone health care related plans only  
(i.e. stand-alone prescription drug plans, etc.), 
exclude dread disease coverage, credit A&H, 
LTC, Disability Income, etc. of the reporting 
year’s annual statement. 

2.5 Reserve Denominator Claims Unpaid and Aggregate Reserves 
(Page 3, Column 3, Lines 1 + 2 + 4 + 7) of the 
reporting year’s annual statement. 

Claims Unpaid and Aggregate Reserves 
(Page 3, Column 3, Lines 1 + 2 + 4 + 7) of the 
prior year’s annual statement. 

2.6 Reserve Ratio 2.4/2.5 2.4/2.5

(a) Alternative Reserve Numerator – Alternative Reserve Numerator – Company records may be used to adjust the reserve 
numerator to provide consistency between the values reported in the reserve numerator (2.4) and the premium
numerator (2.1).

Life, Accident and Health /Fraternal 

Health Test 

GENERAL 

The annual statement is to be completed in accordance with the Annual Statement Instructions and Accounting Practices and Procedures 
Manual except to the extent that state law, rules or regulations are in conflict with these publications. In cases of conflict, the life, 
accident and health annual statement will be filed pursuant to such state’s filing requirements. The domiciliary state’s insurance 
regulatory authority shall maintain full discretion in determining which NAIC annual statement blank must be filed. The annual 
statement blank filed with the domiciliary state shall be the blank submitted to, and maintained by, the NAIC, and barring conflict as 
described above, should be filed with all jurisdictions in which the reporting entity is licensed. 

1. Health Statement Test:

If a reporting entity is licensed as a life and health insurer and completes the life, accident and health annual statement for 
the reporting year, the reporting entity must complete the Health Statement Test. However, a reporting entity that is 
required to also file the Separate Accounts Statement is not subject to the results of the Health Statement Test, and should 
continue to complete the life, accident and health/fraternal blank. 

The Health Statement Test is designed to determine whether a reporting entity reports predominantly health lines of 
business. Health lines include hospital or medical policies or certificates, comprehensive major medical expense insurance 
and managed care contracts and exclude other health coverage such as credit insurance, disability income coverage, 
automobile medical coverage, workers’ compensation, accidental death and dismemberment policies and long-term care 
policies. 

Passing the Test:  
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A reporting entity is deemed to have passed the Health Statement Test if: 

The values for the premium and reserve ratios in the Health Statement Test equal or exceed 95% for both the reporting and 
prior year. 

AND 

The entity passing Health Statement Test is licensed and actively issuing and/or renewing business in five states or less. 

AND 

At least seventy-five percent (75%) of the entity’s current year premiums are written in its domiciliary state. 

OR 

The values for the premium and reserve ratios in the Health Statement Test equal 100% for both the reporting and prior 
year, regardless of the number of states in which the entity is licensed. 

If a reporting entity is a) licensed as a life and health insurer; b) completes the Life, Accident and Health annual statement 
for the reporting year; and c) passes the Health Statement Test (as described above), the reporting entity must complete 
the health statement beginning with the first quarter’s statement for the second year following the reporting year in which 
the reporting entity passes the Health Statement Test and must also file the corresponding risk-based capital report and the 
life supplements for that year-end. 

Variances from following these instructions: 

If a reporting entity’s domestic regulator requires the reporting entity to complete an annual statement form and risk-based 
capital report that differs from these instructions, the domestic regulator shall notify the reporting entity in writing by June 
1 of the year following the reporting year in which a Health Statement Test is submitted. 

General Interrogatories 

2. This General Interrogatory is designed to determine whether a reporting entity reports predominantly health lines of business.
Health lines include hospital or medical policies or certificates, comprehensive major medical expense insurance and managed
care contracts and exclude other health coverage such as credit insurance, disability income coverage, automobile medical
coverage, workers compensation, accidental death and dismemberment policies and long-term care policies.

All reporting entities should file the test.

Premium and reserve information is obtained from the annual statement sources referenced on the form or from the related
risk-based capital report for the corresponding premium descriptions relating to the current and prior reporting periods.

Item Description Reporting Year Annual Statement Data Prior Year Annual Statement Data 
 2.1 Premium Numerator Health Premium values listed in thethe Analysis of 

Operations By Lines of Business – Accident and Health: 
statement value column (Column 1) of the reporting year’s 
Life RBC report: 

Individual Lines: 
Usual and Customary Major Medical and 

HospitalComprehensive (Individual & Group) –
(Columns 1 & 2, Line 1) 

Medicare Supplement (Column 4, Line 1) 
Medicare Part D (Column 13 (in part), Line 1) 
Dental and Vision (Columns 5 & 6, Line 1) 
Medicare (Column 8, Line 1) 
Medicaid (including Medicaid Pass-Through Payments 
Reported as Premium) (Column 9, Line 1) 

Group Lines: 
Usual and Customary Major Medical and Hospital 
Medicare Supplement 
Medicare Part D 
Stop Loss and Minimum Premium (Column 13 (in part), 
Line 1) 
Dental and Vision 
Federal Employee Health and Benefit Plan (Column 7, 

Line 1) 

Health Premium values listed in the statement value column 
(Column 1) of the reporting year’s Life RBC reportAnalysis 
of Operations By Lines of Business – Accident and Health: 

Individual Lines: 
Comprehensive (Individual & Group) –(Columns 1 & 2, 

Line 1)Usual and Customary Major Medical and 
Hospital 

Medicare Supplement (Column 4, Line 1) 
Medicare Part D (Column 13 (in part), Line 1) 
Dental and Vision (Columns 5 & 6, Line 1) 
Medicare (Column 8, Line 1) 
Medicaid (including Medicaid Pass-Through Payments 
Reported as Premium) (Column 9, Line 1) 

Group Lines: 
Usual and Customary Major Medical and Hospital 
Medicare Supplement 
Medicare Part D 
Stop Loss and Minimum Premium (Column 13 (in part), 
Line 1) 
Dental and Vision 
Federal Employee Health and Benefit Plan (Column 7, 
Line 1) 
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 2.2 Premium 
Denominator 

Premium and Annuity Considerations 
(Page 4, Line 1) of the reporting year’s annual statement 

Premium and Annuity Considerations 
(Page 4, Line 1) of the prior year’s annual statement 

 2.3 Premium Ratio  2.1/2.2  2.1/2.2 
2.4(a) Reserve Numerator Net A&H Policy and Contract Claims without Credit Health 

(Exhibit 8, Part 1, Line 4.4, Columns 9 and Column  11 
(excluding Dread Disease, Disability Income and Long-
Term Care)) plus Aggregate Reserves for A&H Policies 
without Credit Health (Exhibit 6, Column 1 less Columns 
10, 11, 12 and Dread Disease included in Column 13) for 
Unearned Premiums (Line 1) and Future Contingent 
Benefits (Line 4) 

Net A&H Policy and Contract Claims without Credit Health 
(Exhibit 8, Part 1, Line 4.4, Columns 9 and Column 11 
(excluding Dread Disease, Disability Income, and Long-
Term Care) plus Aggregate Reserves for A&H Policies 
without Credit Health (Exhibit 6, Column 1 less Column 3s 
10, 11, 12 and Dread Disease included in Column 13) for 
Unearned Premiums (Line 1) and Future Contingent Benefits 
(Line 4) 

 2.5 Reserve 
Denominator 

Aggregate Reserve (Page 3, Column 1, Lines 1+2+4.1+4.2) 
minus additional actuarial reserves (Exhibit 6, Column 1, 
Lines 3+11 plus Exhibit 5, Misc. Reserves Section, Line 
0799999) 

Aggregate Reserve (Page 3, Column 1, Lines 1+2+4.1+4.2) 
minus additional actuarial reserves (Exhibit 6, Column 1, 
Lines 3+11 plus Exhibit 5, Misc. Reserves Section, Line 
0799999) 

 2.6 Reserve Ratio  2.4/2.5  2.4/2.5 

(a) Alternative Reserve Numerator – Company records may be used to adjust the reserve numerator to provide consistency between
the values reported in the reserve numerator (2.4) and the premium numerator (2.1).

Property/Casualty 

Health Test 

GENERAL 

The annual statement is to be completed in accordance with the Annual Statement Instructions and Accounting Practices and Procedures 
Manual except to the extent that state law, rules or regulations are in conflict with these publications. In cases of conflict, the property 
and casualty annual statement will be filed pursuant to such state’s filing requirements. The domiciliary state’s insurance regulatory 
authority shall maintain full discretion in determining which NAIC annual statement blank must be filed. The annual statement blank 
filed with the domiciliary state shall be the blank submitted to, and maintained by, the NAIC, and barring conflict as described above, 
should be filed with all jurisdictions in which the reporting entity is licensed. 

1. Health Statement Test:

If a reporting entity is licensed as a property and casualty insurer and completes the property and casualty annual statement 
for the reporting year, the reporting entity must complete the Health Statement Test. 

The Health Statement Test is designed to determine whether a reporting entity reports predominantly health lines of 
business. Health lines include hospital or medical policies or certificates, comprehensive major medical expense insurance 
and managed care contracts and exclude other health coverage such as credit insurance, disability income coverage, 
automobile medical coverage, workers’ compensation, accidental death and dismemberment policies and long-term care 
policies. 

Passing the Test: 

A reporting entity is deemed to have passed the Health Statement Test if: 

The values for the premium and reserve ratios in the Health Statement Test equal or exceed 95% for both the reporting and 
prior year. 

AND 

The entity passing Health Statement Test is licensed and actively issuing and/or renewing business in five states or less. 

AND 

At least seventy-five percent (75%) of the entity’s current year premiums are written in its domiciliary state. 

OR 

The values for the premium and reserve ratios in the Health Statement Test equal 100% for both the reporting and prior 
year, regardless of the number of states in which the entity is licensed. 

If a reporting entity is a) licensed as a property and casualty insurer; b) completes the property and casualty annual 
statement for the reporting year; and c) passes the Health Statement Test (as described above), the reporting entity must 
complete the health statement beginning with the first quarter’s statement for the second year following the reporting year 
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in which the reporting entity passes the Health Statement Test and must also file the corresponding risk-based capital report 
and the property/casualty supplements for that year-end. 

Variances from following these instructions: 

If a reporting entity’s domestic regulator requires the reporting entity to complete an annual statement form and risk-based 
capital report that differs from these instructions, the domestic regulator shall notify the reporting entity in writing by June 
1 of the year following the reporting year in which a Health Statement Test is submitted. 

General Interrogatories 

2. This General Interrogatory is designed to determine whether a reporting entity reports predominantly health lines of business.
Health lines include hospital or medical policies or certificates, comprehensive major medical expense insurance and managed
care contracts and exclude other health coverage such as credit insurance, disability income coverage, automobile medical
coverage, workers compensation, accidental death and dismemberment policies and long-term care policies.

All reporting entities should file the test.

Premium and reserve information is obtained from the annual statement sources referenced on the form or from the related
risk-based capital report for the corresponding premium descriptions relating to the current and prior reporting periods.

Item Description Reporting Year Annual Statement Data Prior Year Annual Statement Data 
2.1 Premium Numerator Health Premium values listed in the statement 

value Net Premiums Written ccolumn (Column 14) 
of the reporting year’s P&C RBC reportU&I Part 
1B: 

Individual Lines: 
Usual and Customary Major Medical and 

HospitalComprehensive (hospital and 
medical) (individual and group) (Lines 13.1 
and 13.2) 

Medicare Supplement (Line 15.4) 
Medicare Part D (Line 15.9, in part) 
Dental and Vision (Lines 15.1 and 15.2) 
Medicare (Line 15.6) 
Medicaid (including Medicaid Pass-Through 
Payments Reported as Premium) (Line 15.5) 

Group Lines: 
Usual and Customary Major Medical and 

Hospital 
Medicare Supplement 
Medicare Part D 
Stop Loss and Minimum Premium (Line 15.9, in 
part) 
Dental and Vision 
Federal Employee Health and Benefit Plan (Line 

15.8) 

Health Premium values as listed in the statement 
value column (Column 1) of the prior year’s P&C RBC 
report: 

Individual Lines 
Usual and Customary Major Medical and Hospital 
Medicare Supplement 
Medicare Part D 
Dental and Vision 

Group Lines 
Usual and Customary Major Medical and Hospital 
Medicare Supplement 
Medicare Part D 
Stop Loss and Minimum Premium 
Dental and Vision  

  Federal Employee Health and Benefit Plan 

2.2 Premium 
Denominator 

Premiums Earned (Page 4, Line 1) of the reporting 
year’s annual statement 

Premium Earned (Page 4, Line 1) of the prior year’s 
annual statement 

2.3 Premium Ratio 2.1/2.2 2.1/2.2
2.4(a) Reserve Numerator Part 2A, Unpaid Losses and Loss Adjustment 

Expenses (Columns 8+9,  
Lines 13+15 (excluding Line 15.3 Disability Income, 
Line 15.7 Long-Term Care, Line 15.9 Other Health -  
Dread Disease only)) plus Part 1A, Recapitulation of 
all Premiums (Columns 1+2,  
Lines 13+15 (excluding Line 15.3 Disability Income, 
Line 15.7 Long-Term Care, Line 15.9 Other Health -  
Dread Disease only)) of the reporting year’s annual 
statement. 

