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P.L.19S9, CH ..\PTER 295. approved January 12. 1990

1988 Sen<1te No. 2765lThird Reprinr}

AN ACT concerning health service corporations. and amendin~

P.L.1945. c.I32. P.L.1985. c.236 and P.L. 1198S I , r.. 17..!1 IHllow

pp.ntJing br fOfe thp, Legislature as Senate Oill No. 2:167 and

Assembly Uill No. 2891 of 1988))1.

BE IT ENACTED by rhe Senate and General Assembly of the

."fall' 0/ New Jersey:

1. Sf:clion 5 of P.L.1198S 1, c.ID! Ie l!.Z_48E-~I) tHon\\'

ptmding before the Legislature as Senate Bill No. 2367 and

Assembly Bill Nfl, 2891 of 1988))1 is amended to read as follows:

5. a. Every health service corporation shall <.H..:cultlulate and

maintain during each c~llendar year two sepal-.He special

contingent surplus acccmts. one for its individual contracts and

one for its other activities.

b. Every health service corporiltion shall accumulate and

maintain a special contingent surplus for each account over and

above its reserves and liabilities at the rate of 2% annually of ils

net premium income until that surplus is not less than

$1,250.000.00 in each account. The special contingent surplus in

each account shall be accumulated to and maintained at an

amOWlt not less than 2 1/2% of the net premium income received

during that year, as detennined by reference to the statement of

financial condition filed pursuant to section 36 of P.L.19S5, c.236

(C.l1:48E-36). The commissioner may increase the amount of

special contingent surplus which shall be maintained pursuant to

this subsection to an amount not exceeding 5% of the net

premium income received during the preceding year. No method

of accumulation as herein provided shall be deemed to 5:upersede

any provision of subsection c. of this section. In the l.Jse of any

health service corporation which was created by the merger of a

medical service corporation established pursuant to P. L. 1940.

c.74 (C.17:48A-l et seq.) and a hospital service cOrJX)ration

EXPLANATION-Halh,. enclosed in bold-faced b,.ilckels [lhusl it\ the
above' bill" nOl enacled and is intended lo be OlIIitted in tnt' lot•.

Hat h,. under I i ned lJ.o.. \ is ne... lIIalle,..
~att~,. enclosed in supe,.scripl nume"als has been adopted a\ follo.s:
2 SlPnate SU ca-ittu Ulendments adopted Septembe" 19. 1988.

AHetllbly floo,. ndlHnts adopled July 1. 1989.
3 Au_bly floo,. ndllllPnls adopted Decmber 18. lQ89.
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created pursuant to P.L.1938. c.366 (C.17:48-1 Pol seq.l. in

2: calculating the proportional allocation of any deficil or surplus

3 belwec~ group and individual contracts at the tllne the separate

4 surplus accowlts are created. the COll)(>raiion shall allot:ale hased

5 on its delenninalion of the proportional contnbutlons of

6 indi\lidual and group busines...c; 10 an~' surplus or deficit during the

7 period between January 1 of the calendar year in which the

8 health service corporation cOlTllT1cn(;cd doing business as a health

9 service corporation until the f!ffectIVf: dale of 2[this amendatory

10 and supplementary act) P.L.1988. c.iI 2. The ar.sumptlons upon

11 which the allol-alions are based shall be certified as reasonable by

12 an independent actuary.

13 c. Every health service corporation established as of the

14 effective date of l[tnis amendatory and supplementary act)

lS P.L.1988. r..71 1 shall file a plan with the commis..'iioner for

16 meeting the surplus amount requirements established by

17 subsection b. of this section and which establishes a time penod

18 within which the corporation will meet those requirements. The

19 time period established in the plan shall not exceed focr years.

20 The plan shall be subject to the approval of the commissioner.

21 who shall approve it within 60 day~ after it has been filed if he

22 believes it to be reasonable. If the commissioner does not

23 approve a plan filed under this subseclion within 60 days of its

2-' submission, he shall issue findings and conclusions with respect to

2S the reasonableness of the plan.

26 d. Whenever the special contingent surplus for either group

21 contracts or individual contracts is an i!mount which is less than 2

28 1/2% to 5% of the earned premium of the group or individual

29 business. as the case may be at the discretion of the

30 commissioner. the health service corpora lion shall. without

31 regard to any other rate increase provided for or required by law

32 or any rate increase which may have previously been taken

33 pursuant to this subsection. and with the approval of the

34 commissioner. commence within 90 days the implp'l1Icntation of

35 rate increases fr r the group or ind: .IIIU;l1 Lonl ract~. as the case

36 may be, which inca'eascs shall be surficient to cau..r. the amount

37 of the special contingent surplus to equal ,Ill mnulillt \..:hich is not

38 tess than S% of the eamed premium of lhc groUl1 or LOdlvidual

39 bUSiness within one year of the increase.
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J

e. In no_!.!vent shalHhe heall.h SCn'IC(~ f.2rpo!;~U!.n.! l!£ nlt.lll~rcci

::! IQ...iIugOlcnt the surplus i.lccounl allocab!~I_-LlIllhvllltEl.L~1J!i.ll~ts

:I \~h. ~ly'-lIl(!nil:s fro!lL!.he surp.!!~<; ill:C~UJlI of ~ruul' ~ll!lr~l:.-;....... n.r

[mill .,!ny r:orpor;tte assets Of iU~y"I!.!~I:r ....lUfCll lltt~l~r _tJ!iUl...!I~!1

;; !.-::1£1ll11gS fmlll mdn,'Il..lual cOlllriu:ls. nUf !'ohan II hI' n:llu1n:t1 III

Ii ;~uglllf:lIl llIP. ~Ull?.!uS account allocal!!.c In group 1.lIltlr;Il:I!'o with

.:tlY... llI()I~le .. from the surplLL" al:f:ounl-.-!.,f _ mil\. 1I:\I.1! l:unlr,Il:I" or

Ii r'fQll1 _~.!ly". r:orporale assets or any ulhf:r_ MHlfCt: ullll:r 111,111 I~Cl

oj '~ilnlmgs fro!ll gruup contracts. except 1~<t_1 tlt:gllllllng \\'l.th _!!.i..!.!

!{' ·':.: .. 11·.·. l!;~~e of p.1..119881~IUl l(l!!!l\~_lWmlil)g hdon!__''ll!
I! I.cgl:..I.!!.Uf..£..-,t.c> Senate Bill No. 2:167 ane! A~I!II\~I.l !tdl ~1).)lj!l_1 ~f

12 1~~~)JI_i!.~_~!...il the sJ!Q!:iitl contingf!.!!!...;'iurplus i~c..;I;!II}!l!_wh.!.ctl.!1'

1.1 :.!Qlllicilhie to individual contracts has r~lchc.UIl! sti!.!uturily

1-1 IJfesnihed amount or no longer than six )'flars fo!lowin8_!hp.

15 l~rrp.ctive Gate of p.L.119881~1711 I((now pt'Dding before the

16 !.p.g!~lature as Senate Bill No. 2367 and Assembly Dill ~o. 2891 of

17 .'9B~)J1. whichever is earlier. in the evp.nt that !...1}_~_~!'!l.!!!.Q!:y

i8 rt:servcs of the individual surplus account is in a lh'f.tit.J~sUi~!1~

19 as dctennined by the commissioner. a loan. wilhoul interest.

20 from the group surplus account. if it is not in a deJi..cit~ition~

21 shall bc made to the individual surplu.'i account.

22 L Nothing in this section nor in P.L.1985. c.236 IC.17:-18E-l et

.!] Sflq.' shall abrogate the responsibilities of corpmah! officers with

::!4 regard to the reporting of financial condition pursuant 10 section

25 36 of P.L.1985. c.236 (C.17:-I8E-36), nor shall any provision of

26 1[this amendatory and supplementary act I P. L. 1988. c.71 1 or

27 P.L.1985. c.236 (C.17:48E-I et seq.) be construed to limit the

28· authority of the commissioner to requirt: compliance \\.. ith

29 statutory capital. surplus or reserve requirt!OIcnts for a subsidiary

30 or affiliate of a health service corporation. or for any win~llrance

31 activities to be lmdertaken by a health servic:e corporatIOn.

32 (cf: P.L.19BB. c.71. 5.5)

33 2. Section 41 of P.L.1985. c.236 (C.17:48E-H' is amended to

34 read as follows:

35 ..It. A hrllth s\. !'Vice corporation subject 10 Ihl! pmvisions of

36 this act is hereby declared to be a charit'lble and bCllevolcnt

37 institution and all of its funds shall be exempt fmm CVt'ry Slate.

