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[OFFICIAL COpy REPRINT]

ASSEMBLY, No. 2885

STATE OF NEW JERSEY

INTRODUCED NOVEMBER 19, 1984

By Assemblymen M. ADUBATO, LAROCCA, KOSCO, LOVEYS

and DEVERIN

AN ACT U[concel'l1ing]** ""*providing for** "'the establishment of

nonprofit health service corporations **, including the merging of

a medical service corporation** and'" **[the regulation of]**

u a** hospital service **[corporations and medical service

corporations, and amending]** **corporation to qt£ali!y as a

health serv'ice corporation, supplementing** P. L. 1938, c.

366**[,]U' **(0.17 :48-1 et seq.) andu P. L. 1940, c. 74**[, P. L.

1964, c. 104 and P. L. 1964, c. 105]** **(0. 17:48-1 et seq.)**

*and supplementing Title 17 of the Revised Statutes*.

a. "Commissioner" means the Commissioner of Insurance.

d. "Provider" means a provider of health care services and shall

include but not be limited to:

(1) A health service corporation, medical service corporation or

hospital service corporation; (2) a hospital or health care]*-

1 BE IT ENACTED by the Senate and General Assembly of the State

2 of New Jersey:

1 **[*1. (New section) General definitions. As used in sections 1

2 through 30a of this act:

3

4 b. "Health service corporation" means a corporation organized,

;) without capital stock and not for profit, for the purpose of (1)

6 establishing, maintaining and operating a health service plan and

7 (2) supplying services in connection with (a) the providing of

8 health care or (b) conducting the business of insurance.

9 c. "Health service plan" means a plan under which contracts

10 are is'sued providing complete or partial prepayment or post

11 payment of health care services and supplies eligible under the

12 contracts for a given period to persons covered under the contracts

13 where arrangements are made for payment for health care services

14 and supplies directly to the provider thereof or to a covered person

15 under those contracts.

16

17

18

19
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 printed in italics thus is new matter.

Matter encloeed in aeterieke or etan hae been adopted ae followe:
"'-Senate committee amendments adopted February 25, 1985.

"''''-Senate amendmente adopted June 27, 1985.
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20 "'*[facility under contract with either a hea1th service corporation
 

21 or a hospital service corporation to provide health care services or
 

22 supplies to persons who become subscribers under contracts with
 

23 corporations; (3) a hospital or health care facility which is main


24 tained by a state or any of its political subdivisions: (4) a hospital
 

25 or health care facility licensed by the Department of Health; (5)
 

26 other hospitals or health care facilities as designated by the Depart


27 ment of Health to provide health care services; (6) a registered
 

28 nursing home providing convalescent care; (7) a nonprofit visiting
 

29 nurse organization providing health care services other than in a
 

30 hospital; (8) hospitals or other health care facilities located in other
 

31 states, which are subject to the supervision of those states, which,
 

32 if located in this State, would be eligible to be licensed by the
 

;:>3 Department of Health; (9) nonprofit hospital, medical or health
 

34 service plans of other states approved by the commissioner; (10)
 

35 physicians licensed to practice medicine and surgery; (11) licensed
 

36 chiropractors; (12) licensed dentists; (13) licensed optometristH;
 

37 (14) licensed pharmacists; (15) licensed chiropolists; (16) regis


38 tered bio-analytical laboratories; (17) licensed psychologists; (18)
 

39 registered physical therapists; (19) certified nurse-midwives; (20)
 

40 registered professional nurses; and (21) licensed health mainte


41 nance organizations.
 

42 e. "Subscriber" means a person to whom a subscription certifi


43 cate is issued by a health service corporation, or its subsidiaries or
 

44 affiliates, and includes "policyholder" under a group contract where
 

45 the context so requires.
 

46 f. "Group policy" means a group contract or individual group
 

47 certificate delivered or issued for delivery by a health service
 

48 corporation.
 

49 g. "Insurer" means the health service corporation issuing a group
 

50 contract or an individual group certificate.
 

51 h. "Insurance," "Insurers" and "Insured" refer to coverage
 

52 under a group contract or individual group certificate on a premium


53 paying basis.
 

54 1. "Premium" means a premium or other consideration payable 

55 for coverage under a group contract or individual group certificate. 

56 j. "Medicare" means health services benefits received pursuant 

57 to Subchapter XVTII of the. United States Social Security Act 

58 Pub. L. 89-97 (42 U. S. C., § 1395 et seq.). 

59 k. "Total disability of. an employee or member" exists only 

60 while the employee or member (a) is not engaged in any gainful 

61 occupation, and (b) is completely unable, due to sickness or in_]U 
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62 "'[jury or botb,to engage ill any and every gainful occnpati'on for 

63 which the person is reasonably fitted by education, training, or 

63A experience. 

64 1. "Elective surgical procedure" means any nonemergency surgi

65 cal procedure which may be scheduled at the convenience of the 

66 patient or the surgeon without jeopardizing the patient's life or 

67 causing serious impairment to the patient's bodily functions. 

68 m. "Second surgical opinion" means an opinion of an eligible 

69 physician based on that physician's examination of a person for the 

70 purpose of evaluating the medical advisability of that person under

71 going an elective surgical procedure. The examination must be 

72 performed after another physician licensed to practice medicine 

73 and surgery has recommended a surgical procedure, but prior to 

74 the performance of the surgical procedure. 

75 11. "Eligible physician" means a physician licensed to practice 

76 medicine and surgery who holds the rank of Diplomate of an 

77 Americall Board (M.D.) or Certified Specialist (D.O.) in the 

78 surgical or medical specialty for which surgery is proposed. rfhe 

79 program may be limited to eligible physicians who have agreed to 

80 participate in the corporation's second surgical opinion program. 

1 2. (New section) Operation as nonprofit corporation; who may 

2 operate health service plan; certificate of authority. 

3 a. No health service corporation shall be converted into a cor

4 poration organized for pecuniary profit. Every health service 

5 corporation shall be operated for the benefit of its subscribers. 

6 b. No persoll, firm, association or corporation, other than a 

7 health service corporation or an insurance company authorized to 

8 transact life or health insurance business in accordance with ~ritle 

9 17B of the New Jersey Statutes or the kinds of insurance specified 

10 in subsection d. of R. S. 17 :17-1, shall establish, maintain or operate 

11 a health service plan. No person, firm, association or corporation 

12 other than a health service corporation, a hospital service corpora

13 tion to the extent permitted by P. L.1938, c. 366 (C.17 :48-1 et seq.), 

14 a medical service corporation to the extent permitted by P. L.' 1940, 

15 c. 74 (C. 17 :48A-l et seq.), a dental service corporation to the 

16 extent vermitted by P. L. 1968, c. 305 (C. 17 :48C-l et seq.), or an 

17 insurance company authorized to transact life or health insurance 

18 business or the kinds of insurance specified in subsection d. of 

19 R. S. 17 :17-1, shall otherwise contract in this State with persons 

20 to payor to provide for health services on the basis of premiums or 

21 other valuable considerations to be collected by the person, firm, 

22 association or corporation from any persons for the issuance of the 

23: contracts. This section shall not be construed as preventing the 

24 exercise of anY,authority or privilege granted to any corporation]·· 
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25 u[by a certificate of authority issued by the commissioner pursuant· 

26 to any law of this State, or as preventing any person, firm, 'associ

27 ation or corporation from furnishing health servioes r.equired 

28 under any worker's compensation law, ,or law pertainiIlg to health 

29 maintenance organizations, or as otherwise provided by law. 

30 c. A health service corporation shall have the power to reinsure 

31 any risks taken or assumed by a hospital service corporation or a 

32 medical service corporation and, in connection therewith, to accept 

33 and take over all or any part of the reserves, surp1usand other 

34 assets of a hospital service corporation or medical service cor

35 poration. In additioll, a health service corporation may make 

36 surplus loans to a hospital service corporation or medical service 

37 corporation. 

38 d. Notwithstanding any other provision of law, a health service 

39 corporation shall pos'sess and may exercise all the powers and 

40 enjoy all the rights and privileges heretofore or hereafter gl'anted 

41 to hospital service corporations, medical service corporations, 

42 dental service corporations or health maintenance organizations 

43 by any law of this State, and may control and operate one or more 

44 of these corporations in accordance with the laws applicable thereto. 

45 1'his control and operation by a health service corporation (1) 

46 may be accomplished through agreements which (a) set forth the 

47 terms, conditions, limitations and restrictions upon which the 

48 corporation so controlled and operated relinquishes authority over 

49 management, operations and administration to the health service 

50 corporation or (b) limit the powers of a health service corporation; 

51 and (2) shall not be deemed an unfair or unlawful trade practice or 

52 discrimination under chapter 30 of Title 17B of the New Jersey 

53 Statutes (N. J. S. 17B ;30-1 et seq.). 

54 e. No health service corporation shall have the power, directly 

55 or through a subsidiary or affiliate, to underwrite life insurance 

56 as defined in Title 17B of ·the New Jersey Statutes. 

57 f. No health service corpO'ratiQIl shall solicit subscribers·01" enter 

58 into any contract with any subscriber until it has reoeived frem 

59 the commissioner a certincate of authority to do so. 

1 3. (New section) IS'suanceof certificateofauthol'ity; ·eonditicms 

2 and requirements; filing copy of certificate of incor,poration; quall

3 fication and selection of directors. 

4 a. A health service corporation.of this State seekillga .certificate 

5 of authority shall file in the Department 'of Insurance a certified 

6 copy of its certificate ,of incorporation, a copy of its bylaws and a 

7 statement of its financial condition in the form and detail required 

8 by the commissioner, signed and sworn to by its president and]·" 
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9 U[secretary or other proper officers. 'elle certificate of athority 

shall be issued when the commissioner is satisfied, on the hasis of ex

11 amination or otherwise, that the health service corporation has 

12 complied with the requirements of this act that its condition or 

13 methods of operation are not such as would render its operations 

14 hazardous to the public or to its subscribers, and that the issuance 

15 of the certificate of authority would not be contrary to the public 

16 interest. No change in, amendment to, alteration in, addition to, 

17 or substitution for any document, instrument or other paper so 

18 filed shall become operative or effective until it shall also have been 

19 filed in a similar manner. No certificate of authority shall be issued 

to a health service corporation not incorporated under the la,% 

21 of this State. 

22 b. No certificate of authority shall be issued to any health service 

23 corporatioll except on receipt of evidence by the commissioner that 

24 the corporation is in possession of unencumbered funds of not less 

25 than $100,000.00 to be held in cash or in a bank to the credit of the 

26 corporation. 

27 c. No certificate of authority shall be issued to any health service 

28 corporation unless the bylaws provide that the board of directors 

29 of the health service cmporation shall be composed of persons 

reasonably representative of the participating hospitals and other 

31 providers of health care services of the corporation, its subscribers 

32 and the general public, as follows: 

33 (1) Not more than one-third of the directors of a health service 

34 corporation shall be persons who are trustees, directors or em

35 ployees of a corporation organized for hospital purposes, or are 

36 participating providers of health care services, other than physi

37 cians employed on a full-time basis in the fields of public health, 

38 public welfare, medical research or medical ,education. 

