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Executive Summary

Senate JOint Resolution 181, adopted by the 1991 General Assembly,
requested the State Corporation Cornrmssron'e Bureau of Insurance (Bureau) to
develop a feasible proposal to establish a small business nsk-shanna pool with
Insurance reforms that would Improve access to health care coverage and serve to
moderate rate Increases The Bureau was also requested to evaluate options for
rnorutonnq the costs and rates of health Insurance earners

Nearly 13% of all Virginians under age 65 do not have health Insurance
Approxrrnatalv 600/0 of these Individuals are In families where the head of the
household IS employed In Virginia, nearly 360/0 of all busmasses do not offer
health Insurance to their employees Approxirnatelv 41 0;'0 of the small busmesses
With less than 26 employees do not offer health Insurance The majority of all
businesses an Virginia (87%) have less than 20 employees

Many of the problems In the small employer group market are caused by
current market practices of Insurers Many earners either do not accept small
employers or charge prerruurns that small employers cannot afford to pay

In accordance With Senate JOint Resolution 181, the State Corporation
Comrrussicn's Bureau of Insurance, makes the follOWing recommendations

(1) The adoption of small group health Insurance market reforms desiqned to
Increase access and Improve attordabilttv of health Insurance for small
employer groups,

(2) The establishment of a small employer group health Insurance risk-sharing
program, and

(3) The establishment of a small employer group health reinsurance associanon

This report defines a small employer group to be an employer With at least
two but less than 50 employees The National Association of Insurance
Comrrussronars (NAIC) considers a small group to be one With less than 26
employees as defined In a recent draft model act on small employer group health
reform. Some earners beheve that It IS the coverage for groups With less than 26
employees that IS most In need of market reform The Bureau recognizes that the
market for groups With less than 26 employees may be more In need of reform
than the market for larger groups However, there are groups smplovmq between
26 and 50 persons that also expenence difficulty obtaining and maintaining health
coverage. It IS because of those difficulties that this report defines a small group
as one With at least two but less than 50 employees.

Proposed Features to Reform the Small Group Market

To promote greater access to health care coverage, rate stability, and
continuity of coverage, the Bureau proposes several market reforms for the Virginia
small busmsss health Insurance market Many of the proposed market reforms are
consistent With the NAle Model Act entitled "Premium Rates and Renewability of
Coverage for Health Insurance Sold to Small Groups"
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Under the Bureau's recommended market reforms, all small employer group
earners would be required to offer and Issue a "standard" health poucv and a basic
"mandates exempt" health policy to small employer groups A small employer
group carner would also be prohibited from engaging In the followmg practices

o offering coverage only to certain persons In a group,

o rrnposmq new waiting perrods or pre-existmq condition requirements
when a group changes earners or when Insured employees change
employers, and

o non-renewing a small employer group's coverage after unfavorable
claims expenence

In order to moderate small employer group rate Increases over time, all
earners In the small employer group market would be required to limit rate
variations for small employer groups within similar geographic regions which
possess similar demographic composition and health policy benefits. To ensure
compliance with the proposed rate reform measures, each small employer group
earner would be required to file with the State Corporation Commission (SCC)
annually an actuanal certification.

The NAle IS ccnstdermq adoption of a model regulation to monitor
compliance with these rate reform measures

A small employer group earner would also be required to make adequate
disclosure, as part of Its solicitation and sales matenals, of Its rating practices and
renewability provisrons

Proposed Features of the Small Employer Group Rlsk-Shanng Program

In order to aggregate the experience of small businesses and allow them to
purchase health Insurance on the same scale as larger employers, the Bureau
proposes establishing a Small Employer Group Risk-Sharing Program (Program)
Ellglblhty for this program would be limited to employers that have been In business
for more than one year and employ at least two but less than 50 persons on a fulI
time basis,

The Bureau beheves that the Commission on Health Care for All Virginians
may wish to consider the approach undertaken by the Flonda legislature as the best
way to develop a risk-sharing program The Flonda approach merits consrderanon
because It has been successful In attracting and maintaining parncipants.

The Program would be administered by a private non-profit corporation The
corporation would seek and procure coverage from Insurers and health maintenance
organizations (HMOs) The corporation would also arrange for reinsurance,
determine busmess and employee eligibility, collect premiums, and perform market
research and product development. The functions performed by the corporation
would defray some of the costs that Insurance earners or health care plans
normally Incur and should be reflected In reduced premiums for partrcrparrts In the
Program

The Program would be funded primarily through employer and employee
premium contnbunons and pnvate donations Funds to cover the Initial start-up
costs and long-term Subsidies for this program could come from the Virginia
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Indigent Health Care Trust Fund If these funds are utilized, the Virginia General
Assembly may need to enact a statute to govern the operation of this non-profit
corporation and the use and accountability of these state funds

Proposed Features of the Small Employer Group Health Reinsurance ASSOciation

The Bureau has determined that It IS feasible to establish a small employer
group health reinsurance assocranon The purpose of the proposed Small Employer
Group Reinsurance ASSociation (Association) IS to provide a reinsurance mechanism
for spreading risk among all small employer group earners In the market The basis
of competition would then be directed toward service, risk management, ano
product development, rather than risk selection As a condition of domg busmess
In ttus Commonwealth, all earners m the small employer group health Insurance
market would be members of the ASsociation

The Bureau considered two reinsurance options - the prospective and the
retrospective methods. USing the prospective method, earners that parncipate In
the reinsurance mechanism would Identify high risk groups or mdividuals Within a
group at the time of application for coverage The earner would pay a II premium"
to cede the fisk of covermg the high risk group or mdrvidual to the ASSOCiation
The ASSOCiation would reinsure up to the level of coverage provided In a baSIC or
standard health care policy The earner would be responsible for paying the first
$5,000 In claims per calendar year and 10% of the next $50,000 In claims
Claims against the ASSOCiation would first be financed by premiums for ceded
groups and mdividuals. If losses exceed premiums, participating small employer
group earners would be assessed an amount not to exceed 5% of their annual
direct premiums from health benefit plans covenng small employer groups

USing the retrospective method, a earner would not be required to rdentrtv
high fisk cases at the time of application for coverage Instead, earners would
cede groups or IndiViduals to the ASSOCiation after a specified claims amount (stop
loss) had been exceeded. A list of conditions would be developed to determine
which medical conditions qualify for reinsurance Tlus method allows earners With
less sophisticated underwriting systems to compete favorably With other earners

The Bureau also proposes the POSSibility of utihzmq funds from the Virginia
Indigent Health Care Trust Fund to help finance the ASSOCiation and, In turn,
reduce the ultimate premium level pard by employers and/or employees

Options for MonitOring the Costs and Rates of Health Insurance Carners

The Bureau evaluated three options for rnorutonnq the costs and rates of
health Insurance earners In Virginia No state, mcludrnq Vrrqrrua, has an existmp
cornprehensiva system In place that rnorutors all of the costs and rates associated
With health Insurance The options which were considered are as follows

o USing Information currently provided In the annual financial statement
made by Insurers to the sec,

o requmnq companies to report their claims and expense costs and their
rates to the Bureau of Insurance, and

o reviewing rates by monitoring loss ratios
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Each of these options would Involve considerable time and expense on the
part of the agency dornq the monitoring, and the Insurers being monitored. The
Bureau beheves that It would be more productive and cost effective to pursue the
other initiatives In th IS report first and then consider the Implementation of a
system to monitor costs and rates In the future
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Introduction

Senate JOint Resolution 181, adopted by the 1991 General Assembly,
requested the State Corporation Commission's Bureau of Insurance (Bureau) to
develop a feasible proposal to establish a small business risk-sharing pool with
Insurance reforms that would Improve access to health care coverage and serve to
moderate rate Increases The Bureau was also requested to evaluate options for
rnonrtonnq the costs and rates of health Insurance earners

The request came, In part, as a result of recommendations by the Technical
Advisory Panel (TAP) to the Virginia Indigent Health Care Trust Fund (Trust Fund)
In Its 1990 study regarding the technical and operational considerations of
requmnq employers to contribute to the Trust Fund The TAP study concluded
that nearly 13% of all Virginians under age 65 do not have health Insurance The
rnajontv (approximately 60%) of these Individuals are In families where the head of
the household IS employed The TAP study also estimates that nearly 36% of all
businesses m Verglnla do not offer health Insurance to their employees, and 41 % of
the small businesses In Virginia with less than 26 employees do not offer health
Insurance

Ttus report presents an overview of the problems In the small employer
group health Insurance market Proposals to reform the small employer group
health Insurance market, establish a small employer group fisk-sharing program,
and establish a small employer group health reinsurance associanon are Included In
trus report. The report also examines options for monitoring the costs and rates of
health Insurance earners

Methodology

To develop a feasible plan for establishing a small business risk-sharing
program for health care coverage In VirgInia, the Bureau reviewed numerous
articles and related studies A nationwide survey was conducted to ascertain how
many states had adopted some type of small group health Insurance nsk-shannq
program. Telephone Interviews were conducted and ongoing discussions have
been held With those states that have established or are considennq establishing
some type of small employer group fisk-sharing program The Bureau's research
Included an anslvsrs of programs In Connecticut, Kansas, Minnesota, Georgia,
Oregon, North Carolina, Vermont, Flonda, and a large pool operated by the
Cleveland Council of Small Enterprises (CaSE) In Orno The Bureau also
reviewed several other projects funded by the Robert Wood Johnson Foundation

Another survey was conducted to determine how many states monitored
the costs and rates of health Insurers Follow-up telephone mtarvrews were
conducted With Insurance regulators from states With some form of pnor approval
of health Insurance rates None of those states monitor the costs and rates of
group health Insurance

The work of the National ASSOCiation of Insurance cornrmssioners (NAIC)
was also reviewed To address some of the problems In the small group market
the NAIC adopted a Model Act In December, 1990 entitled "Premium Rates and
Renewability of Coverage for Health Insurance Sold to Small Groups."

The NAIC also has developed two "exposure" drafts of Model Acts that
add ress the problems of availability and affordaburtv of small group health
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coverage. The first version of the Small Grouo Health Reform Model Act IS referred
to as the "Prospective Reinsurance With or v,rthout an Opt-Out n The NAIC Health
Care Workmg Group recommended to the NAIC's Accident and Health Insurance
Committee that this draft be exposed for comment This option establishes a
reinsurance program and provides for the development of a basic n no fnlls" health
policy and a "standard" health policy

The second version of the Small Group Health Reform Model Act, referred
to as the"Allocation Model", was exposed as an alternative It IS designed to
Improve availability of coverage by requmnq earners either to provide coverage on a
guaranteed Issue basis or accept their fair share of high risk groups through
allocation Many of the provrsrons of the allocation option are the same as or
srrndar to provrsions In the reinsurance option

Many of the provrsions from the December, 1990 NAIC Model Act and the
two exposure drafts are Incorporated In the recommendations contained In this
report In addition, Information about present market conditions was obtained from
Insurers actively writing accident and sickness (health) coverage In Virginia
tntormanon regarding employer practices and health benefits was also reviewed

Background

Many of the problems In the small employer group market are caused by the
current market practices of Insurers Many of the market practices that are
common today were not utihzed In the past These practices have evolved as a
result of a combination of the growth and competitive nature of the Industry, as
well as the relatrve absence of regulatory market restrictions that apply to trus
market

Durtng the late 1940's and early 1950's, Blue Cross and Blue Shield
organizations provided most of the prtvate group health Insurance available
Premium rates were set by charging every subscriber In a given area the same
price for coverage. This practice IS known as "community rating" Healthy
groups subsidized some of the cost of the less healthy groups, and most
mdrviduals paid similar premiums regardless of their health status

OUTIng the mid-1950's, comrnercral Insurers began to compete with the
Blue Cross and Blue ShIeld organizations The cornrnercral Insurers developed the
"experience rating" approach. Under this approach, a group's claims experience
Influenced what was charged to that particular group Commercial Insurers were
then able to offer healthier groups lower rates based on each group's own
claims expenence. As healthier groups withdrew from the community rated
system to pursue the lower prices offered by commercial Insurers, .the rernammq
community pool became saturated with less healthy Individuals As a result of
haVing fewer healthy groups to SUbsidize the cost of the less healthy groups,
community rated premiums Increased substantially

The dismantling of the community rating system was the first In a multi-step
process used by Insurers Commercral Insurers began to look for new ways to
further segregate risks They became more diligent In examining health
conditions It soon became common for an Insurer to make an additional
charge for certain health conditions, and to exclude certam conditions from
coverage. tndividuals with a history of an Illness such as diabetes could be
denied coverage altogether. USing aggregate expenence along with claims
histones. Insurers began to refuse coverage to entire Industry and occupational
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classrfrcatrons The segments of business hardest hit by the transforrnatron of
Industry practices In the health Insurance market were small groups, groups with
chronically III employees, and groups to higher risk occupations

The socioeconormc significance of the small group market cannot be
overernphasueo Nationally, the United States Department of Labor, Bureau of
Labor Statistics estimates that 870/0 of the U S firms have fewer than 20
employees The Virginia Employment Commission also estimates that 87% of all
Virginia firms have less than 20 employees It IS within these groups that most
of the unmsured workers and their dependents are found

There are a vanetv of reasons why small employers do not offer health
Insurance Some small employers, especially those requmnq unskilled labor, may
be Indifferent to offenng health Insurance to their employees Other small
employers may want to provide health Insurance benefits, but may not be able to
generate enough revenue to pay a portion of, or all of, the premiums

Small employers that do offer coverage also face obstacles In maintaining
coverage for their employees Some small firms attempting to purchase health
Insurance for their employees may be offered coverage at an attractively low
one year premium that excludes coverage for pre-existing conditions At the
time of renewal, they often face substantial premium Increases regardless of
their claims experience Trus practice IS commonly referred to as "price baiting"
Small groups often SWitch from one earner to the next In search of lower rates and
In an effort to stay one step ahead of price Increases As a result of this
constant movement by small employer groups, continuity of coverage IS not
maintained Some employees who have chrome Illnesses are Without necessary
coverage because each new earner may exclude pre-existing conditions from
coverage

Proposal to Establish a Small Business Risk-Sharing Program With Insurance
Reforms that Improve Access and Moderate Rate Increases

In accordance With Senate JOint Resolution 181, the State Corporation
Commission's Bureau of Insurance makes the tollowmq recommendations

(1) The adoption of small group health Insurance market reforms
designed to Increase access and attordabrtrtv. place limits on
premiums that can be charged, limit the use of pre-exrstmq condition
restnctrons. and require disclosure of specrtied rating practices and
provisions regardang renewability of coverage,

(2) The establishment of a small employer group health Insurance nsk
shanng program to aggregate the experience of small busmesses In
order to purchase health Insurance more economically, and

(3) The establishment of a small employer group health remsurance
assocration to spread the cost of hlgh-nsk groups among all Insurers
In the small employer group market

These recommendations are not desiqned to solve all of the problems In the
small employer group market The recommendations do represent, however, a first
step In addressmq some of the problems confronting small employer groups In the
health Insurance market In taking trus step It should be recognized that other
related Issues, problems, and remedies may need to be addressed In the future
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Proposed Market Reforms for the Vlrgln;a Small Business Health
Insurance f\." 3r ket

The Bureau of Insurance proposes the following market reforms to
pr.omote access, rate stability and continuity of coverage for small group
employers, their employees and dependents The proposed market reform
measures are specifically designed to affect the entire small group environment
Proposals for establishing a small employer group risk-sharing program and a small
employer group reinsurance associanon were developed to operate In conjunction
with the market reforms outlined below

Guaranteed Availability

To ensure the availability of coverage, all licensed earners In the small group
market would be required to offer and market a "standard" health care policy and a
basic "no fnlls" health care poucv to all small employer groups All small employer
group earners would be required to Issue a pohcv to each small employer group
that elects to be covered under either one of these pohcies and who agrees to
make the required premium payments and to satisfy the other reasonable
provisions of the policy

All small employer group earners would be required to frle with the State
Corporation Commission (SCC), In a format and manner prescribed by the SCC. a
"baSIC" health care pohcv and a "standard" health care policy to be Issued by the
earner In some states, the benefrt level and other components of the pohcies are
determined by a committee appomted by the Cornrrnssroner of Insurance The
committee IS composed of representatives of earners, small group employers,
employees, health care providers, and agents In Virginia, It may not be necessary
to form a new committee Consrderatron should be given to utiliZing either the
Special Advrsorv Commission on Mandated Health Insurance Benefits (Advisorv
Commission) or the Commission on Health Care for All Vrrglnlans to develop the
oohcres

Both of these existmq comrmssrons are comprised of legislators, Insurers,
providers, and consumers They would determine benefit levels, cost-shannq
factors, exclusions, and limitations for the "baSIC" health care polley and the
"standard" health care policy Insurers and health services plans would be required
to offer a "baSIC" health care policy and a "standard" health care policy desIgned
by the Advisorv Commission or the Commission on Health Care for All Virginians
Health maintenance organizations would be required to offer a "baSIC" health care
policy and a "standard" health care policy designed with benefit and cost-shartng
levels that are consistent with the basic method of operation and the benefit
levels of HMOs, Including any restrictions Imposed by federal law. The policv and
certificate forms Implementing such plans would be subject to the approval of thesec

Whore Group Coverage

Currently, earners are permitted to adopt underwntmq rules and procedures
that exclude certain Individuals from group coverage and thereby avoid assuming
the risk for the entire group This practice should be prombrted If a small
employer group earner offers coverage to a small employer group, It should be
required to offer coverage to all of the small employer group 1s full-time employees
and their dependents
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Health maintenance organizations would be exempt from offering coverage
under the "basic" or "standard" health care plans In the following cases

(a) to a small employer group, where the employer IS not physically
located In the HMO's approved service area,

(b) to an employee of a small employer group, when the employee does
not work or reside within the HMO's approved service area, or

(c) within a geographic area where the HMO demonstrates to the
satisfaction of the sec that It would not have the capacrtv within
the area of Its network of providers to deliver services adequately
because of ItS obligation to extstmq group contract holders and
enrollees

A health maintenance organization that claims exemption from the
requirement to offer coverage pursuant to subparagraph (c) above would not be
permitted to offer coverage m the applicable area to employer groups with 50 or
more eligible employees or small employer groups for 180 days following each
such refusal or the date on which the HMO notifies the sec that It has regamed
capacity to dehver services to small employer groups, whichever IS later

A small employer group earner would be exempt from offenng coverage If
the sec found that the acceptance of an application or apphcations would place
the small employer group earner In a financially hazardous condition

ContinuIty of Coverage

Small employer group members should not be subject to lapses In coverage
because of their health status High premium Increases often force many small
employers to swrtch from one earner to another In search of lower prices Because
of this constant movement, continuity of coverage IS not maintained Individuals
With chrome Illnesses are often Without necessary coverage because pre-existing
condrnon restrictions are Imposed by each new earner To prevent ttus type of
activity, the Bureau proposes prohibiting the irnposrnon of new pre-exIsting
condition limitations After a covered employee has satisfied an Initial pohcv's
pre-existing condition requirements. all earners In the small group market would
be prohibited from assessing new waiting periods or other pre-exrsnnq condrnon
requirements when a group changes carriers or when Insured employees change
employers.