38 c:>unty. district. mWlicipal and school tax other than taxes lin real

39 eslate and equipment 2(, except that:

•
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~-f~.!.Qwill!Llllf~ ef!!~~:IIV'}_datf':.... ryf P. L. 1Hl8~ I~ 171 I 11~1\~

~1_!(J!!!&.....!!.cfo!:..~_.!hc -..!.£l:~I~!-urt: iiS_ SCnalll_ 'till No. 2367 .tf)d

!l'!:';f!l.lIhJy _~11 ~n. :!!:!9!..-.!..!J l~I_R~JJI ,-~~l!.f.r-~ !!.-c,!ILh..Q.t_accu!.!,.n..!

lEsu~i!!.!!;E.. (;(II'~1!a!!}~!galllwcl pursu~nl !.!LI.!H~..!Z..!L!!r-.!~ Nl':"\."

l!.!r~I:.y.1'itillut!.!s itr _..I1y_2h'l..-!aw~ ~If_£!!1y""!!lher 51.a ~"':........!.IL Whll~h ~I

'.!.!E.llt!l 'ieI"u:!:.......!;o~i!.!!!.m ~~ _slo.!:k. l:ont_rul~nth(!n~~:

!!!:pl!,!U:S affilii!.!!!d with. shall bf! ~U~le(~1 In I;,,~ull mc..:onw dtm..~d

~1I,! i!s_!ifc insuranr.e businc5.'i in !itl: s:u!!!U.I.!i!I1.!1cr P!:..t:s(:rJlled~

1~1 .. 1!~5. C:~1~2 (C.5-t:18A-l el selL) fQ.!'-!J.lher S-Q.~rallll.!b":

mdlviduals1- partnerships. il~ ~.!II(;()rJ)O~llf:~L2~CI;l_~!!I~

!!ilfls~C:.I~!:Ig .m insurance businl:s.'i in the Slat~; ami

b. A'!r _ht~aJ th service _ f':9.!PQ.!2tion which issues experience

rate!Lqlntrat:ts fur health t:arc bendits shall. (11 at the end of

the third y!:41r (ollowing the cffectiv•.: date of P.1.. 11988 1:.....f.:IU 1

l((now pendillg before the Legislature as Senate Hill No. 2367 and

AssJ!mbly Bill No. 2891 of 19881P. be subjec.t to tax on income

deri .... ed from its experience rated l:ontracts; and 121 at the cnd-!2f

the sixth year following the effective date of p.1..119881.:..S_.1?) 1

I[(now pending before the Legislature as Sp.natc Bill ;\ill. ~Jli7 and

As."icllIbly Bill No, 2891 of 1988))1, 1m subjp.ct 10 lax on Ulr~JlII!