39 (2) Of the directors not included in the classification set forth 

in paragraph (1), one-half in number, as nearly as possible, shall 

41 be persons (a) who have coverage under a contract OJ' contracts 

42 issued by the health service corp.oration, its subsidiaries or affil

43 iates, (b) who are generally representative of broad segments of 

44 thesubscrihers covered under contracts issued by the corpo-rations 

45 and (cJ who,OT whose spouse or minor children,are not .office.rs, 

46 directors or own.ers of mare than 10% of the stock of a coriPoration 

47 whose agg'Tegate sales to hospitals, other health care facilities or 

48 other providers of health care services exceed 5% of its total sales; 

49 and one-half in number, as nearly as possible, shall be persons 

whose background and experience indicate that they are qualified 

51 to act in the broad public interest, who mayor may not have]U 
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52 U[coverage under a contract or contracts issued by the health 

53 service corporation, and who, or whose spouse or minor children, are 

54 not officers, directors or owners of more than 10% of the stock of a 

55 corporation whose aggregate sales to hospitals, other health care 

56 facilities or other providers of health care services exceed 5% of 

57 its total sales. 

58 In addition to the aforementioned persons, the board of directors 

59 of a health service corporation shall also be composed of three 

60 public members, one of whom shall be appointed by the Governor, 

61 one shall be appointed by the Speaker of the General Assembly 

62 and one shall be appointed by the President of the Senate. The 

63 three public members shall be appointed for four year terms. 

64 Vacancies for unexpired terms shall be filled in the same manner 

65 as the original appointments for the remainder of the terms only. 

66 d. Each health service corporation shall have an executive com

67 mittee the members of which shall be composed, as nearly as 

68 practicable, of an equal number of (1) representatives of the 

69 participating hospitals and other providers of health care services 

70 of the corporation, (2) its subscribers and (3) the general public. 

71 e. Any health service corporation which is organized by an exist

72 ing hospital service corporation and an existing medical service 

73 corporation, both operating under certificates of authority issued 

74 pursuant to section 3 of P. L. 1938, c. 366 (0. 17 :48-3) and section 

75 3 of P. L.1940, c. 74 (0.17 :48A-3) , respectively, shall have a board 

76 of directors satisfying the requirements of subsection c. of this 

77 section composed of (1) the number of directors specified in its 

78 certificate of incorporation or bylaws, of whom two-thirds shall be 

79 selected by the hospital service corporation and one-third shall be 

80 selected by the medical service corporation, each group of' which 

81 shall as nearly as practicable satisfy the requirements of subsection 

82 c. of this section, and (2) three public members as provided in 

83 that subsection c. If the hospital service corporation or medical 

84 service corporation shall not be in existence at the time it becomes 

85 necessary to select directors of the health service corporation; then 

86 the selection shall be made in accordance with the bylaws of the 

87 health service corporation. Except in the case of the three pubic 

88 members, the board of the health service corporation shall be 

89 notified within seven days of the nomination of any person as a 

90 candidate for the board of directors of either the hospital· service 

91 corporation or the medical service corporation which organized 

92 the health service corporation, and may within 30 days of receipt 

93 of notice disapprove the nomination of that candidate. Any candi

94 date nominated for either of those boards who is disapprovedby)'u 
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95 U[the board of the health service corporation pursuant to this sec

96 tion shall not stand for election to the board of directors for which 

97 he or she was nominated, and a new candidate shall be nominated 

98 within 30 days and approved in accordance with the provisions of 

99 this subsection. 

100 f. Compliance with the provisions of this section shall be under 

101 the supervision of the commissioner. Within 10 days after a va

102 caney in the board of directors of a health service corporation 

103 shall occur, the corporation shall notify the commissioner in writing 

104 that a vacancy exists. If the board of the health service corpora

105 tion has been cOllstituted pursuant to the provisions of subsection 

106 e. of this section, the vacancy in the board of directors shall be filled 

107 by the hospital service corporation or medical service corporation, 

108 as the case may ],e, which selected the director whose seat on the 

109 board has heen vacated. If the hospital service corporation or 

110 medical service corporation is not in existence at the time it be

111 comes necessary to fill the vacancy, the vacancy shall be filled in 

112 accordance with the bylaws of the health service corporation. Not 

113 more thall 10 days after the selection of a person as a director of 

114 a health service corporation, the corporation shall furnish, in writ

115 ing, the following information to the commissioner: the name and 

116 address of the person so elected; whether the person is repre

117 sentative of the participating providers of health care services of 

118 the corporation, or its subscribers or the general public, and is 

119 qualified to serve under the provisions of this section; and a bio

120 graphical statement on the person. If the commissioner finds after 

121 hearing, that the composition of the board of directors of health 

122 service corporation is not in compliance with the provisions of this 

123 section, he may direct that the board of directors be reconstituted 

124 in accordance with his findings. 

1 4. (New section) Provisions applicable to group contracts. The 

2 provisions of this act shall apply to group contracts except that 

3 sections 5 and 16 of this act shall not apply. 

1 5. (New section) Individual contracts; certificates; contents. 

2 a. Every individual contract made by a health service corporation 

3 shall provide coverage for a spf'cified period. The contract may 

4 provide that it shall be automatically renewed from year to year 

5 unless there shall have been at least 30 days prior written notice 

6 of termination by either the subscriber or the health service corpo

7 ration. In the absence of fraud or material misrepresentation 

8 in the application for a contract or for reinstatement, no contract 

9 with an individual subscriber shall be terminated by the health 

10 service corporation unless all contracts of the same type, in the]*'
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11 U[same group or covering the same classification of persons are 

12 terminated under the same conditions. 

13 b. No contract between any health service corporation and a 

14 subscriber shall entitle more than one person to coverage, except 

15 that a contract issued as a family contract may provide that 

16 coverage will be furnished to a husband and wife, or husban.d, 

17 wife and their dependent child or children, or the subscriber and 

18 his, or her, dependent child or children. An adult dependent of a 

19 subscriber may also be included for coverage under the contract of 

:W the subscriber. 

:n c. Whenever, pursuant to the provisions of an individual contract 

:~2 issued by a health service corporation, the former spouse of a 

;~3 named subscriber under a contract is no longer entitled to coverage 

;~4 as an eligible dependent by reason of divorce, separate coverage 

:25 for the former spouse shall be made available by the health service 

26 corporation on an individual basis under the following conditions: 

:27 (1) Application for coverage shall be made to the health service 

:28 corporation by or on behalf of a former spouse no later than 31 

:29 days following the date his or her coverage under the prior contract 

30 terminated. 

:31 (2) No new evidence of insurability shall be required in COll

32 nection with the application for coverage but any health excepti011, 

33 limitation or exclusion applicable to the former spouse under the 

34 prior coverage may, at the option of the health service corporation, 

:~5 be carried over to the new coverage. 

:~6 (3) The effective date of the new coverage shall be the day 

:37 following the date 011 which the former spouse's coverage under the 

:38 prior contract terminated. 

:39 (4) The benefits provided under the coverage offered to the 

40 former spouse shall be at least equal to the basic benefits provided 

M in contracts then being offered by the health service corporation to 

,:1:2 new individual applicants of the same age and family status. 

,:1:3 d. Family type contracts shall provide that the services appll

44 cable for children shall be payable with respect to a newly-horn 

·~5 child of the subscriber, or his or her spouse from the moment of 

,16 birth. Coverage for newly-born children shall consist of coverage of 

,:1:7 injury or sickness including the necessary care and treatment of 

48 ll1pdically diagnosed congenital defects and abnormalities. If a 

oM) subscription payment is required to provide coverage for a child, 

50 the contract may require that notification of birth of a newly-born 

:51 child and the required payment must be furnished to the health 

:52 service corporation within 31 days after the date of birth in order 

53 to have the coverage continue beyond such 31-day period.]" 
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54 U[e. Nbnfami9y type 'contracts which provide for services to the 

55 subscriber but not t,@ famity m.embei's or clependents of that sub

56 scriber :shall also provide coverage to newly-born children of the 

51 subscriber which shall commence with the moment of birth of each 

58 'Child and shall consist of covemg-e of injury or sickness, including 

59 the necessary Care and treatment of medically diagnosed congenital 

60 defects and abnormal~ties, if application therefor ,and payment 'of 

61 the required snbscripti'Oll amount are made to include in the contract 

62 the coverage described in ,sl'lbsecti'OIl d. of this section within 31 

63 days from the date of birth 'Of a newborn child. 

64 f. Coverap;e of an unmarried child, covered by the contmct prior 

65 to attainment of age 19, who is incapable of self-snstainingemplos

66 ment hy reason of mental retardation or physical handicap and who 

67 hecame so incapable prior to attainment of age 19 and who is 

68 chiefly dependent upon such subscriher for support and mainte

69 nance, shall not terminate while the contract remains in force and 

70 the dep'endent remains in that condition, if the subscriber has within 

71 31 days of the dependent's attainment of the termination age suh

72 rnitted proof of the dependent's incapacity as described herein. The 

7B provisions of this subsection shall not apply retrospectively or 

74 prospectively to require a health service corporation to insure as a 

75 covered dependent any mentally retarded or physically handicapped 

76 child of the applicant where the 'Contract is underwritten on evi

77 dence of insurability based on health factors required to be set f'Ortb. 

78 in the application. A contrMt heretofore or hereafter issued may, 

79 however, specifically exdude a mentally retarded or physically 

80 handicapped child from coverage. 

81 g. Every individual contract entered into between -a health 

82 service corporation and a subscriber shall be in writing -and a 

83 certificate stating the terms and conditions thereof shall be fur~ 

84 nished to the subscriber to be kept by him. Nre subscription 

85 certificate shall be made, issued or delivered in this State unless it 

86 contains the following provisions: 

87 (1) A statement of the contract rate, or amount payable to the 

88 health service corporation by or on behalf of the subscriber for the 

89 period of coverage and of the time or times at which, and the 

90 manner in which, the amount is to be paid, and a provision requir

91 ing 30 days written notice to the Bubscriber before any -change in 

92 the contract, including a change in the amount of the BUbs«riptiofi 

93 rate, shall take effect; 

94 (2) A statement of the nature of the health services to be 

95 furnished or paid for and the period during which they will be 

96 furnished or paid for, and, if there are afiy services to be ex-,]" 
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97 **[pectf'd, or for which benefits are limited, a detailed statement of 

98 the exceptions printed as hereinafter specified; 

99 (3) A statement of the terms and conditions, if any, upon which 

100 the contract may be amended on approval of the commissioner or 

101 cancelled, or otherwise terminated at the option of either party. 

102 Any notice to the subscriber shall be sent by mail to the subscriber's 

103 address as shown at the time on the health service plan's record, 

104 except that, in the case of persons for whom payment under their 

105 contracts is made through a remitting agent, notice may be sent 

106 to the remitting agent, in which case it shall be the responsibility 

107 of the remitting agent to notify the subscriber. The notice herein 

108 required shall be sent at least 30 days before the amendment, 

109 cancellation or termination of the contract takes effect. A rider oi' 

no endorsement accompallying the notice, and amending the rates or 

111 other provisions of the contract, shall be deemed to be a part of 

112 the contract as of the effective date of the rider or endorsement; 

113 (4) A statement that the contract includes the endorsements 

114 thereon and attached papers, if any, and contaills the entire 

115 contract; 

116 (5) A statement that no statement by the subscriber in his 

117 application for a contract shall avoid the contract or be used in 

118 any legal proceeding thereunder, unless the application, or an 

119 exact copy thereof is included in, or attached to, the contract, and 

120 that no agent or representative of the health service corporation, 

121 other than an officer or officers designated therein, is authorized to 

122 change the contract or waive ally of its provisions; 

123 (6) A statement that if the subscriber defaults in making any 

124 payment under the contract, the subsequent acceptance of a pay

125 ment by the health service corporation or hy one of its duly au

126 thorized agents shall reinstate the contract, but with respect to 

127 sickness and injury may cover only a sickness first manifested more 

128 than 10 days after the date of the acceptance; 

129 (7) A statement of the period of grace allowed the subscriber 

130 for making any payment due under the contract. Such period shall 

131 be not less than 10 days. 

