Tom—

—

NJSA: 17B:27A-17 et seq. R v
C_ ] e~ fomms=

Legislative History Checklist
(Compiled by the Office of Legislative Services Library)

Synopsis: Requires certain insurers, service corporations and HNOs to
offer standardized health insurance plans to small groups;
establishes a reinsurance program.

Bill Neo.: $371 P.L. 1992, c. 162

Identical to: A757 (ACS)
%lm “f;;l A757 (ACS)
Last Session Bill No..
See Above Bill(s) for Additional History
NJSA: 17B:27A-17 et seq.
Sponser(s): Bassano+”
Date Introduced: 02/13/92
Committee Reference: Statement: Public Hearing:
Assembly:
{Without reference)
Senate:
Health end Human Services Yes No

Sponsor Statement: Yes

Fiscal Note: No

Dates of Passage: |
11/30/92 (43-0) T/s0/ez (22.8)

Amended During Passage: Yes

Governor’s Action:
Veto: Yes (Conditional) Date of Veto: 09/10/92
Date of Approval: 11/30/92 Message on Signing: No

Additional Information:




© O ND WM

o W G Wwwew N NNNMNMNDNDDN ™
u80¢s<3m,au:ueo‘o§qamaus.-005‘55.3:55'33

§§1-30,
C.17B:27A-17
to
17B:27A-46

P.L.1892,  CHAPTER 162, approved November 30, 1992

Senate Committee Substitute (First Reprint) for

1992 Senate No. 371

AN ACT requiring certain health insurers, service corporations
and - health maintenance organizations to offer 1[basic]
staridardized] health benefits programs to 1[certain employers]

allgm ups! and establishing a reinsurance program.

BE l’l‘ BNACTED by the Senate and General Assembly of the

State of New Jersey:

‘1. As: insed in this act:
"Actumal ‘certification" means a written statement by a

;membe of ‘the American Academy of Actuanes or other
“acceptable to the commissioner that a small employer
o camer is in comphance with the provisions of section 1{12] 91 of

tlus act. based upon examination, including a review of the

‘ .appmpnate rocords and actuarial assumptions and methods used
o by the small employer carrier in establishing premxum rates for

’ '7 beforeifeﬂeml taxes but after investmeut M‘ X

ll'Base"pmnimn rate” means the: lowest | premium rate charged

Code of 1986 (28 U.S.C. 162 or 28 U.S C. 106).)1
the board of du'ectors of the program

sxvumxou-mm enclosed in bo‘ld-faced buckgts{ m..s: in tho

sbove bill is. not enacted and is inundcd to be omit

Matter: undorlingd thus is new matter.

m
?. Senate amendments ado
recomiiendations Noves

¢d in supsrscript nuberals has beed
ted in accordance with :

¢ 30, 1992
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hospital service corporatxon. medical service
1(] or1 health mamtenance orgamzation 1[or

health semce corporatron, hospxtal servtce
on, or medxcal semce corporatron that is an affiliate of

h an msurance company. health semce corporatxon.
ce corporatxon. or medrcal service corporatron shall

”Comrntnutz ratmg means a ratg g methodologx in whlch the

‘all £s0ns covered [ 'hgy or contract form is

t" means the Department of Insurance
* means the spouse or child of an eligible employee,
licable terms of the health benefits plan covering

f the sole propnetor. partner, or mdependent
mcluded 88 an employee under a health benefits

impaired” means Y camer whxch after the
of this act, is not nmolvent. but is deemed by the
to be potentially unable to- fulflll 1ts contractual
r a carrier which is;placed-a mderi'an order of
or conservation by a - court ~of. competent

requests emollment in a health benefits planwf a emall employer - -




-

12 - after termination of coverage provided. under. another. employer's

13 benefits ‘plan; 1for if the mdmdual is employed by an

14 employer under a MEWA which offers multlple health benefits

15 pl ‘the mdmdual elects a dlfferent ‘plan during an open

16 perwd,]1 or if a court of competent jurisdiction has

17 .orde coverage to be pmvxded for a:spouse et ‘minor child under

18 red empleyee s health benet‘nts plan .and request for
19 at is made within 30 days after issuance of that court ’
- 20

21 "Member" means all carriers issuing health ‘benefits plans 1[and

22 pmwdmg health beneflts plansll in thxs State on or after

(1R] SCS for S371
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. :
2 ‘,
3 o
4 r employ ;
5 the time he was eligible to enroll ar :gated at the time
6 initial “enrollment that coverage under that other
7 yer's health benefits plan was the reason for declining i
8. ment; has lost coverage under th' "’other employer's health
9 plan as a result of termin jon of 'f'employment, the
10 1ation of the other plan’ s coverage death of a spouse, or
11 vorce. and the individual requests enroliment within 80 days

[
@

et leui 50 percent ofvitef 8
b4 calendae year quarter, employed et ’l“:
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49 ehgxble employees, the majority of whom are employed within
the State of New Jersey. In determining. the number of eligible
employeee, compames which are affiliated compames shall be
considered one employer, subsequent to the issuance of a- health
benefits plan to a small employer pursuant to the provisions of
this act, and for the purpose of determining eligibility, the size of

-a "small employer shall be determmed annually Except as
’ otherwrse specifically provided, provisions of this act which apply

to a small employer shall continue to apply until the anniversary
date next of the health benefits plan following the date the
employer no longer meets the defrmtlon of a small employer.

“Small employer carrier" means any carrier {for MEWA]! that
offers health benefits plans covering eligible employees of one or
more small employers.

"Small employer health benefits plan” means a health benefits
plan ‘for small employers approved by the commlssxoner pursuant
to section 1{23] 171 of this act.

2 Every health insurer, health servrce eorporatmn, medical
semce “corporation, hospital service: corporation, and health
maintenance organization licensed or authorized to provide
health benefits or services in. this State whrch offers health

insurance policies or coverages covering two or_ more emplnyees

of a small employer shall be sub,ect to-the provisions of this act.
Coverage shall be offered to all elrgrble employees and their
dependents and shall not exclude any employee or eligible
dependent on the basis of an- ectuel or expected health condition.

3. 1[Notwithstanding the provisions of P.L.1991, c.187, every
carrier subiect to the provisions of this act shall, as a condition
of transacting business in - this " State, offer to every small
employer at least two health benefits plans. One plan shall be a
Basic heelth benefits plan, as provided-in section 4 of this act,

'andoneehallbeanasrc leheelthbenefntsplen. as provided in

section §'of this act. Initially, the offer shall be made within 90
days of the filing with the commissioner of that carrier's
benefits plem. Thereafter, the plans shall be available to small
empleyers on a continuing basis. Every small employer which
elects to be covered under either of the plans provided for under
this act who pays the required premium therefor and who
satisfies the other requirements of the plan shell be issued a
pohcy or contract by the carrier. The carrier may esteblish a
premrum payment plan which provides installment peyments and
which may contain reasonable provisions to ensure payment
security, provided that provisions to ensure payment security are
reasonably related to the risk and are mnt'onnly applied. Every
plan shall be in conformance with the guidelines established
pursuant to section 23 of this act, and each carrier 5 plens shall
be certified and filed wnth the eommnssioner pursuant to seetion‘
24 of this act.) .

~‘a, Every small employer carrier ehell, 5 @ eondition of

business in thie State"- offer to every small amalasa-

the 88m& fiva haalsh L---
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12 At le: _of the forms shall provide for major medical
13 benefit ing lifetime aggregates, one of whxch shall

@ @)\ ) hospitalssrvices. mcludmg expenses ‘incurred
42 for the hnspitsl for services and supplies wlnch

45 ) tpstient services, insludmg surgical and other
46 services r on a day stay basis, hospital services rendered
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(@) Anesthesm services, including the administration of
necessary general anesthesia and related procedures in
connection with covered surgical services rendered by a physician
other than the  physician performing the surgical services;

3) Inpatxent hospital services rendered to a person ‘who is
confined to a hospital for treatment of ‘sickness or injury other
than that for which surgical care is required;

(4) Metermty benefits, including cost of delivery and pre-natal
care;

c. Out-of-hospital physical examinations, including related
x-rays, immunizations, and diagnostic tests, rendered on the
following basis:

(1) For covered minors of less than two years of age, up to six
examinations during the first two years of life;

(2) For covered minors of at least two years of age but not
more - than 18 years of age, no more than one physical
examination 4at ages 3, 6, 9, 12, 15, and 18 years of age;

(3) ‘For covered adults of at least 19 years of age but less than
40 years of age, one physical examination every five years;

(4) For covered adults of at least 40 years of age but less than
60 years of age, one examination every three years; and

(5) For covered adults of age 60 years or older, one

~ examination every two years.

Every physical examination rendered pursuant to this
subsectlon shall be subject to such co-payments and deductibles
asarepmvxdedforintheplan

d. The plan provided for herein may, subject to the approval of

'the oommnésioner, with respect to health maintenance

organizations, be modified as necessary to comply with the
provisions of subchapter XI of Pub.L.83-222 (42 U.S.C. §300e et
seq)t

1f5. a. A Basic Plus health benefits plan shall provide the
same benefits as the basic policy, as well as hospital and medical
expense coverage in excess of the basic policy as established and
modified by the board from time to time, and approved by the
commissioner, but in no case shall benefits provided for in the
Basic Plus coverage exceed an actuarial value which is 20%
greater than the actuarial value of the basic coverage provided
pursuant to section 4 of this act.

b. The benefits which may be provided in excess of the
benefits in the basic plan may include, but shall not be limited to,
additional inpatient hospital benefits, additional diagnostic tests,
benefits directed toward the prevention of disease, provided that
they are quantifiably cost effective, and additional medical and
surgical expense benefits.

c. At the discretion of the board, the Basic Plus plan may
provide for a selection of not more than three alternative benefit
packages which may be selected by small employers ecoordms to
the needs of their work force, provided however. that no
combination of altemative benefits in addition to the ‘basic
benefits shall exceed the actuarial value establiehed in subsection
a. of this section.)?

1{6.a.) 4.1 Plans required to be offered 1[pursuant to sections
4 or 5 of this act shalll under this act may! be subject to
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coinsurance and deductibles, which may vary by selected portions
of the coverege, except that no deductible applicable to any
portion of the coverage shall exceed $250 for an individual or
family unit during any benefit year, and no coinsurance applicable
to any portion of the coverage shall exceed $500 for an individual
or family unit during any benefit year, unless provided by the
board pursuant to section 1{23] 171 of this act. Neither
coinsurance nor deductibles shall be applicable to maternity
benefits.

1b. Except as provided herein, no law requiring the inclusion
of any specified health care service or benefit and no law
requiring the reimbursement, utilization, or consideration of a
specific category of licensed health care practitioner shall apply
to any Basic or Basic Plus health benefits plan provided for
herein.]!

1f7.] 5.1 Coverage provided pursuant to this act shall be subject
to standard coordination of benefits provisions for all persons
covered under the policy or contract. Notwithstanding the
provision of any other law to the contrary, 1[coverage] the health
benefits plan with the lowest actuarial value! provided under
1fpolicies or contracts issued pursuant to sections 4 or 5 of]! this
act shall not extend to any injury for which coverage is available
or applicable pursuant to section 4 of P.L.1972, ¢.70 (C.39:6A-4),
and [the coverage provided by a policy or contract issued
pursuant to this act] that health benefits plan! shall not be used
as a substitute for any insurance reguired to be maintained
pursuant to section 4 of P.L.1972, c.70 (C.39:6A-4).

1{8. a. Except as otherwise provided by this act, a preexisting
condition provision shall not exclude coverage for an eligible
employee or dependent for a period beyond 180 days following the
effective date of coverage of an eligible employee and may only
relate to conditions manifesting themselves during the six months
immediately preceeding the effective date of coverage in such a
mamner 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 during the six months immediately preceding the
effective date of coverage, or as to a pregnancy existing on the
effective date of coverage.]

8. a. No health benefits plan subject to this act shall include
any preexisting condition provision, provided that, a preexisting
condition provision may apply to a late enrollee or to any group
of two to five persons if such provision excludes coverage for a
period of no more than 180 days following the effective_date of
coverage of such enroliee, and relates only to conditions
manifesting themselves during the six months immediately
preceeding the effective date of coverage of such enrollee in
such a manner as would cause an ordinarily prudent person to
sesk medical advice, diagnosis, care or treatment or for which
medical advice, diagnosis, care, or treatment was recommended
or_received during the six months immediately preceding the
effective date of coverage, or as to a pregnancy existing on the
effective date of coverage; provided that, if 10 or more late
enrollees request enrollment during any 30-day enrollment
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b ln determining whether a preexisting condition provision
apphes to an eligible employee or dependent, -all health benefits
plans shall credxt the time that person was. covered undet Ya)

fprevx us coverage was contmuous toa date not more than 90 days
““prior to the effective date of the new coverage, exclusive of any

applicable waiting period under such plan. _ ,
~1f9:] 7.1 Every policy or contract issued to small employers in
this State lincluding, but not limited to, policies or contracts

issued ‘pursuant to the provisions of this act]! shall be renewable
- thh respect to all eligible employees or dependents at the option
" of the policy or contract holder, or small employer except under
the: followmg circumstances:

a. Nonpayment of the required premiums by the policyholder,

' contract holder, or employer,

b ‘Fraud or misrepresentation of the pohcyholder. contract -
holder,- or employer or, with respect to coverage of eligible

. nernployeee or dependents, the enrollees or their representatives;

‘C. 'The number of employees covered under the health benefits

_plan is less than the mnnber or percentage of employees required
by partxcnpauon requirements under the liealth benefits policy or
‘contract;

~d, Noncompliance with a carrier’ s employment contribution

requirements;
e 1[The carrier withdraws the policy form, with the approval

of the commissioner, in which case the group shall be offered an

alternative policy or contract by the carrier which offers

, oomparable benefits;

L1l Any carrier doing business pursuant to the provisions of
this act ceases doing business in the small employer market, if

- the following conditions are satisfied:

(1) The carrier gives notice to cease doing business in the

‘small employer market to the commissioner not later than eight

months prior to the date of the planned wnthdrawal from the
small group market, during which time the carrier shall ‘continue
to be governed by this act with respect to business written
purment to this act; For the purposes of this subsection, “date of
withdrawal” means the date upon which the first notice to small
employers is sent by the carrier pursuant to paragraph (3) of tlus
section;

(2) No later than two months following the date of the
notification to the commissioner that the carrier intends to cease
doing - business in the small employer market, the carrier shall
mail a notice to every small business employer msured by the
carrier that the policy or contract of insurance will be

terminated. This notice shall be sent by certified mail to the
" small business employer not less than six. months in’ ‘advance of

the effective date of the cancellation date’ of the pohcy or
contract; ,

(3) Any carrier that ceases to do business. pul'euent to this ect'
shall be prohibited from writing new business in - the- small
employér market for a period of five years’ from the date of‘
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notica to thq commissioner.

1[10. Late enrollees may be excluded from coverage: a. for
12 monthl for all coverage; or b. for 12 months for a preexisting
conditlon No combined period of total exclusion or exclusion for
a puexistlng condition shall exceed 12 months.]!

Y1181 ‘Any small employer carrier may require a reasonable

‘specified minimum participation of eligible employees. which

ghall 'not --exceed . 75%, or reasonable minimum employer
contributions in determining whether to accept a small group
pumant to this act. The standards so estabhshed by the carrier
shall be first approved by the board and shall be applied uniformly

'~ to all small groups, except that in no event shall a carrier require

an employer to contribute more than 10% to the annual cost of
the pobcy or contract, or an amount as otherwise provided by the
houd. and ‘any minimum participation standards established by
the: carrler ‘shall be reasonable. In establishing the percentage of
employee partncipatlon, a one-to-one credit shall be given for
each employee covered by a spouse’s health benefits coverage.
1[12. a. Rate differentials of any small group policies or
eontracts delivered. issued for delivery, or-continued in this State

”may be based only on the factors of age, gender, and geography.
- Neo cu'rier shall i issue any policy or contract in which the rates
,elm-gad to -any group exceed four times the base premium rate

clmged to the lowest-rated small employer group written by the
carrier for a’ like benefits plan.
b. - In establishing the rating classifications provided for by

, fmheecum a. of this section, no carrier shall establish an excess

of six ratmg territories, and no rating territory shall be any
:maller than a county.

c. No rate classifications based on age shall provide for rate
changes within any period which is less than five years. Age
ranges, which shall be in five-year increments, shall be
established by the commissioner by regulation and shall apply to
all small group policies, whether or not written pursuant to
sections 4 and 5 of this act.

d. The premium rates charged to any small employer for
pohcies or contracts issued before the effective date of this act
by any carrier shall, within three years of the effective date of
this act, conform to subsection a. of this section. The four to one
ratio established by subsection a. of this section shall be applied
separately to_each type of benefits plan issued by the carrier.

e. Notwithstanding the provisions of subsection d. of this
sectmn to the contrary, the provisions of subsection a. of this
section shall be applied separately to policies or contracts: (1) in .
the case of any small employer contracts issued by a hospital
service corporation or medical service corporation or any
SUCCessor corporauon which constitute a closed block of business
as of Saptember 1, 1891; or (2) in the case of any small employer
policies issued under an open enrollment plan by any other health
insurer which have not been offered for sale i as of January 1, 1989,

f. Any premium charged for excess coverage: for policies
issued pursuant to sections 4 or 6 of this act shall be sub]act to
the limitations provided for in this. section.

8. Rating classifications established by carriers t‘or small
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group policies or contracts shall not operate to produce rates for
any small employer group which are excessive, inadeguate, or
unfairly disc tory.

h. The provisions of this section shall apply to all small group
business issued by any insurer in this State, whether or not
written pursusnt to section 4 or 5 of this act.]!

ble disclosure, as a part of its solicitation and
sales matenal;. of the following:

a. The extent to which premium rates for a specified small
employer are? established or adjusted based upon the actual or
expected variation in claims costs;

b. Any factors applicable to the policy or contract which are
attributable to factors other than claim experience or duration of
coverage, since issue, which affect changes in premium rates; and

c. Provisions relating to renewability of policies and
contracts.]!

1[14. a. Every small employer carrier shall maintain at its
principal place of business a complete and detailed description of
its rating plan and underwriting practices, including renewal
underwriting practices. Rating plans shall be based on commonly
accepted actuarial assumptions and shall be in accordance with
sound actuarial principles. This information shall be available to
the commissioner upon request. Except in cases of any violation
of this act, the information provided for herein 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 small employer carrier
or as ordered by a court of competent jurisdiction.

b. Every small employer carrier shall file no later than March
1 each year following the effective date of this act, a
certification signed by an actuary and attested by an officer of
the insurer that the carrier is in compliance with the act and that
the rating methods of the small employer are actuarially sound.
A copy of the certification shall be retained by the small
employer carrier at its principal place of business.J! '

19. a. (1) Effective January 1, 1997, no small employer health
benefits plan shall be issued in this State unless the plan is
community rated.

2} During the period Janu 1, 1994 to December 31, 1995

the premium rate charged by a carrier to the highest rated small
group purchasing a small employer health benefits plan shall not
be greater than 300% of the premium rate charged to the lowest

rated small group purchasing that same health benefits plan.
' -the period January 1, 1996 to December 31, 1996,

Du
the premium rate charged by a carrier to the highest rated small
group purchasing a small employer health benefits plan shall not
be greater than 200% of the premium rate charged for the lowest

rated small group purchasing that same health benefits plan.
(4) The commissioner shall study the impact on the health

insurance mai'ketpl ace of the transition from the rating
methodology described in paragraph (3) of this subsection to
community rating. In making this study-the commissioner shall
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mﬂ of this ‘act shall act to circumvent the mtent of tlus
t by - as a third admimsttator foru roups of small

M, however. that this provision shall not act to limit a
bona fide group ‘of ‘small employers who voluntarily act together
to pmvide health benet‘its to their emgloxaes

this act shall !l!ﬂ! to an association or trust of employers, if the
m mcludes one or more member emploxers or other memba

e. Nothing contained herein shall prohibit the use of premium
rate structures  to establish different premium rates for
individuals and family units.

f. No insurance contract or policy subject to this act may be
entered into unless and until the carrier has made an
informational filing with the commissioner of a schedule of
premiums, - not to oxceed 12 months in dgratnon, to be paid

and f’cation tem in connection with such contract or

policy, and of tha actuarial assumptions and methods used by the

carrier in ut : remium rates for sunh contract or policy.

or decrease premiums for any policy form subject to this act may
implement such increase or decrease upon m?akmg an
mfotmationnl fn@g with the commissioner of such increase or
decrease, along with the actuarial assumptions and methods used
by the carrier in_establishing such increase or decrease, provided
that the anticipated minimum loss ratio for a policy form shall
not be less than 76% of the premium therefor. Until December
31, 1996, the informational filing shall also include the carrier's

lan" and claasxfication system in connection with such
increase or decrease:’ §
(2) Each calendar year, a carrier shall return, in the form of
aggregate benefits for each of the five standard policy forms
offered by the carridr pursuant to section 3 of this act, at least

75% of the gggr_ggate premiums collected for the po licy form
during that calendar vear. Carriers shall annually report, no later
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than August 1st of each year, the loss ratio calculated pursuant

to this section for each such policy form for the previous
calendar year. In each case where the loss ratio for a policy fails
to substantially comply with the 756% loss ratio requirement, the
carrier shall issue a dividend or credit against future premiums
for all policyholders with that policy form in an amount sufficient
to assure that the aggregate benefits paid in the previous
calendar year plus the amount of the dividends and credits shall
equal 76% of the aggregate premiums collected for the policy
form in the previous calendar year. The dividend or credit shall
be issued to each policy which was in effect as of March 30th of

the applicable year and remains in effect as of the date the
dividend or credit is issued. All dividends and credits must be

distributed by December 31 of the year following the calendar

year in which the loss ratio requirements were not satisfied. The

annual report required by this paragraph shall include a carrier's
calculation of the dividends and credits, as well as an explanation

of the carrier's plan to issue dividends or credits. The
instructions and format for calculating and reporting loss ratios -
and issuing dividends or credits shall be specified by the
commissioner by regulation. Such regulations shall include
provisions for the distribution of a dividend or credit in the event

of cancellation or termination by a policyholder.
h. No carrier issuing health benefits plans covering two or

more emplovees of a small employer shall issue a plan
inconsistent with this act whose term extends beyond December
31, 1993.

i. The provisions of this act shall apply to health benefits plans
which are delivered, issued for delivery, renewed or continued on
or_after January 1, 1994. The commissioner shall withdraw
approval for the issuance and use of all small employer policy
forms, other than those approved by the board, effective Janua:
1, 1994.1

11151 10.1 a. No health maintenance organization shall be
required to offer coverage or accept applications pursuant to
I{sections 4 or 5] section 31 of this act to a small employer if the
small employer is not physically located in the health
maintenance organization's approved service area, to an
employee when the employee does not work or reside within a
service area, or if the health maintenance organization
reasonably anticipates and demonstrates to the satisfaction of
the comi..issioner that it will not have the capacity in its network
of providers within the service area to deliver service adequately
to the members of such groups because of its obligations to
existing group contract holders and enrollees.

b. No small employer carrier shall be required to offer
coverage or accept applications pursuant to this act for any
period of time in which the commissioner determines that the
requiring of the issuing of policies or contracts pursuant to this
act would place the carrier in a financially impaired position.

1c. A health maintenance organization which complies with
the basic health benefits, underwriting and rating standards
established by the federal government pursuant to subchapter XI
of Pub.L.93-222 (42.U.S.C.§300e et seq), and which also
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provides the comprehensive health benefit plan coverage required
b!'sectidn 3 of this act, shall be deemed in compliance with this

act.l
1[16. The provisions of sections 4 and 5 of this act shall apply

~ to-Basic and Basic Plus health benefits plans subject to this act

which are delivered, issued for delivery, renewed or continued on
or after.the effective date of this act.]!

117] 11.1 a. Every policy or contract issued to a small
employer in this State, including, but not limited to, policies or
contracts which ars subject to this act and which are delivered,
issued, renewed, or continued on or after the effective date of
this act, shall offer continued coverage under the plan to any
employee whose employment was terminated for a reason other
than for cause and to any employee covered by such plan whose
hours of employment were reduced to less than 30 subsequent to
the. effectxve date of coverage for that employee. The employee
shall make a written election for continued coverage within
30 days of a quahfymg event. For the purposes of this section,
“"qualifying event" shall mean the date of termination of
employment, or the date on which a reduction in an employee's
hours of employment becomes effective. For the purposes of this
section,  the date on which a health benefits plan is continued
shall be the anniversary date of the issuance of the plan.

b. Coverage continued pursuant to subsection a. of this section
shall consist of coverage which is identical to the coverage
pmvided under the policy or contract to similarly situated
benefimanes whose coverage has not been terminated or hours of
employment reduced. If coverage is modified under the policy or
contract for any group of similarly situated beneficiaries, this
coverage shall also be modified in the same manner for persons
who are qualified beneficiaries entitled pursuant to subsection a.
of this section to continued coverage. Continuation of coverage
may not-be conditioned upon, or discriminate on the basis of, lack
of evidence of insurability.

c. The health benefits plan may require payment of a premium
by the employee for any period of continuation coverage as
provided for in this section, except that the premium shall not
exceed 102% of the applicable premium paid for similarly
situated beneficiaries under the health benefits plan for a
specified period, and may, at the election of the payor, be made
in monthly installments. No premium payment shall be due
before the 30th day after the day on which the covered employee
made the initial election for continued coverage.

d. Coverage continued pursuant to this section shall continue
until the earlier of the following:

(1) The date upon which the employer under whose health
benefits plan coverage is continued ceases to provide any health
benefits plan to any employee or other qualified beneficiary;

(2) The date on which the continued coVer’agéheases under the

health benefits plan by reason of a failure to ‘make timely

payment of any premium required under the plan by the former
employee having the continued coverage. The payment of any
premium shall be considered to be timely if made within 30 days
after the due date or within such longer period as may be

. SRRl TN 5 i s e
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provided for by the policy or contract; or

(3) The date after the date of election on which the qualified
beneficiary first becomes: .

(a) Covered under any other health benefits plan, as an
employee or otherwise, which does not contain a provision which
limits or excludes coverage with respect to any preexisting
condition of a covered employee or any spouse or dependent who
is included under the coverage provided the covered employee,
for such period of the limitation or exclusion; or

(b) Eligible for benefits under Title XVIIl of the Social
Security Act, Pub.L.80-97 (42 U.S.C. §1395 et seq.).

e. Notice shall be provided to employees at the
commencement of coverage as to their continuation rights under
the plan. A qualified beneficiary may elect continuation
coverage offered pursuant to this section no later than 30 days
after the qualifying event. For the purposes of this section,
*qualified beneficiary” means any person covered under a small
employer group policy.

f. The provisions of this section shall not apply to any person
who is a qualified beneficiary for the purposes of continuation of
coverage as provided in accordance with section 3011(a) of Title
1 of Pub.L..100-647 (26 U.S.C. §4980B et al.).

8. In no event shall any continuation of coverage provided for
under this section exceed 12 months from the qualifying event.

1{18.) 12.1 There is created a nonprofit entity to be known as
the New Jersey Small Employer Health Excess Insurance
Program. All carriers issuing health benefits plan policies and
contracts in this State lfand any MEWA providing health
benefits]! shall be members of this program. The program shall
be administered by the board of directors established pursuant to
section 1[19] 131 of this act.

1[19.] 13.1 a. Within 60 days of the effective date of this act,
the commissioner shall give notice to all members of the time
and place for the initial organizational meeting, which shall take
place within 90 days of the effective date. The members shall
select the initial board, subject to the approval of the
commissioner. The board shall consist of 11 persons, including
the Commissioner of Health and the commissioner or their
designees, both of whom shall sit ex officio. Initially, three of
the public members of the board shall be elected for a three year
term, three shall be elected for a two year term, and three shall
be elected for a one year term. Thereafter, all board members
shall be elected for a term of three years. The following
categories shall be represented among the public members:

(1) Two carriers whose principal health insurance business is in
the small employer market;

{2) One carrier whose principal health insurance business is in
the large employer market;

(3) A health, hospital or medical service corporation;

(4) A health maintenance organization;

(5) A risk-assuming carrier;

(6) A reinsuring carrier utilizing the excess coverage provided
for in this act; and

(7?) Two persons representing small employers.
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No carrier shall have more than one representative on the
board.

b. .If the initial board is not elected at the organizational
meating. tha ‘commissioner shall appoint the public members
within 15 days of the organizational meeting, in accordance with
the pmvmions of paragraphs (1) through (7) of subsection a. of
this section. ‘

lg 'l‘hg hoag shall determine the Statewide average paymen

|c 10:4-6 et g ). ‘

e. At least two copies of the minutes of every meeting of the
board shall be delivered forthwith to the commissioner.1

1120. 'a] 14.1 Within 90 days after the election of the initial

vhoard. the board shall submit to the commissioner a plan of
, opetation which shall establish the administration of the program

pursuant to. the provisions of this act. The plan of operation and
any. wbseqnmt amendments thereto shall be submitted to the
commissioner who shall, after notice and hearing, approve the
plan if he finds that it is reasonable and equitable and sufficiently
carries out the pmvnsions of this act. The plan of operation shall
become effective after the commissioner has approved it in
writing.. The plan or any subsequent amendments thereto shall be
deemed approved if not expressly disapproved by the
commissioner in writing within 90 days of receipt by the
“1fb. If the board fails to submit a suitable plan of operation
within 90 days after its appointment, the commissioner shall,
after notice and hearing, adopt and promulgate a temporary plan
of oparation. The commissioner shall amend or rescind any such
plan pmmulgated by him upon the submission and approval of a
plan submitted by the board pursuant to subsection a. of this
section.]! '
1[21.] 15.1 The plan of operation shall lconstitute a public

. record and shall! include, but not be limited to, the following:

a. A method of handling and accounting for assets and moneys
of the program and an annual fiscal reporting to the
commissioner;

b. A means of providing for the filling of vacancies on the
board, subject to the approval of the commissioner;

¢. A means of selecting an administering' carrier, and a
statement of the powers and duties of the administering carrier
and the compensation of the administering carrier land a
statement of the efficiency gtmdards an administeri_ng carne ]
must meet! ;

d. The method to be used for securing excess insurance under'-
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the provisions oi‘ this act] to determine the extgt to which

m ums to be chetged to carriers electing to reinsure

C ('i"donce with this act) for detew the extent to

1. l('l‘lie ‘method tobemedtomakeupanyshortfallwhichmay
occur as the remltofnsksbemgrsinsuredmderthepmwsxomot‘

 this. act] A 'statement of the efﬁcim and risk mggement

for establishing the health benefits plans for

3 which excess coverage is to be provided;

h]! Any :additional matters which are appropriate to
eftectuate the provisions of this act.

1122]] 16.! The lfboard shall hsve the general powers and
authonty granted under the laws of New ‘Jersey to insurance

,companies wntmg health insurance pursuant to Title 17B of the

New ]onsey _Statutes, to health maintenance organizations

app:oved or qualified to transact lnismess in this State, and to

health service corporations, medical service corporations, and

hospital semce corporations, but in no case shall the program

eotabhsh?ed under this act write any policy or contract of

insurance directly. In addition to the aforementioned powers,
the]? board shall have the authority to:

a. &iter into contracts as are necessary or proper to carry out
the provisions and purposes of this act;

b. Sued or be sued, including taking any legal actions as may
be necessary for recovery of any assessments due to the program
or to svoid paying any improper claims;

c. 1[lssue excess insurance policies or other documents
evxdencing such coverage;

d.]J! Establish rules, conditions, and procedures pertaining to
the reinsurance] reimbursement and assessment! of [members'
risks] members! by the program;

lfe. Establish appropriate rates, rate schedules, rate
adjustments, rate classifications, and such other actuarial
functions which may be appropriate to the operation of the
program, for providing excess coverage;

f.J d.! Assess members in accordance with the provisions of
this act, mcludmg such interim assessments as may be reasonable
and necessary for organizational and interim operating expenses.
Such interim assessments shall be credited as offsets ‘against any

regular assessments due following the close of the fiscal year;

“1[g.] e.! Appoint from among its members eppropriste legal,

actuarial, and other committees as necesssry to provide technical -

assistance in the operation of the progrem. policy and other
contract design, and any other function within the authority of

L




© O IDG B WM

[1R] SCS for S371
17

the program 1[; and

h. 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 carriers and may be carried
as admitted assets]1.

1[23.] 17.1 Subject to the approval of the commissioner, the
board shall 2{establish the form and level of coverages] formulate

~ the five heslth benefits plans! to be made available by small

employer carriers in accordance with the provisions of this
act 1, and shall promulgate five standard forms pursuant thereto!

The board may establish benefits levels, deductibles and
copayments, exclusions, and limitations for the 1[Basic and Basic
Plus: health care plan, consistent with sections 4 and 5 of this
act. The hoard shall also determine what components of a small
empluyer s health benefits plan may be reinsured] such heaith
benefits plans in accordance with the law!.

One health care plan shall be established which contains
benefits and cost sharing levels which are consistent with the
basic method of operation and the benefits plans of health
maintenance organizations, mcludmg any restrictions pursuant to
subchapter XI of Publ.93-_222 (42 U.S.C. §300 et seq.). The
board shall submit the plans so established to the commissioner
for his approval no later than 90 days after the election of the
board pursuant to section 1[19] 131 of this act. The commissioner
shall .approve the plan if he finds it to be consistent with the
provisions of [sections 4 and 5] section 31 of this act. Any plans
submitted to the commissioner by the board shall be deemed
approved if not expressly disapproved in writing within 60 days of
its receipt by the commissioner. Such plans may contain, but
shall not be limited to, the followmg provisions:

a. Utilization review of health care services, including review
of medical necessity of hospital and physician services;

b. Managed care systems, including large case management;

c. Provision for selective contracting with hospitals,
physicians, and other health care providers;

d. Reasonable benefits differentials which are applicable to
participating and nonparticipating providers;

e. Notwithstanding the provisions of section 6 of this act to
the contrary, the board may, from time to time, adjust
coinsurance and deductibles; 1{and]!

f. Such other provisions which may be quannﬁab!y established
to be cost containment devices 1;

g. The department shall mbhsh annually a list of the premiums
charged for each of the five standard small employer health
benefits plans and for any rider package by all carriers writing
such -plans. The department shall also publish the toll free
telephone number of each such carrierl .

1[24. After the commissioner's approval of the health benefits
plan guidelines formulated by the board pursuant to section 23 of
this act, a small employer carrier shall file its policy or contract
forms with the commissioner and shall certify to the
commissioner, in a form required by the commissioner, that the
plans filed by the carrier are in compliance with the guidelines
established by the board. The certification shall be signed by the
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chief executive officer of the cerrler Upon filing the
certificetien with the commissioner, the carrier may use the
certiﬁed plans until such time, after notice and heering as the
commissioner disapproves their continued use.J!

l[25.1 18.! Every small employer carrier shall elect to be
either a risk-emuming carrier or a reinsuring carrier and shall
file notice of such election with the board. - Carriers. electmg to
be a risk-assuming carrier shall do so only with the approval of
the. commissioner. Application for risk-assuming status shall be
filed ‘with the commissioner on a form approved by the
commissioner,  and shall be deemed approved if it is not

'disapptoved in writing within 90 days of the commissioner's

receipt of the: application. In determining whether to approve an
application by a small employer carrier to become a
risk-assuming carrier, the commissioner shall consider the
carrier's financial condition, its history of assuming and
managing risk, and its experience in managing small group
business. The commissioner may also seek comments from the
hondpmrtotendenngadeeimnon the apphcatnon. Any
carrier ‘which has made application for a risk-assuming status
whnchhesbemdxsappmvedhy theeommisaonershellbe granted
eheaﬁngwnthinaodeysofthediseppmal

1{26.] 19.1 a.- Any member which elects to be a reinsuring
carrier may obtain excess insurance from the program on any
new small employer group policy or contract issued pursuant to
sections 4 or Softhlsact.onanymallemployergmup or any
individual ‘beneficiary for any amount payable for ehgible claims

‘in excess of 37,500 per covered beneficmry per year. In such

case, the program shall pnmde the excess coverage subject to
the payment by the reinsuring carrier of an appropriate
reinsurance premium. Coverage may be reinsured within 80 days
of the eommencement of the employer's coverage with the small
employer carrier. With respect to eligible employees and their
dependents who are hired subsequent to the commencement of
the employer's coverage and who are not late enrollees to the
plan, coverage may be reinsured within 60 days of the
commencement of their coverage under the plan. Excess
coverage may be terminated with respect to any employee or
dependent on any plan anniversary] receive reimbursement in
accordance with the standards developed by the board pant to
subsections d., e. and f. of section 15 of this actl.

b. Election to l[purchase excess coverage through the
program] become a reinsuring carrier! shall be binding for a
five-year period, except that the initial election shall be made
within 30 days of the submission to the commissioner of the plan
of operation provided for in section 1{20] 141 of this act, and
shall be effective for two years.