derived from its non-cxp'~rielJ(;e mtl!d l:ontrm:ts, in the 1!1'lII!l!.!.r

prcscribr:d by P.L.1945. c.t:l2 (C.54:1BA-l et~9J_fu!:....othf!.~

corooralions. individuals. _partnerships. and unincorporated

~!.£~atiolls transacting ,10 IllSUrilnf;(l bU'iincss in this Sta.~:1 amI

taxes .Q!LP.rmniums pursuant to P.1..1945. c.132 le.54: leA·1 et

~~~LilS pmvidfld by section 16 of th,ll act. C.54:18A-9 2.

lef: P.L.1985. c.236. 5.41)

J. Section 16 of P.L.Hl45. L.n:! (C,54:18A.!I) is amended 10

read as follows:

16. a. This acl shall nol apply to any fraternal .beneft~iary

soclcly. ror the purposcs of Ihi~ itt;t, "JOsuranre company" ~hall

inc:udp. a corporation. and an} pe~n. partnership or

unincorpora1f~d association required itS an JOsurcr to proc.ure from

fhl! Commis.."ioner of Lm,urillll:e lh,~ cprtificate prescrihed bv

section 1 of an ac: ~nlitled - An act to regulate the transacllon of

the bLLc;iness of insurant:~ by JOdivlduals. partnership.... ,lOd

wlincnrporalcd associations in this Statt:- ,lppm\.'ed July II. II)J!l

(1=.1 •. 1939. c.loR: C.17:49-11. or under an}' flilwr statull! IlIlW 1Il

furce or hl1ff':nftcr enacted, en~aKIIl~ In any kllld or kllllb of
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5

business specified in R.S.17: 17-1. subject ttl tllt~ insur.IllCf! lilW'i of

2 this State; provided. however. that no COll1llallV or \()I.Il·I~. whIch

J by its act or t;crlificatc of im:orporallon has fur 1'" nhWl:l lin!

-I assistam:e of sick. needy or disabled mcrnblm•. ltw ddrilYlll~ uf

5 fWlcral expenses of deceased IOf:mbcrs and 11m pm\'I!otlon fur Ih,~

6 ,. wants of the suntiving SPOll'":''' and familip.s nf Inf!mh':I"'" ;lIl1'r

7 death. shall be deemed an Lnsurilnce COlllpill1y wllhlll Ilw PIJr\lI!\\

H of this act.

!I b. for the purposes of P.L.1945. c..132 (C.54;lH~ ! _1:,1 ...I·tl.'.

10 "insurance r:ompa.lv·· shall include. 3{Wf' :!r~:_I!.!!d uf lb·

11 third year following the effective date of r.L.IJgHHl._c:.I~IIJ

12 beginning Ianuary I. 19922 t((now pending befQrc I til'~glslilllJnl

11 as Senate Bill No. 2367 and A!iSembly BIll No. 2891_l)fJ!!.6~}J1 ~

14 health service corporation established pursuant to lhll prnV!SIOI1)

15 of P.L.1985. c.236 (C.17:48E-1 et seyJ. with respect la its

16 experience rated health insurance 3(. and (2) 2[at the end af lh~

17 sixth year following the effective date of P. L. 11988 1L..f..:. 171 11
18 beginning Ianuary 1, 19952 l[(naw pending before thl~ Legisla',ure

19 as Senate BiU No. 2367 and Assembly Bill No. 2891 of 1988JJl:

20 such health service corooration with respect to its

21 nan-experience rated health insuran(;t~J3. .,," msura"c:t~

22 company shall also include any life. accident. or Jtealth

23 insurance company in which a health service conXlration O!v\'TlS

20t stock. controls. or otherwise becomes affiliated with. as provided

25 !!! Zsubsection e. of2 section 2[.!l1 ~2 of P.L:..!ill!.§..:.._1:.236

26 2IlC.11:48E-4111 (C.11: 48E-J)2,

21 (cf: P.L.198S. c.515. 5.14)

28 4. This act shall take effect immedia+ely.

29

JU

JI INSURANCE

32 Taxation

JJ

34 Applies premium tax to experience rat.;d contracls or heallh

35 service corporations.

•
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[SECOND REPRINT] 

SENATE, No. 2765 
; .;
 
.; !'.
 STATE OF NEW JERSEY 

INTRODUCED AUGUST 4, 1988 

By Senator LESNIAK 

i 1 AN ACT concerning health service corporations, and amending 
I 
I 

I 
P.L.1945, c.132, P.L.1985, c.236 and P.L. 119881, c.1711 l[(now

i 
:1 3 pending before the Legislature as Senate Bill No. 2367 and 

?!j
i Assembly Bill No. 2891 of 1988)]1. 

Ii 
~. 5 

BE IT ENACTED by the Senate and General Assembly of the 

7 State of New Jersey: 

\j 

f; 
1. Section 5 of P.L.119881, c. l 71 l (C.117:48E-17.l l ) l[(now 

i J. 9 pending before the Legislature as Senate Bill No. 2367 and'! 
[. i Assembly Bill No. 2891 of 1988)]1 is amended to read as follows: iJ 

11 5. a. Every health service corporation shall accumulate and 
~~ ,)1

:-' maintain during each calendar year two separate special 
..~II 13 contingent surplus accounts, one for its individual contracts and 

one for its other activities. 

15 b. Every health service corporation shall accumulate and 
'~ 

f:,. 

f 
maintain a special contingent surplus for each account over and 

17 above its reserves and liabilities at the rate of 2% annually of its 

i 
( 

net premium income until that surplus is not less than 

19 $1,250,000.00 in each account. The special contingent surplus in ! 
f each account shall be accumulated to and maintained at an 

21 amount not less than 2 1/2% of the net premium income received 

during that year, as detennined by reference to the statement of 

23 financial condition filed pursuant to section 36 of P. L.1985, c.236 

(C.17:48E-36). The commissioner may increase the amount of 

25 special contingent surplus which shall be maintained pursuant to 

this subsection to an amount not exceeding 5% of the net 

27 premium income received during the preceding year. No method 

of accumulation as herein provided shall be deemed to supersede 

29 any provision of subsection c. of this section. In the case of any 

health service corporation which was created by the merger of a 

31 medical service corporation established pursuant to P.L.1940, 

c.74 (C.17:48A-1 et seq.) and a hospital service corporation 

EXPLANATION--Matter enclosed in bold-faced brackets (thus] in the 
above bill is not enacted and is intended to be omitted in the law. 

Matter underlined ~ is new matter.
 
~atter enclosed in superscript numerals has been adopted as follows:
 
2 Senate SLI committee amendments adopted September 19. 1988.
 

Assembly floor amendments adopted July 1, 1989. 
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2 

1 created pursuant to P.L.1938, c.366 (C.17:48-1 et seq.), in 

calculating the proportional allocation of any deficit or surplus 

3 between group and individual contracts at the time the separate 

surplus accounts are created, the corporation shall allocate based 

5 on its detennination of the proportional contributions of 

individual and group business to any surplus or deficit during the 

7 period between January 1 of the calendar year in which the 

health service corporation commenced doing business as a health 

9 service corporation until the effective date of 2[this amendatory 

and supplementary act] P.L.ISBB, c.712. The assumptions upon 

11 which the allocations are based shall be certified as reasonable hy 

an indep'endent actuary. 

13 c. Every health service corporation established as of the 

effective date of l[this amendatory and supplementary act] 

15 P.L.1988, c.71 1 shall file a plan with the commissioner for 

meeting the surplus amount requirements established by 

17 subsection b. of this section and which establishes a time period 

within which the corporation will meet those requirements. The 

19 time period established in the plan shall not exceed four years. 

The plan shall be subject to the approval of the commissioner. 

21 \vho shall approve it within 60 days after it has been filed if he 

believes it to be reasonable. If the commissioner does not 

23 approve a plan filed under this subsection within 60 days of its 

submission, he shall issue findings and conclusions with respect to 

25 the reasonableness of the plan. 

d. Whenever the special contingent surplus for either group 

27 contracts or individual contracts is an amount which is less than 2 

1/2% to 5% of the earned premium of the group or individual 

29 business, as the case may be, at the discretion of the 

commissioner, the health service corporation shall, without 

31 regard to any other rate increase provided for or required by law 

or any rate increase which may have previously been taken 

33 pursuant to this subsection, and witll the i:lpproval of the 

commissioner, commence within 90 days the implementation of 

35 rate increases for the group or individual contracts, as the case 

may be, which increases shall be sufficient to cause the amount 

37 of the special contingent surplus to equal an amount which is not 

less than 5% of the earned premium of tIle group or individufil 

39 business within one year of the increase. 



S2765 [2R] 
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.: i 1 e. In no event shall the health service corporation be required 

to augment the surplus account allocable to individual contracts 

3 with any monies from the surplus account of group contracts, or 

from any corporate assets or any other source other than net 

5 earnings from individual contracts, nor shall it be required to 

augment the surplus account allocable to group contracts with 

I 
7 any monies from the surplus account of individual contracts or 

:1 from any corporate assets or any other source other than net 
! 

:j 9 earnings from group contracts, except that beginning with the 

effective date of P.L.l19881l..-.£.:.1711 l[(now pending before the 

11 Legislature as Senate Bill No. 2367 and Assembly Bill No. 2891 of 

1988)]1 and until the special contingent surplus account which is 

13 applicable to individual contracts has reached the statutorily 

prescribed amount or no longer than six years following the 

15 effective date of P.L.119881l..-.£.:.1711 l[(now pending before the 

Legislature as Senate Bill No. 2367 and Assembly Bill No. 2891 of 