132 h. A contract may contain a provision that all health services 

133 furnished or paid for by a health service corporation shall be in 

134 accordance with the accepted medical practices in the community" 

135 at the time, but the health service corporation shall not be liable 

136 for injuries resulting from negligence, misfeasance, maifeasance, . 

137 nonfeasance or malpractice on the part of any officer or employee 

138 or on the part of any provider of health care services in the course 

139 ,of rendering such health care services to subscribers-.]·· 
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140 . U[i. In every contract made, issued or delivered in this State:' 

141 (1) All printed portions shall be plainly printed in type of which 

142 the face is not smaller than 10 point; 

143 (2) There shall be a brief description of the contract on its first 

144 page and on its filing back in t)Tpe of which the face is not smaller 

145 than 14 point; 

146 (3) The exceptions of the contract shall appear with the same 

147 prominence as the benefits to which they apply; and 

148 (4) If the contract contains any provision purporting to make 

149 any portion of the articles, constitutions or bylaws of the corpora

150 tion a part of the contract, that portion shall be set forth in full. 

1 6. (New section) Benefits for treatment of alcoholism. No group 

2 or individual contract providing health service coverage shall be 

3 delivered, issued, executed or renewed in this State, or approved 

4 for issuance or renewal in this State by the commissioner, unless 

5 the contract provides benefits to any subscriber or other person 

6 covered thereunder for expenses incurred in connection with the 

7 treatment of alcoholism when prescribed by a doctor of medicine. 

8 Benefits shall be provided to the same extellt as for any other sick

9 ness under the contract. 

10 Every contract shall include benefits for the treatment of alco

11 holism as are hereinafter set forth: 

12 a. Inpatient or outpatient care in a health care facility licensed 

13 pursuant to P. L. 1971, c. 136 (C. 26 :2H-1 et seq.) ; 

14 b. Treatment at a detoxification facility licensed pursuant to 

15 section 8 of P. L. 1975, c. 305 (C. 26:2B-14) ; 

16 c. Confinement as an inpatient or outpatient at a licensed, 

17 certified, or State approved residential treatment facility, under a 

18 program which meets minimum standards of care equivalent to 

19 those prescribed by the Joint Commission on Hospital Accredita

20 tion. 

21 Treatment or confinement at any facility shall not preclude 

22 further or additional treatment at any other eligible facility, if 

23 the benefit days used do not exceed the total number of benefit days 

24 provided for any other sickness under the contract. 

1 6a. (New section) Benefits for reconstructive breast surgery. No 

2 group or individual contract providing health service coverage shall 

3 1e delivered, issued, executed or renewed in this State, or approved 

4 for issuance or renewal in this State by the commissioner, unless 

5 the contract provides benefits to any subscriber or other person 

6 covered thereunder for reconstructive breast surgery, including but 

7 not limited to: the cost of prostheses and, under any contract pro

.8 viding out-of-hospital or outpatient X-ray or radiation therapy,]U 
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9 U[benefits for out~of-.hos1¥t~1 or olltp~,tient che.m.oth.~J:apyfo!tQ-w

10 ing surgical pFocedures in connection with the. breatme-n~ of brel1i~t 

11 cancer shall he included as a pa.rt of the out~.o£-hos.pitalOJj outpatie-nt 

12 X-rl;1.y or radiation therapy ben.e.:fii.t. These beJRdtts s·hall be provide.d 

13 to the same extent as for auy other skknes& under the cQntJf<\ct. 

1 7. (New section) Second surgical opinion progllam. A health 

2 service corpol;,ation issuing a group or individual contract in 

3 accordance with thi.s act wlU.0h pro;vides. payment :flor sllrgic~J 

4 services rendered to a pel's~m while confll1ed illl a hospoital as an 

5 inpatient, shall make available benefits for a second surgical opilllioiIl 

6 for elective surgical procedures, which. would require an inpatien.t 

7 admission to a hospital. In the case o£ a. group cOl).tra0t~ benefits 

8 for a second surgical opinion shaJJ be available on1y: if requested by 

9 the group policyholder. 

1 8. (New section) Payment for &econd SUl(gical opinio~ A seco.ud 

2 surgical opinion progJ,'am shall provide fOJ! payment £(j)J? th~ secoud 

3 surgical opinion of an eligible physici,an and £0,1' eSi:lenti~llab,OFatory 

4 and X-ray services inci<lental thelieto. 

1 9. (New section) Third i:lurgical opinion. If a secoud. s;urgical 

2 opinion does not confirm that the propos~d elec.tive surgica.~ pro

3 cedure is medically advi~ble,. th~ progra.m shall cove:Ji a thil'd 

4 surgical opinion in the same ma,nn#J, as the Sflcond opiJilion. 

1 10. (New s~ction). Exclusion, of b~nefits. A secoJ;ld El,urgie.f\l 

2 opinion program way Elxclude b.ene.:fIits a. while· a patient i& confined 

3 in, a hospitaL aA an inpatient fOJ;' aJil·y. ~Ullgi~al. prQ~edW'e not. covered 

4 by the group or indiv;idv.al contra.ct, and, b. for stll'gicaJ p-re~e{j].ures 

!) in the, follo:wi;ng categories,: cos,l;UetiQ sw;gery., pregIaaIlcy..relatQd 

6 sl.1ll.'gery, d~ntal s:u;rg,ery, pQd~tl1i~. s;urg-efY, amI st.eri;1iz.atiQl1,S;. 

1 11. ~New &ection) l?htysid,ans fU;l1nisJaing oipinion, an(\. peI:fQl'ming 

2 surgical procedure; pa,ym.j:1nt. If a ])~sician who. fQ.111~ishei:l a. i:lecond 

3 or third surgical opinion also performs the surgical proce@.ll~, the 

4 Stlcol1d SUlrg-ical Q'ljlinjjQ-)~ pifCi>grl:lll:l1 U~~(.lltl:ot Pllovid~ pay,m..e.nt: for th~ 

5 secQiIild Ql' t~d opinion &ervices. 

1 12. (Ne:w ~ctiQn), G,1I01lp c.o,l~ txa.et.&,~ i&slJ/l;U~·; deseriptiPn.; be:Q.e

2 fits; employee& @JW.edi. 8... A h~aJ,th wvi~ cQ-rpo·~a;tiAIll Il}a.y is'sne 

3' to, a polie-yholdeJ: a g:'iOl:loP, GQlil-tl1~~, eONQI;i~g at lea..st tw.o e~ployees 

4 or :Q1embers at the date' o~ ~~t'lU#, ii ~t GOn£Qri~J~ to the, foU~wi~g 

5 des,criptio:o.: 

6 (1) A OOl'ltliliWt is,suEld, to a.;n. employell O.JJ 1iQ the: b.~s, (()f a. fu~d 

7 est3<blished by one· QI! lIJ.0'1'e.- eUl,,]lIQY:e.~&,. or· i~Md to. a. Ja.bQ).I' uniQn or 

8 to an associatiou fOXImld fQll: pu:rpOS.0S Qth~r' than 01otainillg' a ~rOl)p 

9 contract, or issued.: to th~ tJ.'ustees; Qf' a fund: Elstablmh.ed bY' Ci>ne or 

10. mOl1e laQor llnioll:s,. or b~ OO~ ~r· mOlie ltmplQyEU's and OjQ.,Q or: JW>l'e].·· 
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11 **[labol' lJ;Uilitll;S, covpring the ~mploye€~ or m€H1,lheJ.fs of associations
 

12 or labor ullions; or
 

13 (2) A contract issued to cover any other group whi0h the commis


14 s1oue-r determines may be covered in a.ccordance with SQund under


15 writing princip:les.
 

16 11. Benefits may be provided for one or more members of the
 

17 families or o.ne· OJ;' more depende:mts of pe-rsons who may be covered
 

18 under a group contract refe-ned to, in ]>aragraph (1) 0-1' (2) of su:1;),.
 

19 sectiQl1 a. of this section.
 

20 c. Family type coverage shall p.J,'ovide that the coverage appli


21 cable fo],' children sh..all: be payable with respect to a newly-bon
 

22 child of the subscriber,. or his or her spouse from the moment of
 

23 hirth. ']'he coverage for newly-born children shall consist of cover


24 age of il'1jury or sickJaess illCludiE.g the necessary care and treat


25 l1l<e-nt of n1edically cl.iagnosed congenital d!ilfects. ~:nd abno.rmalities.
 

26, If a subscription payment is required to obtain: coverage for a child,
 

27 the contract may require that notifica.tioll of birth of a newly


2.8 bOTn child and the required payment shall be furnished t0 the health 

29 'Sel'vice corporation within 31 days after the date of biJ!th in order 

30· to. have the coveTag:e contiuue beyond tha.t 31-day period. 

31-32, d. NOilil:-faliuiLy type coverage·" other than under cOUJtraets whi.ch 

33 pJ.:ovide· no dependent c0verage whatsoever for the subsc-riber's 

34 class, shall also provide cov~rage for newly-bo.rn children of the 

35 sullscribel', which coverage shall commence with the moment of 

36 birth of eacl1: child and shall consist of co:verage of injury 01' sick~ 

37 hess, including the necessary care and treatrlllent of medically 

38 dri,lj,gnosed congeuital defects and abnoJ!malities, if a.pplicati(iHl 

39· the·llefor and payment of the required subscription amount are made 

40 to include in the contract the coverage described ill: subsection c. 

41 oJ: this sectiQ,n within 31 days from the, date of birth of a newbOlill 

42' child. 

43· e. Coverage of an unma.rri-ed child,. covered b~ the contract prior 

44 t<il attairunent of age 19, who is incapable of self-susta.iuiJilg emplo~

45 ment 1l~ reas,on of lll.l~ntal retal1datiol.l or phy'si~al handi(:ap a.wJI who 

46 became so incapable prior to attainment of age,19au.d who,i.s chiefLy 

47. dependent U:}j)on W c.Q:vered emplQ;yee or m~mber fOl' support and 

4B mai:n.telB-ance, shall not. te;J;minate- whil~ the coverage of the employee 

49 or lll,ember :r;emains in fOJ.'ce: and the. dependent l'(Hxw,im, iu that 

50 couditiou.." if the employee or member hB:s w.ith.iJ;l, 31 days of the 

51 dependent's attainm.en.t Q£ the termination age submitted proof (j)f 

512. the depeudeJilt's incapacity a.s desc;l;ibed herein.. The provisions of 

53. this subsection shall not apply retrospectively or p;rospectively to re

54 quire a bealth. service corpQ'liatioll to insure as a c@vered depen-]*" 
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55- **[dent any mentally retarded or physically handicapped child of 

56 the applicant where the contract is underwritten on evidence of in

57 surability based on health factors required to be set forth in the 

58 application. Any contract heretofore or hereafter issued may, 

59 however, specifically exclude a mentally retarded or physically 

60 handicapped child from coverage. 