Pre-existing condition provrsions would not be perrmtted to exclude
coverage for a penod beyond 12 months following the mdrvrduat' s effective date
of coverage These provisrons would apply only to condrnons for which medical
advice, draqnosis, care, or treatment was recommended or received dunng the
SIX months Immediately preceding the effective date of coverage individuals who
apply for coverage after the regular enrollment penod (late enrollees) could be
excluded from coverage for a penod not to exceed 18 months

Any requirements used by a small employer group earner In daterrnmmq
whether or not to provide coverage to a small employer group would be applied
uniformly among all small employer groups With the same number of eligible
employees applymg for coverage or recervmq coverage from the small employer
group earner Uruforrnrtv would also be required for rmrurnum partictpatron and
minimum employer contnbuuon levels A small employer group earner should vary
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application of rrururnurn parucipanon requirements and rrururnum ernoiover
contribution requirements only by the size of the small employer group

Renewablhty of Coverage

The requirement for whole group coverage will not be effective unless
renewability of the coverage IS guaranteed Often In today's market, coverage for
some small groups, or mdrvrduals Within those groups, IS non-renewed after
unfavorable claims expenence accumulates To prevent this practice, all carpers In

the small employer health Insurance market would be required to renew aU
eligible employees and dependents at the option of the small group employer
except for the following reasons

(' ) Non-payment of the requued premiums

(2) Fraud or misrepresentation by the employer or: With respect to
coverage of mdrvrdual Insureds, the Insureds or their representat-ves

(3) Non-comphance With the earner's minimum parncipatron raqurrernerts

(4) Non-compliance WIth the earner's employer contnbution requirements

(5) Repeated misuse of a provider network provision

(6) The small employer group earner elects to non-renew all of Its health
benefrt policies Issued to small employers In this Commonwealth ln
such a case, the earner would be required to

(a) Provide advance notice to the see of ns decisron not to renew
coverage, and

(b) Provide notice of the decrsion not to renew coverage to all
affected small employer groups and their employees Notice to
the sec would be required to be provided at least ten workmg
days pnor to the earner giving notice to the affected small
employer groups and their employees Non-renewals would
not be permitted to take effect for at least 30 days after
notifying affected employers and employees

(7) The sec finds that the connnuanon of the coverage would

(a) Not be In the best Interests of the pollcyholders_ or certrftcate
holders; or

(b) Impair the earner's aburtv to meet Its contractual obligat..:, - s

In such cases the sec would assist affected small employer
groups In finding replacement coverage

A small group employer carner that elected to non-renew Its health be""'e"ht
policies would be prohibited from wrrtmq new bus.ness In the small err-prove
group market In VIrginIa for a penod of five years from the date of nonce to
the SCC
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Premium Rate Restrictions

Rating factors having an Impact on small employer group premiums can be
drvided Into two categones. The first category IS claims expenence, which Includes
such things as actual claims history, current health status, and duration of
coverage since Issue. The second category Includes factors such as age, sex,
dependent status, geography, and benefit design. The premium rate restrictions
discussed below serve to restnct the degree to which the first category, claims
expenence, may Influence the size of penodic premium Increases. The proposed
restncnons wlil not affect the second category of rating factors used by Insurers.

Claims Experience

The use of claims experience for setting Insurance rates IS a generally
accepted practice In the Insurance Industry known as experience rating It has
enabled some small employers With healthy employees to purchase health
Insurance at a lower premium than they may otherwise have paid under the
concept of community rating Experience rating also gives small employers an
Incentive to promote health conscious lifestyles among their employees However,
some earners use claims experience to raise premiums or terminate coverage In
ways that appear to be mequrteble. In view of trus, there IS a need to restrict some
rating practices currently used by some Insurers In order to address the problem
noted above, the Bureau recommends that all carners In the small employer group
market be required to limit rate vananons based on claims experience for small
employer groups that are Within Similar geographiC regions and have Similar
demographiC cornposmon and benefit desrqn These proposed rate restrictions
would be consistent With those contained In the NAIC Model Act adopted In
December, 1990 entitled, "Premium Rates and Renewability of Coverage for Health
Insurance Sold to Small Groups." More specrtrcaltv, as prescnbed In the NAIC
Model Act, premium rates for health Insurance sold to smjJl employer groups would
be subject to the following restncnons:

(1) The average rate for any class of business could not be more than
20% above or below the average rate for any other class of business

(2) No employer group Within a class of busmess could have a rate which
IS more than 25% above or below the average rate for that same class
of business. The average rate would be the mid-pomt between the
highest rate and the lowest

(3) No employer group wrthm a class of busmess could receive an annual
rate Increase In excess of the Increase In the new busmess rate
(which IS the lowest rate for a new applicant In a class of busrness)
plus 15% In the case where a earner IS not Issuing any new policies,
but only renewing policies, the earner could use the percentage
Increase applied to the lowest rate plus 15%

-, ,-



To Illustrate how these three proposed rate restrictions would be applied,
assume a earner has two distmct occupational classes of small group health
business

Low Average High
Rate Rate Rate

Class A
Clencal Workers $75 $100 $125

Class B
Coal Mmers $90 $120 $150

, st restriction.

Since the Class B average rate IS 20% above Class A, It IS In compliance
with this restncnon The earner could have other distinct classes, but all average
rates would have to be In the range of $100-$120

2nd restncnon,

In each class, the low rate IS 75% of the average rate, and the high rate IS
125% of the average rate. In view of thrs, both classes comply with the maximum
range set forth In the second restriction since they are within 25% above or below
the average rate Since this example utilizes the maximum differences within and
between classes of busmess, It further Illustrates the maximum overall spread of
rates. The highest rate of $150 IS 200% of the lowest rate which IS $75

3rd restriction:

If, after one year, the rates In Class A change to a low of $90, an average of
$125 and a high of $156, each rate Will have Increased 25 %. The maximum rate
Increase, due to claims expenence or duration of coverage since Issue for any
employer In Class A would be 250/0 plus a 150/0 adjustment

Other Factors

In this proposal, the rating limits do not restrict the use of rating factors for
rterns such as demographics or benefit design Additionally, they do not restrict
the aggregate annual Increase resulting from medical care Inflation In view of trus,
the proposed rating restrictions apply only to a portion of a carrier's rate structure
It would be virtually Impossible to determine the expected overall rate limits for any
particular small employer group As an example, usmg claims expenence factors
can result In the highest rate being 200% of the lowest rate Judging by the
restnctlons noted above However, factors In the other factors category can be
used In addrtion to this ratrng procedure As an example, usmq age as a rating
factor, groups With older employees having bad claims experience can result 11"1
rates that are greater than 2000/0 of the rates for a younger group that has good
claims expenence This would be achieved by taking mto account the claims
expenence used to obtain a rate of 200% of the lowest rate and adding to this a
factor for older ages which would then Increase the 200% to a htgher percentage
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(4) In the case of previously Issued health benefit policies, a premium rate
for a rating penod, adjusted pro rata for a rating penod of less than
one year, could conceivably exceed the ranges set forth In
subparagraphs (1) and (2) for a penod of three years In such case,
the percentage Increase In the premium rate charged to a small
employer group In such a class of busmess for a new rating penod
should not exceed the sum of the followIng

(a) The percentage change In the new business premium rate
measured from the first day of the prior rating penod to the
first day of the new ratIng penod. In the case where a small
employer group earner IS not Issuing any new pohcies, but only
renewing pohcies, the small employer group earner should use
the percentage change In the low premium rate, and

(b) Any adjustment due to change In coverage or change In the
case charactenstrcs of the small employer group as determined
from the earner's rate manual for the class of business

(5) Small employer group earners should apply rating factors, Including
case characteristics, consistently With respect to all small employer
groups In a class of business.

A small employer group earner should not be allowed to transfer a small
employer group mvoluntanlv Into or out of a class of business (a distinct grouping
of employers as shown on the records of the small emplover group earner) A
small employer group carner should not offer to transfer a small employer group
Into or out of a class of business unless such offer IS made to transfer all small
employers In the class of business Without regard to case charactensncs. claim
experience, health status, or duration of coverage since Issue.

The sec would be authonzed to suspend the application of paragraphs (1)
and (2) above as to the premium rates applicable to one or more small employer
groups Included Within a class of busmess of a small employer group earner If,
after reviewing a filing by the small employer group carrier, the sec finds that the
suspension IS reasonable In light of the financial condition of the small employer
group earner, or that the suspension would enhance the effiCiency and faimess of
the marketplace for small employer group health Insurance, a suspension may be
granted for one or more rating penods.

Compliance With Small Employer Group Rate Reform

To ensure compliance With the proposed rate reform measures! each small
employer group earner would be required to mamtam, at ItS principal place of
business. a complete and detailed descnpnon of Its rating practices and renewal
underwrrnnq practrces , Thrs detailed Information and documentation should
demonstrate that ItS rating methods and practices are based upon sound actuarial
onncmtes

Each small employer group carner would be required to file With the see
annually on or before March 15, an actuarial opinion certifying that the earner IS In
compliance With the proposed premium rate restnctrons and that the rating
methods of the small employer group carner are actuanally sound A copy of the
certification would be retained by the small employer group earner at its pnnctpal
place of business.
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Small employer group earners would be required to make the above
Information and documentation available to the sec upon request

Disclosure of Rating Practices and Renewability ProvIsions

Small employer groups generally do not employ benefit administrators or
other Insurance experts to procure coverage for the group It IS rmperatrve,
however, that consumers In the small employer group market understand the
coverage prior to purchase. In connection with the offenng for sale of any health
benefit policy to a small employer group, a small employer group earner should be
required to make an adequate disclosure to the employer and Individual employees
as part of Its solicitation and sates matenals, of all of the followmq

(1) The extent to which premium rates for a specrned small employer
group are established or adjusted based upon the actual or expected
vanation rn claims costs or actual or expected vanation In health
condrnon of the employees and dependents of such small employer
group;

(2) The provisions concerning such small employer group earner's fight to
change premium rates and the factors other than claim expenence
which affect changes In premium rates.

(3) The provrsions relating to renewability of pohcies and contracts; and

(4) The provistons relating to any pre-existmq condition limitation
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Proposal to Establish a Small Employer Group Risk-Sharing Program

Purpose

Unlike large employers, small employer groups do not have the benefit of
spreading costs among a large number of employees The purpose of this proposed
small employer group health care risk-sharing program would be to aggregate the
experience of small businesses, thereby allowing them to purchase health
Insurance on the same scale as larger employers

Eligibility

The Program would be available to businesses with the following characteristics

(1 ) The employer has been In business for more than one year, and

(2) The employer has at least two but Jess than 50 persons working on a
full-time basis (30 or more hours per week).

Currently, there IS no generally accepted definition of what constitutes a
small employer group Traditionally, and for the purpose of thrs proposal, a small
employer group IS defined as having less than 50 full-time employees Thts
definition of a small employer group may be questioned. A number of states and
the draft NAtC Small Group Health Reform Model Act define a small employer
group as having less than 26 employees. Carners also vary In their definition and
treatment of small employer groups A telephone survey of the top 25 writers of
health Insurance In Vlrgln,a by premium volume was conducted The responses of
companies revealed that small groups are considered to range from 9 to 200 full
time employees. The majority of the companies contacted consider a small
employer group to be one with less than 50 full-time employees.

Additionally, the 1990 Trust Fund survey on health coverage of employees
by firm size revealed that employers with more than 25 employees do expertence
some difficulty In providing health Insurance coverage for their employees. The
1990 legislation that allows the Issuance of a limited mandated benefit product
(§38.2-3425 of the Code of Virginia) allows the product to be sold to groups of
less than 50 employees.

For all of the above stated reasons, thrs report defines a small employer
group as one with at least two but less than 50 employees The Bureau beheves
that trns proposal IS as feasible If limited to groups of less than 26

InSUring the Program

A major consideration In establishing a small employer group health care
risk-sharing program IS the Insurance arrangement utilized by the Program Two
options for msurmq the Program are "selt-msurance" or the procurement of
Insurance through private earners,
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A "self-Insured" nsk-sharmp program would assume all of the risk for
health coverage under the program The pnmary benefit would be flexibility In
benefit design and a reduction In administrative cost In the rrutral stages of the
Program, however. the disadvantage of assuming all of the risk for the Program
far outweighs any advantages One catastrophic Illness for a small self-Insured
program could render It Insolvent

The private earner option would provide more coverage alternatives for the
Program, Including health plans such as Blue Cross and Blue Shield, commercial
earners and HMOs The primary advantage of uSing the private carrier option rs
that It allows the Program to transfer fisk and take advantage of an Insurance
structure already In place

The Program could opt to utilize one earner, one traditional earner In
conjunction With one or more HMOs, or multiple earners USing one carner to
provide coverage for all of the members of the Program would enhance the
Program's negotiating POSition when making arrangements for health care
coverage, but It would also limit the choice of delivery systems available to
members

The Program could also opt to utilize multiple earners Including HMOs,
traditional earners. and other types of delivery systems such as preferred
provider organizations (PPOs) This option would broaden the choice of delivery
systems for members, but would dilute the bargaining power Inherent With a
Single carner, especraltv In the formative stages of the Program when the number
of enrolled members may be low Many large group employers often use one
traditional earner and a few PPOs or HMOs to broaden the choice of delivery
systems for members

The Program should attempt to gain leverage In negotiating health care
arrangements and at the same time offer members a choice of delivery systems
These goals can best be achieved by utiliZing a Single traditional earner and a
limited number of HMOs The Program should gain leverage In negotlat.ng
premiums as enrollment Increases and becomes a larger percentage of the
earner's busmess,

Administration

The Program would be administered by a pnvate non-profit corporation To
contain costs, the administration of the Program should be centralized The
corporation would operate subject to the supervrsion of a Board of Directors. The
Board of Directors would be composed of representatives of earners, small
employers, employees, and health care providers

The corporation would seek and procure coverage from Insurers and
HMOs. arrange for reinsurance, determine busmess and employee eligibility,
collect premiums, and perform market research and product development
functions The functions performed by the corporation would defray some of the
costs that Insurance earners or health services plans normally Incur and should be
reflected In reduced premiums for participating employers
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Financing the Program

As a result of the research done by the Bureau, Including a survey of states
with rlsk-shanng arrangements, the Bureau beheves that the Commission on Health
Care for All Virginians may wish to consider adopting the approach used by Florida
The Florida approach merits consideration because of ItS success In attracting and
mamtammq participants

The Flonda Health Access Corporation (FHAC) IS a private non-profit
corporation established by the Flonda legislature In 1989 to aggregate small
employers In order to purchase health Insurance The project IS operational In five
areas compnsed of 16 counties and has been successful In enrolling over 1,400
firms representing more than 7,000 mdivrduals.

The FHAC has been able to negotiate a reduction In the premium charged by
the contracting HMO by agreeing to screen applicants for eligibility and by
providing all administrative and marketing services for the project. Including
underwnnnq, premium calculations, billing, collections, and selection and
rnorntonnp of agents The FHAC has also been able to negotiate additional
reductions In the HMO's premium for Flonda Health Access plans Through a
special agreement, the corporation will limit the HMO's risk by paying the HMO a
set percentage of enrollee medical expenses If yearly medical expenses are greater
than the premiums paid by enrollees The FHAC also pays the HMO directly for the
portion of the premium that IS used to protect the HMO from hosprtat claims
between $15,000 and $11 5,000 In addition, the project provides direct subsidies
for family coverage which reduces premium cost by an additional 15%

In addition to employer and employee premium contnbutrons, and prrvate
donations, the Flonda leg.slature appropriates money to support the activity of the
corporation Funds from Flonda's hospital tax are appropnated to the Department
of Health and Rehabilitation. The funds are channeled directly to the corporation
through contracts With the Flonda Department of Health and Rehabilitation.
lnrtiallv, $1 7 million was appropnated for start-up costs and subsidies. The
Flonda legislature has appropnated an additional $5.4 million for the FHAC for
fiscal year 1992

The small employer group nsk-shannq program proposed for Virginia would
be funded pnrnanlv by employer and employee premium contnbunons. Private
donation and other sources of financing should also be encouraged One potennal
source of SUbsidization of the Program IS the Virginia Indigent Health Care Trust
Fund (Trust Fund) The Trust Fund was established In 1989 by the Virginia
General Assembly In an attempt to equalize the burden of chanty care costs among
all pnvate acute care hospitals In VIrginia All Virginia licensed acute care hospitals
are required to co ntr rbu te. and the Commonwealth also makes annual
appropnanons to the Trust Fund. Total contnbutions for fiscal year 1991 are
estimated to be $10 3 million

The case could be made that the Trust Fund would be more effective In
reducinq the amount of uncompensated care by purchasing coverage and shifting
the cost of health care services to the private earner market For trus reason,
consideration should be gIven to utiliZing Trust Fund money for start-up costs and
long-term SUbsidization associated With the small employer group nsk-sharinq
program If these funds are to be utilized, the Virginia General Assembly may need
to enact a statute to govern the operatron of trus pnvate non-prcfrt corporation and
the use and accountability of these state funds
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Program Evaluation

The Board should be required to study and report to the Commission
on Health Care for All Virginians on the progress of this small employer group nsk
shanng program by no later than December, 1993. The Board should be required
to consider the effectiveness of this program's ability to aggregate small employer
groups and procure coverage at more affordable rates
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Proposal to Establish A Small Employer Group Health Reinsurance ASsociation

Purpose

A small employer group reinsurance assoctauon, In conjunctron WIt" the
proposed market reforms, would expand accessibility and attordabihtv of health
Insurance for small employers The Intent of the reinsurance assocranon IS to
provide a reinsurance mechanism to spread fisk among all small employer group
earners In the market This would direct the thrust of competition toward service,
risk management, and product development rather than risk selection

Opponents of reinsurance associanons argue that a reinsurance mechanism
will not Improve attordabilrtv or reduce costs The costs of prccunns the
reinsurance and the start-up administrative costs are passed on to the consumer In
the form of higher premiums If the premiums or the reinsurance mechanism are
subsidized In some manner, the cost stili exists, It IS merely shifted to the program
providing the subsidy Other arguments against the reinsurance associanon are
that It will be adversely selected against (r.e , only poor risks are ceded by earners),
and that earners do not manage poor risks, rather, they simply avoid them
However, many earners may beheve that Without a reinsurance mechanism they
could not afford to remain In Varglnla's small group market If reform proposals are
Instituted. The Bureau does acknowledge that there IS some expense associated
With the formation of a reinsurance mechanism However, the benefit design of
the products offered In the small employer group market combined With the
proposed reform measures should result In rate stability In the market In the short
run and, hopefully, smaller rate Increases In the long-run It IS recognized that a
reinsurance mechanism Will be adversely selected against The function of a
reinsurance mechanism IS to provide coverage for the risks that Will produce the
greatest losses. The earner, however, must pay for the reinsurance It IS,
therefore, to the earner's advantage to reinsure no more risks than necessary.