17 1988)]1, whichever is earlier, in the event that the statutory 

reserves of the individual surplus account is in a deficit position, 

19 as determined by the commissioner, a loan, without interest, 

from the group surplus account, if it is not in a deficit position, 

21 shall be made to the individual surplus account. 

f:. Nothing in this section nor in P.L.1985, c.236 (C.17:48E-1 et 

23 seq.) shall abrogate the responsibilities of corporate officers with 

regard to the reporting of financial condition pursuant to section 

25 36 of P.L.1985, c.236 (C.17:48E-36). nor shall any provision of 

1[this amendatory and supplementary act] P.L.1988, c.71 1 or 

27 P.L.1985, c.236 (C.17:48E-1 et seq.) be construed to limit the 

authority of the commissioner to require compliance with 

29 statutory capital, surplus or reserve requirements for a subsidiary 

or affiliate of a health service corporation, or for any reinsurance 

31 activities to be undertaken by a health service corporation. 

(cf: P.L.1988, c.71, s.5) 

33 2. Section 41 of P.L.1985, c.236 (C.17:48E-41) is amended to 

read as follows: 

35 41. A health service corporation subject to the provisions of 

this act is hereby declared to be a charitable and benevolent 

37 institution and all of its funds shall be exempt from every State, 

county, district, municipal and school tax other than taxes on real 

39 estate and equipment 2[, except that: 
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1 a. Following the effective date of P.L.119881L£:.1 711 l[(now 

pending before the Legislature as Senate Bill No. 2367 and 

3 Assembly Bill No. 2891 of 1988)]1 , any life, health, or accident 

insurance company organized pursuant to Title 17B of the New 

5 I ersey Statutes or by the laws of any other state in which a 

health service corporation owns stock, controls, or otherwis~ 

7 becomes affiliated with, shall be subiect to tax oniiicome derived 

from its life insurance business in the same manner prescribed by 

9 P.L.1945, c.132 (C.54:18A-l et seq.) for other corporations, 

individuals, partnerships, and unincorporated associations 

11 transacting an insurance business in the State; and 

b. Any health service corporation which issues experience 

13 rated contracts for health care benefits shall, (1) at the end of 

the third y~ar following the effective date of P.L.119881, c. 17l;.1 

15 l[{now pending before the Legislature as Senate Bill No. 2367 and 

Assemblv Bill No. 2891 of 1988)]1, be subject to tax on income 

17 derived from its experience rated contracts; and (2) at the end of 

the sixth year following the effective date of P.L.119881&171 1 

19 l[(now pending before the Legislature as Senate Bill No. 2367 and 

Assembly Bill No. 2891 of 1988)]1, be subject to tax on income 

21 derived from its non-experience rated contracts, in the manner 

prescribed by P.L.1945, c.132 (C.54:18A-l et seq.) for other 

23 corporations, individuals, partnerships, and W1incorporated 

associations transacting an insurance business in this Statel and 

25 taxes on premiums pursuant to P.L.1945, c.132 (C.54: 18A-l et 

seq.) as provided by section 16 of that act (C.54:18A-9)2. 

27 (cf: P.L.1985, c.236, 5.41) 

3. Section 16 of P.L.1945, c.132 (C.54:18A-9) is amended to 

29 read as follows: 

16. a. This act shall not apply to any fraternal beneficiary 

31 society. For the purposes of this act, "insurance company" shall 

include a corporation, and any person, partnership or 

33 unincorporated association required as an insllrer to procure from 

the Commissioner of Insurance the certificate prescribed by 

35 section 1 of an act entitled" An act to regulate the transaction of 

the business of insurance by individuals, partnerships and 

37 unincorporated associations in this State" approved July 11, 1.939 

(P.L.1939, c.188; C.17:49-1), or under any other statute now in 

39 force or hereafter enacted, engaging in any kind or kinds of 
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5 
~ 'r: 

1 business specified in R.S.17:17-1, subject to the insurance laws of 

this State; provided, however, that no company or society, which 

3 by its act or certificate of incorporation has for its object the 

assistance of sick, needy or disabled members, the defraying of 
'i 

:'1
\ 5 funeral expenses of deceased members and the provision for the 
! 
1 

.1 
wants of the surviving spouses and families of members after 

~ 
j 

;
i 

7 death, shall be deemed an insurance company within the purview 

.! of this act. 
: 

-I 

9 b. For the purposes of P.L.1945, c.132 (C.54:18A-l et seq.),
;~ 
:~ ,:. "insurance company" shall include, (1) 2[at the end of the third 

l 11 year following the effective date of P.L.119881~1711] 

I1 beginning January 1, 19922 l[(now pending before the Legislature 
I r 13 as Senate Bill No. 2367 and Assembly Bill No. 2891 of 1988)]1 ~ 

'\
lif health service corporation established pursuant to the provisions

:1 15 of P.L.1985, c.236 (C.17:48E-l et seq.), with respect to its 

experience rated health insurance, and (2) 2[at the end of the 

17 sixth year following the effective date of P.L.119881~1711]~:i 
~ 

beginning January 1, 19952 l[(now pending before the Legislature
 

19 as Senate Bill No. 2367 and Assembly Bill No. 2891 of 1988)]11.
 

such health service corporation with respect to' its
 

21 non-experience rated health insurance. An "insurance company"
 

shall also include any life, accident, or health insurance company
 

23 in which a health service corporation owns stock, controls, or
 

otherwise becomes affiliated with, as provided in 2subsection e.
 

25 of2 section 2[41]_32 of P.L.1985, c.236 2[(C.17:48E-41)]
 

(C.17:48E-3)2.:. 

27 (cf: P.L.1985, c.515, 5.14) 

4. This act shall take effect immediately. 

29 

31 INSURANCE 

Taxation 

33 

Applies premium tax to health service corporations. 

\ . 
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SENATE, No. 2765

STATE OF NEW JERSEY

INTRODUCED AUGUST ~. 1988

By Senator LESNIAK

1 AN ACT concerning health service corporations. and amending

2 P.L.1945. c.132. P.L.1985. c.236 and P.L.tlg8e 1• c. 1n 1 l[(now

3 pending before the Legislature as Senate Bill No. 2367 and

~ Assembly Bill No. 2891 of 1988)11.

5

6 BE IT ENACTED by the Senafe and Grneral As.srmbly 0/ the

7 State oj New Jersey:

8 1. Section 5 of p.l.1199Bt, c. I 71 1 (C. 117:48E-17.1 1) ll(now

9 pending before the Let,islature as Genate eill No. 2367 and

10 Assembly Bill No. 2891 of 1988))1 is amended to read as ioUows:

11 5. a. E,,;cry health service corporation shall accumulate and

12 maintain during each calendar year two separate special

13 contingent surplus accowlts, one for its individual contracts and

14 one for its other activities.

15 b. Every health service corporation shall accumulate and

16 maintain a special contingent surplus for each account over and

17 above its reserves and \labilities at the rate of 2% annually of its

18 net premium income until that surplus is not less than

19 $1.250.000.00 in each account. The special contingent surplus in

20 each account shall be accumulated to and maintained at an

21 amount not less than 2 1/2% of the net premium income received

~2 during that year, as detennined by reference to the statement of

23 financial condition filed pursuant to section 36 of P.L.1985. c.236

24 (C.17:48E-36). The commissioner may increase the amount of

25 special contingent surplus which shall be maintained pursuant to

26 this subsection to an amount not exceeding 5% of the net

27 premium income received dUring the preceding year. 'No method

28 of accumulation as herein provided shall be deemed to supersede

29 any provision of subsection 'C. of tms·-section. In the case of any

30 heallh service corporation which was created by the merger of a

31 ~edical service cOl,""Oration established purs\lant to P.L.1940.

32 c.74 (C.17:48A-l et seq.) and a hospital service corporation

ErPlANATION-Hattf'r f'Il~losed in bold-f.ud br.ckets [thlolsJ ," thf'
.boye bi 1l io> not en.cted .nd is illtelldf'd to be OIIitted ill the h •.

.,.Uer lI1lderl; ned 1.bJt.l is new INlter.
~ttf'r ellcloud in superscript "9Nr.h h.s been .dopted as follovs:
2 Sf'n.te SU ccw-ittef' ..n.Ills .dopt!d Sept..oer 19, 1988.

Ass..bly floor ,,"d.."ll .doplf'd July 1. 19M.
3 AssHlbl y floor .-nO-"lI .dopl.d Of'CMhr 18. 1989.

•
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2

created pursuant to P.L.1938. c.366 (C.17:4B-l et seq.). In

calculating the proportional allocation of any deficit or surplus

between group and individual contraclS: at the time the separate

surplus accounts are created. the corporation shall allocate based

on its determbation of the proportional contributions of

individual and group business to any surplus or deficit during the

period between January I of the calendar year in which the

health service corporation commenced doing buiness as iJ, health

service corporation until the errective date of 2lthis amendatory

and supplementary actl p.L.iS8a. c.71 2, The assumptions upon

which the allocations are based shall be certified as reasonable by

an independent actuary.

c. Every health sen.'ice corporation established as of the

effective date of l(this amendatory and supplementary actl

P.L.1988. c.71 1 shall file a plan with the commissioner for

·meeting the surplus amount requirements esttlblishp.d b~'