Part 2A, Unpaid Losses and Loss Adjustment Expenses 
(Columns 8+9,
Lines 13+15 (excluding Line 15.3 Disability Income, 
Line 15.7 Long-Term Care, Line 15.9 Other Health -  
Dread Disease only)) plus Part 1A, Recapitulation of all 
Premiums (Columns 1+2,
Lines 13+15 (excluding Line 15.3 Disability Income, 
Line 15.7 Long-Term Care, Line 15.9 Other Health -  
Dread Disease only)) of the prior year’s annual 
statement. 

2.5 Reserve 
Denominator 

Unpaid Loss and LAE (Page 3,  
Column 1, Lines 1+2+3) plus Part 1A, Recapitulation 
of all Premiums (Line 35, Columns 1+2) of the 
reporting year’s annual statement.   

Unpaid Loss and LAE (Page 3,  
Column 1, Lines 1+2+3) plus Part 1A, Recapitulation of 
all Premiums (Line 35, Columns 1+2) of the prior year’s 
annual statement.   

2.6 Reserve Ratio 2.4/2.5 2.4/2.5 
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(a) Alternative Reserve Numerator – Company records may be used to adjust the reserve numerator to provide consistency between 
the values reported in the reserve numerator (2.4) and the premium numerator (2.1).
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MEMORANDUM 

TO:   Commissioner Andrew N. Mais (CT), Chair of the Health Actuarial (B) Task Force and 
Fred Andersen (MN), Chair of the Long-Term Care Valuation (B) Subgroup

FROM:   Steve Drutz (WA), Chair of the Health Risk-Based Capital (E) Working Group

DATE:    Feb. 25, 2022

RE: AG 51 – Asset Adequacy Testing 
_____________________________________________________________________________________

The Health Risk-Based Capital (E) Working Group established the Health Test Ad Hoc Group in 2018 to 
review the health test language within the Annual Statement Instructions due to inconsistencies in 
reporting of health business across the different blanks, as well as a significant amount of health 
business reported on the life and fraternal blank. Currently, a company passes the health test if the 
following requirements are met: 

The values for the premium and reserve ratios in the Health Statement Test equal or exceed 
95% for both the reporting and prior year. 

AND

The entity passing the Health Statement Test is licensed and actively issuing and/or renewing 
business in five states or less. 

AND

At least 75% of the entity’s current year premiums are written in its domiciliary state. 

OR

The values for the premium and reserve ratios in the Health Statement Test equal 100% for both 
the reporting and prior year, regardless of the number of states in which the entity is licensed. 

The intent of the Ad Hoc Group was to evaluate if changes were warranted to the health test because of 
industry changes since its original development. The Ad Hoc Group has drafted a phase 1 proposal that 
will delete the requirements for an entity being licensed and actively issuing and/or renewing business
in five states or less and at least 75% of the entity’s current year premiums being written in their 
domicile state. The Ad Hoc Group is continuing to evaluate the current 95% premium and reserve ratios. 

Through the evaluation and discussion of the 95% reserve ratio, there was a question brought up as to 
whether an entity would still be required to perform asset adequacy testing of long-term care (LTC) 
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business if the entity moved from the life blank to the health blank. It is the Ad Hoc Group’s 
understanding that asset adequacy testing is required, regardless of the blank if the criteria for asset 
adequacy testing are met. The Working Group is asking the Health Actuarial (B) Task Force to consider 
adding a sentence to Actuarial Guideline LI—The Application of Asset Adequacy Testing to Long-Term 
Care Insurance Reserves (AG 51) that would indicate that regardless of the blank the entity files, asset 
adequacy testing is required by the entity if the criteria are met. 

This clarification would help to make it abundantly clear that all companies with LTC exposure that are 
subject to asset adequacy testing would still be required to meet these requirements, regardless of the 
blank they are filing on.

If you have any questions regarding the suggested clarification, please contact Crystal Brown
(cbrown@naic.org). 

cc: Eric King, Crystal Brown
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Draft: 3/9/22 
 

Health Risk‐Based Capital (E) Working Group 
Virtual Meeting 
January 28, 2022 

 
The Health Risk‐Based Capital (E) Working Group of the Capital Adequacy (E) Task Force met Jan. 28, 2022. The 
following Working Group members participated: Steve Drutz, Chair (WA); Wanchin Chou and Stephen Flick (CT); 
Kyle Collins  (FL); Tish Becker  (KS); Michael Muldoon  (NE); Tom Dudek  (NY); Kimberly Rankin  (PA); and Aaron 
Hodges, Matthew Richard, and Sean Fulton (TX). 
 
1. Discuss Comments Received on the Health Test Language Proposal 
 
Mr. Drutz said the Health Test Language Proposal was exposed for 40 days on Dec. 16, 2021, and two comment 
letters (Attachment Three‐B1) were received. He said the Health Test Ad Hoc Group met Jan. 5 and Jan. 25 to: 1) 
discuss the language in the premium numerator section of the Health General Interrogatories; and 2) review the 
comment letters. The Ad Hoc Group suggested a friendly amendment to the language that included removing “in 
part,” replacing it with “excluding,” deleting the sentence “Column 10 of the reporting year’s annual statement,” 
and adding “of the reporting year’s annual statement.” Mr. Drutz said the Ad Hoc Group believed these changes 
were not material but clarifying. He said additional questions were brought forward regarding the exclusion of 
disability  income,  long‐term  care  (LTC),  credit  accident  and  health  (A&H),  and  dread  disease  in  the  reserve 
numerator for the life and property/casualty (P/C) General Interrogatory instructions, and clarifying language was 
added to show that these items should be excluded from the numerator portion of the reserve ratio. 
 
Mr. Richard said his comments were in relation to the presentation of the reserve ratio. He said the amounts in 
the numerator and denominator are pulled  from different schedules, and  it would be clearer  if they could be 
pulled from the same schedules, where possible, to be more consistent. He said it would also help to understand 
what drives the results of the calculation. Mr. Drutz said the Ad Hoc Group found that Texas’ comments were very 
well  founded; however,  the Ad Hoc Group wanted  to  further  review  the premium and  reserve  ratio over  the 
course of this year and utilize these suggestions in that review. 
 
Ray Nelson  (America’s Health  Insurance Plans—AHIP)  said AHIP  is  supportive of  the  language  included  in  the 
exposure and the friendly amendment. 
 
Hearing no objections,  the Working Group  agreed  to  re‐expose  the Health  Test  Language Proposal with  the 
friendly amendment changes for a 15‐day public comment period ending Feb. 14. The exposure will be distributed 
to both the Health Risk‐Based Capital (E) Working Group and the Life Risk‐Based Capital (E) Working Group. 
 
2. Exposed a Referral Letter to the Health Actuarial (B) Task Force 
 
Mr. Drutz said  through  the Health Test Ad Hoc Group’s evaluation and discussion of  the 95%  reserve  ratio, a 
question was brought up as to whether an entity would still be required to perform asset adequacy testing of LTC 
business  if the entity moved from the  life blank to the health blank. He said the referral  letter asks the Health 
Actuarial (B) Task Force to consider adding a sentence to Actuarial Guideline LI—The Application of Asset Adequacy 
Testing to Long‐Term Care Insurance Reserves (AG 51) that would  indicate, regardless of the annual statement 
blank that the entity files, that asset adequacy testing is required by the entity if the criteria are met. He said this 
clarification would help to make it abundantly clear that all companies with LTC exposure that are subject to asset 
adequacy testing would still be required to meet these requirements, regardless of the blank they are filing on. 
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Hearing no objections, the Working Group agreed to expose the referral letter for a 15‐day public comment period 
ending Feb. 14. 
 
3. Received an Academy H2 – Underwriting Risk Report 
 
Derek  Skoog  (American  Academy  of  Actuaries—Academy)  summarized  the  Academy's  report  “Request  for 
Comprehensive Review of the H2 – Underwriting Risk Component and Managed Care Credit Calculation  in the 
Health Risk‐Based Capital  Formula.” He  said  that  the Academy  spent a  fair bit of  time discussing  the  factors 
themselves and the degree to which they have been updated since their inception, and it has investigated some 
of the significant changes that have taken place in the health insurance industry since the factors were originally 
contemplated. He said there have been changes in the claims distributions in the last 20 years; the high cost of 
beneficiaries and patients because of advances in medical care; asymmetric claims risk, as there may be limits on 
the level of profitability on health plans due to regulations; provider contracting; and the product basis and reform 
of the market for individual, small, and large group, as well as Medicare Advantage. He said there has been a lot 
that has changed in the industry, and the Academy wants to understand how others have evolved their views on 
underwriting risk in the health sector. He said to do this, the Academy spent quite a bit of time studying Best’s 
Capital  Adequacy  Relativity  (BCAR),  the  NAIC  P/C  Risk‐Based  Capital  (RBC)  formula,  Solvency  II,  and  the 
Department of Managed Health Care Tangible Net Equity (TNE) requirements. He said the Academy saw some 
consistent themes, particularly that most of those approaches take a more granular view of products and a few 
split‐out pricing versus reserving risk. He said the BCAR, P/C RBC formula, and Solvency  II tend to take a more 
contemporaneous view of underwriting risk; they evolve over time; and the factors tend not to be static for a long 
stretch of time. 
 
Mr. Skoog said with that background,  in terms of understanding how the  industry has evolved and what other 
approaches have been, the Academy has produced six potential recommendations or changes for the Working 
Group’s consideration: 1) refresh factors based on updated insurer data; 2) develop factors at a more granular 
product level; 3) develop factors specific to more relevant block sizes and consider any indexing factors for cut 
points to change over time; 4) model risk factors over an NAIC‐defined prospective time horizon with a defined 
safety level that can be refreshed regularly; 5) refresh the managed care credit formula and factors to be more 
relevant and reflective of common contracting approaches and other risk factors associated with these contracting 
approaches; and 6) analyze long‐term care insurance (LTCI) underwriting performance to create a more nuanced 
set of risk factors that considers pricing changes over time. He said the current theme is to bring the factors to 
reflect the current risk profile of underwriting strategies and approaches those insurers face today. 
 
Mr. Muldoon said the six recommendations proposed by the Academy are a good set of recommendations, the 
points made regarding a more granular product level are well taken, and there is a lot of room to look at it in more 
granularity. Mr. Chou asked  the Academy  to provide a  timeline and a path  forward. Mr. Skoog  said  the path 
forward for items 1–5 is clear in that some of the approaches taken by the P/C RBC formula and a similar approach 
taken by the BCAR provide clarity for the underwriting approach of net written premium and a standard process 
for  updating  those  factors  based  on  safety  levels  observed  in  the  industry. He  said what will  require more 
consideration is the data sources to be used. He said page 7 of the Annual Statement would be a good place to 
start because it already has many data fields that feed into the RBC formula. He said a longer‐term goal would be 
to move towards the Accident and Health Policy Experience Exhibit level of detail. In the nearer term, a goal would 
be to mirror many of the approaches taken in the P/C RBC formula around thinking about underwriting risks and 
matching page 7 to that approach. He said the Academy could provide the Working Group with a work plan  if 
requested. He said item 6 for LTC would require some additional study as to what that would look like because it 
is a challenging  issue. Mr. Chou asked  if there had been coordination between the various Academy groups to 
look at LTC. Mr. Skoog said the Academy connected internally, and there will need to be collaboration to make 
sure the right considerations are folded into any new risk factors. 
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Hearing no objections, the Working Group agreed to expose the report (Attachment Three‐B2) for a 45‐day public 
comment period ending March 16. 
 
4. Reviewed  the  Investment  Yields  of  Six‐Month  Treasury  Bonds  for  Investment  Income  Adjustment  in 

Underwriting Risk 
 
Mr. Drutz said the Working Group adopted changes to the underwriting factors for year‐end 2021 to incorporate 
an  investment  yield  adjustment  and  adopted  guidance  into  the  instructions  for  the  investment  yield.  The 
investment yield for the six‐month treasury bond through the first four weeks of the month of January (Mondays 
were utilized as the basis day except for the week of Jan. 16 due to the holiday) remained below 0.5%, and as a 
result, there would be no changes to the factors for year‐end 2022. 
 