Structure and Administration of the ASSOCiation

A non-profit entity known as the Virginia Small Employer Group Health
Reinsurance ASSOCiation (ASSOCiation) would need to be created. As a condition of
dOing business In the Commonwealth, all earners In the small employer group
health Insurance market would be members of the ASSOCiation The ASSOCiation
would have the general powers and authontv granted under the laws of the see
to Insurance companies and health maintenance organizations licensed to
transact business. except the power to Issue health benefit plans directly to
groups or mdrviduals.

The ASSOCiation would be administered by a Board of Directors appointed by
the members of the ASSOCiation and approved by the State Corporation
CommisSion. The Board would be responsible for submitting a plan of operation for
sec approval to assure the fair, reasonable, and equrtabte administration of the
ASSOCiation

The plan of operation, among other thmgs, would

(1) Establish procedures for the handling and the accounting of
ASSOCiation assets and other funds for annual fiscal reporting
purposes to the sec,
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,2) Establish terms of office and procedures for filling vacancies on the
Board;

(3) Establish procedures for selecting an administering earner and
setting forth the powers and duties of the administering earner:

(4) Establish procedures for reinsuring risks;

(5) Establish procedures for collecting assessments from participating
carriers to provide for claims reinsured by the ASSOciation and for
administrative expenses Incurred or estimated to be mcurred dunnq
the penod for which the assessment IS made; and

(6) Provide for any additional matters at the discretion of the Board

Carner Partlcloatlon

All licensed earners In the small employer group market should be requrred
to participate In the reinsurance mechanism In some states, however, participation
IS voluntary If participation IS voluntary In Virginia, a small employer group earner
could elect not to participate (opt-out), and thereby assume the full risk of msunnq
a small employer group (fisk-assuming carner)

AllOWing earners to opt-out would require some type of ongoing monitoring
system to assure equity between earners that opt-out and those that participate In
the reinsurance rnecharusm. RequIring all carners to participate would eliminate the
need to compare risks assumed by earners that participate In the reinsurance
mechanism and those that do not It also provides the ASsociation with a broader
base over which to spread the cost of high fisk cases However, larger fmancrallv
stable earners may argue that the opt-out would allow them to manage their own
fisk and not SUbsidize the cost of other earners. Some states allow carners to opt
out of the mmal 5% assessment, but require all earners In the small employer group
market to participate In any additional assessments

Risk-Assuming Carners

Under a voluntary participation program, a risk-assuming earner would not be
subject to the assessments of the ASSociation. A small employer group earner
would apply to become a nsk-assurmnu earner by filing an application for
approval with the sec In a format prescribed by the sec.

In determining whether to approve an application by a small employer
group earner to become a fisk-assuming earner, the sec would .consrder the
followmq

(1) The earner's financial condition to support the assumption of the risk
of small employer groups;

(2) The earner's history of rating and underwntmq small employer groups,

(3) The earner's commitment to market faIrly to all small employer groups
In the Commonwealth or Its service area, as applicable; and

(4) The earner's ability to assume and manage the fisk of enrolling small
employer groups Without the protection of the ASSOciation
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Small emptoyer group carriers not participating In the reinsurance
mechanism would stili be required to guarantee the Issue of standard and basic
health Insurance policies to small employer groups seeking coverage

A small employer group earner who elects, at a later date, to become a
risk-assuming earner would be prohibited from reinsuring or continuing to
reinsure any small employer group health benefits plan With the Assocranon
as soon as the earner became a nsk-assummq earner A participating earner
who became a nsk-assurrunq earner would be required to pay a pro-rated
assessment based upon business Issued as a participating earner for any portion
of the year dunnq which the business was reinsured

Reinsurance Options

The type of reinsurance that should be utilized IS a pornt of controversy
Within the Industry The two options for providing reinsurance that the NAle
considered are the prospective and retrospective methods The NAle decided not
to pursue the development of the retrospective method at this time

Under the NAle's prospective method, a participating earner would Identify
hlgh-nsk groups or mdrvrduals Within a group at the time of Initial enrollment and
pay a premium to cede the risk of covering the hlgh-nsk group or mdrvrdual to the
Assocranon The entire group would be permitted to be reinsured at a rate of 1 5
times the rate established by the Board for the policy premium the employer would
pay If the group was a standard fisk. An eligible employee or dependent could be
reinsured at a rate that IS up to 5 0 times the rate established by the Board for a
standard mdtvrdual A participating earner would be permitted to terminate
reinsurance for all of the reinsured employees or dependents of a small group
employer on any plan anniversary date

The prospective method provides more direct financial protection for earners.
especially small carners Since high risks are Identified when coverage IS Issued,
this method IS arguably less subjective DIScussions of this Issue With
representatives of Blue Cross and Blue Shield of Virginia (BCBSVA) I revealed a
concern that a prospective reinsurance pool would require greater underwriting
skill The carners who have Invested In sophisticated underwriting techniques Will
be able to reinsure more successfully and the underwrrtmq function Will remain an
Issue In this market The goal of these measures IS to emphasize service and other
factors and decrease competition based on underwrrtmq Also, under the
prospective method, mdividuals who are not substandard risks would be reinsured
In cases where the whole groups were reinsured (e 9 acc.cental Injuries of
standard risk would be covered)

Under the retrospective method, a participating small employer group earner
would not be required to Identify the reinsured fisk or pay the remsurance premium
at the time coverage IS Issued Instead, the small employer group carrier would
cede a percentage of the fisk of an mdrvidual whose claims exceeded a
predetermined dollar amount (the stop-loss threshold) and who had a qualifying
health condrnon The Board would develop a Itst of Qualifying conditions The
small employer group earner would review an mdivrdual's medical history to
determine If a qualifying health condition existed at the time of Issue The stop
loss threshold could be adjusted to regulate the volume of claims ceded to the
Association The threshold could also be adjusted by the size of the employer to
provide protection for smaller earners that msure h.gh fisk small employers
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The retrospective method reduces the necessity for medical underwriting
However, It does require a greater degree of subjective decrsron-makmq. For
example, the list of conditions developed by the Board would require Verification
that reinsured mdrviduals had a remsurable condition at enrollment Venflcatlon of
this nature may pose a problem for earners that do not medically underwnte

Cost Control

A report of the actuanal subcommittee of the NAIC Advisory Committee on
Access to Health Care suggests that claim volume would have the most significant
effect on cost and assessments of a reinsurance pool In light of these fmdlngs
and to ensure utilization management, reinsurance should be available to a earner's
new business only The NAIC advisorv committee further suggests that cost
shanng In the form of deductioles and cornsurance be utilized More specifically,
participating earners would be required to

(1) Pay the first $5,000 In claims on ceded fisk,

(2) Pay 1D°A» of the first $50,000 In claims reinsured by the ASSociation;
and

(3) Apply their case management and claims handling techniques,
consistently With both reinsured and non-reinsured busmess.

The ASSOciation would reinsure up to the level of coverage provided In a
baSIC or standard health care policv The Association would not reimburse a
participating carner With respect to the claims of a reinsured employee or
dependent until the carner had paid $5,000 In claims In a calendar year for benefits
covered by the Association

Consideration should be given to allowrnq earners that have previously
provided coverage to these groups on an open enrollment baSIS to reinsure their
exrstinq busmess In the Association Thrs would reduce the burden on those
earners of (I) being In the ASsociation and assessed on the total losses to the
ASSOCiation while (II) carrying a book of business that produces losses at a higher
level generally than the nsks of other carners

FinanCing the ASsociation

Claims In the ASsociation would be financed pnmanly by premiums for
ceded groups and rndrvrduals If losses exceeded premium, participating small
employer group carners would be assessed an amount of up to 5% of the
annual direct premiums from health benefit plans covenng small employer groups
If the 5% assessment proved to be Inadequate to cover the shortfall, the Board
would consider adjusting reinsurance thresholds or retention levels, or consider
additional assessments

The Board would be responsible for developing an equitable formula for
assessing participating earners Consideration would be given to both the overall
market share of participating small employer group earners and their share of
new bUSiness assumed dunng the preceding calendar year.
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Cost Reduction

-'"le reforms that would be initiated as a result of this proposal would assure
the availability of health coverage for small employer groups However, the
problem of the attordabnrtv of the coverage would not be addressed At the NAIC
level, the NAIC Health Care Insurance Access Advisory Committee Included the
exern.mon of small employer group coverage from state mandated bene 't and
provider legislation as one means of addressing this problem In Virginia, however,
the sale of a limited mandated benetrt product has been authonzed since July 1,
1990 Blue Cross and Blue Shield of Virginia was the first company to have such a
product on the market. The level of acceptance by the public of the "First Option"
policy thus far has been low As of August 1, 1991, only 26 poucres covering 94
mdrviduals were In effect

It must also be acknowledged that Virginia mandated benefits and providers
were estimated to represent less than 20% of the premium for group coverage
This estimate IS based on Information submitted to the Bureau of Insurance by
Insurers In 1989 when It conducted a study on the financial and social Impact of
mandated benefits pursuant to Senate JOint Resolution 21 5 (1989) A 20%
reduction In premium may not be sufficient to attract some small employer groups
to purchase Insurance

In recognition of the fact that reduction In mandates alone Will not
necessarily make a small group product affordable, the Bureau would propose the
possibility of utiliZing funds from the Virginia Indigent Care Trust Fund to SUbsidize
the reinsurance ASSOCiation

Program Evaluation

The Board should be required to report to the State Corporation
Commission on the effectiveness of the small employer health reinsurance
association by no later than December, 1993 The report should analyze the
effectiveness of the ASsociation In promoting rate stability, as well as the
accessibility of coverage Recommendations for actions to Improve the overall
effectiveness, ettrciencv, and fairness of the small employer group health
Insurance marketplace should be Included The report should also address
whether earners and producers are fairly and actively marketing or Issuing health
benefit plans to small employer groups In Virginia Recommendations for
additional funding, market conduct, or other regulatory standards of action should
also be contained In the report to the SCC

Options for Monitoring the Costs and Rates of Health Insurance Carners

The Bureau surveyed all states and It appears that no state has a
cornprenensive system In place that monitors all of the costs and rates associated
With health Insurance at this time In view of this. It must be understood that none
of the follOWing options have been tested

The first option to be considered In monitoring costs and rates IS to use
Information currently provided In the annual financial statement filed by Insurers
With the Bureau of Insurance. Schedule H of the Annual Statement provides some
Information on Insurer expenses for health Insurance A system could be
Implemented to monitor these costs It should be noted, however, that the
Information presented In Schedule H IS minimal for rnorutonnp purposes In
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- .... d1tlon, changmg the Annual Statement to obtain additional Information requires
s cnon by the National ASSOciation of Insurance Commissioners. This IS a lengthy

I rocess and one state cannot require that specific changes be made to this
statement

The second option would be to require companies to report their costs and
rates to the Bureau of Insurance. This could be accomplished by the General
Assembly passing legislation similar to §38 2-3419 1 This law, passed by the
'i 990 General Assembly, requires Insurers to report costs and utilization of
mandated benefits to the Commission on an annual basts In a format prescribed by
the Commission

The third option would be to review rates by measunng loss ratios Loss
~attOS measure the amount of each premium dollar spent on claims A 50% loss
ratio indicates that $ 50 of each $1 00 In premium IS spent on claims This IS the
.rsual method of evaluating Individual accident and Sickness Insurance It IS not
used In group Insurance except for Medicare supplement Insurance The Bureau
nas an exrstmg requtanon In place, Insurance Regulation No 22, Rules Governing
the Filing of Rates for Individual and Certain Group ACCident and Sickness
l'1surance Policy Forms, which Includes requirements that must be met If a rate
.ncrease IS requested on mdrvidual policies and group Medicare supplement policies
The actuanally certified Information that IS required for rate Increases, In addition to
that required for onglnai rate fIlings mcludes-

o A comparison of the revised premiums with the current premium
scale,

o A statement as to whether the revision applies only to new business.
only to In-force business. or to both;

o An esnrnated average annual premium per policy, before and after the
requested rate Increase,

a Past expenence,

o Details and dates of all past rate Increases on the polley form to which
the rates apply;

o A descnpnon of how the revised rates were determined for expenses
The percent of premium, dollars per pohcy, and/or dollars per urut of
benefit must be Included,

o Anncipated loss ratio for new busmess,

o Anncrpated future loss ratio and estimated cumulative loss ratio If
applicable to In-force busmess:

o Supporting documentation for premiums that do not produce a loss
ratio equal to the required minimum, and

o The current number of Vrrqrma policyholders and either premiums In
force, premiums earned, or premiums collected for those policyholders
dunng the year prior to the filing of the rate Increase.

1 -: Virginia, no review takes place other than at onpmal filing or unless a rate
-:crease IS requested
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Each of these options would Involve considerable time and expense on both
the part of the agency dOing the momtonnq, and the Insurers being monitored In
addition, standards would need to be developed for Insurers to meet with regard to
costs and rates This process would be difficult because no systems are currently
In place for this purpose Accordingly, It would be more productive and cost
effective to pursue the other Initiatives descnbed In this report first and then
consider the Implementation of a system to monitor costs and rates In the future
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Conclusion

The Bureau recommends the adoption of Insurance reforms that moderate
rate Increases and Improve access to health Insurance for small groups A small
employer group health reinsurance assocranon IS also proposed for consideration
A small business nsk-shannq program should also be established The Bureau does
not beheve that It IS necessary at this time to develop a comprehensive system to
rnorutor all of the costs and rates associated with health Insurance The proposals
In this report should be Initiated pnor to the development of such a system

The Bureau recognizes that there are factors affecting the availability and
, attoroeburtv of health Insurance for small employers that are not addressed by the

proposals contained In this report. The Bureau beheves, however, that these
recommendations represent a first step to resolvrnq the problems In the small
employer group health Insurance market
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SENATE JOINT RESOLtrrION NO 181

R.qua.tinl u... 1Il.lrwtzJl 01 tnsuranc« to ~p propoMJ!.J to ine:rwa. 1aMJJth UUU1"GJ'lC'

aeca.s /or 6n'UlJJ b&UUl'~.J and TW[lUt3bnl til' Smol1 Bu.nn6ss Advuory Board to
promot. th. 10Ul'-CO$t snsuranoe pacJtq• .J for 67I'JD1/ bu.sln~s.MS

Agreed to by the senate, February 4, 1991
Agreed to by tne House ot Delegates, February 15, 1991

WHEREAS, approxim8t~ty 880,000 VIrginians do no( have health Insurance. and of tnat
uninsured population. approztmatety 60 percent of lbe nousenctds are beaded by persons
employed at least on a part-time basis: and

WHEREAS, many uninsured workers are employed by small businesses, and
approximately 35 percent or the businesses With 50 or fewer employees do Dot otter health
iDsurance.. accounting fOT an estimated 165,000 employees; and

WHEREAS, structural changes have occurred In the economy, including a !.bItt of Jobs
trom larger busmesses to smaller businesses; and

WHEREAS, tile hlgh cost of bealth insurance, volatility of Insurance rates, and
underwriting eXclusions are among the principal impediments of small businesses' offering
bealtb Insurance; and

WHEREAS, small businesses trequently lack lnfonnatton about Insurance products and
possess little negotiating power with Insurance carriers; and

WHEREAS, Chapter J9.t of the 1990 Acts of Assembly directed the TechnicaJ Advisory
Panel of the Virginia Indigent Care Trust Fund to study the technical and operational
considerations related to requiring employers wIlo do not provide minimum health
Insurance beneftts, as defined by the Commissioner of Insurance, to their employees or
wbose employees are not otherwise provided such beaents to make reasonable contributions
to the Trust Fund by July 1, 1992: and

WHEREAS, the Technical Advisory Panel round that small businesses should be
provided Incentives so that they might voluntarily obtain bealtb insurance for their
employees prior to any mandates being enacted In the Commonwealth to require employers
to provide health Insurance options to their employees; and I

WHEREAS. the Tecbnlcal Advisory Panel suggested Incentives that Induded the
formation of a state-spoasored small business insurance pool to aggregate small businesses
seeking to purchase health Insurance. and the establlsbment ot 8 reinsurance pool to cover
losses of hlgb-rlsk groups W1tb all insurers In tne sman-grcup martet parUcipating, with
pessrbte restrictions on rate increases to small employers. prohibitions against canceling
pohcres with adverse experience. restrtcuons 00 preexisting conditions, and requirements to
accept or reject entire employer groups wltbout excluding high risk indIViduals, and

WHEREAS, a tenet of the mission ot the Ccmrmsstcn on Health care tor All Virginians
Is to seek means to expand the avallability and accessibility of bealtb care for citiZens of
the Commonwealth, and a subcommittee of the Commission will continue to study busmess
paructpanon In the Virginia Indigent Care Trust Fund and Insurance reform. and

WHEREAS. tbe Commission on Health care tor All Vlrgrmans has reviewed the findings
of the Technical Advisory Panel and recommended measures to increase the accessrbttlty
of health insurance for small businesses. now. therefore. be it

RESOLVED by tbe Senate, the House ot Delegates concurring. That the Bureau of
Insurance be requested to develop a feasible proposal to establish a small business
risk-sharlng pool with Insurance reforms that improve access and moderate rate increases
and to evaluate options for monitoring costs and rates of bealth insurance earners, and, be
It

RESOLVED FURTHER, That the Small Business Advlsory Board be requested to
promote the avallabillty ot low-cost tnsurance packages for small businesses, wben products
are offered by muttipte insurance carriers

All agencres or the Commonwealth shall provide Intormatron BDd assistance needed by
the Bureau and the Board In their development of these proposals

Tbe Bureau ot Insurance and the Small Business AdviSOry Board snan report their
findings and recommendations by November 1, 1991, to the Comrmssron OD Health Care tor
AU VlrgJnlans, the Governor and the 1992 Session of the General Assembly as provided In
the procedures of Legislauve Automated Systems for the processing of legislative
documents
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Citation

AL No provisron

State Provisions for Small Group Health Insurance

PrOVISion

AK S8 242 pending Reinsurance assocration for small group
employers shall design policies to be
offered to employers with no more than 25
employees, ASSOciation shall design with
cost containment features

A.l. No provision

AR

CA

co

HB1117(1991)

Sections
23-86-201 to
23-86-209 (1991)

Revenue and Tax
Code Section
1705320 (1989)

58 107 (1991)

58 248 pending

AS 2001 pending

AS 2070 pending

HB 1168 (1991)

Allows Issuance of 11mned benefit policies
to Individuals, groups and trusts Includes
baste benefits to be covered Rating
formula shall be approved, 65% loss ratio
for Individual, 75% for group Regulation pending

Model

Tax credit for employers with no more than
25 employees who offered health policies to
employees

