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Risk-Based Capital (RBC) For Health Organizations Model Act

F. “Health organization” means a health maintenance organization, limited health service
organization, dental or vision plan, hospital, medical and dental indemnity or service
corporation or other managed care organization licensed under Section [cite appropriate
statute]. This definition does not include an organization that is licensed as either a life and
health insurer or a property and casualty insurer under Section [cite appropriate statute] and
that is otherwise subject to either the life or property and casualty RBC requirements.

Drafting Note:
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Drafting Note: The RBC formula adopted by the Health Organizations Risk-Based Capital Working Group was developed using current
NAIC guidance contained in the HMO Model Act, and tested using current state practices regarding the assumption of admissibility of
health care delivery assets. If the admissibility of these assets is reduced in a given jurisdiction, then that jurisdiction should consider this
reduction in total adjusted capital when evaluating action levels described in Sections 3 through 6.

Section 2. RBC Reports

A.
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D. If a domestic health organization files an RBC report that in the judgment of the commissioner is
inaccurate, then the commissioner shall adjust the RBC report to correct the inaccuracy and
shall notify the health organization of the adjustment. The notice shall contain a statement of
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(3) Provide projections of the health organization’s financial results in the current year and
at least the two (2) succeeding years, both in the absence of proposed corrective actions
and giving effect to the proposed corrective actions, including projections of statutory
balance sheets, operating income, net income, capital and surplus, and RBC levels. The
projections for both new and renewal business might include separate projections for
each major line of business and separately identify each significant income, expense and
benefit component;

4) Identify the key assumptions impacting the health organization’s projections and the
sensitivity of the projections to the assumptions; and

(5) Identify the quality of, and problems associated with, the health organization’s business,
including but not limited to its assets, anticipated business growth and associated
surplus strain, extraordinary exposure to risk, mix of business and use of reinsurance, if
any, in each case.

C. The RBC plan shall be submitted
(1) Within forty-five (45) days of the Company Action Level Event; or

(2) If the health organization challenges an adjusted RBC report pursuant to Section 7,
within forty-five (45) days after notification to the health organization that the
commissioner has, after a hearing, rejected the health organization’s challenge.

D. Within sixty (60) days after the submission by a health organization of an RBC plan to the
commissioner, the commissioner shall notify the health organization whether the RBC plan shall
be implemented or is, in the judgment of the commissioner, unsatisfactory. If the commissioner
determines the RBC plan is unsatisfactory, the notification to the health organization shall set
forth the reasons for the determination, and may set forth proposed revisions which will render
the RBC plan satisfactory, in the judgment of the commissioner. Upon notification from the
commissioner, the health organization shall prepare a revised RBC plan, which may incorporate
by reference any revisions proposed by the commissioner, and shall submit the revised RBC plan
to the commissioner:

(1) Within forty-five (45) days after the notification from the commissioner; or

(2) If the health organization challenges the notification from the commissioner under
Section 7, within forty-five (45) days after a notification to the health organization that
the commissioner has, after a hearing, rejected the health organization’s challenge.

E. In the event of a notification by the commissioner to a health organization that the health
organization’s RBC plan or revised RBC plan is unsatisfactory, the commissioner may at the
commissioner’s discretion, subject to the health organization’s right to a hearing under Section
7, specify in the notification that the notification constitutes a Regulatory Action Level Event.

F. Every domestic health organization that files an RBC plan or revised RBC plan with the

commissioner shall file a copy of the RBC plan or revised RBC plan with the insurance
commissioner in any state in which the health organization is authorized to do business if:
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A.
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The state has an RBC provision substantially similar to Section 8A; and

The insurance commissioner of that state has notified the health organization of its
request for the filing in writing, in which case the health organization shall file a copy of
the RBC plan or revised RBC plan in that state no later than the later of:

(@ Fifteen (15) days after the receipt of notice to file a copy of its RBC plan or
revised RBC plan with the state; or

(b) The date on which the RBC plan or revised RBC plan is filed under Subsections C
and D of this section.