Mr. Drutz  recommended  that  the Working Group consider modifying proposal 2021‐18‐H  that was previously 
adopted on Dec. 16, 2021, to clarify the time period for which the  investment yield  is evaluated based on the 
previous analysis. He said alternative language was included in the proposal. He suggested that the proposal be 
re‐exposed for a brief time period with the alternative language. 
 
Hearing no objections, the Working Group agreed to re‐expose proposal 2021‐18‐H (Attachment Three‐B3) for a 
15‐day public comment period ending Feb. 14. 
 
5. Discussed Other Matters 

 
Mr. Drutz asked that any states interested in joining the Working Group please contact Crystal Brown (NAIC). 

 
Having no further business, the Health Risk‐Based Capital (E) Working Group adjourned. 
 
SharePoint/NAIC  Support  Staff  Hub/Member  Meetings/Spring  2022  National  Meeting/ Committee  Meetings/Financial  Condition  (E) 
Committee/Capital Adequacy (E) TF/Health Risk‐Based Capital (E) WG 
 



January 24, 2022 

Steve Drutz, Chair 
Health Risk-Based Capital (E) Working Group 
National Association of Insurance Commissioners 
1100 Walnut Street, Suite 1500 
Kansas City, MO 64106-2197 

By Email to Crystal Brown at CBrown@NAIC.org and Steve Drutz at steved@oic.wa.gov  

Re:  Health Test Language Proposal Exposed on 12.16.21 

Dear Mr. Drutz: 

On behalf of the members of America’s Health Insurance Plans (AHIP), we appreciate the 
opportunity to provide comments on the Health Test Language Proposal discussed (and 
exposed) during the Working Group’s meeting on December 16, 2021.   

AHIP is generally supportive of the language included in this December 16, 2021 exposure.  
Furthermore, we would like to express our appreciation to the Chair for including interested 
parties (including AHIP) and regulators during the discussion and evaluation process that has 
taken place on this topic at the ad hoc group level.    

Thank you for the opportunity to provide these comments, and we look forward to continuing to 
work with the Health Risk-Based Capital (E) Working Group in the future.  

Sincerely, 

Bob Ridgeway Ray Nelson – Consultant to AHIP 
Bridgeway@ahip.org   rnelson@triplusservices.com  
501-333-2621  224-217-9036
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1850 M Street NW Suite 300 Washington, DC 20036 Telephone 202 223 8196 Facsimile 202 872 1948 www.actuary.org 

January 21, 2022 

Steve Drutz
Chair, Health Risk-Based Capital (E) Working Group 
National Association of Insurance Commissioners (NAIC)

Re: Request for Comprehensive Review of the H2—Underwriting Risk Component and 
Managed Care Credit Calculation in the Health Risk-Based Capital Formula

Dear Mr. Drutz: 

On behalf of the American Academy of Actuaries (Academy)1 Health Solvency Subcommittee, I
am pleased to provide this report to the National Association of Insurance Commissioners 
(NAIC) Health Risk-Based Capital (HRBC) (E) Working Group. This report is in response to the
request from the working group to analyze and comprehensively review the H2—Underwriting 
Risk component and the managed care credit calculation in the health risk-based capital (RBC) 
formula. 

1. Introduction

In this report, the subcommittee presents a discussion of the current H2 — Underwriting Risk 
factors, key changes affecting health insurers that have impacted underwriting risk since the 
factors were originally developed, alternative views of underwriting risk from other regulating 
entities, and a set of targeted recommendations for improving the H2 — Underwriting Risk
factors.

Our approach surveyed other methods of evaluating risk, and in particular underwriting risk 
taken by other risk quantification formulas (e.g., health, life, property and casualty (P&C) RBC
formulas; credit rating agencies) and summarized their respective merit for health underwriting 
risk. The subcommittee recommends a constructive dialogue with the NAIC’s HRBC Working 
Group to determine the best approach before beginning detailed analysis and factor development. 

1 The American Academy of Actuaries is a 19,500-member professional association whose mission is to serve the 
public and the U.S. actuarial profession. For more than 50 years, the Academy has assisted public policymakers on 
all levels by providing leadership, objective expertise, and actuarial advice on risk and financial security issues. 
The Academy also sets qualification, practice, and professionalism standards for actuaries in the United States.
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2. Review of the H2 Risk Factor in Current HRBC Formula

History of H2 in Health Organizations’ Risk- Based Capital Formula

In the early 1990s, the Academy fulfilled a request from the NAIC to assist in the development 
of a risk-based capital formula - similar to those in place for life Insurers and P&C Insurers - that 
could be applied to a variety of traditional and nontraditional risk-assuming enterprises in the 
health insurance space. The objective in developing an RBC formula was to calculate the 
minimum amount of capital that the reporting entity should hold to support the risk associated 
with the business venture. In doing so, monitoring and regulatory agencies would be able to 
identify entities that were exhibiting signals of financial weakness and could take steps to 
promote their solvency. The RBC formula was also to be constructed in such a way that results 
would be the same for companies engaged in the same health insurance business activity, 
regardless of organizational structure.

Over time, refinements have been made leading to today’s health risk-based capital (HRBC) 
model. Like the life and P&C risk-based capital formulas, multiple risk categories are included in 
the calculation of the minimum capital amount for an entity. In the case of HRBC, five 
categories are employed (emphasis added to H2 - Underwriting Risk):

Category Title Abbreviation Definition
Insurance Affiliates and 
Misc. Other

H0 This is the risk from the declining value of 
insurance subsidiaries as well as risk from 
off-balance sheet and other miscellaneous 
accounts (e.g., deferred tax assets (DTAs)).

Asset Risk - Other H1 This is the risk of asset losses due to default 
of principal and interest or fluctuation in 
market value.

Underwriting Risk H2 This is the risk of underestimating 
liabilities from business already written or 
inadequately pricing business to be 
written in the coming year.

Credit Risk H3 Creditor risk of not recovering receivable 
amounts owed 

Business Risk H4 This category includes several miscellaneous 
risks not captured elsewhere, such as those 
associated with administrative expenses, 
administrative services 
contracts/administrative services only 
(ASC/ASO) business, guaranty fund 
assessment, and excessive growth.
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To develop the original H2 (underwriting risk) component of the HRBC formula, the Academy
employed statistical modeling based on health insurance and provider data available at that time. 
Stochastic modeling was performed using a five-year modeling time horizon, and formulas and 
factors were developed to calculate capital levels that allowed each product to remain solvent in 
95% of the modeled scenarios. Ultimately, the original modeling was used to develop relative 
risk values (RVs) for most lines of business which would be referenced by the NAIC to establish 
risk factors, based on the NAIC’s risk tolerance.  

Calculation of H2 in HRBC Formula

The total H2 risk charge is calculated through several sub-formulas within the HRBC 
calculation, denoted as XR013 through XR019. The following is a summary of each sub-formula
that contributes to the overall calculation of H2 for a reporting entity:

XR013 — Underwriting Risk

For most health reporting entities, underwriting risk constitutes the largest share of the overall 
risk-based capital charge, representing the general risk of fluctuations in underwriting experience 
—i.e., the risk that premiums (which are an expected value of future costs and considerations) 
are insufficient to cover actual plan costs. In such a scenario, the next dollar of cost is funded by 
the reporting entity’s capital and surplus. Depending on the policy type and the level of provider 
contracting, the reporting entity may not be fully exposed to this potential fluctuation in claims 
experience, as the risk may be transferred to another entity (e.g., a provider group or a reinsurer). 
However, this could introduce a separate and material credit risk that the assuming entity may 
default on its obligation(s).

To calculate the charge for this risk, six general lines of business are utilized:

1. Comprehensive Medical & Hospital
2. Medicare Supplement
3. Dental and Vision
4. Stand-alone Medicare Part D Coverage
5. Other Health Coverages
6. Other Non-Health Coverages

For each line of business, risk factors are applied to the reported incurred claims for the reporting 
entity, sourced from the Annual Statement. The risk factors are the same for all reporting entities, 
but generally decrease as the premiums for a particular line of business increases. Applying the 
risk factors to the estimated incurred claims generates Base Underwriting Risk RBC. See an
illustration in Table 1 of the Underwriting Risk Factors by premium tier:  
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Table 1. 

To the subcommittee’s collective knowledge, aside from the adoption of investment income
adjustments into the Comprehensive Medical & Hospital, Medicare Supplement, and Dental and 
Vision factors in 2021, the premium tiers have not been adjusted over time to capture market 
dynamics that influence risk, such as medical cost growth. 

A Managed Care Credit (sourced from XR018) is then applied to the Base Underwriting Risk 
RBC, which can reduce the risk charge for certain lines of business if the managed care contracts 
in place limit the financial risk of adverse claims fluctuations on the reporting entity.  

The ultimate calculation of Net Underwriting Risk RBC compares the calculated Underwriting 
Risk (including the Managed Care Credit) to an Alternate Risk Charge that is dependent on the 
amount of risk borne by the reporting entity, after adjusting for any reinsurance arrangements.  

XR014 — Annual Statement Source

This page contains no RBC calculations; however, it does illustrate to the user where information 
can be retrieved to perform RBC calculations on XR013. Some pieces of information are 
obtained from the reporting entity’s annual statement, while others must be sourced from internal 
company records (e.g., all premium and claims data for stand-alone Medicare Part D coverage).  

$0 - $3 Million $3 - $25 Million Over $25 Million 

Comprehensive Medical 
& Hospital

0.1493 0.1493 0.0893

Medicare Supplement 0.1043 0.0663 0.0663

Dental & Vision 0.1195 0.0755 0.0755

Stand-Alone Medicare 
Part D Coverage 

0.2510 0.2510 0.1510

Other Health 0.1300 0.1300 0.1300

Other Non-Health
0.1300 0.1300 0.1300
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XR015 — Other Underwriting Risk

This page contains the risk charge calculation for the following, where the risk charge, unless 
otherwise specified, is a risk factor applied to earned premium:  

1. Business with rate guarantees split by a rate guarantee period of 15 to 36 months and
a rate guarantee period of over 36 months

2. Federal Employees Health Benefits Program (FEHBP) and TRICARE, where the risk
factors are applied to incurred claims

3. Stop Loss and Minimum Premium
4. Supplemental Benefits within Stand-Alone Medicare Part D Coverage, where the risk

factors are applied to incurred claims
5. Medicaid pass-thru payments reported as premium
6. Disability income split by the first $50 million in earned premium and earned

premium over $50 million for the following with the risk factor varying by premium
tier:
a. Noncancellable morbidity risk
b. Other than non-cancellable morbidity risk
c. Credit monthly balance plans
d. Group long-term
e. Credit single premium with additional reserves
f. Credit single premium without additional reserves
g. Group short-term

For single premium credit insurance with additional reserves, the premium is reduced for the 
change in additional reserves held.  

The premium and additional reserves used in the risk charge calculation are based on company 
records.

XR016 — Long-Term Care (LTC) Insurance Premium/Loss Ratio Experience

The majority of the risk charge is for morbidity risk plus an additional risk charge for rate risk on 
noncancellable LTC insurance. The rate risk factor is 0.100 for all noncancellable premium and 
the morbidity charge is 0.100 and 0.030 for all LTC insurance premiums up to $50 million and 
over $50 million, respectively.  

Then, additional charges for morbidity risk are based on experience. The average loss ratio is 
calculated for the current and prior year. Actual claims are adjusted to the average loss ratio and 
this adjusted claim amount is used to calculate the risk charge. The risk charge is calculated as 
follows:
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1. For the first $35 million, the risk factor is 0.250 if current year premium is positive;
otherwise, the factor is 0.370.
2. For adjusted claims in excess of $35 million, the risk factor is 0.080 if current year
premium is positive; otherwise, the factor is 0.120.
3. A risk factor of 0.050 is applied to LTC Insurance claim reserves.

The premium and claim information used in the risk charge calculation are based on company 
records. 

XR017 — Limited Benefit Plan

This page contains the risk charge calculation for the following limited benefit plans:

1. Hospital Indemnity and Specified Disease
2. Accidental Death and Dismemberment
3. Other Accident
4. Premium Stabilization Reserves—this is a credit to RBC and it is limited to the total
Underwriting RBC for all lines, excluding stand-alone Part D.

The premium and reserve information used in the risk charge calculation are based on company 
records.

XR018 — Underwriting Risk — Managed Care Credit

The managed care credit seeks to account for volatility in claims costs relative to the coverage 
period. For instance, if an actuary was aware of capitation rates during the rating cycle, that 
would improve the likelihood of rate adequacy.  