Repeals 1989 law and substitutes
different credit

Pohcies offered to small groups of 50 or
fewer employees and to Individuals shall
provide specified disclosure on rating and
renewal practices Would limit rates and
rate Increases

Small group transitional plan

Model

Employers, With groups of no more than 25
employees, who have not offered group
coverage to employees after 7/1/89, may
offer coverage Without mental health
benefits Formula for limit In rate Increases



State Citation PrOVISion

~T Sections New law establishes small employer health
38a-564 to reinsurance pool for employers with no more
38a- 573 (1990) than 25 employees Must contain specified

benefits and provrsions All Insurers are
members of reinsurance pool and may be
assessed for losses of pool

HB 6971 (1991) Clartfles 1990 legislation

DE HB 288 (1991) Model

DC No provision

FL Section Small employers with less than 25 employees
627 6693 (1990) may offer a basic polley Without many

mandated benefits Several small employers
may form group to purchase Insurance

Section Model
6274106 (1991)

GA SectJon Pool rating experience for small groups of
33-30-12 (1990) 50 or fewer employees

Sections Commissioner shall develop basic health plan
33-47-1 to affordable to Georgians, and encourage
33-47-4 (1991) Insurers to market It

HI No provision

10 No provision

Il Sections Small groups of not more than 25 employees
3518-1 to 3518 -7 may be Issued pohcies without mandated
(1990) benefits

S8 1058 pending Adds coverage for mental Illness to 1990 law

\J No provrsion



State CItation Provrsion

IA Sections Model, covers plans With less than 25
5138 1 to 5138 9 employees
(1991)

Sections Small group employers (no more than 25
514H 1 to 514H 14 employees) may JOin together to purchase

health Insurance Tax credit for employers
who pay for coverage Offer baSIC policy.
With options to purchase other coverage

HB 2440 pending Would amend 1990 law to no more than 50
employees

SB 179 pending Rates for small groups of 50 or fewer
employees shall be based on aggregate loss
and expense expenence of all such employers
Insured by the Insurer Sill would also
change statute adopted In 1990 to apply to
employers With no more than 50 employees

KY Sections Small group employers may be offered
216900 to policies wh ich Include only baSIC benefits
216930 (1990) Without mandated benefits

LA HB 1200 pending Allows the Issuance of small group baSIC
health Insurance

ME HB 507 pending Insurer providing coverage to group of less
than 25 members may not vary rate based on
group's expenence or composition of the
group

S8 654 pending Reinsurance pool to assist small group
Insurer

HB 1721 pending Small groups of no more than 25 employees
may be eligible for baSIC policy Rate
resmcnons. reinsurance provieione

HB 1730 pending BaSIC policy may be Issued to small group of
no more than 19 employees



State

MD

MA

MI

Citation

HB 1120 (1991)

HB 1194 pending

HB 478 pending

5B 576 pending

HB 5438 pending

HB 4930 pending

HB 725 pending

HB 95 pending

S8 501 pending

PrOVISIon

May offer limned benefit policies to
employers With no more than 25 employees
Statute specmes benefits which must be
Included

Regulates rates for small employers, some
parts from model Small employer defined
as one with less than 24 employees

Provides tax credit for businesses employmq
no more than 50 employees which provide health
Insurance under new law but have not In the past
3 years

Authonzes Insurers to offer basic polley
Without many mandated benefits to employers
With less than 25 employees

Would regulate rates for small groups of not
more than 25 employees

Model plus more, limited to less than 50
employees Reinsurance pool for Insurers In
small group market

Minimum benefit plan may be offered to
employees of employer With 50 or fewer
employees If have not offered group plan
dunng past 12 months Tax credits for
employer

May not base premiums on experience of
group With less than 1000 members May
aggregate small groups to Yield at least
1000 IndiVidual members

Loss ratio, reinsurance pool

MS No provision



State

MO

MT

NE

NV

NH

NJ

NM

Citation

Section
376 995 (1990)

HB 693 (1991)

LB 419 (1991)

S8 503 pending

S8 321 pending

HB 718 pending

AS 4301 pendmq

58 3132, HB 4346
pending

S870 (1991)

S8 504 (1991)

PrOVISion

Limited mandate policies may be offered by
employers who employ 50 or fewer persons
Must clearly disclose nature of policy

May Issue limited benefit health policies to
employers with less than 20 employees, or to
disabled, self-employed or unemployed
persons Law Includes tax credit for
employers

Model

Authorizes plan for small employers,
establishes requirements concerning coverage

Model proposed for purpose of assistmq
employers with 25 or fewer employees
In providing affordable Insurance coverage

Basic policy

Basic policy for groups of under 25
employees Model provrsion to protect
against excessive rate changes plus
reinsurance pool

Basic policies may be offered to employers
who have not covered their employees dUring
last 12 months

Individuals, families and groups of fewer
than 20 members may qualify for a policy
with specmed minimum benefits Mandated
benefits need not be Included Premiums
from policy exempt from premium tax for
first three years after Issuance

Model



State CItation PrOVISion

NY AS 3719 pending Would aHow Insurance companies to offer
small businesses a health Insurance plan
without state mandates

AS 4665 pending Would provide tax credits for small
businesses that offer health Insurance to
their employees

AS 6702 pending Would require community rating on open
enrollment basis for all mdivrduals and
groups of 50 or fewer

Regulation pending Would prorubrt experience rating

NC HB 1037 (1991) Commissioner will appoint committees to
recommend level of coverage of employers
With 25 or fewer employees Includes
provision for basic coverage without
mandated benefits Limits on rate Increases
and provision for reinsurance pool

NO HB 1042 (1991) Small employers With fewer than 25 employees
could offer basic pohcres Without most
mandated benefits

HB 1539 Model

OH HB 113 pending Basic policy Without mandates

OK Title 36 Sections Board will develop state - certified basic
6501 to 6507 (1990) benefits plan, approve entities who may

offer, Employers shall pay at least 50°,10 of
premium

OR Sections Creates Insurance pools to provide coverage
653705 to for employers which employ no more than 25
653 991 (1989) employees Offer basic package plus options

for additional benefits

Section Employers With no more than 25 employees
316 096 (1989) qualify for tax credit when offer coverage

to their employees



State

PA

RI

Cltat!c~

HB 727 pelidlng

Sections
27-183-1 to
2718 3- 13 (199C~

p-:::v~S!O'1

Tax credit for small businesses which
provide health insurance for employees

Provides basic health coverage for employers
of snail groups of 25 or less, or unemployed
or se!f- employed mdivrduals Exempt from
mandated benefit requirements Managed care
cost containment provisions Included

Regulation L pending Implement statute

sc

so

TN

Sections
28-71-910 to
28-71-990 (1991)

S8 229 (1991)
eft 7-1-92

58 1228 pending

HB 924, 5B 1264
pending

HB 1353 pending

S8 1403 pending

~J1odei

Model

Would limit renewal rates on group poucies
to average renewal rates offered to other
subscnbers

May offer baste pohcy to employers With

groups of fewer than 25 employees

LImited benefit pohcies

May offer hmrted mandate pohcies to groups
of 25 employees or less Limited to groups
which haven't been Insured for last 18
months

TX No provision

UT No provision

VT HB ~ 76 (1991)

HB 422 pendIng

Would apply to employers with no more than
49 employees Registered small group
earners may offer olar-s, rates must be
based on comrnuruty rating and meet standards
provided In statute

Model plus more



State Citation Provision

VA Sections Insurers may Issue hrnrted mandate health
382-3425 to Insurance policies to Individuals, families
382-3430 (1990) and groups of less than 50 members Law

spells out benents to be Included,
provisions to control costs

WA Section May offer basic group policy to employers
48 21 045 (1990) wIth less than 25 employees

WV Sections May offer basic policy without most mandates
33-16C-1 to to employers who have not provided Insurance
33-16C-10 (1991) to employees dUring past 12 months

Sections NAle Model, limited to employers with less
33-160-1 to than 50 employees
33-160-13 (1991)

WI AS 91 pending Model, also estabhshed state programs WIth
basic coverage where Insurers JOin forces

WY No provrsion

Source National ASSOciation of Insurance Commissioners {NAIC}, August, 1991

Note Model refers to the NAIC model law regarding "Premium Rates and
Renewability of Coverage for Health Insurance Sold to Small Groups",
adopted December 1990
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SectIQn 1 Purpose

The Intent Qf this Act IS tQ promote the availabihty of health Insurance coverage to
small employers, to prevent abusive rating practices, to require disclosure of ratmg
practices to purchasers, to establish rules for contmuity of coverage for employers and
covered Individuals, and to Improve the efficiency and fairness of the small group health
msurance marketplace

Secuon 2 DefinItions

A "Actuarial cernfrcation II means a wntten statement by a member of the
Amencan Academy of Actuaries or other mdrvidual acceptable to the
commissioner that a small employer carrier IS In compliance with the
provisions of Section 4 of this Act, based upon the person' s examination,
Including a review of the appropriate records and of the actuarial
assumptions and methods utihzed by the earner In establishmg premium
rates for applicable health benefit plans.

B "Base premium rate" means, for each class of business as to a rating penod,
the lowest premium rate charged or which could have been charged under a
rating system for that class of business, by the small employer camer to small
employers With Similar case charactenstics for health benefit plans WIth the
same or smnlar coverage

C "Carner" means any person who provides health Insurance In this state. For
the purposes of this Act, earner Includes a licensed Insurance company, a
prepaid hospital or medical service plan, a health mamtenance orgamzauon,
a multiple employer welfare arrangement or any other person providing a
plan of health Insurance subject to state Insurance regulation

D "Case charactenstics" mean demographic or other relevant charactensncs of
a small employer, as determined by a small employer carrier, which are
considered by the earner In the determmanon of premium rates for the small
employer Claim experience, health status and duration of coverage since
Issue are not case characteristics for the purposes of thIS Act.

E "Class of business" means all or a distinct grouping of small employers as
shown on the records of the small employer earner,

(1) A distinct grouping may only be estabhshed by the small employer
carner on the basis that the apphcable health benefit plans:

(a) Are marketed and sold through mdividuals and organizations
which are not participatmg In the marketing or sale of other
distmct groupings of small employers for such small employer
earner,
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(b) Have been acquired from another small employer carrier as a
distmct grouping of plans,

(c) Are provided through an aSSOCIatIon WIth membership of not
less than [Insert number] small employers which has been
formed for purposes other than obtammg Insurance; or

(d) Are In a class of business that meets the requirements for
exception to the restnctions related to premium rates provided
In Subsection A(l){a) of Section 4

(2) A small employer earner may estabhsh no more than two (2)
addrtional groupings under each of the subparagraphs In Paragraph
(1) on the basis of underwritmg cnteria which are expected to
produce substantial vananon In the health care costs.

(3) The commissioner may approve the estabhshment of addiuonal
distinct groupings upon apphcanon to the comnnssioner and a finding
by the commissioner that such action would enhance the efficiency
and fairness of the small employer Insurance marketplace

F. "Commissioner" means the Commissioner of Insurance.

G "Department" means the Department of Insurance

H "Health benefit plan" or "plan" means any hospital or medical expense
Incurred policy or certificate, hospital or medical service plan contract, or
health maintenance orgamzation subscnber contract. Health benefit plan
does not Include accident-only, credit, dental or drsability Income Insurance;
coverage Issued as a supplement to lrabrlrty Insurance, worker's
compensauon or similar Insurance, or automobtle medical-payment
msurance

I. "Index rate" means for each class of business for small employers WIth smular
case charactenstics the anthmetic average of the applicable base premium
rate and the corresponding highest premium rate

J. "New business premium rate" means, for each class of busmess as to a rating
penod, the premium rate charged or offered by the small employer camer to
small employers with smular case charactenstics for newly Issued health
benefit plans with the same or similar coverage

K. "Rating period" means the calendar period for WhICh premium rates
estabhshed by a small employer earner are assumed to be In effect, as
determined by the small employer camer

L. "Small employer" means any person, fum, corporation, partnership or
association actively engaged In busmess who, on at least fifty percent (50 %)
of Its working days dunng the preceding year, employed no more than
twenty-five (25) eligible employees In determmmg the number of ehgible
employees, companies which are affiliated companies or which are ehgible to
file a combined tax return for purposes of state taxation shall be considered
one employer
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Draftmg Note States may wish to consider a different threshold number of
employees for the purposes of defining a 11 small employer," depending on the
underwriting and marketing practices of earners In the state and any other
factors that the state finds relevant

M "Small employer earner" means any earner which offers health benefit plans
covenng the employees of a small employer

Sectlon 3 Health Insurance Plans Subject to thiS Act

A Except as provided In Subsection B of this secnon, the provisions of this Act
apply to any health benefit plan which provides coverage to one or more
employees of a small employer

B The provisrons of this Act shall not apply to mdrvidual health Insurance
policies which are subject to pohcy form and premium rate approval as
provided In [Insert reference to Insurance code provisions for approval of
mdrvidual forms and rates]

SectIon 4 Restnctions RelatIng to PremIum Rates

A Premium rates for health benefit plans subject to this Act shall be subject to
the following provisions

(1) The Index rate for a ratmg penod for any class of business shall not
exceed the Index rate for any other class of busmess by more than
twenty percent (20%)

Paragraph (1) shall not apply to a class of business If all of the
following apply·

(a) The class of business IS one for which the carner does not
reject, and never has rejected, small employers Included withm
the defimtion of employers eligible for the class of business or
otherwise eligible employees and dependents who enroll on a
timely baSIS, based upon their claim experience or health
status,

(b) The earner does not involuntanly transfer, and never has
mvoluntanly transferred, a health benefit plan Into or out of
the class of business, and

(c) The class of business IS currently available for purchase
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(2) For a class of business, the premium rates charged dunng a rating
penod to small employers WIth snmlar case characterisncs for the
same or Similar coverage, or the rates which could be charged to such
employers under the rating system for that class of business, shall not
vary from the Index rate by more than twenty-five percent (25%) of
the Index rate

(3) The percentage Increase In the premium rate charged to a small
employer for a new ratmg penod may not exceed the sum of the
following

(a) The percentage change In the new busmess premium rate
measured from the first day of the pnor rating penod to the
first day of the new rating period. In the case of a class of
busmess for which the small employer earner IS not ISSUIng new
policies, the earner shall use the percentage change In the base
premium rate,

(b) An adjustment, not to exceed fifteen percent (15%) annually
and adjusted pro rata for ratmg penods of less than one year,
due to the claim experience, health status or duration of
coverage of the employees or dependents of the small
employer as determmed from the camer's rate manual for the
class of business, and

(c) Any adjustment due to change In coverage or change In the
case charactenstics of the small employer as determined from
the earner's rate manual for the class of busmess.

(4) In the case of health benefit plans ISSUed pnor to the effective date of
this Act, a premium rate for a rating penod may exceed the ranges
descnbed In Subsection A(t) or (2) of this secnon for a penod of five
(5) years following the effective date of this Act. In that case, the
percentage Increase In the premium rate charged to a small employer
In such a class of business for a new ratmg penod may not exceed the
sum of the followmg

(a) The percentage change In the new business premium rate
measured from the first day of the pnor rating penod to the
first day of the new rating penod. In the case of a class of
busmess for which the small employer cam.er IS not ISSUIng new
policies, the earner shall use the percentage change 10 the base
premium rate; and

(b) Any adjustment due to change In coverage or change In the
case charactenstics of the small employer as determmed from
the camer's rate manual for the class of business.

B Nothmg In this section IS Intended to affect the use by a small employer
carner of legitimate rating factors other than chum expenence, health status
or duration of coverage In the determmation of premium rates. Small
employer earners shall apply rating factors, Including case charactenstics,
consistently With respect to all small employers In a class of business
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C. A small employer carrier shall not involuntanly transfer a small employer
Into or out of a class of business A small employer earner shall not offer to
transfer a small employer Into or out of a class of business unless such offer IS

made to transfer all small employers In the class of business Without regard
to case charactensncs, claim expenence, health status or duration since Issue

Sectlon 5. PrOVIsIons on Renewabthty of Coverage

A. Except as provided 10 Subsection B of this section, a health benefit plan
subject to this Act shall be renewable to all elrgrble employees and
dependents at the option of the small employer, except for the following
reasons.

(1) Nonpayment of required premiums,

(2) Fraud or nusrepresentation of the small employer, or WIth respect to
coverage of an Insured mdrvidual, fraud or misrepresentanon by the
msured mdividual or such mdividual's representative,

(3) Noncomphance WIth plan provisions,

(4) The number of mdrviduals covered under the plan IS less than the
number or percentage of eligible mdividuals required by percentage
requirements under the plan, or

(5) The small employer IS no longer actively engaged In the busmess In
whichIt wasengaged on the effectrve date of the plan.

B. A small employer camer may cease to renew all plans under a class of
business. The camer shall provide nonce to all affected health benefit plans
and to the commissioner In each state In which an affected Insured mdrvidual
IS known to reside at least nmety (90) days pnor to termmation of coverage.
A earner which exercises Its nght to cease to renew all plans In a class of
business shallnot

(1) EstablIsh a new class of business for a penod of five (5) years after the
nonrenewal of the plans WIthout pnor approval of the commissioner;
or

(2) Transfer or otherwise provide coverage to any of the employers from
the nonrenewed class of business unless the earner offers to transfer
or provide coverage to all affected employers and eligible employees
and dependents WIthout regard to case characterrstrcs, claim
experience, health status or duration of coverage.



SectIon 6 DIsclosure of RatIng PractIces and RenewabIlIty PrOVIsIons

Each small employer carrier shall make reasonable disclosure In sohcrtanon and
sales matenals provided to small employers of the following

A The extent to which premium rates for a specifrc small employer are
estabhshed or adjusted due to the claim expenence, health status or duration
of coverage of the employees or dependents of the small employer,

B The provisions concernmg the earner's right to change premium rates and
the factors, Including case charactenstics, WhICh affect changes In premium
rates,

C A descnption of the class of business In which the small employer IS or WIll
be Included, mcluding the applicable grouping of plans, and

D. The provisions relatmg to renewabihty of coverage

Secbon 7 MaIntenance of Records

A Each small employer earner shall mamtam at Its pnncipal place of business a
complete and detailed descripnon of Its ratmg pracnces and renewal
underwrmng practices, mcludmg Information and documentation which
demonstrate that Its ratmg methods and practices are based upon commonly
accepted actuanal assumptions and are In accordance WIth sound actuarial
pnnciples

B. Each small employer earner shall file each March 1 WIth the comrmssioner
an actuanal cernficanon that the earner IS In comphance With this section
and that the rating methods of the carrier are actuanally sound A copy of
such cernficanon shall be retained by the earner at Its prmcipal place of
business

C A small employer carrier shall make the mformanon and documentation
.descnbed In Subsection A of this section available to the comrmssioner upon
request. The mformation shall be considered proprietary and trade secret
Information and shall not be subject to disclosure by the commissioner to
persons outside of the department except as agreed to by the earner or as
ordered by a court of competent junsdicnon
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SectIon 8 Dlscreuon of the CommIssIoner

The commissioner may suspend all or any part of Section 4 as to the prernrum rates
apphcable to one or more small employers for one or more ratmg penods upon a filmg by
the small employer camer and a finding by the commissioner that either the suspension IS
reasonable In hght of the financial condmon of the carrier or that the suspension would
enhance the efficiency and fairness of the marketplace for small employer health Insurance.