subsection b. of this section and which establishes a time period'

within which the corporation will meet those requirements. The

time period established in the plan shall not exceed four years.

The plan shall be subject to the approval of the commissioner.

who shall approve it within 60 days after it has been filed if he

believes it to be reasonable. If the commissioner does not

approve a plan filed under this subsection within 60 days of its

submission. he shall issue findings and conclusions with respect to

the reasonableness of the plan.

d. Whenever the special contingent surplus for either group

contracts or individual contracts is an amount which is less than 2

1/2% to 5% of the earned premiwn of the group or individual

businp..ss. as the case may be. at the discretion of the

commissioner. the health service c;,-,rporation shill!. withollt

regard to any other rate increase provided for or required by law

or any rate increase which may have previously been taken

pursuant to this subsection. and with the approval of the

commissioner. commence within 90 days the implementation of

rate increases for the group or individual contracts. as the case

may be. whit.:' inert. "lses shall be sufficient to cause the amount

of the special contingent surplus to equal an amount which 15 not

less than 5% of the earned premium of the group or individual

busll\ess within onc year of the increase.

J
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e. In no event shall the health service corporation be required

2 to augment the surplus account allocable to individual contracts

3 with any monies from the surplus account of BroUp contracts. or

4 from any corporate assets or any other source other than net

S earnings from individual contracts. nor shaU it be required to

6 augment the o;;urplus aCcoWlt allocable to group contracts with

7 any monies from the surplus BeeaWl' of individual contracts or

8 from any corporate assets or any other source other than net

9 earnings from group contracts. except tha: beginning with the

10 effective date of P.L.t19881~171 1 l[(now pending before the

11 Legislature as Senate Bill No. 2367 and Assembly Bill No. 2891 of

12 1988)]1 and Wltil the special contingent surplus account which is

13 applicable to individual contracts has reached the statutorily

14 prescribed arnOlD'lt or no longer than six years following the

15 effective date of P.L.l!9881~1711 l[(now pending before the

16 Legislature as Senate Bill No. 2367 and Assembly Bill No 2891 of

17 1988)]1. wluchever is earlier. in the event that the statutory

18 reserves of the individual surplus acco~t is in a deficit position,

19 as detennined by the commissioner. a loan. without interest.

20 from the group surplus aCCOlD\t. if it is not in a deficit position,

21 shall be made to the individual surplus aCCOlD\t.

22 !, Nothing in this section nor in P.L.1985. c.236 (C.17:48E-l et

23 seq.) shall abrogate the responsibilities of corporate officers "lith

24 regard to the reporting of financial condition pursuant to section

25 36 of P.L.I985. c.236 (C.17:48E-36). nor shall any provision of

26 Ilthis amendatory and supplementary act) P.L.I988. c.71 1 or

27 P.L.1985. c.236 (C.! 7:48E-l et seq.) be construed 10 timit Ihe

28 authority of the commissioner to require compliance with

29 statutory capital. surplus or reserve requirements for a subsidiary

30 or affiliate of a health service corporation, or for any relnsurance

31 activities to be undertaken by a health .:iervice corporatior.

32 (d: P.L.I988. c.71. s.5)

33 2. Section 41 of P.L.1985. c.236 (C.17:48E-41) is amended to

34 read as foUows:

35 41. A h~elth service corporation subject to the provisions of

36 this act is hereby declared to be a charitable and benevolent

37 institution an~ all 0: its funds shall be .exempt from every State.

38 county, district. municipal and school tax other than taxes on real

39 estate and equipment 2[, except that:
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a. Followins the effective date of p.L.119881t....f..:.171 1 l((now

2 pending before the LeRislature as senate 8iU No. 2367 and

3 Assembly Bill No. 2891 of 1988lJl , any Ufe, health. or accident

4 insurance company organized pursuant to Title 178 of the New

5 Jersey Statutes or by the laws of any other state in which a

6 health service corporation owns stock. controls. or otherwise

7 becomes affiliated with. shall be subject to tax on income derived

8 from its life insurance business in the same manner prescribed by

9 P.L.1945. c.132 IC.54:18A-l at Seq.) for other ':.Jrporations,

10 individuals. partnerships, and Wlincorporated associations

11 transacting an insurance business in the State; and

12 b. Any health !:ervice corporation ",hieh issues experience

13 rated contracts for health care benefits shall. (1) at the end of

14 the third year following the effective date of P.L.l19881L.£.:.171 1

15 1[(now pending ber~:e the Ll;gislature as Senate Bill No. 2367 and

16 Assembly Bill No. 2891 of 1988))1. be subiect to tax on income

17 derived from its experience rated contracts; and (2) at the end of

18 the sixth year following the. effective date of P.L.119881~1711

19 l[(now pending before the Legislature as Senate Bill No. 2367 and

20 Assembly Bill No. 2891 of 1988))1. be subject to tax on income

21 derived from its non-experience rated contracts. in the manner

22 prescribed by P.L.1945. c.132 (C.54:18t.-l el seq.1 for other

23 coroorations. individuals. partnerships, and unincorporated

24 associations transacting an insurance business in this State) and

25 taxes on premiwns pursuant to P.L.1945. c.132 (C.54:18A-l et

26 seq.1 as provided by section 16 of that acl (C.54: 18A-9)2.

27 (cC: P.L.1985. c.236. 5.41)

28 3. Section 16 of P.L.1945. c.132 (C.54:18A-9) is amended 10

29 read as follows:

~O 16.!; This act shall not apply to any fraternal benefi..::iary

'\1 society. For the purposp.s of this act. Rinsurance company shall

32 include a corporation. and any person. partnership or

33 wlincorporated association required as an insurer to procure from

34 the Commissioner of Insurance the certiricate prescrihed by

35 section 1 of an act entitled ~ An act to regulate the transaction of

36 the business of ins'nance by individ1lals. partnerships and

3~ wlincorporated associa\.Jns in this State" approved July 11. 1939

38 (P.L.1939, c.188: C.17:49-1). or Wlder any other statute now 10

39 force or hereafter enacted. engaging in any kind or kinds of

J
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business specified in R.S.17:17-1. subject to the insurance laws of

2 this State: provided. however. that no company or society. which

3 by its act or certificate of incorporation has for its object the

4 assistance of sick. needy or disabled members. the defraying of

5 funeral expenses of deceased members and the provision for the

6 wants of the surviving spouses and famHieJ} of members after

7 death. shall be deemed an insurance company within the p~rview

8 of this act.

9 b. For the purposes of P.L.1945. c.132 tC.54:18A-1 et .....1.

10 "insurance company" shall include, 3(l!l)3 2(at the end of the

tl third year foUowil.a the effective date of P.L.119881L..£.:. 171 1]

12 beginning lanuary I. 19922 IllnowJ!!!nding before the Legislature

13 as Senate 8iU No. 2367 and Assembly 8iU No. 2891 of 1988))1 c.!!

1>\ health service corporation established pursuant to the provisions

15 of P.L.1985. c.236 IC.17:48E-l et ..... ). with respect to its

16 experience rated health insurance 3[, and (2) 2(81 the end of the

11 sixth year foUowina the effective date of P.L.119881~1711)

18 beginning lanuary 1. 19952 I((now pending before the Legislature

t9 as Senate Bill No. 2367 and Assembly 8i11 No. 2891 of 1988IJl,

20 such health service corporation with respect to its

21 non-experience rated health insurahce)3. An "insurance

22 company" shall a1&o include any life. accident.' or health

23 msurance company in which a health service corporation owns

24 stock. controls. or otherwise becomes affiliated with. as provided

25 !!! 2subsectioo e. of2 seclion 2(41) ~2 of P.L.I985. c.236

26 2((C.17:48E-4111 (C.17:48E-3)2,

27 (cf: P.L.I985. c.515. S.14)

28 4. This act shall lake effect immediately.

29

30

31

32

33

34 Applies premium tax to experience rated contracts of health

35 service corlM>rations.

•
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3. Section 16 of P.1.1945. c.132 (C.54:1BA-9) is amended to

read as follows:

16. ~ ThiS act shall not apply to any fraternal beneficIary

society. For the purpos~s of this act. "insurance compan~" shall

Include a corporation. and any person. partnership or

ul1Incorporated association refilmed as an In'iurer to procure from

the Commissioner of lnsurance the certificate prescnbe~ by

section 1 of an act entitled' An act 10, regulate the transaction of

the bUSiness of insurance by mdi\.·lduals. partnerships dIld

unincorporated as~oclations In thiS Slate" approved July II. 1939

tP.1.1939. c.168: C.1;':49-1I. or under any other stalUte no\\' In

force or hereafter enactt!d. tmgagang an any kmd or klOds uf

busmess speci fled 10 R.5. 1~: 1:'" - 1. sublec ( to the IOsurance laws of

thiS State: provided. howe\er. that no company ~r society. which

~~. ItS act or certificate of Incorporation has for its object the

aSSISlance of Sick. needy or dls~bled members. the defraying of