The managed care credit calculation utilizes five factors that reflect the impact of different types 
of provider contracts on medical claim predictability and volatility. The factor associated with 
each contract category is applied to the level of incurred claims in that category and an overall 
discount or credit is calculated based on the relative claims weights. The discount factors have 
remained unchanged since they were first adopted. 

For example, fully capitated provider contracts (i.e., when providers are accepting 100% of the 
underwriting risk) are generally assumed to provide a health insurer with substantial financial 
protection and, accordingly, the substantial credit noted in the below table. Other provider 
contracts may also provide the health insurer with a range of financial protection less than full 
capitation (e.g., from discounted fee-for-service contracts to partial capitation and/or withholding 
funds from the provider that may only be paid after financial results have been evaluated against 
the provider contract agreement). The factors in Table 2 that vary by type of provider contract 
reflect this range of financial protection for the health insurer.
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Table 2. 

Category Credit
Category 0—Arrangements not Included in Other 0%
Category 1—Contractual Fee Payments 15%
Category 2—Bonus / Withhold Arrangements 0-25%
Category 3—Capitation 60%
Category 4—Non-Contingent Expenses and Aggregate Cost Arrangements and 
Certain PSO Capitated Arrangements

75%

As Medicare Part D was implemented in 2006, the managed care credit was adapted to include a 
credit for stand-alone Part D plans in 2009 to reflect the reduction in risk to health plans 
attributable to the various risk adjustment programs implemented in accordance with the 
Affordable Care Act (ACA).

XR019 — Calculation of Category 2 Managed Care Factor

Category 2 in the managed care credit has a scaling factor determined by how significant the 
bonus / withhold payments are relative to the total claims subject to these programs. For 
example, if providers have been paid a 20% bonus on contracts subject to bonus, the managed 
care credit applicable is 20%.

3. Evolution in Underwriting Risk Since Original Development of the H2 Risk Factor

Changes in Health Care Economics and Provider Systems

There has been considerable evolution in health economics since HRBC was first developed in 
the 1990s. The most obvious is the significant rise in the size of the health care sector, which has 
grown by 6.8% annually over the last 25 years2, amounting to nearly a fourfold increase over 
that period. As part of that growth, there have been major regulatory and industry changes as 
well.

Changes in Claims Distributions 

Among the many changes brought about by the ACA, is the distribution of claim cost risk. For 
instance, the elimination of annual and lifetime coverage limits, the elimination of medical 
underwriting, and the establishment of essential health benefits, while addressing issues from a 
public policy standpoint, have contributed to higher frequencies of high-cost individual claimants 
(often referred to as catastrophic claims). 

Additionally, there has been significant progress made in modern medicine, both from a 
medical/surgical and prescription drug standpoint. These advanced procedures and drugs often 
serve a niche market and can command very high prices. For example, gene therapies driving $1 

2 Center for Medicare and Medicaid Services (CMS) National Health Expenditure Data.
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million or higher price tags have become more common, and that trend is likely to continue 
moving forward.  

Asymmetric Claims Risks

The profitability distribution for insurance carriers is often asymmetrical due to the introduction 
of minimum loss ratios and other risk sharing arrangements across many lines of business. In 
favorable years, carriers are required to rebate premiums to policy holders or government 
entities, while in unfavorable years they might have to absorb losses. 

Provider Contracting Developments 

The nature of insurer / provider relationships has also evolved significantly over the past 25 
years. While fee-for-service payments are still common, there has been a significant increase in 
risk arrangements, particularly for government lines of business.  

Insurance carriers have continued to move providers toward risk-based contracts as providers’ 
risk tolerances have grown; frequently, this has led to improvement in member medical 
management and increasing insurer predictability of claims costs. Illustration 1 shows several 
new ways of contracting that are not currently contemplated in the formula. 

Illustration 1.
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Specific H2 Risk Considerations by Health Insurance Line of Business

Since the HRBC formula was developed, there have been significant changes in the lines of 
business that make up the health insurance industry. In addition to the introduction of the 
exchanges through the ACA, Medicare Advantage was implemented, and Medicaid Managed 
Care has become common for state Medicaid programs. Additionally, the LTC insurance market 
has changed materially as well.

Commercial Insured—Individual Market

The most significant event contributing to changes in underwriting risk in the individual market 
was the passage of the ACA in 2010 with the implementation largely phased in through calendar 
year 2014. Several changes affecting the individual health insurance underwriting risks include 
(not exhaustive): 

Elimination of annual and lifetime coverage limits
Minimum medical loss ratio (MLR) requirement of 80%
Pricing cycle requiring development and approval of rates well in advance of their
implementation
Increasingly robust rate review processes and provisions that influence the risk of adverse
rate determinations and administrative actions (e.g., exchange exclusion)
Elimination of pre-existing condition exclusions
Revised and limited rating practices
Risk mitigation programs (e.g., reinsurance, risk corridor, and risk adjustment
mechanisms)

Commercial Insured—Small Group Market 

Like the individual market, the commercial small group market was drastically altered by the 
ACA. Though similar changes were put in place (including the same minimum MLR 
requirement of 80%), it should be noted that usually the small group market is a separate risk 
pool from the individual market exhibiting its own risk characteristics.

Commercial Insured—Large Group Market and Self-Insured/Administrative Services

The ACA also affected commercial large group products, but to a lesser extent due to ERISA 
preemption of self-insured benefit programs. The minimum MLR requirement of 85% for large 
group insured coverage is somewhat more restrictive than the 80% minimums for individual and 
small group, reflective of the typically higher MLRs for large groups. Notably, there has been 
advancement in the type of medical insurance plans offered in the marketplace. At the time of 
original HRBC development, indemnity products were prevalent in the marketplace, with Health 
Maintenance Organization (HMO) plans offered by managed care organizations (MCOs). 
However, in the last 25 years, growth in preferred provider organizations (PPOs) and high-
deductible health plans (HDHPs) have grown significantly. These products have different benefit 
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administration and provider payment characteristics than the indemnity products, which are far 
less prevalent today. For instance, per the Kaiser Family Foundation’s 2021 Employer Health 
Benefits Survey,3 the proportion of covered workers enrolled in conventional (e.g., indemnity) 
health plans decreased from 26% in 1996 to ~1% in 2021. During that same period, enrollment 
in HDHPs, which were not tracked until 2006, has grown to 28%. 

In addition, due to potential administrative cost savings of self-insured services and increases in 
employer risk appetite, there has been a shift from large group fully insured policies (loosely 
defined as groups with >100 employees) to self-insurance and analogs (e.g., minimum premium 
arrangements). From a payer underwriting risk perspective, this has reduced the proportion of 
claims expense and associated risk attributed to large employer groups. However, a corollary to 
this secular trend has been the growth in employer stop-loss products that hedge the claims risk 
to these clients.

Medicare 

Since the creation of the original HRBC formula, four of the largest drivers of change impacting 
Medicare health insurer underwriting risk have been (1) the growth of the Medicare Population, 
(2) the creation of Medicare Part C with the Balanced Budget Act of 1997, (3) the creation of
Part D prescription drug benefits and the modification of the Medicare Advantage managed care
program with the Medicare Prescription Drug, Improvement, and Modernization Act of 2003,
and (4) Medicare provisions included in the ACA.

Under the Medicare Part C and Part D programs, beneficiaries can enroll for medical and/or 
prescription drug coverage under a private-sector payer. In return, the payer receives prospective, 
risk-adjusted capitation payments and member premiums. Under the ACA, payer capitation 
payments are tied to operational and clinical quality through the Star quality rating system, and a 
minimum medical loss ratio requirement of 85% was instituted, capping favorable payer surplus 
gains. 

The net effect of these drivers has been an increase in Medicare spending, growth in the amount 
of Medicare underwriting risk borne by health payers, and increased complexity in the 
underwriting risk, due to the nature of risk adjustment, and quality and minimum loss ratio 
requirements. As a point of comparison, in 1998 under the prior Medicare HMO program, 
Medicare enrollment through private-sector plans was approximately 6 million.4 In 2020, 
approximately 24 million beneficiaries were served by Medicare Advantage. Medicare 
Advantage-share of enrollment had grown from 24% in 2010 to approximately 42% in 2021.5

3 https://files.kff.org/attachment/Report-Employer-Health-Benefits-2021-Annual-Survey.pdf
4 Squire, Daniel et al. Group Insurance, 7th Ed. Pg. 139.
5 Medicare Advantage in 2021: Enrollment Update and Key Trends | KFF
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Medicaid and CHIP 

Since the inception of the HRBC formula, there has been an overall expansion of the Medicaid 
program. In addition, there has been a shift to Medicaid Managed Care programs managed by 
private health payers, as opposed to state-based fee-for-service programs. Two drivers of change 
impacting health insurer underwriting risk have been (1) the enactment of Title XXI of the Social 
Security Act, which created the State Children’s Health Insurance Program (CHIP), and (2) 
Medicaid enrollment expansions provided for in the ACA. As of 2019, 54.2% of all Medicaid 
expenditures were managed care and provider capitation payments.

Each state is unique in their requirements for Medicaid Managed Care products (i.e., risk 
adjustment protocols, minimum medical loss ratios, risk corridors, etc.). While a state is not 
required to establish a minimum medical loss ratio minimum medical loss ratio for Medicaid 
MCOs, CMS requires that (i) each contract calculate and report its medical loss ratio and (ii) for 
any state that does establish a minimum medical loss ratio, that the minimum may not be less 
than 85%. 

Long-Term Care (LTC) Insurance 

There are several characteristics of the LTC insurance market that have evolved since the 
product’s inception that affect its underwriting risk profile. 

When LTC insurance was initially developed, there was little to no applicable experience to use 
to price the product. As experience developed, the accuracy of the pricing has improved. This 
has led to three market segments: original (oldest generation) products that are the most 
underpriced, a middle generation with improved pricing, and a newer generation based on more 
credible experience leading to more appropriate pricing. The accuracy of the pricing, or lack 
thereof, impacts the level of rate increases being requested by the insurers, with the older blocks 
of business typically needing higher rate increases than the newer blocks.  

With some exceptions, most insurers are managing closed blocks of business. There are 
challenges to managing the rates on closed blocks, particularly on the older and smaller blocks. 
On blocks that are smaller and older, even very large rate increases will generally have little to 
no impact to the financials of the insurer. 

Large, actuarially justified rate increases are typically not being approved by the regulators, and 
in some cases, not being requested by insurers, due to concern for the impact on the consumer. 
This is a key difference between LTC insurance repricing and other health blocks. With other 
health blocks, there typically is not a large discrepancy between actuarially justified, requested, 
and approved rate increases, as is seen with LTC insurance. Also, because rate increases have 
been consistently occurring, there may be “rate-increase fatigue” on the part of regulators – 
leading to potentially fewer or less approvals of rate increases.

Other characteristics and developments in the LTC insurance market that affect the risk profile 
are the following:

Attachment Three-B2 
Capital Adequacy (E) Task Force 

3/28/22

© 2022 National Association of Insurance Commissioners 11



12

More credible data now exists for mortality and morbidity assumptions, used in rate
increase and cash flow testing projections.
The persistent low interest rate environment suppresses investment income.
Possible increased litigation against insurers and reputational risk due to rate actions.
Existence of LTC insurance hybrid products that have a different risk profile than stand-
alone LTC insurance products.
Actuarial Guideline (AG)-51—The Application of Asset Adequacy Testing to Long-Term
Care Insurance Reserves.

These developments in the market affect the amount of risk that an insurer bears and may impact 
the fit-for-purpose of the current RBC H2 framework. Insurers will have different risk profiles 
that are dependent on the age of the business, the adequacy of rates, and the ability to receive 
future rate increases, none of which are fully addressed in the current framework. 

4. Alternative Views of Underwriting Risk

There are a number of other capital evaluation/requirement frameworks that consider 
underwriting risk. Based on the subcommittee’s review, several of these frameworks utilize risk 
quantification measures that would be valuable to consider as part of the health underwriting risk 
formula. The frameworks we found most instructive were Best’s Capital Adequacy Relativity 
(BCAR), P&C RBC, Solvency II, and DMHC6 Tangible Net Equity (TNE) requirements.

BCAR

There are two main components of risk charges for underwriting risk within BCAR—net earned
premium risk and reserve risk. The following summaries are based largely on descriptions of the 
BCAR methodology provided by AM Best. 

Net Earned Premium Risk

The net premiums risk is related to risk of underwriting losses on a book of business written in 
the next year. AM Best created an industry database of profit and losses for each line of business, 
using each insurer’s historical underwriting profit or loss based on the actual reported results. 
The industry database was then split based on the size of the net premiums written for that line of 
business, and statistical methods were applied to create distributions of profit and loss ratios. 