SectIon 9. EffectIve Date

The provisions of this Act shall apply to each health benefit plan for a small
employer that IS dehvered, ISSUed for dehvery, renewed or continued In this state after the
effective date of this Act. For purposes of this section, the date a plan IS connnued IS the
first ranng penod which commences after the effective date of this Act

Legislanve HIstory (all references are to the Proceedings of the NAIC).

1991 Proc. I (adopted).
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Section 1 Short TItle

ThIS Act shall be known and may be CIted as the Small Employer Health Access Act

Section 2 Purpose

The purpose and Intent of this Act IS to promote the availability of health Insurance
coverage to small employers regardless of their health status or claims experience, to prevent
abusive ratmg practices, to require disclosure of ratmg practices to purchasers, to estabhsh
rules regarding renewability of coverage, to establish hmitations on the use of preexisting
condition exclusions, to provide for development of "basic" and "standard" health care plans to
be offered to all small employers, to provide for establishment of a reinsurance Program, and
to Improve the overall fairness and efficiency of the small group health Insurance market ThIS

Act does not provide a comprehensive solution to the problem of affordabihty of health care or
health Insurance

Section 3 Defimtions

A "Actuarial certifrcanon" means a written statement by a member of the
Amencan Academy of Actuaries or other indrvidual acceptable to the
commissioner that a small employer earner IS In comphance With the provisions
of Section 5 of this Act, based upon the person's examination, mcludmg a
review of the appropnate records and of the actuanal assumptions and methods
used by the small employer earner In estabhshmg premium rates for apphcable
health benefit plans.

B "Base premium rate" means, for each class of business as to a rating penod, the
lowest premium rate charged or that could have been charged under a rating
system for that class of business, by the small employer earner to small
employers WIth similar case charactensncs for health benefit plans With the
same or snmlar coverage

C "BaSIC health care plan" means a low cost health care plan developed pursuant
to Section 11

D "Board" means the board of directors of the Program

E "Camer" means any person who provides health Insurance In this state For the
purposes of this part, Insurer Includes an Insurance company, a prepaid hospital
or medical care plan, a health maintenance orgamzation, a multiple employer
welfare arrangement, or any other person providmg a plan of health Insurance
subject to state Insurance regulation For purposes of this Act, companies that
are affiliated companies or that are eligible to file a consolidated tax return shall
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be treated as one carrier except that any Insurance company, health service
corporation, hospital service corporation or medical service corporation u.a. IS

an affiliate of a health maintenance organization located In this state, or any
health maintenance orgamzation located In this state WhICh IS an affihate of an
Insurance company, health service corporation, hospital service corporation or
medical service corporation may treat the health maintenance orgamzation as a
separate earner and each health maintenance orgaruzation that operates only one
health maintenance orgamzauon In a service area of this state may be considered
a separate camer

F ..Case charactenstics" means demographic or other objective charactensncs of a
small employer, as deterrmned by a small employer earner, that are considered
by the small employer carrier In the determmation of premium rates for the
small employer, provided, however, that claim expenence, health status and
duration of coverage SInce Issue are not case charactensncs for the purposes of
this Act

G "Class of busmess" means, all or a distmct grouping of small employers as
shown on the records of the small employer camer

(1) A distmct grouping may only be established by the small employer
camer on the baSIS that the apphcable health benefit plans-

(a) Are marketed and sold through individuals and orgamzations
which are not participatmg In the marketing or sale of other
disnnct groupings of small employers for such small employer
earner,

(b) Have been acquired from another small employer earner as a
distinct grouping of plans, or

(c) Are provided through an association WIth membership of not less
than [Insert number] small employers WhICh has been formed for
purposes other than obtammg Insurance,

(2) A small employer earner may establish no more than two (2) additional
groupings under each of (a) through (e) In Subsection (1) on the basis of
underwntmg cntena WhICh are expected to produce substanttal vananon
In the health care costs

(3) The commissioner may approve the establishment of additional distmct
groupings upon apphcation to the comrmssioner and a findmg by the
comrmssioner that such action would enhance the efficiency and fairness
of the small employer marketplace

H. "Comrmssioner" means the Insurance commissioner of this state

Drafting Note Where the word "commissioner" appears In this Act, the appropriate
designation for the chief Insurance supervisory official of the state should be
substituted

I "Dependent" means the spouse or child of an eligible employee, subject to
applicable terms of the health care plan covenng the employee
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J "Eligible employee" means an employee who works on a full-time basis, WIth a
normal work week of thirty (30) or more hours and has met any applicable
waning penod requirements The term Includes a sole propnetor, a partner of a
partnership, or an Independent contractor, If the sole proprietor, partner or
Independent contractor 15 Included as an employee under a health care plan of a
small employer, but does not Include employees who work on a part-tune,
temporary or substitute basis

L "Health benefit plan II means any hospital or medical policy or certificate,
hospital or expense Incurred policy or certificate, hospital or medical service
plan contract, or health maintenance orgamzanon subscnber contract Health
Insurance plan does not Include accident-only, fixed mdemruty, hrmted benefit,
credit, dental, VISion, Medicare supplement, long-term care, or disability
Income Insurance, coverage Issued as a supplement to hability Insurance,
worker's compensation or sirmlar Insurance, or automobile medical-payment
Insurance

M "Index rate" means, for each class of business as to a rating penod for small
employers WIth snrnlar case characterrsncs, the anthmenc average of the
applicable base premium rate and the corresponding highest premium rate

N. "Late enrollee" means an ehgible employee or dependent who requests
enrollment In a health benefit plan of a small employer following the mrnal
enrollment penod provided under the terms of the health benefit plan, provided
that the imnal enrollment penod shall be a penod of at least thirty (30) days
However, an eligible employee or dependent shall not be considered a late
enrollee If

(1) The mdividual

(a) Was covered under a public or pnvate health Insurance or health
benefit arrangement at the time the mdividual was ehgible to
enroll,

(b) Has lost coverage under a public or pnvate health Insurance or
other health benefrt arrangement as a result of termination of
employment, or ehgibrhty the termmanon of the other plan I s
coverage, death of a spouse or divorce; and

(c) Requests enrollment withm thirty (30) days after terrrnnation of
coverage provided under a public or pnvate health Insurance or
other health benefit arrangement,

(2) The mdividual IS employed by an employer which offers multiple health
benefit plans and the mdividual elects a different plan dunng an open
enrollment penod, or

(3) A court has ordered coverage be provided for a spouse or mmor child
under a covered employee I s health benefit plan and request for
enrollment IS made withm thirty (30) days after Issuance of the court
order
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o "New business premium rate" means, for each class of business as to a ratmg
penod, the lowest premium rate charged, offered or which could have v,;~••

charged or offered by the small employer earner to small employers with
similar case charactenstics for newly Issued health benefit plans WIth the same
or sumlar coverage

P "Parncipatmg earner" means all small employer camers ISSUIng health benefit
plans In this state [except any small employer carrier electing to be a risk
assuming camer ]

Drafting Note Remove the wording In brackets If reinsurance IS mandatory

Q "Plan of operation" means the plan of operanon of the Program, including
articles, bylaws and operating rules, adopted by the Board pursuant to Section
10

R "Preexistmg condinon prOVISIon" means a policy provrsion that excludes
coverage for charges or expenses Incurred dunng a specified penod following
the Insured I s effective date of coverage, as to a condmon which, during a
specified penod immediately preceding the effective date of coverage, had
manifested Itself In such a manner as would cause an ordmanly prudent person
to seek medical advice, diagnosis, care or treatment, or for which medical
advice, diagnosis, care or treatment was recommended or received as to that
condition or as to pregnancy existmg on the effective date of coverage

S "Program" means the [State] Small Employer Health Access Program created
by Section 10

T "Ratmg period" means the calendar penod for WhICh premium rates established
by a small employer earner are assumed to be In effect, as determined by the
small employer camer

U "Small employer carrier" means a carrier that offers health benefit plans
covenng ehgible employees of one or more small employers

V "Small employer" means any person, fum, corporation, partnership or
association that IS actively engaged In busmess that, on at least fifty percent
(50 %) of Its working days during the preceding calendar quarter, employed at
least [3] but no more than [25] eligible employees, the majority of whom were
employed within this state In deterrmmng the number of eligible employees,
companies which are affrhated companies, or which are elrgible to file a
combined tax return for purposes of state taxation, shall be considered one
employer

W "Standard health care plan" means a health care plan developed pursuant to
Section 11

X "Committee" means the Health Benefit Plan Comrmttee created pursuant to
Section 11

Y "Risk-assurrung earner" means a small employer earner electing to comply WIth
the requirements set forth In Section 9
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Z "Remsunng camer" means a small employer camer electmg to comply with the
requirements set forth In Section 10

Drafting Note Delete Subsections Y and Z If reinsurance IS mandatory

Section 4. Applicability and Scope

A ThIS Act shall apply to any health benefit plan WhICh provides coverage to a
small employer In this state If either of the following condinons are met

(1) Any portion of the premium or benefits IS paid by a small employer or
any eligible employee or dependent covered mdividual IS reimbursed,
whether through wage adjustments or otherwise, by a small employer for
any portion of the premium

(2) The health benefit plan IS treated by the employer or any of the eligible
employees or dependents as part of a plan or Program for the purposes
of Section 162, Section 125 or Section 106 of the United States Internal
Revenue Code

B. The provisions of [Insert appropnate state statutory citations referencing
mdrvidual health insurance laws and health maintenance orgamzation laws
applicable to rate and form filtngs] shall not apply to mdrvidual health Insurance
policies or contracts to the extent subject to the provisions of this Act

Drafting Note. ThIS paragraph Included to aVOId dual regulation of mdrvidual health
benefit plans sold to small employers

Section 5. Restncnons Relanng to Premium Rates

A. Premium rates for health benefit plans subject to this Act shall be subject to the
following provisions,

(1) The Index rate for a rating penod for any class of business shall not
exceed the Index rate for any other class of busmess by more than twenty
percent (20%), adjusted pro rata for penods less than a year

(2) For a class of business, the premium rates charged dunng a rating penod
to small employers with similar case charactenstics for the same or
similar coverage, or the rates WhICh could be charged to such employers
under the rating system for that class of business shall not vary from the
Index rate by more than twenty-five percent (25 %) of the Index rate,
adjusted pro rata for rating penods of less than a year

- 5 -



(3) The percentage Increase In the premium rate charged to a small employer
for a new rating penod, adjusted pro rata for rating periods less L.u~H a
year, may not exceed the sum of the following

(a) The percentage change In the new busmess premium rate
measured from the first day of the pnor rating penod to the first
day of the new rating penod In the case where a small employer
earner IS not issumg any new policies, but IS only renewing
policies, the earner shall use the percentage change In the base
premium rate,

(b) Any adjustment, not to exceed fifteen percent (15%) annually and
adjusted pro rata for ratmg penods of less than one year, due to
the claim expenence, health status or duration of coverage of the
employees or dependents of the small employer as deterrmned
from the small employer earner's rate manual for the class of
business, and

(c) Any adjustment due to change In coverage or change In the case
charactenstics of the small employer as deterrnmed from the
small employer camer's rate manual for the class of busmess

(4) Adjustments 10 rates for claim expenence, health status and duration
from Issue may not be charged to mdrvidual employees or dependents
Any such adjustment must be apphed uniformly to the rates charged for
all employees and dependents of the small employer

(5) Any adjustment In rates charged by a small employer earner electing to
be a remsunng carrier caused by reinsurance 1S subject to the rating
hmitanons set forth In this section

(6) Premium rates for health benefit plans shall comply with the
requirements of this section notwithstanding any assessments paid or
payable by small employer camers In accordance With Section 8

(7) In any case where a small employer earner unhzes Industry as a case
charactensnc In estabhshmg premium rates, the rate factor associated
WIth any Industry classrfication shall not vary from the arrthmetrc
average of the rate factors associated WIth all Industry classificanons by
greater than fifteen percent (15%) of such coverage

(8) In the case of health benefit plans ISSUed pnor to the effecnve date of this
Act, a premium rate for a rating penod, adjusted pro rata for ratmg
penods of less than a year, may exceed the ranges set forth In Subsection
A(l) and (2) of this secuon for a penod of three (3) years following the
effective date of this Act In that case, the percentage Increase In the
premium rate charged to a small employer In such a class of business for
a new ratmg penod may not exceed the sum of the following

(a) The percentage change In the new business premium rate
measured from the first day of the pnor ratmg penod to the first
day of the new rating penod In the case where a small employer
carrier IS not ISSUIng any new policies, but 1S only renewing
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pohcies, the small employer carrier shall use the percentage
change In the base premium rate, and

(b) Any adjustment due to change In coverage or change In the case
charactenstics of the small employer as deterrmned from the
camer' s rate manual for the class of busmess

(9) Small employer earners shall apply ratmg factors, mcludrng case
charactenstics, consistently With respect to all small employers In a class
of business

B A small employer camer shall not transfer a small employer mvoluntanly Into
or out of a class of busmess A small employer carrier shall not offer to
transfer a small employer Into or out of a class of business unless such offer 15
made to transfer all small employers In the class of business WIthout regard to
case charactenstics, claim experience, health status or duration of coverage
SInce Issue.

C The commissioner may suspend for a specified penod the apphcanon of
Subsection A(l) as to the prermum rates applicable to one or more small
employers Included withm a class of business of a small employer earner for
one or more ratmg penods upon a fihng by the small employer earner and a
finding by the commissioner either that the suspension IS reasonable In hght of
financial condition of the small employer earner or that the suspension would
enhance the efficiency and fairness of the marketplace for small employer health
Insurance

D In connection With the offering for sale of any health benefit plan to a small
employer, a small employer earner shall make a reasonable disclosure, as part
of Its sohcnanon and sales rnatenals, of all of the following

(1) The extent to which premium rates for a specified small employer are
established or adjusted In part based upon the actual or expected
vanation m claims costs or actual or expected vananon In health
condition of the employees and dependents of the small employer,

(2) The provisions concermng the small employer earner' s nght to change
premium rates and the factors other than chum expenence which affect
changes in premium rates,

(3) The provisions relating to renewability of policies and contracts; and

(4) The provisions relating to any preexisnng condinon provision

E (1) Each small employer carrier shall mamtam at Its prmcipal place of
business a complete and detailed descnpnon of Its rating practices and
renewal underwntmg practices, mcludmg mformation and documentation
that demonstrate that Its rating methods and practices are based upon
commonly accepted actuanal assumptions and are In accordance WIth
sound actuanal principles

(2) Each small employer earner shall file WIth the cornrmssioner annually on
or before March 15 an aetuanal certificanon certifymg that the camer IS
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10 comphance with this Act and that the ratmg methods of the small
employer earner are actuanally sound A copy of the certrfication shall
be retained by the small employer carrier at Its prmcipal place of
business

(3) A small employer camer shall make the mformation and documentanon
descnbed In Subsection E(l) available to the commissioner upon request.
Except 10 cases of VIolations of this Act, the mformanon shall be
considered proprietary and trade secret Information and shall not be
subject to disclosure by the commrssioner to persons outside of the
Department except as agreed to by the small employer earner or as
ordered by a court of competent jurisdiction.

Section 6 Renewabihty of Coverage

A A health benefit plan subject to tlus Act shall be renewable WIth respect to all
ehgible employees or dependents at the option of the employer except In the
following cases

(1) Nonpayment of the required premiums,

(2) Fraud or misrepresentation of the employer or, WIth respect to coverage
of mdrvidual Insureds, the Insureds or their representatives;

(3) Noncompliance With the earner's rmmmum parncipanon requirements;

(4) Noncomphance WIth the earner's employer contnbunon requirements;

(5) Repeated misuse of a provider network prOVISIon; or

(6) The small employer earner elects not to renew all of Its health benefit
plans ISSUed to small employers In this state. In such a case the camer
shall

(a) PrOVIde advanced notice of Its decision under this paragraph to
the commissioner In each state In which It IS bcensed; and

(b) PrOVIde notice of the decrsion not to renew coverage to all
affected health benefit plans and to the commissioner In each state
In which an affected Insured individual IS known to reside at least
180 days pnor to the nonrenewal of any health benefit plans by
the camer Notice to the commissioner under this subparagraph
shall be provided at least three (3) working days pnor to the
notice to the affected plans

(7) The [commissioner] finds that the contmuanon of the coverage would:

(a) Not be In the best Interests of the pohcyholders or certifrcate
holders, or
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(b) Impair the earner's ability to meet Its contractual obhganons

In such Instance the [commissioner] shall assist affected small employers
In finding replacement coverage

Section 7 Availability of Coverage

A Within 180 days after the commissioner's approval of the basic health care plan
and the standard health care plans developed pursuant to Section 11, every small
employer earner shall, as a condinon of transacting business In this state WIth
small employers, actively offer to small employers at least two (2) health care
plans One plan offered by each small employer camer shall be a baste health
care plan and one plan shall be a standard health care plan All small employer
camers shall Issue the elected plans to every small employer that elects to be
covered under either one of these plans and agrees to make the required
premium payments and to satisfy the other reasonable provisions of the plan

B A small employer earner shall file With the commissioner, In a format and
manner prescnbed by the comrmssioner, the baSIC health care plan and the
standard health care plan to be used by the earner, A plan filed pursuant to this
section may be used by a small employer camer begmnmg thirty (30) days after
It IS filed unless the commissioner disapproves ItS use

C Health benefit plans covenng small employers shall comply WIth the following
provisions'

(1) Preexisting condmon provisions shall not exclude coverage for a penod
beyond twelve (12) months following the mdividuals effectrve date of
coverage and may only relate to conditions mamfesnng themselves In
such a manner as would cause an ordmanly prudent person to seek
medical advice, diagnosis, care or treatment or for which medical
advice, diagnosis, care or treatment was recommended or received
dunng the SIX (6) months immedrately preceding the effective date of
coverage or as to a pregnancy existmg on the effective day of coverage

(2) In deterrmmng whether a preexisnng condition prOVISIon applies to an
ehgible employee or dependent, all health benefit plans shall credit the
time the person was previously covered by pubhc orprivate health
Insurance or other health benefit arrangement If the previous coverage
was contmuous to a date not more than sixty (60) days pnor to the
effective date of the new coverage, exclusrve of any applicable waitmg
penod under such plan

(3) Late enrollees may be excluded from coverage for the greater of
eighteen (18) months or a erghteen-month preexistmg condition
exclusion, provided that If both a penod of exclusion from coverage and
a preexistmg condition exclusion are applicable to a late enrollee, the
combined penod shall not exceed eighteen (18) months

- 9 -



(4) Any requirement used by a small employer carrier In deterrmrung
whether to provide coverage to a small employer group, mcludmg
requirements for minimum participanon of eligible employees and
mmimum employer contnbunons, shall be applied uniformly among all
small employer groups With the same number of ehgible employees
applying for coverage or recervmg coverage from the small employer
earner A small employer carrier shall only vary apphcanon of
rmrumurn parucipanon requirements and mimmum employer contribution
requirements by the SIze of the small employer group

(5) If a small employer camer offers coverage to a small employer, It shall
offer coverage to all of the small employer's eligible employees and their
dependents A small employer earner shall not offer coverage to only
certain persons In a group or to only part of a group, except In the case
of the enrollees as provided In paragraph (3) of this subsection

D (1) No health maintenance orgamzanon shall be required to offer coverage
or accept applications pursuant to Subsection A In the case of the
following

(a) To a small employer, where the small employer IS not physically
located In the health maintenance organization r S approved service
areas,

(b) To an employee, when the employee does not work or reside
withm the health maintenance orgamzanon1 s approved service
areas, or

(c) Withm an area where the health maintenance orgamzanon
reasonably anticipates, and demonstrates to the sansfacnon of the
comrmssioner, that It WIll not have the capacity WIthin the area In
Its network of providers to deliver service adequately to the
members of such groups because of Its obliganons to existing
group contractholders and enrollees.

