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The Health Care Affordability and Mitigation Working Group Briefs are intended to be short, informative briefings for regulators and policymakers on various affordability efforts states have undertaken in recent years to help make health insurance more affordable. They are intended to be high-level and not an exhaustive resource on each issue. They also do not represent policy positions of the NAIC, a given state, author, or workgroup member. 
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[bookmark: _e457rtwe7pjb]Executive Summary

Considerations	Comment by Author: AHIP: Providing related NAIC Models is critical to illustrate current regulatory oversight on affiliate relationships as related to Integration. It is also important to note other integrated stakeholders that play an important role in affordability related but not included within the brief.  
· There is existing state regulatory frameworks governing transactions between health plans and their affiliates, including NAIC Models #440 Insurance Holding Company System Regulatory Act and #450 Insurance Holding Company Model Regulation With Reporting Forms & Instructions as adopted by multiple states. These laws enable state insurance regulators significant authority to oversee transactions between regulated health plans and their affiliates. Under state insurance holding company laws based on these Models transactions within an insurance holding company are subject to standards requiring their terms be fair and reasonable. This framework includes Form D prior notice requirements for certain material affiliate transactions. Depending on the transaction and applicable state law, Form D provides the DOI an opportunity to review material affiliate arrangements — including certain management and service agreements, cost-sharing arrangements, reinsurance agreements, loans, guarantees, and other transactions — before they become effective. Regulators may evaluate these transactions under statutory standards intended to protect the financial condition of the regulated insurer and the interests of its policyholders.
· While not defined or included in this brief, there is substantial vertical integration in the prescription drug supply chain, where three wholesalers are responsible for 95% of drug sales.[footnoteRef:1] These wholesalers own the Pharmacy Services Administrative Organizations (PSAOs) and Group Purchasing Organizations (GPOs) that negotiate drug prices paid by pharmacies to wholesalers.[footnoteRef:2] [footnoteRef:3] Another example is drug wholesalers that have controlling interests in outpatient oncology practices and may influence which drugs are available to the practice based on price.[footnoteRef:4]  [1: Kim, Keonhee. Morningstar: 3 Stocks to Watch in the Drug Distribution Industry. April 30, 2024.  https://www.morningstar.com/stocks/investment-opportunities-drug-distribution-industry]  [2:  Frost, Amanda. RealClearHealth: Let’s Bring Drug Wholesalers Out of the Shadows. August 19, 2026. https://www.realclearhealth.com/2026/08/19/lets_bring_drug_wholesalers_out_of_the_shadows_1201250.html]  [3: Seeley, Elizabeth. The Commonwealth Fund: the Impact of Pharmaceutical Wholesalers of U.S. Drug Spending. July 20, 2022. https://www.commonwealthfund.org/publications/issue-briefs/2022/jul/impact-pharmaceutical-wholesalers-drug-spending ]  [4:  Kent, Timothy, et.al. VMG Health: Strategic Consolidation in Oncology. June 19, 2025. https://vmghealth.com/insights/blog/strategic-consolidation-in-oncology/] 

· The names listed under the Examples of integration models are general terms and in some cases, can be used interchangeably with one another, increasing confusion among regulators and stakeholder discussions. In addition, articles used in this brief reference these groups differently, for example some authors consider hospitals purchasing large provider medical groups as vertical integration while others consider that horizontal integration.
· Several states have Certificate of Public Advantage (COPA) laws enabling horizontal integration amongst providers. A COPA allows providers to merge or enter into a collaborative agreement while receiving immunity from anti-trust laws.[footnoteRef:5]   [5:  Georgetown University, Center on Health Insurance Reforms: Map of State COPA Laws. https://content.naic.org/committees/b/regulatory-framework-tf] 