The following blocks of business are evaluated separately: 

6 California Department of Managed Health Care 
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When calculating company-specific capital requirements, the industry factors can be adjusted 
based on the rating unit’s own historical profitability. Implicitly, this assumes that historical 
underwriting performance is correlated with future underwriting performance. The company-
specific factors are based on the most recent three years of profitability and can adjust the base 
factors by as much as 20% (positively or negatively). Like the H2 component of the health RBC 
formula, the rating unit’s current year written premium is used in the model as a proxy for the 
premium to be written next year. Using this assumption, the company-specific factors are applied 
to current year premium to calculate the capital requirement.

Reserving Risk

Unlike health RBC, BCAR includes a reserving risk component as part of underwriting risk. The 
applied risk charges are intended to cover the possibility of negative reserve development due to 
adverse claims experience. Like premium risk, AM Best’s reserve risk factors are based on an 
industry database of each company’s reserve adequacy generated from the annual statements by 
line of business and a company’s specific experience can adjust the base factor by as much as 
20%. The BCAR formula utilizes the following reporting segments to develop reserving risk 
factors.
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Diversification Credit

AM Best calculates diversification factors using correlation matrices based on industry-
aggregated data across lines of business—for both premium risk and reserving risk. This intent 
behind the calculation is that often underwriting profits and losses in one line of business might 
offset underwriting profits and losses in another line of business. Similar to written premium, 
because reserves are largely set based on line of business, adverse or favorable reserve 
development for one line of business might offset development for another line of business. 

Managed Care Credit

The managed care credit within the BCAR formula reflects the reduction in the overall premium 
risk charge for companies with managed care arrangements that reduce uncertainty regarding 
future claim payments. 

This credit is reduced for the risk that the MCO will pay the capitation to a provider but not 
receive the agreed-upon services and will encounter unexpected expenses in arranging for 
alternative coverage, essentially introducing a credit risk that a provider might default on its 
obligations. This credit risk charge is based on the contractual relationship between the MCO 
and a provider. Higher credit risk charges apply to capitation payments made to unaffiliated or 
third-party care providers than to capitation payments made to affiliated care providers.

P&C RBC

Similar to BCAR, P&C underwriting risk is broken into two components in the P&C RBC 
formula: reserves and net written premiums.

Reserve Risk

The reserve risk RBC is developed by multiplying a set of RBC factors, which are discounted for 
investment income and adjusted for each individual company’s own relative experience of its net 
reserves for each line of business. The reserve risk is also adjusted downward with a credit for 
diversification among the lines of business. 

The major lines of business largely correspond to the breakdowns in the annual statement (e.g., 
the Underwriting and Investment Exhibit). Calculations for some, generally smaller, lines are 
combined. 

Net Written Premium

The net written premium component is developed by multiplying a risk factor (based on an 
analysis historical industry-wide underwriting performance at the 87.5th percentile) by the 
current year’s net written premiums, by line of business. The actual risk charge is based on the 
excess of a discounted combined ratio adjusted for investment income over 100%. As with the 
reserve risk factors, individual company experience is also considered in computing the RBC 
factor.
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Solvency II

Solvency II divides health insurance into Similar to Life Techniques (SLT) and Non-Similar to 
Life Techniques (Non-SLT)—the distinction based on how products are priced. Products like 
long-term care insurance and individual disability income insurance would likely be examples of 
SLT Health, while typical medical products would be examples of Non-SLT Health. 

The nature of how the Solvency II capital requirement is constructed is very different between 
SLT Health and Non-SLT Health. Solvency II discusses three main risks for Non-SLT Health:

1. Premium Risk
2. Reserve Risk
3. Catastrophe (CAT) risk

The time horizon for Solvency II is one year. In keeping with that, the definition of premium risk 
relates to both unexpired risks on existing contracts and policies to be written/renewed during the 
coming year. As a result, the inputs into the Solvency II calculation are prospective in nature, 
rather than retrospective in nature like current HRBC. The issuer is expected to estimate not just 
its expected premiums for the coming year from the unexpired term on existing contracts, but 
also its expected premiums for the coming year on both new and renewal business. Keeping with 
the one-year time horizon, the focus is on the risk of loss within the coming year and not on the 
risk of cumulative losses over a longer time frame.

DMHC Tangible Net Equity (TNE)

The DMHC7 maintains a simple capital requirement driven by underwriting risk. Full-service 
health plans must maintain a TNE of at least:

(1) $1 million; or
(2) the sum of two percent (2%) of the first $150 million of annualized premium

revenues plus one percent (1%) of annualized premium revenues in excess of
$150 million; or

(3) an amount equal to the sum of:
(A) eight percent (8%) of the first $150 million of annualized health care

expenditures except those paid on a capitated basis or managed hospital
payment basis; plus

(B) four percent (4%) of the annualized health care expenditures, except those
paid on a capitated basis or managed hospital payment basis, which are
in excess of $150 million; plus

(C) four percent (4%) of annualized hospital expenditures paid on a managed
hospital payment basis.

This approach of excluding capitated payments demonstrates one potential approach for the 
managed care credit. It is worth noting that risk-bearing organizations (i.e., those that accept 
capitation) are regulated by the DMHC and themselves must meet minimum capital 
requirements, and requirements for risk-bearing organizations vary considerably from state-to-
state.

7 Cal. Code Regs. Title 28, §1300.76 - Plan Tangible Net Equity Requirement.
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5. Options for Better Aligning H2 Risk Factors to Economic Risk

Based on the subcommittee’s review of the current H2 risk factors, the evolution of health 
insurance underwriting risk since those risk factors were originally contemplated, and the 
alternative approaches utilized by other regulating entities, we recommend further study and 
potential implementation of, the following changes to the H2 underwriting risk factors. 

1. Refresh factors based on updated insurer data
2. Develop factors at a more granular product level
3. Develop factors specific to more relevant block sizes and consider an indexing factor for

cut points to change over time
4. Model risk factors over an NAIC-defined prospective time horizon with a defined safety

level that can be refreshed regularly
5. Refresh of managed care credit formula and factors to be more relevant and reflective of

common contracting approaches and other risk factors associated with these contracting
approaches

6. Analyze long-term care insurance underwriting performance to create a more nuanced set
of risk factors that considers pricing changes over time

Refresh factors based on updated insurer data 

Because the underwriting risks taken by health insurers has changed significantly since many of 
the H2 underwriting risk factors were adopted, we recommend utilizing updated data to 
understand the current risk profile of health insurers. This could be achieved utilizing 
underwriting performance and volatility over the past 10 years—between 2011 and 2020—to 
consider pre-ACA, post-ACA and pandemic years to create new risk factors.

Develop factors at a more granular product level 

Because many health products carry a range of underwriting risk—even within comprehensive 
medical coverage—a more detailed product view can be utilized to create new risk factors. For 
example, Commercial Group and Individual products are currently both included within the 
Comprehensive Medical column but have significantly different levels of volatility and 
associated financial risk.

This recommendation could be accomplished in the immediate term by utilizing reporting data 
from Page 7—Analysis of Operations by Line of Business. Over time, factors should be 
developed even more granularly. This can be accomplished by utilizing the Accident and Health 
Policy Experience Exhibit but would either require a change to when that filing would be 
submitted or via company records within the RBC filing.

Develop factors specific to more relevant block sizes and consider an indexing factor for cut 
points to change over time  

As blocks grow, underlying volatility declines given the law of large numbers, but the relevant 
cut points to reflect that decline in volatility are likely well above what is currently utilized 
within the Underwriting Risk formula (e.g., $3M, $25M). Given the high prevalence of claimants 
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reaching costs well in excess of anything contemplated 20 years ago, these cut points should be 
revised to reflect more relevant block sizes and shifts in volatility.

Model risk factors over an NAIC-defined prospective time horizon with a defined safety level that 
can be refreshed regularly  

Because risk factors are applied to historical claims to calculate capital buffers for losses against 
future premiums, the updated risk factor analysis should analyze prospective future losses over a 
defined time horizon. There are a range of defensible time horizons and safety levels that could 
be utilized within the risk factor modeling. While a one-year time horizon is most common, 
multiyear horizons could arguably better reflect the underwriting cycle. A range of safety levels 
could also be reasonably justified. Ultimately, these two modeling elements require regulatory 
discretion but should be well-defined and generally consistent over time to enable business 
management. 

Refresh of managed care credit formula and factors to be more relevant and reflective of 
common contracting approaches and other risk factors associated with these contracting 
approaches 

Because many of the common provider contracting mechanisms that existed when the factors 
were originally created are no longer widely used, an update to the managed care credit would 
better account for approaches like gain sharing and bundled payments. Additionally, the 
subcommittee encourage revisiting the bonus calculation for Category 2 claims in light of typical 
bonus levels available to providers and whether those bonuses have reduced underwriting 
volatility for health plans.

Analyze long-term care insurance underwriting performance to create a more nuanced set of 
risk factors that considers pricing changes over time

Because the underwriting environment for LTC insurance policies has undergone multiple 
somewhat discrete phases, it would likely be appropriate to evaluate LTC insurance underwriting 
risk charges according to the groups of policy issue years (e.g., before 2000, between 2000 and 
2010, after 2010). 

6. Potential Next Steps for Working Group Consideration

As a next step, the Subcommittee recommends first focusing on developing new factors on 
XR013 and XR018/XR019 consistent with recommendations 1 - 6 above. This would involve 
collecting historical statutory financial data from the analysis of operations by lines of business 
as well as Exhibit 7 Part 1—Summary of Transactions with Providers. Then, a data analysis 
exercise would be required to develop risk factors at a range of safety levels for the working 
group’s consideration. 

Following that analysis, other underwriting risk factors (e.g., those on XR015 and XR016) could 
be evaluated utilizing the working group-approved approach—likely with special consideration 
for LTC insurance. 
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*****

Thank you for the opportunity to provide this report in response to the request of the working 
group to provide analysis to perform a comprehensive review of the H2—Underwriting Risk 
component and the managed care credit calculation within the health RBC formula. We welcome 
the opportunity to speak with you in more detail and answer any questions you might have 
regarding this report. If you would like to discuss anything pertaining to this report and its
recommendations, please contact Matthew Williams, the Academy’s senior health policy analyst, 
at williams@actuary.org to make arrangements.  

Sincerely, 

Derek Skoog, MAAA, FSA
Chairperson 
Health Solvency Subcommittee
American Academy of Actuaries

CC: Crystal Brown 
Senior Insurance Reporting Analyst 
cbrown@naic.org  
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Capital Adequacy (E) Task Force 
RBC Proposal Form 

[  ] Capital Adequacy (E) Task Force [ x ] Health RBC (E) Working Group [ ] Life RBC (E) Working Group 

[  ] Catastrophe Risk (E) Subgroup [  ] Investment RBC (E) Working Group [ ] SMI RBC (E) Subgroup 

[       ]   C3 Phase II/ AG43 (E/A) Subgroup [   ]   P/C RBC (E) Working Group    [   ]   Stress Testing (E) Subgroup 

DATE: 10/25/2021 

CONTACT PERSON: Crystal Brown 

TELEPHONE:  816-783-8146  

EMAIL ADDRESS: cbrown@naic.org

ON BEHALF OF: Health RBC (E) Working Group 

NAME:  Steve Drutz

TITLE: Chief Financial Analyst/Chair 

AFFILIATION: WA Office of Insurance Commissioner  

ADDRESS: 5000 Capitol Blvd SE 

 Tumwater, WA 98501

FOR NAIC USE ONLY 

Agenda Item # 2021-18-H 

Year 2022

DISPOSITION 

[ ] ADOPTED      _______________ 

[  ] REJECTED 

[  ] DEFERRED TO 

[ ] REFERRED TO OTHER NAIC GROUP 

[   x   ] EXPOSED       Dec. 3, 2021 

[    ] OTHER (SPECIFY) 

IDENTIFICATION OF SOURCE AND FORM(S)/INSTRUCTIONS TO BE CHANGED 

[   ] Health RBC Blanks   [   x  ] Health RBC Instructions [   ] Other ___________________ 

[  ] Life and Fraternal RBC Blanks   [  ] Life and Fraternal RBC Instructions 

[      ] Property/Casualty RBC Blanks   [  ] Property/Casualty RBC Instructions 

DESCRIPTION OF CHANGE(S) 
Incorporate benchmarking guidelines for the Working Group to follow in updating the investment income adjustment in the 
underwriting risk factors for Comprehensive Medical, Medicare Supplement and Dental & Vision.   