1{27.] 20.1 Every member which elects to be a reinsurlng
carrier shall apply its case management and claims handling
techniques, including, but not limited to, uuhzauon review,
individual case management, preferred provider pmvmions end
other methods of operation, in the same manner with respect to
1fboth reinsured and non-reinsured] all its! business.

1[28. a. Premium rates charged by the program for entire




QO M NRMHWON =

A N O B B BB W W W W W W N N
auu»ocuqamauuuSouugmawuuSogugaﬁgﬁﬁggggga':a:nn
-

[1R] SCS for S371
19

groups shall not exceed 1.5 times the rate established by the
board for similar groups for which excess coverage has not been
purchased. In computing the premium, the board shall establish a
rate from wtuch the premium shall be computed which is not less
than the average rate for like risks for the small group market as
a whole. :

b.  Premium rates charged by the pmsram for individuals shall
not exceed 5.0 times the rate estabhshed by the program for
similar persons for which excess coverage. has not been purchased.

c. Premium rates charged for excess insurance by the program
to a health maintenance organization that is approved by the
United States Secretary of Health and Human Services as a
federally qualified health maintenance organization pursuant to
subchapter XI of Pub.L.93-222 (42 U.S.C. §300e et seq.), and as
such is subject to requirements that limit the amount of risk that
may be ceded to the program, shall be reduced to reflect the

. portion of the risk so ceded.

.d. Premium rates charged for excess insurance shall not be

'changadumuybacktoumgmpormmual for whom the

excess insurance is being obtained.1

1f29.] 21.1 a. Following the close of [each fiscal year of the
admmstenng carrier, the administering carrier shall determine
the net premiums, the administrative expenses of the program
and the mcurred losses, if any, for the year, taking into account
investment income and other appropriate gains and losses.
Health beueﬁts ‘plan premiums and benefits paid by a member
that are lal than an amount determined by the board to justify
the cost of collection shall not be considered for _purposes of
datermmmg assessments. For the purposes of this section, "net
premiums” means health benefits plan premiums, less
administrative expense allowances, and health benefits plan
premiums eamed by MEWAs shall be established by adding the
paid losses and administrative expenses of such associa_tionsl m
celendar year ending December 31, the administering c
shall determine the total amount owed by the program in tha
calendar ‘year to all carriers ing for reimbursement by the
program. Suchamountshallbaknownas the net loss of the
programl.

b. Any net loss for the year shall be recouped by assessments
of members. Assessments shall first be apportioned by the board
among all reinsuring carrier members in proportion to their
respective shares of the plan premiums earned in this State from
health benefits plans covering small employers during the
calendar year comcldmg with or ending during the fiscal year of
the program, or on any other equitable basis reflectmg coverage
of small employers as may be provided in the plan of operation.
In making this determination, the board may base the assessments
upon annual reports and other data filed by the member small
employer carrier,

c. If the net loss is not recouped before assessments totaling
4% of the aggregate premiums from policies or contracts
covering -small employers have been collected from reinsuring
small employer carriers, additional assessments not to exceed 1%
of the aggregate premiums from all health benefits policies or
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contracts shall be apportioned by the board among all members,
including risk-assuming carriers, in proportion to their respective
shares of the total health benefits plan premiums earned in this
State from all health benefits plans during the preceding calendar
year. A carrier shall receive a credit against this assessment to
the extent the carrier can demonstrate that its assumption of

‘r‘high-risk small employer groups which are not reinsured is
proportionate to its market share of small employer health

benefits plans, as such groups and market shares are defined by
the board in the plan of operation. A carrier shall not be assessed

“for all individual non-group contracts or policies issued on a
guaranteed issue basis or on any coverage issued by the carrier

pursuant to the Medicaid program, P.L.1988, c.413 (C.30:4D-1
et seq.).
d. If assessments exceed actual losses and administrative

" 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 subsection, "future losses” includes

‘reserves for incurred but not reported claims.

e. Provision may be established in the plan of operation for the
imposition of an interest penalty for late payment of assessments.
1(30.] 22.1 A member may seek from the commissioner a
deferment in whole or in part from any assessment levied by the

"board. The commissioner may grant the deferment if, in his

opinion, the payment of the assessmemt would- endanger the
ability of the member to fulfill its contractual obligations. In the
event an assessment against a member is deferred in whole or in
part, the amount by which the assessment is deferred may be
assessed against the other members in a manner consistent with
the basis for assessment set forth in this act. The member
receiving a deferment shall remain liable to the program for the
amount deferred and shall be prohibited from reinsuring any
individuals or groups in the program if it fails to pay assessments.

1131.] 23.1 A small employer carrier which elects to cease
participating as a reinsuring carrier and elects to become a
risk-assuming carrier shall be prohibited from I[reinsuring or
continuing to reinsure any small employer health benefits plan]
receiving reimbursement from the program! pursuant to this act.
Any reinsuring carrier electing to become a risk-assuming carrier
shall pay a prorated assessment l[based upon business issued as a
reinsuring carrier for any portion of the year that the business
was reinsured]®.

1[32. a. The board may establish a subcommittee to monitor
the market conduct of risk-assuming carriers and reinsuring
carriers to assure that the provisions of this act are being carried
out., The subcommittee shall, from time to time, recommend for
the approval by the commissioner market conduct requirements
for carriers and .agents. The subcommittee shall also, in
conjunction with the department, publish a list of all small-
employer carriers, as well as a list of toll free telephone numbers
which are easily accessible by small employers. In the event that
the board believes that any carrier is violating any provision of
this act or is conducting itself improperly in the marketing or
sale of its small group business, whether issued pursuant to this
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act or otherwise, it shall report this to the commissioner, who
shall conduct an investigation of that carrier, including, but not
limited to, an audit of the carrier's records.

b.] 24.1 The board shall l[also]! establish guidelines to ensure
that small employer carriers are assuming their share of high risk
small employer groups in proportion to their market share of
small employer health benefits plan business. In the event that
any carrier does not assume its reasonable share of the high risk
market, the board may adjust the assessment formula, with the
approval of the commissioner, to require a proportionally higher
assassment for the carrier.

1{33.] 25.1 Any carrier which violates this act shall be subject
to a penalty assessment, as determined by the commissioner,
whether or not the carrier is a risk-assuming carrier or a
reinsuring carrier.

1[34.) 28.1 The excess insurance program established pursuant
to this act shall be exempt from 1[any taxes levied by the State,
including]! premium taxes.

1135. No carrier writing small employer group insurance
business pursuant to this act shall insure any small group under a
policy or contract of insurance provided for in sections 4 or 5 of
this act, which small group is insured by any carrier as of the
effective date of the act or during the calendar year immediately
preceding.]!

1[{36. No later than one year following the effective date of
this act and at least annually thereafter for the subsequent four
years, the board shall conduct a review of the small group
insurance market to examine the effectiveness of the insurance
provided for in this act in terms of its acceptance among small
employers and the adequacy of the benefits provided for. The
review shall determine whether an additional product or products
should be made available under the program provided for by this
act, including major medical coverage. In addition, the board
shall analyze the effect of the four to one premium ratio
established pursuant to section 12 of this act to determine
whether the relationship of the high-to-low rates established
pursuant to that ratio are inequitably distri:ited throughout the
small group market, and whether the ratio so established can be
further reduced without negative economic effect on any group.

The board shall report to the Governor and the Legislature
after each review required by this section, and include any
recommendations it may have with respect to the modification or
augmentation of the program.]!

1137.) 27.1 A carrier which violates any provision of this act
shall be liable to a penalty of not less than $2,000 and not greater
than $5,000 for each violation. The penalty shall be collected by
the commissioner in the name of the State in a summary
proceeding in accordance with "the penalty enforcement law,"
N.J.S.2A:58-1 et seq..

1[38.] 28.1 No assessment provided for under this act shall 1f,
under any circumstances, be an obligation of the State] be

charged, directly or_indirectly, to policyholders or the public,
provided that a carrier may charge such an assessment to
policyholders to the extent that the charging of the assessment is
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1(39.] 31.1 This act shall take effect immediately.
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Requires certain insurers, service corporations and HMOs to offer
standardized health insurance plans to small groups; establishes a
reinsurance program.
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SENATE, No. 371
STATE OF NEW JERSEY

INTRODUCED FEBRUARY 13, 1982

By Senators BASSANO and CARDINALE

AN ACT requiring certain health insurers, service corporations
and health maintenance organizations to offer basic health
benefits programs to certein employers and establishing a
reingurance program.

BE IT ENACTED by the Senate and General Assembly of the
State of New Jersey:

1. As used in this act:

"Actuarial certification" means a written statement by a
member of the American Academy of Actuaries or other
individual acceptable to the commissionar that a small employer
carrier is in compliance with the provisions of section 3 of this
act, based upon examination, including a review of the
appropriate records and actuarial assumptions and methods used
by the small employer carrier in establishing premium rates for
applicable health benefits plans.

“Base premium rate" means the lowest premium rate charged
by the small employer carrier for the same or similar coverage,
which coverage is equivalent in value to a health benefits plan
covering a small employer with similar case characteristics. The
term "base premium rate" refers to rates for any health benefits
plan covering one or more smployees of a small employer.

"Basic health benefits plan" means a health benefits plan for
small employers which pravides benefits pursuant to paregraph (2)
of subsection a. of section 3 and which is approved by the
commissioner in accordance with the requirements of section 8 of
this act.

“Board” means the board of directors of the program.

"Carrier” means any insurance company, health service
corporation, hospital service corporation, medical service
corporation, or health maintenance organization authorized to
issue health benefits plans in this State. For purposes of this act,
carriers that are affiliated companies shall be treated as one
carrier, except that any insurance company, health service
corporation, hospital service corporation, or medical service
corporation that is an affiliate of a health maintenance
organization located in New Jersey or any health maintenance
organization located in New ]ersey that is affiliated with an
insurance company, health service corporation, hospital service
corporation, or medical service corporation shall treat the health
maintenance organization as a separate carrier,

"Case characteristics" means demographic or other objective
characteristics of a small employer, as determined by a small
employer carrier, which are considered by the small employer
carrier in the determination of premium rates for the
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small employer. For the purposes of this act, cleim experience,
health status, or duration of coverage since issue are not case
characteristics.

"Commissioner” means the Commissioner of Insurance.

"Department” means the Department of Insurance,

"Dependent” means the spouse or child of an eligible employes,
subject to applicable terms of the health benefits plan covering
the employee.

"Eligible employee" means a full-time employee who works a
normal work week of 30 or more hours. The term includes a sole
proprietor, a partner of a partnership, or an independent
contractor, if the sole proprietor, partner, or independent
contractor is included as an employee under a health benefits
plan of a small employer, but does not include employees who
work less than 30 hours a week or work on a temporary or
substitute basis.

"Financially impaired” means a carrier which, after the
effective date of this act, is not insolvent, but is deemed by the
commissioner to be potentially unable to fulfill its contractual
obligations or a carrier which is placed under an order of
rehabilitation or conservation by a court of competent
jurisdiction.

*Heaslth benefits plan" means any hospital and medical expense
incurred policy; health, hospital, o1 medical service corporation
contract; health maintenance organization subscriber contract; or
plans provided by MEWAs offered by an employer subject to
section 2 of this act. For purposes of this act, "heslth benefits
plan" excludes the following plans, policies. or contracts:
accident only, credit, disability, long-term care, coverage for
Medicare services pursuant to a contract with the United States
government, Medicare supplement, dental only or vision only
issued as a supplement to liability insurance, coverage arising out
of a workers' compensation or similar law, automobile medical
payment insurance, or insurance under which benefits are payable
with or without regard to fault and which is statutorily required
to be contained in any liability insurance policy or equivalent
self-insurance.

"Late enrollee” means an eligible employee or dependent who
requests enrollment in a health benefits plan of a small employer
following the initial minimum 30-day enrollment period provided
under the terms of the health benefits plan. An eligible employee
or dependent shall not be considered a late enrollee if the
individual was covered under another employer's heaith benefits
plan at the time he was eligible to enroll and stated at the time
of the initial enrollment that coverage under that other
employer's health benefits plan was the reason for declining
enroliment; has lost coverage under that other employer's health
benefits plan as a result of termination of employment, the
termination of the other plan's coverage; death of a spouse, or
divorce; and the individual requests enrollment within 30 days
after termination of coverage provided under another employer's
health benefits plan; or if the individual is employed by an
employer under a MEWA which offers multiple health bensfits
plans, and the individual elects a different plan during an open
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enrollment period; or if a court of competent jurisdiction has
ordered coverage to be provided for a spouse or minor child under
a covered employee's health bensfits plan and reqguest for
enrollment is made within 30 days after issuance of that court
order.

"MEWA" means any multiple employer welfare arrangement as
defined in section 3 of the federal Employee Retirement and
Income Security Act of 1974, Pub,L.93-408 (29 U.S.C. §1002),
except for any such arrangement which is fully insured within the
meaning of that act.

"Midpoint rate" means, for small employers with similar case
characteristics as determined by the applicable small employer
carrier for a rating period, the arithmetic average of the
applicable base premium rate and the corresponding highest
premium rate.

"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 of this act.

"Preexisting condition provision” means a policy or contract
provision that excludes coverage under that policy or contract for
charges or expenses incurred during a specified period following
the insured's effective date of coverage, for a condition that,
during a specified period immediately preceding the effective
date of coverage, had manifested itself 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 as to
that condition or as to pregnancy existing on the effective date
of coverage.

"Program" means the New Jersey Small Employer Health
Reinsurance Program astablished pursuant to section 8 of this act.

"Small employer" mesns any person, firm, corporation,
partnership, or association actively engaged in business which, on
at least 50 percent of its working days during the preceding
calendar year quarter, employed no more than 25 eligible
employees, the majority of whom are employed within the State
of Naw Jersey. In determining the number of eligible employees,
companies which are affiliated companies shall be considered one
employer, subsequent to the issuance of a health benefits plan to
a small employer pursuvant to the provisions of this act, and for
the purpose of determining eligibility, the size of a small
employer shall be determined amnually. Except as otherwise
specifically provided, provisions of this act which apply to a smail
employer shall continue to apply until the anniversary date next
of the health benefits plan following the date the smployer no
longer meets the definition of a small employer.

"Section 6 carrier” means a small employer carrier electing to
comply with the requirements set forth in section 6 of this act.

"Section 7 carrier" means a small employer carrier electing to
comply with the requirements set forth in section 7 of this act.

"Small employer carrier" means any carrier or MEWA that
offers health benefits plans covering eligible employees of one or
more small employers.

"Small employer health benefits plan" means a health benefits
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plan for small employers, approved by the commissioner pursuant
to subsection b. of section 8 of this act.

2. a. Any individual or group heaith benefits plan that
provides health care benefits covering one or more employees of
a small smployer shall be subject to the provisions of this act if
any one of the following conditions exist:

(1) any portion of the premium or benefits is paid by a small
employer or any covered individual is reimbursed, whether
through wage adjustments or otherwise, by a small employer for
any portion of the premium; or

(2) the health benefits plan is treated by the employer or any
of the covered individuals as part of a plan or program for the
purposes of section 106 or 162 of the Internal Revenue Code of
18886,

b. The provisions of N.J.S.17B:26-1, section 27 of P.L.1985,
€.236 (C.17:48E-27) and section 3 of P.L.1973, ¢.337 (C.26:2]-3),
shall not apply to individual health insurance policies, contracts
or health maintenance orgsnization enrollment subject to the
provisions of this act.

c. Except as expressly provided for in this act, no law
requiring the coverage of a health care service or benefit and no
law requiring the reimbursement, utilization or considerationof a
specific category of licensed health care practitioner shall apply
to any basic health benefits plan offered or delivered to a small
employer.

3. a. (1) Within 80 days after the commissioner's appraval of
the basic health benefits plans and small employer health benefits
plans, pursuant to subsection b. of section 8 of this act, every
small employer carrier shall, as a condition of transacting
business in this State with small employers, offer to small
employers at least two health bepefits plans. One plan to be
offered by each small employer carrier shall be a basic health
benefits plan, and one plan shall be a~gmall employer health
benefits plen. Every small smployer which elects to bes covered
under either one of these plans and agrees to make the required
premium payments and to satisfy the other provisions of the
slected plan shall be issued such a plan by the small employer
carrier. The premium payment requirements utilized in
connection with basic and small employer health benefits plans
may address the potential credit risk of small employers which
elect coverage in accordence with this subsection by means of
payment security provisions which are reasonably related to the
risk and are uniformly applied,

{2) A basic health benefits plan shall provide:

(a) Basic hospital expense coverage for a period of 21 days in a
benefit year for each covered person for expenses incurred for
medically necessary treatment and services rendered as a result
of injury or sickness, inclvding:

(i) Daily hospital room and board, including genaral nussing

care and special diets;

{ii) Miscellaneous hospital services, including expenses
incurred for charges made by the hospital for services and
supplies which are customarily rendered by the hospital and
provided for use only during any period of confinement;
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{iii) Hospital out-patient services consisting of hospital
sarvices on the day surgery is performed; hospital services
rendered within 72 hours after accidental injury; and x-ray and
laboratory tests to the extent that benefits for such services
would have been provided if rendered tc an inpatient of the
hospital;

(b) Basic medical-surgical expense coverage for each covered
person for expenses incurred for the medically nece.sary services
for treatment of injury or sickness for the following:

(i) Surgical services;

(i) Anesthesia services consisting of administration of
necessary general anesthesia and related procedures in
connection with cavered surgical services rendered by a physician
other than the physician performing the surgical services;

{iii) In-hospital services rendered to a person who is confined
to a hospital for treatment of injury or sickness other than that
for which surgical care is required;

(c) Matemity benefits, including cost of delivery and pre-natal
care;

(d) Out-of-hospital physical examinations, including related
x-rays, immunizations and diagnostic tests, on the following basis:

(i) For covered minors of less than two years of age or older,
up to six examinations during the first two years of life; for
covered minors of two years of age or older, one examination at
age 3, 6, 9, 12, 15 and 18 years;

(ii) For covered adults of less than 40 years of age, one
examination every five yecars; for covered adults 40 years of age
or older but less than 80 years of age, one examination every
three years; and for covered adults 60 years of age or older, one
examination every two years.

Notwithstanding the provisions of this section to the contrary,
a small employer carrier may provide benefits or services
alternate to those required by this subsection if they are
approved by the commissioner and are within the intent of this
act or if the board, subject to the approval of the commissioner,
changes the benefits included in the basic health benefits plan.

{3) (a) No person who is eligible for coverage under Medicare
pursuant to Pub. L. 89-87 (42 U.S.C. §1395 et seq.) shall be a
covered person under a contract required to be offered pursuant
to this section,

(b) A small employer carrier shall not sell a contract required
to be offered pursuant to paragraph (2) of subsection a. of this
section to a group which was covered by a health benefits plan
any time during the 12-month period immediately preceding the
effective date of coverage. .

(4) (a) Plans required to be offered pursuant to paragraph (2)
of subsection a. of this section may contain or provide for
coinsurance or deductibles, or both, except that no deductible
shall be payable in excess of a total of $250 by an individual or
family wmit during any benefit year; no coinsurance shall be
payable in excess of a total of $500 by an individual or family
unit during any benefit year; and neither coinsurance nor
deductibles shall apply to maternity benefits or physical
examinations covered pursuant to subparagraph (c) or (d) of
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paragraph (2) of this subsection a,

(b) Managed care systems may be utilized for coverages
required to be offered pursuant to this section, subject to the
review and approval of the cormmissioner.

(6) Subject to the approval of the commissioner, any health
maintenance organization which is a qualified health maintenance
organization pursuant to subchapter XI of Pub.L. 93-222 (42
U.S.C. §300e et seq.) shall be permitted to alter the basic health
benefits plan coverage to the extent it is necessary to comply
with the provisions of subchapter XI of Pub.L. 93-222 (42 U.S.C.
§300e et seq.).

b. Health benefits plans covering small employers shall be
subject to the following provisions:

(1) Except as provided in paragraph (4) of this subsection, a
presxisting condition provision shall not exclude coverage for an
eligible employee or dependent for a period beyond 180 days
following the effective date of coverage of an eligible employee
and may only relate to conditions manifesting themselves during
the six months immediately preceeding the effective date of
coverage 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 during the six months immediately
preceding the effective date of coverage, or as to a pregnancy
existing on the effective date of coverage.

(2) In determining whether a preexisting condition provision
applies to an eligible employee or dependent, all health benefits
plans shall credit the time that person was covered under a
previous employer based health benefits plan if the previous
coverage was continuous to a date not more than 90 days prior to
the effective date of the new coverage, exclusive of any
applicable waiting period under such plan.

(3) Any health benefits plan subject to this act shall be
renewable with respect to all eligible employees or dependents at
the' option of the policyholder, contract holder or employer
except under the following circumstances:

(a) nonpayment of the required premiums by the policyholder,
contract holder, or employer;

(b) fraud or misrepresentation of the policyholder, contract
holder or employer or, with respect to coverage of eligible
employees or dependents, the enrollees or their representatives;

(c) the number of employees covered under the health benefits
plan is less than the number or percentage of employees required
by participation requirements under the health benefits plan;

(d) noncompliance with the carrier's employee contribution
requirement; or

{e) the small employer carrier ceases doing business in the
small employer market, if the following conditions are satisfied;

(i) a notice of the decision to cease doing business in the small
employer market is provided to the commissioner and either the
policyholder, contract holder, or employer; -

(i) the health benefits plans subject to this act shall not be
canceled for six months after the date of the required notice, and
for that small employer business of a small employer carrier
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which remains in force, the small employer carrier that ceases to
write new buginess in the small employer market shall continue to
be governed by this act with respect to business conducted under
this act; and

(iii) a small employer carrier that ceases to do business in the
small employer market in this State after the passage of this act
shall be prohibited from writing new business in the small
employer market for a period of five years from the date of
notice to the commissioner,

In the case of a health maintenance organization that ceases
doing business in the small employer matket in one service area
of the State, the rules set forth in this subsection shall apply to
the health maintenance organization's operations in that service
area.

{(4) In providing coverage to late enrollees, small empiloyer
carriers may exclude a Jate enmollee for 18 months,
notwithstanding paragraphs (1) and (2) of this subsection, or
provide coverage subject to an 18-month preexisting condition
exclusion, provided that if both a period of exclusion from
coverage as a late enrollee and a preexisting condition exclusion
are applicable to a late enrollee, the combined period shall not
exceed 18 months. Except in the case of a late enrollee, the
health benefits plan shall provide coverage to all eligible
employees and dependents who the small employer has indicated
to the small employer carrier are to be covered and may not
exclude any eligible employee or dependent who would otherwise
be covered under the health benefits plan on the basis of an
actual or expected health condition of that person.

(5) In cases in which a small employer carrier requires a
specified minimum participation of eligible employees, or a
minimum employer contribution, in determining whether to
accept a small employer group, the same participation
requirement or minimum employer contribution requirement shail
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 and a small
employer carrier shall only vary application of minimum
participation or minimum employer contribution requirements by
the size of the small employer group.

(6) (a) With respect to any health benefits plan of a small
employer carrier newly issued after the effective date of this
act, the premium rates charged or offered for a rating period for
the same or similar coverage, which is equivalent in value to a
health benefits plan covering any small employer with similar
case characteristics as determined by the small employer carrier,
shall not vary from the applicable midpoint rate by more than
12.5% of the average midpoint rate of health benefits plans
issued on or after the effective date of this act.

{b) No increase in premium rates for a new rating period of
any health benefits plan issued or renewed to a small employer,
adjusted on a pro rata basis for rating periods of more or less
than one year, may exceed the sum of any percentage change in
the base premium rate measured from the first day of the prior
rating period to the first day of the new rating period plus 15%,
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adjusted on a pro rata basis for rating periods greater or lesser
than one year, of the base premium rate for such new rating
period and any adjustment due to change in coverage of the small
employer or to change in case characteristics as determined by
the small employer carrier.

(c) In any case where a small employer carrier utilizes industry
as a case characteristic in establishing premium rates, the rate
factor associated with any industry classification shall not vary
from the arithmetic average of the rate factors associated with
all industry classifications by more than 15% of that average.

{d) Any adjustment in rates charged by a small employer
carrier electing to be a section 7 carrier caused by reinsurance is
subject to the rating limitations set forth in this section.

{(7) In connection with the offering for sale of any health
benefits plan to a small employer, each small employer carrier
shall moke a reasonabie disclosure, as a part of its solicitation
and sales materials, of the following:

{a) the extent to which premium rates for a specified small
employer are established or adjusted based upon the actual or
expected variation in claims costs or actual or expected variation
in health condition of the employees and dependents of the small
employer;

(b) the provisions conceming the small employer carrier's
right to change premium rates and the factors, other than claim
experience, health status, or duration of coverage, since issue,
which affect changes in premium rates; and

{c) provisions relating to renewability of policies and contracts.

(8) (a) Each small employer carrier shall maintain at its
principal place of business a complete and detailed description of
its rating practices and renewal underwriting practices, including
information and documentation which demonstrate that its rating
methods and practices are based upon commonly accepted
actuarial assumptions and are in accordance with sound actuarial
principles.

(b) Each small employer carrier shall file each March 1 with
the commissioner an actuarial certification that the carrier is in
compliance with this act and that the rating methods of the small
employer carrier are actuarially sound. A copy of such
certification shall be retained by the smail employer carrier at
its principal place of business.

{c) A small employer carrier shall make the infarmation and
documentation described in subparagraph () of this paragraph
available to the commissioner upon request. Except in cases of
violations of this act, the information shall be considered
proprietary and trade secret information and shall not be subject
to disciosure by the commissioner to persons outside of the
department except as agreed to by the small employer carrier or
as orderad by a court of competent jurisdiction.

¢. (1) No hsalth maintenance organization, operating as either
a section 6 carrier or section 7 carrier, shall be required to offer
coverage or accept applications pursuant to subsection a. of this
section to a small employer, if the small smployer is not
physically located in the health maintenance organization's
approved service area, or to an employee when the employee does
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not work or raside within a service area, or if the health
maintenance  organization  reasonably  anticipates and
demonstrates to the satisfaction of the commissioner that it will
not have the capacity in its network of providers within the
service area to deliver service adequately to the members of such
groups because of its obligations to existing group contract
holders and enrollees.

(2) A health maintenance organization that refrses to offer
coverage pursuant to paragraph (1) of this subsection may not
offer coverage in the applicable service area to new empioyer
groups with more than 25 eligible employees or small employer
groups until the later of 180 days following each such refusal or
the date on which the carrier notifies the commissioner that it
has regained capacity to deliver services to small empioyer
groups in the applicable service area.

d. A small employer carrier shall not be required to offer
coverage or accept applications pursuant to subsection a. of this
section where the commissioner finds that the acceptance of an
application or applications would place the small employer
carrier in a financially impaired condition. If, upon the
determination of the commissioner that the acceptance of
applications pursuant to subsection a. of this section would not
place this small employer carrier in a financially impaired
condition, the small employer carrier ghall offer such coverage.

e. The provisions of paragraphs (1), (3), (5), (6}, (7), and (8) of
subsection b, shall apply to health benefits plans delivered, issued
for delivery, renewed, or continued on or after the effective date
of this act. The provisions of subsections a., c. and d.,, and
paragraphs (2) and (4) of subsection b. of this section shall apply
to all health benefits plans delivered, issued for delivery, renewed
or continued in this State on or after the date the program
becomes operational, as designated by the commissioner. For
purposes of this subsection, the date a health benefits plan is
continued shall be the anniversary date of the issuance of the
health benefits plan.

4. a. Every health benefits plan delivered, issued, renewed, or
continued on or after the effective date of this act shall offer
continued coverage under the plan to any employee whose
employment was terminated for a reason other than gross
misconduct or to any employee whose hours of employment were
reduced to less than 30. The employee shall make a written
election for continued coverage within 30 days of a qualifying
event, For purposes of this section, "qualifying event” means the
date of termination of employment, or the date on which an
employee's hours of employment are reduced to less than 30.
For purposes of this section, the date on which a health benefits
plan is continued shall be the anniversary date of the issuance of
the plan, '

b. The continued coverage shall counsist of coverage which is
identical to the coverage provided under the health benefits plan
to similarly situated beneficiaries whose coverage has not been
terminated. If coverage is modified under the health benefits
plan for any group of similarly situated beneficiaries, this
coverage shall also be modified in the same menner for all
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individuals who are qualified beneficiaries under this section for
continued coverage. Coverage may ‘not be conditioned upon, or
discriminate on the basis of, lack of evidence of insurability.

¢. The health benefits plan may require payment of a premivm
by the employee for any period of continuation coverage, except
that the premium shall not exceed 102 percent of the applic..le
premium paid for similarly situated beneficiaries under the heaith
benefits plan for a specified period, and may, at the election of
the payor, be made in monthly installments. No premium
payment shall be due before the 30th day after the day on which
the caovered employee made the initial election for continued
coverage.

d. Continued coverage pursuant to this section shall continue
until the earlier of the following:

(1) The date on which the smployer under whose health
benefits plan coverage is continued ceases to provide any health
benefits plan to any employee or other qualified beneficiary;

(2) The date on which the continued coverage ceases under the
health benefits plan by reason of a failure to make timely
payment of any premium required under the plan with respect to
the qualified beneficiary. The payment of any premium shall be
considered to be timely if made within 30 days after the due date
or within such longer period as applies to or under the health
benefits plan; or

{3) The date after the date of election on which the qualified
beneficiary first hecomes:

{i} covered under any other health benefits plan, as an
employee or otherwise, which does not contain a provision which
limits or excludes coverage with rvespect to any preexisting
condition of a covered employee or any spouse or dependent who
is included under the coverage provided the covered employee; or

(ii) eligible for benefits under title XVIII of the Social Security
Act, Pub.L. 89-97 (42 U.S.C. 51395 et seq.). '

e. (1) Plan administrators shall provide written notice of
health benefits continuation coverage rights to employees at the
commencement of coverage under the pian. A qualified
beneficiary may elect continuation coverage no later than 30
days after the qualifying event, For purposes of this section,
“qualified beneficiary" means any person covered under a group
policy.

(2) The provisions of this section shall not apply to any person
who is & qualified beneficiary for the purpases of continuation of
coverage as provided in accordance with section 3011(a) of Title
{Ii of Pub.L. 100-847 (26 U.S.C. §4980B et al).

(3) In no event shall the continuation of coverage provided
pursuant to this section exceed 12 months from the qualifying
event.

5. a. Each small employer carrier shall elect to become either
4 section 6 carrier and comply with the fequirements set forth in
section 6 of this act, or become a section 7 carriér and comply
with the requirements set forth in section 7 of this act. The
election shall be effective for periods of five years, except that
the initial election shall be made within 30 days of the effective
date of this act and shall be made for a two-year period. The
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commissioner may permit a carrier to modify its election during
the five-year period for good cause.

b A smell employer carrier which elects to cease
participating as a section ? carrier and elects to become a
section 6 carrier, shall be prohibited from reinsuring or
continuing to reinsure any small employer health benefits plans
pursuant to sections 7 and 8 of this act as soon as the carrier
becomes a section 6 carrier. However, a sectio. 7 carrier
electing to become a section @ carrier shall pay a prorated
assegsment based upon business issued as a gection 7 carrier for
any portion of the year that the business was reinsured. A small
employer carrier which elects to cease participating as a section
8 carrier and elects to become a section 7 carrier shall be
permitted to reinsure small employer health benefits plans under
the terms set forth in section 8 of this act.

c. In connection with the elections made in accordance with
subsections a. and b. of this section, the board shall establish a
committee known as the Small Group Carriers Elections
Evaluation Committee, which shall be charged with assuring that
the requirements of this act to provide health benefits plaas for
small employers without regard to the health status of employees
and dependents of small employers are satisfied, and that smail
employer carriers are assuming a share of high risk small
employer groups that is proportionate to their market share of
small employer health benefits plan business, regardless of
whether the carriers elect to become section 6 carriers or section
7 carriers. Membership on the Small Group Carriers Elections
Evaluation Committee shall be approved by the commissioner,
who shall assure that section 6 carriers and section 7 carriers are
fairly represented. In carrying out its responsibilitiss, the
committee may require small employer carriers to file reports or
otherwise provide information to the committes which it feels
may be necessary to carry out its responsibilities under this
section including, but not limited to, reports as to the number of
basic and small employer health benefits plans issued or covered
during designated periods in totdl and categorized by the number
of employees, and the case characteristics and claim experience
of the small employers covered under health benefits plans and
may request that the commissioner establish an audit team to
examine whether small employer carriers are complying with the
provisions of this act. Annually, by June 30 of each year, the
committee shall make findings and recommendations for action,
if any, in accordance with its charge pursuant to this subsection,
with respect to each prior calendar year in which elections under
subsection a. of this section are in effect. The findings and
recommendations for action by the committee, together with any
recommendations of the board, shall be filed by the board with
the commissioner within 30 days of receipt of the findings and
recommendations from the committes. The findings and
recommendations for action shall be subject to approval by the
commissioner who may, upon request of any affected section 6
carrier or section ? carrier, call a hearing with respect to the
action.

d. Any section 6 carrier that has violated any provision of this
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act shall immediately cease being a section 8 carrier and shall
become a section 7 carrier and shall be required to make a
retroactive assessment pursuant to section 8 of this act. Any
section 7 carrier found in violation of this act shall be assessed a
penalty, as determined by the commissioner. -

6. a. Any small employer carrier may become a section 6
carrier if the small employer carrier notifies the board in writing
and obtains approval from the commissioner to become a section
8 carrier, following a hearing.

b. In determining whether to approve a request for election to
become a section 6 carrier, the commissioner shall consider the
market share of the small employer carrier seeking approval to
become a section 6 carrier, the surplus of that small employer
carrier, the ability of the small employer carrier to offer and
maintain open enrollment, the commitment of the small employer
carrier to market to all small employers in the State or its entire
service area, as applicable, and the small employer carrier's
ability to completely zssume the risk of accepting all small
employer groups that apply for covarage pursuant to section 3.

7. Small employer carriers electing to become section 7
carriers shall comply with the requirements set forth in section 3
and shall be permitted to reinsure health benefits plans sold to
small employers in the manner set forth in section 8.

8. a. (1) There is created a nonprofit entity to be known as
the New Jersey Small Employer Health Reinsurance Program.
All carriers issuing health benefits plans in this State and MEWAs
providing health benefits plans in this State on or after the
effective date of this act shall be members of the program.

(2) Within 60 days of the effective date of this act, the
commissioner shall give notice to all members of the time and
place for the initial organizational meeting, which shail take
place within 120 days of the effective date. The members shall
elect the initial board, subject to approval by the commissioner.
The board shall consist of at least five and not more than 11
representatives who shall serve staggered terms as detarmined by
the program's plan of operation. To the extent possible, at least
two thirds of the members of the board shall be small employer
carriers. At least one member of the board shall be, to the
extent there is such a carrier licensed in the State that is willing
to have a representative serve on the board, a representative
from each of the following entities:

{a) two carriers whose principal health insurance business is in
the small employer market;

(b) a carrier whose principal health insurance business is in
other than the small employer market;

{c) ahealth, hospital or medical service corporation;

(d) a health maintenance organization;

(e) asection 6 carrier;

(f) asection 7 carrier;

(g) a representative of small employers:

(h) the commissioner or his designes;

(i) the Commissioner of Health or his designee; and

(i) the Commissioner of Labor or his designee.

