August 16, 2018

The Honorable Tim Scott
United States Senate

717 Hart Senate Office Building
Washington, DC 20510

Dear Senator Scott and Senator Rounds:

The Honorable Mike Rounds
United States Senate

502 Hart Senate Office Building
Washington, DC 20510

Thank you for your letter dated August 1, 2018, regarding the NAIC’s proposed Group Capital
Calculation (GCC). On behalf of the National Association of Insurance Commissioners (NAIC),* we
appreciate this opportunity to respond to your concerns related to its application to health insurers.

We are aware of some of the false rhetoric being used by certain health insurers to raise unfounded
concerns with our efforts, and are disappointed they have chosen a strategy of political obstructionism
over working constructively with regulators to address their concerns. Commissioners




across an entire group, and whether and to what degree insurance companies may be subsidizing the
operations of non-insurance entities, potentially undermining the insurance company’s financial
condition and/or placing upward pressure on premiums to the detriment of insurance policyholders. It is
envisaged that this calculation will provide an additional early warning signal to regulators so they can
begin working with a company to resolve any concerns in a manner that will ensure that policyholders



If not, what is the impetus for including health insurance in the GCC?

Health insurers, like other types of insurers, frequently affiliate themselves with non-insurance
entities and other types of insurers, and are not uniquely insulated from the risks within an
insurance holding company system. In fact, given the structure of the health insurance market
and the nature of several of their affiliations, the financial condition of health insurers and the






6. What economic analysis has the NAIC conducted to asset the economic impact of a new
Group Capital requirement on choice, competition and costs in the health insurance
market?

As regulators of the industry, we are keenly aware of the difficulties and uncertainties health
insurers and policyholders are facing in the marketplace and the issues driving those concerns.
The GCC is a reporting requirement with minimal costs associated with implementation that
provides valuable insights to regulators of this challenging sector. Therefore, it should not have
any negative impacts on the choice, competition, and costs in the healthcare market.

With that stated, while the NAIC is still in the process of designing the calculation, once the
initial version is completed, the NAIC will utilize the expertise of volunteer companies and
seasoned regulators to begin a process of testing various proposed approaches for estimating the
capital within a group. The primary purpose of the testing will be to evaluate which, if any of the
proposed methods, provide the best measure of risks emanating from the group that could
adversely impact the ability of the entities to pay policyholder claims. While this process of
testing cannot determine with certainty the impact on all insurers or the industry as a whole, the
process, experience and input provided by the volunteer companies and regulators should
provide a good gauge of the impact on those companies that do decide to participate. Health
insurers would be well served to participate in this field testing process and to demonstrate with
data any concerns they have. We have invited their feedback at multiple opportunities in our
process, and will continue to do so.

What is the NAIC perspective on how much health insurance premiums may rise to cover
the costs of the new Group Capital requirements?

As previously stated, the calculation is a reporting tool and not a capital standard. Any costs to a
company to make the required filings should be minimal and have no impact on insurance
premiums. This GCC will provide regulators greater insights into whether and to what degree
health insurance entities, and by extension policyholders’ hard earned premium dollars, are being
used to subsidize non-insurance entities within a group. Thus far, no health insurer has provided
any substantive support to regulators to back up the assertion that premiums would rise.

7. What analysis, if any, has the NAIC done to determine whether, as a result of the adoption
of a new Group Capital requirement for U.S. health insurers, American businesses,
consumers and taxpayers will be at any sort of competitive disadvantage compared to
business and consumers in European countries.

The GCC is a reporting tool, and not a capital requirement, and all U.S. groups subject to this
proposed future filing requirement will continue to be impacted solely by existing legal entity
capital requirements designed for the specific lines of business for which they operate. As such,
U.S. health insurers, American businesses, consumers and taxpayers should not be at any sort of
competitive disadvantage compared to business and consumers in European countries as a result
of this calculation. If anything, we expect the GCC to result in more informed and effective
supervision. It is also worth pointing out that as part of our work, we have conducted a “Baseline
Exercise” in an effort to fully understand the impact of the GCC. While participating in the
Baseline Exercise is voluntary, health insurers have thus far refused to participate, making it
difficult for regulators to validate health insurers’ talking points.



8. In recent months, there have been media reports about potential new entrants into the
health care markets. What impact does the NAIC predict a GCC will have on potential new

entrants to the health insurance market?

The NAIC does not anticipate the GCC impeding entry into the marketplace. Any company may
enter the health insurance market provided they meet existing regulatory requirements designed

to protect U.S. policyholders.
In conclusion, as the primary regulators of the health insurance sector, we are keenly aware of the
challenges in health insurance markets and remain ever vigilant to help ensure that our markets remain

competitive and consumers remain protected in spite of steadily rising healthcare costs. The proposed
GCC is specifically designed to assist regulators in fulfilling those objectives by ensuring that risks
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