REASON OR JUSTIFICATION FOR CHANGE ** 

The reason for the change is to clearly identify the frequency and parameters to use in adjusting the underwriting risk factors 
for investment income in the Comprehensive Medical, Medicare Supplement and Dental & Vision lines.  

Additional Staff Comments: 

11-4-21 cgb The WG exposed for 30-day public comment period ending on Dec. 3, 2021.
12-16-21 cgb One comment letter received.
12-16-21 cgb The Working Group adopted the proposal.
 ___________________________________________________________________________________________________ 
** This section must be completed on all forms. Revised 11-2013 
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UNDERWRITING RISK - L(1) THROUGH L(21) 
XR013 

Line (12) Underwriting Risk Claims Ratio. For Columns (1) through (5), Line (11) / Line (6). If either Line (6) or Line (11) is zero or negative, Line (12) is zero. 

Line (13) Underwriting Risk Factor. A weighted average factor based on the amount reported in Line (6), Underwriting Risk Revenue. The factors for Column (1) 
through (3) have incorporated an investment income yield of 0.5%.  

$0 – $3 $3 – $25 Over $25 
Million Million Million

Comprehensive Medical & Hospital 0.1493 0.1493 0.0893 
Medicare Supplement 0.1043 0.0663 0.0663
Dental & Vision 0.1195 0.0755 0.0755 
Stand-Alone Medicare Part D Coverage 0.251 0.251 0.151 
Other Health 0.130 0.130 0.130
Other Non-Health    0.130   0.130   0.130 

The investment income yield was incorporated into the Comprehensive Medical & Hospital, Medicare Supplement and Dental & Vision lines of business. The 
purpose was to incorporate an offset to reduce the underwriting risk factor for investment income earned by the insurer. The Working Group incorporated a 0.5% 
income yield that was based on the yield of a 6-month US Treasury Bond. The Working Group will evaluate the yield of the 6-month Treasury bond as of 
January 1st each year and determine if further modifications to the 0.5% adjustment are needed. Any adjustments will be rounded up to the nearest 0.5%.   

Line (14) Base Underwriting Risk RBC. Line (6) x Line (12) x Line (13). 

Alternative Language: 

The investment income yield was incorporated into the Comprehensive Medical & Hospital, Medicare Supplement and Dental & Vision lines of business. The 
purpose was to incorporate an offset to reduce the underwriting risk factor for investment income earned by the insurer. The Working Group incorporated a 0.5% 
income yield that was based on the yield of a 6-month US Treasury Bond. Each year, the Working Group will identify the yield of the 6-month Treasury bond 
(U.S. Department of the Treasury) on each Monday through the month of January and determine if further modifications to the 0.5% adjustment are needed. Any 
adjustments will be rounded up to the nearest 0.5%.  

Detail Eliminated to Conserve Space 

Detail Eliminated to Conserve Space 
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Draft: 1/4/22 
 

Health Risk‐Based Capital (E) Working Group 
Virtual Meeting 

December 16, 2021 
 

The Health Risk‐Based Capital (E) Working Group of the Capital Adequacy (E) Task Force met Dec. 16, 2021. The 
following Working Group members participated: Steve Drutz, Chair (WA); Wanchin Chou (CT); Tish Becker (KS); 
Tom Dudek (NY); Kimberly Rankin (PA); and Aaron Hodges and Matthew Richard (TX). 
 
1. Adopted Proposal 2021‐18‐H (Investment Income Adjustment Benchmarks) 
 
Mr.  Drutz  said  the Working  Group  adopted  a  previous  proposal  to  incorporate  a  0.5%  investment  income 
adjustment  in  the  underwriting  risk  factors  and  agreed  to  draft  guidance  and  benchmarks  for  updating  the 
adjustment on an annual basis. These benchmarking guidelines were exposed under proposal 2021‐18‐H for a 30‐
day public comment period. The Working Group received one comment letter from UnitedHealth Group (UHG). 
 
Jim Braue (UHG) summarized the comment letter (Attachment Three‐C1). He said the letter addressed two key 
points: the maturity assumption and the reference period. He said UHG believes the assumption period of six 
months is still very conservative because even fairly conservative assumptions of business runoff would produce 
a rate of somewhere in the one‐ to two‐year range. He said UHG understands the concern about consistency with 
rate filings; however, this is a company‐specific issue that would have to be addressed through the filings process, 
and risk‐based capital (RBC) must be based on broad assumptions. He said the proposed rounding adjustment 
could alleviate some of the difference; however, depending on the slope of the yield curve, using a six‐month rate 
with that rounding adjustment could still produce something that is either too low or too high. 
 
Mr. Braue said the second key point of the UHG letter relates to the reference period and the proposed wording 
that the Working Group will evaluate the yield as of Jan. 1 each year. He said taken  literally, that would mean 
using  the  rate as of  Jan. 1, and  fixed  income markets will  typically be closed and a  rate will normally not be 
published. He also noted that using a single day is probably not optimal because there could be some anomalous 
results due to a news report that came out the day before that could result in a dramatic change to the rate one 
day and recover the next. He suggested using a short period, such as the first 10 business days of the year. 
 
Mr. Drutz said the current language states that the Working Group will evaluate the yield as of Jan. 1, and this 
seems to give some flexibility to the Working Group if interest rates spike up or down after Jan. 1. 
 
Mr. Chou made a motion, seconded by Ms. Rankin, to adopt proposal 2021‐18‐H. The motion passed unanimously. 
 
2. Exposed Health Test Language Proposal 
 
Mr. Drutz said the Health Test Ad Hoc Group draft recommended changes to the health test language (Attachment 
Three‐C2) within  the Annual  Statement  Instructions.  Revisions  included:  1)  references  in  the  health General 
Interrogatories;  2)  a  sentence  regarding  separate  accounts  in  the  life  health  test  language;  3)  deleted  the 
requirements for licensed and actively writing in five states or less, 75% of the current premiums are written in 
the domiciliary state, and the “or” statement for the premium and reserve ratio equal to 100% in both the life and 
property/casualty (P/C) health test language; 4) updates to the reference pulls in the life General Interrogatories 
from the Life RBC to the Analysis of Operations by Lines of Business – Accident and Health; and 5) updates to the 
reference pulls in the P/C General Interrogatories from the P/C RBC to the Underwriting and Investment Exhibit, 
Part 1B in the current year column. Mr. Drutz noted that the references in the life General Interrogatories could 



Attachment Three‐C 
Capital Adequacy (E) Task Force 

3/28/22 
 

© 2022 National Association of Insurance Commissioners  2 

be further refined if the health test language is adopted by the Blanks (E) Working Group. He also noted that the 
prior year column in the P/C General Interrogatories will be updated in subsequent years, as the changes for the 
Underwriting and Investment Exhibit, Part 1B are only effective beginning in 2022. 
 
Mr. Drutz  said  the Health  Test  Ad Hoc Group will  continue  to  discuss  and  evaluate  if  there will  be  further 
recommendations to the premium and reserve ratios; however, these recommendations will be considered on a 
separate proposal for 2023 or later. 
 
Hearing no objections, the Working Group agreed to expose the health test language proposal for a 40‐day public 
comment period ending Jan. 24. The exposure will be distributed to both the Health Risk‐Based Capital (E) Working 
Group and the Life Risk‐Based Capital (E) Working Group. 
 
3. Discussed Other Matters 
 
Mr. Drutz said  the Financial Condition  (E) Committee approved  the  formation of  the Risk‐Based Capital  (RBC) 
Investment Risk and Evaluation (E) Working Group at its Dec. 13 meeting. Philip Barlow (DC) will chair the Working 
Group. The Capital Adequacy (E) Task Force will meet Dec. 20 to review the charges and responsibilities of the 
Working  Group. Interested members  should  contact  Jane  Barr  (NAIC)  for  either membership  or  interested 
regulator participation. 
 
Having  no  further  business,  the  Health  Risk‐Based  Capital  (E)  Working  Group  adjourned. 
 
SharePoint/NAIC  Support  Staff  Hub/Member  Meetings/Spring  2022  National  Meeting/ Committee  Meetings/Financial  Condition  (E) 
Committee/Capital Adequacy (E) TF/Health Risk‐Based Capital (E) WG  



Corporate Finance – Actuarial Services Division     
 

November 30, 2021 

Mr. Steven Drutz, Chair 
Health Risk-Based Capital (E) Working Group 
National Association of Insurance Commissioners 
1100 Walnut Street, Suite 1500 
Kansas City, MO  64106-2197 

Via electronic mail to Crystal Brown. 

Re:  Proposal 2021-18-H. 

Dear Mr. Drutz: 

I am writing on behalf of UnitedHealth Group in regard to Proposal 2021-18-H, as exposed for 
comment on 11/4/21.  As we have stated in previous comment letters, we are supportive of 
investment income being reflected in the Health Risk-Based Capital formula, and we appreciate 
the work that your Working Group has done to implement that concept. 

Proposal 2021-18-H bases the investment income adjustment on “the yield of the 6-month 
Treasury bond as of January 1st each year.”  We will comment on two aspects of this proposal: 
the 6-month maturity assumption and the January 1 reference period. 

Six-month maturity assumption. 

As explained in our comment letters of 1/6/21 and 4/16/21, we believe that a longer maturity 
assumption than 6 months is warranted.  In particular, we have suggested that a 5-year maturity 
assumption would be reasonable, given that the bond risk factors were based on an assumed 5-
year maturity.  The same portfolio that generates the bond risk is also generating the investment 
income that is being reflected in the underwriting risk factors. 

Two objections have been raised to using a 5-year maturity:  a concern about asset/liability 
mismatch; and a concern about consistency with premium rate filings.  We will address both 
concerns below.   

1. Asset/liability mismatch.

Considerable emphasis has been placed on the fact that most claims are paid within a few 
months of when they were incurred.  The analysis that the American Academy of Actuaries 
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performed to determine the investment income adjustment indicated that the average lag until 
payment for a comprehensive medical claim is less than two months.  However, as we noted 
in our 1/6/21 letter, the run-out period of a single incurral date’s claims is not really relevant 
from an investment standpoint. As a going concern, a health entity does not repeatedly run its 
assets down to zero as claims are paid; there is a continual inflow of cash from premiums and 
other revenues, and investments are held for a longer term.  Generally speaking, investment 
maturities would not be needed for as long as the entity’s business is stable or growing, 
except in cases where cash outflows exceeded cash inflows because of abnormally high 
levels of claims or other expenses. 

Over what period might we assume that an entity’s volume of business will remain stable? 
For purposes related to the underwriting risk charges, we can look at what the Academy 
assumed in developing those charges.  In the December 1994 report (as revised) of the 
Academy’s Health Organizations Risk Based Capital Task Force to the NAIC’s Health 
Organizations Risk-Based Capital Working Group, the Academy explained the following 
about the model used in determining the underwriting risk charges: 

The purpose of this model is to simulate the financial results of a block of business 
over a five year period. …  The block of business that is simulated is assumed to 
represent a stationary population.  This means that as old business lapses, new business is 
written, and the characteristics of the inforce remains steady over time. 

This, by itself, would suggest that a five-year investment maturity is indeed consistent with 
the assumptions underlying the development of the underwriting risk factors.  It might be 
legitimately objected that, while the Academy may have evaluated risk assuming five years 
of steady volume, the modeled entity would not necessarily have made that same assumption 
in its investment strategy.  That is true, but likewise the entity would not necessarily assume 
the imminent termination of all of its business.  The use of a six-month maturity assumption 
could mean, as an example, that the entity expected more than 50% of its business to be 
terminated immediately, and the remainder to be terminated in one year.  (The percentage is 
“more than” 50% because the run-off of the claims would add, as noted above, something 
more than a month to the average maturity.)  While some entities, with concerns about the 
stability of their business, might make such an assumption, it does not seem like a reasonable 
assumption for the broad majority of entities covered by the Health RBC formula. 

During a previous discussion, one regulator pointed out that, while immediate termination of 
most or all of an entity’s business might not be a reasonable assumption, in some markets a 
30% termination rate would be quite reasonable.  Consider that, if 30% of an entity’s 
business terminated immediately (net to any new business added), and another 30% of the 
remaining business terminated at the beginning of each subsequent year, on average the 
business would be on the books for about 2.3 years.  If we wanted to be more conservative 
than to assume that the 30% annual termination continued indefinitely, and instead assumed 
that all remaining business would terminate at the end of the third year, the average life of the 
business would still be more than 1.5 years.  Because that number represents an average, and 
because the yield curve is currently convex upwards, the resulting interest rate might 
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correspond to a maturity somewhat less than 1.5 years, but still more than one year.  To 
reduce that rate further, to represent a six-month maturity, seems overly conservative. 