No one carrier or MEWA, including its affiliated companies,
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shall hold a majority of the seats on the board. In approving the
selection of the board, the commissioner shall assure that all
members of the program are fairly represented.

(3) If the initial board is not elected at the organizational
meeting, the commissioner shall appoint the initial board within
15 days of the organizational meeting.

(4) Within 180 days after the election or appointment of the
initial board, the board shall submit to the commissio:.er a plan of
operation and thereafter any amendments to the plan necessary
or suitable to assure the fair, reasonable, and equitabie
administration of the program. The commissioner shall, after
notice and hearing, approve the plan of operation, provided the
commissioner determines it to be suitable to assure the fair,
reasonable, and equitable administration of the program, and
provides for the sharing of program gains or losses on an
equitable and proportionate basis in accordance with the
provisions of subsection f. of this section. The plan of operation
or amendments thereto shall become effective upon approval in
writing by the commissioner, 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 writing by the commissioner within 90 days of its
receipt by the commissioner.

(6) If the board fails to submit a suitable plan of operation
within 180 days after its appointment, the commissioner shall,
after notice and hearing, adopt and promulgate a temporaxy plan
of operation. The commissioner shall amend or rescind any plan
adopted by him under this paragraph, at the time a plan of
operation is submitted by the board and approved by him.

(6) The plan of operation shall estabhsh procedures for, among
other things:

(a) handling and accounting of assets and moneys of the
program, and for an annual fiscal reporting to the commissioner;

{b) setting terms of office and filling vacancies on the board,
subject to the approval of the commissioner;

{c) selecting an administering carrier and setting forth the
powers and duties of the administering carrier;

{d) reinsuring risks in accordance with the provisions of this
act;

(e) collecting assessments from all members to provide for
claimg reinsured by the program and for administrative expenses
incurred or estimated to be incurred during the period for which
the assessment is made; and

(f) any additional matters at the discretion of the board.

(7) The program shall have the general powers and authority
granted under the laws of New Jersey to insurance companies and
health maintenance organizations licensed or certified to
transact business, except the power to issue health benéfits plans
divectly lo either groups or individuals, and, in addition. the
program shall have the specific authority to:

(a) enter into contracts as are necessary or proper to cu'ty ont
the provisions and purposes of this act, including the authority,
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1 with the approval of the commissioner, to enter into contracts
2  with similar programs of other states for the joint performance
3  of common functions or with persons or other organizations for
| conenion 4 the performance of administrative functions;
) {b) sue or be sued, including taking any legal actions necessary
6 or proper for recovery of any assessments for, on behalf of, or
7 against the program or any board members;
8 (c) take any legal action necessary to avoid the payment of
9 improper claims against the program;
10 (d) define the array of basic and small employer health
11 benefits plans for which reinsurance will be provided, and to issue
12 reinsurance policies, in accordance with the requirements of this
13 act;
14 (e) establish rules, conditions, and procedures pertaining to the
15 reinsurance of members' risks by the program;
16 () establish appropriate rates, rate schedules, rate
17 adjustments, rate classifications, and any other actuarial
18 functions appropriate to the operation of the program in
! 19 accordance with this act;
20 (g) assess members in accordance with the provisions of
21 subsection f, of this section, and to make advance interim
22 oassessments, as may be reasonable and necessary for
23 organizational and interim operating expenses. Any interim
24 assessments shall be credited as offsets against any regular
25 assessments due following the close of the fiscal ysar;
28 (h) appoint from among members appropriate legal, actuarial,
27 and other committees as necessary to provide technical and other
28 assistance in the operation of the program, policy and other
28 contract design, and any other function within the authority of
30 the program; and
3 (i) borrow money to effect the purposes of the program. Any
32 notes or other evidence of indebtedness of the program not in
33 default shall be legal investments for carriers and may be carried
34 as admitted assets,
35 b. {1) Subject to approval by the commissioner, the board shail
368 establish the form and level of coverages to be made available by
37 small employer carriers in accordance with the provisions of
38 section 3 of this act. The board shall establish benefit levels,
39 cost sharing, exclusions and limitations for the basic health
40 benefits plans and the small employer health benefits plans. The
41 forms and levels of coverage established by the board shall define .
42  which components of a small employer health benefits plan may !
43 be reinsured. The coverage provided under a basic health .o
44  benefits plan shall not exceed 80% of the actuarial value provided i
45 under a small employer health benefits plan. One basic health
48  bensfits plan and one small employer health benefits plan shail
47 contain benefit and cost sharing levels which are consistent with
48 the basic method of operation and the benefit plans of health
; 49 maintenance organizations, including any restrictions imposed on
. : 60 federally qualified health maintenance organizations pursuant o
: ‘ - 61 subchapter XI of Pub.L. 93-222 (42 U.S.C. §300e st seq.). The
PY € 62 board shall submit the plans to the commissioner for his approval

53 within 180 days after the election or appointment of the board
84 pursuant to paragraph (2) of subsection a. of this section. Any
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plans submitted to the commissioner by the board shall be
deemed approved by the commissioner if not expressly
disapproved within 80 days of receipt by the commissioner.
These plans may include cost containment measures such as, but
not limited to: utilization review of health care services,
including review of medical necessity of hospital and physician
services; case management benefit altematives; selective
contracting with hospitals, physicians, and other hsalth care
providers; reasonable benefit differentials applicable to
participating and nonparticipating providers; and other managed
care provisions.

{2) After the commissioner's approval of bagic health benefits
plans and small employer health benefits plans submitted by the
board pursuant to paragraph (1) of this subsection, and in lieu of
any contrary procedure established by law, any small employer
carrier may certify to the commissioner in the form and manner
the commissioner prescribes, that the basic health benefits plans
and the small employer health benefits plans filed by the carrier
are in substantial compliance with the provisions in the
corresponding board approved plans. Upon receipt by the
commigsioner of the certification, the carrier may use the
certified plans until the commissioner, after notice and hearing,
disapproves their continued use.

c. Any member which elects to be a section 7 carrier may
reinsure with the program coverage of an eligible employee of a
small employer, or any dependent of such an employee, subject to
all of the following:

(1) In any case in which the coverage of any eligible employee
of a small employer or any dependent of such employee is
reinsured or in any case in which a member reinsures all the
eligible employees and dependents of the smell employer, with
respect to a basic health benefits plan or a small employer health
benefits plan, the program shall reinsure the level of coverage
provided; and with respect to other plams, the program shall
reinsure the level of coverage provided in a basic or small
employer health benefits plan, up to, but not exceeding, the level
of coverage provided under either a basic or a small employer
health benefits plan.

(2) With respect to eligible employees, and their dependents,
who are employed by the small employer as of the date the
employer's coverage by the member commences and who enroll
in a manner in which they are not considered to be late enroliees
to the plan, coverage may be reinsured:

(a) within 60 days of the commencement of the employer's
coverage with the small employer carrier: or

(b) thereafter on any third plan anniversary of the small
employer's coverage having been issued or delivered.

(3) With respect to eligible employees and their dependents
who are hired subsequent to the commencement of the
employer's coverage by the member and who are not late
enrollees to the plan, coverage may be reinsured:

(a) within 60 deys of the commencement of their coverage
under the plan; or

(b) thereafter, on any third year plan anniversary of the small
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employer's coverage having been issued or delivered.

(4) With respect to eligible employees and their dependents,
when a small employer carrier reinsures the eatire employer
group, coverage may be reinsured within 60 days of the
commencement of the group’s coverage under the plan; or
commencing one year following the effective date of this act,
once the small employer's coverage has been in effect with the
small employer carrier for a period of three consecutive years; or
thereafter on any third year plan anniversary of the small
employer’s coverage having been issued or delivered.

d. Except as provided in subsection e. of this section, premium
rates charged by the program for coverage reinsured by the
program shall be established as follows:

(1) 1.6 times the rate established by the program for that
classification or group with similar case characteristics and
coverage, with respect to the eligible employess and their
dependents of a small employer, all of whose coverage is
reinsured with the program.

(2) 6.0 times the rate established by the program for that
classification or group with similar case characteristics and
coverage, with respect to an eligible employee, or his dependents.

e. Premium rates charged for reinsurance by the program to a
health maintenance organization that is approved by the United
States Secretary of Health and Human Services as a federally
qualified health maintenance organization pursuant to subchapter
X1 of Pub.L. 93-222 (42 U.S.C. §300e. et seq.), and as such is
subject to requirements that limit the amount of risk that may be
ceded to the program, shall be reduced to reflect the portion of
the risk that may be ceded to the program,

f. (1) PFollowing the close of each fiscal year of the
administering carrier, the administering carrier shall determine
the net premiums, the administrative expenses of the program,
and the incurred losses, if any, for the year, taking into account
investment income and other appropriate gains and losses.
Heealth benefits plan premiums and benefits paid by a member
that are less than an amount determined by the board to justify
the cost of collection shall not be considered for purposes of
determining assessments. For purposes of this section, "net
premiums” means health benefits plan premiums, less
administrative expense allowances, and health benefits plan
premiums earned by MEWAs shall be established by adding paid
health losses and administrative expenses of the MEWA.

{2) Any net loss for the year shall be recouped by assessments
of members, .

(a) Assessments shall first be apportioned by the board among
all section 7 carrier members in proportion to their respective
shares of the total health benefits plan premiums earned in this
State from health benefits plans covering small employers during
the calendar year coinciding with or ending during the fiscal year
of the program, or on any other eguitsble basis reflecting
coverage of small employers as may be provided in the plan of
operation.

() If the net loss is not recouped befare assessments totaling
4% of the premiums from health benefits plans covering small
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employers have been collected from section 7 carriers, additional
assessments shall be apportioned by the board among all members
in proportion to their respective shares of the total health
benefits plan premiums earned.in this State from all health
benefits plans during the calendar year, provided that any section
6 carrier shall receive a credit against this assessment to the
extent the carrier can demonstrate its assumption of high risk
small employer groups. Any section 6 carrier that demonstrates
it has ussumed a share of high risk small employer groups
proportionate to its market share of amall employer health
benefits plan business shall receive a full credit for the
assessment.

(3) If assessments exceed actual losses and administrative
expenses of the program, the excess shall be held in an interest
bearing account 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 claims.

(4) Each member'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 the board. MEWAs shall report to the board claims
payments made and administrative expenses incurred in this State
on an annual basis on a form prescribed by the commissioner.

(5) Provision shall be made in the plan of operation for the
imposition of an interest penslty for late payment of asgessments.

(6) A member may seek, from the commissioner, a deferment
in whole or in part, from any assessment issued by the board. The
commissionsr may defer, in whole or:in part, the assessment of a
member if, in the opinion of the commissioner, the payment of
the assessment would endanger the ability of the member to
fulfill its contractual obligations. In the event an assessment
against a member is deferred in whole or in part, the amount by
which the assessment is deferred may be assessed against the
other members in a manner consistent with the basis for
assessment set forth in this section. The member receiving such
deferment shall remain liable to the program for the amount
deferred and shall be prohibited from reinsuring any individuals or
groups in the program if it fails to pay such assessments.

8. Neither the participation in the program as members, the
establishment of rates, forms or procedures, nor any other joint
or collective action required by this act shall be the basis of any
legal action, criminal or civil liability, or penalty against the
program or any of its members either jointly or separately except
as otherwise provided in this act, o

h, The program shall be exempt from any and all taxes.

9. The Commissioner of Insurance shall, pursuant to the
provisions of the "Administrative Procedure Act,” P.L.1968,
c.410 (C.52:14B-1 et seq.), promulgate rules and regulations
necessary to effectuate the provisions of this act.

10. This act shall be known and may be cited as the “Small
Business Health Insurance Reform Act.”

11, ‘This act shall take effect on the 180th day after
enactment, but sections 9 and 11 shall take effect immediately.
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STATEMENT

This bhill provides for the establishment of small employer
health benefits plans and requires all small employer carriers,
including health insurers, HMOs, Blue Cross/Blue Shield of New
Jersey, and multiple employer welfare arrangements (MEWAs) to
offer these plans to employers with fewer than 26 employees as a
condition of doing business with small employers in the State of
New ]ersey.

Under the provisions of the bill, any employer with 25 or fewer
employees may apply to any carrier doing business in the small
group market and be issued a plan of basic health care coverage.

The bill provides for the establishment of the New Jersey Smail
Employer Health Reinsurance Program and the creation of an
eleven-member board to administer the program. The board
would include representatives from the various sectors of the
health insurance market and at least one member who is not from
the insurance industry. The cost and risk of covering high-risk
groups and individuals would be shared through this reinsurance
mechanism. Small employer carriers may either reinsure
high-risk individuals and groups with the reinsurance facility and
be subject to assessments to offset the facility's losses, or they
may internalize all risks and costs. The New Jersey Small
Employer Health Reinsurance Program is designed to make
coverage available for any small group wishing to purchass it, and
to bring greater stability to the pricing and underwriting of small
group coverage.

The bill also provides that individuals who change jobs would be
protected from preexisting condition exclusions, if they have
satisfied an exclusion under their prior plan. The time a parson
was subject to a preexisting condition exclusion under a previous
plan would be credited toward a subseguent plan's exclusion
period if the previous coverage was continuous to within 80 days
of the effective date of the new coverage., Under the provisions
of the bill, an individual with a preexisting condition could not be
excluded from coverage for more than 180 days.

The coverage provided under the basic health benefits plan is
substantially the same as the coverage required in basic health
care contracts or policies pursuant to the "Health Care Cost
Reduction Act,” P.L.1991, c.187 (C. 26:2H-18.24 et al}). The
coverage provided under the basic health benefits plan may not
exceed 80% of the actuarial value provided under a small
employer health benefits plan.

The bill additionally provides an option for continuation of
coverage under small employer health ingurance plans which is
similar to the continuation of coverage option provided under the
Consolidated Omnibus Budget Reconciliation Act of 1985
(COBRA) for group health insurance plans covering group sizes
over 26. The continuation coverage option is applicable for
individuals covered under small employer health insurance plans
whose employment is terminated for other than gross misconduct
or whose hours are reduced below 30 per week.

The bill provides for the setting of rate limitations and the
guaranteeing of renewability.
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1 Cost containment measurss provided under the bill include the .
2 elimination of State-mandated benefits for the basic health
3 benefits plan and the use of managed care measures.
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8 Requires certain insurers, service corporations and HMOs to offer

. 9 basic health insurance plans to small businesses; establishes a
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SENATE HEALTH AND HUMAN SERVICES COMMITTEE
STATEMENT TO
SENATE COMMITTEE SUBSTITUTE FOR

SENATE, No 371
STATE OF NEW JERSEY

DATED: JUNE 15, 1892

The Senate Health and Human Services Committee reports
favorably the Senate Committee Substitute for Senate Bill No. 371.

This substitute provides for the establishment of small employer
health benefits plans and requires all small employer carriers,
including health insurers, HMOs, Blue Cross/Blue Shield of New
Jersey, and multiple employer welfare arrangements (MEWAs) to
offer these plans to employers with at least two but no more than
49 employees as a condition of doing business with small employers
in the State.

Under the provisions of the substitute, an employer with 49 or
fewer employees may apply to any carrier doing business in the
small group market to be issued a plan of health care coverage
which provides either "Basic" health benefits or "Basic Plus" health
benefits.

The substitute provides for the establishment of the New Jersey
Small Employer Health Excess Reinsurance Program and the
creation of an 11-member board to administer the program. The
board would include seven representatives from the various sectors
of the health insurance market and two persons representing small
employers, as well as the Commissioners of Insurance and Health as
ex officio members. The cost and risk of covering high-risk groups
and individuals would be shared through this reinsurance
mechanism. Small employer carriers may either reinsure high-risk
individuals and groups with the reinsurance facility and be subject
to assessments to offset the facility's losses, or they may
internalize all risks and costs. However, the risk-assuming carriers
may be subject to an assessment if the net loss of the reinsurance
program is not recouped before assessments totaling 4% of
aggregate premiums for small business health care plans have been
collected from reinsuring carriers.

The New Jersey Small Employer Health Excess Reinsurance
Program is designed to make coverage available for any small group
wishing to purchase i, and to bring greater stability to the pricing
and underwriting of small group coverage. .

The substitute also provides that individuals who change jobs
would be protected from preexisting condition exclusions, if they
have satisfied an exclusion under their prior plan. The time a
person was subject to a preexisting condition exclusion under a
previous plan would be credited toward a subsequent plan's
exclusion period if the previous coverage was continuous to within
90 days of the effective date of the new coverage. Under the
provisions of the substitute, an individual with a preexisting
condition could not be excluded from coverage for more than
180 days.
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The coverage provided under the "Basic" health benefits plan is
substantially the same as the coverage required in basic health care
contracts or policies pursuant to the "Health Care Cost Reduction
Act," P.L.1991, c.187 (C.26:2H-18.24 et al).

The substitute additionally provides an option for continuation
of coveraga under small employer health insurance plans which is
similar to the continuation of coverage option provided under the
“"Consolidated Omnibus Budget Reconciliation Act of 1985"
(COBRA) for group health insurance plans covering group sizes over
25. The continuation coverage option is applicable for individuals
covered under smail employer health insurance plans whose
employment is terminated for other than gross misconduct or whose
hours are reduced below 30 per week.

The substitute provides that rate differentials for any small
group carrier may be based only on the factors of age, gender and
geography, and that the rate charged to any group cannot exceed
four times the base premium rate charged to thie iowest-rated small
employer group written by the carrier for a like benefit plan.

Finally, the substitute guarantees the renewability of the group
health benefits plan to any small employer who pays the required
premium and satisfies the other requirements of the substitute.
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SENATE COMMITTEE SUBSTITUTE FOR

SENATE, No. 371
STATE OF NEW JERSEY

ADOPTED JUNE 15, 1892
Sponsored by Senator BASSANO

AN ACT requiring certain health insurers, service corporations
and health maintenance organizations to offer basic health
benefits programs to certain employers and establishing a
reinsurance program,

BE IT ENACTED by the Senate and General Assembly of the
State of New Jersey:

1. As used in this act:

"Actuarial certification" means a written statement by a
member of the American Academy of Actuaries or other
individual acceptable to the commissioner that a small employer
carrier is in compliance with the provisions of section 12 of this
act, based upon examination, including a review of the
appropriate records and actuarial assumptions and methods used
by the small employer carrier in establishing premium rates for
applicable health benefits plans.

"Base premium rate" means the lowest premium rate charged
by the small employer carrier for the same or similar coverage,
which coverage is equivalent in value to a health benefits plan
covering a small employer. The term "base premium rate" refers
to rates for any health benefits plan covering two or more
employees of a small employer. ‘

"Basic health benefits plan" means a health benefits plan for
small employers which provides benefits pursuant to section 4 of
this act and which is filed with the commissioner in accordance
with the requirements of section 24 of this act, any portion of the
premium for which is paid by a small employer or for which any
covered individual is reimbursed whether through wage
adjustments or otherwise, if the health benefits plan is treated by
the employer or any of the covered individuals as part of a plan
or program for the purposes of section 162 or section 106 of the
Internal Revenue Code of 1986 (28 U.S.C. 162 or 26 U.S.C. 106).

“Board” means the board of directors of the program.

“Carrier” means any insurance company, health service
corporation, hospital service corporation, medical service
corporation, health maintenance organization or MEWA
authorized to issue health benefits plans in this State. For
purposes of this act, carriers that are affiliated companies shall
be treated as one carrier, except that any insurance company,
health service corporation, hospital service corporation, or
medical service corporation that is an affiliate of a health
maintenance organization located in New Jersey or any health
maintenance organization located in New [ersey that is affiliated
with an insurance company, health service corporation, hospital
service corporation, or medical service corporation shall treat
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the health rnaintenance organization as a separate carrier.

"Commissioner" means the Commissioner of Insurance.

"Department” means the Department of Insurance.

“Dependent" means the spouse or child of an eligible employee,
subject to applicable terms of the health benefits plan covering
the employes.

"Eligible employee" means a full-time employee who works a
normal work week of 30 or more hours. The term includes a sole
proprietor, a partner of a partnership, or an independent
contractor, if the sole propristor, partner, or independent
contractor is included as an employee under a health benefits
plan of a small employer, but does not include employees who
work less than 30 hours a week or work on a temporary or
substitute basis.

“Financially impaired" means a carrier which, after the
effective date of this act, is not insolvent, but is deemed by the
commissioner to be potentially unable to fulfill its contractual
obligations or a carrier which is placed under an order of
rehabilitation or conservation by a court of competent
jurisdiction.

"Health benefits plan" means any hospital and medical expense
incurred policy; health, hospital, or medical service corporation
contract; health maintenance organization subscriber contract; or
plans provided by MEWAs offered by a small employer pursuant
to section 4 of this act. For purposes of this act, "health benefits
plan® excludes the following plans, policies, or contracts:
accident only, credit, disability, long-term care, coverage for
Medicare services pursuant to a contract with the United States
government, Medicare supplement, dental only or vision only
issued as a supplement to liability insurance, coverage arising out
of a workers' compensation or similar law, automobile medical
payment insurance, or insurance under which benefits are payable
with or without regard to fault and which is statutorily required
to be contained in any liability insurance policy or equivalent
self-insurance.

“Late enrollee" means an eligible employee or dependent who
requests enrollment in a health benefits plan of a small employer
following the initial minimum 30-day enrollment period provided
under the terms of the health benefits plan. An eligible employee
or dependent shall not be considered a late enrollee if the
individu~' was covered under another employer's health benefits
plan at tne time he was eligible to enroll and stated at the time
of the initial enrollment that coverage under that other
employer's health benefits plan was the reason for declining
enrollment; has lost coverage under that other employer's health
benefits plan as a result of termination of employment, the
termination of the other plan's coverage, death of a spouse, or
divorce; and the individual requests enrollment within 90 days
after termination of coverage provided under another employer's
health benefits plan; or if the individual is employed by an
employer under a MEWA which offers multiple health benefits
plans, and the individual elects a different plan during an open
enrollment period; or if a court of competent jurisdiction has
ordered coverage to be provided for a spouse or minor child under
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a covered employee's health benefits plan and request for

enrollment is made within 30 days after issuance of that court
order.

"Member" means all carriers issuing health banefits plans and

MEWASs providing health benefits plans in this State on or after

tha effective date of this act.

*MEWA" means any multiple employer welfare arrangement as
defined in section 3 of the federal Employee Retirement and
Income Security Act of 19874, Pub.L.93-406 (28 U.S.C. §1002),
except for any such arrangement which is fully insured within the
meaning of that act.

"Plan of operation" means the plan of operation of the program
including articles, bylaws and operating rules approved pursuant
to section 20 of this act.

“Preexisting condition provision" means a policy or contract
provision that excludes coverage under that policy or contract for
charges or expenses incurred during a specified period following
the insured's effective date of coverage, for a condition that,
during a specified period immediately preceding the effective
date of coverage, had manifested itself 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 as to
that condition or as to pregnancy existing on the effective date
of coverage.

“Program” means the New Jersey Small Employer Health
Excess Reinsurance Program established pursuant to section 18 of
this act.

"Reinsuring carrier” means a a small employer carx{ier electing
to obtain excess insurance in accordance in section 26 of this
act.”

"Risk-assuming carrier" means a smali employer carrier
electing to assume risks pursuant to section 25 of this act.”

"Small employer" means any person, firm, corporation,
partnership, or association actively engaged in business which, on
at least 50 percent of its working days during the preceding
calendar year quarter, employed at least two but no more than 49
eligible employees, the majority of whom are employed within
the State of New Jersey. In determining the number of eligible
employees, companies which are affiliated companies shall be
considered nne employer, subsequent to the issuance of a health
benefits piaa to a small employer pursuant to the provisions of
this act, and for the purpose of determining eligibility, the size of
a small employer shall be determined annually. Except as
otherwise specifically provided, provisions of this act which apply
to a small employer shall continue to apply until the anniversary
date next of the health benefits plan following the date the
employer no longer meets the definition of a small employer.

“Small employer cvarrier" means any carrier or MEWA that
offers health benefits plans covering eligible employees of one or
more small employers.

"Small employer health benefits plan" means a health benefits
plan for smaill employers approved by the commissioner pursuant
to section 23 of this act.
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2. Every health insurer, health service corporation, medical
service corporation, hospital service corporation, and health
maintenance organization licensed or authorized to provide
health benefits or services in this State which offers health
insurance policies or coverages covering two or more employees
of a small employer shall .be subject to the provisions of this act.
Coverage shall be offered to all eligible employees and their
dependents and shall not exclude any employee or eligible
dependent on the basis of an actual or expected health condition.

3. Notwithstending the pmvisions of P.L.1991, c.187, every
carrier subject to the provisions of this act shall, as a condition
of transacting business in this State, offer to every small
employer at least two health benefits plans. One plan shall be a
Basic health benefits plan, as provided in section 4 of this act,
and one shall be a Basic Plus health benefits plan, as provided in

- section 5 of this act. Initially, the offer shall be made within 80

days of the filing with the commissioner of that carrier's
benefits plans, Thereafter, the plans shall be available to small
employers on a continuing basis. Every small employer which
slects to be covered under either of the plans provided for under
this act whc pays the required premium therefor and who
satisfies the other requirements of the plan shall be issued a
policy or contract by the carrier. The carrier may establish a
premium payment plan which provides instaliment payments and
which may contain reasonable provisions to ensure payment
security, provided that provisions to ensure payment security are
reasonably related to the risk and are uniformly applied. Every
plan shall be in conformance with the guidelines established
pursuant to section 23 of this act, and each carrier's plans shall
be certified and filed with the commissioner pursuant to section
24 of this act.

4. A Basic health benefits plan shall provide:

a. Basic hospital expense coverage for a period of 21 days in
each benefit year for each covered person for expenses incurred
for medically necessary treatment and services rendered as a
result of injury or sickness, including:

(1) Daily hospital room and board, mcludmg general nursing
care and special diets;

(2) Miscellaneous hospital servmes. including expenses incurred
for charges made by the hospital for services and supplies which
are c.<tomarily rendered by the hospital and provided for use
only during any period of confinement;

(3) Hospital outpatient services, including surgical and other
services rendered on a day stay basis, hospital services rendered
within 72 hours after accidental injury, and x-ray and other
laboratory and other diagnostic tests to the extent that benefits
for such services would be provided if rendered to an inpatient of
the hospital;

b. Basic medical-surgical expense coverage for each covered
person for expenses incurred for medically necessary services for
the treatment of sickness or injury for the following:

(1) Surgical services;

(2) Anesthesia services, including the administration of
necessary general anesthesia and related procedures in
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connection with covered surgical services rendered by a physician
other than the physician performing the surgical services;

(3) Inpatient hospital services rendered to a person who is
confined to a hospital for treatment of sickness or injury other
then that for which surgical care is required;

(4) Maternity benefits, including cost of delivery and pre-natal
care;

c. Out-of-hospital physical examinations, including related
x-rays, immunizations, and diagnostic tests, rendered on the
following basis:

(1) For covered minors of less than two years of age, up to six
examinations during the first two years of life;

(2) For covered minors of at least two years of age but not
more than 18 years of age, no more than one physical
examination at ages 3, 6, 9, 12, 15, and 18 years of age;

(3) For covered adults of at least 18 years of age but less than
40 years of age, one physical examination every five years;

(4) For covered adults of at least 40 years of age but less than
60 years of age, one examination every three years; and

(5) For covered adults of age 60 years or older, one
examination every two years,

Every physical examination rendered pursuant to this
subsection shall be subject to such co-payments and deductibles
as are provided for in the plan,

d. The plan provided for herein may, sub]ect to the approval of
the commissioner, with respect to health maintenance
organizations, be modified as necessary to comply with the
provisions of subchapter XI of Pub.L.93-222 (42 U.S.C. §300e et
seq.).

5. a. A Basic Plus health benefits plan shall provide the same
benefits as the basic policy, as well as hospital and medical
expense coverage in excess of the basic policy as established and
modified by the board from time to time, and approved by the
commissioner, but in no case shall benefits provided for in the
Basic Plus coverage exceed an actuarial value which is 20%
greater than the actuarial value of the basic coverage provided
pursuant to section 4 of this act.

b. The benefits which may be provided in excess of the
benefits in the basic plan may include, but shall not be limited to,
additional inpatient hospital benefits, additional diagnostic tests,
benefits directed tow. "1 the prevention of disease, provided that
they are quantifiably cost effective, and additional medical and
surgical expense benefits.

c. At the discretion of the board, the Basic Plus plan may
provide for a selection of not more than three alternative benefit
packages which may be selected by small employers according to
the needs of their work force, provided however, that no
combination of altcrnative benefits in addition to the basic
benefits shall exceed the actuarial value established in subsection
a. of this section,

6. a. Plans required to be offered pursuant to sections 4 or 5
of this act shall be subject to coinsurance and deductibles, which
may vary by selected portions of the coverage, except that no
deductible applicable to any portion of the coverage shall exceed
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$250 for an individual or family unit during any benefit year, and
no coinsurance applicable to any portion of the coverage shall
exceed $500 for an individual or family unit during any benefit
year, unless provided by the board pursuant to section 23 of this
act, Neither coinsurance nor deductibles shall be applicable to
matemity hanefits,

b. Except as provided herein, no law requiring the inclusion of
any specified health care service or benefit and no law requiring
the reimbursement, utilization, or consideration of a specific
category of licensed health care practitioner shall apply to any
Basic or Basic Plus health benefits plan provided for herein.

7. Coverage provided pursuant to this act shall be subject to
standard coordination of benefits provisions for all persons
covered under the policy or contract. Notwithstanding the
provision of any other law to the contrary, coverage provided
under policies or contracts issued pursuant to sections 4 or 5 of
this act shall not extend to any injury for which coverage is
available or applicable pursuant to section 4 of P.L.1972, ¢.70
(C.39:6A-4), and the coverage provided by a policy or contract
issued pursuant to this act shall not be used as a substitute for
any insurance required to be maintained pursuant to section 4 of
P.L.1872, ¢.70 (C.39:6A~4).

8. a. Except as otherwise provided by this act, a preexisting
condition provision shall not exclude coverage for an eligible
employee or dependent for a period beyond 180 days following the
effective date of coverage of an eligible employee and may only
relate to conditions manifesting themselves during the six months
immediately preceeding the effective date of coverage in such a
mamner 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 during the six months immediately preceding the
effective date of coverage, or as to a pregnancy existing on the
effective date of coverage.

b. In determining whether a preexisting condition provision
applies to an eligible employee or dependent, all health benefits
plans shall credit the time that person was covered under a
previous employer based health benefits plan if the previous
coverage was continuous to a date not more than 80 days prior to
the . ffective date of the new coverage, exclusive of any
applicable waiting period under such plan.

9. Every policy or contract issued to small employers in this .
State including, but not.limited to, policies or contracts issued
pursuant to the provisions of this act shall be renewable with
respect to all eligible employees or dependents at the option of
the policy or contract holder, or small employer except under the
following circumnstances:

a. Nonpayment of the required premiums by the policyholder,
contract holder, or employer; ,

b. Fraud or misrepresentation of the policyholder, contract
holder, or employer or, with respect to coverage of eligible
employees or dependents, the enrollees or their representatives;

c. The number of employees covered under the health benefits
plan is less than the number or percentage of employees required
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by participation requirements under the health benefits policy or
contract;

d. Noncompliance with a carrier's employment contribution
requiremants;

e. The carrier withdraws the policy form, with the approval of
the commissioner, in which case the group shall be offered an
alternative policy or contract by the carrier which offers
comparable benefits;

f. Any carrier doing business pursuant to the pmvisnons of this
act ceases doing business in the small employer market, if the
following conditions are satisfied:

(1) The carrier gives notice to cease doing business in the
small employer market to the commissioner not later than eight
months prior to the date of the planned withdrawal from the
small group market, during which time the carrier shall continue
to be governed by this act with respect to business written
pursuant to this act; For the purposes of this subsection, "date of
withdrawal" means the date upon which the first notice to small
employers is sent by the carrier pursuant to paragraph (3) of this
section;

(2) No later than two months following the date of the
notification to the commissioner that the carrier intends to cease
doing business in the small employer market, the carrier shall
mail a notice to every small business employer insured by the

carrier that the policy or contract of insurance will be
terminated. This notice shall be sent by certified mail to the
small business employer not less than six months in advance of
the effective date of the cancellation date of the policy or
contract; '

(3) Any carrier that ceases to do business pursuant to this act
shall be prohibited from writing new business in the small
employer market for a period of five years from the date of
notice to the commissioner.

10. Late enrollees may be excluded from coverage: a. for
12 months for all coverage; or b. for 12 months for a preexisting
condition. No combined period of total exclusion or exclusion for
a preexisting condition shall exceed 12 months.

11, Any small employer carrier may require a reasonable
specified mi.: 'num participation of eligible employees, which
shall not exceed 75%, or reasonable minimum employer
contributions in determining whether to accept a small group
pursuant to this act. The standards so established by the carrier
shall be first approved by the board and shall be applied uniformly
to all small groups, except that in no event shall a carrier require
an employer to contribute more than 10% to the annual cost of
the policy or contract, or an amount as otherwise provided by the
board, and any minimum participation standards established by
the carrier shall be reasonable. In establishing the percentage of
employee participation, a one-to-one credit shall be given for
each employee covered by a spouse's health benefits coverage.

12, a. Rate differentials of any small group policies or
contracts delivered, issued for delivery, or continued in this State
may be based only on the factors of age, gender, and geography.
No carrier shall issue any policy or contract in which the rates
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. charged to any group exceed four times the base premium rate

charged to the lowest-rated small employer group written by the
carrier for a like benefits plan.

b. In establishing the rating classifications provided for by
subsection a. of this section, no carrier shall establish an excess
of six rating territories, and no rating territory shall be any
smaller than a county.

¢. No rate classifications based on age shall provide for rate
changes within any period which is less than five years. Age
ranges, which shall be in five-year increments, shall be
established by the commissioner by regulation and shall apply to
all small group policies, whether or not written pursuant to
sections 4 and 5 of this act.

d. The premium rates charged to any small employer for
policies or contracts issued before the effective date of this act
by any carrier shall, within three years of the effective date of
this act, conform to subsection a. of this section. The four to one
ratio established by subsection a. of this section shall be applied
separately to each type of benefits plan issued by the carrier.

e. Notwithstanding the provisions of subsection d. of this
section to the contrary, the provisions of subsection a. of this
section shall be applied separately to policies or contracts: (1) in
the case of any small employer contracts issued by a hospital
service corporation or medical service corporation or any
successor corporation which constitute a closed block of business
as of September 1, 1991; or (2) in the case of ‘any small employer
policies issued under an open enroliment plan by any other health
insurer which have not been offered for sale as of January 1, 1989.

f. Any premivm charged for excess coverage for policies
issued pursuant to sections 4 or 5 of this act shall be subject to
the limitations provided for in this section.

g. Rating classifications established by carriers for small
group policies or contracts shall not operate to produce rates for
any small employer group which are excessive, inadequate, or
unfairly discriminatory.

h. The provisions of this section shall apply to all small group
business issued by any insurer in this State, whether or not
written pursuant to section 4 or 5 of this act.

13. .. connection with the offering for sale of any policy or
contract to a small employer, each small employer carrier shall
make a reasonable disclosure, as a part of its solicitation and
sales materials, of the following: o

a. The extent to which premium rates for a specified small
employer are established or adjusted based upon the actual or
expected variation in claims costs; »

b. Any factors applicable to the policy or contract which are
attributable to factors other than claim experience or duration of
coverage, since issue, which affect changes in premium rates; and

c. Provisions relating to renewability of policies and contracts.