(2) A health maintenance orgamzanon that cannot offer coverage pursuant to
Subsectton (D)(l)(c) may not offer coverage In the apphcable area to
new cases of employer groups WIth more than twenty-five (25) ehgible
employees or small employer groups until the later of 180days following
each such refusal or the date on which the carner notifies the
commissioner that It has regained capacity to dehver services to small
employer groups.

E A small employer earner shall not be required to offer coverage or accept
applications pursuant to Subsection A of this secnon for as long as the
comnussroner finds that the acceptance of an apphcanon or apphcanons would
place the small employer earner In a financially impaired condition
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Section 8 Small Employer Camer Election

A A small employer carner shall elect to either become a nsk-assummg camer or
a remsunng earner The election shall be bmding for a five-year penod except
that the minal election shall be made withm thirty days (30) of the effective date
of this Act and shall be made for two (2) years The commissioner may permit
a carrier to modify Its election at any time for good cause shown, after a
heanng

B A small employer carrier which elects to cease parucipatmg as a reinsurmg
earner and elects to become a nsk-assummg earner shall be prohibrted from
remsunng or contmumg to reinsure any small employer health benefits plan
pursuant to Sections 9 and 10 of this Act as soon as the camer becomes a risk
assummg earner However, a reinsuring earner electmg to become a risk
assuming earner shall pay a prorated assessment based upon business ISSUed as a
remsunng camer for any portion of the year that the business was reinsured A
small employer earner which elects to cease parncipanng as a remsunng camer
shall be permitted to reinsure small employer health benefit plans under the
terms set forth In Section 9 of this Act

Drafting Note Delete Section 8 If reinsurance IS mandatory

Section 9 Camer Election Process

A A small employer earner may become a nsk-assurnmg carrier by frhng an
apphcanon WIth the comrrnssioner In a format and manner prescribed by the
commissioner The commissioner may approve the apphcation of a small
employer earner to become a nsk-assummg earner If the commissioner finds
that the earner IS capable of assummg the status pursuant to the cntena set forth
In Subsection B

B In deterrmmng whether to approve an application by a small employer camer to
become a nsk-assummg earner, the commissioner shall consider

(1) The earner's financial condmon to support the assumpnon of the nsk of
small employer groups,

(2) The earner's history of rating and underwntmg small employer groups,

(3) The earner's commitment to market fairly to all small employer In the
state or ItS service area, as applicable, and

(4) The earner's ability to assume and manage the nsk of enrollmg small
employer groups without the protection of the reinsurance Program
provided In Section 10
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c. The commissioner shall provide pubhc notice of an apphcanon by a small
employer camer for Section 9 status and shall provide at least a SIXty (60) day
penod for public comment poor to making a decision on the apphcanon. If the
apphcanon status IS not acted upon within ninety (90) days of the receipt of the
apphcanon by the comrmssioner, the camer may request a heanng.

D. The commissioner may rescind the approval granted to a nsk-assummg camer
under this section If the commissioner finds that the earner no longer meets the
cntena under Subsectton B

E. The commrssioner may hmit or rescind an approval granted to any nsk
assummg earner under tms section If the commissioner finds that Its continuance
would substantially Impair the financial viability of the remsurance program or
other earners.

F. A Risk-assuming earner shall make available to all small employers 18 this
state, on a year-round basts and WIthout regard to the health status or Industryof
the eligible employees and dependents of the small employers, health benefit
plans that provide at least the coverage of the baSIC health care plan and the
standard health care plan and that comply with the requirements of Sections 5, 6
and 7

G. A small employer earner electing to be a nsk-assurmng earner shall not be
subject to the provisions of Section 10

Drafting Note. Delete this section If reinsurance 15 mandatory.

Section 10. Small Employer Carner Reinsurance Program

A. A remsunng camer shall be subject to the provisions of tlus secnon

Draftmg Note: Delete Subsection A If reinsurance 15 mandatory.

B. There IS hereby created a nonprofit entity to be known as the [Insert name of
state] Small Employer Health Remsurance Program.

C. Wlthm SIXty (60) days of the effective date of this Act, the commissioner shall
give notice to all parucipatmg earners of the time and place for the imual
orgamzanonal meeting, WhICh shall take place within 120 days of the effective
date. The parncipatmg earners shall select the Initial board which shall be
subject to approval by the commissioner The board shall be selected by a
weighted vote based upon net health Insurance premium denved from health
benefit plans written In this state In the preVIOUS calendar year In the small
employer market. The board shall consist of at least five (5) and not more than
nine (9) representatives of participanng earners who shall serve three-year
staggered terms. To the extent possible, the board shall include representation
from. (1) Carners whose pnncipal health Insurance busmess IS In the small
employer market; (2) Nonprofit health, hospital or medical service corporanons;
and (3) Health maintenance orgamzanons. No one carrier Including Its
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affihates, shall be represented by a majority of the board The commissioner or
the commissioner's designee shall be an ex-officio votmg member of the board
In approving the selection of the board, the commissroner shall assure that all
participanng earners are fairl y represented

D If the mmal board IS not elected at the orgaruzanonal meeting, the commissioner
shall appoint the mitral board withm fifteen (15) days of the orgamzational
meeting

E WIthin 180 days after the appointment of the mrtral board, the board shall
submit to the commissioner a plan of operation and thereafter any amendments
thereto necessary or SUItable, to assure the fair, reasonable and equitable
adrmmstration of the Program The commissioner may, after notice and
heanng, approve the plan of operation provided the comrmssioner determines It
to be suitable to assure the fair, reasonable and equitable adrmmstration of the
Program, and provides for the shanng of Program gains or losses on an
equitable and proportionate baSIS In accordance With the provisions of
Subsection M of this section The plan of operation shall become effective upon
approval in wnnng by the comrmssioner consistent WIth the date on which the
coverage under this section shall be made available

F If the board falls to submit a suitable plan of operation withm 180 days after Its
appointment, the comrrnssroner shall, after nonce and heanng, adopt and
promulgate a temporary plan of operation The comrmssioner shall amend or
rescmd any plan adopted by him or her under this section at the time a plan of
operation IS submitted by the board and approved by the commissioner

G The plan of operation shall among other things

(1) Estabhsh procedures for handling and accounting of Program assets and
moneys and for an annual fiscal reportmg to the commissioner,

(2) Establish terms of office and procedures for filhng vacancies on the
board, subject to the approval of the comnnssioner,

(3) Estabhsh procedures for selecting an adrmmstenng carner and setnng
forth the powers and duties of the adrmmstenng camer,

(4) Establish procedures for reinsurmg nsks In accordance With the
provisions of this Act,

(5) Establish procedures for collecnng assessments from particrpanng
carners to provide for clai ms reinsured by the Program and for
adrmmstratrve expenses Incurred or estimated to be Incurred dunng the
penod for WhICh the assessment IS made, and

(6) Provide for any additional matters at the discretion of the board

H The Program shall have the general powers and authonty granted under the laws
of this state to Insurance companies and health maintenance orgaruzanons
hcensed to transact business, except the power to Issue health benefit plans pa
directly to either groups or individuals In addition thereto, the Program shall
have the specific authonty to
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(1)

(2)

(3)

(4)

(5)

(6)

(7)

(8)

Enter Into contracts as are necessary or proper to carry out the
provisions and purposes of this Act, mcludmg the authonty, WIth the
approval of the commissioner, to enter Into contracts WIth similar
Programs of other states for the JOInt performance of common functions
or WIth persons or other orgamzatrons for the performance of
adrmmstratrve functions,

Sue or be sued, mcluding talong any legal actions necessary or proper
for recovenng any assessments and penalties for, on behalf of, or against
the Program or any parncipatmg earners;

lake any legal action necessary to avoid the payment of Improper claims
agamst the Program,

Define the array of health coverage products for WhICh reinsurance will
be provided, and to Issue reinsurance policies, In accordance WIth the
requirements of this Act,

Estabhsh rules, condinons and procedures pertainmg to the reinsurance
of parncipatmg earner's nsks by the Program,

Estabhsh actuanal functions as appropriate for the operation of the
Program,

Assess particrpanng earners In accordance WIth the provrsions of
Subsection G, and to make advance intenm assessments as may be
reasonable and necessary for orgamzational and mterrm operating
expenses. Any mtenm assessments shall be credited as offsets against
any regular assessments due following the close of the fiscal year,

Appoint appropnate legal, actuanal and other committees as necessary to
provide technical assistance In the operation of the Program, policy and
other contract design, and any other function WIthin the authonty of the
Program,

(9)

(10)

Borrow money to effect the purposes of the Program Any notes or
other evidence of Indebtedness of the Program not In default shall be
legal Investments for earners and may be earned as admitted assets,

To the extent necessary, adjust the $5,000 deducuble reinsurance
requirement contained In Subsection 1(4) to reflect the effects of
mflation Also, WIth the approval of the comrrnssioner, the board may
Increase or decrease the amounts set forth In Subsections 1(4), 1(1) and
J(2) If It IS necessary to effectuate the purposes of this Act and does not
require remsunng camers to retain an unreasonable level of nsk

I A remsunng earner may reinsure With the Program as provided for In this
subsection

(1) WIth respect to a baSIC health care plan or a standard health care plan,
the Program shall reinsure the level of coverage provided and, WIth
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respect to other plans, the Program shall reinsure up to the level of
coverage provided In a basic or standard health care plan

(2) Expect In the case of a late enrollee, a remsunng earner may reinsure an
eligible employee or dependent withm 60 days of the commencement of
the coverage of the small employer A newly eligible employee or
dependent may be remsured within 60 days of the commencement of his
or her coverage

(3) A small employer earner may remsure an entire employer group within
60 days of the commencement of the group's coverage under the plan
The carner may choose to reinsure newly ehgible employees and
dependents of a reinsured group pursuant to paragraph (2) of this
subsection

(4) The program shall not reimburse a particrpatmg carrier WIth respect to
the claims of a reinsured employee or dependent until the carrier has
paid a deductible of $5,000 In a calendar year for benefits covered by the
program In addition, the parncipanng earner shall retam 10% of the
next $50,000 of benefit payments dunng a calendar year and the
program shall reinsure the remainder A parucipatmg camers' habihty
under this paragraph shall not exceed a maximum hrmt of $10,000 In any
one calendar year WIth respect to anyone [commissioner], the board may
adjust the deductible, retention percentage, or maximum hrmt to reflect
Increases In health care costs

(5) A small employer earner may terminate reinsurance for all of the
reinsured employees or dependents of a small employer on any plan
anmversary,

(6) Premium rates charged for reinsurance by the program to a health
maintenance orgamzation which IS federally qualified undue 42 USC
Sec 300c(c)(2)(A) , and as such IS subject to requirements that hrmt the
amount of fisk that may be ceded to the program that IS more restncnve
than paragraph (3) of this subsection, shall be reduced to reflect that
portion of the nsk above the amount set forth In paragraph (3) that may
not be ceded to the program, If any

1. Except as provided In Subsection K, premium rates charged by the Program for
coverage reinsured by the Program for that classification or group WIth similar
case charactensncsand coverage shall be estabhshed as follows

(1) The entire group may be reinsured for a rate that one and one-half (1.5)
times the rate estabhshed by the board.

(2) An ehgible employee or dependent may be reinsured for a rate that IS
five (5) times the rate estabhshed by the board

K In any case where a health benefit plan for a small employer IS entirely or
partially reinsured WIth the Program, the premium charged to the small
employer for any rating penod for the coverage ISSUed shall be consistent WIth
the requirements relatmg to premium rates set forth In Section 5A
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L (1) Following the close of each fiscal year, the board shall determine the
Program net loss for the year, the Program expenses for adrmrustration,
and the Incurred losses for the year, taking Into account Investment
Income -::"c other appropriate gains and losses

(2) Any net loss for the year shall be recouped by assessments of
participatmg earners

(a) The board shall determine an equitable assessment formula for
the purpose of recouping assessments of participatmg earners that
takes Into consideration both overall market share of small
employer earners that are parncipatmg earners of the Program
and the share of new business of the small employer earners
assumed dunng the preceding calendar year If an assessment IS

based on an adjustment made, the assessment shall not be less
than fifty percent (50 %) nor more than one hundred fifty percent
(150%) of what It would have been If the assessment were based
on the propornonal relanonship of the small employer earner's
total premiums for small employer coverage wntten In the year to
total premiums of small employer coverage wntten by all small
employer earners In this state In this year The board shall also
determine whether the assessment base used to determine
assessments shall be made on a transinonal baSIS or shall be
permanent In no event shall assessments exceed five percent
(5 %) of total health benefit plan premium earned In this state
from health benefit plans coverrng small employers or
parncipanng earners dunng the calendar year comcidmg WIth or
ending dunng the fiscal year of the Program The board may
change the assessment formula, mcludmg an assessment
adjustment formula, If apphcable , from time to time as
appropnate

Health benefit plan premiums and benefit paid by a parncipanng
earner that are less than an amount determined by the board to
justify the cost of collection shall not be considered for purposes
of deterrmmng assessments

(b) Subject to the approval of the comrmssioner, the board shall make
an adjustment to the assessment formula for remsunng earners
that are approved health maintenance orgamzations which are
federally qualified under 42 USC Sec 300, et seq , to the
extent, If any, that restnctions are placed on them other than
those for WhICh an adjustment has already been made In
Subsections 1(4), 1(6) and 1(7) of this section that are not Imposed
on other small employer earners

(c) If the net loss IS not recouped from remsurmg earners before
assessments totahng frve percent (5 %) of the premiums from
health benefit plans covermg small employers have been
collected, additional assessments shall be provided from a broad
based funding source
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(3) If assessments exceed actual losses and adrmmstratrve expenses of the
Program, the excess shall be held at Interest and used by the board to
offset future losses or to reduce Program premiums.

As used In this paragraph, "future losses" Includes reserves for Incurred
but not reported chums

(4) Each participanng carner's proportion of the assessment shall be
determined annually by the board based on annual statements and other
reports deemed necessary by the board and flied by the particrpatmg
earners with the board.

(5) PrOVISion shall be made In the plan of operation for the imposinon of an
Interest penalty for late payment of assessments

(6) _A parucipanng camer may seek from the commissioner a deferment, In
whole or In part, from any assessment Issued by the board The
comrmssioner may defer, In whole or In part, the assessment of a
parucipatmg camer If, In the opinion of the comrmssioner the payment
of the assessment would place the parncipanng earner In a financially
impaired condition. In the event an assessment against a participaung
carper IS deferred, In whole or In part, the amount by which the
assessment IS deferred may be assessed agamst the other parncipatmg
camers In a manner consistent WIth the basis for assessment set forth 10
this Section 10 The parncipaung earner receiving such deferment shall
remain hable to the Program for the amount deferred and shall be
prombited from remsunng any individuals or groups In the Program If It
falls to pay assessments

M. Nerther the participatron In the Program as partrcrpatmg carriers, the
establishment of rates, forms or procedures, nor any other JOint or collective
acuon required by this Act shall be the baSIS of any legal action, cnmmal or
cIVl1 habihty, or penalty against the Program or any of Its parncipatmg camers
either JOIntly or separately

N. The Program shall be exempt from any and all taxes.

Section 11. Health BenefitPlan Committee

A. The [comrmssioner/governor] shall appoint a Health Benefit Plan Committee
The committee shall be composed of representatives of earners, small
employers and employees, health care providers and producers.

B. The comrrnttee shall recommend the form and level of coverages to be made
available by small employer camers pursuant to Section 7

C. The committee shall recommend benefit levels, cost shanng factors, exclusions
and hrmtanons for the basic health care plan and the standard health care plan
One baSIC health care plan and one standard health care plan shall contain
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(2)

benefit and cost shanng levels that are consistent with the basic method of
operation and the benefit plans of health maintenance orgamzations, mcludmg
any restrictions Imposed by federal law

(1) The plans recommended by the committee may Include cost containment
features such as, but not limited to:

(a) Utihzanon review of health care services, Including review of
medical necessity of hospital and physician services;

(b) Case management benefit alternatives;

(c) Selective contracting with hospitals, physicians and other health
care providers,

(d) Reasonable benefit differentials appltcable to participating and
nonparucipatmg providers; and

(e) Other managed care provisions,

The committee shall submit the plans to the commissioner for approval
Within 180 days after the appointment of the committee pursuant to this
section

Section 12 Periodic Market Evaluation

The board shall study and report at least every three years to the [comrmssioner] on the
effectiveness of this Act. The report shall analyze the effecnveness of the Act In promotmg
rate stability, product availabrhty, and affordabihty of coverage and may contain
recommendattons for acttons to Improve the overall effectiveness, efficiency and fairness of the
small group health Insurance marketplace The report also shall address whether carriers and
producers are fairly actively marketmg or issuing health benefit plans to small employers 10
fulfillment of the purposes of the Act and may contain recommendations for market conduct or
other regulatory standards or action

Section 13 WaIver of Certain State Laws

No law requmng the coverage of a health care service or benefit or the reimbursement,
uuhzation or inclusion of a specific category of hcensed health care practmoner shall apply to
a basic health care plan ISSUed pursuant to this Act.

Drafting Note· States should carefully examine how broadly or narrowly they allow
the mandate preemption to apply Specifically, several mandates (e.g , newborn
coverage, adoptive children coverage, and conversion requirements) may reinforce the
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goals of access and continuity of coverage and hence should be maintained States
which have an overly burdensome benefit mandates may want to consider their
exclusion from other health benefit plans

Section 14 Adrmmstrative Procedures

The commissioner may Issue regulations In accordance with [cite section of state
Insurance code relating to the adoption and promulgation of rules and regulations or cite the
state's admmistratrve procedures act, If apphcable] for the implementanon and adrrurnstranon
of the Small Employer Health Coverage Reform Act.