Another potential objection is that the RBC formula does in fact assume that there will be 
losses, and that therefore cash outflows might indeed be assumed to exceed cash inflows, 
resulting in a need for shorter maturities.  However, two things should be considered:  first, 
that the underwriting risk charges (approximating the excess outflows) will in most cases be 
less than the claim reserves; and second, that the underwriting risk charges represent a 
cumulative loss over five years, which would not necessarily all need to be funded in the first 
year or two.  Therefore, the capital that covers the excess outflows would not necessarily be 
invested to a shorter horizon than the claim reserves themselves, and accordingly would not 
significantly impact the average maturity of the investment portfolio. 

In summary, even rather conservative assumptions about business volume would lead to an 
assumed maturity in the range of one to two years.  Less conservative assumptions could 
easily justify a maturity above two years, since, for example, an entity experiencing a 30% 
loss of business might adjust its pricing and/or marketing to reduce further losses, rather than 
allow the 30% to continue or worsen. 

2. Consistency with premium rate filings.

Regulators have raised the concern that the assumption of any non-trivial amount of 
investment income would be inconsistent with the assumptions that they have seen in 
premium rate filings, where, they state, investment income is typically dismissed as being 
immaterial.  First, we must note that there may legitimately be differences between what is 
assumed for RBC purposes and what is assumed for rate filings, because of, for instance, 
differing standards of materiality.   

However, even if we suppose that the same assumption should be used for both purposes, it 
does not follow that the rate filings should be driving the RBC outcome.  RBC should be 
based on the best available data and reasoning.  If those data and rationales seem at odds with 
what is being assumed elsewhere, it is those other assumptions that should be considered 
suspect. 

Further, we point out that the RBC formula is applied to a broad population of health entities, 
whereas rate filings are entity-specific.  If a regulator is concerned about whether an entity 
has appropriately reflected investment income in its rate filing, that entity can be required to 
provide further justification for its assumptions.  RBC, on the other hand, must be 
appropriate for a wide variety of circumstances, and there is a practical limitation on how 
much it can be tailored to individual entities.   

In summary, it does not seem appropriate to base RBC assumptions on what is depicted in 
premium rate filings. 

We recognize that the proposal to round the investment income rate up to the next higher 
multiple of 0.5% was intended, at least in part, to effectively lengthen the maturity assumption. 
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However, while a fix of that sort might produce a reasonable result at a given point in time, it is 
unlikely to work properly in the long term.  When the yield curve has a steep positive slope, the 
adjustment will be inadequate.  When the yield curve is flat or, especially, inverted, the 
adjustment will be excessive.  To avoid such outcomes, the maturity assumption should be set 
appropriately, and a lesser degree of rounding should be used. 

In regard to that rounding convention, we will also note that the proposal states, “Any 
adjustments will be rounded up to the nearest 0.5%.”  We suggest that, to avoid confusion, the 
sentence should begin, “The investment income yield will be rounded …”  The word 
“adjustment” might be construed to mean the change in the underwriting risk factor, rather than 
the yield assumption underlying that change. 

January 1 reference period. 

Proposal 2021-18-H provides, “The Working Group will evaluate the yield of the 6-month 
Treasury bond as of January 1st each year …”  We have some concerns regarding the phrase “as 
of January 1st.”  To begin with, the fixed income markets typically will not be open on January 
1, and many rate sources (e.g., the U.S Treasury department’s Daily Treasury Yield Curve Rates) 
will not supply a value for that date, leaving open to question what value should be used.  More 
importantly, it may be inadvisable to use any single date as the basis for the yield determination, 
because the rate on a single date may be anomalous, e.g., because of overreactions to certain 
news items.  It would be better to use the average yield over a somewhat longer period, such as 
the first ten business days of the year, or even the first month of the year.  This would tend to 
minimize the impact of any one anomalous rate, while still allowing the determination to be 
made early in the calendar year. 

*     *     *     *     * 

We would be happy to discuss these comments with you and the Working Group. 

James R. Braue 
Director, Actuarial Services 
UnitedHealth Group 

cc: Crystal Brown, NAIC 
Randi Reichel, UnitedHealth Group 

Attachment Three-C1 
Capital Adequacy (E) Task Force 

3/28/22

© 2022 National Association of Insurance Commissioners 4



© 2019 National Association of Insurance Commissioners Att2C2_Health Test Proposal Form.doc 1 

NAIC BLANKS (E) WORKING GROUP 

Blanks Agenda Item Submission Form 

DATE: 11-3-21  

CONTACT PERSON: Crystal Brown 

TELEPHONE:  816-783-8146  

EMAIL ADDRESS: cbrown@naic.org 

ON BEHALF OF: Health Risk-Based Capital (E) WG 

NAME:  Steve Drutz

TITLE:  Chair  

AFFILIATION: WA Office of the Insurance Commissioner 

ADDRESS:  

 

FOR NAIC USE ONLY 
Agenda Item #  
Year  2022
Changes to Existing Reporting [  ] 
New Reporting Requirement [  ] 

REVIEWED FOR ACCOUNTING 
PRACTICES AND PROCEDURES IMPACT 

No Impact [    ] 
Modifies Required Disclosure [  ] 

DISPOSITION 

[ ] Rejected For Public Comment 
[ ] Referred To Another NAIC Group 
[ ] Received For Public Comment 
[  ] Adopted Date   
[  ] Rejected Date   
[  ] Deferred Date   
[  ] Other (Specify)  

BLANK(S) TO WHICH PROPOSAL APPLIES 

[  ] ANNUAL STATEMENT [ x ] INSTRUCTIONS [  ] CROSSCHECKS 
[  ] QUARTERLY STATEMENT [  ] BLANK 

[ x ] Life, Accident & Health/Fraternal [  ] Separate Accounts [  ] Title 
[ x ] Property/Casualty [  ] Protected Cell [  ] Other _______________________ 
[ x ] Health [  ] Health (Life Supplement) 

Anticipated Effective Date: 

IDENTIFICATION OF ITEM(S) TO CHANGE 

Revise the Health Annual Statement Test language 

REASON, JUSTIFICATION FOR AND/OR BENEFIT OF CHANGE** 

The purpose of the change is to move those filers who write predominantly health business and file on the life blank to begin 
filing on the health blank. 

NAIC STAFF COMMENTS 

Comment on Effective Reporting Date: 

Other Comments: 
The Health Test Ad Hoc Group of the Health Risk-Based Capital (E) Working Group continues to discuss and review any 
potential modifications to premium and reserve ratios. The group will continue to evaluate if there should be changes and if 
so, will propose this to the Blanks (E) Working Group in a separate proposal for consideration in future years. 

The references to the Life & Property & Casualty General Interrogatories were changed from pulling from RBC to instead 
pull from the Analysis of Operations By Lines of Business – Accident and Health and Underwriting & Investment Exhibit, 
Part 1B, respectively. The life General Interrogatory references will be further updated if proposal 2021-17BWG is adopted.  

 ___________________________________________________________________________________________________ 
** This section must be completed on all forms. Revised 7/18/2018 
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Health  

GENERAL 

The annual statement is to be completed in accordance with the Annual Statement Instructions and Accounting Practices and Procedures 
Manual except to the extent that state law, rules or regulations are in conflict with these publications. In cases of conflict, the health 
annual statement will be filed pursuant to such state’s filing requirements. The domiciliary state’s insurance regulatory authority shall 
maintain full discretion in determining which NAIC annual statement blank must be filed. The annual statement blank filed with the 
domiciliary state shall be the blank submitted to, and maintained by, the NAIC, and barring conflict as described above, should be filed 
with all jurisdictions in which the reporting entity is licensed.  
 

 

1.

 

Health Statement Test:

 

If a reporting entity completes the health annual statement for the reporting year, the reporting entity must complete the 
Health Statement Test. 

The Health Statement Test is designed to determine whether a reporting entity reports predominantly health lines of 
business. Health lines include hospital or medical policies or certificates, comprehensive major medical expense insurance 
and managed care contracts and exclude other health coverage such as credit insurance, disability income coverage, 
automobile medical coverage, workers’ compensation, accidental death and dismemberment policies and long-term care 
policies. 

Passing the Test: 

A reporting entity is deemed to have passed the Health Statement Test if the values for the premium and reserve ratios in 
the Health Statement Test equal or exceed 95% for both the reporting and prior year. 

Failing the Test: 

If a reporting entity, licensed as a life, accident and health or property and casualty insurer in its domiciliary state, is 
required to file the health annual statement for the reporting year and does not pass the Health Statement Test in the 
reporting year, it will revert to the annual statement form and risk-based capital report associated with the type of license 
held in its domestic state in the first quarter of the second year following the reporting year. If a reporting entity, licensed 
as a health insurer in its domiciliary state, is required to file the health annual statement for the reporting year and does not 
pass the Health Statement Test in the reporting year, it should continue to file the health annual statement. 

Variances from following these instructions: 

If a reporting entity’s domestic regulator requires the reporting entity to complete an annual statement form and risk-based 
capital report that differs from these instructions, the domestic regulator shall notify the reporting entity in writing by June 
1 of the year following the reporting year in which a Health Statement Test is submitted. 

General Interrogatories 
 

2.

  

This General Interrogatory is designed to determine whether a reporting entity reports predominantly health lines of business.
Health lines include hospital or medical policies or certificates, comprehensive major medical expense insurance and managed
care contracts and exclude other health coverage such as credit insurance, disability income coverage, automobile medical
coverage, workers’ compensation, accidental death and dismemberment policies and long-term care policies.

 

All reporting entities should file the test.

 

Premium and reserve information is obtained from the annual statement sources referenced on the form or from the related
risk-based capital report for the corresponding premium descriptions relating to the current and prior reporting periods.
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Item Description Reporting Year Annual Statement Data Prior Year Annual Statement Data 

2.1 Premium Numerator Health Premium values listed in the Analysis 
of Operations by Line of Business (Gain and 
Loss Exhibit), Line 1, Column 1 through 
Column 9 (in part for credit A&H and dread 
disease coverage, LTC, Disability Income), 
Column 10 of the reporting year’s annual 
statement. 

Health Premium values listed in the Analysis 
of Operations by Line of Business (Gain and 
Loss Exhibit), Line 1, Column 1 through 
Column 9 (in part for credit A&H and dread 
disease coverage, LTC, Disability Income) 
Column 10 of the reporting year’s annual 
statement. 

2.2 Premium Denominator Net Premium IncomePremium and Annuity 
Considerations  
(Page 4, Line 2, Column 2) of the reporting 
year’s annual statement. 

Premium and Annuity ConsiderationsNet 
Premium Income  
(Page 4, Line 2, Column 2) of the prior year’s 
annual statement. 

2.3 Premium Ratio 2.1/2.2

 

2.1/2.2

2.4 (a) Reserve Numerator Health Reserve – Underwriting and 
Investment Exhibit, Part 2B (Column 3 + 4, 
Line 13 minus Line 11) exclude Line 10 
health care receivables, dread disease 
coverage, and credit A&H + Part 2D  
(Line 8, Column 1 minus Column 9) include 
stand-alone health care related plans only  
(i.e. stand-alone prescription drug plans, etc.), 
exclude dread disease coverage, credit A&H, 
LTC, Disability Income, etc. of the reporting 
year’s annual statement. 

Health Reserve – Underwriting and 
Investment Exhibit, Part 2B (Column 3 + 4, 
Line 13 minus Line 11) exclude Line 10 
health care receivables, dread disease 
coverage, and credit A&H + Part 2D  
(Line 8, Column 1 minus Column 9) include 
stand-alone health care related plans only  
(i.e. stand-alone prescription drug plans, etc.), 
exclude dread disease coverage, credit A&H, 
LTC, Disability Income, etc. of the reporting 
year’s annual statement. 

2.5 Reserve Denominator Claims Unpaid and Aggregate Reserves 
(Page 3, Column 3, Lines 1 + 2 + 4 + 7) of the 
reporting year’s annual statement. 

Claims Unpaid and Aggregate Reserves 
(Page 3, Column 3, Lines 1 + 2 + 4 + 7) of the 
prior year’s annual statement. 

2.6 Reserve Ratio 2.4/2.5

 

2.4/2.5

(a) Alternative Reserve Numerator – Alternative Reserve Numerator – Company records may be used to adjust the reserve 
numerator to provide consistency between the values reported in the reserve numerator (2.4) and the premium
numerator (2.1).