14. a. Every small employer carrier shall maintain at its
principal place of business a complete and detailed description of
its rating plan and underwriting practices, including renewal
underwriting practices, Rating plans shall be based on commonly
accepted actuarial assumptions and shall be in accordance with
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sound actuarial principles. This information shall be available to
the commissioner upon request. Except in cases of any violation
of this act, the information provided for herein shall be
considerad 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 small employer carrier
or as ordered by a court of competent jurisdiction,

b. Every small employer carrier shall file no later than March
1 each year following the effective date of this act, a
certification signed by an actuary and attested by an officer of
the insurer that the carrier is in compliance with the act and that
the rating methods of the small employer are actuarially sound,
A copy of the certification shall be retained by the small
employer carrier at its principal place of business.

15. a. No health maintenance organization shall be required to
offer coverage or accept applications pursuant to sections 4 or §
of this act to a small employer if the small employer is not
physically located in the health maintenance organization's
approved service area, to an employee when the employee does
not work or reside within a service area, or if the health
maintenance  organization reasonably  anticipates and
demonstrates to the satisfaction of the commissioner that it will
not have the capacity in its network of providers within the
service area to deliver service adequately to the members of such
groups because of its obligations to existing group contract
holders and enrollees. 7

b. No small employer carrier shall be required to offer
coverage or accept applications pursuant to this act for any
period of time in which the commissioner determines that the
requiring of the issuing of poliCies or contracts pursuant to this
act would place the carrier in a financially impaired position.

16. The provisions of sections 4 and 5 of this act shall apply to
Basic and Basic Plus health benefits plans subject to this act
which are delivered, issued for delivery, renewed or continued on
or after the effective date of this act.

17. a. Every policy or contract issued to a small employer in
this State, including, but not limited to, policies or contracts
which are subject to this act and which are delivered, issued,
renewed, or continued on or after the effective date of this act,
shall offer con.inued coverage under the plan to any employee
whose employment was terminated for a reason other than for
cause and to any employee covered by such plan whose hours of
employment were reduced to less than 30 subsequent to the
effective date of coverage for that employee. The employee
shall make a written election for continued coverage within
30 days of a qualifying event. For the purposes of this section,
"qualifying event” shall mean the date of termination of
employment, or the date on which a reduction in an employee's
hours of employment becomes effective. For the purposes of this
section, the date on which a health benefits plan is continued
shall be the anniversary date of the issuance of the plan.

b. Coverage continued pursuant to subsection a. of this section
shall consist of coverage which is identical to the coverage
provided under the policy or contract to similarly situated

|
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beneficiaries whose caverage has not heen terminated or hours of
employment reduced. If coverage is modified under the policy or
contract for any group of similarly situated beneficiaries, this °
coverage shall also be modified in the same manner for persons
who are qualified beneficiaries entitled pursuant to subsection a.
of this section to continued coverage. Continuation of coverage
may not be conditioned upon, or discriminate on the basis of, lack
of svidence of insurability,

G. The health henefits plan may require payment of a premium
10 by the employee for any period of continuation coverage as
11 provided for in this section, except that the premium shall not
12 exceed 102% of the applicable premium paid for similarly
13 situated beneficiaries under the health benefits plan for a
14 specified period, and may, at the election of the payor, be made
18 in monthly installments. No premium payment shall be due
18  before the 30th day after the day on which the covered employee
17 made the initial election for continued coverage.

18 d. Coverage continued pursuant to this section shall continue
19 until the earlier of the following:

20 (1) The date upon which the employer under whose health
21  benefits plan coverage is continued ceases to provide any health
22  benefits plan to any employee or other qualified beneficiary;

23 {2) The date on which the continued coverage ceases under the
24 health benefits plan by reason of a failure to make timely
25 payment of any premium required under the plan by the former
26 employee having the continued coverage. The payment of any
27 premium shall be considered to be timely if made within 30 days
28 after the due date or within such longer period as may be
29 provided for by the policy or contract; or

a0 (3) The date after the date of election on which the quahhed
31 Dbeneficiary first becomes:

32 () Covered under any other health benefits plan, as an
33 employee or otherwise, which does not contain a provision which ()
34 limits or excludes coverage with respect to any preexisting
35 condition of a covered employee or any spouse or dependent who
36 is included under the coverage provided the covered employee,
37 for such period of the limitation or exclusion; or

38 (b) Eligible for benefits under Title XVIII of the Social
39 Security Act, Pub. L. 89-97 (42 U.S.C. §1395 et seq.).

40 e. Notice shall be provided to employees at the ‘
41 commencement ot coverage as to their continuation rights under
42 the plan. A qualified beneficiary may elect continuation
43 coverage offered pursuant to this section no later than 30 days
44 after the qualifving event For the purposes of this section,

a5 ‘gualified beneticiary” meaus any person covered wider a small
S5 employer groupy policy.
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carriers issuing health benefits plan policies and contracts in this
State and any MEWA providing health benefits shall be members
of this program. The program shall be administered by the board
of directors established pursuant to section 19 of this act,.

19. a. Within 60 days of the effective date of this act, the
commissioner shall give notice to all members of the time and
place for the initial organizational meeting, which shall take
place within 90 days of the effective date. The members shall
select the initial board, subject to the approval of the
commissioner. The board shall consist of 11 persons, including
the Commissioner of Health and the commissioner or their
designees, both of whom shall sit ex officio. Initially, three of
the public members of the board shall be elected for a three year
term, three shall be elected for a two year term, and three shall
be elected for a one year term, Thereafter, all board members
shall be elected for a term of three years. The following
categories shall be represented among the public members:

(1) Two carriers whose principal health insurance business is in
the small employer market;

{2) One carrier whose principal health insurance business is in
the large employer market;

(3) A health, hospital or medical service corporatxon,

(4) A health maintenance organization;

(5) A risk-assuming carrier;

{8) A reinsuring carrier utilizing the excess coverage provided
for in this act; and

(7) Two persons representing small employers. :

. No carrier shall have more than one representative on the
board. :

b. If the initial board is not elected at the organizational
meeting, the commissioner shall appoint the public members
within 15 days of the organizational meeting, in accordance with
the provisions of paragraphs (1) through (7) of subsection a. of
this section.

20. a. Within 90 days after the election of the initial board,
the board shall submit to the commissioner a plan of operation
which shall establish the administration of the program pursuant
to the provisions of this act. The plan of operation and any
subsequent amendments thereto shall be submitted to the
commissioner who shall, after notice and hearing, approve the
plan if he finds that it is reasonable and equitable and sufficiently
carries out the provisions of this ~ct. The plan of operation shall
become effective after the commissioner has approved it in
writing. The plan or any subsequent amendments thereto shall be
deemed approved if not expressly disapproved by the
commissioner in writing within 90 days of receipt by the
commissioner,

b. If the board fails to submit a suitable plan of operation
within 90 days after its appointment, the commissioner shall,
after notice and hearing, adopt and promulgate a temporary plan
of operation. The commissioner shall amend or rescind any such
plan promulgated by him upon the submission and approval of a
plan submitted by the board pursuant to subsection a. of this
section,
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21. The plan of aparation shall include, but not be limited to,
the following: ‘ :

a. A mathod of handling and accounting for assets and moneys
of the program and an annual fiscal reporting to the
commissioner; ‘

b. A means of providing for the filling of vacancies on the
board, subject to the approval of the commissioner;

c. A means of selecting an administering carrier, and a
statement of the powers and duties of the administering carrier
and the compensation of the administering carrier;

d. The method to be used for securing excess insurance under
the provisions of this act;

e. The method to be used for establishing appropriate excess
insurance premiums to be charged to carriers electing to reinsure
risks in accordance with this act;

f. The method to be used to make up any shortfall which may
occur as the result of risks being reinsured under the provisions of
this act.

8. A procedure for establishing the health benefits plans for
which excess coverage is to be provided;

h. Any additional matters which are appropriate to effectuate
the provisions of this act.

22, The board shall have the general powers and authority
granted under the laws of New ]Jersey to insurance companies
writing health insurance pursuant to Title 17B of the New Jersey
Statutes, to health maintenance organizations approved or
qualified to transact business in this State, and to health service
corporations, medical service corporations, and hospital service
corporations, but in no case shall the program established under
this act write any policy or contract of insurance directly. In
addition to the aforementioned powers, the board shall have the
authority to: ‘ ;

a. Enter into contracts as are necessary or proper to carry out
the provisions and purposes of this act;

b. Sued or be sued, including taking any legal actions as may
be necessary for recovery of any assessments due to the program
or to avoid paying any improper claims; 3

c. Issue excess insurance policies or other documents
evidencing such coverage;

d. Establish rules, conditions, and procedures pertaining to the
reinsurance of members' risks by the program;

e. Establish appropriate rates, rate schedules, rate
adjustments, rate classifications, and such other actuarial
functions which may be appropriate to the operation of the
program, for providing excess coverage;

f. Assess members in accordance with the provisions of this
act, including such interim assessments as may be reasonable and
necessary for organizational and interim operating expenses.
Such interim assessments shall be credited as offsets against any
regular assessments due following the close of the fiscal year;

8. Appoint from among its members appropriate legal,
actuarial, and other committees as necessary to provide technical
asgistance in the operation of the program, policy and other
contract design, and any other function within the authority of
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the program; and _

h. Borrow monay 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 carriers and may be carried
as admitted assets. ,

23. Subject to the approval of the commissioner, the board
shall establish the form and level of coverages to be made
available by small employer carriers in accordance with the
provisions of this act. The board may establish benefits levels,
deductibles and copayments, exclusions, and limitations for the
Basic and Basic Plus health care plan, consistent with sections 4
and 5 of this act. The board shall also determine what
components of a small employer's health benefits plan may be
reinsured.

One health care plan shall be established which contains
benefits and cost sharing levels which are consistent with the

basic method of operation and the benefits plans of health -

maintenance organizations, including any restrictions pursuant to
subchapter XI of Pub.L. 93-222 (42 U.S.C. §300 et seq.). The
board shall submit the plans so established to the commissioner
for his approval no later than 90 days after the election of the
board pursuant to section 19 of this act. The commissioner shall
approve the plan if he finds it to be consistent with the provisions
of sections 4 and 5 of this act. Any plans submitted to the
commissioner by the board shall be deemed approved if not
expressly disapproved in writing within 60 days of its receipt by
the commissioner. Such plans may contain, but shall not be
limited to, the following provisions:

a. Utilization review of health care services. including review
of medical necessity of hospital and physician services;

b. Managed care systems, including large case management;

c. Provision for selective contracting with hospitals,
physicians, and other health care providers;

d. Reasonable benefits differentials which are apphcable to
participating and nonparticipating providers;

e. Notwithstanding the provisions of section 68 of this act to
the contrary, the board may, from time to time, adjust
coinsurance and deductibles; and

f. Such other provisions which may be quantifiably established
to be cost containment devices.

24. After the commissioner's approval of the health benefits
plan guidelines formulated by the board pursuant t: section 23 of
this act, a small employer carrier shall file its policy or contract
forms with the commissioner and shall certify to the
commissioner, in a form required by the commissioner, that the
plans filed by the carrier are in compliance with the guidelines
established by the board. The certification shall be signed by the
chief executive officer of the carrier. Upon filing the
certification with the commissioner, the carrier may use the
certified plans until such time, after notice and hearing, as the
commissioner disapproves their continued use.

25. Every small employer carrier shall elect to be either a
risk-assuming carrier or a reinsuring carrier and shall file notice
of such election with the board. Carriers electing to be a
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risk-assuming carrier shall do so only with the approval of the
commissioner. Application for risk-assuming status shall be filed
with the commissioner on a form approved by the commissioner,
and shall be deemed approved if it is not disapproved in writing
within 80 days of the commissioner's receipt of the application,
In determining whether to approve an application by a small
employer carrier to become a risk-assuming carrier, the
commissioner shall consider the carrier's financial condition, its
history of assuming and managing risk, end its experience in
managing small group business. The commissioner may also seek
comments from the board prior to rendering a decision on the
application. Any carrier which has made application for a
risk-assuming status which has been disapproved by the
commissioner shall be granted a hearing within 60 days of the
disapproval.

26. a. Any member which elects to bL a reinsuring carrier
may obtain excess insurance from the program on any new small
employer group policy or contract issued pursuant to sections 4 or
5 of this act, on any small employer group, or any individual
beneficiary for any amount payable for eligible claims in excess
of $7,500 per covered beneficiary per year. In such case, the
program shall provide the excess coverage subject to the payment
by the reinsuring carrier of an appropriate reinsurance premium.
Coverage may be reinsured within 60 days of the commencement
of the employer's coverage with the small employer carrier.
With respect to eligible employees and their dependents who are
hired subsequent to the commencement of the employer's
coverage and who are not late enrollees to the plan, coverage
may be reinsured within 60 days of the commencement of their
coverage under the plan. Excess coverage may be terminated
with respect to any employee or dependent on any plan
anniversary.

b. Election to purchase excess coverage through the program

ghall be binding for a five-year period, except that the initial
election shall be made within 30 days of the submission to the
commissioner of the plan of operation provided for in section 20
of this act, and shall be effective for two years.

27. Every member which elects to be a reinsuring carrier shall
apply its case management and claims handling techmiques,
including, but not limited to, utilization review, individual case
management, preferred provider provisions and other methods of
operation, in the same manner with respect to Loth reinsured and
non-reinsured business. v

28, a. Premium rates charged by the program for entire
groups shall not exceed 1.5 times the rate established by the
board for similar groups for which excess coverage has not been
purchased. In computing the premium, the board shall establish a
rate from which the premium shall be computed which is not less
than the average rate for like risks for the small group market as
a whole.

b. Premium rates charged by the program for individuals shall
not exceed 5.0 times the rate established by the program for
similar persons for which excess coverage has not besn »urchased.

c. Premium rates charged for excess insurance by the program
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to a health maintenance organization that is approved by the
United States Secretary of Health and Human Services as a
federally qualified health maintenance organization pursuant to
subchapter XI of Pub, L. 83-222 (42 U.S.C. §300e et seq.), and as
such is subject to requirements that limit the amount of risk that
may be ceded to the program, shall be reduced to reflect the
portion of the risk so ceded.

d. Premium rates charged for excess insurance shall not be
charged directly back to tha group or individual for whom the
excess insurance is being obtained.

29. a. Following the close of each fiscal year of the
administering carrier, the administering carrier shall determine
the net premiums, the administrative expenses of the program
and the incurred losses, if any, for the year, taking into account
investment income and other appropriate gains' and losses,
Health benefits plan premiums and benefits paid by a member
that are less than an amount determined by the board to justify
the cost of collection shall not be considered for purposes of
determining assessments. For the purposes of this section, "net
premiums” means health benefits plan premiums, less
administrative expense allowances, and health benefits plan
premiums eamed by MEWAs shall be established by adding the
paid losses and administrative expenses of such associations.

b. Any net loss for the year shall be recouped by assessments
of members. Assessments shall first be apportioned by the board
among all reinsuring carrier members in proportion to their
respective shares of the plan premiums earned in this State from
health benefits plans covering small employers during the
calendar year coinciding with or ending during the fiscal year of
the program, or on any other equitable basis reflecting coverage
of small employers as may be provided in the plan of operation.
In making this determination, the board may base the assessments
upon annual reports and other data filed by the member small
employer carrier.

c. If the net loss is not recouped before assessments totaling
4% of the aggregate premiums from policies or contracts
covering small employers have been collected from reinsuring
small employer carriers, additional assessments not to exceed 1%
of the aggregate premiums from all health benefits policies or
contracts shall be apportioned by the board among all members,
including risk-assuming carriers, in proportion o their respective
shares of the total health benefits plan premiums earned in this
State from all health benefits plans during the preceding calendar
year. A carrier shall receive a credit against this assessment to
the extent the carrier can demonstrate that its assumption of
high-risk small employer groups which are not reinsured is
proportionate to its market share of small employer health
benefits plans, as such groups and market shares are defined by
the board in the plan of operation. A carrier shall not be assessed
for all individual non-group contracts or policies issued on a
guaranteed issue basis or on any coverage issued by the carrier
pursuant to the Medicaid program, P.L,1968, c.413 (C.30:4D-1
et seq.), ‘

d. [f assessments exceed actual losses and administrative
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expenses of the program, the excess shall be held at intarest and
used by the board to offset future losses or to reduce program
premiums. As used in this subsaction, "future losses" includes
resarves for incurrad but not reported claims.

e. Provision may be established in the plan of operation for the
imposition of an interest penalty for late payment of assessments,

30. A member may seek from the commissioner a deferment in
whole or in part from any assessment levied by the board, The
commissioner may grant the deferment if, in his opinion, the
payment of the assessmemt would endanger the ability of the
member to fulfill its contractual obligations, In the event an
assessment against a member is deferred in whole or in part, the
amount by which the assessment is deferred may be assessed
against the other members in a manner consistent with the basis
for assessment set forth in this act. The member receiving a
deferment shall remain liable to the program for the amount
deferred and shall be prohibited from reinsuring any individuals or
groups in the program if it fails to pay assessments.

31. A small employer carrier which elects to cease
participating as a reinsuring carrier and elects to become a
risk-assuming carrier shall be prohibited from reinsuring or
continuing to reinsure any small employer health benefits plan
pursuant to this act. Any reinsuring carrier electing to become a
risk-assuming carrier shall pay a prorated assessment based upon
business issued as a reinsuring carrier for any portion of the year
that the business was reinsured. :

32. a. The board may establish a subcommittee to monitor the
market conduct of risk-assuming carriers and reinsuring carriers
to assure that the provisions of this act are being carried out.
The subcommittee shall, from time to time, recommend for the
approval by the commissioner market conduct requirements for
carriers and agents. The subcommittee shall also, in conjunction
with the department, publish a list of all small employer carriers,
as well as a list of toll free telephone numbers which are easily
accessible by small employers. In the event that the board
believes that any carrier is violating any provision of this act or
is conducting itself improperly in the marketing or sale of its
small group business, whether issued pursuant to this act or
otherwise, it shall report this to the commissioner, who shall
conduct an investigation of that carrier, including, but not
limited to, an audit of the carrier's records.

b. The board shall also establish guidelines to ensure that small
employer carriers are assuming their share of high risk small
employer groups in proportion to their market share of small
employer health benefits plan business. In the event that any
carrier does not assume iis‘ reasonable share of the high risk
market, the board may adjust the assessment formula, with the
approval of the commissioner, to require a proportionally higher
assessment for the carrier. .

33. Any carrier which violates this act shall be subject to a
penalty assessment, as determined by the commissioner, whether
or not the carrier is a risk-assuming carrier or a reinsuring
carrier. ‘

34, The excess insurance program estsolished pursuant to this



DD DN -

SCS for 8371
17

act ghall be axempt from any taxes levied by the State, including
premium taxes.

38. No carrier writing small employer group insurance business
pursuant to this act shall insure any small group under a policy or
contract of insurance provided for in sections 4 or 6 of this act,
which small group is insured by any carrier as of the effective
date of the act or during the calendar year immediately

preceding. _
38. No later than one year following the effective date of this

 act and at least annually thereafter for the subsequent four

years, the board shall conduct a review of the small group
insurance market to examine the effectiveness of the insurance
provided for in this act in terms of its acceptence among small
employers and the adequacy of the benefits provided for. The
review shall determine whether an additional product or products
should be made available under the program provided for by this
act, including major medical coverage. In addition, the board
shall analyze the effect of the four to one premium ratio
established pursuant to section 12 of this act to determine
whether the relationship of the high-to-low rates established
pursuant to that ratio are inequitably distributed throughout the
small group market, and whether the ratio so established can bhe
further reduced without negative economic effect on any group.

The board shall report to the Governor and the Legislature
after each review required by this section, and include any
recommendations it may have with respect to the modification or
sugmentation of the program.

37. A carrier which violates any provision of this act shall be
lisble to a penalty of not less than $2,000 and not greater than
$5,000 for each violation. The penalty shall be collected by the
commissioner in the name of the State in a summary proceeding
in accordance with "the penalty enforcement law," N.].S.2A:58-1
ot seq..

38. No assessment provided for under this act shall, under any
circumstances, be an obligation of the State.

39. This act shall take effect immediately.

Requires certain insurers, service corporations and HMOs to offer
basic health insurance plans to small businesses; establishes a
reinsurance program.
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By Senator Bassano -

AN ACT requiring certain health insurers, service corporations
and health maintenance organizations to offer basic health
benefits programs to certain employers and establishing a
reinsurance program.

BE IT ENACTED by the Senate and General Assembly of the
State of New Jersey:

1. As used in this act:

“Actuarial certification” means a written statement by a
member of the American Academy of Actuaries or other
individual acceptable to the commissioner that a small employer
carrier is in compliance with the provisions of section 12 of this
act, based upon examination, including a review of the
appropriate records and actuarial assumptions and methods used
by the small employer carrier in establishing premmm rates for i
applicable health benefits plans.

"Base premium rate" means the lowest premium rate charged
by the small employer carrier for the same or similar coverage,
which coverage is equivalent in value to a health benefits plan ;
covering a small employer. The term "base premium rate” refers i
to rates for any health benefits plan covering two or more f
employees of a2 small employer. ; ©

"Basic health benefits plan" means a health benefits plan for
small employers which provides benefits pursuant to section 4 of
this act and which is filed with the commissioner in accordance
with the requirements of section 24 of this act, any portion of the
premium for which is paid by a small employer or for which any
covered individual is reimbursed wheti.er through wage
adjustments or otherwise, if the health benefits plan is treated by
the employer or any of the covered individuals as part of a plan
or program for the purposes of section 162 or section 106 of the
Internal Revenue Code of 1986 (28 U.S.C. 162 or 28 U.S.C. 106).

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

"Carrier” means any insurance company, health service
corporation, hospital service corporation, medical service
corporation, health maintenance organization or MEWA
authorized to issue health benefits plans in this State, For
purposes of this act, carriers that are affiliated companies shall
be treated as one carrier, except that any insurance compeny,
health service corporation, hospital service corporation. or
medical service corporation that is an affiliate of a health
maintenance organization located in New jersey or any health
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maintenance organization located in New [ersey that is affiliated
with an insurance company, health service corporation, hospital
service corporation, or medical service corporation shall treat
the health maintenance organization as a separate carrier.

"Commissioner" means the Commissioner of Insurance.

"Department" means the Department of Insurance. :

“Dependent” means the spouse or child of an eligible employee,
subject to applicable terms of the health benefits plan covering
the employee.

“Eligible employee" means a full-time employee who works a
normal work week of 30 or more hours. The term includes a sole
proprietor, a partner of a partnership, or an independent
contractor, if the sole proprietor, partner, or independent
contractor is included as an employee under a health benefits
plan of a small employer, but does not include employees who
work less than 30 hours a week or work on a temporary or
substitute basis,

*Financially impaired" means a carrier which, after the
effective date of this act, is not insolvent, but is deemed by the
commissioner to be potentially unable to fulfill its contractual
obligations or a carrier which is placed under an order of
rehabilitation or conservation by a court of competent
jurisdiction. .

"Health benefits plan" means any hospital and medical expense
incurred policy; health, hospital, or medical service corporation
contract; health maintenance organization subscriber contract; or
plans provided by MEWAs offered by a small employer pursuant
to section 4 of this act. For purposes of this act, "health benefits
plan® excludes the following plans, policies, or contracts:
accident only, credit, disability, long-term care, coverage for
Medicare services pursuant to a contract with the United States
government, Medicare supplement, dental only or vision only
issued as a supplement to liability insurance, coverage arising out
of a workers' compensation or similar law, automobile medical
payment insurance, or insurance under which benefits are payable
with or without regard to fault and which is statutorily required
to be contained in any liability insurance policy or equivalent
self-insurance.

“Late enrollee” means an eligible employee or dependent who
requests enrollment in a health benefits plan of a small employer
following the initial minimum 30-day enroll..2nt period provided
under the terms of the health benefits plan. An eligible employee
or dependent shall not be considered a late enrollee if the
individual was covered under another employer's health benefits
plan at the time he was eligible to enrcll and stated at the time
of the initial enrollment that coverage under that other
employer's health benefits plan was the reason for deglining
enrollment; has lost coverage under that other employer's health
benefits plan as a result of termination of employment, the
termination of the other plan’'s coverage, death of a spouse, or
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divorce; and the individual requests enrollment within 80 days
after termination of coverage provided under another employer's
health benefits plan; or if the individual is employed by an
employer under a MEWA which offers multiple health benefits
plans. and the individual elects a different plan during an open
enrollment period; or if a court of competent jurisdiction has
ordered coverage to be provided for a spouse or minor child under
a covered employee's health benefits plan and request for
enrollment is made within 30 days efter issuance of that court
order.

“Member" means all carriers issuing health benefits plans and
MEWAs providing health benefits plans in this State on or after
the effective date of this act.

"MEWA" means any multiple employer welfare arrangement as
defined in section 3 of the federal Employee Retirement and
Income Security Act of 1974, Pub.L.93-406 (29 U.S.C. §1002),
except for any such arrangement which is fully insured within the
meaning of that act.

“Plan of operation" means the plan of operation of the program
including articles, bylaws and operating rules approved pursuant
to section 20 of this act.

"Preexisting condition provision” means a policy or contract
provision that excludes coverage under that policy or contract for
charges or expenses incurred during a specified period following
the insured's effective date of coverage, for a condition that,
during a specified period immediately preceding the effective
date of coverage, had manifested itself 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 as to
that condition or as to pregnancy existing on the effective date
of coverage.

“Program” means the New Jersey Small Employer Health
Excess Reinsurance Program established pursuant to section 18 of
this act.

"Reinsuring carrier” means a a small employer carrier electing
to obtain excess insurance in accordance in section 26 of this
act.”

“Risk-assuming carrier” mean. a small employer carrier
electing 10 assume risks pursuant to section 25 of this act.”

“Small employer* means any person, firm, corporation,
partnership, or association actively engaged in business which, on
at least 50 percent of its working days during the preceding
calendar year quarter, employed at least two but no more than 49
eligible employees, the majority of whom are employed within
the State of New Jersey. In determining the number of eligible
employees, companies which are affiliated companies shall be
considered one employer, subsequent to the issuance of a health
benefits plan to a small employer pursuant to the provisions of
this act, and for the purpose of determining eligibility, the size of
a small employer shall be determined annually. Except as
otherwise specifically provided, provisions of this act which apply
to a small employer shall continue to apply until the anniversary
date next of the health benefits plan following the date the
employer no longer meets the definition of a small en.ployer.




"Small employer carrier’ means any carrier or MEWA that
offers health benefits plans covering eligible employees of one or
more small employers.

"Small employer health benefits plan” means a health benefits
plan for small employers approved by the commissioner pursuant
to saction 23 of this act.

2. Every health insurer, health service corporation, medical
service corporation, hospital service corporation,. and health
maintenance organization licensed or authorized to provide
health benefits or services in this State which offers health
insurance policies or coverages covering two or more employees
of a small employer shall be subject to the provisions of this act.
Coverage shall be offered to all eligible employees and their
dependents and shall not exclude any employee or eligible
dependent on the basis of an actual or expected health condition.

3. Notwithstanding the provisions of P.L.1991, c.187, every
carrier subject to the provisions of this act shall, as a condition
of transacting business in this State, offer to every small
employer at least two health benefits plans, One plan shall be a
Basic health benefits plan, as provided in section 4 of this act,
and one shall be a Basic Plus health benefits plan, as provided in
section 5 of this act. Initially, the offer shall be made within 90
days of the filing with the commissioner of that carrier's
benefits plans. Thereafter, the plans shall be available to small
employers on a continuing basis. Every small employer which
elects to be covered under either of the plans pmvnded for under
this act who pays the reqmred premium therefor and who
satisfies the other requirements of the plan shall be issued a
policy or contract by the carrier. The carrier may establish a
premium payment plan which provides installment payments and
which may contain reasonable provisions to ensure payment
security, provided that provisions to ensure payment security are
reasonably related to the risk and are uniformly applied. Every
plan shall be in conformance with the guidelines established
pursuant to section 23 of this act, and each carrier's plans shall
be certified and filed with the commissioner pursuant to section
24 of this act.

4. A Basic heallh benefits plan shaii provide:

a. Basic hospital expense coverage for a period of 21 days in
each benefit year for each covered person for expenses incurred
for medically necessary treatment and services rendered as a
result of injury or sickness, including:

(1) Daily hospital room and board, mcludmg general nursing
care and special diets;

{2) Miscellaneous hospital services, including expenses incurred
for charges made by the hospital for services and supplies which
are customarily rendered by the hospital and provxded for use
only during any period of confinement;

(3) Hospital outpatient services, including surgical and other
services rendered on a day stay basis, hospital services rendered
within 72 hours after accidental injury, and x-ray and other




laboratory and other diagnostic tests to the extent that benefits
for such services would be provided If rendered to an inpatient of
the hospital; 4

b. Basic medical-surgical expense coverage for each covered
person for expenses incurred for medically necessary services for
the treatment of sickness or injury for the following:

{1) Surgical services;

(2) Anesthesia services, including the administration of
necessary general anesthesia and related procedures in
connaction with covered surgical services rendered by a physician
other than the physician performing the surgical services;

(3) Inpatient hospital services rendered to a person who is
confined to a hospital for treatment of sickness or injury other
than that for which surgical care is required;

(4) Matemity benefits, including cost of delivery and pre-natal
care;

c. Out-of-hospital physical examinations, including related
X-rays, immunizations, and diagnostic tests, rendered on the
following basis:

(1) For covered minors of less than two years of age, up to six
examinations during the first two years of life; A

(2) For covered minors of at least two years of age but not
more than 18 years of age, no more than one physical
examination at ages 3, 6, 9, 12, 15, and 18 years of age;

{3) For covered adults of at least 19 years of age but less than
40 years of age, one physical examination every five years;

(4) For covered adults of at least 40 years of age but less than
60 years of age, one examination every three years; and

(5) For covered adults of age 60 years or older, one
examination every two years. .

Every physical examination rendered pursuant to this
subsection shall be subject to such co-payments and deductibles
as are provided for in the plan.

d. The plan provided for herein may, subject to the approval of
the commissioner, with respect to health maintenance
organizations, be modified as necessary to comply with the
provisions of subchapter XI of Pub.L.93-"22 (42 U.S.C. §300e et
seq.).

5. a. A Basic Plus health benefits plan shall provide the same
benefits as the basic policy, as well as hospital and medical
expense coverage in excess of the basic policy as established and
modified by the board from time to time, and approved by the
commissioner, but in no case shall benefits provided for in the
Basic Plus coverage exceed an actuarial value which is 20%
greater than the actuarial value of the basic coverage provided
pursuant to section 4 of this act.

b. The benefits which may be provided in excess of the
benefits in the basic plan may include, but shall not be limited to,
additional inpatient hospital benefits, additional diagnostic tests,
benefits directed toward the prevention of disease, provided that
they are quantifiably cost effective, and additional medical and
surgical expense benefits. )

c. At the discretion of the board, the Basic Plus plan may
provide for a selection of not more than three altemative benefit
packages which may be selected by small employers according to
the needs of their work force, provided however, that no
combination of alternative benefits in addition to the basic




benefits shall exceed the actuarial value established in subsection
a. of this section.

6. a. Plans required to be offered pursuant to sections 4 or 5
of this act shall be subjact to coinsurance and deductibles, which
may vary by selected portions of the coverage, except that no
deductible applicable to any portion of the coverage shall exceed
$250 for an individual or family unit during any benefit year, and
no coinsurance applicable to any portion of the coverage shall
exceed $500 for an individual or family unit during any benefit
year, unless provided by the board pursuant to section 23 of this
act. Neither coinsurance nor deductibles shall be applicable to
maternity benefits.

b. Except as provided herein, no law requiring the inclusion of
any specified health care service or benefit and no law requiring
the reimbursement, utilization, or consideration of a specific
category of licensed health care practitioner shall apply to any
Basic or Basic Plus health benefits plan provided for herein.

7. Coverage provided pursuant to this act shall be subject to
standard coordination of benefits provisions for all persons
covered under the policy or contract. Notwithstanding the
provision of any other law to the contrary, coverage provided
under policies or contracts issued pursuant to sections 4 or 5 of
this act shall not extend to any injury for which coverage is
available or applicable pursuant to section 4 of P. L. 1972, c. 70
(C.39:6A-4), and the coverage provided by a policy or contract
issued pursuant to this act shall not be used as a substitute for
any insurance required to be maintained pursuant to section 4 of
P. L. 1972, ¢, 70 (C.39:6A-4).

8. a. Except as otherwise provided by this act, a preexisting
condition provision shall not exclude coverage for an eligible
employee or dependent for a period beyond 180 days following the
effective date of coverage of an eligible employee and may only
relate to conditions manifesting themselves during the six months
immediately preceeding the effective date of coverage 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 trr.tment was recommended or
received during the six months immediately preceding the
effective date of coverage, or as to a pregnancy existing on the
effective date of coverage.

b. In determining whether a preexisting condition provision
applies to an eligible employee or dependent, all health benefits
plans shall credit the time that person was covered under a
previous employer based health benefits plan if the previous
coverage was continuous to a date not more than 90 days prior to
the effective date of the new coverage, exclusive of any
applicable waiting period under such plan. ,

9, Every policy or contract issued to small employers in this
State including, but not limited to, policies or contracts issued
pursuant to the provisions of this act shall be renewable with
respect to all eligible employees or dependents at the option of
the policy or contract holder, or small employer except under the
following circumstances:

a. Nonpayment of the required premiums by the policyholder,
contract holder, or employer; ,

b. Fraud or misrepresentation of the policyholder, vuitract
holder, or employer or, with respect to coverage of eligible
employees or dependents, the enrollees or their representatives;




c. The number of employees covered under the health benefits
plan is less than the number or percentage of employees required
by participation requirements under the health benefits policy or
contract;

d. Noncompliance with a carrier's employment contribution
requiraments;

@. The carrier withdraws the policy form, with the approval of
the commissioner, in which case the group shall be offered an
allarmative policy or contract by the carrier which offers
comparable benefits; '

f. Any carrier doing business pursuant to the provisions of this
act ceases doing business in the small employer market, if the
following conditions are satisfied:

(1) The carrier gives notice to cease doing business in the
small employer market to the commissioner not later than eight
months prior to the date of the planned withdrawal from the
small group market, during which time the carrier shall continue
to be governed by this act with respect to business written
pursuant to this act; For the purposes of this subsection, "date of
withdrawal” means the date upon which the first notice to small
employers is sent by the carrier pursuant to paragraph (3) of this
section;

(2) No later than two months following the date of the
notification to the commissioner that the carrier intends to cease
doing business in the small employer market, the carrier shall
mail a notice to every small business employer insured by the
carrier that the policy or contract of insurance will be
terminated. This notice shall be sent by certified mail to the
small business employer not less than six months in advance of
the effective date of the cancellation date of the policy or
contract;

{3) Any carrier that ceases to do business pursuant to this act
shall be prohibited from writing new business in the small
employer market for a period of five years from the date of
notice to the commissioner.

10. Late enrollees may be excluded from coverage: a. for 12
months for all coverage; or b. for 12 months for a preexisting
condition. No combined period o’ total exclusion or exclusion for
a preexisting condition shall exceed 12 months.

11. Any small employer carrier may require a reasonable
specified minimum participation of eligible employees, which
shall not exceed 75%, or reasonable minimum employer
contributions in determining whether to accept a small group
pursuant to this act. The standards so established by the carrier
shall be first approved by the board and shall be applied uniformly
to all small groups, except that in no event shall a carrier require
an employer to contribute more than 10% to the annual cost of
the policy or contract, or an amount as otherwise provided by the
board, and any minimum participation standards established by
the carrier shall be reasonable. In establishing the percentage of
employee participation, a one-to-one credit shall be given for
each employee covered by a spouse's health benefits coverage.

12, a. Rate differentials of any small group policies or
contracts delivered, issued for delivery, or continued in this State
may be based only on the factors of age, gender, and geography.
No carrier shall issue any policy or contract in which the rates
charged to any group exceed four times the base premium rate
charged to the lowest-rated small employer group
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written by the carrier for a like benefits plan.

b. In establishing the rating classifications provided for by
subsection a. of this saction, no carrier shall establish an excess
of six rating territories, and no rating territory shall be any
smaller than a county.