· Corporate Practice of Medicine (CPOM) regulations may impact vertical integration by providing a check on the purchase of  provider practices. State CPOM laws help ensure that non-provider based corporate entities, such as corporate owned health systems or health plans, do not unduly influence clinical decision making. By requiring clinical independence, CPOM laws help maintain clinical rigor within vertically integrated systems, while simultaneously disincentivizing further vertical integration acquisitions that are based purely on profit maximization.  
[bookmark: _4rjvkmapvtgh]
Definitions
1. Medical Loss Ratio or “MLR” is a ratio of how much of the premium goes towards paying medical claims and activities that improve the quality of care compared to how much the insurer collects in premiums minus any taxes and regulatory fees. The difference may be used to pay administrative expenses such as marketing, salaries, profits, and commissions.  The Affordable Care Act requires insurance companies covering individuals or small groups to meet or exceed an 80% MLR. Large groups must meet or exceed an 85% MLR.  
2. Horizontal integration refers to organizations at the same stage in the supply chain merging. Simply put it is the merger or consolidation of like providers or similar entities.
3. Vertical integration refers to the integration of providers, hospitals, drug manufacturers, pharmacies, PBM and/or insurers along the continuum of care and can be accomplished via common ownership or through contractual relationships.

Examples of integration models:	Comment by Author: AHIP: Per our 7.31.26 letter, company names should not be utilized unless the reference concerns a specific public statement, legal document or published study, and should always remain neutral. Per the Working Group’s request, we have provided various names of the different integration models to be used instead of specific company names. 
1. Closed Panel HMO / Staff-model HMOs: A health plan directly employs providers or medical groups, and care may be provided exclusively from this network. (Vertical and Horizontal Integration): This is the most long-standing form of integration and has been a successful model for certain carriers, with Kaiser Permanente being perhaps the best known.  Kaiser provides health care services in eight states through its three primary entities - the non-profit Kaiser Foundation Health Plan (KFHP), its subsidiary hospitals and the state-level Kaiser Permanente Medical Groups. A majority of its non-physician workforce is employed by its hospitals with physicians employed by the Medical Groups. 	Comment by Author: I don't this this is an accurate description, nor would it be possibly under corporate practice of medicine laws in some/many states. Using the Kaiser example, the physicians are employed by Permanente Medical Group., a separate entity.
- Gabrielle Lessard, CA DI	Comment by Author: If we agree to edit out the entity names, I think we can and should de-identify and keep the examples. Otherwise the information is too general to be useful.
2. 
3. In its home state of California, Kaiser is regulated by multiple agencies, which complicates enforcement issues. The health plan is managed by California’s Department of Managed Health Care (DMHC), hospital facilities are generally regulated by California’s Department of Public Health and the Medical Groups are regulated by California’s medical licensing board. DMHC has repeatedly cited KFHP for failure to oversee its medical providers and in 2023 entered into a major settlement agreement with the KFHP regarding its failure to provide adequate mental health services.[footnoteRef:6] The organization has also been criticized for maintaining substantial reserves in its tax-exempt entities rather than increasing employee salaries or reducing member premiums.[footnoteRef:7]  [6: ]  [7: ] 

4. 
5. There are no special or different MLR reporting rules for issuers that operate a staff-model HMO, so it is important to be sensitive to the opportunities that these carriers have to inflate claims and Quality Improvement Activities, and thus their MLRs. 

6. Provider Sponsored Health Plan (PSHP), Provider Owned Health Plan: When a hospital or health system owns and offers their own health plan, in which the enrollee sees the provider generally from that health system. 

7. Group Model, Network Model, Integrated Delivery System (IDS), Integrated Delivery Network (IDN), Independent Practice Association (IPA) Model, or Classic Group/Staff Hybrid Model: Independent providers, hospitals and/or health systems that exclusively contract with a health plan in which the health plan’s enrollees primarily see those providers. These providers are contracted, not employed directly by the health plan.

8. Insurance Companies that own large provider systems such as hospitals or group practices (Vertical Integration): United Healthcare Group pairs the country’s largest insurance provider, United Healthcare, with a portfolio of healthcare, data analytic, and pharmacy services called Optum. Divisions of Optum include Optum Health, which combines medical and associated services, including financing, skilled nursing facility and hospice care, Optum Rx, a pharmacy benefit manager and Optum Insight, which provides diversified data analytic services. 

