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November 9, 2012 

Dennis Julnes 
Chair, Health Risk-Based Capital Working Group 
National Association of Insurance Commissioners 
2301 McGee Street, Suite 800 
Kansas City, MO 64108-2662 
 
Re: Cost of Concentration if a Carrier Had Lost all of the Concentrated Business  

Mr. Julnes, 

The American Academy of Actuaries’1 Health Solvency Work Group is pleased to provide a 
model that examines administrative expenses within the context of business concentration risk.  

This model can be used to determine the amount needed to cover administrative expenses that 
cannot be reduced quickly when a large portion of business is lost with minimal time to prepare 
for such loss. Normally, when a carrier loses business, even a concentrated block of business, the 
carrier will be notified before the block cancels coverage and will have time to react and start 
reducing expenses before premium income declines. However, the model attempts to address the 
situation where the business is lost without significant warning because of business 
circumstances of covered businesses. The model assumes X% probability of loss of some portion 
of the insurer’s business. Currently that percentage is set at 100% as the worst case scenario. We 
expect that the Health Risk-Based Capital Working Group will discuss and adjust assumptions 
including the probability of loss, before any change is implemented. 

The unreduced administrative expense is calculated based on an administrative percentage and a 
schedule of administrative cost reduction. The present value of the amount needed to cover 
administrative expenses is reduced by the estimated amount of reserve margin that it will release. 
The final result is the present value of the amount needed to cover administrative expenses 
compared to the total carrier premium. 

 

 

 
                                                            

1 The American Academy of Actuaries is a 17,000 member professional association whose mission is to serve the public and the U.S. actuarial 
profession. The Academy assists public policymakers on all levels by providing leadership, objective expertise, and actuarial advice on risk and 
financial security issues. The Academy also sets qualifications, practice, and professionalism standards for actuaries in the United States. 
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Assumptions include: 

• Percent of premium in a concentrated industry, etc. 
• Administrative percentage  
• Percent of cost reduction (schedule of cost reduction) 
• Discount rate 
• Reserve conservatism level (margin) 
• Unpaid portion of claims at beginning of period 
• Loss ratio 

The factors used in the model are based on the views of a limited number of actuaries and not 
any actual experience. If you desire to incorporate a change to the HRBC Formula, a review of 
actual experience with the loss of a significant portion of an insurer’s business appears to us to 
be the next step.   

We look forward to continuing to work with you on this project. Should you have any questions 
in the meantime, do not hesitate to contact Tim Mahony, The Academy’s state health policy 
analyst (202.223.8196; Mahony@actuary.org).  

Respectfully, 

Donna Novak, MAAA, FCA 
Chairperson, Health Solvency Work Group 