¢. No rate classifications based on age shall provide for rate
changes within any period which is less than five years. Age
ranges, which shall be in five-year increments, shall be
established by the commissioner by regulation and shall apply to
all small group policies, whether or not written pursuant to
sections 4 and 5 of this act.

d. The premium rates charged to any small employer for
policies or contracts issued before the effective date of this act
by any carrier shall, within three years of the effective date of
this act, conform to subsection a. of this section. The four to one
ratio established by subsection a. of this section shall be applied
separately to sach type of benefits plan issued by the carrier.

e. Notwithstanding the provisions of subsection d. of this
section to the contrary, the provisions of subsection a. of this
section shall be applied separately to policies or contracts: (1) in
the case of any small employer contracts issued by a hospital
service corporation or medical service corporation or any
successor corporation which constitute a closed block of business
as of September 1, 1991; or (2) in the case of any small employer
policies issued under an open enrollment plan by any other health
insurer which have not been offered for sale as of January 1, 1989,

f. Any premium charged for excess coverage for policies
issued pursvant to sections 4 or 5 of this act shall be subject to
the limitations provided for in this section.

g Rating classifications established by carriers for small
group policies or contracts shall not operate to produce rates for
any small employer group which are excessive, inadequate, or
unfairly discriminatory.

h. The provisions of this section shall apply to all small group
business issued by any insurer in this State, whether or not
written pursuant to section 4 or 5 of this act.

13. In connection with the offering for sale of any policy or
contract to a small employer, each small employer carrier shall
make a reasonable disclosure, as a pa.' of its solicitation and
sales materials, of the following: ,

a. The extent to which premium rates for a specified small
employer are established or adjusted based upon the actual or
expected variation in claims costs;

b. Any factors applicable to the policy or contract which are
attributable to factors other than claim experience or duration of
coverage, since issue, which affect changes in premium rates; and

¢. Provisions relating to renewability of policies and contracts.

14, a. Every small employer carrier shall maintain at its
principal place of business a complete and detailed description of
its rating plan and underwriting practices, including renewal
underwriting practices. Rating plans shall be based on commonly
accepted actuarial assumptions and shall be in accordance with
sound actuarial principles. This information shall be available to
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the commissioner upon request. Except in cases of any violation
of this act, the information provided for herein 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 small employer carrier
or as ordered by a court of competent jurisdiction.

b. Every small employer carrier shall file no later than March
1 each year following the effective date of this act, a
certification signed by an actuary and attested by an officer of
the insurer that the carrier is in compliance with the act and that
the rating methods of the small employer are actuarially sound.
A copy of the certification shall be retained by the small
employer carrier at its principal place of business.

15. a. No health maintenance organization shall be required to
offer coverage or accept applications pursuant to sections 4 or 5
of this act to a small employer if the small employer is not
physically located in the health maintenance organization's
approved service ared, to an employee when the employee does
not work or reside within a service area, or if the health
maintenance  organization reasonably  anticipates and
demonstrates to the satisfaction of the commissioner that it will
not have the capacity in its network of providers within the
service area to deliver service adequately to the members of such
groups because of its obligations to existing group contract
holders and enrollees.

b. No small employer carrier shall be required to offer
coverage or accept applications pursuant to this act for any
period of time in which the commissioner determines that the
requiring of the issuing of policies or contracts pursuant to this
act would place the carrier in a financially impaired position.

16. The provisions of sections 4 and 5 of this act shall apply to
Basic and Basic Plus health benefits plans subject to this act
which are delivered, issued for delivery, renewed or continued on
or after the effective date of this act.

17. a. Every policy or contract issued to a small employer in
this State, including, but not limited to, policies or contracts
which are subject to this act and which are delivered, issued,
renewed, or continued on or after the effective date of this act,
shall offer continued coverage under the plan to any employee
whose employment was ter.ninated for a reason other than for
cause and to any employee covered by such plan whose hours of
employment were reduced to less than 30 subseguent to the
effective date of coverage for that employee. The employee
shall make a written election for continued coverage within 30
days of a qualifying event. For the purposes of this section,
“qualifying event" shall mean the date of termination of
employment, or the date on which a reduction in an employee's
hours of employment becomes effective. For the purposes of this
section, the date on which a health benefits plan is continued
shall be the anniversary date of the issuance of the plan.

b. Coverage continued pursuant to subsection a. of this section
shall consist of coverage which is identical to the coverage
provided under the policy or contract to similarly situated
beneficiaries whose coverage has not been terminated or hours of
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employment reduced. If coverage is modified under the policy or
contract for any group of similarly situated beneficiaries, this
coverage shall also be modified in the same manner for persons
who are qualified beneficiaries entitled pursuant to subsection a.
of this section to continued coverage. Continuation of coverage
may not be conditioned upon, or discriminate on the basis of, lack
of evidence of insurability.

¢. The health benefits plan may require payment of a premium
by the employee for any period of continuation coverage as
provided for in this section, except that the premium shall not
exceed 102% of the applicable premium paid for similarly
situated beneficiaries under the health benefits plan for a
specifiad period, and may, at the election of the payor, be made
in monthly installments. No premium payment shall be due
before the 30th day after the day on which the covered employee
made the initial election for continued coverage.

d. Coverage continued pursuant to this section shall continue
until the earlier of the following:

(1) The date upon which the employer under whose health
benefits plan coverage is continued ceases to provide any health
benefits plan to any employee or other qualified beneficiary;

(2) The date on which the continued coverage ceases under the
health benefits plan by reason of a failure to make timely
payment of any premium required under the plan by the former
employee having the continued coverage. The payment of any
premium shall be considered to be timely if made within 30 days
after the due date or within such longer period as may be
provided for by the policy or contract; or

(3) The date after the date of election on which the qualified
beneficiary first becomes: ;

(a) Covered under any other health benefits plan, as an
employee or otherwise, which does not contain a provision which
limits or excludes coverage with respect to any preexisting
condition of a covered employee or any spouse or dependent who
is included under the coverage provided the covered employee,
for such period of the limitation or exclusion; or

(b) Eligible for benefits under Title XVIIl of the Social
Security Act, Pub. L. 89-97 (42 U.S.C. §1395 et seq.). ‘

e. Notice shall be provided to employees at the
commencement of ¢ verage as to their continuation rights under
the plan. A qualified beneficiary may elect continuation
coverage offered pursuant to this section no later than 30 days
after the qualifying event. For the purposes of this section,
"qualified beneficiary” means any person covered under a small
employer group policy.

f. The provisions of this section shall not apply to any person
who is a qualified beneficiary for the purposes of continuation of
coverage as provided in accordance with section 3011(a) of Title
HI of Pub. L, 100-647 (26 U.S.C. 549808 et al.).

g. In no event shall any continuation of coverage provided for
under this section exceed 12 months from the qualifying event.

18. There is created a nonprofit entity to be known as the New
Jersey Small Employer Health Excess Insurance Program. All
carriers issuing health benefits plan policies and contracts in this
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State and any MEWA providing health benefits shall be members
of this program. The program shall be administered by the board
of directors established pursuant to section 19 of this act,

19. a. Within 60 days of the effective date of this act, the
commissioner shall give notice to all members of the time and
place for the initial organizational meeting, which shall take
place within 90 days of the effective date. The members shall
select the initial board, subject to the approval of the
commissioner. The board shall consist of 11 persons, including
the Commissioner of Health and the commissioner or their
designees, both of whom shall sit ex officio. Initially, three of
the public members of the board shall he elected for a three year
term, three shall be elected for a two year term, and three shall
be elected for a one year term. Thereafter, all board members
shall be elected for a term of three years. The following
categories shall be represented among the public members:

{1) Two carriers whose principal health insurance business is in
the small employer market;

(2) One carrier whose principal health insurance business is in
the large employer market;

(3) A health, hospital or medical service corporation;

(4) A health maintenance organization;

{5) A risk-assuming carrier;

(6) A reinsuring carrier utilizing the excess coverage provided
for in this act; and

(7) Two persons representing small employers.

No carrier shall have more than one representative on the
board. :

b. If the initial board is not elected at the organizational
meeting, the commissioner shall appoint the public members
within 15 days of the organizational meeting, in accordance with
the provisions of paragraphs (1) through (7) of subsection a. of
this section. :

20. a. Within 90 days after the election of the initial board,
the board shall submit to the commissioner a plan of operation
which shall establish the administration of the program pursuant
to the provisions of this act. The plan of operation and any
subsequent amendments thereto shall be submitted to the
commissioner who shall, after notice and hearing, approve the
plan if he finds that it is re~-nnable and equitable and sufficiently
carries out the provisions of this act. The plan of operation shall
become effective after the commissioner has approved it in
writing. The plan or any subsequent amendments thereto shall be
deemed approved if not expressly disapproved by the
commissioner in writing within 90 days of receipt by the
commissioner.

b. If the board fails to submit a suitable plan of operation
within 90 days after its appointment, the commissioner shall,
after notice and hearing, adopt and promulgate a temporary plan
of operation. The commissioner shall amend or rescind any such
plan promulgated by him upon the submission and approval of a
plan submitted by the board pursuant to subsection a. of this
section, ‘

21, The plan of operation shall include, but not be limited to,
the following:
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a. A method of handling and accounting for assets and moneys
of the program and an annual fiscal reporting to the
commissioner; _ ,

b. A means of providing for the filling of vacancies on the
board, subject to the approval of the commissioner;

¢. A means of selecting an administering carrier, and a
statement of the powers and duties of the administering carrier
and the compensation of the administering carrier;

d. The method to be used for securing excess insurance under
the provisions of this act; _

e. The method to be used for establishing appropriate excess
insurance premiums to be charged to carriers electing to reinsure
risks in accordance with this act;

f. The method to be used to make up any shortfall which may
occur as the result of risks being reinsured under the provisions of
this act.

g A procedure for establishing the health benefits plans for
which excess coverage is to be provided;

h. Any additional matters which are appropriate to effectuate
the provisions of this act.

22. The board shall have the general powers and authority
granted under the laws of New Jersey to insurance companies
writing health insurance pursuant to Title 17B of the New Jersey
Statutes, to health maintenance organizations approved or
qualified to transact business in this State, and to health service
corporations, medical service corporations, and hospital service
corporations, but in no case shall the program established under
this act write any policy or contract of insurance directly. In
addition to the aforementioned powers, the board shall have the
authority to:

a. Enter into contracts as are necessary or proper to carry out
the provisions and purposes of this act;

b. Sued or be sued, including taking any legal actions as may
be necessary for recovery of any assessments due to the program
or to avoid paying any improper claims;

c. Issue excess insurance policies or other documents
evidencing such coverage;

d. Establish rules, conditions, and procedures pertaining to the
reinsurance of members’' risks by the program;

e. Establish appropriate rates, rate schedules, rate
adjustments, rate classifications, and such other actuarial
functions which may be appropriate to the operation of the

- program, for providing excess coverage;

f. Assess members in accordance with the provisions of this
act, including such interim assessments as may be reasonable and
necessary for organizational and interim operating expenses.
Such interim assessments shall be credited as offsets against any
regular assessments due following the close of the fiscal year;

g. Appoint from among its members 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 authority of
the program; and

h. 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 carriers and may be carried
as admitted assets.

e e S g e
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23. Subject to the approval of the commissioner, the board
shall establish the form and level of coverages to be made
available by small. employer carriers in accordance with the
provisions of this act. The board may establish benefits levels,
deductibles and copayments. exclusions, and limitations for the
Basic and Basic Plus health care plan, consistent with sections 4
and § of this act. The board shall also determine what
components of a small employer's health benefits plan may be
reinsured.

One health care plan shall be established which contains
benetits and cost sharing levels which are consistent with the
basic method of operation and the benefits plans of health
maintenance organizations, including any restrictions pursuant to
subchapter XI of Pub.L. 93-222 (42 U.S.C. §300 et seq.). The
board shall submit the plans so established to the commissioner
for his approval no later than 80 days after the election of the
board pursuant to section 19 of this act. The commissioner shall
approve the plan if he finds it to be consistent with the provisions
of sections 4 and 5 of this act. Any plans submitted to the
commissioner by the board shall be deemed approved if not
expressly disapproved in writing within 60 days of its receipt by
the commissioner. Such plans may contain, but shall not be
limited to. the following provisions:

a. Utilization review of health care services, including review
of medical necessity of hospital and physician services; _

b. Managed care systems, including large case management;

¢c. Provision for selective contracting with hospitals,
physicians, and other health care providers;

d. Reasonable benefits differentials which are applicable to
participating and nonparticipating providers;

e. Notwithstanding the provisions of section 6 of this act to
the contrary, the board may, from time to time, adjust
coinsurance and deductibles; and ‘

f. Such other provisions which may be quantifiably established
to be cost containment devices.

24. After the commissioner’'s approval of the health benefits
plan guidelines formulated by the board pursuant to section 23 of
this act, a small employer carrier shall file its policy or contract
forms with the commissioner and shall certify to the
commissiones, in a form requ..:d by the commissioner, that the
plans filed by the carrier are in compliance with the guidelines
established by the board. The certification shall be signed by the
chief executive officer of the carrier. Upon filing the
certification with the commissioner, the carrier may use the
certified plans until such time, after notice and hearing, as the
commissioner disapproves their continued use,

25. Every small employer carrier shall elect to be either a
risk-assuming carrier or a reinsuring carrier and shall file notice
of such election with the board. Carriers electing to be a
risk-assuming carrier shall do so only with the approval of the
commissioner. Application for risk-assuming status shall be filed
with the commissioner on a form approved by the commissioner,
and shall be deemed approved if it is not disapproved in writing

et
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within 90 days of the commissioner's receipt of the application.
In determining whether to approve an application by a small
employer carrier to become a risk-assuming carrier, the
commissioner shall consider the carrier's financial condition, its
history of assuming and managing risk, and its experience in
managing small group business. The commissioner may also seek
comments from the board prior to rendering a decision on the
application. Any carrier which has made application for a
risk-assuiming status which has been disapproved by the
commissioner shall be granted a hearing within 60 days of the
disapproval,

26, 8. Any member which elects to be a reinsuring carrier
may obtain excess insurance from the program on any new small
employer group policy or contract issued pursuant to sections 4 or
5 of this act, on any small employer group, or any individual
beneficiary for any amount payable for eligible claims in excess
of $7,500 per covered beneficiary per year. In such case, the
program shall provide the excess coverage subject to the payment
by the reinsuring carrier of an appropriate reinsurance premium,
Coverage may be reinsured within 60 days of the commencement
of the employer's coverage with the small employer carrier.
With respect to eligible employees and their dependents who are
hired subsequent to the commencement of the employer's
coverage and who are not late enrollees to the plan, coverage
may be reinsured within 60 days of the commencement of their
coverage under the plan. Excess coverage may be terminated
with respect to any employee or dependent on any plan
anniversary.

b. Election to purchase excess coverage through the program
shall be binding for a five-year period, except that the initial
election shall be made within 30 days of the submission to the
commissioner of the plan of operation provided for in section 20
of this act, and shall be effective for two years. ,

27. Every member which elects to be a reinsuring carrier shall
apply its case management and claims handling techniques,
including, but not limited to, utilization review, individual case
management, preferred provider provisions and other methods of
operation, in the same manner with respect to both reinsured and
non-reinsured business.

28. a. Premium rates charged by the program for entire
groups shall not exceed 1.5 times the rate established by the
board for similar groups for which excess coverage has not been
purchased. In computing the premium, the board shall establish a
rate from which the premium shall be computed which is not less
than the average rate for like risks for the small group market as
a whole.

b. Premium rates charged by the program for individuals shall
not exceed 5.0 times the rate established by the program for
similar persons for which excess coverage has not been purchased.

c. Premium rates charged for excess insurance by the program
to a health maintenance organization that is approved by the
United States Secretary of Health and Human Services as a
federally qualified health maintenance organization pursuant to
subchapter XI of Pub. L. 93-222 (42 U.S.C. §300e et seq.), and as
such is subject to requirements that limit the amount of risk that
may be ceded to the program, shall be reduced to reflect the
portion of the risk so ceded. '

RIS



15

d. Premium rates charged for excess insurance shall not be
charged directly back to the group or individual for whom the
excess insurance is being obtained.

29. a. Following the close of each fiscal year of the
administering carrier. the administering carrier shall determine
the net premiums, the administrative expenses of the program
and the incurred losses, if any, for the year, taking into account
investment income and other appropriate gains and losses,
Health benefits plan premiums and benefits paid by a member
that are less than an amount determined by the board to justify
the cost of collection shall not be considered for purposes of
determining assessments. For the purposes of this section, "net
premiums” means health benefits plan premiums, less
administrative expense allowances, and health benefits plan
premiums eamed by MEWAs shall be established by adding the
paid losses and administrative expenses of such associations,

b. Any net loss for the year shall be recouped by assessments
of muinbers. Assessments shall first be apportioned by the board
among all reinsuring carrier members in proportion to their
respective shares of the plan premiums earned in this State from
health benefits plans covering small employers during the
calendar year coinciding with or ending during the fiscal year of
the program, or on any other equitable basis reflecting coverage
of small employers as may be provided in the plan of operation.
In making this determination, the board may base the assessments
upon annual reports and other data filed by the member small
employer carrier.

c. If the net loss is not recouped before assessments totaling
4% of the aggregate premiums from policies or contracts
covering small employers have been collected from reinsuring
small employer carriers, additional assessments not to exceed 1%
of the aggregate premiums from all health benefits policies or
contracts shall be apportioned by the board among all members,
including risk-assuming carriers, in proportion to their respective
shares of the total health benefits plan. premiums eamed in this
State from all health benefits plans during the preceding calendar
year. A carrier shall receive a credit against this assessment to
the extent the carrier can demonstrate that its assumption of
high-risk small employer groups which are not reinsured is
proportionate to its market share of small employer health
benefits plans, as such groups and market shares are defined by
the board in the plan of operation. A carrier shall not be assessed
for all individual non-group contracts or policies issued on a
guaranteed issue basis or on any coverage issued by the carrier
pursuant to the Medicaid program, P.L.1968, c.413 {C.30:4D-1 et
seq.).

d. If assessments exceed actual losses and administrative
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 subsection, "future losses” includes
reserves for incurred but not reported claims,

e. Provision may be established in the plan of operation for the
imposition of an interest penalty for late payment of assessments.
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30. A member may seek from the commissioner a deferment in
whole or in part from any assessment levied by the board. The
commissioner may grant the deferment if, in his opinion, the
payment of the assessmemt would endanger the ability of the
member to fullill its contractual obligations. In the event an
assessment against a member is deferred in whole or in part, the
amount by which the assessment is deferred may be assessed
against the other members in a manner consistent with the basis
for assessment set forth in this act. The member receiving a
deferment shall remain liable to the program for the amount
deferred and shall be prohibited from reinsuring any individuals or
groups in the program if it fails to pay assessments.

31, A small employer carrier which elects to cease
participating as a reinsuring carrier and elects to become a
risk-assuming carrier shall be prohibited from reinsuring or
continuing to reinsure any small employer health benefits plan
pursuant to this act. Any reinsuring carrier electing to become a
risk-assuming carrier shall pay a prorated assessment based upon
business issued as a reinsuring carrier for any portion of the year
that the business was reinsured.

32. a. The board may establish a subcommittee to monitor the
market conduct of risk-assuming carriers and reinsuring carriers
to assure that the provisions of this act are being carried out.
The subcommittee shall, from time to time, recommend for the
approval by the commissioner market conduct requirements for
carriers and agents. The subcommittee shall also, in conjunction
with the department, publish a list of all small employer carriers,
as well as a list of toll free telephone numbers which are easily
accessible by small employers. In the event that the board
believes that any carrier is violating any provision of this act or
is conducting itself improperly in the marketing or sale of its
small group business, whether issued pursuant to this act or
otherwise, it shall report this to the commissioner, who shall
conduct an investigation of that carrier, including, but not
limited to, an audit of the carrier's records.

b. The board shall also establish guidelines to ensure that small
employer carriers are assuming their share of high risk small
employer groups in nroportion to their market share of small
employer health benefits plan business. In the event that any
carrier does not assume its reasonable share of the high risk
market, the board may adjust the assessment formula, with the
approval of the commissioner, to require a proportionally higher
assessment for the carrier.

33. Any carrier which violates this act shall be subject to a
penalty assessment, as determined by the commissioner, whether
or not the carrier is a risk-assuming carrier or a reinsuring
carrier. ,

. 34. The excess insurance program established puxs@ant to this
act shall be exempt from any taxes levied by the State, including
premium taxes. .

35. No carrier writing small employer group insurance business
pursuant to this act shall insure any small group under a policy or
contract of insurance provided for in sections 4 or 5 of this act,
which small group is insured by any carrier as of the effective
date of the act or during the calendar year immediately
preceding. ‘
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36. No later than one year following the effective date of this
act and at least annually thereafter for the subsequent four
years, the board shall conduct a review of the small group
insurance market to examine the effectiveness of the insurance
provided for in this act in terms of its acceptance among small
employers and the adequacy of the benefits provided for. The
review shall determine whether an additional product or products
should be made available under the program provided for by this
act, including major medical coverage. I[n addition, the board
shall analyze the effect of the four to one premium ratio
established pursuant to section 12 of this act to determine
whether the relationship of the high-to-low rates established
pursuant to that ratio are inequitably distributed throughout the
small group market, and whether the ratio so established can be
further reduced without negative economic effect on any group.

The board shall report to the Governor and the Legislature
after each review required by this section, and include any
recommendations it may have with respect to the modification or
augmentation of the program.

37. A carrier which violates any provision of this act shall be
liable to a penalty of not less than $2,000 and not greater than
$5,000 for each violation. The penalty shall be collected by the
commissioner in the name of the State in a summary proceeding
in accordance with "the penalty enforcement law,” N.J.S.2A:58-1
et seq.. ‘

38. No assessment provided for under this act shall, under any
circumstances, be an obligation of the State.

39. This act shall take effect immediately.

Requires certain insurers, service corporations and HMOs to offer
basic health insurance plans to small businesses; establishes a
reinsurance program.




STATE OF NEW JERSEY
EXECL'TIVE DEPARTMENT

September 10, 1992

SENATE COMMITTEE SUBSTITUTE FOR

SENATE BILL NO. 371

To the Senate:

Pursuant to Article V, Section I, Paragraph 14, of the New
Jersey Constitution, I herewith return Senate Committee Substitute
for Senate Bill No. 371 with my objections for reconsideration.

This nation is currently undergoing a health care crisis of
truly massive proportions. We continue to make stunning progress in
the face of profound medical challenges, with amazing scientific
discoveries that ease our pain and save us from terrible diseases.
And yet we have failed miserably at solving the political problems
that keep the doors of quality and affordable health care closed to
millions of Americans. In New Jersey alone, 800,000 citizens wake
up every morning without any health insurance coverage. These hard
working men and women live every day of their lives not knowing how
they would possibly'pay for their medical bills if they were to
become sick, or to get seriously hurt in an accident.

In this country, more and more of outY citizens are finding it
impossible to pay health insurance premiums that have spiralled
upward as their paychecks have shrunk. These citizens are forced to
choose between getting medical insurance aﬁd putting food on fhe
table. And those who can afford to pay these premiums know that
they are supporting a health care industry that is totally out of
control. They know that the inflated premiums they pay are a
reflectior of a system plagued by massive inefficiency. 1In this
system, up to 40 cents"out’of every premium dollar goes to feed the
insurance bureaucracy, which is”%é%e interested in spending its
resources deciding who not to cover, than paying people’s medical
bills. Premiums are rising uncontrollably because none of the

A

participants in the process -- doctors)} hospitals, attorneys,

insurance companies, and, yes, even patiefts themselves -- have any
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incentive to behave in a way that keeps costs down. The
inefficiency and the waste multiplies every step of the way, and
then gets passed on to the premiums we all must pay.

That is why I am pleased that, at the national level as well as
here in New Jersey, our citizens have placed health care reform at
the top of our social agenda. Our citizens will no longer tolerate
delay. They demand effective reform, and they demand it now.

I accept this challenge, because I believe the citizens of this
State deserve much better. That is why, as Governor, I have
consistently advanced policies that widen access to health care. I
have vigorously advocated policies that make health insurance more
affordable.

In April of this year,vin a speech to the New Jersey Hospital
A;sociation, I laid out a comprehensive plan for health insurance
reform that, I believe, would make New Jersey a national leader in
health care policy. The health care problem, of course, is a
terribly complicated one, and admits of no easy solution. No single
piece of legislation will ever fix the system entirely. Indeed, our
ability to succeed will ultimately depend on the courage of our
elected officials in Washington, D.C., at the level of government
that is best equipped to grapple with a:problem that does not
respect state boundaries. .

However, as I indicated in April, I believe we can achieve real
progress right here in New Jersey, right now in 1992. I believe we
have the opportunity to make New Jersey a national leader in health
insurance reform, by enacting 1legislation that contains two
essential components: open enrollment and community rating.

Unlike many of our counterparts in Europe and Asia, this country
does not guarantee its citizens access to affordable health care.
In this country, one’s ability Egggftain affordable health care is
at the mercy of a market that is more flawed than free. Health
insurance corporations are currently allowed to pick and choose
their customers. They are not required fo make insurance available

!

to small groups or to individuals, and- they are free to deny health
)

: ’
lnsurance to anyone they conclude is too much of a health risk.
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This laissez-faire attitude leaves enormous gaps in the market
that swallow hundreds of thousands of this State’s citizens. 1In
this system, access to health care coverage depends upon whether you
are lucky enough to work for an employer that is large enough to
command the attention of insurance corporations. Absent any
restrictions, insurance companies naturally prefer to deal with
larger employers, which generally offer bigger pools of employees
and thus larger margins of profit.

This is why we see so many stories in the news of families
without insurance who are forced to reach out to their neighbors and
friends for financial support in order to pay for 1life-saving
treatment. I recently met with Roslyn Schwartz, whose personal
courage and determination are a model to everyone. After surviving
a$series of surgeries to remove tumors from throughout her body,
Roslyn is now in remission from cancer. But rather than spend her
days cherishing a.life she very nearly lost, Roslyn suffers every
day from the anguish of not knowing how she will pay $9,000 in
medical bills that hang over her head, with a yearly income of less
than $6,000. She continues to 1live without health insurance,
because no health insurance company will offer her coverage, and
because she would not even be able to aféprd it if one did. Worst
of all, Rosiyn cannot pay for critical fsliow-up tests that would
cafch a recurrence of her cancer early on, when it can be treated.

Convinced that government had abandoned her, and the thousands
like her who have fallen through the cracks, Roslyn set out to march
61 miles from Ridgefield to Trenton, to carry her message to our
elected officials that the time has come for reform. On August 12,
on the third day of her march, I met with her in a diner in
Elizabeth. I told her that I had heard her cries. I asked her to
end her march, because her mesiggﬂihad been heard not only in
Trenton, but across this State. I vowed to fight for Roslyn, and
for the hundreds of thousands of citizens like her who have the

right to be treated with dignity and regpect at the most critical
'

time of their lives.
¥
°
Because of people like Roslyn Schwartz, I strongly support a

5
policy of universal access to health insurance, coupled with a

L 4
3



4

STATE OF NEW JERSEY
ExecUTIVE DEPARTMENT

policy of open enrollment. In this State, we must require health

insurance companies to offer coverage to all, and to deny coverage

to none. We need to require insurance companies to exercise greater
responsibility. In New Jersey, the privilege of selling insurance

to some should carry with it a duty to provide the same coverage to
all. And we need a policy of open enrollment -- that is, a policy

that requires insurance companies to accept all who apply, not just
those who are young, but those who are elderly, not just those who

are healthy, but those who are ill.

I realize, moreover, that forcing insurance companies to extend
coverage to small groups means nothing if that coverage is
inadequate, discriminatory, or prohibitively expensive. We need to
extend coverage to all of our citizens, but we cannot make the
c;itical mistake of doing so only in form. That is why, when
requiring insurance companies to extend health care coverage to
everyone, we must make certain to lay down some fundamental ground
rules.

Along with states such as Vermont and New York, this State
should embrace community rating, which would prohibit insurance
companies from discriminating on the basis of demographic factors
such as age, gender, and occupation. Th?,whole point of insurance
is that it provides us with an opportunity to share equally in the
health risks we all face as individuals. It makes no sense to have
a system in which insurance companies spend an enormous amount of
resources trying to discriminate between individuals. Whatever
benefit we might get from a system that imposes higher costs upon
the most unfortunate is more than outweighed by the enormous
administrative cost this system passes along to everyone; We should
simply eliminate this administrative red tape from the system, bring
the/overall cost down, and charggwﬁveryone an equitable rate. Not
Vonly will the overall cost of insurance go down, but the system will
become more competitive: with every company forced to charge a
single rate per plan, it will be easier {or consumers to compare the
products offered by these insurance compa%}es.

' .
In order to permit an orderly transactﬁpn to the new system, the

reforms described herein would be phased in over a four-year

14
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period. Over this period, the use of rating factors, such as age,
gender, geographic location and occupation, would be completely
eliminated. This planned, phasing-in process would minimize any
precipitous rate increases to young, healthy groups and permit both
the public and the insurance industry the opportunity to adapt to
the new system.

These are the components of health care reform that I believe
are essential. With these changes, we can make New Jersey a
national leader in health care reform. But we must have the courage
-- inspired by people like Roslyn Schwartz -- to follow through with
these changes, however unpopular to certain interest groups. Health
care reform is far too important to the citizens of this State for
us to settle for half-measures, or empty promises.

: The bill that I am returning to the Legislature today represents
a welcome nod in the direction of health care reform. This bill
would require insurance companies doing business in this State to
make minimal coverage available to small businesses. I commend the
Legislature for presenting me with a bill that contains the rough
outlines of one essential component of health care reform.

I am returning this bill to the Legislature, however, because it
lacks certain components of reform that:a;e essential to real
change. This bill would require insurance companies to offer
iﬁsurance policies to small businesses, but it would allow these
companies to fulfill this obligation with skeleton policies that
carry stiff pricetags, discriminate against certain policyﬁolders,
and exclude individuals with the greatest need for coverage. This
bill does not require community.rating, which would allow insurance
companies to continue to waste enormous amounts of resources in
making fine statistical discriminations between their policyholders,
so that they can charge higher pyemjums on the basis of factors such
as age, gender, and occupation. This bill would only require
insurance companies to offer minimal, bare-bones policies, which
would deny policyholders the option of cqmprehensive coverage.

v
Furthermore, this bill would do for Qealth insurance what the
°

JUA (the Joint Underwriting Association)lﬁid for car insurance.
5

This bill would establish the "New Jersey Small Employer Health



6

STATE OF NEW JERSEY
ExecUTIVE DEPARTMENT

Excess Reinsurance Program," which would be administered by an
11-member board composed primarily of representatives of the
insurance industry. Insurance companies would be authorized to dump
so-called "bad risks" into this State-sanctioned program. Given our
recent experience with the JUA, I am surprised that the Legislature
would want to take a similar chance in the area of health care.
With the JUA, the State was ultimately held responsible for bailing
out a system that ran itself into deep deficit. We cannot expose
our taxpayers to a similar obligation with health insurance.
Although the Legislature proposes to solve this problem with a
provision that would technically absolve the State from financial
responsibility, the political pressure to bail out the system would
be intense were the program ever to run into deficit. I simply
c;nnot sanction the creation of a health insurance counterpart to
the failed JUA.

For all of these reasons, I am returning this bill to the
Legislature with recommendations that it adopt amendments that would
turn this bill into legislation of which we can be proud. I am
recommending that this bill be modified to provide for open
enrollment, so that no one will be denied access to health care
coverage. I am recommending that the ngiglature adopt community
rating, to eliminate red tape from the system and to ensure equity
iﬂ the setting of premiums. I am recommending that the Legislature
require insurance companiés to sell the same five standard policies
to be determined by the indqstry, which will both reduce
administrative costs for insurers and providers and which will help
to make this process more intelligible to consumers. The
requirement that insurance companies offer five standard policies to
be determined by the industry will also ensure that the small
business community is able to coppare like products. To facilitate
this cost-shopping, I will require that the Department of Insurance
annually publish the prices charged by insurance companies for each

of these five policies. \
[y

I am also recommending that the LeQis%@ture eliminate the health
| ]

insurance version of the JUA that this bilﬁ;proposes. In its place,
A

I am recommending that the Legislature establish a mechanism that
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allows risk to be spread across as wide a base as possible but at
the same time maximizes the incentive of each carrier to manage risk
and control costs.

With these changes, this legislation could represent an historic
moment for New Jersey. For the first time in this State’s history,
citizens working for small businesses would be guaranteed access to
health care. Insurance companies would no longer be free to deny
those who are in the greatest need of coverage. Coverage would be
comprehensive. Premiums would be fairer. And the system would run
more efficiently.

I realize that the action I am taking today may not be very
pgpular with certain interest groups. Even though my proposals
enjoy the endorsement of a number of segments of the health care
industry, it is no secret that the health insurance industry as a
whole opposes the kinds of changes I have been fighting for. I am
confident, however, that the Legislature will consider my proposals,
and act upon them, in a manner that reflects an understanding of our
obligations to the people of this State, and the needs of people
like Roslyn Schwartz. Inspired by her courage, we must strive to
make a difference. Along the way, we must resist the political
temptation to placate certain powerful groups, and to cover our
tr;cks with actions that look like '"change" but which are mere
shadows of reform. bur citizens are tired of elected officials who
talk loudly of "change," but are unwilling to translate pblitical
rhetoric into real and effective action. I encourage the
Legislature to join me in answering the people’s call to solve the
health care crisis in a way that they deserve. This bill only
addresses small group health insurance reform. A separate piece of
legislation is pending which wquld, address individual insurance

reform and I am anxious to work with the Legislature on that matter.

R
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Therefore, I herewith return Senate Committee Substitute for
Senate Bill No. 371 and recommend that it be amended as follows:

: After Yoffer" delete "basic" insert
"standardized"

Page 1, Title., Lines 3-4: After "to" delete "certain employers"

insert "small groups"

Page 1, Section 1, After Line 16: Insert new definition as

follows: “Anticipated loss ratio" means the ratio of the present
value of the expected benefits, not including dividends, to the
present value of the expected premiums, not reduced by dividends,
over the entire period for which rates are computed to provide
coverage. For purposes of this ratio, the present values must
incorporate realistic rates of interest which are determined before
federal taxes but after investment expenses.

Page 1, Section 1, Lines 17-32: Delete in entirety
Page 1, Section 1, Line 36: After "organization" delete "or MEWA"
Page 2, Section 1, After Line 2: 1Insert new definition as follows:

"Community rating” means a rating methodology in which the premium
fer all persons covered by a policy or contract form is the same

based upon the experience of the entire pool of risks covered by

that policy or contract form without regard to age, gender, health
status, residence or occupation."

Page 2, Section 1, Line 8: After "of" delete "30" insert "25"
Page 2, Section 1, Line 13: After "“than" delete "30" insert "25"

Page 2, Section Line 23: After "contract" insert "or" after
second "contract" delete "or"

Page 2, Section 1, Line 24: Delete "plans provided by MEWAs"; after
"by" insert "any carrier to a"; after "employer" insert "group"

Page 2, Section 1, Lines 50-51: After "plan;" delete "or if the

individual is employed by an employer under a MEWA"

Page 3, Section 1, Line 4-5: After "plans" delete "and MEWAs
providing health benefits plans"

Page 3, Section 1, Lines 7-11: Delété in entirety
Page 3, Section 1, Line 14: After "section" delete "20" insert "15"

Page 3, Section 1, Line 27: After "section" delete "18" insert w12"

Page 3, Section 1, Line 30: After "to" delete "obtain excess
insurance" insert "receive reimbursement from the Program"; after

"accordance” delete "in" insert "wich"; after '"section" delete "26"
insert %“i2w

Page 3, Section 1, Line 33: Delete "25" insert "i18"

. . - I
Page 3, Section 1, Line 49 After "c%rrler" delete “or MEWA"

Page 3, Section 1, Line S54: After "section" delete "23" and insert
ll17"

Page 4, Sections 3 and 4, Lines 10-54: | Delete in entirety and

insert new section as follows: .