Secnon 15 Separability

If any provision of this Act or the apphcanon thereof to any person or CIrcumstances IS

for any reason held to be mvahd, the remainder of the Act and the apphcauon of Its provisions
to other persons or CIrcumstances shall not be affected thereby

Section 16 Effectrve Date

The Act shall be effective on [Insert date]

Draftmg Note: Some or all of the provisions of this Act relating to small employer
premium rates, disclosure and certification may be mappropnate for states WhICh have
adopted separate legislation relating to small employer premium rates, or require
reinsurance to be mandatory
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Section 1 Short Title

Act
This Act shall be known and may be cited as the Small Employer Health Access

Section 2 Purpose

ThIS model act provides for the establishment of an allocation program that would
assure avarlabrlny of appropnate benefit plans to small employers All earners In the small
employer marketplace are required to accept small employers allocated to them unless
they provide coverage on a guaranteed Issue basis

In additron , earners In the small employer market are required to rate Within
prescnbed hrmts, to guarantee the renewal of coverage, to guarantee the contmuity of
coverage as specifred , to adhere to hrmtatrons on the use of preexisnng conditron
hnutanons and to adhere to rules regarding rmmmum partrcipanon requirements This Act
does not provide a comprehensive solution to the problem of affordabihty of health care or
health Insurance

Section 3 Defimtions

As used In this Act

A. "Actuarial certifrcanon" means a wntten statement by a member of the
American Academy of Actuaries or other individual acceptable to the
commrssioner that a small employer carrrer IS In compliance WIth the
provisions of Section 5 of this Act, based upon the person's exammation,
mcludmg a review of the appropriate records and of the actuarral
assumptions and methods used by the small employer earner In estabhshmg

.premium rates for apphcable health benefit plans

B "Base premium rate" means, for each class of business as to a fating penod,
the lowest premium rate charged or that could have been charged under a
rating system for that class of business, by the small employer earner to small
employers WIth similar case charactenstics for health benefit plans WIth the
same or smular coverage

C "BaSIC health care plan" means a low cost health care plan developed
pursuant to Section 11

D. "Board" means the board of directors of the program

E "Carner" means any person who provides health Insurance In this state For
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the purposes of this Act, Insurer Includes an Insurance company, a prepaid
hospital or medical care plan, a health maintenance orgarnzation, a multiple
employer welfare arrangement, or any other person providmg a plan of
health Insurance subject to state Insurance regulation For purposes of this
Act, companies that are affrliated companies or that are elrgrble to file a
consolidated tax return shall be treated as one carrrer except that any
Insurance company, health service corporation, hospital service corporation
or medical service corporation that IS an affrhate of a health maintenance
orgamzation located In this state, or any health maintenance orgamzation
located In this state which IS an affrhate of an Insurance company, health
service corporation, hospital service corporation or medical service
corporation may treat the health maintenance orgamzation as a separate
earner and each health maintenance orgamzation that operates only one
health maintenance orgarnzatron in a service area of this state may be
considered a separate earner

F "Case characteristics" means demographic or other objectrve charactensncs
of a small employer, as determined by a small employer earner, that are
considered by the small employer carrier In the determmanon of premium
rates for the small employer, provided, however, that claim experience,
health status and duration of coverage SInce Issue are not case characrensncs
for the purposes of this Act

G "Class of business" means all or a distmct grouping of small employers as
shown on the records of the small employer earner,

(1) A distmct grouping may only be estabhshed by the small employer
earner on the baSIS that the applicable health benefit plans

(a) Are marketed and sold through individuals and orgamzations
which are not participanng In the marketing or sale of other
distinct groupings of small employers for the small employer
camer,

(b) Have been acquired from another small employer earner as a
distinct grouping of plans, or

(c) Are provided through an aSSOCIatIon WIth membership of not
less than [Insert number] small employers which has been
formed for purposes other than obtammg Insurance

(2) A small employer carrier may establrsh no more than two (2)
addrtional groupings under each of Subparagraphs (a) through (c) In
Paragraph (1) on the baSIS of underwntmg cntena which are expected
to produce substantial vanauon In the health care costs.

(3) The commissroner may approve the establishment of additional
distinct groupings upon apphcation to the commissioner and a finding
by the commissioner that such action would enhance the efficiency
and fairness of the small employer marketplace

H "Comrrussioner" means the Insurance commissioner of this state
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Drafting Note Where the word "comrmssioner" appears In this Act, the appropnate
designation for the chief Insurance supervisory official of the state should be
substituted

I "Committee' means the Health Benefit Plan Committee created pursuant to
Section 11

J "Dependent" means the spouse or child of an ehgible employee, subject to
applicable terms of the health care plan covenng the employee

K "Ehgible employee" means an employee who works on a full-tune basis, with
a normal work week of thirty (30) or more hours and has met any applicable
waitmg penod requirements The term Includes a sole propnetor, a partner
of a partnership or an Independent contractor, If the sole propnetor, partner
or Independent contractor IS Included as an employee under a health care
plan of a small employer, but does not Include employees who work on a
part-time, temporary or substitute basis

L "Health benefit plan" means any bospital or medical pohey or certificate,
hospital or medical service plan contract, or health maintenance orgamzanon
subscriber contract Health Insurance plan does not Include accident-only,
fixed mdernmty, hosprtal mdemmty, credit, dental, VISIon, Medicare
supplement, long-term care or disability Income Insurance, coverage Issued
as a supplement to habihty Insurance, worker' S compensation or SImilar
Insurance, or automobile medical-payment Insurance

M. "Index rate" means, for each class of business as to a rating penod for small
employers WIth similar case characterrsncs, the anthmetic average of the
applIcable base premium rate and the corresponding highestpremium rate

N "Late enrollee" means an ehgible employee or dependent who requests
enrollment In a health benefit plan of a small employer following the mitial
enrollment penod provided under the terms of the health benefit plan,
provided that the mmal enrollment penod shall be a penod of at least thirty
(30) days. However, an ehgible employee or dependent shall not be
considered a late enrollee If

(1) The mdrvidual

(a)

(b)

(c)

Was covered under a pubhc or pnvate health Insurance or
other health benefit arrangement at the nme the mdrvidual
was eligible to enroll,

Has lost coverage under a pubhc or pnvate health Insurance or
other health benefit arrangement as a result of termination of
employment or ehgibihty, the termmation of the other plan's
coverage, death of a spouse or divorce, and

Requests enrollment WIthin thirty (30) days after the
termmanon of coverage provided under a pubhc or prrvate
health Insurance or other health benefit arrangement,
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(2) The mdividual IS employed by an employer which offers multiple
health benefit plans and the individual elects a different plan dunng
an open enrollment penod, or

(3) A court has ordered coverage be provided for a spouse or minor child
under a covered employee I s health benefit plan and request for
enrollment IS made withm thirty (30) days after Issuance of the court
order

o "New business premium rate" means, for each class of business as to a ratmg
period, the lowest premium rate charged or offered, or WhICh could have
been charged or offered, by the small employer earner to small employers
WIth similar case charactenstics for newly ISSUed health benefit plans With the
sameor sirmlar coverage.

P. "Particrpatmg carrier" means all earners ISSUIng health benefit plans In this
state [except any small employer earner elecnng to be a Section 7 camer]

Draftmg Note. Delete words In brackets If allocatton IS mandatory.

Q. "Plan of operation" means the plan of operation of the program, Including
articles, bylaws and operating rules, adopted by the board pursuant to
Section 8

R. "Preexistmg condinon provision " means a policy prOVISIon that excludes
coverage for charges or expenses Incurred dunng a specified penod following
the Insured's effective date of coverage, as to a condrnon WhICh, dunng a
specified penod immediately preceding the effectrve date of coverage, had
manifested Itself In such a manner as would cause an ordmarrly prudent
person to seek medical advice, diagnosis, care or treatment, or for WhICh
medical advice, diagnosis, care or treatment was recommended or received
as to that condinon or as to pregnancy exisnng on the effective date of
coverage.

S. "Program" means the [State] Small Employer Health Access Program created
by Section 8

T. "Ratmg period" means the calendar period for which premium rates
established by a small employer earner are assumed to be In effect, as
deternuned by the small employer earner

u. "Section 9 earner" means a small employer carrier electmg to comply With
the requirements set forth In Section 9

v. "Section 10 earner" means a small employer earner elecnng to comply WIth
the requirements set forth In Section 10

Draftlng Note The defrmtions In Sections U and V can be deleted If allocation IS
mandatory

w. "Small employer" means any person, fum, corporation, partnership or
association that IS actively engaged In business that, on at least fifty percent
(50%) of Its working days dunng the precedmg calendar quarter, employed
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at least three (3) or more eligible employees but no more than twenty-five
(25) eligible employees, the majority of whom were employed withm tfns
state In deterrmrnng the number of eligible employees, companies which
are affiliated comparues, or which are eligrble to file a combined tax return
for purposes of state taxation, shall be considered one employer

X "Small employer carrier" means any carrier that offers health benefit plans
covenng eligible employees of one or more small employers

Draftmg Note In those states where either health coverage IS guaranteed to be
available to one and two employee groups on a year-round baSIS WIthout regard to
medical status, Industry or other demographic characteristics by a earner or earners
In the small employer marketplace In the state or where unmsurable risk pools
permit one and two employee groups to purchase coverage, It IS not necessary to
extend this Act to one and two employee groups However, In states Without either
alternative, states should consider enactmg unmsurable risk pools and perrnittmg
one or two employee groups access to such nsk pools

Y. .. Standard health care plan" means a health care plan developed pursuant to
Section 11.

Section 4 Apphcabihty and Scope

A ThIS Act shall apply to any health benefit plan which provides coverage to a
small employer In this state If either of the following conditions are met

(1)

(2)

Any portion of the premium or benefits IS paid by a small employer or
elrgible employee or dependent IS reimbursed, whether through wage
adjustments or otherwise, by a small employer for any portion of the
premium

The health benefit plan IS treated by the employer or any of the
ehgible employees or dependents as part of a plan or program for the
purposes of Section 162, Section 125 or Section 106 of the United
States Internal Revenue Code

B. The provisions of [Insert appropnate state statutory CItes referencing
mdrvidual health Insurance laws and health maintenance organizanon laws
applicable to rate and form fihngs] shall not apply to mdrvidual health
Insurance pohcies or contracts to the extent subject to the provisions of this
Act

Drafting Note ThIS paragraph IS Included to aVOId dual regulation of mdrvidual
health benefit plans sold to small employers
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Section 5 Restnctions Relating to Premium Rates

A Premium rates for health benefit plans subject to this Act shall be subject to
the following provisions

(1) The Index rate for a ratmg period for any class of business shall not
exceed the Index rate for any other class of business by more than
twenty percent (20%), adjusted pro rata for penods less than a year.

(2) For a class of business, the premium rates charged dunng a rating
period to small employers WIth sirmlar case characterisncs for the
same or sirmlar coverage, or the rates which could be charged to such
employers under the rating system for that class of business shall not
vary from the Index rate by more than twenty-five percent (25 %) of
the Index rate, adjusted pro rata for rating penods of less than a year.

(3) The percentage Increase In the premium rate charged to a small
employer for a new rating penod, adjusted pro rata for rating penods
less than a year, may not exceed the sum of the following

(a) The percentage change In the new business premium rate
measured from the first day of the pnor ratmg period to the
first day of the new rating penod In the case where a small
employer earner IS not ISSUing any new pohcies, but IS only
renewing pohcies, the earner shall use the percentage change
In the base premium rate,

(b) Any adjustment, not to exceed fifteen percent (15 %) annually
and adjusted pro rata for ratmg periods of less than one year,
due to the claim experience, health status or duration of
coverage of the employees or dependents of the small
employer as determined from the small employer earner' s rate
manual for the class of business; and

(c) Any adjustment due to change In coverage or change In the
case charactenstics of the small employer as determined from
the small employer earner's rate manual for the class of
business.

(4) Adjustments In rates for claim expenence, health status and duration
from Issue may not be charged to the mdrvrdual employees or
dependents Any such adjustment must be applied uniformly to the
rates charged for all participants of the small employer

(5) In any case where a small employer earner utihzes Industry as a case
characteristic In estabhshmg premium rates, the rate factor associated
WIth any Industry classification shall not vary from the anthmetrc
average of the rate factors associated With all Industry classrficanons
by greater than fifteen percent (15%) of such coverage
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(6) In the case of health benefit plans Issued pnor to the effective date of
this Act, a premium rate for a ratmg penod, adjusted pro rata for
rating penods of less than a year, may exceed the ranges set forth In
Subsection A(l) and (2) of this section for a penod of three (3) years
following the effective date of this Act In that case, the percentage
Increase In the premium rate charged to a small employer In such a
class of business for a new rating penod may not exceed the sum of
the following

(a) The percentage change In the new business premium rate
measured from the first day of the pnor rating penod to the
first day of the new ratmg penod In the case where a small
employer earner IS not issuing any new pohcres, but IS only
renewing pohcies , the small employer carrrer shall use the
percentage change In the base prermurn rate, and

(b) Any adjustment due to change In coverage or change In the
case charactensncs of the small employer as deterrrnned from
the camer's rate manual for the class of business

(7) Small employer carriers shall apply rating factors, includmg case
charactensncs, consistently with respect to all small employers In a
class of business

B A small employer carrier shall not transfer a small employer involuntanly
Into or out of a class of business A small employer earner shall not offer to
transfer a small employer Into or out of a class of business unless such offer IS
made to transfer all small employers In the class of business WIthout regard
to case characterisucs , claim experience, health status or duration of
coverage SInce Issue

C The comnussioner may suspend the apphcanon of Subsection A(1) as to the
premium rates apphcable to one or more small employers Included within a
class of business of a small employer earner for one or more rating periods
upon a fihng by the small employer earner and a finding by the commissioner
erther that the suspension IS reasonable In hght of fmancial condinon of the
small employer earner or that the suspension would enhance the efficiency
and fairness of the marketplace for small employer health Insurance

D In connection WIth the offenng for sale of any health benefit plan to a small
employer, a small employer earner shall make a reasonable disclosure, as
part of Its sohcitation and sales matenals, of all of the following

(1) The extent to which premium rates for a specified small employer are
established or ad] usted In part based upon the actual or expected
varration In claims costs or actual or expected variauon In health
condinon of the employees and dependents of the small employer,

(2) The provisions concerning the small employer carner's nght to
change premium rates and the factors other than claim expenence
WhICh affect changes In prermum rates,
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(3)

(4)

(1)E

PrOVISIons relating to renewability of policies and contracts, and

PrOVISIons relating to any preexisting condrtion prOVISIon

Each small employer earner shall mamtam at Its principal place of
busmess a complete and detailed descriptron of ItS rating practices
and renewal underwritmg practices, including Information and
documentation that demonstrate that Its ratmg methods and practices
are based upon commonly accepted actuarial assumptions and are In
accordance with sound actuanal pnnciples

(2) Each small employer earner shall file with the comrmssroner annually
on or before March 15 an actuarial cernfrcauon certifying that the
earner IS In compliance with this Act and that the ratrng methods of
the small employer carrier are actuarially sound A copy of the
certifrcation shall be retained by the small employer carrier at Its
pnncipal place of business

(3) A small employer carner shall make the mforrnatron and
documentation described 10 Subseenon E( 1) avarlable to the
commissioner upon request Except In cases of violations of this Act,
the mforrnauon shall be considered proprietary and trade secret
mforrnanon and shall not be subject to disclosure by the comrmssroner
to persons outside of the Department except as agreed to by the small
employer camer or as ordered by a court of competent junsdiction

Section 6 Renewabihty of Coverage

A A health benefit plan subject to this Act shall be renewable With respect to
all ehgible employees or dependents at the option of the employer except In
the following case

(1) Nonpayment of the required premiums,

(2) Fraud or rrnsrepresentanon of the employer or, WIth respect to
coverage of mdrvidual Insureds, the Insureds or their representatives,

(3) Noncompliance WIth the carner's mimmum participauon require
ments,

(4) Noncompliance WIth the carner's employer contrrbutron require
ments,

(5) Repeated misuse of a provider network provision, or

- ~ -



(6) The small employer carrier elects not to renew all of Its health benefit
plans Issued to small employers In this state In such a case the carrier
shall

(a) Provide advance nonce of Its decision under this subparagraph
to the commissioner In each state In which It IS hcensed, and

(b) Provide notice of the decision not to renew coverage to all
affected health benefit plans and to the commissioner In each
state In Which an affected Insured individual IS known to reside
at least 180 days pnor to the nonrenewal of any health nenefit
plans by the earner Notice to the comrmssioner under this
subparagraph shall be provided at least three (3) workmg days
pnor to the notice to the affected health plans

(7) The commissioner finds that the contmuanon of the coverage would

(a) Not be In the best Interests of the policyholders or certificate
holders, or

(b) Impair the earner's abihty to meet Its contractual obhganons

In such Instance the cornrrussroner shall assrst affected small
employers In finding replacement coverage

Section 7 General Small Employer Carner Requirements

A All health benefit plans covenng small employers shall comply WIth the
following provisions

(1) Preexistmg condmons provisions shall not exclude coverage for a
penod beyond twelve (12) months following the mdrviduals effective
date of coverage and may only relate to condrnons mamfestrng
themselves In such a manner as would cause an ordinarily prudent
person to seek medical advice, dIagnOSIS, care or treatment or for
which medical advice, dIagnOSIS, care or treatment was recommended
or received dunng the SIX (6) months immedrately preceding the
effective date of coverage or as to a pregnancy ex istm g on the
effective day of coverage

(2) In deterrmmng whether a preexisting condrtions prOVISIon applies to
an eligible employee or dependent, all health benefit plans shall credit
the time the person was previously covered by public or private healtn
Insurance or other health benefrt arrangement If the prev ious
coverage was contmuous to a date not more than thirty (30) days pnor
to the effective date of the new coverage, exclusive of any applicable
waiting penod under such plan
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(4)

(3) Late enrollees may be excluded from coverage for the greater of
eighteen (18) months or a eighteen-month preexisting condiuon
exclusion, provided that If both a penod of exclusion from coverage
and a preexisting condition exclusion are apphcable to a late enrollee,
the combined penod shall not exceed eighteen (18) months

Any requirement used by a small employer carrrer In determmmg
whether to provide coverage to a small employer group, including
requirements for rmmmum participation of ehgible employees and
minimum employer contnbutions, shall be applied uniformly among
all small employer groups With the same number of eligible employees
applying for coverage or receiving coverage from the small employer
carrier A small employer carrier shall only vary apphcation of
minimum partrcrpatron requirements and minimum employer
contnbution requirements by the size of the small employer group

(5) If a small employer carrier offers coverage to a small employer, It
shall offer coverage to all of the small employer's ehgible employees
and their dependents A small employer carrier shall not offer
coverage to only certain persons In a group or to only part of a group,
except In the case of the enrollees as provided In Paragraph (3) of this
subsection

Section 8 Small Employer Carner Election

Each small employer earner shall elect to either become a Section 9 earner or a
Section 10 earner The election shall be binding for a five-year penod except that the
rmtial election shall be made WIthin thirty (30) days of the effective date of this Act and
shall be made for two (2) years The commissioner may permit a earner to modify Its
election at any time for good cause shown, after a heanng

Section 9 Section 9 Carner Election Process

A A small employer carrier may become a Section 9 carrier by frhng an
apphcanon WIth the comrrnssioner In a format and manner prescnbed by the
cornrmssioner The commissioner may approve the apphcation of a small
employer earner to become a Section 9 earner If the commissioner finds that
the earner IS capable of assummg the status pursuant to the cntena set forth
In Subsection B

B In deterrnmmg whether to approve an apphcation by a small employer
earner to become a Section 9 camer, the commissioner shall consider

(1) The earner's financial condition to support the assumption of the fisk
of small employer groups,
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(2) The carner's history of rating and underwritmg small employer
groups,

(3) The earner's commitment to market fairly to all small employer In the
state or Its service area, as apphcable, and

(4) The earner's ability to assume and manage the nsk of enrolling small
employer groups without the protection of the reinsurance program
provided In Section 10

C The commissioner shall provide public notice of an apphcation by a small
employer carner for Section 9 status and shall provide at least a sixty-day
penod for public comment pnor to making a decision on the apphcanon If
the application status IS not acted upon within mntey (90) days of the receipt
of the application by the commissioner, the camer may request a heanng

D The commissioner may rescind the approval granted to a Section 9 carrier
under this section If the commissioner finds that the earner no longer meets
the cntena under Subsection B

E The comrmssioner may hrmt or rescind an approval granted to any Section 9
carrier under this section If the commissioner fmds that Its continuance
would substantially impair the financial viabihty of the allocanon program or
other earners

F A Section 9 earner shall make available to all small employers In this state,
on a year-round baSIS and WIthout regard to the health status or Industry of
the eligible employees and dependents of the small employers, health benefit
plans that provide at least the coverage of a baSIC health care plan and a
standard health care plan and that comply WIth the requirements of Sections
5,6, and 7

Section 10. Small Employer Health Insurance Access Provisions

A All small employer carriers ISSUIng health benefit plans In this state on and
after the operative date of this Act, unless they are Section 9 earners, shall be
required to meet the requirements of this section as a condition of authority
to transact business In this state .