61 f. Any group contract which contains provisions for the payment 

62 by the insurer of benefits for members of the family or dependents 

63 of a person in the insured group shall provide that, subject to pay

64 ment of the appropriate premium, family members or dependents 

65 are permitted to have coverage continued for at least 180 days 

66 after the death of the person in the insured group. 

67 g. r:ehe contract may provide that the term "employees" shall 

68 include as employees of a single employer the employees of one or 

69 more subsidiary corporations and the employees, individual 

70 proprietors and partners of affiliated corporations, proprietor

71 ships and partnerships i.f the business of the employer and those 

72 corporations, proprietorships or partnerships is under commOll 

73 control through stock ownership, contract or othorwise. The 

74: contract may provide that the term "employees" shall include the 

75 individual proprietor or partners of an individual proprietorship 

76 or a partnership. The contract may provide that the term "em

77 ployees" shall include retired employees. A contract issued to 

78 trustees may provide that the term "employees" shall include the 

79 trustees or their employees, or both, if their duties are principally 

80 connected with the trusteeship. A contract issued to the trustees 

81 of a fund established by the members of an association of employers 

82 may provide that the term "employees" shall include the employees 

83 of the association. 

1 13. (New section) Group contract form. Every group contract 

2 entered into by a health service corporation with a policyholder 

3 shall be in writing and a contract form stating the terms and condi

4 tions thereof shall be furnished to the policyholder to be kept by 

5 him. No group contract form shall be used unless it contains the 

6 following provisions: 

7 a. A statement of the contract rate payable to the health service 

8 corporation by or on behalf of the policyholder for the original 

9 period of coverage, the time or times at which, and the manner in 

10 which, the contract rate due is to be paid, and the basis, if any, on 

11 which the rate may subsequently be adjusted; 

12 b. A provision that all contract rates due under the contract shall 

13 be paid by the poli.cyholder, or by the designated representative of 

14 the policyholder, to the health service corporation on or before]'" 
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15 U[the due date thereof or within the period of grace as may be 

16· specified therein; 

17 c. A statement of the nature of the coverage to he provided and 

18 the period during which it will be provided, and, if there are any 

19 exclusions from coverage, a detailed statement of exclusions; 

20 d. A provision that the contract, any endorsements or riders 

21 thereto, the application of the policyholder ill whose name the 

22 contract is issued, a copy of which shall be attached to the contract, 

23 and the individual applications, if any, of the employees or mem

24 bel's shall constitute the entire contract between the parties and 

25 that all statements contained in any application for coverage shall 

26 he deemed rcprese1ltations and not warranties; 

27 e. A provision that there shall be issued to the policyholder, for 

28 delivery to the employee or member, a certificate or other document 

29 which sets forth or summarizes the essential features of the cover

30 age induding the time, place and method for making claims for 

31 benefits; 

32 f. A provision that all Hew employees or new members, as the 

33 case may be, in the groups or classes eligible for the coverage shall 

34 be added to the eligible groups or classes; and 

35 g. A statement of the terms and conditions, if any, upon which 

36 the contract may be terminated or amended. Any notice to the 

37 policyholder shall be effective if sent by mail to the policyholder's 

38 address as shown at the time on the corporation's records. The 

39 notice to the policyholder as herein required shall be sent at least 

40 30 days before the termination or amendment of the contract takes 

41 effect. 

42 h. Any group contract may contain a provision that all services 

43 covered by a health service corporation shall be in accordance with 

44 the accepted medical practices in the community at the time, but 

45 the health service corporation shall not be liable for injuries result

46 ing from negligence, misfeasance, malfeasance, llonfeasance or 

47 malpractice on the part of any officer or employee or on the part 

48 of any health care provider in the course of rendering health care 

49 services to covered persons. 

1 14. (New section) Joint agreements and combined contracts. A 

2 health service corporation of this State may, with the partici

3 pation of any other corporation, including but not limited to a 

4 hospital service corporation or a medical service corporation, 

5. a; jointly issue individual or group contracts for health care and 

6 other benefits, including complete employee welfare and employee 

7 benefit programs, 01' b. jointly enter into contracts to provide or 

8 receive services in coimectioll with the providing of health care]** 
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9 **[01' conductillg the business of insurance., including ·en'l.tering int<) 

10 service contracts only with automobile insurers concerning medical 

11 expense benefits coverage provided in acoordanee with :se<ltion 4 of 

12 P. L.1972, c. 70 (C. 39~6A-4). Agreements between a health s:ervioo 

13 corporation and other corporations pursuant to this ·section may 

14 provide for expel'ience rating, for a sharing, ex'Cept with respect to 

15 life insurance as defined in N. J. S. 17B:17-3, of the premiums, 

16 claims, aEd expenses by the participating' corporations; 'Or, subject 

17 to regulation by the commissioner, for acceptance or ooding:of the 

18 whole or portions of risks on a reinsurance hasis, e:lreept that a 

19 health serviC'e corporation may not accept risks on a reinsurance 

20 hasis which it may not accept on a pr~mary basis pursuant to its 

21 powers as a health service corporation, and may not undel[' an~T 

22 circumstances act as reinsurer of life insurance. Ag-fooments n'lade 

23 pursuant to this section shall be filed with and approved by the 

24 commissioner before becoming effective. Any -corporation which is 

25 a party to an agreement made pursuant to this section may Mt Man 

26 agent for another party to the agreement without being required to 

27 obtain a license as an agent. "Automobile" means an Rut(.):nLobiln as 

28 defined in section 2 of P. L.1972, c. 70 (C. 39:6A-2). 

1 15. (New section) Adjustment of rates; rating formulas. 

2 a. A group contraet, covering at least 50 employees or memhers, 

3 may provide for the adjustment of the rate of premium at the end 

4, of the first year or any subsequent year of insurance theN\lnder 

5 based on the experience thereunder both past and contemplated. 

6 No health service corporation shan use any form of experience 

7 rating' plan until it shall have filed with the commissioner the 

8 formulas to be used and the class'es of groups to which they are 

9 to apply. The commissioner may disapprove the formulas or dasses 

10 at any time if he finds that the rates produced thereby areexcesSiive, 

11 inadequate or uufarily discriminatory or that the formulas or 

12 classes are such as to prejudice the interests of perS011S who are 

13 eligible for coverag'e under contracts with the health ser"it:le cor

14 poration and who are not subject to experience rating. 

15 b. Excluding those rating formulas applicable to groups the 

16 employees or members of which are located in more than on~ state 

17 and which are underwritten in participation with other corpora

18 tiODs of other states, no rating formula shall be approved by the 

19 commissioner, unless it provides that the experience rated groups 

20 will be assessed a reasonable community charge. A rating formula 

21 may provide for the allowance of an equitable discount in the (l\rent 

22 the policyholder agrees to perform certain administrative and 

23 record keeping fU'l'lctibns in cOnllectibfi with the routine ma,inte~]U 



,
 

17 

24 **[nance of the group account. 

25 c. Nothing in this section shall preclude the health service 

26 corporation from incorporating in the rate formula those claim 

27 cost alld utilization trend factors as it deems necessary in its 

28 discretion so long as the rates produced are self-supporting and 

29 the formulas for classes do 110t prejudice the interests of persons 

30 who are eligible for coverage under contracts with the health 

31 service corporatioll which are not subject to experience rating. 

32 d. For experience rated groups of 50 to 99 employees or mem

33 bel's, the commissioner shall have the authority to determine that 

34 rates charged depart from community rates in such a way as to 

35 assure continuity of rating principles with the community rated 

36 and experience rated groups of 100 or more. 

1 16. (New section) Review of rates. No health service corporation 

2 shaH issue contracts which are not experience rated until it shall 

3 have filed with the commissioner a full schedule of the rates which 

4 are to apply to those contracts. The commissioner may disapprove 

5 the schedule at anytime, if he finds that rates are excessive, in

6 adequate or unfairly discriminatory. 

1 17. (New section) Group contract or individual group certificate; 

2 total disability of employee or member; continuation of cover

3 age; conditions. A group contract or individual group certificate 

4 delivered or issued for delivery in this State which covers em

5 ployees or members and their dependents for health services on 

6 an expense ilwurred or service basis, other than for specific diseases 

7 or for accidental injuries only, shall provide that employees or 

8 members whose coverage under the group contract or individual 

9 group certificate would otherwise terminate because of termination 

10 of employment or membership due to total disability of the em

11 ployee or member, shall be entitled to continue their health services 

12 coverage under that group contract or individual group certificate 

13 for themselves and their eligible dependents, subject to all of the 

14 group contract's or individual group certificate's terms and condi

15 tions applicable to that coverage and subject to the following con

16 ditions: 

17 a. Continuation shall only be available to an employee or member 

18 who has been continuously covered under the group contract 

19 or individual group certificate during the entire three month period 

20 ending with the termination. 

21 b. Continuation shall be available for a person who is covered by 

22 or eligible for Medicare, subject to any nonduplication of benefits 

23 provisions of the group contract or individual group certificate.J** 
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24 **[c. In addition to hospital, medical-surgical, or major medicai 

25 benefits, continuation shall include any other health care expense 

26 benefit, including dental, vision care, or prescription drug benefits 

27 available through the insured group. 

28 d. An employee or member electing continuation shall pay to the 

29 group contract holder or his employer, on a monthly basis in ad

30 vance, the amount of contribution required by the contract holder 

31 or employer, but not more than the group rate for the coverage 

32 being continued under the group contract or individual group 

33 certificate on the due date of each payment. The employee's or 

34 member's written election for continuation, together with the first 

35 contribution required to establish contributions on a monthly basis 

36 in advance, shall be given to the contract holder or employer within 

37 31 days of the date the employee's or member's coverage would 

38 otherwise terminate. 

39 e. Continuation of coverage under the group contract or indi

40 vidual group certificate for any person shall terminate at the first 

41 to occur of the following: 

42 (1) Failure of the former employee or member to make timely 

43 payment of a required contribution. Termination shall occur at the 

44 end of the period for which contributions were made. 

45 (2) The date the employee again becomes employed and eligible 

46 for benefits under another group plan providing health services 

47 benefits, or in the case of a qualified eligible dependent, the date 

48 the dependent becomes employed and eligible for those benefits. 

49 (3) f).'he date on which the group contract or individual group 

50 certificate is terminated or, in the case of an employee, the date 

51 his employer terminates parti~ipation under the group contract or 

52 individual group certificate, except that: 

53 (a) ':J.1he employee or member shall have the right to become 

54 covered under any new group contract or individual group 

55 certificate contracted for by the employer, fOl' the balance of 

56 the period that he would have remained covered under the 

57 prior group contract or individual group certificate in accor

58 dance with this act had a termination of a group not occurred; 

59 (b) The minimum level of benefits to be provided by the 

60 other group contract or individual group certificate shall be 

61 the applicable level of benefits of the prior group contract or 

62 individual group certificate reduced by any benefits payable 

63 under that prior group contract or individual group certificate; 

64 and 

65 (c) The prior group contract or individual group certificate 

66 shall continue to provide benefits to the extent of its accrued]*"" 
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67 "'''[liabilities and extensiOll of lJenefits, but Ol:ly when replace

68 ment occurred. 