funeral expenses of deceased members and the pro\'lSlon for the

wants of the survn.ing spouses and families of members after

death. shall be deemed an Insurance company within the pun lew

of thIS act.

b. For the purposes of P.L.19-15. c.132 fC.54:!B.~-1 et Se!J.1.

'insurance companv' shall anclude. 3(WP 2(at the end of the

third ",ear follOWIng the effective date of PL. 11986 1:....f.:lil:)

beginrung {anuan' 1. 19922 lUna\\, pending before the Legislature

a::. Senate Bill :':0. 2367 and Assembhi Bill ~o. 1891 of 1988)J1 ~

health serVIce corporation established pursuant to the orovIslon::.:,

of P.L.19B';·. c.236 lC.17 18E-1 ~I seq.l. With respect to liS

experience rated Ile.alth ."~ J(. and (21 2(at the end of the

~Ixth ... ear foilow:og the ~ffectl\e date' of P.L. 11988 1:....f.:lillJ

begmnmg lanuar\' 1. 1995 2 IrIna\\, ?endIng before the LegIslature

as Senate Bdl :':0. ~j6:- and :~ssembi\' Sill :"io. 2891 of 19881Jl:

such health se!"".!ce r:or:>o~,rt:on WIth respect 10 ltS
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non-experience rated health Insurancel3" AIl .Insurance

companv . shall also Include any life. accident. or health

insurance company In which a health service corporatton owns

stock. controls. or othen'lise becomes arriliated with. as provided•
!!l..-2subsecdon e. of2 section "2{ill,,22 or P.L.19S5. c.136

2{[C. 17: 48E- 41)1 Ie. 17: 48E-J)2,

{er: P.L.19S5. c;515. s.H}

!~SERI ;SE\\' SY:\;OPSIS TO REaD'

I:-ISL:RA;\/CE

Taxation

Applies premium tax 10 experience rated conlracts of health

service corporations.

STATntE:>IT

This amendment remo\.es from the tuB that pro\."!Slon whIch

prOVided that non-expenence rated health insurance contracts of'.
health service cOflXlralions would be subjpct 10 'lhe,~emlUm tax

beglOmng January 1. 1995. ..........~
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SENATE, No. 2765

STATE OF NEW JERSEY

INTRODUCED AUGUST 4. 1988

B»' Senator LE.'iNIAK

AN ACT c:olI(:t~min~ health service corporations. and amending

P.I..HI-I5. (:.1:12. P.L.1965. c.236 anil P.I lWA81, c. lz.!l

:1 I((now pl-mding b~rorp. the Legislature as Sf!nille Hill No. 2367

and Assembly Bill No. 2891 of 1988)11.

5

HE IT ENACTl:.O by the Srnate and Grnrral Assrmbly oj the

7 Slale oj New Jersey:

I. Sf!ction 5 of P.L. 11988 1, c. Iil l (C. 117:481:::-17.1') 11(nmv

:t pp.ndinR before the Legislature as Senatr. Rill No. 2361 and

Assembly Bill 7'Jo. 2891 of 1988))1 is amended to read as follows:

11 5. a. Every health sp.rvice corporation shall accumulate and

maintain during l:ach calendar ycar two separate special

13 continKent surplu.<t accounts. one for its individual contracts and

one for its other activities.

15 b. Every health service corporation shall accumulate and

lTlitilltaill a special c:onlinKent surplus for each iu:count over and

17 ahove ilS rCSf!rvf~S <:lnd liabilities 011 the rale of 2% annually of its

nd I.WlIllum i,u:nme Wltil that surplu... is not less than

19 S1,25lJ.(KKJ.OII in f!iU;h ar.coWl1. The special r.ontingcnt surplus in

eiu;h ;Icc;uunt shidl be accumulilh:d 10 iUld maintained at an

21 amoWlI not less than 2 1/2% of Ihe nel premium income rcceivP.d

durin~ that year. as delennined by reference to the statement of

23 financi<tl condition flIed pursuant to seclion 36 of P.L.1985. c.2.J6

(C.17:-I8E-:I(j~. nlf~ cOl1lmis..'iioner Il1u~' increase the alllOwtl of

25 sper.ial continRent surplus which shall be maintained pursuant to

this subseclion 10 an amoWlt nol exceeding 5% of Ihe net

27 premium income received during the pre<;eding year. No method

of accumulation as herein provided shall be deemed to supersede

29 any provision of subsection c. of this section. In the case of any

health sf!lVi(:f~ corpo' ltion which was crealed by the merger of a

31 nwdic;ill ser",ke corporation established pursuant 10 P.t. Hl40.

r,,74 (C,17:·18A-l et seq.~ and a hospital service corporation

II c",.lcd pun;uan' 10 P. I.. 1938. c.366 (C.I7:48-1 cl seq.). in

f)lPI,1,PlAIIOU __ I".lItlfOr f'n(lO~f'd .n bold-hu.d br.c".h (thu') 'n l""
.. bOil. b.ll ... not pn,HlE'd ,.nd .\ '"l"ndM to ~ a-.lll'd ." thf' 1_ .

.... tt .. ,. und~rl;nf'd t.hu.1 .\ ".... ..,tt.r.
~ttl'r l""do, .." in \Upel"'l.cr;pt " .....,..h h." ~n .doptl'd .\ 101Iow'\:

S""dlf' 51 I com-.tt ....apn~nt\ .Idoptl'd s..t~r IQ. lqee.
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I:ilkulillin~ Ihl! pruportional alhication of any defit:il or surplus

hl~lwt!t~1l group iwd individual contrads ill Ihe tilTH: Ihe sf~parilll:

.'>urplus i1I:CllLlIIls an! crt:i1l1~d. thf! corporalion slwl! alloeatl! hils~d

nn ils dl:lI~rlllifli.ltion of fhl! IlroporliUllil1 conlrihutions of

individllill ilnd group busillf!ss 10 any surplus nr deficil during thl!

III~riud hl!l\Vf~t:n !anuar1,' 1 of Ihe c:altmdar year in which the

tWilllh M:fVlt:t! c:orpnration cOlllmem:ed rloin~ hu.'>int!S.'i as a health

sl~rvit:I! t:nq)uriltion until the cHectivf! dall~ of this illTH~ndiitory

illlU supplt!l1Itmt<lry .1C;1. The assulllptions UilOO which the

illlnCilllt)J1S an: bilsl:d shall be certirit!d as n:<lsnnabll! hy an

11ll1t!pl~lIIlt:nl ,H:luary.

1:. E~'I!r~' hl'01I:h sl:rvice corporatioll estahlisht!C'! as of Ihl:

dfcl:li\"p. dalt! of l(lhis amendalory <lml supph!lllt!l1lary act)

P.LEIHH. c.71 1 ~hall file a plan with Ihp. cUll1l1lissiCHU!r for-_••• _~_. 11:

1Ilt!t:ting the surplus i.llllOWlt reqlJlfl!lIumts t!slahlished hy

~ullsm:lion b. of this sm:tion and whil:h estilhlishes a lillu! p,~rintl

within whic:h Ihf! corporation will meet thosl: n!lluin!llIfmts. Tht!

tllne p~riQ(J t:.o;tablished in the plan Shill! not t~xc;l!I!d four YI~;trs.

Thl~ plan shall be subject to th~ approval of Ihl! ClIllllllis.o;inncr.

who sh<lll approve il within 60 days after it has heen fih!d if hl~

beJiHVI!S it 10 he reasonable. If the l:ommissiUlu:r doe.'> not

approve il plan filed Wider this subset:tton within liO days of its

suhmission. hf! shall issue findings and conclusions with respec:t In

the fl!asonahlmu:s.'i of the plan.

d. Wht:nl!\,er thl! "pedal contingent surplus for I!itht!r RnJUp

contrads or indi\'idual contracts is an amOlUlt which is les... than :!

27 112°,'\1 lu 5% nf the 1!<lmP.d prel1lium uf the group ur individual

business. <.IS (11l~ t;ase may be. at tht~ disc:rt!lion nl' the

29 c:ommissionl!r. the hr.<.Ilth servit:e .corporation shall. without

regard 10 any other rate im:rcase provided for nr rt~lt1itt!d lJy law

:n or any rale inr:rease which may han! prt!ViOllSI)' betm taken

PUrsUiHlt to this SUhsf!clion. ilnd with the approval (If tlw

·u c:ollllni~<';llII1f!r. ClIlnllllmce within 90 d.1YS the impltmu:nl,ltlon of

late IIH.n·itSI!S fur tht~ group or individual c:ontra«.;ts. ,IS thl~ eaSt!

.':1 mil\' 'H'. ~'hH:h increases shall be sufflf:if!Ot tn cau.",! the Oill1UlUll

25

III Th.· 'lk·l.lal f:lH1tlOr~nl surpills to f~U~: an iHnnllll1 whu:h is IInl

I:' II·.... liMn .;"'.. of Ihe I:dmed premium of the ~ruliP ur ;nt.li-.idu,tl

hil~ill"'''' \\llhin nnt! vear of th~ inc:reasl~.
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!!!.~I!\!:.I!.L-'--~~. sU"l~lus !!~:count allll!: •• hll: ttl individuill l:onl rill:~

\\Iith-i!.lll.-!!!!!!,!,!~---,".'pllll thl~ surplu... ill:t:u4unt "Urnu" ~ontrac's. liT

:1 from i1ny....9!.!p:Q!~tl..:. !1ssets or any lither SlIun:l: other than net

~i!..r:.nj!!&.Urt...!ll. ind.vi(hlill cnntrac:t!i' ntlr Shilll it be required t.Q

5 ~..!!8I.!!.!.~11.LH1.£. surplus "lccount allocabh: ~roup cant racts with

any monies frUll!...the...:,,:urplu.c; accowlt of individual contracts or

7 frolll ~1.1y'..£()rporiltl~ aSSt~ts or. any other source other than np.t

!!.ilmings... frum group contracts. except that be8Imlil]g_.~.!J..h_Jh~

!) effcc:tiv!! datt! .Qf~~119861~ IZ1 1 11l!!9~ pending before the

1--,-~I;!I~lrlJ i!S Senate Bill No. 2367 and As...mnb~ Hill No. 2891 o(

11 19H~}II_.2!:l(LUI}til th.~ special contingent surplu.'i .ilCI:Ount which i~

i)P.1lUI;'!l!ltl_.ln individual {:ontracts has reach.!!c1 lhp. stiltutoriJy

1:t l!n~!:,I:rihf!!i_ i1.Tn..Qunt o.~Eo longer than siJLY~!I~'4following. I!J~

dfl!c1i\'I! date of P.I,.. 11!-I88 1..-£._171 1 l((now pending bdore th.t.:.

1:» t:!!gislature as Senate Hill No. 2367 and Asscmbly Bill No. 28St.91

g!~.!llJl ~~.ichever is, earlier. in the t!vent that the stalutt?l:~

resf~rves of lhl~ indiviLlual surplus account is il} i! deficit .Q9~iti<!!1~

as dctl:rminf!et hy the commissioner. a loan. witho!}t interest.

IH frolll tht~ group SUrpllL'i account. if it is not in a defi~~i.!J!!.".

5hallJ~ ~1~~.~U!!..!~_e individual surpllL'i i)CCOun~

L Nothing in this sm:tinn nor in IJ.L.1!J85. C:.2~t6 (C.17:4RE~1 t!1

Sf!(!.) shall i1hro~ate the responsibilities of corporatc officers with

re~"rd In thp. rl~portin~ uf fmandal r.ondition pursuant to section

:\6 of P.1.. I!)R5. c.:!:llI IC- 17:48E-J61. nor shall any provisiun of

Ilthis allwndilICJr~' ilnd supplementary actl P.L..:l:486. c.71 1 or

P.L.I!lli~. c.:.!:Hi (<:.17:48t-:-1 et SP.CI.) bl! construed to limit Ihp.

:!7 iluthnnl~' nf Ih.· c:UlIlIllis.c;ioner 10 n~luire cnmpli,mc:r. with

statutory citpital. surplus or fl!st!rvt! requirements for (I subsidiary

:.!!. nr .1ffili.1lt: of a ht!illth st?rvicf~ {:orporalion. or for any reinSUral\Cf~

ilcfivilil!s to hi! uruh!rtitkt!n b~' it health SCrvit;l! corpor<ltion.

:11 (d: P.I..I!IKK. c.71. 0.5)

2. St!t:tion 41 of P.1..1985. c.2J6 (C.17:48E-4l) is amended to

:t:J r,!aci as follows:

oJ 1. A hl~.1lth ser\'u:e Lorporation suhject to the provision... of

:,:, thiS ,u:1 is hereby dccl.ned 10 be a charitable and bene oh~nt

mslitutlOlI "lid illl of its "Wlds shall be CKCOlpt from l~VCry Stotte.

:17 nHlnt~'. disl ru:t. lIlunit;ipal and school lax other lhan taxes 011 re.11

f~slith! "'nrl t~luiplIll~111. cxce.P.Llha!;.

39· iI. Fnllowtl1.81h" "r~Cli~e date of~!,~II!I'!!llcS.I?!1 1I[o,,!~
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pending befure thf~ Lflgislaturc as Senate Bill No. 2367 and

Assembly Uill No. 28!J1 of 1988))1 ~ any life. health.J)f m:r.idenl

insurance cOIIIJl_any organized pursuant tq Title 17B 'If_thc Nf~\'II

krsey Slalulp.~QIJ!y_Hu! laws of any other siale in which "

11f~allh service corporation owns stoc:k. r:ontrols. or otherwisl!

becomp.s affiliated with. shall be subject to tax on income dmivml

from its lirt~ insurance business in the same manl}cr prescribed by

P.L.1!J45. (;.1:J2 (e.s-I: IRA -1 et !mq.l for ..... ther corporations.

individuals. partnerships. and unmr.orporated association...

transacting an insurance business in the State: an_~

L~...Y heal!.tt service corporation which issues~erie.!1~!.!

rated cOnlrac!S for health care benefits shall. (1) at the end Qf
the. third~ar following the effective date of P.I.._ 119H8 1._£:

1Z,!l 1(l!lQ~ pending before the Le~I!!.!.!J.!c as Senate. Bill_No.

2367 nnd_As.~I~\hly Bill No. 2891 of 19"8))1. be subject II) lax on

income derived from its expent:ncc ra.tcd contracts: an!!..m~_I.
•

the end of the sixth year follOWing Ihe effective dale fir P.l..

119881~In 1 Ilinow pending before the I.egislature as Sen<Jtt~

Rill No. ~:167 anti Assembly Bill No. 28Hl of 1988))1. be suhjec;t 10

lax on im;orne derivcd from_ its non-experience r<!Jed COnlril(;ts~

~ 1 in the rnannt~r prescribed by P.L.1945. l:.l:J2 (e.54: 18A-l t!! st-!.!1J

f!!!- oth~_r_.!~ations. individuals. partnerships. ill1d

23 unincorporalr.ftassociations tran.'iacting an insurance business in

••

25 (d: P.L.1!l85. c.236. s.41)

3. Section 16 of P.I .. 1945. r;.I:J2 (C.54:IAA-!l1 is amended to

27 read as follows:

16. !!.:. This act shall nol apply 10 any fraternal b':lwfic:iill"y

2q society. "'01" the l)urpoSes of Ihis act. "insurance (;(unpany" shall

include it corporation. and any person. parlner: hip or

:1 I unincorpor.lted associatiun rcquin:d as ilJ1 inSUff'r tn pnll:Uf!! from

the Commissioner of InsUfi!IICI! thl! cl~rlinr.<lle prp.St:rih"l' h~

Jj S~r.tll.Hl 1 of ;Ill act Imlitled' Ar. at:! III regulate lh~ I ran!';lr:1!un nf

lhe husincs-'i uf inSllranCp. h)' i.ndividuills. parlnership... ilnd

:15 lUlincorporatmt aS50dation.'i in 'this Statl!" apprnvt!d 11I1~' II. 19]~

(P.I .. 1I U9. c.I:iR; r.. 7:49-1). or under ;H)y nlhp.r st<tlutl! nnw ill

.17 fnn.;ll or Iwrt~aflt!r eni.lcted. enga~in~ ill an~' kind nr kinds of

husirh!SS Slll~,:IIIl~d In R.S.17: 17-1. SUbjllc:t 10 the insurance laws of

:t!1 111I~ Stall!; pro"ided. howcvcr. thiU nn I:Olllpimy or socil!I). winch



h)o' its act or (:l~rlifif:<lte of incorporation has for its ohip-c.t thf~

as.'iistance of sick. needy or disabled members. the dcfrayinR of,
:1 funeral expenses of deceasftd luembers and the provision for lhp.

wants of the survivir.g spouses and ramilit~s of lII~mbt!rs after

5 death. shilll be deemel:1 an insurance company within Ihl! purview

of this act.

7 h. For the purposes of P.L.1945. c.132 (C.5-1:1RA-1 rot SI!Q.).

~ins\lrance company- shall include. (1) al the end of the third

9 ~r following the effective date of p.L.1198~1...£:.....1!.!t IUno\V

pending before the Legislature as Senate Rill No. 2367---..!!!!~

11 Assemblv Oi)1 No. 2891 nf 1988))1 • a health servil,:.t! corporation

t:stablished .2.!!l1'lIant to the provisions of P.J .. 198~. c.236

J] ~E:'-I8";-! ~~I:9.J:. with respect to its eXpCr!!l~~_ rated health

~l"urancr:. aJlc!......~.. 1 lhe end c.~ lhp._sixth_>ear fnllo\lo'i!lg the

15 t!rreclivl~ date of P.L. t 19881:.-.!:..:.... lZlI '(lnow pendingJ!dore the

~slature as Senate Bill No. 2367 and Assembly Rill No. :!S91 of

1988)1 1. such hlmlth service corporat ion wi th respeci to its

non-experitmr:e rated health insurance. An "insurance (;ompal!.L

19 shall also inr.lude any life. accident. or health insuram;c.company

in which a' health service corporation owns s(Ol:~!...!;~.Dtro~1..!)r

21 otherwise becomes aHiliated with. as pmvi!J!~.Jr:a sm;lion -II of
P. L.1985. 0.236 (C.17:48E-41),

23 (cf: P.L.198S. c.olS. S.14)

-I. This ad shall take eHect immediately.

25

7.7

2!1

INSlJRANO:

Taxation

Applies premium tax to health service corporations.
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wi th Senate committee amendments \... 

STATE OF NEW JERSEY
 

DATED: SEPTEMBER 19, 1988 

The Senate Labor, Industry and Professions Committee reports 

favorably and with committee amendments Senate Bill No. 2765. 

This bill amends the laws governing health service corporations. 

The bill provides that if the. statutory reserves of the surplus 

account for individual contracts is in a deficit position, a loan, 

without interest, from the surplus account for group contracts, if it 

is not in a deficit position, must be made to the surplus account for 

individual contracts. These loans could continue to be made until the 

surplus account for individual contracts reaches its statutorily 

prescribed amount or July 21, 1994 (six years following the effective 

date of P.L.1988, c.71), whichever is earlier. At that time the 

"wall" (no more loans) between the surplus account for the group 

contracts and surplus account for the individual contracts would be 

established. l'he bill prohibits any loan from the surplus account for 

individual contracts to the surplus account for group contracts. 

The' bill also provides for the taxation of health service 

corporations under the insurance premium tax provisions of P. L.1945, 

c.132 (C.54: 18A-l et seq.). A health service corporation will be 

taxed upon the issuance of any life insurance issued by an affiliate. 

In addition, a health service corporation will be taxed on its 

experience rated health care contracts on and after July 21, 1991 

(three years following the effective date of P.L.1988, c.71) and on its 

non-experience rated contracts on and after July 21, 1994 (six years 

following the effective date of P.L.1988, c.71). 

The committee made technical amendments to the bill. 

. 

," . 
.J ;" 



SENATE, No, 2765

SlATE OF NEW JERSEY

INTRODUCED AUGUST 4. 1988

By Senator LESNIAK

3

5

AN ACT concerning health service corporations. and

P.L.1945. c.132. P.L.. 1985. c.236 and P.L. . c.

pending before the Legislature as Senate Bill No.

Assembly Bill No. 2891 of 1988).

amending

(now

2367 and

I

BE IT ENACTED by the Senate and General AssfOmbly 0/ the

7 State of New Jersey:

1. Section 5 of P,L. . c. (C. )(now pending before the

9 Legislature as Senate Bill No. 2367 and Assembly Bill No. 2891 of,
1988) is amended to read & follows:

1t 5. 3. Every health service corporatior shall accumulate and

maintain during each calendar year two separate special

13 contingent surplus aCCOWlts. one for its individual contracts and

one for its other activities.

15 b. Every health service corporation shall accumulate and

maintain a special contingent surplus Cor each account over and

17 above ils resr.rves and liabilities at the ,ate of 2% annually of its

net premium income until that surplus is not less than

19 $1.250.000.00 in each account. The special contingent surplus in

each account shall be accumulated to and maintained at an

21 amount nol less than 2 1/2% of the net premium income received.

during that year. as detennined by reference to the statement of

23 £inancial condition filed pursuant to seeliOD 36 of P.L.1985. c.236

(C.17:48E-36). The commissioner may increase the amoWlt of

25 speCial contingent surplus which shall be maintained pursuant to

this subsection to an amount not exceeding 5% of the net

27 premium income received during the preceding year. No method

of accumulation as herein provided shall be deemed to supersede

29 any provision of subsection c. of Ihis section. In the case of any

health selVice corporation which was created by the merser of a

31 medical selVice corroralion establishe<:! pursuant to P.L.1940.

c.74 (C.17:48A-l et ~~.) and a hospital service corpor.ation

33 created pursuant to P.l.1938. c.366 (C.17:48-1 et seq.). in

EJ(Pl.l.PU.T10N-Hatter enclosed in bold-fued bnckets [thus] in the
.bo"e bill ili not enacted and is intended to b. c.ittM in th. hw.

Hatter underlined 1..!!..l.Li is new INtter.
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calculating the proportional allocation of any deficit or surplus

between group and individual contracts at the lime the separate

3 surplus accounts arc createet. the corporalioll shall allocate based

on its detennination of the proportional contributions of

5 individual and group business to any surplus or deficit during the

period bet't"een January 1 of the calendar year in whic.;h the

7 health service corporation commenced doin~ businf~ss as a hl~alth

service corporation until the effective date of this iHlllmdiltory

9 and supplementary act. The assumptions upon which the

allocations are based shall be (:ertified as rcasonabh~ by an

11 independent actuary.

c. Every health service corporation established as of the