B There IS hereby created a nonprofit entity to be known as the [State] Small
Employer Access Program All small employer earners ISSUIng health
benefit plans In this state on and after the operative date of this Act shall be
members of the program unless they are Secnon 9 earners

C Withm SIxty (60) days of the effective date of this Act, the comrmssioner shall
give nonce to all participatmg earners of the time and place for the imnal
orgarnzanonal meeting, which shall take place withm 120 days of the
effective date The particrpatmg earners shall select the irunal board which
shall be subject to approval by the cornrmssroner The board shall be
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selected by a weighted vote based upon net health Insurance premium
denved from health benefit plans written In this state In the previous
calendar year In the small employer market The board shall consist of at
least five (5) and not more than nine (9) representatives of particrpatmg
earners who shall serve three (3) year staggered terms To the extent
possible, the board shall Include representation from (1) earners whose
pnncipal health Insurance business IS In the small employer market; (2)
nonprofit health, hospital or medical service corporations, and (3) health
maintenance orgamzations No one carrier, mcluding ItS affihates, shall be
represented by a majority of the board The cornrrussroner or the
commissioner's designee shall be an ex-officio member of the board In
approving the selection of the board, the comrmssioner shall assure that all
parncipatmg earners are fairly represented

D If the mrtral board IS not elected at the orgamzauonal meeting, the
commissioner shall appoint the mitral board withm fifteen (15) days of the
organizational meetmg

E Withm 180 days after the appointment of the rmtial board, the board shall
submit to the commissioner a plan of operation and thereafter any
amendments thereto necessary or suitable to assure the fair, reasonable and
equitable admmistration of the program The commissioner may, after
notice and heanng, approve the plan of operation provided the commissioner
deterrnmes It to be SUItable to assure the fair, reasonable and equitable
adrmmstranon of the program, and provides for the shanng of program gains
or losses on an equitable and proportionate baSIS In accordance with the
provisions of Subsection M of this section The plan of operation shall
become effective upon approval In wntmg by the comrmssroner consistent
WIth the date on which the coverage under this section shall be made
available Any plan of operation or amendments thereto, submitted to the
commissioner by the board pursuant to this subsection shall be deemed
approved by the commissioner If not expressly disapproved In wntmg by the
commissioner within ninety (90) days of Its receipt by the commissioner,

F If the board fails to submit a SUitable plan of operation within 180 days after
ItS appointment, the comrmssioner shall, after nonce and hearing, adopt and
promulgate a temporary plan of operation The comnnssioner shall amend
or rescind any plan adopted under this section at the time a plan of operation
IS submitted by the board and approved by the comrmssioner

G The plan of operation shall

(1) Estabhsh procedures for handltng and accounting of program assets
and moneys and for an annual fiscal reportmg to the comrmssioner,

(2) Estabhsh terms of office and procedures for frllmg vacancies on the
board, subject to the approval of the commissioner,

(3) Estabhsh procedures for selecting an adrmmstenng camer and setting
forth the powers and duties of the adrmmstenng camer,

(4) Establish procedures for allocating small employers among small
employer earners In accordance WIth the provisions of this Act,
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(5) Estabhsh procedures for collecting assessments from all members
subject to assessment to provide for administrative expenses Incurred
or estimated to be Incurred for the penod for which the assessment IS
made; and

(6) Provide for any additional matters at the discretion of the board

H The Program shall have the general powers and authority granted under the
laws of this state to Insurance companies and health maintenance
orgamzations licensed to transact business, except the power to Issue health
benefit plans directly to either groups or mdrviduals In addiuon thereto, the
Program shall have the specific authonty to

(1) Enter Into contracts as are necessary or proper to carry out the
provisions and purposes of this Act, Including the authonty, with the
approval of the commissioner, to enter Into contracts WIth similar
programs of other states for the JOint performance of common
functions or With persons or other orgamzations for the performance
of admmistranve functions,

(2) Sue or be sued, Including taking any legal actions necessary or proper
for recovenng any assessments and penalties for, on behalf of, or
against the program or any participating earners;

(3) Estabhsh rules, conditions and procedures pertainmg to Its functions
under this Act,

(4) Assess particrpatmg earners In accordance WIth the provisions of
Subsection K of this section, and to make mtenrn assessments as may
be reasonable and necessary for orgaruzational and mtenrn operating
expenses Any mtenrn assessments shall be credited as offsets against
any regular assessments due following the close of the fiscal year,

(5) Appomt appropriate legal, actuarial and other committees as
necessary to provide technical assistance In the operation of the
Program, policy and other contract design, and any other function
within the authonty of the program,

(6) Borrow money to effect the purposes of the program Any notes or
. other Indebtedness of the program not In default shall be legal

Investments for earners and may be earned as admitted assets,

(7) Perform other functions necessary and proper to carry out Its
responsibihties under this Act

1. (1) Every small employer that meets the ehgrbilrty requirements of this
subsection may apply to the program for baSIC health care plan or
standard health care plan coverage Ehgibihty for allocation shall be
hrmted to the following

(a) Any small employer that IS currently uninsured and has been
rejected for coverage by at least two (2) small employer
camers,
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(b) Any small employer that IS currently Insured by a small
employer carrier pursuant to an allocation under this Act, that
has been Insured by that small employer carrier for two (2) or
more years, and In the process of applymg for coverage
elsewhere has been refused coverage by at least two (2) small
employer earners,

(c) Any small employer that IS currently Insured by a small
employer earner and, after givmg notice of termination to Its
small employer earner, IS refused coverage by at least two (2)
other small employer earners

(2) When, as a result of the addrtron of an el rg ib le employee or
dependent to those covered by a health benefrt plan of a small
employer, the small employer no longer meets the underwritmg
cntena of the small employer carrier, the carner may, under the
provisions of Subsection 1(7), request that the small employer be
treated as an allocated small employer

J In carrymg out the program, the board shall establrsh procedures for
recervmg apphcanons pursuant to Subsection I of this section and allocating
small employers among all parucipatmg earners In order to assure a fair
allocatlon of risks among small employer earners, every member shall
receive allocated small employers as follows

(1) At the time the program IS mmated and as of the begmning of each
calendar year thereafter, the board shall estimate the total number of
unmsurable mdrvrduals In small employer groups that WIll be
allocated under this subsection dunng the year The board shall have
the authority to deterrmne how unmsurable mdivrduals WIll be
Identified

(2) The board shall assign to each small employer earner a target number
of unmsurable mdividuals The target number for a small employer
carrier shall bear the same proportional relauonship to the total
number of unmsurable mdrviduals estimated under Paragraph (1) as
the small employer carner's annual net premiums for coverage of
small employers bears to the annual net premiums of all small
employer earners for coverage of small employers In the case of a
small employer carner with an established geographic service area,
the board may adjust the target number of uninsurable mdrviduals to
account for the earner I S Increased or decreased exposure resultmg
from allocation

(3) Small employers that are ehgible for allocation under Subsecnon I
shall select a participatmg small employer carrrer from the h st
developed under Section 9B The small employer shall be allocated
to the selected participatmg small employer earner unless, as a result
of the addition of the small employer, the number of uninsurable
individuals In small employer groups allocated to the carrier under
this subsection would exceed the earner's target number determIned
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under Paragraph (2) A small employer that IS not allocated to the
carrier that It imtially selects shall continue to make selections of
participating earners untrl it IS allocated

(4) As of the end of each year, the board shall determine the number of
umnsurable individuals In small employer groups allocated to each
small employer carrier (mcludmg uninsurable mdividuals In small
employer groups allocated In a previous year) The board shall
determine the number of umnsurable mdrviduals that should have
been allocated to each small employer carner If the carrier had been
allocated the same proportion of the total number of urnnsurable
mdrviduals In allocated small employer groups as the small employer
earner's annual net premiums for coverage of small employers In that
year bears to the annual net premiums of all small employer earners
for coverage of small employers In that year To the extent that the
number of unrnsurable mdrvrduals allocated to a carrrer In a
particular year IS greater or less than the number that should have
been allocated under the precedmg sentence, the carrier shall receive
a credit or debit , respectively, WIth respect to the allocatron of
uninsurable mdividuals for the subsequent year

(5) A small employer carner shall not be required to accept allocated
small employers that are not located withm their establIshed
geographic service area

Draftmg Note ThIS IS Included to aVOId allocation of small employers to
geographIcally inaccessible small employer camers

(6) The board shall penodically evaluate the program to assure equity In
the distrrbunon of allocated small employers The board shall have
the authority to make adjustments to further the goal of equitable
distribution of allocated small employers, mcludmg the authonty to

(a) Adjust the future target number of uninsurable mdrviduals
assigned to small employer earners;

(b) Adjust the formula for deterrmrung the target number of
uninsurable individuals assigned to small employer earners,
and

(c) Adjust the future target number of unInsurable_Individuals
assigned to small employer earners based on the seventy of
nsk of particular allocated small employers

(7) When, as a result of the addrtion of an elrg ible employee or
dependent to those covered by a health benefrt plan of a small
employer, the small employer no longer meets the underwrrnng
cntena of the small employer earner, the carrier may request the
board to treat the small employer as If It were allocated under this
subsection In that event, If the additional mdrvidual meets the
board 1 s defimtion of an unmsurable individual, the board shall treat
the addinonal mdrvidual as If the small employer had been allocated
to It at the time of the additronof the employee or dependent.
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(8) Any small employer shall have the nght to nonrenew coverage under
the plan and choose to be allocated to a different carrrer after the
small employer has been covered by a small employer earner for two
(2) years A small employer that exercises that nght shall be allocated
to a different small employer carrier only If the small employer
applies to the program and meets the ehgibihty requirements of
allocation under Subsection I I,

K (1) Following the close of each fiscal year, the adrmmstenng earner shall
determine the program expenses of adrmmstration, taking Into
account Investment Income and other appropriate gains and losses.
The net expense for the year shall be recouped by assessments of
participatmg earners The adrmmstenng earner also shall determine
the claims expense for allocated small employers for each small
employer carner for both the baSIC and the standard health care
plans, on an annual baSIS, USIng mformation collected from earners
under Subsection N of this section

(2) Assessments to cover the admmistranve expenses of the program shall
be apportioned by the board among partrcrpatmg carriers In
proportion to their respective shares of the total health benefit plan
premiums earned In this state by all parncipanng earners from health
benefit plans covermg small employers durmg the calendar year
comcidmg With or ending during the fiscal year of the program.
Health benefit plans and premiums paid by a parncipanng earner that
are less than an amount determined by the board to justify the cost of
collection shall not be considered for purposes of determmmg
assessments

(3) Each parncipatmg carner's proportion of the assessment shall be
determined annually by the board based on annual statements and
other reports deemed necessary by the board and filed by the member
WIth It

(4) Provisions shall be made In the plan of operation for the imposmon of
an Interest penalty for late payment of assessments.

(5) A parncipatmg earner may seek from the commrssioner a deferment
In whole or In part, from any assessment Issued by the board The
commissroner may defer, In whole or In part, the assessment of a
parucipatmg carrier If, In the opimon of the commrssioner, the
payment of the assessment would place the partrcrpatmg carrier In a
fmancially impaired condition. In the event an assessment against a
particrpatmg earner IS deferred In whole or In part, the amount by
which the assessment IS deferred may be assessed against the other
particrpatmg earners In a manner consistent WIth the baSIS for the
assessment set forth In this secnon The parncrpanng earner receivmg
such deferment shall remain hable to the program for the amount
deferred.

(6) Section 9 earners shall not be subject to assessments or rebates, and
prermums earned by Section 9 earners shall not be considered In the
calculation of assessments under Paragraph (2) of this subsection.
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L Every Section 10 carrier shall accept apphcanons from all small employers
allocated to It by the program and shall offer such small employers a basic
health care plan and a standard health care plan unless a small employer
carner IS exempted from doing so as provided In Subsection M of this
section A Section 10 earner may also offer to a small employer allocated to
It coverage that IS greater than that required by this Act

M A Section 10 carner shall not be required to offer coverage to or accept
apphcations from small employers allocated pursuant to Subsection 1(2) of
this section for as long as the comrrussioner finds that the acceptance of an
allocated small employer or small employers would place the small employer
earner In a financially impaired condmon

N Each Section 10 earner shall file WIth the commissioner and the board, In a
form and manner to be prescnbed by the comrmssioner, an annual report
The report shall state the small employer carner's net premium for new
small employer coverage wntten In the preVIOUS twelve-month penod The
report also shall state the, number of small employers allocated to It, the
claims expense for those allocated small employers, the names and number
of the small employers that canceled or terminated coverage WIth It dunng
the preceding calendar year, and the reasons for such cancellations or
termmations If known The report shall be filed on or before March 1 for the
preceding calendar year

o Neither the participauon In the program, the establishment of procedures,
nor any other JOint or collective action required by this Act shall be the baSIS
of any legal action, cnmmal or CIVil Iiabihty, or penalty against the program
or any parncipatmg earners either JOintly or separately

P The program shall be exempt from any and all taxes

Section 11 Health Benefit Plan Committee

A. The [commissioner/governor] shall appoint a Health Benefit Plan
Committee The Committee shall be composed of representatives of earners,
small employers, employees, health care providers and producers

B The Committee shall recommend the form and level of coverages to be made
available by small employer earners pursuant to Secuon 7

C The Comrmttee shall recommend benefit levels, cost shanng factors,
exclusions and hrmtations for the baSIC health care plan and the standard
health care plan. One baSIC health care plan and one standard health care
plan shall contain benefit and cost shanng levels that are consistent WIth the
baSIC method of operation and the benefit plans of health maintenance
organizations, mcludmg any restnctions Imposed by federal law
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(1) The plans recommended by the Committee may Include cost
containment features such as, but not hrmted to.

(a) Unhzation review of health care services, Including review of
medical necessity of hospital and physician services,

(b) Case management benefit alternatives;

(c) Selective contracting with hospitals, physicians and other
health care providers,

(d) Reasonable benefit differentials applicable to parncipatmg and
nonparticipanng providers, and

(e) Other managed care provisions

(2) The Committee shall submit the plans to the commissioner for
approval within 180 days after the appointment of the Committee
pursuant to this section The plans shall be deemed approved unless
expressly disapproved by the comrmssioner withm sixty (60) days after
the date the plans are submitted to the commissioner

(3) A small employer earner shall file with the commissioner, In a format
and manner prescribed by the comrmssioner, the baSIC health care
plan and the standard health care plan to be used by the earner, A
plan filed pursuant to this section may be used by a small employer
carrier begmmng thirty (30) days after It IS flied unless the
commissioner disapproves Its use

Section 12. Periodic Market Bvaluanon

A The board shall study and report at least every three (3) years to the
comrmssroner on the effectiveness of this Act The report shall analyze the
effectiveness of the Act In promotmg rate stabihty, product availabthty, and
affordabihty of coverage and may contain recommendations for actions to
Improve the overall effectiveness, efficiency and fairness of the small group
health Insurance marketplace The report also shall address whether earners
and producers are fairly and actively marketing or ISSUIng health benefit
plans to small employers In fulfillment of the purposes of the Act and may
contain recommendations for market conduct or other regulatory standards
or action,

B The board shall comrmssion an actuanal study, by an Independent actuary
approved by the commissioner, WIthin the first three (3) years of the
program' s operation to evaluate and measure the relative risks being
assumed by differing types of small employer earners as a result of this Act
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Section 13 WaIver of Certain State Laws

No law requirmg the coverage of a health care service or benefit on the
reimbursement, utihzanon or Inclusion of a specifrc category of hcensed health care
practitioner shallapply to a basic health care plan ISSUed pursuant to this Act

Drafting Note: States should carefully examme how broadly or narrowly they allow
the mandate preemption to apply Specifically, several mandates (e g , newborn
coverage, adoptive children coverage, and conversion requirements) may reinforce
the goals of access and continuity of coverage and hence should mamtained States
which have an overly burdensome benefit mandates may want to consider their
exclusion from other health benefit plans

Section 14. Admmistranve Procedures

The commissioner may Issue regulations In accordance WIth [cite section of state
Insurance code relating to the adoption and promulgation of rules and regulations or CIte
the state's admmistratrve procedures act, If apphcable] for the implementanon and
admuustranon of the Small Employer Health Coverage Reform Act

Section 15 Separability

If any provision of this Act or the apphcation thereof to any person or CIrcumstances
IS for any reason held to be mvahd, the remainder of the Act and the application of such
prOVISIon to other persons or circumstances shall not be affected thereby.

Section 16 Effective Date

The Act shall be effective on [Insert date]
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