69 f. Whenever, pursuant to the provIsIOns of a group contract 

70 issued by a health service corporation, the former spouse of an 

71 employee or member of a policyholder under the group contract 

72 is no longer en ti t1ed to coverage tlS an eligible dependent by reason 

73 of divorce, separate coverage for the former spouse shall be made 

74 available by the health service corporation on an individual non

75 group basis under the following conditions: 

76 (1) Application for nongroup coverage shall be made to the 

77 health service corporation by or on behalf of the former spouse 

78 no later than 31 days following the date his or her coverage under 

79 the prior group contract terminated. 

80 (2) No new evidence of insurability shall be required in con

Hl nection with the application for nongroup coverage but any health 

82 exception, limitation or exclusion applicable to the former spouse 

83 under the prior coverage may, at the option of the health service 

84 corporation, be carried over to the new nongroup coverage. 

85 (3) The effective date of the new coverage shall be the day 

86 following the date on which the former spouse's coverage under 

87 the prior group contract terminated. 

88 (4) The benefits provided under the nongroup coverage issued 

89 to such former spouse shall be at least equal to the basic benefits 

90 provided in contracts then being issued by the health service cor

91 lJoration to new nongroup applicants of the same age and family 

92 status. 

93 g. A notification of the continuation privilege shall be included 

94 ill any individual group certificate or employee booklet. 

1 18. (New section) Participating' providers of health care ser

2 vices; approval of rates of payment to hospitals. 

;) a. A health care service corporation may enter into agreements 

':I: with providers of health care services whereby the providers be

G come participating providers of health care services of that health 

6 service plan. Every such agreement shall provide for coverage 

7 of eligible health care services rendered to subscribers and covered 

o dependents to the end of the subscription certificate year; that 30 

9 days written notice of termination of the agreement may be given 

10 to the health service corporation at any time by any participating 

11 provider of health care services, but shall not apply to a subscrip

12 tion certificate in force at the time of notice until the first date 

13 thereafter when the subscription certificate may properly be ter

14 minated by the health service corporation, and that the agreement 

15 of the provider of health care services to render services to the]U 
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16 U[end of any certificate year shall not be affected by cessation of' 

17 the transaction of business by reason of appropriate resolution of 

18 the board of trustees, or directors of the health service corporation, 

19 injunction issued by a court of competent authority, legislative act 

20 or by any other exercise of judicial, administrative or legislative 

21 authority. This requirement shall not apply to any subscription 

22 certificate which is not maintained in force by the payment of pre

23 miums required thereby. 

24 b. A participating provider of health care services is one who 

25 agrees in writing to render health care services to or for prisons 

26 covered by a contract or contracts issued by a health service 

27 corporation in return for which a health care service corporation 

28 agrees to make payment directly to the participating provider. 

29 No person or facility shall become a participating provider of 

30 health care services unless he shall be legally authorized to provide 

31 health care services or supplies in this State. 

32 c. A health service corporation may enter into agreements with 

33 other corporations licensed under the laws of other states to pro

34 vide for reciprocal payment for health care services to their re

35 spective subscribers rendered in the area served by the other cor

36 poration. 

37 d. A health service corporation may select providers of health 

38 care services as it may desire with which to contract, and may 

39 establish its own contracting criteria for the providers as it shall 

40 determine, but contractual rates of payment to any hospital OT 

41 health care facility shall be approved as to reasonableness by the 

42 Hospital Rate Setting Commission pursuant to section 18 of P. L. 

43 1971, c. 136 (C. 26:2H-18). 

1 19. (New section) Filing of copy of contract or certificate and 

2 applications, etc., with commissioner; disapproval. No health ser

3 vice corporation shall enter into any contract with a subscriber 

4 unless and until it shall have filed with the commissioner a copy 

5 of the contract or certificate and of all applications, riders and 

6 endorsements for use in connection with the issuance or renewal 

7 thereof. If the commissioner shall at any time notify the corpora

8 tion of his disapproval of any form as contrary to law, or as being 

9 oppressive or calculated to mislead the public, specifying particu

10 lars, it shall be unlawful for the corporation thereafter to issue 

11 the form so disapproved. 

1 20. (New section) Solicitation and administrative expenses; in

2 vestment of funds; supplying administrative services only; surplus. 

3 a. No health service corporation shall during anyone year dis

4 burse more than 10% of the aggregate amount of the payments]U 
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"'*[received from subscribers during that year as expenditures for 

6 the soliciting of subscribers, except that during the first year after 

7 the issuance of a certificate of authority a health service corpora

8 tion may so disburse not more than 20% of that amount and during 

9 the second year not more than 15%. 

b. No health service corporation shall, during one year, dis

11 burse a sum greater than 20% of the payments received from 

12 subscribers during that year as administrative expenses. The term 

13 "administrative expenses," as used in this section, shall include all 

14 expenditures for nonprofessional services and in general all ex

penses Hot directly connected vvith the furnishing of services or 

16 benefits, but not including expenses of soliciting subscribers. 

17 c. 'rhe funds of any health service corporation may be invested 

18 to the fullest extent now or hereafter permitted by law for the 

19 iuvestment of funds of domestic life insurance companies, including

specifically investments in for-profit subsidiaries such as insurance 

21 agencies, suppliers of administrative services only, or other sub

22 sidiaries pursuant to N. J. S. 17B :20-4, and for the purpose of 

23 engaging in any aspect of its business directly or through one or 

24 more subsidiaries or affiliates, except that a health seryice corpo

ration may not invest in a subsidiary authorized to insure risks 

26 which the health service corporation may not insure directly pur

27 suant to its powers as a health service corporation. 

28 d. A health service corporation may not directly supply admin

29 istrative services only, but may supply administrative services 

through a subsidiary or affiliate, except that no health service cor

31 poration may directly or indirectly, through a subsidiary 01' aftili

32 ate or otherwise, make available any provider differential under 

33 an agreement to supply administrative services only. 

34 e. Every health service corporation after the first full calendar 

year of doing business shall accumulate and maintain a special 

36 contingent surplns over and above its reserves and liabilities at 

37 the rate of 2% annually of its net premium income until that sur

38 plus shall be not less than $100,000.00. Thereafter, for any subse

39 quent calendar year, the special contingent surplus shall be maiIl

tained at 57'0 of the net premium income received during that year 

41 as determined by reference to the statement of financial condition 

42 filed pursuant to section 21 of this aet. The special contingent sur

43 plus shall be contributed by each of the following two categories: 

44 (1) community rated, excluding open enrollment and conversion 

groups; and (2) experience rated subscribers, in the ratio that the 

46 net premium income of each category bears to the total net premium 

47 income of the health service corporation and by contributions]*'" 
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48 U[from the category that gives l'i8e to a diminutiollof the surplus 

49 requiled to be maintained under this section. 'Whenever the special 

50 contingent surplus has deviated from the amount required t.o be 

51 maintained by more than 2% of the aggregate amonnt of the net 

52 premiulll income received lIming that year, the commissioner shall 

53 approve and promulgate a plan reasonably calculated to return 

54 the special contingent surplus to the amount required to be main

55 taincd, withiJl two years from the date of implementation of the 

56 plan specified above. Approval and promulgation of the plan by 

57 the commissioner shall not abrogate the responsibilities of corpo

58 rate officers with regard to the reporting of financial condition 

59 pursuant to section 21 of this act. 

60 Nothing in subsection e. of this section or any other provision 

61 of sections 1 through 30 of this act shall be construed to limit the 

62 authority of the commissioner to require compliance with statutory 

63 capital, surplus or reserve requirements for a subsidiary or affiliate 

64 of a health service corporation, or for any reinsurance activities 

65 to be undertaken by a health service corporation. 

1 21. (New section) Statement of financial condition; inquiries by 

2 commissioner; penalties. 

3 a. Every health service corporation transacting business in this 

4 State shall annually on or before the first day of March file in the 

5 Department of Insurance a statement, subscribed and sworn to by 

6 its president and secretary, or in their absence, by two of its princi

7 pal officers, showing its financial condition at the close of business 

8 on the thirty-first day of December of the year last preceding, and 

9 its husiness for that year, which statement shall be in that form 

10 and contain those matters as the cormnissioner shall prescribe. The 

11 commissioner may also address inquiries to any health service 

12 corporation or its officers in relation to its condition or affairs, or 

18 any matter connected with its transactions, and it shall be the duty 

14 of the officers of the corporation to promptly reply in writing to 

15 all inquiries. For good cause shown, the commissioner may extend 

16 the time within which a statement must be filed. 

17 b. Any health service corporation neglecting to make and file 

18 its annual statement in the form and within the time provided by 

19 subsection a. of this section or neglecting to reply in writing to 

20 inquiries of the commissioner within a reasonable time, as specified 

21 by the commissioner, shall forfeit $25.00 for each day's neglect, to 

22 be recovered in a civil action, and upon notice by the commissioner 

23 to that effect, its authority to do new business in this State shall 

24 cease while the default continues.]** 
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1 **[22. (New section) Examination of assets and liabilities mid 

2 affairs; expensE'S; duty to exhibit books, records and accounts. 

3 a. 'rhe commissioner shall have the power, whenever he deems it 

4 expediellt, to make or cause to be made an examinatioll of the 

5 assets and liahilities, method of conducting business and all other 

6 affairs of every health service corporation authorized or which 

7 has made application for anthority to transact busilless under the 

8 provision:::; of this act. For the purpose of the examination the 

9 commissioner may authorize and employ persons to conduct the 

10 same or to assist therein as he deems advisable, which examination 

11 may 1e conducted in any state in which the corporation examined 

12 ha:::; an office, agellt or place of bu:::;iness. 

13 h. 1'11e reasonable expeu:::;e of the examination shall he fixed and 

14 determir:ed by the commissioner, and he shall collect the amouut 

15 expended from the health service corporation examined, which 

16 shall make paymellt on presentation of a detailed account of the 

17 expense. If health service corporation, after examination, shall be 

18 adjudged by the Superior Court to be insolvent, the expense of the 

19 examination, if unpaid, shall be ordered paid out of the assets of 

20 the health service corporation. No health service corporatioll shall, 

21 either directly or indirectly, pay, by way of gift, credit or other

22 wise, any other or further sum to the commissioner or to any per

23 son in the employ of the Department of Insurallce, for extra service 

24 or for purposes of legislation, or for any purpose whatsoever. 

25 c. It shall be the duty of the officers, agents and employees of a 

26 health service corporation to exhibit all its books, records and 

27 accounts for the purpose of the examination, and otherwise to 

28 facilitate the examination so far as it may be in their power to do 

29 so, and for that purpose the commissioner, and his deputies, assis

30 tants and employees shall have the power to examine, under oath, 

31 the officers, agents and employees of the health service corporation 

32 relative to its business and affairs. 

1 23. (New section) Insolvency and other acts; action to enjoin 

2 further husiuess 01' disposal of property; receiver; powers and 

3 dutietO. ·Whenever any health service corporation shall become in

4 solvent or shall suspend its ordinary business for want of funds to 

5 carryon the 'same, or whenever the commissioner shall ascertain, 

6 as a result of examination as authorized by this act, or in any other 

7 manner, that any corporation is exceeding its powers or violating 

8 the law or that its condition or methods of business are such as to 

9 render the continuance of its operations hazardous to the public 

10 or its members or that the assets of the corporation are less than 

11 its liabilities or that the number of subscribers to its service has]"'*' 
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12 U[decreased to less than one hundred perRons, the comtnissioner 

13 may institute an action ill the Superior Court to enjoin the health 

14 service corporation from the transaction of any further business, or 

15 the transfer or disposal 01' its property ill any manner whatsoever. 