13 effective date of this amendatory and supplementary acl shall

file a plan with the commissioner for meeting the surplus amount

15 requirements established by subsection b, of this section and

which establishes a time period within which the corporation will

17 meet those requirements. The time period p.stilhlisheet in_the plan

shall not exceed four years. The plan shall be subject to the

19 approval of the commissioner. who shall approve it \vithin 60 days

arler it has been riled if he believcs it to he rea50nable. If the

21 commissioner does not approve a plan filed under this subse(:tion

within 60 days of its submission. he shall issue findings and

23 conclusions with respect to the reasonableness of the plan.

d. Whenever the special contingent surplus for either group

25 contracts or individual contracts is an amount "'hich is less than :!

1/2% 10 5% of the ~ ..med premium of the group or individual

27 business. as the case may be. at the discretion of the

commissioner. the health service corporation shall. without

::9 regard to any other rate increase providprl for or required by iaw

or any ratc increase which may have previousl).' bee~ laken

31 pursuant to this subsection. and with the approval of the

commi~ioner. commence within 90 days the implementation of

33 rate increases for the group or indiVIdual enntracts. as the case

may be. which increases shall be sufficient to eause the amount

35 of the spedal conhnge- I surplus 10 equal .1n amount which is not

less than 5% of the eanaed premium of the Jolroup or individual

37 business within one year of the increase.

e. I:i no event shall the health se....·ice corporation be required

39 to augment the surPlus accowli allocable 10 individual contracts
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with any monies hom the surplus account of group contracts. or

from any corporate assets or any other source other than net

earnings hum individual contracts. nor shall it be required to

augment the surplli.'i aCl:ount allocable to group contrClcts wilh

any monies from the surplus account of individual contracts or

fmm any corporate assets or any other source other than net

earnings from group contracts. except that begirming with the

effective date of P.L. . c. (now pending before the

Legislature as Senate Bill No. 2367 and Assembly Bill No. 2891 of

19881 and until the special contingent surplus account which is

applicable to individuJI contracts has reached the statutorily

prescribed amount or no longer than six years follOWing the

effective date of P.L. . c. (now pending before the

Legislature as Senate Bill No. ",367 and Assembly Bill No. 2891 of

19881. whichever is earlier. in the event that the statutory

reserves of the individual surplus account is in a deficit position.

as dctennined by the commissioner. a loan. without interest.

from the group surplus account. if it is not in a deficit position,

shall be made to the individual surplus account.

k Nothing in this section nor in P.L.1985. c.236 (C. 17:48E-l et

seq.) shall abrogate the responsibilities of cOi'POrate officers with

regard t;J the reporting of financial condition pursuant to section

3601 P.L.1985. e.236 (C.17:48E-36). nor shall any provision of

this amendatory and supplementary act or P.L.I985, c.236

(C.17:48E-l et seq.) be construed to limit the authority of the

commission.r-r to require compliance with statutory capital.

surplus or resetve requirements for a subsidiary or affiliate of a

health se~ice corporation. or for any reinsurance activities to be

undertaken by a health service cOI1X>ration.

leI: P.L. . e. . s.5)

31 2. Seelion 41 of P.L.1985. e.236 (C.17:48E-41) is amended to

read as follows:

33 4t. A health service corporation subject to the provisions of .

this act is hereby declared to be a charitable and benevoletU

35 institution and all of its funds shall be exem;»t from every Slate.

county. district. municipal and school tax other than taxes on real

37 estatt; and equipment. except that:

a, Following Ihe elfeetive date of P.L. • e. (now penc!ina

39 before the Legislature as Senate Bill No. 2367 and Assembly Bill
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No. 2891 of 1988), any life. health. or accident insurance

company organized pursuant to Title 178 of the New lersey

3 Statutes or bv the laws of any othp.r ~tate in which ;I health,
service corporation owns stock. controls. or otherwise becomes

5 affiliated with. shall be subject to tax on income derived from its

life insurance business in the same manner prescribed b\'

1 P. L. 1945. c.132 IC.54: 18A-1 •et Seq.) for other corporations.

individuals. partnerships. and unincorporated associations

9 transacting an insurance business in the State: and

b. Any health service corporation which issues experience

II rated contracts for health care benefits shall. II) at the end of

the third year following the effective date of P. L. c. (now

13 ~ pendins before the Legislature as Senate Bill No. 2367 and

Assembly Bill No. 2891 of 1988). be subject to tax on income

15 derived from its experience rated contracts: and 121 at the cndJ?l

the sixth }'ear following the effective date of P.I.. . c. (now

, 7 pending before the Legislature as Senate Bill No. 2367 and

Assembly aill No. 2891 of 1988). he subject to tax on income

19 derived from its non-experience rated contracts. in the manner

prescribed by P.L. 1945, c.132 !C.54: 18A-1 ~t seq.) for other

21 corporations, individuals. partnerships. and ~incorporatf!d

associations transacting an insuranc(~ business in this Stale.

23 (cf: P. L. 1985. c.236. s.41)

3. Section 16 of P.L.t945. c.132 (C.54:18A-9) is amtmded to

25 read as follows:

16. ~ This act shall not apply to any fraternal beneficiary

27 society. For the purposes of this act. ~insurance company~ shall

include a corporation, and any person. partnership or

29 unincorporated association required as an insurer to procure from

the Commissioner of Insurance the cert.ficate prescribed b}'

31 section 1 of an act entitled" An act to regulate the transaction of

the b4Siness of insurance by indiViduals. partnershi~ and

33 unincorporated associations in this State" approved )ul}' 11. 1939

(P.L.1939. c.188: C.17:49-1). or Wlder an}' olht!r stalule now 10

35 force or hereafter enacted. engaging in an~' klll'd ur kinds of

business specified :n R.S.. 7:17·1. subject to the IllSuranr:c laws of

31 this State: provided. howe\,'f~r. that no compan)' or society. which

by its act or certificate of incorporation hi.'s for its object Ihl!

39 assistan•.e of sick. needy or disabled members. tht! dp.fraying of
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5

funeral expenses of deceased. members and the provIsion for the

wants of the surviving spouses and families of members after

:1 death. shall he dr.emed an insurance company within the purview

of this 3(;1.

5 b. for the purposes of P. L. 1945. c.132 fe.54: 18A-l et Seq,),

"insurance companY" shall include. (1) at the end of the third

7 year following the effer.tive date of P.L. . c. (now pending

before the Legislature as Senate Bill No. 2367 and Assembly Bill

9 No. 2891 of 1988), a health service corporaHon established

pursuant to the provisions of P.L.1985. c.236 (C.17:48E-l et Seq.).

11 with respect to its experience rated health insurance, and (2) at

the end of the sixth yt:dT following the effective date of P.L.

13 c. (now pending before the Legislature as Senate Bill No. 2367

and As.o;embly Bill No. 2891 of 1988), such health service

15 corporation with respect to ICS non-experience rated health

insurance. An Minsurance company" shall also include any life.

17 accident. or health insurance company in which a health service

corporation owns stock. controls. or otherwise becomes affiliated

19 with. as provided in section 41 of P.L.1985. c.236 IC.17:48E-41).

Id: i'.L.1965. c.515. 5.14)

21 4. This act shall take effect immediately.

2:l

STATEMENT

25

This bill would make certain amendments to the laws governinB

27 health service corporations. as amended and supplemented by two

bills currently pending in the Legislature. Senate Bill No. 2367

29 and Assembly Bill No. 2ag\.

This bill provides that if the statutrry reserves of the

31 individual.surplus account is in a deficit position. a loan. without

interest. from the group surplus account. if it is not in a deficit

33 position. shall be made to the individual surplus account. These

loans would continue until the individual surplus account reaches

J5 its statutorily prescribed amOl,Dlt or six years. whichever is

earlier.

37 This bill also provides ior the taxation of health service

corporations Wlder the insurance premium tax provisions of

)9 P.L.1945. c.132. A health service corporation will be taxed upon
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the issuance of any life insurance issued by an affiliate. In

addition. a. health service corporation will be taxed on its

3 experience rated health care contracts at the end of the third

year following the err~ctive date of Senate Bill No. 2367 and

5 Assembly Bill No. 2891 when they are signed into law and on its

non-experience rated contracts at the end of the sixth following

7 the effective date of those same bills.

9

11

13

INSURANCE

Taxation

Applies premium tax to health service corporations. •
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