9. Vertical Ownership: Health plans which own PBMs and/or pharmacies and can include retail or specialty pharmacies. Insurance Companies that own PBMs and Pharmacies (Vertical Integration): According to a 2024 Federal Trade Commission (FTC) interim staff report, the top three PBMs processed almost 80% of prescription claims in the United States, while the top six processed more than 90% of prescription claims in the United States.[footnoteRef:8] According to the FTC interim report five of the six largest PBMs are “vertically integrated with some of the largest health insurers in the country.” Aetna (CVS Caremark), Cigna (Express Scripts), UnitedHealth Group (OptumRx), Humana (Humana Pharmacy Solutions) and Blue Cross Blue Shield Plans (Prime). As PBMs and insurers become more integrated, the financial results become bundled, masking the profit margins of PBMs.[footnoteRef:9]   [8: ]  [9: ] 


Fully Integrated Supply Chain Model, Vertical Supply Chain Integration Model, Payer Manufacturer Alignment Model: Examples include health plans which own multiple companies, to include health systems, hospice care, IT / electronic health records systems, claim systems, etc. which they can have exclusive contract with [or contract to] other health plans, health systems or TPAs. Health plans that own drug manufacturing companies that make and distribute drugs (usually once a brand name goes generic) to their enrollees and/or to other PBMs, pharmacies, or health plans. This may also include wholesale drug distributors that own a pharmacy services advisory organization (PSAO).Insurance Companies that own drug manufacturing companies (Vertical Integration): CVS Health, a conglomerate that owns Aetna insurance and Caremark PBM, has established a wholly owned subsidiary pharmaceutical supplier called Cordavis. Based in Ireland, Cordavis works with manufacturers to commercialize and/or co-produce biosimilar products for the U.S. pharmaceutical market.[footnoteRef:10] The company began producing its first product, Hyrimoz, a biosimilar for Humira, when that product’s patent expired in 2024[footnoteRef:11]   [10: ]  [11: ] 


While vertical integration could theoretically improve efficiency and care coordination, it has been criticized for limiting consumer choice, increasing the cost of care and creating significant challenges for independent pharmacists, ultimately increasing health care spending.[footnoteRef:12]  In addition, research suggests integration has often enables profit extraction through self-dealing and higher prices, demonstrating a need for legal regulatory responses.[footnoteRef:13]   [12: ]  [13: ] 

States with the Policy: Efforts to Regulate Vertical Integration 

	State
	Implementation Date
	Key Variations/Notes

	Arkansas
	January 1, 2026 
	Prohibits Pharmacy Benefit Managers (PBMs) from owning or operating pharmacies in the state, but enforcement of this statute is stayed pending the outcome of litigation.  This has not stopped other states from introducing legislation of a similar type. Act 624

	Arkansas	Comment by Author: AHIP: As noted under bullet #3 above under ‘Considerations’, states have taken steps to address vertical integration by other stakeholders in the drug supply chain.
	August 5, 2025
	Creates a licensing and regulatory framework for PSAOs, imposes extensive ownership disclosure requirements, establishes pharmacy contract protections, and grants enforcement authority to the DOI. Act 773, 2025

	Arizona	Comment by Author: AHIP: When assessing a state's legislative landscape, enacted laws should be prioritized because they have legal force whereas proposed bills are only speculative and not an indicator of a state’s interest. 
	December 31, 2026
	Proposed:  Prohibits PBMs from owning or holding, directly or indirectly, pharmacy permits in the state. SB 1545

	Oklahoma
	November 1, 2026
	Proposed:  Establishes a new regulatory framework for PBMs by prohibiting PBMs and their directly or indirectly affiliated entities from holding pharmacy licenses to sell retail drugs in Oklahoma. This would be accomplished through the Board of Pharmacy’s licensing authority. HB 4457

	North Carolina
	October 1, 2026
	Imposes PSAO licensing, ownership transparency, contract requirements, and affiliated-purchasing protections. Session Law 2025-69, 2025

	South Carolina
	January 1, 2024
	Imposes licensing and examination oversight of PSAOs, and limits on requiring affiliated purchasing mandates. Act No. 30, 2026.