16 The court may proceed in the action in a summary manner or 

17 otherwise. It may grant injunctive relief and appoint a receiver, 

18 with power to sue for, collect, receive and take into his possession 

19 all the goods and chattels, rights, and credits, mOlleys and effects, 

20 lands and tenements, books, papers, choses in action, bills, notes and 

21 property of every description belonging to the health service 

22 corporation and sell and convey and assign the same, and hold 

23 alld dispose of the proceeds thereof under the direction of the 

24 court. A health service corporation may be deemed insolvent when

25 ever it is presently or prospectively unable to fulfill its outstanding 

26 contracts and to maintain the reserves required pursuant to this 

27 act. 

1 24. (New section) Fees. A health service corporation shall pa.y 

2 the following fees to the conunissioner for enforcement of the pro

3 visions of this act: a. for tiling its application and charter, $10.00; 

4 b. for filing each annual statement, $20.00; c. for each copy of any 

5 paper filed in the Department of Illsurance, $0.20 a sheet or folio 

6 of 100 words and $1.00 lor certifying the same. In addition, a health 

7 service corporatioll shall pay on April 1 of each year a general 

8 supervisory fee to the commissioner of $0.02 per subscriber covered 

9 under individual contracts, other than group contracts, at the end 

10 of the preceding- year, plus $0.02 per member or employee covered 

11 under group cOlltracts at the end of the preceding year, aHd the 

12 first general supervisory fee shall be due as of December 31, 1985, 

13 payable April 1, 1986. 

1 25. (New section) Corporation as charitable and benevolent 

2 institution; exemption from taxation. A health service corporation 

3 subject to the provisions of this act is hereby declared to be a 

4 charitable and benevolent institution and all of its funds shall be 

5 exempt from every State, county, district, municipal and 'School tax 

6 other than taxes on real estate and equipment. 

1 26. (New section) Particular providers of health care services; 

2 services performed by. In any contract entered into by a health 

3 service corporation illCluding coverage for health care services 

4 provided by a physician, coverage shall be deemed to include health 

5 care services provided by a registered bioanalytic laboratory or 

6 physical thempist, a certified nurse-midwife, a registered profes

7 sional llurse, or a licensed chiropodist, dentist, optometrist, psy

S chologi&tor chiropractor when the provider performs an eligible]" 
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9 U[service within the scope of his practice and for which he is not 

10 being compensated by a hospital or other health care facility. The 

11 practices of the providers of health care services shall be deemed 

12 to be within the provisions of this act and the providers shall have 

13 the privileges and benefits in the scope of their practice under this 

14 act afforded hereunder to other approved providers of health care 

15 services in the scope of their practices. A health service corpora

16 tion under this act may issue separate contracts covering the health 

17 eare services of providers. 

1 27. (New section) Application of act. The provisions of this act 

2 shall not apply to any corporation carrying on the business of life, 

3 health or accident insurance, for profit or gain, nor to fraternal 

4 beneficiary associations as defined in section 1 of P. L. 1959, c. 167 

5 (C. 17 :44A-1). A health service corporation authorized to trans

6 act business pursuaut to this act shall he exempt from all other 

7 provisions of Title 17B of the New Jersey Statutes, except as 

8 herein specified, and the unfair trade practices provisions of N. J. S. 

fl 17B :30-1 et seq. shall apply to health service corporations except 

10 to the extent a. expressly excepted in this act, or b. the commis

1] sioner determines that any provisions of N. J. S. 17B :30-1 et seq. 

12 are inappropriate as applied to health service corporations. 

1 28. (New section) Disputes between health service corporations 

2 and providers of health care services; review. Any dispute arising 

3 between a health service corporation and any provider of health 

4 care services with which a health service corporation has a con

5 tract may be submitted to the commissioner for his determination 

6 with respect thereto, which determination shall be subject to re

7 view by the Superior Court in a proceeding in lieu of prerogative 

8 writ pursuant to section 29 of this act. 

1 29. (New section) Review of determinations of commissioner. 

2 All determinations of the commissioner made under the provisions 

3 of this act shall be subject to review by the Superior Court in a 

4 proceeding in lieu of prerogative writ. 

1 30. (New section) Violations of act: penalties; enforcement. Any 

2 health service corporation of this or any other state, country or 

3 province which shall have violated any of the provisions of, or 

4 shall have neglected, failed or refused to comply with any of the 

5 requirements of this act, except the failure to file an annual state

6 ment, shall be liable to a penalty of $500.00, to be sued for and 

7 collected by the commissioner in a civil action in the name of the 

8 State. The penalties when recovered shall be paid by the com

9 missioner into the State treasury for the use of the State. Any 

10 officer, agent, employee or member of any corporation doing]U 
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11 **[business in this State who shall issue, circulate or cause or 

12 permit to be circulated, any estimate, illustration, or circular of any 

13 sort misrepresenting the terms of any contract issued by the health 

14 service corporation, or misrepresent the benefits or advantages 

15 promised thereby, or use any name or title of any contract or class 

16 of contracts misrepresenting the true nature thereof, or who shall 

17 solicit, negotiate or effect the issue of any contract of any health 

18 service corporation which shall have neglected, failed or refused 

19 to procure a certificate of authority as provided for by/ the provi

20 sions of this act, or who shall accept any premiums, dues, deposits, 

21 contributions, fees, assessments or thing of value of any kind in 

22 consideration for a contract or certificate on behalf of the health 

23 service corporation, shall be guilty of a crime of the fourth degree. 

1 30a. (New section) The commissioner, pursuant to the" Admin

2 istratiye Procedure Act," P. L. 1968, c. 410 (C. 52:14B-1 et seq.), 

;) shall promulgate the rules and regulations necessary to implement 

4 the provisions of sections 1 through 30 of this act. 

1 31. Section 2 of P. L. 1938, c. 366 (C. 17 :48-2) IS amended to 

2 read as follows: 

3 2. No hospital service corporation shall be converted into a cor

4 poration organized for pecuniary profit. Every such corporation 

5 shall be operated for the benefit of the subscribers with whom it 

6 has contracted to provide hospital service. No person, firm, asso

7 ciation or corporation, other than a hospital service corporation, 

8 or an insurance company authorized to transact the kinds of insnr

9 ance specified in [subdivisions c. or d. of section 17 :17-1 of the 

10 Revised Statutes] Title 17B of the New Jersey Statutes or sub

11 section d. of R. S. 17 :17-1, or a health service corporation estab

12 lished pursuant to P. L. 000' c. (C . . 00000000.) (now pending 

13 before the Legislature as this bill) shall establish, maintain or 

14 operate a hospital service plan or otherwise contract in this State 

16 with persons to furnish hospital service. A hospital service cor

17 poration may, alone or in combination with a medical service cor

18 poration established pursuant to P. L. 1940, c. 74 (C. 17:48A-l et 

19 seq.), organize a health service corporation. No hospital service 

20 corporation shall solicit subscribers or enter into any contract with 

21 any subscriber until it has received from the Commissioner of 

22 [Banking and] Insurance a certificate of authority to do so. 

1 32. Section 7 of P. L. 1964, c. 104 (C. 17 :48-6.6) is amended to 

2 read as follows: 

3 7. A hospital service corporation and a medical service corpora

4 tion authorized to do business in this State may issue a combined 

5 contract providing for hospital care and n~edical care but no oner'~ 
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6 U[of such corporations shall issue any such (,olllbined contract. -A 

7 hospital service corporation Or a medical service corporation 

8 authorized to do business in this State may, with a health service 

9 corporation, issue combined contracts for hospital, medical or 

10 health care services and may provide those services pursuant to 

11 the combined contract to the fullest extent permitted a health 

12 service corporation pursuant to P. L . . _0 0' 0.• . 0. (C. •• 0 •00000 .) 

13 (now pending before the Legislature as this bill). Anyone of such 

14 corporations may act as agent for the other without being required 

15 to obtain a license as an agent. 

1 33. Section 6 of P. L. 1964, c. 105 (C. 17 :48A-7.6) is amended to 

2 read as follows: 

3 6. A medical service corporation and a hospital service corpora

4 tion authorized to do business in this State may issue a combined 

5 contract providing for medical care and hospital care but no one of 

6 such corporations shall issue any such combined contract. A 

7 medical service corporation or a hospital service corporation au-

S thorized to do business in this State may, with a health service 

9 corporation, issue combined contracts for medical, hospital or 

10 health care services and may provide those services pursuant to 

11 the combined contract to the fullest extent permitted a health 

12 service corporation pursuant to P. L. c (0.0 •• , 0 0 ••••• .) 

13 (now pending befo1'e the Legislature as this bill). Anyone oisuch 

14 corporations may act as agent for the other without being required 

15 to obtain a license as an agent.* 

1. *[1.] «0 "'34.* Section 6 of P. L. 1938, c. 366 (C. 17 :4s.-,6) is 

2 amended to read as follows: 

3 6. Every individual contract made by a corporation subject to 

4 the provisions of this chapter to furnish services to a subscriber 

5 shall provide for the furnishing of services for a period of 12 

6 months, and no contract shall be made providing for the inception 

7 of such services at a date later than one year after the actual date 

8 of the making of such contract. Any such contract may provide 

9 that it shall be automatically renewed from year to year unless there 

10 shall have been at least 30 days' prior written notice of terminatio:q 

11 by either the subscriber or the corporation. In the absence of fraud 

12 or material misrepresentation in the application for a contract 

13 or for reinstatement, no contract with an individual subscriber shall 

14 be terminated by the corporation unless all contracts of the same 

15 type, in the same group or covering the same classification of per

16 sons are terminated under the same conditions. 

17 No contract between any such corporation and a subscriber ~hall 

18 entitle more than one person to services, except that a contract]~~ 



:
 

28
 

19 "[issued as a family contract may provide that services will be fur

20 nished to a husband and wife, or husband, wife and their d~pendent 

21 child or children, or the subscriber and his (or her) dependent child 

22 or children. Adult dependent (s) of a subscriber may also be in

23 cluded for coverage under the contract o~ such subsoriber. 

24 Whenever, pursuant to the provisions of a subsoription certifi

25 cate or group contract issued by a corporation, the former spouse 

26 of a named subscriber under such a certificate or contract is no 

27 longer entitled to coverage as an eligible dependent by reason of 

28 divorce, separate coverage for such former spouse shall be made 

29 available by the corporation on an individual nongroup basis 

30 under the following conditions: 

31 (a) Application for such nongroup coverage shall be made to 

32 the corporation by or on behalf of such former spouse no later 

33 than 31 days following the date his or her coverage under the prior 

34 certificate or contract terminated. 

35 (b) No new evidence of insurability shall be required in con

36 nection with the application for such nongroup coverage but any 

37 health exception, limitation or exclusion applicable to said former 

38 spouse under the prior coverage may, at the option of the corpo

39 ration, be carried over to the new nongroup coverage. 

40 (c) The effective date of the new coverage shall be the day fol

41 lowing the date on which such former spouse's coverage under the 

42 prior certificate or contract terminated. 