Regulatory Action Level Event

“Regulatory Action Level Event” means, with respect to a health organization, any of the
following events:

(1)

(2)

(4)

(6)

(7)

The filing of an RBC report by the health organization that indicates that the health
organization’s total adjusted capital is greater than or equal to its Authorized Control
Level RBC but less than its Regulatory Action Level RBC;

Notification by the commissioner to a health organization of an adjusted RBC report that
indicates the event in Paragraph (1), provided the health organization does not
challenge the adjusted RBC report under Section 7;

If, pursuant to Section 7, the health organization challenges an adjusted RBC report that
indicates the event in Paragraph (1), the notification by the commissioner to the health
organization that the commissioner has, after a hearing, rejected the health
organization’s challenge;

The failure of the health organization to file an RBC report by the filing date, unless the
health organization has provided an explanation for the failure that is satisfactory to the
commissioner and has cured the failure within ten (10) days after the filing date;

The failure of the health organization to submit an RBC plan to the commissioner within
the time period set forth in Section 3C;

Notification by the commissioner to the health organization that:

(@ The RBC plan or revised RBC plan submitted by the health organization is, in the
judgment of the commissioner, unsatisfactory; and

(b) Notification constitutes a Regulatory Action Level Event with respect to the
health organization, provided the health organization has not challenged the
determination under Section 7;

If, pursuant to Section 7, the health organization challenges a determination by the

commissioner under Paragraph (6), the notification by the commissioner to the health
organization that the commissioner has, after a hearing, rejected the challenge;
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Section 5.

A.
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Authorized Control Level Event

“Authorized Control Level Event” means any of the following events:

(1)

(4)

The filing of an RBC report by the health organization that indicates that the health
organization’s total adjusted capital is greater than or equal to its Mandatory Control
Level RBC but less than its Authorized Control Level RBC;

The notification by the commissioner to the health organization of an adjusted RBC
report that indicates the event in Paragraph (1), provided the health organization does
not challenge the adjusted RBC report under Section 7;

If, pursuant to Section 7, the health organization challenges an adjusted RBC report that
indicates the event in Paragraph (1), notification by the commissioner to the health
organization that the commissioner has, after a hearing, rejected the health
organization’s challenge;

The failure of the health organization to respond, in a manner satisfactory to the
commissioner, to a corrective order (provided the health organization has not
challenged the corrective order under Section 7); or

If the health organization has challenged a corrective order under Section 7 and the
commissioner has, after a hearing, rejected the challenge or modified the corrective
order, the failure of the health organization to respond, in a manner satisfactory to the
commissioner, to the corrective order subsequent to rejection or modification by the
commissioner.

In the event of an Authorized Control Level Event with respect to a health organization, the
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Drafting Note: The language in Subsection C(1) assumes the recipient has the authority to protect the applicable confidentiality or
privilege, but does not address the verification of that authority, which would presumably occur in the context of a broader information
sharing agreement.

D. No waiver of any applicable privilege or claim of confidentiality in the documents, materials or
information shall occur as a result of disclosure to the commissioner under this section or as a
result of sharing as authorized in Paragraph (3).

E. It is the judgment of the legislature that the comparison of a health organization’s total adjusted

capital to any of its RBC levels is a regulatory tool which may indicate the need for corrective
action with respect to the health organization, and is not intended as a means to rank health
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(3) Writes direct annual premiums for comprehensive medical business of [$X] or less; or

4) Is a limited health service organization that covers less than [X] lives.

Drafting Note:
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Section 11. Immunity

There shall be no liability on the part of, and no cause of action shall arise against, the commissioner or the
insurance department or its employees or agents for any action taken by them in the performance of their
powers and duties under this Act.

Section 12. Severability Clause

If any provision of this Act, or its application to any person or circumstance, is held invalid, that determination
shall not affect the provisions or applications of this Act that can be given effect without the invalid provision or
application, and to that end the provisions of this Act are severable.

Section 13. Notices

All notices by the commissioner to a health organization that may result in regulatory action under this Act shall
be effective upon dispatch if transmitted by registered or certified mail, or in the case of any other transmission
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using the health organization’s actual operating data for the period from the commencement of operations until year-end, plus
projections for the number of months necessary to provide 12 months of data. The affiliate, asset and portions of the credit risk section
that are based on balance sheet information shall be reported using actual data. For subsequent years’ reports the RBC results for all of
the formula components should be calculated using actual data.

Section 15. Effective Date

This Act shall become effective immediately upon its enactment.
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