	Tennessee
	July 1, 2028
	Prohibits a PBM from directly or indirectly acquiring, holding, controlling, or otherwise possessing any ownership or beneficial interest in, or exercising control over, a pharmacy license or a pharmacy license holder, including through any contract or arrangement that transfers operational control or economic benefit to the pharmacy benefits manager.  This prohibition, which is currently the subject of litigation, applies regardless of the percentage of ownership interest.  Compliance with the prohibition is made a condition of the issuance, renewal, and continued validity of a pharmacy license. Pub. Ch. 1111, 2026


[bookmark: _ac9hmpy9dwy6]States with the Policy: Efforts to Regulate Horizontal Integration 

	State
	Implementation Date
	Key Variations/Notes

	Connecticut
	Effective upon passage, May 27, 2026
	To (1) permit hospitals experiencing financial distress to enter into sale-leaseback agreements under certain circumstances, and (2) require hospitals to submit attestations that no private equity entity has a controlling interest in the hospital or interferes with the professional judgment or clinical decision-making of certain health care providers. Public Act No. 26-22, 2026

	Maine
	Effective January 1, 2027
	Provides the state oversight of health care transactions involving private equity and hedge funds, requiring a 180-day notice for changes of control. Public Law 690, 2026

	Massachusetts
	January 8, 2025
	Establishes restrictions and reporting requirements on private equity firms involved in provider transactions and gives the Health Policy Commission power to monitor the impact of these acquisitions.  Chapter 343 of the Acts of 2024

	Oregon
	For entities incorporated or organized after effective date: January 1, 2026; For entities incorporated or organized before effective date: January 1, 2029
	Prohibits management services organizations (MSOs) and their affiliates from owning or controlling a majority stake in professional medical entities, serving on their boards, or directly influencing clinical decisions, from hiring and scheduling to pricing and payor negotiation. Chapter 295, 2025 Laws.

	Vermont
	Effective date July 1, 2026
	Prohibits private equity groups and hedge funds from interfering with the clinical judgment of healthcare providers or controlling critical operational and clinical decisions. Act 133, 2026.


[bookmark: _ph66sjhru5in]Premium Impact and Savings Analysis	Comment by Author: AHIP: We moved this section to the bottom of the brief and gave a broader background on MLR. 
[bookmark: _9kmediouvr5n]As a result of vertical integration and joint contracting, a HealthAffairs study found a direct impact on physician prices at medium and large systems (medium system led to a price increase of 7.7% for primary care physicians and 2.4% for specialists; large system led to a price increase of 12.0% for primary care physicians and 6.0% for specialists).  These findings suggest that policy makers may need to consider taking steps to mitigate price effects, with a particular focus on large health systems.
Brief write up
This brief examines the growing trend of horizontal and vertical integration in the health care industry and the implications of these business structures for health care affordability, market competition, and regulatory oversight. 

Vertical Integration
Combining two points in the supply chain, such as insurers and PBMs, eliminate excess margins that can be passed to consumers as lower prices. Vertically integrated health plans can also improve efficiency and care coordination. While more research on the impact of vertically-integrated health plans should be developed, recent evidence shows these arrangements can deliver lower net pharmaceutical costs.[footnoteRef:14] Health plans may affiliate with providers under value-based arrangements or other alternative payment models (APMs), subject to corporate practice of medicine restrictions on care decisions. [14:  U.S. HHS Office of Inspector General: Impacts of Vertical Integration in Medicare Part D on Sponsors’ Drug Costs, Pharmacy Reimbursement, and Enrollee Cost Sharing. May 15, 2026. https://oig.hhs.gov/reports/all/2026/impacts-of-vertical-integration-in-medicare-part-d-on-sponsors-drug-costs-pharmacy-reimbursement-and-enrollee-cost-sharing/] 


Within the self-funded markets, health plans which own PBMs, pharmacies or provider groups, may create the appearance of a conflict of interest, particularly when TPAs could direct business to affiliated entities.[footnoteRef:15] However, that fails to take into account market forces in which health plans differentiate themselves through pricing in very competitive markets, and must continuously work towards lowering out of pocket costs for their clients to remain a viable company.  [15: Burleson, Julia. Georgetown University Center on Health Insurance Reforms: Vertical Integration in Health Care: Implications for Consumers, Employers, and Clinicians. May 12, 2026.  https://chir.georgetown.edu/vertical-integration-in-health-care-implications-for-consumers-employers-and-clinicians/] 


The brief identifies several policies states have enacted. Arkansas enacted legislation prohibiting PBMs from owning or operating pharmacies, although enforcement is currently stayed pending litigation. Tennessee enacted a similar prohibition, effective January 2027, barring PBMs from acquiring or controlling pharmacy licenses as a condition of pharmacy licensure. This law is also being challenged. 