43 (d) The benefits provided under the nongroup coverage issued 

44 to such former spouse shall be at least equal to the basic benefits 

4;) provided in contract~ then being issued by the corporation to new 

46 nongroup applicants of the same age and family status. 

47 Family type contracts shall provide that the services applicable 

48 for children shall be payable with respect to a newly-born child of 

49 the subscriber, or his or her spouse from the moment of birth. 

50 The services for newly-born children shall consist of coverage of 

51 injury or sickness including the necessary care and treatment of 

52 medically diagnosed congenital defects and abnormalities. If a 

53 subscription payment is required to provide services for a child, 

54 the contract may require that notification of birth of a newly-born 

55 child and the required payment must be furnished to the service 

56 corporation within 31 days after the date of birth in order to have 

57 the coverage continue beyond such 31-day period. 

58 Nonfamily type contracts which provide for services to the 

59 subscriber but not to family members or dependents of that sub

60 scriber, shall also provide services to newly-born children of the 

61 subscriber which shall commence with the moment of birth ot].. 
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62 H[each child and shall consist of coverage of iujury or sickness in

63 eluding the necessary care and treatment of medically diagnosed 

64 congenital defects and abnormalities, provided that applicatioll 

65 therefor. and payment of the required subscription amount are made 

66 to include in said contract the coverage described in the llrecpdillg 

67 paragraph of this section within 31 days from the date of birth of a 

68 newborn child. 

69 [A contract under which coverage of a dependent of .u subscriber 

70 terminates at a specified age shall, with respect to] Coverage of 

71 an unmarried child, covered by the contract prior to attainment of 

72 age H), who is incapable of self-sustaining employment by reason 

73 of mental retardation or physical handicap and who became so 

74 incapable prior to attainment of age 19 and who is chiefly dependent 

75 upon such subscriber for support and maintenance, ..shall not [so] 

76 terminate while the contract remains in force and the dependent 

77 remains in such condition, if the subscriber has within 31 days of 

78 suell dependent's attainment of the termination age submitted 

79 proof of such dependent's incapacity as described herein. ·The fore

80 going provisions of this paragraph shall not apply retrospectively 

81 or prospectively to require a hospital service corporation to insure 

82 as a covered dependent any mentally retarded or physically handi

83 capped child of the applicant where the contract is underwritten 

84 on evidence of insurability based on health factors required to be 

85 set forth in the application. In such cases any contract heretofore 

86 or hereafter issued may specifically exclude such mentally retarded 

87 or physically handicapped child from coverage. 

88 Every individual contract entered into by any such corporation 

89 with any subscriber thereto shall be in writing and a certificate 

90 stating the terms and conditions thereof shall be furnished to the 

91 subscriber to be kept by him. No such certificate form shall be 

92 made, issued or delivered in this State unless it contains the follow

93 ing provisions: 

94 (a) A statement of the contract rate, or amount payable to the 

95 corporation by or on behalf of the subscriber for the original 

96 quarter-annual period of coverage and of the time or times at 

97 which, and the manner in which, such amount is to be paid; and a 

98 provision requiring 30 days' written notice to the subscriber before 

99 any change in the contract, including a change in the amount of 

100 subscription rate, shall take effect; 

101 (b) A statement of the nature of the services to be furnished 

102 and the period during which they will be furnished; and if there 

103 are any services to be excepted, a detailed statement of such 

104 exceptions printed as hereinafter specified ;]** 
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105 **[(c) A statement of the terms and conditions, if any, up"on 

106 which the contract may be amended on approval of. the commissioner 

107 or canceled or otherwise terminated at the option of either party. 

108 Any notice to the subscriber shall be [effective if] sent by mail to 

109 the subscriber's address as shown at the time on the plan's record, 

110 except that, in the case of persons for whom payment [of the con

111 tract] under their contracts is made through a remitting agent, 

112 [any such] notice [to the subscriber shall also be effective if a 

113 personalized notice is] may be sent to the remitting agent [for 

114 delivery to the subscriber], in which case it shall be the responsi

115 bility of the remitting agent to [make such delivery] notify the 

116 subscriber. The notice [to the subscriber as] herein required shall 

117 be sent at least 30 days before the amendment, cancellation or 

118 termination of the contract takes effect. Any rider or endorsement 

119 accompanying such notice, and amending the rates or other provi

120 sions of the contract, shall be deemed to be a part of the contract 

121 as of the effective date of such rider or endorsement; 

122 (d) A statement that the contract includes the endorsements 

123 thereon and attached papers, if any, and contains the entire con

124 tract for services; 

125 (e) A statement that no statement by the subscriber in his appli

126 cation for a contract shall avoid the contract or be used in any legal 

127 proceeding thereunder, unless such application or an exact copy 

128 thereof is included in or attached to such contract, and that no 

129 agent or representative of such corporation, other than an officer or 

130 officers designated therein, is authorized to change the contract 

131 or waive any of its provisions; 

132 (f) A statement that if the subscriber defaults in making any 

133 payment under the contract, the subsequent acceptance of a pay

134 ment by the corporation or by one of its duly authorized agents 

135 shall reinstate the contract, but with respect to sickness and injury 

136 may cover such sickness as may be first manifested more than 10 

137 days after the date of such acceptance; 

138 (g) A statement of the period of grace which will be allowed the 

139 subscriber for making any payment due under the contract. Sucb 

140 period shall be not less than 10 days. 

141 In every such contract made, issued or delivered in this State:
 

142 (a) All printed portions shall be plainly printed in type of which
 

143 the face is not smaller than 10 point;
 

144 (b) There shall be a brief description of the contract on its first
 

145 page and on its filing back in type of which the face is not smaller
 

146 than 14 point ;]**
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147 **[(c) The exceptions of the contract shall appear with the same 

148 prominence as the benefits to which they apply; and 

149 (d) If the contract contains any provision purporting to make 

150 any portion of the articles, constitution or bylaws of the corpora

151 tion a part of the contract, such portion shall be set forth in full. 

1 *[2.]* *35.* Section 2 of P. L. 1964, c. 104 (C. 17 :48-6.1) is 

2 amended to read as follows: 

3 2. A hospital service corporation may issue to a policyholder a 

4 group contract, covering at least [10] two employees or members 

;) at the date of issue, jf it conforms to the following description: 

6 (a) A contract issued to an employer or to the trustees of a fund 

7 established by one or more employers, or issued to a labor union, 

8 or issued to an association formed for purposes other than obtuin

a ing such contract, or issued to the trustees of a fund established 

10 by one or more labor unions, or by one or more employers and one 

11 or more labor unions, covering employees and members of associa

12 tions or labor unions. 

13 (b) A contract issued to cover any other group which the Com

14 missioner of Insurance determines may be covered in accordance 

15 with sound underwriting principles. 

16 Benefits may be provided for one or more members of the 

17 families or one or more dependents of persons who may be covered 

18 under a group contract referred to in (a) or (b) above. 

19 Family type contracts shall provide that the services applicable 

20 for children shall be payable with respect to a newly-born child 

21 of the subscriber, or his or her spouse from the moment of birth. 

22 The services for newly-born children shall consist of coverage of 

23 injury or sickness including the necessary care and treatment of 

24 medically diagnosed congenital defects and abnormalities. If a 

25 subscription payment is required to provide services for a child, 

2G the contract may require that notification of birth of a newly-born 

27 child and the required payment must be furnished to the service 

28 corporation within 31 days after the date of birth in order to have 

20 the coverage continue beyond such 31-day period. Group contracts 

30 which provide for services to the subscriber but not to family 

31 members or dependents of that subscriber, other than contracts 

32 which provide no dependent coverage whatsoever for the sub

33 scriber's class, shall also provide services to newly-born children of 

34 the subscriber which shall commence with the moment of birth of 

35 each child and shall consist of coverage of injury or sickness includ

36 ing the necessary care and treatment of medically diagnosed con

37 genital defects and abnormalities, provided that application there

38 for and payment of the required subscription amount are made]" 
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39 **[to include in said contract the coverage described in the preced

40 ing paragraph of this section within 31 days from the date of birth 

41 of a newborn child. 

42 [A contract under which coverage of such a dependent terminates 

43 at a specified age shall, with respect to] Coverage of an. unmarried 

44 child, covered by the contract prior to attainment of age 19, who 

45 is incapable of self-sustaining employment by reason of mental 

46 retardation or physical handicap and who became so incapable prior 

47 to attainment of age 19 and who is chiefly dependent upon the 

48 covered employee or member for support and maintenance, shall 

49 not [so] terminate while the coverage of the employee or member 

50 remains in force and the dependent remains in such conditions, if 

51 the employee or member has within 31 days of such dependent's 

52 attainment of the termination age submitted proof of such depen

53 dent's incapacity as described herein. The foregoing provisions of 

54 this paragraph shall not apply retrospectively or prospectively to 

55 require a hospital service corporation to insure as a covered depen

56 dent any mentally retarded or physically handicapped child of the 

57 applicant where the contract is underwritten on evidence of in

38 surability based on health factors required to be set forth in the 

59 application. In such cases any contract heretofore or hereafter 

60 issued may specifically exclude such mentally retarded or physically 

61 handicapped child from coverage. 

62 Any group contract which contains provisions for the payment 

63 by the insurer of benefits for members of the family or dependents 

64 of a person in the insured group shall provide that, subject to pay

65 ment of the appropriate premium, such family members or depen

66 dents be permitted to have coverage continued for at least 180 days 

67 after the death of the person in the insured group. 

68 The contract may provide that the term "employees" shall 

69 include as employees of a single employer the employees of one 

70 or more subsidiary corporations and the employees, individual pro

71 prietors and partners of affiliated corporations, proprietorships 

72 and partnerships if the business of the employer and such corpora

73 tions, proprietorships or partnerships is under common control 

74 through stock ownership, contract or otherwise. The contract may 

75 provide that the term "employees" shall include the individual 

76 proprietor or partners of an individual proprietorship or a part 

77 nership. The contract may provide that the term "employees" 

78 shall include retired employees. A contract issued to trustees may 

79 provide that the term "employees" shall include the trustees or 

80 their employees, or both, if their duties are principally connected 

81 with such trusteeship. A contract issued to the trustees of a fund]U 



33
 

82 U[established by the members of all associatiOl' 0; employers may 

83 provide that the term" employees" shall include the employees of 

84 the association. 