 

Life, Accident and Health /Fraternal  

Health Test  

GENERAL 

The annual statement is to be completed in accordance with the Annual Statement Instructions and Accounting Practices and Procedures 
Manual except to the extent that state law, rules or regulations are in conflict with these publications. In cases of conflict, the life, 
accident and health annual statement will be filed pursuant to such state’s filing requirements. The domiciliary state’s insurance 
regulatory authority shall maintain full discretion in determining which NAIC annual statement blank must be filed. The annual 
statement blank filed with the domiciliary state shall be the blank submitted to, and maintained by, the NAIC, and barring conflict as 
described above, should be filed with all jurisdictions in which the reporting entity is licensed.  
 

1.

 

Health Statement Test:

  

If a reporting entity is licensed as a life and health insurer and completes the life, accident and health annual statement for 
the reporting year, the reporting entity must complete the Health Statement Test. However, a reporting entity that is 
required to also file the Separate Accounts Statement is not subject to the results of the Health Statement Test, and should 
continue to complete the life, accident and health/fraternal blank. 

The Health Statement Test is designed to determine whether a reporting entity reports predominantly health lines of 
business. Health lines include hospital or medical policies or certificates, comprehensive major medical expense insurance 
and managed care contracts and exclude other health coverage such as credit insurance, disability income coverage, 
automobile medical coverage, workers’ compensation, accidental death and dismemberment policies and long-term care 
policies. 

Passing the Test:  

A reporting entity is deemed to have passed the Health Statement Test if: 
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The values for the premium and reserve ratios in the Health Statement Test equal or exceed 95% for both the reporting and 
prior year. 

AND 

The entity passing Health Statement Test is licensed and actively issuing and/or renewing business in five states or less. 

AND 

At least seventy-five percent (75%) of the entity’s current year premiums are written in its domiciliary state. 

OR 

The values for the premium and reserve ratios in the Health Statement Test equal 100% for both the reporting and prior 
year, regardless of the number of states in which the entity is licensed. 

If a reporting entity is a) licensed as a life and health insurer; b) completes the Life, Accident and Health annual statement 
for the reporting year; and c) passes the Health Statement Test (as described above), the reporting entity must complete 
the health statement beginning with the first quarter’s statement for the second year following the reporting year in which 
the reporting entity passes the Health Statement Test and must also file the corresponding risk-based capital report and the 
life supplements for that year-end. 

Variances from following these instructions: 

If a reporting entity’s domestic regulator requires the reporting entity to complete an annual statement form and risk-based 
capital report that differs from these instructions, the domestic regulator shall notify the reporting entity in writing by June 
1 of the year following the reporting year in which a Health Statement Test is submitted. 

General Interrogatories  

2. This General Interrogatory is designed to determine whether a reporting entity reports predominantly health lines of business.
Health lines include hospital or medical policies or certificates, comprehensive major medical expense insurance and managed
care contracts and exclude other health coverage such as credit insurance, disability income coverage, automobile medical
coverage, workers compensation, accidental death and dismemberment policies and long-term care policies.

All reporting entities should file the test.
 

Premium and reserve information is obtained from the annual statement sources referenced on the form or from the related
risk-based capital report for the corresponding premium descriptions relating to the current and prior reporting periods.

 

Item Description Reporting Year Annual Statement Data Prior Year Annual Statement Data 
 2.1 Premium Numerator Health Premium values listed in thethe Analysis of 

Operations By Lines of Business – Accident and Health: 
statement value column (Column 1) of the reporting year’s 
Life RBC report:  

Individual Lines: 
Usual and Customary Major Medical and 

HospitalComprehensive (Individual & Group) –
(Columns 1 & 2, Line 1) 

Medicare Supplement (Column 4, Line 1) 
Medicare Part D (Column 13 (in part), Line 1) 
Dental and Vision (Columns 5 & 6, Line 1) 
Medicare (Column 8, Line 1) 
Medicaid (including Medicaid Pass-Through Payments 
Reported as Premium) (Column 9, Line 1)  

Group Lines: 
Usual and Customary Major Medical and Hospital 
Medicare Supplement 
Medicare Part D 
Stop Loss and Minimum Premium (Column 13 (in part), 
Line 1) 
Dental and Vision 
Federal Employee Health and Benefit Plan (Column 7, 

Line 1) 

Health Premium values listed in the statement value column 
(Column 1) of the reporting year’s Life RBC reportAnalysis 
of Operations By Lines of Business – Accident and Health:  

Individual Lines: 
Comprehensive (Individual & Group) –(Columns 1 & 2, 

Line 1)Usual and Customary Major Medical and 
Hospital 

Medicare Supplement (Column 4, Line 1) 
Medicare Part D (Column 13 (in part), Line 1) 
Dental and Vision (Columns 5 & 6, Line 1) 
Medicare (Column 8, Line 1) 
Medicaid (including Medicaid Pass-Through Payments 
Reported as Premium) (Column 9, Line 1)  

Group Lines: 
Usual and Customary Major Medical and Hospital 
Medicare Supplement 
Medicare Part D 
Stop Loss and Minimum Premium (Column 13 (in part), 
Line 1) 
Dental and Vision 
Federal Employee Health and Benefit Plan (Column 7, 
Line 1) 

 2.2 Premium 
Denominator 

Premium and Annuity Considerations 
(Page 4, Line 1) of the reporting year’s annual statement 

Premium and Annuity Considerations 
(Page 4, Line 1) of the prior year’s annual statement 
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 2.3 Premium Ratio  2.1/2.2  2.1/2.2 
2.4(a) Reserve Numerator Net A&H Policy and Contract Claims without Credit Health 

(Exhibit 8, Part 1, Line 4.4, Columns 9 and 11) plus 
Aggregate Reserves for A&H Policies without Credit 
Health (Exhibit 6, Column 1 less Column 10) for Unearned 
Premiums (Line 1) and Future Contingent Benefits (Line 4) 

Net A&H Policy and Contract Claims without Credit Health 
(Exhibit 8, Part 1, Line 4.4, Columns 9 and 11) plus 
Aggregate Reserves for A&H Policies without Credit Health 
(Exhibit 6, Column 1 less Column 3) for Unearned Premiums 
(Line 1) and Future Contingent Benefits (Line 4) 

 2.5 Reserve 
Denominator 

Aggregate Reserve (Page 3, Column 1, Lines 1+2+4.1+4.2) 
minus additional actuarial reserves (Exhibit 6, Column 1, 
Lines 3+11 plus Exhibit 5, Misc. Reserves Section, Line 
0799999) 

Aggregate Reserve (Page 3, Column 1, Lines 1+2+4.1+4.2) 
minus additional actuarial reserves (Exhibit 6, Column 1, 
Lines 3+11 plus Exhibit 5, Misc. Reserves Section, Line 
0799999) 

 2.6 Reserve Ratio  2.4/2.5  2.4/2.5 

(a) Alternative Reserve Numerator – Company records may be used to adjust the reserve numerator to provide consistency between
the values reported in the reserve numerator (2.4) and the premium numerator (2.1).

 

Property/Casualty  

Health Test  

GENERAL 

The annual statement is to be completed in accordance with the Annual Statement Instructions and Accounting Practices and Procedures 
Manual except to the extent that state law, rules or regulations are in conflict with these publications. In cases of conflict, the property 
and casualty annual statement will be filed pursuant to such state’s filing requirements. The domiciliary state’s insurance regulatory 
authority shall maintain full discretion in determining which NAIC annual statement blank must be filed. The annual statement blank 
filed with the domiciliary state shall be the blank submitted to, and maintained by, the NAIC, and barring conflict as described above, 
should be filed with all jurisdictions in which the reporting entity is licensed. 
 

 
1.

 
Health Statement Test:

 

If a reporting entity is licensed as a property and casualty insurer and completes the property and casualty annual statement 
for the reporting year, the reporting entity must complete the Health Statement Test. 

The Health Statement Test is designed to determine whether a reporting entity reports predominantly health lines of 
business. Health lines include hospital or medical policies or certificates, comprehensive major medical expense insurance 
and managed care contracts and exclude other health coverage such as credit insurance, disability income coverage, 
automobile medical coverage, workers’ compensation, accidental death and dismemberment policies and long-term care 
policies. 

Passing the Test: 

A reporting entity is deemed to have passed the Health Statement Test if: 

The values for the premium and reserve ratios in the Health Statement Test equal or exceed 95% for both the reporting and 
prior year. 

AND 

The entity passing Health Statement Test is licensed and actively issuing and/or renewing business in five states or less. 

AND 

At least seventy-five percent (75%) of the entity’s current year premiums are written in its domiciliary state. 

OR 

The values for the premium and reserve ratios in the Health Statement Test equal 100% for both the reporting and prior 
year, regardless of the number of states in which the entity is licensed. 

If a reporting entity is a) licensed as a property and casualty insurer; b) completes the property and casualty annual 
statement for the reporting year; and c) passes the Health Statement Test (as described above), the reporting entity must 
complete the health statement beginning with the first quarter’s statement for the second year following the reporting year 
in which the reporting entity passes the Health Statement Test and must also file the corresponding risk-based capital report 
and the property/casualty supplements for that year-end. 

Variances from following these instructions: 
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If a reporting entity’s domestic regulator requires the reporting entity to complete an annual statement form and risk-based 
capital report that differs from these instructions, the domestic regulator shall notify the reporting entity in writing by June 
1 of the year following the reporting year in which a Health Statement Test is submitted. 

General Interrogatories  

2.

  

This General Interrogatory is designed to determine whether a reporting entity reports predominantly health lines of business.
Health lines include hospital or medical policies or certificates, comprehensive major medical expense insurance and managed
care contracts and exclude other health coverage such as credit insurance, disability income coverage, automobile medical
coverage, workers compensation, accidental death and dismemberment policies and long-term care policies.

 

All reporting entities should file the test.

 

Premium and reserve information is obtained from the annual statement sources referenced on the form or from the related
risk-based capital report for the corresponding premium descriptions relating to the current and prior reporting periods.

Item Description

 

Reporting Year Annual Statement Data Prior Year Annual Statement Data 
2.1 Premium Numerator Health Premium values listed in the statement 

value Net Premiums Written ccolumn (Column 14) 
of the reporting year’s P&C RBC reportU&I Part 
1B: 
 

Individual Lines: 
Usual and Customary Major Medical and 

HospitalComprehensive (hospital and 
medical) (individual and group) (Lines 13.1 
and 13.2) 

Medicare Supplement (Line 15.4) 
Medicare Part D (Line 15.9, in part) 
Dental and Vision (Lines 15.1 and 15.2) 
Medicare (Line 15.6) 
Medicaid (including Medicaid Pass-Through 
Payments Reported as Premium) (Line 15.5) 

Group Lines: 
Usual and Customary Major Medical and 

Hospital 
Medicare Supplement 
Medicare Part D 
Stop Loss and Minimum Premium (Line 15.9, in 
part) 
Dental and Vision 
Federal Employee Health and Benefit Plan (Line 

15.8) 

Health Premium values as listed in the statement 
value column (Column 1) of the prior year’s P&C RBC 
report: 
 

Individual Lines 
Usual and Customary Major Medical and Hospital 
Medicare Supplement 
Medicare Part D 
Dental and Vision 

Group Lines 
Usual and Customary Major Medical and Hospital 
Medicare Supplement 
Medicare Part D 
Stop Loss and Minimum Premium 
Dental and Vision  

  Federal Employee Health and Benefit Plan 

2.2 Premium 
Denominator 

Premiums Earned (Page 4, Line 1) of the reporting 
year’s annual statement 

Premium Earned (Page 4, Line 1) of the prior year’s 
annual statement 

2.3 Premium Ratio 2.1/2.2

 

2.1/2.2

 

2.4(a) Reserve Numerator Part 2A, Unpaid Losses and Loss Adjustment 
Expenses (Columns 8+9,  
Lines 13+15) plus Part 1A, Recapitulation of all 
Premiums (Columns 1+2,  
Lines 13+15) of the reporting year’s annual statement. 

Part 2A, Unpaid Losses and Loss Adjustment Expenses 
(Columns 8+9,
Lines 13+15) plus Part 1A, Recapitulation of all 
Premiums (Columns 1+2,
Lines 13+15) of the prior year’s annual statement. 

2.5 Reserve 
Denominator 

Unpaid Loss and LAE (Page 3,  
Column 1, Lines 1+2+3) plus Part 1A, Recapitulation 
of all Premiums (Line 35, Columns 1+2) of the 
reporting year’s annual statement.   

Unpaid Loss and LAE (Page 3,  
Column 1, Lines 1+2+3) plus Part 1A, Recapitulation of 
all Premiums (Line 35, Columns 1+2) of the prior year’s 
annual statement.   

2.6 Reserve Ratio 2.4/2.5

 

2.4/2.5 

(a) Alternative Reserve Numerator – Company records may be used to adjust the reserve numerator to provide consistency between 
the values reported in the reserve numerator (2.4) and the premium numerator (2.1).
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