Horizontal Integration	Comment by Author: AHIP: Given the strong interest on these issues by regulators and consumer groups, we felt it was important to include comprehensive data on horizontal integration, as well as private equity and facility fees within this brief. Most information was sourced from the NAIC presenters. 
Hospital and health system consolidation have shifted market dynamics. A 2020 report from Medicare Payment Advisory Commission found that 90% of hospital markets would be deemed highly concentrated by Federal Trade Commission standards, and in most markets, a single hospital system had more than a 50% market share of discharges[footnoteRef:16]. As of January 2024, nearly four out of five physicians were employed by hospitals or other corporate entities rather than in independent practice.[footnoteRef:17]  [16:  Medicare Payment Advisory Commission. Report to the Congress: Medicare Payment Policy. Washington, DC: MedPAC, March 2020]  [17:  Avalere Health. "Updated Report: Hospital and Corporate Acquisition of Physician Practices and Physician Employment 2019-2023." Physicians Advocacy Institute. April 2024.] 


While provider consolidation may be justified by factors such as maintaining services in underserved areas and allowing providers to operate more efficiently, in general, data has shown it often reduces competition. Studies have found that local hospital consolidation leads to higher prices and lower wages and payroll for local employers.[footnoteRef:18] [footnoteRef:19] Regulators should be especially diligent in their review of horizontal mergers that reduce competition in a local market and the impact on improving quality.[footnoteRef:20] [18:  Godwin, Jamie, et al. KFF: One or Two Health Systems Controlled the Entire Market for Inpatient Hospital Care in Nearly Half of Metropolitan Areas in 2024. March 27, 2026.  https://www.kff.org/health-costs/one-or-two-health-systems-controlled-the-entire-market-for-inpatient-hospital-care-in-nearly-half-of-metropolitan-areas/]  [19:  Brot-Goldberg, Zarek, et al. National Bureau of Economic Research: Who Pays for Rising Health Care Prices? Evidence from Hospital Mergers. December, 2024. https://www.nber.org/papers/w32613]  [20:  Stark, Karl. Penn LDI: Hospital Mergers Don’t Make Care Better – They Just Make It Pricier. November 26, 2025. https://ldi.upenn.edu/our-work/research-updates/hospital-mergers-dont-make-care-better-they-just-make-it-pricier-ldi-fellows-say/] 


In recent years, because of financial difficulties, a significant number of physician practices have considered selling their organizations to private equity (PE) firms. Although acquisition by a PE firm can alleviate financial strain by providing capital and technology to the practice, it may also bring a focus on increasing short-term profits and a high debt burden.[footnoteRef:21] [footnoteRef:22] Expectations of profitability in the short run may lead to cutting the costs of delivering care – such as through reducing staffing with consequences to patient outcomes.[footnoteRef:23]  [21:  Abdelhadi, Ola. et al. Health Affairs: Private Equity-Acquired Physician Practices and Market Penetration increased Substantially, 2012-21. March 4, 2024. Private Equity–Acquired Physician Practices And Market Penetration Increased Substantially, 2012–21 | Health Affairs]  [22:  Brownstein, Maya. Harvard: Private Equity’s appetite for hospitals may put patients at risk. December 16, 2024.  https://hsph.harvard.edu/news/private-equitys-appetite-for-hospitals-may-put-patients-at-risk/]  [23:  Kanna, Dr. Sneha. et al. JAMA: Changes in Hospital Adverse Events and Patient Outcomes Associates With Private Equity Acquisition. December 26, 2023. https://jamanetwork.com/journals/jama/fullarticle/2813379#google_vignette] 