"3. a. Every small employer carrier shall, as a condition of
transacting business in this State, offer to every small employer
the same five health benefit plans. The board shall establish a
standard policy form for each of the five plans, which shall be the
only plans offered to small groups on or after January 1, 1994. One
policy form shall contain the benefits provided for in sections 55,
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57, and 59 of P.L. 1991, c.187 (C. ). The remaining policy forms
shall contain basic hosp1ta1 and medical-surgical benefits,

including, but not limited to:

1. Basic inpatient and outpatient hospital care;
2. Basic and extended medical-surgical benefits;
. 3. Diagnostic tests, including x-rays;
4. Maternity benefits, including pre-natal and post-natal care;
5. Preventive medicine, 1including periodic physical
examinations and innoculations..

At least three of the forms shall provide for major medical benefits
in varying lifetime aggregates, one of which shall provide at least
$1,000,000 in lifetime aggregate benefits. The policy forms
provided pursuant to this section shall contain benefits
representing progressively greater actuarial values.

b. Initially, a carrier shall offer a plan within 90 days of the
approval of such plan by the commissioner. Thereafter, the plans
shall be available to all small employers on a continuing basis.
Every small employer which elects to be covered under any health
benefits plan who pays the premium therefor and who satisfies the
participation requirements of the plan shall be issued a policy or
contract by the carrier.

¢ c. The carrier may establish a premium payment plan which
provides installment payments and which may contain reasonable
provisions to ensure payment security, provided that provisions to
ensure payment security are uniformly applied.

d. In addition to the five standard policies described in
subsection 3.a., the board may develop up to five rider packages.
Any such package which a carrier chooses to offer shall be issued to
an small employer who pays the premium therefor, and shall be
subject to the rating methodology set forth in section 9 of this
act."

Page ections 4 and Lines 1-50: Delete in entirety

Page 5, Sectijon 6, Line 51: Delete "6." and insert "4." after
"offered" delete "pursuant to sections 4 ,and 5" and insert "under

this act may"

Page 5, Section 6, Line 52: Delete "of this act shall"

Page 6, Section 6, .Line 4: After "section'" delete "23" and insert
ni7n S ‘ .
Page 6, Section 6, Line 7-11: Delete in entirety

Page 6, Section 7, Line 12: Delete "7" and insert "5 '

Page 6, Section 7, Line 15: After "contrary," delete "coverage
provided" and insert "the health benefits plan with the lowest

actuarial value provided under"

Page 6, Section 7, Line 16:- Delete in entirety

Page 6, Sec ines 19-2 e~After "and" delete "the coverage
provided by a pollcy or contract issued pursuant to this act" and
insert "that health benefits plan"

Page 6, Section 8, Lines 23-34: Delete in entirety and insert new

subsection as follows:

"6. a. No health benefits plan subjeét to this act shall include
any pre-ex1st1ng condition provision, ‘proyided, that a pre-existing
condition provision may apply to a late enrollee or to any group of
two-to-five persons if such provision exclﬁdes coverage for a period
of no more than 180 days following the effective date of coverage of
such enrollee, and relates only to conditions manifesting themselves

L4
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during the six months immediately preceding the effective date of
coverage of such enrollee in such a manner as wopld 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 during the six months immediately
preceding the effective date of coverage, or as to a pregnancy
existing on the effective date of coverage; provided, that if 10 or
more late enrollees request enrollment during any 30 day enrollment
period, then no pre-existing condition provision shall apply to any
such enrollee."

Page 6, Section 8, Line 37: After "under" delete "a" and insert
” any n
Page 6, Sectjon 8, Line 38: After "previous" delete "employer based"

Page 6, Section 9, Line 42: Delete "9." insert "7."

Page 6, Section 9, Lines 43-44: After "State" delete "including,
but not limited to, policies or contracts issued pursuant to the
provisions of this act"

Page 7., Section 9, Lines 5-8: After "e." delete in .entirety

Page 7, Section 9, Line 9: Delete "f."

3

Page 7, Section 10, Lines 34-37: Delete in entirety

Page 7, Section 11, Line 38: Delete "11." and insert "8."

Page 7, Section 1 Lines 51-54: After "12. a." delete in entirety
and insert new section 9 as follows:

"9, a. (1) Effective January 1, 1997, no small employer health
benefits plan shall be issued in this State unless the plan is
community rated.

(2) During the period beginning on January 1, 1994 and ending
December 31, 1995, the premium rate charged by a carrier to the
highest rated small group purchasing a small employer health
benefits plan shall not be greater than 300% of the premium rate
charged to the lowest rated small group purchasing that same health
benefits plan.

- (3) During the period January 1, 1996 to December 31, 1996, the
premium rate charged by a carrier to the highest rated small group
purchasing a small employer health benefits plan shall not be
greater than 200% of the premium rate charged for the lowest rated
small group purchasing that same health benefits plan.

(4) The Commissioner of Insurance shall study the impact on the
health insurance marketplace of the transition from the rating
methodology described in subparagraph (3) of this section to
community rating. In making this study the commissioner shall
consult with representatives of the health insurance industry,
health care providers, consumer and public interest groups and such
other persons with expertise deemed relevant by the commissioner.
The commissioner shall report his findings to the Governor and the
Legislature, on a day that the gislature is in session, on or
before July 1, 1996. If the Legislature does not take action within
60 days after its receipt of the commissioner’s report, to amend
this act, community rating will become effective on January 1, 1997.

b. Notwithstanding any other provision of law to the contrary,
group hospital or medical coverage obtaiged through an out-of-State
trust covering a group of 49 or fewer employees or participating
persons who are residents of this State shall be community rated
regardless of the situs of delivery of the%golicy.

c. Notwithstanding any other provision 'of law to the contrary,
no carrier offering any health benefits plan pursuant to the

14
.
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provisions of this act shall act to circumvent the intent of this
act by acting as a third party administrator for groups of small
employers, anyone of whom was insured as of September 1, 1992;
provided, however, that this provision shall not act to limit a bona
fide group of small employers who voluntarily act together to
provide health benefits to their employees.

d. Notwithstanding any other provision of law to the contrary,
this act shall apply to an association or trust of employers, if the
group includes one or more member employers or other member groups
which have 49 or fewer employees or members exclusive of spouses and
dependents.

e. Nothing contained herein shall prohibit the use of premium
rate structures to establish different premium rates for individuals
and family units.

f. No insurance contract or policy subject to this act may be
entered into unless and until the carrier has made an informational
filing with the commissioner of a schedule of premiums, not to
exceed 12 months in duration, to be paid pursuant to such contract
or policy, of the carrier’s rating plan and classification system in
connection with such contract or policy, and of the actuarial
assumptions and methods used by the carrier in establishing premium
rates for such contract or policy.

[

g. (1) Beginning January 1, 1995, a carrier desiring to increase
or decrease premiums for any policy form subject to this act may
implement such increase or decrease upon making an informational
filing with the commissioner of such increase or decrease, along
with the actuarial assumptions and methods used by the carrier in
establishing such increase or decrease, provided that the
anticipated minimum loss ratio for a policy form shall not be less
than seventy-five percent of the premium therefor. Until
December 31, 1996, the informational filing shall also include the
carrier’s rating plan and classification system in connection with
such increase or decrease.

g. (2) Each calendar year, a carrier shall return, in the form
of aggregate benefits for each of the five standard policy forms
offered by the carrier pursuant to sectign 3 of this act at least
seventy-five percent of the aggregate premiums collected for the
policy form during that fiscal year. Carriers shall annually
report, no later than August first of each year, the loss ratio
calculated pursuant to this section for each such policy form for
the previous calendar year. In each case where the loss ratio for a
policy fails to substantially comply with the seventy-five percent
loss ratio requirement, the carrier shall issue a dividend or credit
against future premiums for all policy holders with that policy form
in an amount sufficient to assure that the aggregate benefits paid
in the previous calendar year plus the amount of the dividends and
credits shall equal seventy-five percent of the aggregate premiums
collected for the policy form in the previous calendar year. The
dividend or credit shall be issued to each policy which was in
effect as of March thirtieth of the applicable year and remains in
effect as of the date the dividend or credit is issued. All
dividends and credits must be distributed by December thirty-first
of the year following the calendar year in which the loss ratio
requirements were not satisfied. »The annual report required by this
paragraph shall include a carrier’s calculation of the dividends and
credits, as well as an explanation of the carrier’s plan to issue
dividends or credits. The instructions and format for calculating
and reporting loss ratios and issuing dividends or credits shall be
specified by the commissioner by requlation. Such requlations shall
include provisions for the distribution Qf a dividend or credit in
the event of cancellation or termination By a policy holder.

h. No carrier issuing health benefita plans covering two or
more employees of a small employer shall issue a plan inconsistent
with this act whose term extends beyond December 31, 1993.
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i. The provisions of this act shall apply to health benefits
plans which are delivered, issued for delivery, renewed or continued
on or after January 1, 1994. The Commissioner shall withdraw
approval for the issuance and use of all smal} group policy forms,
other than those approved by the board, effective January 1, 1994."

Page 8, Section 12, Lines 1-38: Delete in entirety

Page 8, Sections 13 and 14, Lines 39-54: Delete in entirety
Section ines 1-14: Delete in entirety

Page 9, Sectjon 15, Line 15: Delete "15." insert "“10."

Page 9, Section 15, Line 16: After "to" delete v"gection 4 or 5"

insert "section 3"
age 9 ection 15, After Line 31: Insert new subsection as follows:

"c. A health maintenance organization which complies with the
basic health benefits, underwriting and rating standards established
by the federal government pursuant to subchapter XI of Pub. L.
93-222 (42 U.S.C. § 300e et seq.), and which also provides the
comprehensive health benefit plan coverage required by Section 3 of
this act, shall be deemed in compliance with this act."

3

Page 9, Section 16, Lines 32-35: Delete in entirety

Page 9, Section 17, Line 36: Delete "17." insert "11."

Page 10, Section 18, Line 53: Delete "18." insert "12."

Page 11, Section 18, Line 2: After "State" delete "and any MEWA

providing health benefits"

Page 11, Section 18, After Line 4: 1Insert new subsection as follows:

"c. The board shall determine the statewide average payment per
insured for each benefit plan provided for under this act. Each
carrier who satisfies the efficiency and risk management standards
promulgated by the board pursuant to section 15f, and whose average
cost of insuring individuals covered by small employer health
benefits plans exceeds the statewide average cost of insuring such
individuals by 20 percent, shall be reimbursed by the program for 80
percent of its costs in excess thereof."

Page 11, Section 19, Line 5: Delete "19." and insert "13."

Page 11, Section_ 19, After Line 34: Insert new subsectibns as
follows:

"c. All meetings of the board shall be subject to the
requirements of the Open Public Meetings Act, N.J.S.A. 10:4-6 et
seq." :

"d, At least two copies of the minutes of every meeting of the
board shall be delivered forthwith to the commissioner.®

Page 11, Section 20, Line 35: D%*Sﬁ? ¥20." and insert "14."
Page 11, Section 20, Lines 48-54: Delete in entirety

Page 12, Section 21, Line 1: Delete "“21." and insert "15."; after
"shall" insert "constitute a public record and shall®

Page 12, Section 21, Line 10: After vecarrier® insert "and a

statement of the efficiency standards an %dministering carrier must
meet" o

. 4
Page 12, Section 21, Lines 11-20: Delete ifh entirety and insert new

subsections as follows:

S
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"d. The method to be used to determine the extent to which a
carrier’s payment per insured for each benefit plan providgd for
under this act, exceeds the statewide average payment per insured
for each benefit plan provided for under this act;

e. The method for determining the extent to which a carrier
whose average cost of insuring individuals covered by small employer
health benefits plans exceeds the threshold described in section 12c
may receive reimbursement from the program;

f. A statement of the efficiency and risk management standards
a carrier must meet before a carrier may receive reimbursement from
the program."

Page 12, Section 21, Line 21: Delete "h." insert "g."

Page 12, Section 22, Line 23: Delete "22." and insert "16."
Page 12, Section 22, Lines 23-30: After "The" delete in entirety

Page 12, Section 22, Line 31: Delete "addition to the

aforementioned powers, the"

Page 12, Section 22, Lines 38-39: After "c." delete in entirety

(3
Page 12, Section 22, Line 40: Delete "d."; after "the" insert
"reimbursement and assessment®

Page 12, Section 22, Line 41: Delete "reinsurance"; after "members"

delete "risks"

Page 12, Section 22, Lines 42-45: Delete in entirety

Page 12, Section 2 ine 46: Delete "f." insert "d4."

Pa Section 2 ine 50: After "year;" insert "and"

Page 12, Section 22, Line 51: Delete "g." insert "e."

age i ines 1~5: After "program" delete in entirety

Page 13, Section 23, Line 6: Delete "23." and insert "“17."

Page 13, Section 23, Line 7: After "shall" delete "establish the
form and level of coverages" and insert "formulate the five health
benefits plans"

Page 13, Section 23, Line 9: After "act" insert ", and shall

promulgate five standard forms pursuant thereto"

Page 13, Section 23, Line 10: Delete "the" and insert "such health

benefits plans in accordance with law"

Page 13, Section 23, Line 11-14: Delete in entirety

Page 13, Section 23, Line 24: After "of" delete "sections 4 and 5"
and insert "section 3"

ol
Page 13, Section 2 After Liné "4d: 1Insert new subsection as
follows:

"g. The department shall publish annually a list of the
premiums charged for each of the five standard small employer health
benefits plans and for any rider package by all carriers writing
such plans. The department shall also ipublish the toll free
telephone number of each such carrier."

0
Page 13, Section 24, Lines 41-51: Delete in entirety
. A}
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Egggllg. Section 25, Line 52: Delete "25." and insert "18."

age Sectio 6, Line 16: Delete "26." and insert "19."

Page 14, Section 26, Lines 17-32: After "may" delete in entirety
insert "receive reimbursement in accordance with the standards
developed by the board pursuant to subparagraphs 4, e, and f of
section 15 of this act."

Pa ectio 7 ine 33: After "to" delete in entirety insert
"become a reinsuring carrier"

Page 14, Section 27, Line 38: Delete "27." and insert "20."
Page 14, Section 27, Lines 42-43: After "to" delete "both reinsured

and non-reinsured" and insert "all its"

Page 14, Section 28, Lines 44-54: Delete "in entirety

Page 15, Section 28, Lines 1-10: Delete in entirety

Page 15, Section 29, Line 11: Delete "29." and insert "21."

Page 15, Section 29, Lines 11-23: After "a." delete in entirety and
insert "Following the close of the calendar year ending December 31,
tHe administering carrier, the administering carrier shall determine
the total amount owed by the program in that calendar year to all

carriers qualifying for reimbursement by the program. Such amount
shall be known as the net loss of the program."

Page 16, Section 30, Line 7: Delete "30." and insert "22."
Page 16, Section 31, Line 19: Delete "31." and insert "23."
Page 16, Section 31, Lines 21-22: After "from" delete in entirety;

insert "receiving reimbursement from the program"

Page 16, Section 31, Lines 24-26: After "assessment" delete in

entirety insert "."

Page 16, Section 32, Lines 27-41: Deleteg t§2." and insert "“24."%;

after "a." delete in entirety

Page 16, Section 32, Line 42: Delete "b."; after "shall" delete

"also"

Page 16, Section 33, Line 50: Delete "33." and insert "25."

Page_16, Section 34, Line 54: Delete "34." and insert "26."

Page 17, Section 34, Line 1: After "from" delete "any taxes levied
by the State, including"

Page 17, Sections 35 and 36, Lines 3-27: Delete in entirety
Page 17, Section 37, Line 28: Delete "37." and insert "27."

7 ti ine 34: Delete "38." and insert "28."; after
"shall" delete "under any" and,#hsprt "be charged, directly or
indirectly, to policyholders or the public, provided that a carrier
may charge such an assessment to policy holders to the extent that
the charging of the assessment is necessary to enable the carrier to
earn a constitutionally adequate rate of return."

Pa 7 ectj ine : Delete iR entirety and insert new
sections as follows: '

"29. The board shall promulgate one Ltandard claim form. In
order to provide a standard system of paymént for medical services,
all claim forms for any claimant’s use under any group health
insurance policy issued or delivered in this State shall conform to
the form adopted by the board." N
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REELACE TITLE TO READ:

AN ACT requiring certain health insurers, service corporations
and health maintenance organizations to offer 1[basic]
standardized! health benefits programs to llcertain employers]
small groups? and establishing a reinsurance program.

REPLACE SECTION 1 TO READ;

1. As used in this act:

"Actuarial certification” means a written statement by a
member of the American Academy of Actuaries or other
individual acceptable to the commissioner that a small employer
carrier is in compliance with the provisions of section 1[12] 91 of
this act, based upon examination, including a review of the
appropriate records and actuarial assumptions and methods used
by the small employer carrier in establishing premium rates for
applicable health benefits plans.

1" Anticipated loss ratio” means the ratio of the present value
of the expected benefits, not including dividends. to the present
value of the expected premiums. not reduced by dividends, over
the entire period for which rates are computed to provide
coverage. For purposes of this ratio. the present values must
incorporate realistic rates of interest which are determined
before federal taxes but after investment expenses.l

1["Base premium rate" means the lowest premium rate charged
by the small employer carrier for the same or similar coverage,
which coverage is equivalent in value to a health benefits plan
covering a small employer. The term "base premium rate" refers
to rates for any health benefits plan covering two or more
employees of a small employer.

"Basic health benefits plan” means a health benefits plan for
small empl-vers which provides benefits pursuant to section 4 of
this act and which is filed with the commissioner in accordance
with the requirements of section 24 of this act, any portion of the
premium for which is paid by a small employer or for which any
covered individval is reimbursed whether through wage
adjustments or otherwise, if the health benefits plan is treated by
the employer or any of the covered individuals as part of a plan
or program for the purposes of section 162 or section 106 of the
Internal Revenue Code of 1986 (28 U.S.C. 162 or 26 U.S.C. 106).]2

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

"Carrier" means any insurance company, health service
corporation, hospital service corporation, medical service
corporation 1{] or! health maintenance organization lfor
MEWA]! authorized to issue health benefits plans in this State.
For purposes of this act, carriers that are affiliated companies
shall be treated as one carrier, except that any insurance
company,

~
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health service corporation, hospital service corporation, or
medical service corporation that is an affiliate of a health
maintenance organization located in New Jersey or any health
maintenance organization located in New Jersey that is affiliated
with an insurance company, health service corporation, hospital
service corporation, or medical service corporation shall treat
the health maintenance organization as a separate carrier.

*Commissioner” means the Commissioner of Insurance.

1"Community rating” means a rating methodology in which the
premium for all persons covered by a policy or contract form is
the same based upon the experience of the entire pool of rigks
covered by that policy or contract form without regard to age.
gender, health status. residence or occupation.l

"Department” means the Department of Insurance.

"Dependent” means the spouse or child of an eligible employee,
subject to applicable terms of the health benefits plan covering
the employee.

*Eligible employee” means a full-time employee who works a
normal work week of 1[30] 251 or more hours. The term includes
a sole proprietor, a partner of a partnership, or an independent
contractor, if the sole proprietor, partner, or independent
contractor is included as an employee under a health benefits
plan of a2 small employer, but does not include employees who
work less than 1[30] 251 hours a week or work on a temporary or
substitute basis.

"Financially impaired” means a carrier which,  after the
effective date of this act, is not insolvent, but is deemed by the
commissioner to be potentially unable to fulfill its contractual
obligations or a carrier which is placed under an order of
rehabilitation or conservation by a court of competent
jurisdiction. .

"Health benefits plan" means any hospital and medical expense
incurred policy; health, hospital, or medical service corporation
contract; lor! health maintenance organization subscriber
contract 1[; or plans provided by MEWAs]! offered by lany
carrier tol a small employer lgroup! pursuant to section (4] 31
of this act. For purposes of this act, "health benefits plan”
excludes the following plans, policies, or contracts: accident
only, credit, disability, long-term care, coverage for Medicare
services pursuant to a contract with the United States
government, Medicare supplement, dental only or vision only
issued as a supplement to liability insurance, coverage arising out
of a workers' compensation o: similar law, automobile medical
payment insurance, or insurance under which benefits are payable
with or without regard to fault and which is statutorily required
to be contained in any liability insurance policy or equivalent
self-insurance.

"Late enrollee" means an eligible employee or dependent who
requests enrollment in a health benefits plan of a small employer
following the initial minimum 30-day entollment period provided
under the terms of the health benefits plan. An eligible employee
or dependent shall not be considered a late enrollee if the
individual was covered under anothsr employer's health benefits
plan at the time he was eligible to enroll and stated at the time
of the initial enrollment that coverage under that other
employer's health benefits plan was the reason for declining
enrollment; has lost coverage under that other employer's health
benefits plan as a result of termination of employment, the
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termination of the other plan's coverage, death of a spouse, or
divorce; and the individual requests enroliment within 90 days
after termination of coverage provided under another employer's
health benefits plan; [or if the individual is employed by an
employer under a MEWA which offers multiple health benefits
plans, and the individual elects a different plan during an open
enrollment period;]! or if a court of competent jurisdiction has
ordered coverage to be provided for a spouse or minor child under
a covered employee's health benefits plan and request for
enrollment is made within 30 days after issuance of that court
order.

"Member" means all carriers issuing health benefits plans 1[and
MEWAs providing health benefits plans]? in this State on or after
the effective date of this act.

1["MEWA" means any multiple employer welfare arrangement
as defined in section 3 of the federal Employee Retirement and
Income Security Act of 1974, Pub,L.83-406 (28 U.S.C. §1002),
except for ar.y such arrangement which is fully insured within the
meaning of that act.]?

"Plan of operation" means the plan of operation of the program
including articles, bylaws and operating rules approved pursuant
to section 1[20] 151 of this act.

“Preexisting condition provision" means a policy or contract
provision that excludes coverage under that policy or contract for
charges or expenses incurred during a specified period following
the insured's effective date of coverage, for a condition that,
during a specified period immediately preceding the effective
date of coverage, had manifested itself 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 as to
that condition or as to pregnancy existing on the effective date
of coverage.

"Program” means the New Jersey Small Employer Health
Excess Reinsurance Program established pursuant to section 1{18]

121 of this act.

"Reinsuring carrier” means a a small employer carrier electing
to llobtain excess insurance] receive reimbursement from the
program! in accordance [in] with1 section 1{26] 191 of this act."

“Risk-assuming carrier” means a small employer carrier
electing to assume risks pursuant to section 1[25] 181 of this act."

"Small employer” mears any person, firm, corporation,
partnersiiup, or association actively engaged in business which, on
at least 50 percent of its working days during the preceding
calendar year quarter, employed at least two but no more than 49
eligible employees, the majority of whom are employed within
the State of New Jersey. In determining the number of eligible
employees, companies which are affiliated companies shall be
considered one employer, subsequent to the issuance of a health
benefits plan to a small employer pursuant to the provisions of
this act, and for the purpose of determining eligibility, the size of
a small employer shall be determined annually. Except as
otherwise specifically provided, provisions of this act which apply
to a small employer shall continue to apply uritil the anniversary
date next of the health benefits plan following the date the
employer no longer meets the definition of a small employer.

T A et s SRS » AR e ¥ e G
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"Small employer carrier” means any carrier for MEWA]! that
offers health benefits plans covering eligible employees of one or
more small employers.

“Small employer health benefits plan” means a health benefits
plan for small employers approved by the commissioner pursuant
to section 1[23] 171 of this act.

carrier subject to the provisions of this act shall, as a condition
of transacting business in this State, offer to every small
employer at least two health benefits plans. One plan shall be a
Basic health benefits plan, as provided in section 4 of this act,
and one shall be a Basic Plus health benefits plan, as provided in
section 5 of this act. Initially, the offer shall be made within 90
days of the filing with the commissioner of that carrier's
benefits plans. Thereafter, the plans shall be available to small
employers on a continuing basis. Every small employer which
elects to be covered under either of the plans provided for under
this act who pays the required premium therefor and who
satisfies the other requirements of the plan shall be issued a
policy or contract by the carrier. The carrier may establish a
premium pavment plan which provides installment payments and
which may contain reasonable provisions to ensure payment
security, provided that provisions to ensure payment security are
reasonably related to the risk and are uniformly applied. Every
plan shall be in conformance with the guidelines established
pursuant to section 23 of this act. and each carrier's plans shall
be certified and filed with the commissioner pursuant to section
24 of this act.]

a. Every small emplover carrier shall. as a condition of
transacting business in this State. offer to everv_small employver
the same five health benefit plans. The board shall establish a
standard policy form for each of the five plans. which shall be the
only plans offered to small groups on or after January 1, 1994.
One policy form shall contain the benefits provided for in
sections 55, 57, and 59 of P.L. 1991. c.187 (C.17:48E-22.2,
17B:26B-2 and 26:2]-4.3). The remaining policy forms shall
contain basic hospital and medical-surgical benefits, including,
but not limited to:

(1) Basic inpatient and outpatient hospital care;

(2] Basic and extended medical-surgical benefits:

(3) Diagnostic tests. including x-ravs:

{4) Maternity benefits. including prenatal and postnatal care:
and

(5) _ Preventive medicine. including  periodic  phvsical
examinations and inoculations.

At least three of the forms shall provide for major medical
benefits in varying lifetime aggregates. one of which shall
provide at least $1.000.000 in lifetime aggregate benefits. The
policv forms provided pursuant to this section shall contain

benefits representing progressively greater actuarial values

b. Initially. a carrier shall offer a plan within 90 days of the
approval of such plan by the commissioner. Thereafter, the plans
shall be available to all small employers on a continuing basis.
Everv small emplover which elects to be_ covered under any
health benefits plan whe pays the premium therefor and who
satisfies the participation requirements of the plan shall be issued
a policv or contract by the carrier.




- —

A B b PR

Conditional Veto to SCS for Senate, No, 371
Page §

c. The carrier may establish a_premium payment plan which
provides installmant payments and which may contain reasonable
provisions to ensure payment security, provided that provisions to
ensure payment security are uniformly aggvlied.

d. In_addition to the five standard policies described in
subsaction a. of this section, the board may develop up to five
rider packages. Any such package which a carrier_chooses to
offer shall be issued to a small employer who pays the premium

therefor, and shall bo subject to_the rating methodology set forth
in section 9 of this act.?

QMITSECTIONS 4 AND 5 IN THEIR ENTIRETY

1f6.a.] 4,1 Plans required to be offered 1[pursuant to sections
4 or 5 of this act shalll under this act mayl! be subject to
coinsurance and deductibles, which may vary by selected portions
o! the coverage, except that no deductible applicable to any
portion of the coverage shall exceed $250 for an individual or
family unit during any benefit year, and no coinsurance applicable
to any portion of the coverage shall exceed $500 for an individual
or family unit during any benefit year, unless provided by the
board pursuant to section 1[23] 171 of this act. Neither
coinsurance nor deductibles shall be applicable to maternity
benefits. ,

1[b. Except as provided herein, no law requiring the inclusion
of any specified health care service or benefit and no law
requiring the reimbursement, utilization, or consideration of a
specific category of licensed health care practitioner shall apply
to any Basic or Basic Plus health benefits plan provided for
herein.]! '

1{7.15.1 Coverage provided pursuant to this act shall be subject
to standard coordination of benefits provisions for all persons
covered under the policy or contract. Notwithstanding the
provision of any other law to the contrary, 1[coverage] the health
benefits plan with the lowest actuarial value! provided under
1[policies or contracts issued pursuant to sections 4. or 5 of]l this
act shall not extend to any injury for which coverage is available
or applicable pursuant to section 4 of P.L.1972, ¢.70 (C.39:6A-4),
and 1fthe coverage rrovided by a policy or contract issued
pursuant to this act] that health benefits plan! shall not be used
as a substitute for any insurance required to be maintained
pursuant to section 4 of P.L.1972, ¢.70 (C.39:6A-4).

REPLACE SECTION 8 TO READ:

1[8. a. Except as otherwise provided by this act, a preexisting
condition provision shall not exclude coverage for an eligible
employee or dependent for a period beyond 180 days following the
effective date of coverage of an eligible employce and may only
relate to conditions manifesting themselves during the six months
immediately preceeding the effective date of coverage 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 during the six months immediately preceding the
effective date of coverage. or as to a preemancy existing on the
effective date of coverage.]

<o Gnb AR g v
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6. a. No health benefits plan subject to this act shall include

any preexisting condition provision, provided that, a preexisting
condition provision may apply to a late enrollee or to anv group

of two to five persons if such provision excludes coverage for a
period of no more than 180 days following the effective date of
coverage of such enrollee, and relates only to conditions
manifesting themselves during the six months immediately
preceeding the effective date of coverage of such enrollee 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 during the six months immediately preceding the

effective date of coverage, or as to a pregnancy existing on the

effective date of coverage; provided that, if 10 or more late
enrollees request enrollment during any 30-day enrollment

period, then no preexisting condition provision shall apply to any
such enrollee.!

b. In determining whether a preexisting condition provision
applies to an eligible employee or dependent, all health benefits
plans shall credit the time that person was covered under 1[a)
any} previous l[lemployer based]l health benefits plan if the
previous coverage was continuous to a date not more than 90 days
prior to the effective date of the new coverage, exclusive of any
applicable waiting period under such plan.

REPLACE SECTION 9 TQ READ:

1{g.] 7.1 Every policy or contract issued to small employers in
this State 1[including, but not limited to, policies or contracts
issued pursuant to the provisions of this act]l shall be renewable
with respect to all eligible employees or dependents at the option
of the policy or contract holder, or small employer except under
the following circumstances:

a. Nonpayment of the required premiums by the pohcyholder.
contract holder, or employer;

b. Fraud or misrepresentation of the policyholder, contract
holder, or employer or, with respect to coverage of eligible
employees or dependents, the enrollees or their representatives;

¢. The number of employees covered under the health benefits
plan is less than the number or percentage of employees requiréd
by participation requirements under the health benefits policy or
contract;

d. Noncompliance with a carrier's employment contribution
requirements;

e. 1[The carrier withdraws the policy form, with the approval
of the commissioner, in which case the group shall be offered an
alternative policy or contract by the carrier which offers
comparable benefits;

f.J1 Any carrier doing business pursuant to the provisions of
this act ceases doing business in the small employer market, if
the following cunditions are satisfied:

(1) The carrier gives notice tc cease doing busmess in the
small employer market to the commissioner not later than eight
months prior to the date of the planned withdrawal from the
small group market, during which time the carrier shall continue
to be governed by this act with respect to business written
pursuant to this act; For the purposes of this subsection, "aate of
withdrawal" means the date upun which the first notice to small
employers is sent by the carrier pursuant to paragraph (3) of thxs
section;

ANy
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(2) No later than two months following the date of the
notification to the commissioner that the carrier intends to cease
doing business in the small employer market, the carrier shall
mail a notice to every small business employer insured by the
carrier that the policy or contract of insurance will be
terminated. This notice shall be sent by certified mail to the
small business employer not less than six months in advance of .
the effective date of the cancellation date of the policy or

contract;

(3) Any carrier that ceases to do business pursuant to this act
shall be prohibited from writing new business in the small
employer market for a period of five years from the date of
notice to the commissioner.

19, a. (1) Effective January 1, 1897, no small employer health
benefits plan shall be issued in this State unless the plan is
community rated.

(2) During the period January 1, 1994 to December 31, 1995,
the premium rate charged by a carrier to the highest rated small
group purchasing a small employer health benefits plan shall not
be greater than 300% of the premium rate charged to the lowest
rated small group purchasing that same health benefits plan.

(3) During the period [anuary 1. 1996 to December 31. 1996,
the premium rate charged by a carrier to the highest rated small
group purchasing a small emplover health benefits plan shall not
be greater than 200% of the premium rate charged for the lowest
rated small group purchasing that same health benefits plan.

(4) _The commissioner shall studv the impact on the health
insurance marketplace of the transition from the rating
methodology described in paragraph (3) of this subsection to
community rating. In making this study the commissioner shall
consult with representatives of the health insurance industry,
health care providers. consumer and public interest groups and
such other persons with expertise deemed relevant by the
commissioner. The commissioner shall report his findings to the
Governor and the Legislature on a day that the Legislature is in
session. on or before July 1, 1996. If the Legislature does not
take action within 60 days after its receipt of the commissioner's
report, to amend this act, community rating will become
effective on January 1. 1997.

b. Notwithstanding any other provision of law to the contrary,
group  hospital or medical coverage obtained through an
out-of-State trust covering a group of 49 or fewer emplovees or
participating persons who are residents of this State shall be

community rated regardless of the situs of delivery of the policy.
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¢. Notwithstanding anv other provision of law to the contrary,

no carrier offering any health benefits plan pursuant to the
provisions of this act shall act to circumvent the intent of this
act by acting as a third party administrator for groups of small
provided. however, that this provision shall not _act to limit a
bona fide group of small emplovers who voluntarily act together

to provide health benefits to their employees.
d. Notwithstanding any other provision of law to the contrary.

this act shall apply to an association or trust of emplovers. if the
group includes one or more member employers or other member
groups which have 49 or fewer employees or_members exclusive
of spouses and dependents.

¢. Nothing contained herein shall prohibit the use of premium
rate structures to establish different premium rates for
individuals and family units.

f. No insurance contract or policy subject to this act may be
entered into ‘unless and until the carrier has made an
informational filing with the commissioner of a schedule of
premiums. not to exceed 12 months in duration. to be_ paid
pursuant to such contract or policv, of the czrrier's rating plan
and classification svstem in connection with such contract or
policv, and of the actuarial assumptions and methods used by the
carrier in establishing premium rates for such contract or policy.

g. (1) Beginning Januarv 1. 1995. a carrier desiring to increase
or decrease premiums for anv policy form subiect to this act may
implement such increase or decrease upon making an
informational filing with the commissioner of such increase or
decrease. along with the actuarial assumptions and methods used
bv the carrier in establishing such increase or decrease. provided
that the anticipated minimum loss ratio for a policy form shall
not be less than 75% of the premium therefor. Until December
31. 1996, the informational filing shall also include the carrier's
rating plan and classification system in connection with such
increase or decrease.

(2) Each calendar vear, a carrier shall return. in the form of
aggregate benefits for each of the five standard policy forms
offered bv the carrier pursuant to section 3 of this act. at least
75% of the aggregate premiums collected for the policv form
during that calendar vear. Carriers shall annuallv report. no later
than Augus. 1st of each vear. the loss ratio calculated pursuant
to this section for each such policv form for the previous
calendar vear. [n each case where the loss ratio for a policy fails
to substantially comply with the 75% loss ratio _requirement. the
carrier shall issue a dividend or cre-it against future premiums
for all policyholders with that policv.form in an amount sufficient
to assure that the aggregate benefits paid in the previous
calendar vear plus the amount of the dividends and credits shall
equal 75% of the aggregate premiums collected for the policy
form in the previous calendar vear. The dividend or credit shall
be issued to each policy which was in effect as of March 30th of
the applicable vear and remains in effect as of the date the
dividend or credit is issued. All dividends and credits must be
distributed by December 31 of the vear following the calendar
vear in which the loss ratio requirements were not satisfied. The
annual report required by this paragraph shall include a carrier's
calculation of the dividends and credits. as well as an explanation
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of the carrier's plan to issue dividends or credits, The

instructions and format for calculating and reporting loss ratios
and issuing dividends or credits shall be specified by the

commissioner by regulation. Such_ regulations shall include

provisions for the distribution of a dividend or credit in the event
of cancellation or termination by a policyholder.

h. No carrier issuing health benefits plans covering two or
more emplovees of a small employer shall issue a plan
inconsistent with this act whose term extends beyond December
31, 1993, '

i. The provisions of this act shall apply to health benefits plans
which are delivered, issued for delivery, renewed or continued on
or_after [anuary 1, 1994. The commissioner shall withdraw
approval for the issuance and use of all small employer policy

forms, other than those approved by the board, effective [anuary
1, 1994.1

115} 10.! a. No health maintenance organization shall be
required to offer coverage or accept applications pursuant to
1[sections 4 or 5] section 3 of this act to a small employer if the
small employer is not physically located in the health
maintenance organization's approved service area, to an
employee when the employee does not work or reside within a
service area, or if the health maintenance organization
reasonably anticipates and demonstrates to the satisfaction of
the commissioner that it will not have the capacity in its network
of providers within the service area to deliver service adequately
to the members of such groups because of its obligations to
existing group contract holders and enrollees.

b. No small employer carrier shall be required to offer
coverage or accept applications pursuant to this act for any
period of time in which the commissioner determines that the
requiring of the issuing of policies or contracts pursuant to this
act would place the carrier in a financially impaired position.

1c. A health maintenance organization which complies with
the basic health benefits, underwriting and rating standards
established by the federal government pursuant to subchapter XI
of Pub.L. 93-222 (42.U.S5.C.§300e et seq.), and which also
provides the comprehersive health benefit plan coverage required
by section 3 of this act. shall be deemed in compliance with this

act,1

1{18.] 12.1 There is created a nonprofit entity to be known as
the New Jersey Small Employer Health Excess Insurance
Program. All carriers issuing health benefits plan policies and
contracts in this State 1fand any MEWA providing health
benefits]! shall be members of this program. The program shall
be administered by the board of directors established pursuant to
section 1[19] 13! of this act.

S
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1[19]13.1 a. Within 60 days of the effective date of this act,
the commissioner shall give notice to all members of the time
and place for the initial organizational meeting, which shall take
place within 90 days of the effective date. The members shall
selact the initial board, subject to the approval of the
commissioner. The board shall consist of 11 persons, including
the Commissioner of Health and the commissioner or their
designees, ooth of whom shall sit ex officio. Initially, three of
the public members of the board shall be elected for a three year
term, three shall be elected for a two year term, and three shall
be elected for a one year term. Thereafter, all board members
shall be elected for a term of three years. The following
categories shall be represented among the public members:

(1) Two carriers whose principal health insurance business is in
the small employer market;

(2) One carrier whose principal health insurance business is in
the large employer market;

(3) A health, hospital or medical service corporation;

(4) A health maintenance organization;

(5) A risk-assuming carrier;

(6) A reinsuring carrier utilizing the excess coverage provided
for in this act; and

(7) Two persons representing small employers.

No carrier shall have more than one representative on the
board.

b. If the initial board is not elected at the organizational
meeting, the commissioner shall appoint the public membeérs
within 15 days of the organizational meeting, in accordance with
the provisions of paragraphs (1) through (7) of subsection a. of
this section.

1c, The board shall determine the Statewide average payment
per insured for each benefit plan provided for under this act.
Each _carrier who satisfies the efficiency and risk management
standards promulgated by the board pursuant to subsection f. of
section 15 of this act and whose average cost of insuring
individuals covered by small employer health benefits plans
exceeds the Statewide average cost of insuring such individuals
by 20%, shall be reimbursed bv the program for 80% of its costs
in excess thereof.

d. Al meetings of the board shall be subject to the
requirements of the "Open Public Meetings Act.” P.L.1975, ¢c.231
(C.10:4-6 et seq.).

e. Atleast two copies of the minutes of every meeting of the
board shall be delivered forthwith to the commissioner.

1[20. a.] 14.1 Within 90 days after the election of the initial
board, the board shall submit to the commissioner a plan .of
operation which shall establish the administration of the program
pursuant to the provisions of this act. The plan of operation and
any subsequent amendments thereto shall be submitted to the
commissioner who shall, after notice and hearing, approve the
plan if he finds that it is reasonable and equitable and sufficiently
carries out the provisions of this act. The plan of operat un shall
become effective after the commissioner has approved it in
writing. The plan or any subsequent amendments thereto shall be
deemed approved if not expressly disapproved by the
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commissioner in writing within 90 days of receipt by the
commissioner,

1[b. If the board fails to submit a suitable plan of operation
within 80 days after its appointment, the commissioner shall,
after notice and hearing, adopt and promulgate a temporary plan
of operation. The commissioner shall amend or rescind any such
plan promulgated by him upon the submission and approval of a
plan submitted by the board pursuant to subsection a. of this
section.]!

1[21.] 16.1 The plan of operation shall lconstitute a public
record and shall! include, but not be limited to, the following:

a. A method of handling and accow.ting for assets and moneys
of the program and an annual fiscal reporting to the
commissioner;

b. A means of providing for the filling of vacancies on the
board, subject to the approval of the commissioner;

C. A means of selecting an administering carrier, and a
statement of the powers and duties of the administering carrier
and the compensation of the administering carrier land a
statement of the efficiency standards an administering carrier
must meet! ;

d. The method to be used for securing excess insurance under
the provisions of this act] to determine the extent to which a
carrier's payment per insured for each benefit plan provided for
under this act. exceeds the Statewide average pavment per
insured for each benefit plan provided for under this actl;

e. The method ![to be used for establishing appropriate excess
insurance premiums to be charged to carriers electing to reinsure
risks in accordance with this act] for determining the extent to
which a carrier whose average cost of insuring individuals
covered by small employer health benefits plans exceeds the
threshold described in subsection c. of section 13 of this act may
receive reimbursement from the program?! ;

f. 1[The method to be used to make up any shortfall which may
occur as the result of risks being reinsured under the provisions of
this act.] A statement of the efficiencv and risk management
standards a carrier must meet before a carrier may receive
reimbursement from the program: and!

g- 1A procedure for establishing the health benefits plans for
which excess coverage is to be provided;

hJ! Any additional matters which are appropriate to
effectuate the provisions of this act.

1[22.] 16.1 The l[board shall have the general powers and
authority granted under the laws of New Jersey to insurance
companies writing health insurance pursuant to Title 17B of the
New Jersey Statutes, to health maintenance organizations
approved or qualified to transact business in this State, and ‘to
health service corporations, medical service corporations, and
hospital service corporations, but in no case shall the program
established under this act write any policy or contract of
insurance directly. In addition to the aforementioned powers,
‘the]l board shall have the authority to: :

a. Enter into contracts as are necessary or proper to carry out
the provisions and purposes of this act;
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commissioner in writing within 80 days of receipt by the
commissioner., '

1[b. If the board fails to submit a suitable plan of operation
within 90 days after its appointment, the commissioner shall,
after notice and hearing, adopt and promulgate a temporary plan
of operation. The commissioner shall amend or rescind any such
plan promulgated by him upon the submission and approval of a
plan submitted by the board pursuent to subsection a. of this
section.]!

1{21.] 15.1 The plan of operation shall lconstitute a public
record and shall? include, but not be limited to, the following:

a. A method of handling and accourting for assets and moneys
of the program and an sannual fiscal reporting to the
commissioner;

b. A means of providing for the filling of vacancies on the
board, subject to the approval of the commissioner;

c. A means of selecting an administering carrier, and a
statement of the powers and duties of the administering carrier
and the compensation of the administering carrier land a
statement of the efficiency standards an administering carrier
must meet! ;

d. The method to be used 1{for securing excess insurance under
the provisions of this act] to determine the extent to which a

carrier's payment per insured for each benefit plan provided for
under this act. exceeds the Statewide average payment per

insured for each benefit plan provided for under this act!;

e. The method l{to be used for establishing appropriate excess
insurance premiums to be charged to carriers electing to reinsure
risks in accordance with this act] for determining the extent to
which a carrier whose average cost of insuring individuals

covered by small employver health benefits plans exceeds the
threshold described in subsection c. of section 13 of this act may

receive reimbursement from the program!? ;

f. 1[The method to be used to make up any shortfall which may
occur as the result of risks being reinsured under the provisions of
this act.] A statement of the efficiency and risk management
standards a carrier must meet before a carrier may receive
reimbursement from the program: and!

g. 1l[A procedure for establishing the health benefits plans :or
which excess coverage is to be provided;

h.]! Any additional matters which are appropriate to
effectuate the provisions of this act.

1{22.] 16.1 The [board shall have the general powers and
authority granted under the laws of New Jersey to insurance
companies writing health insurance pursuant to Title 17B of the
New - Jersey Statutes, to health maintenance organizations
approved or qualified to transact business in this State, and to
health service corporations, medical service corporations, and
hospital service corporations, but in no case shall the program
established under this act write any policy or contract of
insurance directly. In addition to the aforementioned powers.
‘the]l board shall have the authority to:

a. Enter into chntracts as are necessary or proper to carry out
the provisions and purposes of this act;
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b. Sued or be sued, including taking any legal actions as may
be necessary for recovery of any assessments due to the program
or to avoid paying any improper claims;

c. 1[lssue excess insurance policies or other documents
evidencing such coverage;

d.)! Establish rules, conditions, and procedures pertaining to
the [reinsurance) reimbursement and assessment! of {members’
risks] members! by the program;

1le. Establish appropriate rates, rate schedules, rate
adjustments, rate classifications, and such other actuarial
functions which may be appropriate to the operation of the
program, for providing excess coverage;

f.) d.! Assess members in accordance with the provisions of
this act. including such interim assessments as may be reasonable
and necessary for organizational and interim operating expenses.
Such interim assessments shall be credited as offsets against any
regular assessments due following the close of the fiscal year;
1gnd!

[g.] e.1 Appoint from among its members 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 authority of
the program 1[; and

h. 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 carriers and may be carried
as admitted assets]!.

1[23.] 17.1 Subject to the approval of the commissioner, the
board shall 1[establish the form and level of coverages] formulate
the five health benefits plans! to be made available by small
employer carriers in accordance with the provisions of this act 1,
and shall promulgate five standard forms pursuant theretol . The
board may establish henefits levels, deductibles and copayments,
exclusions, and limitations for the 1[Basic and Basic Plus health
care plan, consistent with sections 4 and 5 of this act. The board
shall also determine what components of a small employer's
health benefits plan may be reinsured] such health benéfits plans
in accordance with the lawl. _

One health cu-e plan shall be established which contains
benefits and cost sharing levels which are consistent with the
basic method of operation and the benefits plans of health
maintenance organizations, including any restrictions pursuvant to
subchapter XI of Pub.L. 93-222 (42 U.S.C. §300 et seq.). The
board shall submit the plans so established to the commissioner
for his approval no later than 90 days after the election of the
board pursuant to section 1[19] 131 of this act. The commissioner
shall approve the plan if he finds it to be consistent with the
provisions of ![sections 4 and 5] section 31 of this act. Any plans
submitted to the commissioner by the board shall be deemed
approved if not expressly disapproved in writing within 60 days of
its receipt by the commissioner. Such plans may contain, but
shall not be limited to, the following provisions:

a. Utilization review of health care services, including review
of medical necessity of hospital and physician services;

b. Managed care systems, including large case management;
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c. Provision for selective contracting with hospitals,
physicians, and other health care providers;

d. Reasonable benefits differentials which are applicable to
participating and nonparticipating providers;

e. Notwithstanding the provisions of section 6 of this act to
the contrary, the board may, from time to time, adjust
coinsurance and deductibles; 1{and]?

f. Such other provisions which may be quantifiably established
to be cost containment devices 1;

g. The department shall publish annually a list of the premiums
charged for each of the five standard small employer health
benefits plans and for any rider package by all carriers writing
such plans. The department shall also publish the toll free

telephone number of each such carrier! .

1[26.] 19.} a. .Any member which elects to be a reinsuring
carrier may l[obtain excess insurance from the program on any
new small employer group policy or contract issued pursuant to
sections 4 or 5 of this act, on any small employer group, or any
individual beneficiary for any amount payable for eligible claims
in excess of $7,500 per covered beneficiary per year. In such
case, the program shall provide the excess coverage subject to
the payment by the reinsuring carrier of an appropriate
reinsurance premium. Coverage may be reinsured within 60 days
of the commencement of the employer's coverage with the small
employer carrier. With respect to eligible employees and their
dependents who are hired subsequent to the commencement of
the employer's coverage and who are not late enrollees to the
plan, coverage may be reinsured within 60 days of the
commencement of their coverage under the plan. Excess
coverage may be terminated with respect to any employee or
dependent on any plan anniversaryl receive reimbursement in
accordance with the standards developed by the board pursuant to
subsections d.. e. and f. of section 15 of this actl.

b. Election to l{purchase excess coverage through the
program] become a reinsuri:.z_carrier! shall be binding for a
five-year period, except that the initial election shall be made
within 30 days of the submission to the commissioner of the plan
of operation provided for in section 1[20] 141 of this act, and
shall be effective for two years.

1[27.] 20.1 Every member which elects to be a reinsuring
carrier shall apply its case management and claims handling
techniques, including, but not limited to, utilization review,
individual case management, preferred provider provisions and
other methods of operation, in the same manner with respect to
1[both reinsured and non-reinsured] all its1 business.

QMIT SECTION 28 IN [TS ENTIRETY

it e et



Conditional Veto to SCS for Senate, No. 371
Page 14

1{20.] 21.} a. Following the close of each fiscal year of the
administering carrier, the administering carrier shall determine
the net premiums, the administrative expenses of the program
and the incurred losses, if any, for the year, taking into account
investment income and other appropriate gains and losses.
Health benefits plan premiums and benefits paid by a member
that are less than an amount determined by the board to justify
the cost of collection shall not be considered for purposes of
determining assessments. For the purposes of this section, "net
premiums" means health Dbenefits plan premiums, less
administrative expense allowances, and health benefits plan
premiums earned by MEWAs shall be established by adding the
paid losses and administrative expenses of such associations] the

calendar vear ending December 31, the administering carrier
shall determine the total amount owed by the program in that
calendar year to all carriers qualifying for reimbursement by the
program. Such amount shall be known as the net loss of the
programl .

b. Any net loss for the year shall be recouped by assessments
of members. Assessments shall first be apportioned by the board
among all reinsuring carrier members in proportion to their
respective shares of the plan premiums earned in this State from
health benefits plans covering small employers duﬁng the
calendar year coinciding with or ending during the fiscal year of
the program, or on any other equitable basis reflecting coverage
of small employers as may be provided in the plan of operation.
In making this determination, the board may base the assessments
upon annual reports and other data filed by the member small
employer carrier.

c. If the net loss is not recouped before assessments totaling
4% of the aggregate premiums from policies or contracts
covering small employers have been collected from reinsuring
small employer carriers, additional assessments not to exceed 1%
of the aggregate premiums from all health benefits policies or
contracts shall be apportioned by the board among all members,
including risk-assuming carriers, in proportion to their respective
shares of the total health benefits plan premiums earned in this
State from all health benefits plans during the preceding.calendar
year. A carrier shall receive a credit against this assessment to
the extent the carrier can demonstrate that its assumption of
high-risk small employer gruups which are not reinsured is
proporiionate to its market share of small employer health
benefits plans, as such groups and market shares are defined by
the board in the plan of operation. A carrier shall not be assessed
for all individual non-group contracts or policies issued on a
guaranteed issue basis or on any coverage issued by the carrier
pursuant to the Medicaid program, P.L.1968, c,413 (C.30:4D-1
et seq.). )

d. If assessments exceed actual losses and administrative
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axpenses 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 subsection, "future losses” includes
reserves for incurred but not reported claims.

e. Provision may be established in the plan of operation for the
imposition of an interest penalty for late payment of assessments,

RENUMRER SECTION 30 AS SECTION 23

1[31.] 23.1 A small employer carrier which elects to cease
participating as a reinsuring carrier and elects to become a
risk-assuming carrier shall be prohibited from l{reinsuring or
continuing to reinsure any small employer health benefits plan]
receiving reimbursement from the program? pursuant to this act.
Any reinsuring carrier electing to become a risk-assuming carrier
shall pay a prorated assessment l[based upon business issued as a
reinsuring carrier for any portion of the year that the business
was reinsured] . ‘

2

1[32. a. The board may establish a subcommittee to monitor
the market conduct of risk-assuming carriers and reinsuring
carriers to assure that the provisions of this act are being carried
out. The subcommittee shall, from time to time, recommend for
the approval by the commissioner market conduct requirements
for carriers and agents. The subcommittee shall also, in
conjunction with the department, publish a list of all small
employer carriers, as well as a list of toll free telephone numbers
which are easily accessible by small employers. In the event that
the board believes that any carrier is violating any provision of
this act or is conducting itself improperly in the marketing or
sale of its small group business, whether issued pursuant to this
act or otherwise, it shall report this to the commissioner, who
shall conduct an investigation of that carrier, including, but not
limited to, an audit of the carrier’s records. .

b.] 24.1 The board shall {also]! establish guidelines to ensure
that small employer carriers are assuming their share of high risk
small employer groups in proportion to their market share of
small employer health benefits plan business. In the event that
any carrier does not assume its reasonable share of the high risk
market, the board may adjust thc assessment formula, with the
approval of the commissioner, to require a proportionally higher
assessment for the carrier.

RENUMBER SECTION 33 AS 25
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1[34.) 26.1 The excess insurance program established pursuant
to this act shall be exempt from l[any taxes levied by the State,
including]? premium taxes.

OMIT SECTIONS 35 AND 36 IN THEIR ENTIRETY.
RENUMBER SECTION 37 AS SECTION 27

1(38.] 28.1 No assessment provided for under this act shall 1[,
under any circumstances, be an obligation of the State] be
charged, directly or indirectly, to policyholders or the public,
provided that a .carrier may charge such an assessment to
policyholders to the extent that the charging of the assessment is
necessary to enable the carrier to earn a constitutionally
adequate rate of returnl .

INSERT NEW SECTION 29 TO READ:
129. The board shall promulgate one standard claim form. In
order to provide a standard system of payment for medical

services. all claim forms for any claimant's use under any group
health insurance policv issued or delivered in this State shall
conform to the form adopted by the board.1

NG L INE W DBl b S EAL),
130. Notwithstanding any other provision.of law to the contrary.
all regulations concerning any health benefits plan subject to this

act shall be promulgated pursuant to this act.}

Requires certain insurers, service corporations and HMOs to offer
standardized health insurance plans to small groups; establishes a
reinsurance program.
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[FIRST REPRINT]
SENATE COMMITTEE SUBSTITUTE FOR

SENATE, No. 371
STATE OF NEW JERSEY

ADOPTED JUNE 15, 1992
Sponsored by Senators BASSANO, Adler and Ciesla

AN ACT requiring certain health insurers, service corporations
and health maintenance organizations to offer 1[basic]
standardized! health benefits programs to lcertain employers]
small groups?! and establishing a reinsurance program.

BE IT ENACTED by the Senate and General Assembly of the
State of New Jersey:

1. As used in this act:

"Actuarial certification” means a written statement by a
member of the American Academy of Actuaries or other
individual acceptable to the commissioner that a small employer
carrier is in compliance with the provisions of section 1{12] 91 of
this act, based upon examination, including a review of the
appropriate records and actuarial assumptions and methods used
by the small employer carrier in establishing premium rates for
applicable health benefits plans.

1" Anticipated loss ratio" means the ratio of the present value
of the expected_benefits, not including dividends, te the present
value of the expected premiums, not reduced by dividends, over
the entire period for which rates are computed to provide
coverage. For purposes of this ratio, the present values must
incorporate realistic rates of interest which are determined
before federal taxes but after investment expenses. !

1{"Base premium rate" means the lowest premium rate charged
by the small employer carrier for the same or similar coverage,
which coverage is equivalent in value to a health benefits plan
covering a small employer. The term "base premium rate" refers
to rates for any health benefits plan covering two or more
employees of a small employer.

"Basic health benefits plan" means a health benefits plan for
small employers which provides benefits pursuant to section 4 of
this act and which is filed with the commissioner in accordance
with the requirements of section 24 of this act, any portion of the
premium for which is paid by a small employer or for which any
covered individual is reimbursed whether through wage
adjustments or otherwise, if the health benefits plan is treated by
the employer or any of the covered individuals as part of a plan
or program for the purposes of section 162 or section 106 of the
Internal Revenue Code of 1986 (28 U.S.C. 162 or 26 U.S.C. 106).]1

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

“Carrier" means any insurance company, health service

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 thus is new matter. ) )
tter enclosed in superscript numerals has been adopted as follows:
Senate amendments adopted in accordance with Governor's
recommendations Movember 30, 1992.
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corporation, hospital service corporation, medical service
corporation I[,] orl health maintenance organization 1[or
MEWAI! authorized to issue health benefits plans in this State.
For purposes of this act, carriers that are affiliated companies
shall be treated as one carrier, except that any insurance
company, health service corporation, hospital service
corporation, or medical service corporation that is an affiliate of
2 health maintenance organization located in New Jersey or any
health maintenance organization located in New Jersey that is
affiliated with an insurance company, health service corporation,
hospital service corporation, or medical service corporation shall
treat the health maintenance organization as a separate carrier.
"Commissioner" means the Commissioner of Insurance.
1"Community rating” means a rating methodology in_which the

premium for all persons covered by a policy or contract form is

the same based upon the experience of the entire pool of risks

covered by that policy or contract form without regard to_age,
gender, health status, residence or occupation.!

"Department” means the Department of Insurance.

"Dependent” means the spouse or child of an eligible employee,
subject to applicable terms of the health benefits plan covering
the employee.

"Eligible employee" means a full-time employee who works a
normal work week of 1{30] 25! or more hours. The term includes
a sole proprietor, a partner of a partnership, or an independent
contractor, .if the sole proprietor, partner, or independent
contractor is included as an employee under a health benefits
plan of a small employer, but does not include employees who
work less than 1[30] 251 hours a week or work on a temporary or
substitute basis.

"Financially impaired” means a carrier which, after the
effective date of this act, is not insolvent, but is deemed by the
commissioner to be potentially unable to fulfill its contractual
obligations or a carrier which is placed under an order of
rehabilitation or conservation by a court of competent
jurisdiction.

"Health benefits plan’ means any hospital and medical expense
incurred policy; health, hospital, or medical service corporation
contract; lor! health maintenance organization subscriber
contract 1[; or plans provided by MEWAs]! offered by lany
carrier to! a small employer lgroup! pursuant to section 1[4] 31
of this act. For purposes of this act, "health benefits plan"
excludes the following plans, policies, or contracts: accident
only, credit, disability, long-term care, coverage for Medicare
services pursuant to a contract with the United States
government, Medicare supplement, dental only or vision only
issued as a supplement to liability insurance, coverage arising out
of a workers' compensation or similar law, automobile medical
payment insurance, or insurance under which benefits are payable
with or without regard to fault and which is statutorily required
to be contained in any liability insurance policy or equivalent
self-insurance. ‘

"Late enrollee” means an eligible emplcyee or dependent who
requests enrollment in a health benefits plan of a small e.npioyer

M
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following the initial minimum 30-day enrollment period provided
under the terms of the health benefits plan. An eligible employee
or dependent shall not be considered a late enrollee if the
individual was covered under another employer's health benefits
plan at the time he was eligible to enroll and stated at the time
of the initial enroilment that coverage under that other
employer's health benefits plan was the reason for declining
enrollment; has lost coverage under that other employer's health
benefits plan as a result of termination of employment, the
termination of the other plan's coverage, death of a spouse, or
divorce; and the individual requests enrollment within 90 days
after termination of coverage provided under another employer's
health benefits plan; lfor if the individual is employed by an
employer under a MEWA which offers multiple health benefits
plans, and the individual elects a different plan during an open
enrollment period;]! or if a court of competent jurisdiction has
ordered coverage to be provided for a spouse or minor child under
a covered employee's health benefits plan and request for
enrollment is made within 30 days after issuance of that court
order.

*Member" means all carriers issuing health benefits plans 1[and
MEWAS providing health benefits plans]! in this State on or after
the effective date of this act. ‘

1{"MEWA" means any multiple employer welfare arrangement
as defined in section 3 of the federal Employee Retirement and
Income Security Act of 1974, Pub.L.93-406 (29 U.S.C. §1002),
except for any such arrangement which is fully insured within the
meaning of that act.]!

“Plan of operation” means the plan of operation of the program
including articles, bylaws and operating rules approved pursuant
to section 1[20] 15! of this act.

"Preexisting condition provision” means a policy or contract
provision that excludes coverage under that policy or contract for
charges or expenses incurred during a specified period following
the insured's effective date of coverage, for a condition that,
during a specified period immediately preceding the effective
date of coverage, had me..ifested itself 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 as to
that condition »r as to pregnancy existing on the effective date
of coverage.

"Program" means the New Jersey Small Employer Health
Excess Reinsurance Program established pursuant to section 1[18]
121 of this act.

"Reinsuring carrier” means a a small employer carrier electing
to 1l[obtain excess insurance] receive reimbursement from the
program?! in accordance [in] with! section 1[26] 192 of this act.”

“Risk-assuming carriet” means a small employer carrier
electing to assume risks pursuant to section 1[25] 181 of this act."

“Small employer’ means any person, firm, corporation,
partnership, or association actively engaged in business which, on
at least 50 percent of its working days dvring the preceding
calendar year quarter, employed at least two but no more than
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49 eligible employees, the majority of whom are employed within
the State of New Jersey. In determining the number of eligible
employees, companies which are affiliated companies shall be
considered one employer, subseguent to the issuance of a health
benefits plan to a small employer pursuant to the provisions of
this act, and for the purpose of determining eligibility, the size of
a small employer shall be determined annually, Except as
otherwise specifically provided, provisions of this act which apply
to a small employer shall continue to apply until the anniversary
date next of the health benefits plan following the date the
employer no longer meets the definition of a small employer.

“Small employer carrier" means any carrier Jfor MEWA]! that
offers health benefits plans covering eligible employees of one or
more small employers,

"Small employer health benefits plan” means a health benefits
plan for small employers approved by the commissioner pursuant
to section 1[23] 171 of this act.

2. Every health insurer, health service corporation, medical
service corporation, hospital service corporation, and health
maintenance organization licensed or authorized to provide
health benefits or services in this State which offers health
insurance policies or coverages covering two or more employees
of a small employer shall be subject to the provisions of this act.
Coverage shall be offered to all eligible employees and their
dependents and shall not exclude any employee or eligible
dependent on the basis of an actual or expected health condition.

3. 1[Notwithstanding the provisions of P.L.1991, ¢.187, every
carrier subject to the provisions of this act shall, as a condition
of transacting business in this State, offer to every small
employer at least two health benefits plans. One plan shall be a
Basic health benefits plan, as provided in section 4 of this act,
and one shall be a Basic Plus health benefits plan, as provided in
section 5 of this act. Initially, the offer shall be made within 90
days of the filing with the commissioner of that carrier's
benefits plans. Thereafter, the plans shall be available to sinall
employers on a cctinuing basis. Every small employer which
elects to be covered under either of the plans provided for under
this act who pays the required premium therefor and who
satisfies the other requirements of the plan shall be issued a
policy or contract by the carrier. The carrier may establish a
premium payment plan which provides installment payments and
which may contain reasonable provisions to ensure payment
security, provided that provisions to ensure payment security are
reasonably related to the risk and are uniformly applied. Every
plan shall be in conformance with the guidelines established
pursuant to section 23 of this act, and each carrier's plans shall
be certified and filed with the commissioner pursuant to section
24 of this act.]

a. _Every small employer carrier shall, as a condition of

transacting business in this State, offer to every small employer
the same five health benefit plans. The hoard shall establish a

standard policy form for each of the fiv~ plans, which shall be the
only plans offered to small groups on or after Janury 1, 1994.

One policy form shall contain the benefits provided for in
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sactions 55, 57, and 59 of P.L.1991, ¢.187 (C.17:48E-22.2,
17B:26B-2 and 26:2]-4.3). The remaining policy forms shall
contain_basic hospital and medical-surgical benefits, including
but not limited to:

(1) Basic inpatient and outpatient hospital care;

(2) Basic and extended medical-surgical benefits;

{3) Diagnostic_tests, including x-rays;

(4) Matemity benefits, including prenatal and postnatal care;
and ’

(5) __Preventive medicine, including periodic  physical
examinations and inoculations.

At least three of the forms shall provide for major medical
benefits in varying lifetime aggregates, one of which shall
provide at least $1,000,000 in lifetime aggregate benefits. The

policy forms provided pursuant to this section shall contain
benefits representing progressively greater actuarial values.

b. Initially, a carrier shall offer a plan within 90 days of the
approval of such plan by the commissioner. Thereafter, the plans
shall be available to all small employers on_a continuing basis.
Every small employer which elects to be covered under any
health benefits plan who pays the premium therefor and who
satisfies the participation requirements of the plan shall be issued
a policy or contract by the carrier.

c. _The carrier may establish a premium payment plan which
provides installment payments and which may contain reasonable
provisions to ensure payment security, provided that provisions ta
ensure payment security are uniformly applied.

d. In addition to the five standard policies described in
subsection a. of this section, the board may develop up to five

rider packages. Any such package which a carrier chooses to
offer shall be issued to a small employer who pays the premium
therefor, and shall be subject to the rating methodology set forth

in section 9 of this act.1

" 1[4. A Basic health benefits plan shall provide:

a. Basic hospital expense coverage for a period of 21 days in
each benefit year for each coverea person for expenses incurred
for medically necessary treatment and services rendered as a
result of injury or sickness, including:

(1) Daily hospital rcom and board, including general nursing
care and special diets;

(2) Miscellaneous hospital services, including expenses incurred
for charges made by the hospital for services and supplies which
are customarily rendered by the hospital and provided for use
only during any period of confinement;

(3) Hospital outpatient services, including surgical and other
services rendered on a day stay basis, hospital services rendered
within 72 hours after accidental injury, and x-ray and other
laboratory and other diagnostic tests to the extent that benefits
for such services would be provided if rendered to an inpatient of
the hospital;

b. Basic medical-surgical expense coverage for each covered
person for expenses incurred for medically necessary services t‘or
the treatment of sickness or injury for the following:

(1) Surgical services;
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(2) Anesthesia services, including the administration of
necessary general anesthesia and related procedures in
connection with covered surgical services rendered by a physician
other than the physician performing the surgical services;

(3) mpatient hospital services rendered to a person who is
confined to a hospital for treatment of sickness or injury other
than that for which surgical care is required;

(4) Maternity benefits, including cost of delivery and pre-natal
care;

¢. Out-of-hospital physical examinations, including related
x-rays, immunizations, and diagnostic tests, rendered on the
following basis:

(1) For covered minors of less than two years of age, up to six
examinations during the first two years of life;

(2) For covered minors of at least two years of age but not
more than 18 years of age, no more than one physical
examination at ages 3, 6, 9, 12, 15, and 18 years of age;

(3) For covered adults of at least 19 years of age but less than
40 years of age, one physical examination every five years;

{4) For covered adults of at least 40 years of age but less than
60 years of age, one examination every three years; and

(5) For covered adults of age 60 years or o}der. one
examination every two years.

Every physical examination rendered pursuant to this
subsection shall be subject to such co-payments and deductibles
as are provided for in the plan.

d. The plan provided for herein may, subject to the approval of
the commissioner, with respect to health maintenance
organizations, be modified as necessary to comply with the
provisions of subchapter XI of Pub.L.93-222 (42 U.S.C. §300e et
seq.).]1

I[s. a. A Basic Plus health benefits plan shall provide the
same benefits as the basic policy, as well as hospital and medical
expense coverage in excess of the basic policy as established and
modified by the board frou: time to time, and approved by the
comimissioner, but in no case shall benefits provided for in the
Basic Plus coverage exceed an actuarial value which is 20%
greater than the actuarial value of the basic coverage provided
pursuant to section 4 of this act.

b. The benefits which may be provided in excess of the
benefits in the basic plan may include, but shall not be limited to,
additional inpatient hospital benefits, additional diagnostic tests,
benefits directed toward the prevention of disease, provided that
they are quantifiably cost effective, and additional medical and
surgical expense benefits.

c. At the discretion of the board, the Basic Plus plan may
provide for a selection of not more than three alternative benefit
packages which may be selected by small employers according to
the needs of their work force, provided however, that no
combination of alternative benefits in addition to the basic
benefits shall exceed the actuarial value estabushed in subsection
a. of this section.]! ) )

1{6.a.) 4.1 Plans required to be offered l[pursuant to sections
4 or 5 of this act shall] under this act may! be subject to




O ® TP WM =

[1R] SCS for S371
7

coinsurance and deductibles, which may vary by selected portions
of the coverage, except that no deductible applicable to any
portion of the coverage shall exceed $250 for an individual or
family unit during any benefit year, and no coinsurance applicable
to any portion of the coverage shall exceed $500 for an individual
or family unit during any benefit year, unless provided by the
board pursuant to section 1[23] 171 of this act. Neither
coinsurance nor deductibles shall be applicable to maternity
benefits.

1[b. Except as provided herein, no law requiring the inclusion
of any specified health care service or benefit and no law
requiring the reimbursement, utilization, or consideration of a
specific category of licensed health care practitioner shall apply
to any Basic or Basic Plus health benefits plan provided for
herein.]1

1[7.] 5.1 Coverage provided pursuant to this act shall be subject
to standard coordination of benefits provisions for all persons
covered under the policy or contract. Notwithstanding the
provision of any other law to the contrary, l[coverage] the health
benefits plan with the lowest actuarial valuel provided under
1[policies or contracts issued pursuant to sections 4 or 5 of]? this
act shall not extend to any injury for which coverage is available
or applicable pursuant to section 4 of P.L.1972, ¢.70 (C.39:6A-4),
and !{the coverage provided by a policy or contract issued
pursuant to this act] that health benefits plan! shall not be used
as a substitute for any insurance required to be maintained
pursuant to section 4 of P.L.1972, c.70 (C.39:6A-4).

1[8. a. Except as otherwise provided by this act, a preexisting
condition provision shall not exclude coverage for an eligible
employee or dependent for a period beyond 180 days following the
effective date of coverage of an eligible employee and may only
relate to conditions manifesting themselves during the six months
immediately preceeding the effective date of coverage in such a
manner as would cause -u ordinarily prudent person to seek
medical advice, diagnosis, care or treatment or for which medical
advice, diagnosis, care, or treatment was recommended or
received during the six months immediately preceding the
effective date of coverage, or as to a pregnancy existing on the
effective date of coverage.]

6. a. No health benefits plan subject to this act shall include
any preexisting condition provision, pravided that, a preexisting
condition provision may apply to a late enrollee or to aay group
of two to five persons if such provision excludes coverage for a
period of no more than 180 days following the effective date of
coverage of such enrollee, and relates only to conditions
manifesting themselves during the six months immediately
preceeding the effective date of coverage of such enrollee 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 during the six months immediately preceding the
effective date of coverage, or as to a pregnancy existing on the
effective date of coverage; provided that, if 10 or more late

enrollees _request enrollment during any 30-day enroliment
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period, then no preexisting condition pmﬁision shall apply to any
such enrollee.l

b. In detemnining whether a preexisting condition provision
applies to an eligible employee or dependent, all health benefits
plans shall credit the time that person was covered under 1[a]
anyl previous l[employer based]! health benefits plan if the
previous coverage was continuous to a date not more than 90 days
prior to the effective date of the new coverage, exclusive of any
applicable waiting period under such plan.

1[9.] 7.1 Every policy or contract issued to small employers in
this State [including, but not limited to, policies or contracts
issued pursuant to the provisions of this act]! shall be renewable
with respect to all eligible employees or dependents at the option
of the policy or contract holder, or small employer except under
the following circumstances:

a. Nonpayment of the required premiums by the policyholder,
contract holder, or employer;

b. Fraud or misrepresentation of the policyholder, contract
holder, or employer or, with respect to coverage of eligible
employees or dependents, the enrollees or their representatives;

c. The number of employees covered under the health benefits
plan is less than the number or percentage of employees required
by participation requirements under the health benefits policy or
contract;

d. Noncompliance with a carrier's employment contribution
requirements;

e. 1l[The carrier withdraws the policy form, with the approval
of the commissioner, in which case the group shall be offered an
alternative policy or contract by the carrier which offers
comparable benefits;

£.J! Any carrier doing business pursuant to the provisions of
this act ceases doing business in the small employer market, if
the following conditions are satisfied:

(1) The carrier ives notice to cease doing business in the
small employer market to the commissioner not later than eight
months prior to the date of the planned withdrawal from the
small group market, during which time the carrier shall continue
to be governed by this act with respect to business written
pursuant to this act; For the purposes of this subsection, "date of
withdrawal" means the date upon which the first notice to small
employers is sent by the carrier pursuant to paragraph (3) of this
section;

(2) No later than two months following the date of the
notification to the commissioner that the carrier intends to cease
doing business in the small employer market, the carrier shall
mail a notice to every small business employer insured by the
carrier that the policy or contract of insurance will be
terminated. This notice shall be sent by certified mail to the
small business employer not less than six months in advance of
the effective date of the cancellation date of the policy or
contract;

(3) Any carrier that ceases to do business pursuant to this act
shall be prohibited from writing new business in the small
employer market for a period of five years from the date of
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notice to the commissioner.