Financial gains for PE owned hospitals are often due to increasing hospitals service charges, issuing more charges within certain departments, and seeing fewer patients enrolled in Medicare as those reimbursement rates are lower than commercial insurers[footnoteRef:24]. In addition, consolidated health systems and PE firms are maximizing facility fee revenues, by increasing prices for consumers once an outpatient provider office is purchased by a health system[footnoteRef:25] [footnoteRef:26] [footnoteRef:27]. [24:  Bruch, Joseph.et al. JAMA: Changes in Hospital income, Use, and Quality Associated with Private Equity Acquisition. August 24, 2020. https://jamanetwork.com/journals/jamainternalmedicine/fullarticle/2769549]  [25: Arnold Ventures: Same Service, Same Price.  https://www.arnoldventures.org/work/site-neutral]  [26:  Davenport, Karen. et al. Georgetown University Center on Health Insurance Reforms: the Outpatient Pivot: How Prospect Exploited Facility Fees While Inpatient Care Crumbled. July 28, 2026. https://chir.georgetown.edu/the-outpatient-pivot-how-prospect-exploited-facility-fees-while-inpatient-care-crumbled/]  [27:  Killelea, Amy. Et al. Georgetown University Center on Health Insurance Reforms: Facility Fee Reform: States Can Protect Household Budgets Without Upending Hospital Budgets. May 7, 2026. https://chir.georgetown.edu/facility-fee-reform-states-can-protect-household-budgets-without-upending-hospital-budgets/] 


Connecticut, Maine and Massachusetts have enacted a laws on reporting and oversight of hospital purchases by strengthening oversight of private equity firms. involvement in provider transactions by expanding reporting requirements and empowering the Health Policy Commission to review acquisitions. Oregon and Vermont have enacted legislation restricting limiting the influence of management services organizations (MSOs) and their affiliates over physician practices by restricting ownership, governance, and interference with clinical decision-making. These enacted laws reflect differing approaches to increasing transparency, reducing corporate influence over health care delivery, and preserving competition. 

The briefing also discusses proposed laws that have not yet been adopted. Arizona has proposed legislation that would prohibit PBMs from directly or indirectly owning pharmacy permits within the state. Oklahoma has proposed legislation establishing a new regulatory framework that would prohibit PBMs and affiliated entities from holding retail pharmacy licenses through the state's Board of Pharmacy licensing authority. These proposals reflect a broader legislative trend toward separating PBM operations from pharmacy ownership in response to concerns about conflicts of interest and market concentration. 

Medical Loss Ratio (MLR)
The MLR is a ratio of how much of the premium goes towards paying medical claims and activities that improve the quality of care compared to how much the insurer collects in premiums minus any taxes and regulatory fees. The MLR is based on an insurer’s annual aggregate financial allocations within each market (individual, small group, or large group) and state.[footnoteRef:28] There have been statements, but no substantiated studies, that health plans which own PBMs or provider groups pay their own ‘affiliates’ to achieve an MLR above the statutory threshold, avoiding rebate payments.[footnoteRef:29] [footnoteRef:30]. However, average reported MLRs are often substantially above the required threshold; in 2024, average MLR in the individual market was 85% (threshold 80%), and the combined average in the small and large group market was 88% (threshold 80% for small group, 85% for large group).[footnoteRef:31] Because plans are achieving higher MLRs than required, this suggests that plans are choosing not to increase their premiums to yield the minimum-required MLR to maintain their competitiveness. Both CMS and state regulators have visibility, oversight and audit processes for MLRs and provider payments, providing a regulatory check on any MLR distortions. _____________________________________________________________________________________________ [28:  NAIC Background. Last updated October 24, 2025.https://content.naic.org/insurance-topics/medical-loss-ratio]  [29:  Siliezar, Juan. Brown University: UnitedHealthcare pays more to its own physician practices than others, study finds. November 10, 2025. https://sph.brown.edu/news/2025-11-10/unitedhealthcare-optum-payments]  [30:  Angeles, January and Michael Bailit. Health Affairs: How Insurers That Own Providers Can Game the Medical Loss Ratio Rules. September 29, 2025. https://www.healthaffairs.org/content/forefront/insurers-own-providers-can-game-medical-loss-ratio-rules]  [31:  KFF Analysis of Exhibit of Premiums, Enrollment and Utilization data from Mark Farrah Associates Health Coverage Portal TM. https://www.kff.org/medicare/health-insurer-financial-performance/#5de82c82-3058-4319-9c42-d4652784cac7] 
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