1[10. Late enrollees may be excluded from coverage: a. for
12 months for all coverage; or b. for 12 months for a preexisting
condition. No combined period of total exclusion or exclusion for
a preexisting condition shall exceed 12 months.]?

11.] g‘ Any small employer carrier may require a reasonable
specified minimum participation of eligible employees, which
shall not exceed 75%, or reasonable minimum employer
contributions in determining whether to accept a small group
pursuant to this act. The standards so established by the carrier
shall be first approved by the board and shall be applied uniformly
to all small groups, except that in no event shall a carrier require
an employer to contribute more than 10% to the annual cost of
the policy or contract, or an amount as otherwise provided by the
board, and any minimum participation standards established by
the carrier shall be reasonable. In establishing the percentage of
employee participation, a one-to-one credit shall be given for
each employee covered by a spouse 's health benefits coverage.

1[12. a. Rate differentials of any small group policies or
contracts delivered, issued for delivery, or continued in this State
may be based only on the factors of age, gender, and geography.
No carrier shall issue any policy or contract in which the rates
charged to any group exceed four times the base premium rate
charged to the lowest-rated small employer group written by the
carrier for a like benefits plan.

b. In establishing the rating classifications provided for by
subsection a. of this section, no carrier shall establish an excess
of six rating territories, and no rating territory shall be any
smaller than a county.

c. No rate classifications based on age shall provide for rate
changes within any period which is less than five years. Age
ranges, which shall be in five-year increments, shall be
established by the commissioner by regulation and shall apply to
all small group policies, whether or not written pursuant to
sections 4 and 5 of this act.

d. The premium rates charged to any small employer for
policies or contracts issued before the effective date of this act
by any carrier shall, within three years of the effective date of
this act, conform to subsection a. of this section. The four to one
ratio established by subsection a. of this section shall be applied
separately to each type of benefits plan issued by the carrier.

e. Notwithstanding the provisions of subsection d. of this
section to the contrary, the provisions of subsection a. of this
section shall be applied separately to policies or contracts: (1) in
the case of any small employer contracts issued by a hospital
service corporation or medical service corporation or any
successor corporation which constitute a closed block of business
as of September 1, 1991; or (2) in the case of any small employer
policies issued under an open enrollment plan by any other health
insurer which have not been offered for sale as of January 1, 1989.

f. Any premium charged for excess coverage for policies
issued pursuant to sections 4 or 5 of this act shall Fe subject to
the limitations provided for in this section.

g Rating classifications established by carriers for small
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group policies or contracts shall not operate to produce rates for
any small employer group which are excessive, inadequate, or
unfairly discriminatory.

h. The provisions of this section shall apply to all small group
business issued by any insurer in this State, whether or not
written pursuant to section 4 or 5 of this act.]!

1[13. In connection with the offering for sale of any policy or
contract to a small employer, each small employer carrier shall
make a reasonable disclosure, as a part of its solicitation and
sales materials, of the following:

a. The extent to which premium rates for a specified small
employer are established or adjusted based upon the actual or
expected variation in claims costs;

b. Any factors applicable to the policy or contract which are
attributable to factors other than claim experience or duration of
coverage, since issue, which affect changes in premium rates; and

c. Provisions relating to renewability of policies and
contracts.]!

1[14. a. Every small employer carrier shall maintain at its
principal place of business a complete and detailed description of
its rating plan and underwriting practices, including renewal
underwriting practices. Rating plans shall be based on commonly
accepted actuarial assumptions and shall be in accordance with
sound actuarial principles. This information shall be available to
the commissioner upon request. Except in cases of any violation
of this act, the information provided for herein 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 small employer carrier
or as ordered by a court of competent jurisdiction.

b. Every small employer carrier shall file no later than March
1 each year following the effective date of this act, a
certification signed by an actuary and attested by an officer of
the insurer that the carrier is in compliance with the act and that
the rating methods of the small employer are actuarially sound.
A copy of the certification shall be retained by the small
employer carrier at its principal place of business.]!

19, a. (1) Effective January 1, 1997, no small employer health
benefits plan shall be issued in this State unless the plan is
community rated.

(2) During the period January 1, 1994 to December 31, 1995,
the premium rate charged by a carrier to the highest rated small
group purchasing a small employer health benefits plan shall not
be greater than 300% of the premium rate charged to the lowest
rated small group purchasing that same health benefits plan.

(3)_During the period January 1, 1996 to December 31, 1996,
the premium rate charged by a carrier to the highest rated small
group purchasing a small employer health benefits plan shall not
be greater than 200% of the premium rate charged for the lowest

rated small group purchasing that same health benefits plan.
(4) The commissioner shall study the impact on the health

insurance marketplace of the transition from the rating

methodology described in paragraph (3) of this subsection to

community rating. In making this study the commissioner shali




OO NG & WN =

NG L BB R BB B R D D W)W LW W WW W WLWEANNDND NN NN DN DN e ed e b e

[1R] SCS for S371
11

consult with representatives of the heaith insurance industry.
health care providers, consumer and public interest groups and
such other persons with expertise deemed relevant by the
commissioner. The commissioner shall report his findings to the
Governor and the Legislature on a day that the Legislature is in

session, on or before July 1, 1996. If the Legislature does not
take action within 60 days after its receipt of the comunissioner's

report, to amend this act., community rating will become

effective on January 1, 1997.

b. Notwithstanding any other provision of law to the contrary,
group hospital or medical coverage obtained through an
out-of-State trust covering a group of 49 or fewer employees or
participating persons who are residents of this State shall be
community rated regardless of the situs of delivery of the policy.

c. Notwithstanding any other provision of law to the contrary,
no_carrier offering any health benefits plan pursuant to the
provisions of this act shall act to circumvent the intent of this
act by acting as a third party administrator for groups of small

employers, anyone of whomn_was insured as of September 1, 1992;

provided, however, that this provision shall not act to limit a
bona fide group of small employers who voluntarily act together

to provide health benefits to their employees.
d. Notwithstanding any other provision of law to the contrary,

this act shall apply to an association or trust of employers, if the
group includes one or more member employers.or other member
groups which have 49 or fewer employees or members exclusive
of spouses and dependents. _

e. _Nothing contained herein shall prohibit the use of premium
rate structures to establish different premium rates for
individuals and family units.

f. No insurance contract or policy subject to this act may be
entered into unless and until the carrier has made an
informational filing with the commissioner of a schedule of
premiums, not to exceed 12 months in duration, to be paid
pursuant to such contract or policy, of the carrier's rating plan
and classification system in connection with such contract or
policy, and of the actuarial assumptions and methods used by the

carrier in establishing premiuin rates for such contract or policy.
g. (1) Beginning January 1, 1995, a carrier desiring to _increase

or decrease premiums for any policy form subject to this act may
implement such increase or decrease upon _making an
informational filing with the commissioner of such increase or
decrease, along with the actuarial assumptions and methods used
by the carrier in establishing such increase or decrease, provided
that the anticipated minimum loss ratio for a policy form shall
not be less than 75% of the premium therefor. Until December
31, 1996, the informational filing shall also include the carrier's
rating plan and_classification system in_connection with such
increase or decrease.

(2) Each calendar year, a carrier shall return, in the form of

~ aggregate benefits for each of the five standard policy forms

offered by the carrier pursuant to section 3 of this act, at least
75% of the aggregate premiums collected for the policy Form
during that calendar year. Carriers shall annually report, no later

Srint At rr L e
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than August 1st of each year, the loss ratio calculated pursuant

to_this section for each such policy form for the previous
calendar year. In each case where the loss ratio for a policy fails
to_substantially comply with the 75% loss ratio requirement, the
carrier shall issue a dividend or credit against future premiums
for all policyholders with that policy form in an amount sufficient
to assure that the aggregate benefits paid in the previous
calendar year plus the amount of the dividends and credits shall
equal 75% of the aggregate premiums collected for the policy

form in the previous calendar year. The dividend or credit shall
be issued to each policy which was in effect as of March 30th of
the applicable year and remains in effect as of the date the
dividend or credit is issued. All dividends and credits must be
distributed by December 31 of the year following the calendar
year in which the loss ratio requirements were not satisfied. The

annual report required by this paragraph shall include a carrier's
calgulation of the dividends and credits, as well as an explanation

of the carrier's plan to issue dividends or credits. The
instructions and format for calculating and reporting loss ratios
and issuing dividends or credits shall be specified by the
commissioner by regulation. Such regulations shall include
provisions for the distribution of a dividend or credit in the event
of cancellation or termination by a policyholder.

h. No carrier issuing health benefits plans covering two or
more _employees of a small employer shall issue a plan
inconsistent with this act whose term extends beyond December

31, 1993.

i. The provisions of this act shall apply to health benefits plans

which are delivered, issued for delivery, renewed or continued on
or_after January 1, 1994. The commissioner shall withdraw
approval for the issuance and use of all small employer policy
forms, other than those approved by the board, effective January
1, 1994.1

1f15.] 10.1 a. No health maintenance organization shall be
required to offer coverage or accept applications pursuant to
lfsections 4 or 5] section 31 of this act to a small employer if the
small employer is not physically located in the health
maintenance organization's app:uoved service area, to an
employee when the employee does not work or reside within a
service area, or if the health maintenance organization
reasonably anticipates and demonstrates to the satisfaction of
the commissioner that it will not have the capacity in its network
of providers within the service area to deliver service adequately
to the members of such groups because of its obligations to
existing group contract holders and enrollees. :

b. No small employer carrier shall be required to offer
coverage or accept applications pursuant to this act for any
period of time in which the commissioner determines that the
requiring of the issuing of policies or contracts pursuant to this
act would place the carrier in a financially impaired positio'n.

1c, A health maintenance organization which complies with
the basic health benefits, underwriting and rating standards
established by the federal government pursuant to subchapter XI

of Pub.L.93-222 (42.U.S.C.§300e et seq.), and which also
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provides the comprehensive health benefit plan coverage required
by section 3 of this act, shall be deemed in compliance with this

act.1

1[16. The provisions of sections 4 and 5 of this act shall apply
to Basic and Basic Plus health benefits plans subject to this act
which are delivered, issued for delivery, renewed or continued on
or after the effective date of this act.]!

1[17.] 11.1 a. Every policy or contract issued to a small
employer in this State, including, but not limited to, policies or
contracts which are subject to this act and which are delivered,
issued, renewed, or continued on or after the effective date of
this act, shall offer continued coverage under the plan to any
employee whose employment was terminated for a reason other
than for cause and to any employee covered by such plan whose
hours of employment were reduced to less than 30 subsequent to
the effective date of coverage for that employee. The employee
shall make a written election for continued coverage within
30 days of a qualifying event. For the purposes of this section,
"qualifying event" shall mean the date of termination of
employment, or the date on which a reduction in an employee's
hours of employment becomes effective. For the purposes of this
section, the date on which a health benefits plan is continued
shall be the anniversary date of the issuance of the plan.

b. Coverage continued pursuant to subsection a. of this section
shall consist of caverage which is identical to the coverage
provided under the policy or contract to similarly situated
beneficiaries whose coverage has not been terminated or hours of
employment reduced. If coverage is modified under the policy or
contract for any group of similarly situated beneficiaries, this
coverage shall also be modified in the same manner for persons
who are qualified beneficiaries entitled pursuant to subsection a.
of this section to continued coverage. Continuation of coverage
may not be conditioned upon, or discriminate on the basis of, lack
of evidence of insurability. v

c. The health benefits plan may require payment of a premium
by the employee for any period of continuation coverage as
provided for in this section, except that the premium shall not
exceed 102% of the applicable premium paid for similarly
situated beneficiaries under the health benefits plan for a
specified period, and may, at the election of the payor, be made
in monthly installments. No premium payment shall be due
before the 30th day after the day on which the covered employee
made the initial election for continued coverage.

d. Coverage continued pursuant to this section shall continue
until the earlier of the following:

(1) The date upon which the employer under whose health
benefits plan coverage is continued ceases to provide any health
benefits plan to any employee or other qualified beneficiary;

(2) The date on which the continued coverage ceases under the
health benefits plan by reason of a failure to make timely
payment of any premium required under the plan by the former
employee having the continued coverage. The payment of any
premium shall be considered to be timely if made within 30 days
after the due date or within such longer period as may be
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provided for by the policy or contract; or

(3) The date after the date of election on which the qualified
beneficiary first becomes:

(a) Covered under any other health benefits plan, as an
employee or otherwise, which does not conteain a provision which
limits or excludes coverage with respect to any preexisting
condition of a covered employee or any spouse or dependent who
is included under the coverage provided the covered employee,
for such period of the limitation or exclusion; or

(b) Eligible for benefits under Title XVIII of the Social
Security Act, Pub.L.89-97 (42 U.S.C. §1395 et seq.).

e. Notice shall be provided to employees at the
commencement of coverage as to their continuation rights under
the plan. A qualified beneficiary may elect continuation
coverage offered pursuant to this section no later than 30 days
after the qualifying event. For the purposes of this section,
"qualified beneficiary" means any person covered under a small
employer group policy.

f. The provisions of this section shall not apply to any person
who is a qualified beneficiary for the purposes of continuation of
coverage as provided in accordance with section 3011(a) of Title
HI of Pub.L.100-647 (26 U.S.C. §4980B et al.).

g. In no event shall any continuation of coverage provided for
under this section exceed 12 months from the qualifying event.

1[18.] 12.1 There is created a nonprofit entity to be known as
the New Jersey Small Employer Health Excess Insurance
Program. All carriers issuing health benefits plan policies and
contracts in this State 1[and any MEWA providing health
benefits]! shall be members of this program. The program shall
be administered by the board of directors established pursuant to
section 1[19] 131 of this act.

1[19.113.1 a. Within 60 days of the effective date of this act,
the commissioner shall give notice to all members of the time
and place for the initial organizational meeting, which shall take
place within 90 days of the effective date. The members shall
select the initial board, subject to the approval of the
commissioner, The board shall consist of 11 persons, including
the Commissioner of Health and the commissioner or their
designees, both of whom shall sit ex officio. Initially, three of
the public members of the board shall be elected for a three year
term, three shall be elected for a two year term, and three shall
be elected for a one year term. Thereafter, all board members
shall be elected for a term of three years. The following
categories shall be represented among the public members:

(1) Two carriers whose principal health insurance business is in
the small employer market;

(2) One carrier whose principal health insurance business is in
the large employer market;

(3) A health, hospital or medical service corporation;

(4) A health maintenance organization;

(5) A risk-assuming carrier;

(6) A reinsuring carrier utilizing the excess coverage provided
for in this act; and

(7) Two persons representing small employers.
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No carrier shall have more than one representative on the
board. '

b. If the initial board is not elected at the organizational
meeting, the commissioner shall appoint the public members
within 15 days of the organizational meeting, in accordance with
the provisions of paragraphs (1) through (7) of subsection a. of
this section,

1c. The board shall determine the Statewide average payment

per_insured for each benefit plan provided for under this act.
Each carrier who_satisfies the efficiency and risk management
standards promulgated by the board pursuant to subsection f. of
section 15 of this act and whose average cost of insuring
individuals covered by small employer health benefits plans
exceeds the Statewide average cost of insuring such individuals
by 20%, shall be reimbursed by the program for 80% of its costs
in excess thereof.

d. _All meetings of the board shall be subject to the

requirements of the "Open Public Meetings Act,” P.L.1975, c.231
{C.10:4-6 et seq.).

e. At least two copies of the minutes of every meeting of the
board shall be delivered forthwith to the commissioner.1

1(20. a.] 14.1 Within 90 days after the election of the initial
board, the board shall submit to the commissioner a plan of
operation which shall establish the administration of the program
pursuant to the provisions of this act. The plan of operation and
any subsequent amendments thereto shall be submitted to the
commissioner who shall, after notice and hearing, approve the
plan if he finds that it is reasonable and equitable and sufficiently
carries out the provisions of this act. The plan of operation shall
become effective after the commissioner has approved it in
writing. The plan or any subsequent amendments thereto shall be
deemed approved if not expressly disapproved by the
commissioner in writing within 90 days of receipt by the
commissioner. _

Ifb. If the board fails to submit a suitable plan of operation
within 90 days after its appointment, the commissioner shall,
after notice and hearing, adopt and promulgate a temporary plan
of operation. The commissioner shall amend or rescind any such
plan promulgated by him upon the submisci~n and approval of a
plan submitted by the board pursuant to subsection a. of this
section.]1 .

1[21.] 15.1 The plan of operation shall lconstitute a public
record and shalll include, but not be limited to, the following:

a. A method of handling and accounting for assets and moneys
of the program and an annual fiscal reporting to the
commissioner;

b. A means of providing for the filling of vacancies on the
board, subject to the approval of the commissioner;

¢. A means of selecting an administering carrier, and a
statement of the powers and duties of the administering carrier
and the compensation of the administering carrier land a
statement of the efficiency standards an administering carrier
must meet? ;

d. The method to be used [for securing excess insurance under
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the provisions of this act] to determine the extent to which a
carrier's payment per insured for each benefit plan provided for
undar this act, exceeds the Statewide average payment per

insured for each benefit plan provided for under this actl;
e. The method [to be used for establishing appropriate excess

insurance premiums to be charged to carriers electing to reinsure
risks in accordance with this act] for determining the extent to
which a carrier whose average cost of insuring individuals

covered bx small employer health benefits plans exceeds the

threshold described in subsection c. of section 13 of this act may
receive reimbursement from the grogtam1 H

f. 1[The method to be used to make up any shortfall which may
occur as the result of risks being reinsured under the provisions of
this act.] A statement of the efficiency and risk management
standards a carrier_must meet before a carrier may receive
reimbursement from the program; and!

g. A procedure for establishing the health benefits plans for
which excess coverage is to be provided;

hJ! Any additional matters which are appropriate to
effectuate the provisions of this act.

1[22.] 16.1 The lboard shall have the general powers and
authority granted under the laws of New Jersey to insurance
companies writing health insurance pursuant to Title 17B of the
New Jersey Statutes, to health maintenance organizations
approved or qualified to transact business in this State, and to
health service corporations, medical service corporations, and
hospital service corporations, but in no case shall the program
established under this act write any policy or contract of
insurance directly. In addition to the aforementioned powers,
thell board shall have the authority to:

a. Enter into contracts as are necessary or pmper to carry out
the provisions and purposes of this act;

b. Sued or be sued, including taking any legal actions as may
be necessary for recovery of any assessments due to the program
or to avoid paying any improper claims;

c. lissue excess insurance policies or other documents
evidencing such coverage;

d.]! Establish rules, conditions, and procedures pertaining to
the {reinsurance] reimburseme .t and assessmentl of {[members’
risks] members! by the program;

1fe. Establish appropriate rates, rate schedules, rate
adjustments, rate classifications, and such other actuarial
functions which may be appropriate to the operation of the
program, for providing excess coverage;

f.] d.1 Assess members in accordance with the provisions of
this act, including such interim assessméents as may be reasonable
and necessary for organizational and interim operating expenses.
Such interim assessments shall be credited as offsets against any
regular assessments due following the close of the fiscal year;
1and?

1[g.] e.1 Appoint from among its members 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 authority of
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the program 1[; and

h. Borrow money to effect the purposes of the program, Any
notes or other evidence of indebtedness of the program not in
default shall be lagal investments for carriers and may be carried
as admitted assets]!.

1[23.] 17.1 Subject to the approval of the commissioner, the
board shall 1[establish the form and level of coverages] formulate
the five health benefits plans! to be made available by small
employer carriers in accordance with the provisions of this
act 1, and shall promulgate five standard forms pursuant thereto!

The board may establish benefits levels, deductibles and
copayments, exclusions, and limitations for the 1[Basic and Basic
Plus health care plan, consistent with sections 4 and 5 of this
act. The board shall also determine what components of a small
employer's health benefits plan may be reinsured] such health
benefits plans in accordance with the lawl.

One health care plan shall be established which contains
benefits and cost sharing levels which are consistent with the
basic method of operation and the benefits plans of health
maintenance organizations, including any restrictions pursuant to
subchapter XI of Pub.L.93-222 (42 U.S.C. §300 et seq.). The
board shall submit the plans so established to the commissioner
for his approval no later than 90 days after the election of the
board pursuant to section 1{19] 131 of this act. The commissioner
shall approve the plan if he finds it to be consistent with the
provisions of 1[sections 4 and 5] section 31 of this act. Any plans
submitted to the commissioner by the board shall be deemed
approved if not expressly disapproved in writing within 60 days of
its receipt by the commissioner. Such plans may contain, but
shall not be limited to, the following provisions: ,

a. Utilization review of health care services, including review
of medical necessity of hospital and physician services;

b. Managed care systems, including large case management;

c. Provision for selective contracting with hospitals,
physicians, and other health care providers;

d. Reasonable benefits differentials which are applicable to
participating and nonparticipating providers; '

e. Notwithstanding the provisions of section 6 of this act to
the contrary, the board may, {rom time to time, adjust
coinsurance and deductibles; 1[and]! v

f. Such other pravisions which may be quantifiably established
to be cost containment devices 1;

g The department shall publish annually a list of the premiums
charged for each of the five standard small employer health
benefits plans and for any rider package by all carriers writing
such plans, The department shail also publish the toll free
telephone number of each such carrierl .

1124, After the commissioner's approval of the health benefits
plan guidelines formulated by the board pursuant to section 23 of
this act, a small employer carrier shall file its policy or contract
forms with the commissioner and shall certify to the
commissioner, in a form required by the commissioner, that the
plans filed by the carrier are in compliance with the guidelines
established by the board. The certification shall be signed by the
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chief executive officer of the carrier. Upon filing the
certification with the commissioner, the carrier may use the
certified plans until such time, after notice and hearing, as the
commissioner disapproves their continued use.]!

1f25.} 18.1 Every small employer carrier shall elect to be
either a risk-assuming carrier or a reinsuring carrier and shall
file notice of such election with the board. Carriers electing to
be a risk-assuming carrier shall do so only with the approval of
the commissioner. Application for risk-assuming status shall be
filed with the commissioner on a form approved by the
commissioner, and shall be deemed approved if it is not
disapproved in writing within 90 days of the commissioner's
receipt of the application. In determining whether to approve an
application by a small employer carrier to become a
risk-assuming carrier, the commissioner shall consider the
carrier's financial condition, its history of assuming and
managing risk, and its experience in managing small group
business. The commissioner may also seek comments from the
board prior to rendering a decision on the application. Any
carrier which has made application for a risk-assuming status
which has been disapproved by the commissioner shall be granted
a hearing within 60 days of the disapproval.

1126.) 19.1 a. Any member which elects to be a reinsuring
carrier may 1[obtain excess insurance from the program on any
new small employer group policy or contract issued pursuant to
sections 4 or 5 of this act, on any small employer group, or any
individual beneficiary for any amount payable for eligible claims
in excess of $7,500 per covered beneficiary per year. In such
case, the program shall provide the excess coverage subject to .
the payment by the reinsuring carrier of an appropriate
reinsurance premium. Coverage may be reinsured within 60 days
of the commencement of the employer's coverage with the small
employer carrier. With respect to eligible employees and their
dependents who are hired subsequent to the commencement of
the employer's coverage and who are not late enrollees to the
plan, coverage may be reinsured within 60 days of the
commencement of their coverage under the plan. Excess
coverage may be terminated with respect to any employee or
dependent on any plan anniversary] receive reimbursement in
accordance with the standards developed by the board pursuant to
subsections d., e. and f. of section 15 of this act!.

b. Election to l[purchase excess coverage through the
program] become a reinsuring carrier! shall be binding for a
five-year period, except that the initial election shall be made
within 30 days of the submission to the commissioner of the plan
of operation provided for in section 1[20] 14! of this act, and
shall be effective for two years.

1[27.] 20.1 Every member which elects to be a reinsuring
carrier shall apply its case management and claims handling
techniques, including, but not limited to, utilization review,
individual case management, preferred provider provisions and
other methods of operation, in the same manner with respect to
1[both reinsured and non-reinsured] all its! business.

1128. a. Premium rates charged by the program for entire
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groups shall not exceed 1.5 times the rate established by the
board for similar groups for which excess coverage has not been
purchased. In computing the premium, the board shall establish a
rate from which the premium shall be computed which is not less
than the average rate for like risks for the small group market as
a whole.

b. Premium rates charged by the program for individuals shall
not exceed 5.0 times the rate established by the program for
similar persons for which excess coverage has not been purchased.

c. Premium rates charged for excess insurance by the program
to a health maintenance organization that is approved by the
United States Secretary of Health and Human Services as a
federally qualified health maintenance organization pursuant to
subchapter XI of Pub.L.93-222 (42 U.S.C. §300e et seq.), and as
such is subject to requirements that limit the amount of risk that
may be ceded to the program, shall be reduced to reflect the
portion of the risk so ceded.

d. Premium rates charged for excess insurance shall not be
charged directly back to the group or individual for whom the
excess insurance is being obtained.]!

1f29.] 21.1 a. Following the close of 1[each fiscal year of the
administering carrier, the administering carrier shall determine
the net premiums, the administrative expenses of the program
and the incurred losses, if any, for the year, taking into account
investment income and other appropriate gains and losses.
Health benefits plan premiums and benefits paid by a member
that are less than an amount determined by the board to justify
the cost of collection shall not be considered for purposes of
determining assessments. For the purposes of this section, "net
premiums” means health benefits plan premiums, less
administrative expense allowances, and health benefits plan
premiums eamed by MEWAs shall be established by adding the
paid losses and administrative expenses of such associations] the
calendar year ending December 31, the administering carrier
shall determine the total amount owed by the program in that

calendar year to all carriers qualifying for reimbursement by the
program. Such amount shall be known as the net loss of the

program?! .

b. Any net loss for the year shall be recouped by assessments
of members. Assessments <hall first be apportioned by the board
among ali reinsuring carrier members in proportion te their
respective shares of the plan premiums earned in this State from
health benefits plans covering small employers during the
calendar year coinciding with or ending during the fiscal year of
the program, or on any other equitable basis reflecting coverage
of small employers as may be provided in the plan of operation.
In making this determination, the board may base the assessments
upon annual reports and other data filed by the member small
employer carrier.

c. If the net loss is not recouped before assessments totaling
4% of the aggregate premiums from policies or contracts
covering small employers have been collected from reinsuring
small employer carriers, additional assessments not to exceed 1%
of the aggregate premiums from all health benefits policies or
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contracts shall be apportioned by the board among all members,
including risk-assuming carriers, in proportion to their respective
shares of the total health benefits plan premiums earned in this
State from all health benefits plans during the preceding calendar
year, A carrier shall receive a credit against this assessment to
the extent the carrier can demonstrate that its assumption of
high-risk small employer groups which are not reinsured is
proportionate to its market share of small employer health
benefits plans, as such groups and market shares are defined by
the board in the plan of operation. A carrier shall not be assessed
for all individual non-group contracts or policies issued on a
guaranteed issue basis or on any coverage issued by the carrier
pursuant to the Medicaid program, P.L.1968, c.413 (C.30:4D-1
et seq.).

d. If assessments exceed actual losses and administrative
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 subsection, "future losses" includes
reserves for incurred but not reported claims.

e. Provision may be established in the plan of operation for the
imposition of an interest penalty for late payment of assessments.

1{30.) 22.! A member may seek from the commissioner a
deferment in whole or in part from any assessment levied by the
board. The commissioner may grant the deferment if, in his
opinion, the payment of the assessmemt would endanger the
ability of the member to fulfill its contractual obligations. In the
event an assessment against a member is deferred in whole or in
part, the amount by which the assessment is deferred may be
assessed against the other members in a manner consistent with
the basis for assessment set forth in this act. The :member
receiving a deferment shall remain liable to the program for the
amount deferred and shall be prohibited from reinsuring any
individuals or groups in the program if it fails to pay assessments.

1[31.] 23.1 A small employer carrier which elects to cease
participating as a reinsuring carrier and elects to become a
risk-assuming - carrier shall be prohibited from 1[reinsuring or
continuing to reinsure any small empioyer health benefits plan]
receiving reimbussement from the program! pursuant to this act.
Any reinsuring carrier electing to become a risk-assuming carrier
shall pay a prorated assessment l[based upon business issued as a
reinsuring carrier for any portion of the year that the business
was reinsured]!. _ ,

1{32. a. The board may establish a subcommittee to monitor
the market condvct of risk-assuming carriers and reinsuring
carriers to assure that the provisions of this act are being carried
out. The subcommittee shall, from time to time, recommend for
the approval by the commissioner market conduct requirements
for carriers and agents. The subcommittee shall also, in
conjunction with the department, publish a list of all small
employer carriers, as well as a list of toll free telephone numbers
which are easily accessible by small employers. In the event that
the board believes that any carrier is violating any provision of
this act or is conducting itself improperly in the marketing or
sale of its small group business, whether issued pursuant to this
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act or otherwise, it shall report this to the commissioner, who
shall conduct an investigation of that carrier, including, but not
limited to, an audit of the carrier's records.

b.] 24,1 The board shall {also]! establish guidelines to ensure
that small employer carriers are assuming their share of high risk
small employer groups in proportion to their market share of
small employer health benefits plan business. In the event that
any carrier does not assume its reasonable share of the high risk
market, the board may adjust the assessment formula, with the
approval of the commissioner, to require a proportionally higher
assessment for the carrier,

1{33.] 25.1 Any carrier which violates this act shall be subject
to a penalty assessment, as determined by the commissioner,
whether or not the carrier is a risk-assuming carrier or a
reinsuring carrier,

1[34.] 26.1 The excess insurance program established pursuant
to this act shall be exempt from 1[any taxes levied by the State,
includingl! premium taxes.

1[35. No carrier writing small employer group insurance
business pursuant to this act shall insure any small group under a
policy or contract of insurance provided for in sections 4 or 5 of
this act, which small group is insured by any carrier as of the
effective date of the act or during the calendar year immediately
preceding.]!

1[36. No later than one year following the effective date of
this act and at least annually thereafter for the subsequent four
years, the board shall conduct a review of the small group
insurance market to examine the effectiveness of the insurance
provided for in this act in terms of its acceptance among small
employers and the adequacy of the benefits provided for. The
review shall determine whether an additional product or products
should be made available under the program provided for by this
act, including major medical coverage. In addition, the board
shall analyze the effect of the four to one premium ratio
established pursuant to section 12 of this act to determine
whether the relationship of the high-to-low rates established
pursuant to that ratio are inequitably distributed throughout the
small group market, and whether the ratio so established can be
further reduced without negative economic effect on any group.

The board shall report to the Governor and the Legislature
after each review required by this. section, and include any
recommendations it may have with respect to the modification or
augmentation of the program.]! »

1{37.] 27.1 A carrier which violates any provision of this act
shall be liable to a penalty of not less than $2,000 and not greater
than $5,000 for each violation. The penalty shall be collected by
the commissioner in the name of the State in a summary
proceeding in accordance with "the penalty enforcement law,"
N.J.S.2A:58-1 et seq.. ,

1[38.] 28.1 No assessment provided for under this act shall 1,
under any circumstances, be an obligation of the State] be

charged, directly or indirectly, to policyholders or the public,

provided that a_carrier may charge such an assessment to
policyholders to the extent that the charging of the assessment is
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necessery to enable the carrier to_eam a_ constitutionally
adequate rate of return! .

120. The board shall promulgate one standard claim form. in
order to provide a standard system of payment for medical
services, all claim forms for any claimant's use under any group
health insurance policy issued or delivered in this State shall
conform to the form adopted by the board.1

130. Notwithstanding any other provision of law to the
contrary, all regulations conceming any health benefits plan

subject to this act shall be promulgated pursuant to this act.!
1[39.] 31.1 This act shall take effect immediately.

Requires certain insurers, service corporations and HMOs to offer
standardized health insurance plans to small groups; establishes a
reinsurance program.
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GOVERNOR FLORIO ANNOUNCES PLAN TO CONDITIONALLY VETO HEAL BILL

Governor Jim Florio announced today that he will conditionally
veto the HEAL health insurance bill because it lacks critical
measures that are essential to making real reforms to the health
care system.

"In New Jersey alone, 800,000 people wake up every morning
without any health insurance coverage," Gov. Florio said. “Too many
people are being forced to choose between getting medical insurance
and putting food on the table. Many who have insurance worry that
it could be gone tomor:ow -~ lost in a layoff, cancelled by insurers i
or priced out of reach.”

While the bill would require insurance companies doing business
in the state to offer insurance policies to small businesses,
companies could fulfill this obligation with skeleton policies that
carry high pricetags and exclude or discriminate against certain
individuals. Those people deemed to be bad risks would then be
dumped into a state-sanctioned pool, similar to the Joint
Underwriting Association that formerly existed for autc insuraance.

AL St e e

The governor called for changes that would require companies to
offer open enrollment so that no small group could be turned away.
To lower the cost of health insurance, the governor said his veto
will include a requirement for community rating, which requires
insurers to spread the risk across a larger number of policyholders
or businesses.

The governor also said he will include changes that require
health insurers to offer five standard policies, in order to reduce
the administrative costs of the insurance industry and make the
process of buying health insurance easier for consumers. To assisc
consumers, the governor's changes would requiie the Insurance
Department to annually publish a price list for the 20 leading
companies for each of these five policies.




Tuesday, September 8, 1992
Page 2

Finally, the governor's changes will require the Legislature to
eliminate the "JUA" provision of the bill. It would be replaced by
a mechanism that requires the risk to be spread across as wide a
base as possible while maximizing the incentive of insurers to
control costs. All the changes would be required to be phased in
over four years.

“The fact is, the health care industry is out of control. Up to
40 cents out of every dollar we spend on health care is squandered
on administration and pushing paper by an insurance industry that is
more concerned with denying people coverage than paying their
medical bills," Gov. Florio said.

*And no one in the system has any incentive to keep costs down
-- not doctors, not hospitals, or insurance companies, or lawyers,
or even patients. The inefficiency and waste just multiplies and
gets tacked on to the crippling premiums we all pay,"” Gov. Florio
said.

The governor cited the case of, Roslyn Schwartz, a Bergen County
woman who set out to walk from her Ridgefield home to Trenton last
month to bring attention to the plight of citizens like her.

Ms. Schwartz has been battling cancer, which is now in
remission, but has fallen deeply in debt from medical bills. She
continues to live without insurance because no one will sell it to
her, and she couldn't afford it if they did, and she is unable to
afford critical follcw-up tests designed to catch any recurrence of
her cancer. She ended her walk to Trenton after meeting with the
governor at a diner on Route 1 in Elizabeth.

"I told Roz that I heard her cries, and I vowed to fight for her
and the hundreds of thousands of people like her who have the right
to be treated with dignity and respect at the most difficult times
in their lives," Gov. Florio said.

"But even this bill doesn‘'t go far enough,* The Governor said.
"This will protect small groups, but there arxe thousands of
individuals, like Roz, who don‘'t fit in any category. I will not
stop until we have made affordable health care available to all of
New Jersey's citizens.*

"With these changes, we can make New Jersaey a national leader in
health care. It won't be ceasy, the health insurance industry is =
powerful special interest opposed to many of these changes.,™ Gov.
Florio said. "But we have to have the courage, inspired by people
like Roslyn Schwartz, to follow through. Health insurance is too
important to the people of our staia to settle for half measurez or
empty promises.* :
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