1 ""[3.]"" "'36.* Section 2 of P. L. 1940, c. 74 (C. 17 :48A-2) is· 

2 amended to read as followfS: 

3 2. No medical service corporation shall be converted into a 

4 corporation organized for pecuniary profit. Every such corporation 

5 shall be operated for the benefit of the subscribers. [No person shall 

6 be elected a trustee of any medical service corporation unless his 

7 nomination has been approved by a recognized medical society or 

8 professional medical organization having not less than 2,000 mem

9 bel's holding licenses to practice medicine and surgery pursuant to 

10 chapter 9, Title 45, of the Revised Statutes, and which has been 

11 incorporated for a period of not less than 10 years.] No medical 

12 service corporation shall impose any restrictions on physicians who 

13 administer to its subscribers as to methods of diagnosis or treat

14 ment. The private relationship of physician and patient shall be 

15 maintained and the subscriber shall at all times be free to choose 

16 either a doctor of medicine, doctor of chiropractic or any other 

17 participating physician. No person, firm, association or corpora

18 tion other than a medical service corporation or a health service 

19 corporation established pursuant to P. L , c (C ) 

20 (now pending before the Legislature as "'[Assembly Bill No. 2883 

21 of 1984]'" "'this bill"") shall establish, maintain or operate a medical 

22 service plan or any other means, agency or device for contracting 

23 with persons to pay for or to provide for medical services on the 

24 basis of premiums or other valuable considerations to be collected 

2;) by such person, firm, association or corporation from such persons 

26 for the issue of such contracts; provided, that this section shall not 

27 be construed as preventing the exercise of any authority or privi

28 lege granted to any corporation by any certificate of authority 

29 issued by the Commissioner of Insurance pursuant to any law of 

30 this State; and provided further, that this section shall not be con

31 strued as preventing any person, firm, association or corporation 

32 from furnishing medical services required under any [workmen's] 

33 workers' compensation law or *[statute]* ""law· pertaining to 

34 health maintenance organizations*, or as otherwise provided by 

35 law*. A. medical service corporation may organize, alone or in 

36 c01nbination with a hospital service corporation, a health service 

37 corporation. No medical service corporation shall solicit sub

38 scribel's or enter into any contract with any subscriber until it has 

39 received from the Commissioner of Insurance a certificate of au

40 thority to do so.]** 
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1 "'*[*'[4.]* *37.* Sectioll 6 of P. L. 1940, c. H (C. 17:48A-6) is . 

2 amended to read as follows: 

3 6. Every individual contract entered into by any such corporation 

4: with any subscriber shall be in writing and a certificate stating 

[) the terms and conditions thereof shall be furnished to the sub

6 scriber. No such subscription certificate shall be issued or delivered 

7 by any medical service corporation of this State unless it contains 

8 the following provisions: 

9 (a) A statement of the amounts payable to the corporation by 

10 the subscriber and the times at which and the manner in which 

11 such amounts shall be paid; and a provision requiring one month '8 

12 written notice to the subscriber before termination or cancellation 

13 of the contract or any change in tbe contract, including a change of 

14 subscription rate, shall take effect; 

15 (b) A statement of the nature of the medical services to be paid 

16 for and the period during wllich the certificate is effective; and if 

17 tl1ere are any types of medical services to be excepted, or for which 

18 benefits are limited, a detailed statement of such exceptions and 

19 limitations printed as hereinafter specified; 

20 (c) A statement of the terms or conditions, if any, upon which 

21 the certificate may be canceled or otherwise terminated at the 

22 option of either party. Any notice to the subscriber shall be [effec

23 tive if] sent by mail to the subscriber's address as shown at the 

24 time on the plan's records, except that, in the case of persons for 

25 whom payment is made through a remitting agent, [any such] 

26 notice [to the subscriber shall also be effective if a personalized 

27 notice is] may be sent to the remitting agent [for delivery to the 

28 subscribel], in which case it shall be the responsibility of the re

29 mitting agent to [make such delivery] notify the subscriber. The 

30 notice [to the subscriber as] herein required shall be sent at least 

31 30 days before the umendmellt, cancellation or termination of the 

32 contract takes effect. Any rider or endorsement accompanying
 

33 such notice, and amending the rates or other provisions of the con


34 tract, shall be deemed to be a part of the contract as of the effective 

35 date of such rider or endorsement; 

36 (d) A statement that the subscription certificate constitutes the 

37 contract between the corporation and the subscriber and includes 

38 the endorsements thereon and attached papers, if any, and contains 

89 the entire contract; 

40 (e) A staten1ent that no statement by the subscriber in his appli

41 cation for a certificate shall avoid the contract or be used in any 

.42 legal proceeding thereunder, unless such application or an exact 

43 copy tbel'eof is included ill 01' attached to the certificate, and that]U 
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44 Io*[no agent or n~presentative of such cOl'pomtivll, other than an 

45 officer or officers designated in the certificate, is authorized to change 

·16 the contract or waive any of its provisions; 

47 (f) A statement that if the subscriber defaults 111 making any 

4B payment under the certificate, tile subsequent acceptance of a pay

49 ment by the c(lI'pontiion or liy one of its cluly authorized agents 

GO shall reinstate the certificate, but with respect to sickness and injury 

51. may cover only wch sickness and injury as may be first manifested 

52 more than a specified Humber of days, not exceeding 10, after the 

53 date of such acceptance; 

M (g) A statement of a period of grace which will be allowed the 

55 subscriber for making any payment due under the contract. Such 

f)6 period shall not be less than 10 days; 

57 (h) A statement that indemnity in the form of cash will not be 

58 paid to any subscriber except in payment for medical services for 

5~) which the corporation was liable at tbe time of such payment. 

GO Any such subscription certificate may contain a provision that 

61 ullllledical services paid for by a medical service corporation shall 

62 be in accordance with the accepted medical practices in the com

6:3 munity at the time, but the corporation shall not be liable for 

64 injuries re:::;ulting from negligence, misfeasance, malfeasance- non, 

(j;) feasance or malpractice on the part of any officer or employee or 

GG on the part of any physician in the course of rendering medical 

67 services to subscribers. 

68 Any medical service corporation may classify subscribers whereby 

60 under specified circumstances a subscriber or covered depen

7U dents may pay a participating ph)Tsician for medical services an 

71 amount in addition to that payable by the corporation for medical 

72 services and the subscription certificate issued to an)' subscriber 

73 affected thereby shall contain the provisions thereof and shall 

74 specify such circumstances. 

1 *[5.r *08.* Section 1 of P. L. 1964, c. 105 (C. 17 :48A-7.1) is 

2 amended to read as follows: 

3 1. A medical service corporation may issue to a policyholder 

4 a group contract, covering at least [10] two employees or members 

;) at the date of issue, if it conforms to the following description: 

G (a) A contract issued to an employer or to the trustees of a fund 

7 established by one or more employers, or issued to a labor union, 

8 or issued to an association formed for purposes other than obtain

9 ing such contract, or issued to the trustees of a fund established by 

10 one or more labor unions or by one or more employers and one or 

11 more labor unions, covering employees and members of associations 

12 or labor unions.]** 
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13 U[(b) A contract issued to cover allY other group which the Com

14 missioner of Insurance (hereinafter called the commissioner) 

15 determines may be covered in accordance with sound underwriting 

16 principles. 

17 Benefits may be provided for one or more members of the 

18 families or one or more dependents of persons who may be covered 

19 under a group contract referred to in (a) or (b) above. 

20 Family type contracts shall provide that the services applicable 

21 for children shall be payable ,vitb respect to a newly-born child of 

22 the subscriber, or llis or her spouse from the moment of birth. The 

23 services for newly-born children shall consist of coverage of injury 

24 or sickness including the necessary care and treatment of medically 

25 diagnosed congenital defects and almormalities. If a subscription 

26 payment is required to provide services for a child, the contract 

27 may require that notification of birth of a newly-born child and the 

28 required payment must be furnished to the service corporation 

29 witbin 31 days after the date of birth in order to have the coverage 

30 continue beyond such 31-day period. 

31 Group contracts which provide for services to the subscriber 

32 but not to family members or dependents of that subscriber, other 

33 than contracts wllich provide no dependent coverage whatsoever 

34 for the subscriber's class, shall also provide services to newly-born 

35 children of the subscriber which shall commence with the moment 

36 of birth of each child and shall consist of coverage of injury or 

37 sickness including the necessary care and treatment of medically 

38 diag110sed congenital defects and abnormalities, provided that 

39 application therefor and payment of the required subscription 

40 amount are made to include in said contract the coverage described 

41 in the preceding paragraph of this section within 31 days from the 

42 date of birth of a newborn child. 

43 [A contract under which coverage of such a dependent terminates 

44 at a specified age shall, with respect to] Coverage of an unmarried 

45 child, covered by the contract prior to attainment of the age 19, 

46 who is incapable of self-sustaining employment by reason of mental 

47 retardation or physical handicap and who became so incapable prior 

48 to attainment of age 19 and who is chiefly dependent upon the 

49 covered employee or member for support and maintenance, shall 

50 not [so] terminate while the coverage of the employee or member 

51 remains in force and the dependent remains in such condition, if 

52 the employee or member has within 31 days of such dependent's 

53 attainment of the termination age submitted proof of such depen

54 dent's incapacity as described herein. The foregoing provisions 

55-56 of this paragraph shall apply retrospectively or prospectively]"* 
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57 "[to require a medical service corporation to insure as a covered 

58 dependent allY mentally retarded or physically handicapped child of 

59 the applicant where the contract is underwritten on evidence of in

60 surability based on health factors required to be set forth in the 

61 application. In such cases any contract heretofore or hereafter 

G2 issued may specifically exclude such mentally retarded or physically 

63 handicapped child from coverage. 

64 Any group contract which contains provisions for the payment 

65 by the insurer of henefits for members of the family or dependents 

66 of a person in the insured group shall, subject to payment of the 

67 appropriate premium, provide that such family members or depen

68 dents be permitted to have coverage continued for at least 180 days 

69 after the death of the person in the insured group. 

70 The contract may provide that the term "employees" shall in

n elude as employees of a single employer the employees of one or 

72 more subsidiary corporations and the employees, individual pro

73 prietors and partners of affiliated corporations, proprietorships 

74 and partnerships if the business of the employer and such corpora

75 tions, proprietorships or partnerships is under common control 

7G through stock ownership, contract or otherwise. The contract may 

77 provide that the term "employees" shall include the individual 

78 proprietor or partners of an individual proprietorship or a partner

79 ship. The contract may provide that the term "employees" shall 

80 include retired employees. A contract issued to trustees may pro

Sl vide that the term" employees" shall include the trustees or their 

82 employees, or both, if their duties are principally connected with 

83 such trusteeship. A contract issued to the trustees of a fund 

84 established by the members of an association of employers may 

85 provide that the term "employees" shall include the employees 

86 of the association. 

1 *[6.]* *39.* Section 14 of P. L. 1940, c. 74 (0. 17:48A-14) is 

2 amended to read as follows: 

3 14. The funds of any medical service corporation may be invested 

4 only in accordance with the requirements now or hereafter pro

5 vided by law for the investment of funds of life insurance com

6 panies. Every medical service corporation after thte first full 

7 calendar year of doing business after the effective date of this 

8 chapter, shall accumulate and maintain a special contingent surplus 

over and above its reserves and liabilities at the rate of two 

10 per centum (2%) annually of its net premium income until sucb 

11 surplus shall be not less than one hundred thousand dollars 

12 ($100,000.00) [except that no such corporation shall be required to 

13 maintain a special contingent surplus exceeding fifty-five per]** 

9 
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14 *"'[centum Uj57~) of its average annual premiulll income for the 

15 previous five years]. Thereafter for any subsequent calendar year, 

16 a special cOlltingent surplus shall be 'maintained at 21;S% of the net 

17 pUJ1ILium income 'received during that year as determined by 1'efer

18 enCd to the statement of lilWJu;ial condition filed pUl"SUant to section 

19 15 of P. £.1940, c. '/4 (C. 17 :4SA-15). The special contingent surplus 

20 as hel'ein provided shall be wnt-ributed to by each of the following 

21 two categories: (a) community rated, excluding open enrollment 

22 and conversion groups; and (b) experience rated subscribers, in 

23 ratio that the net premi'um income of each category bears to the 

24 total net premi-l.lm income of the corporation and by contri

25 butions from the category that gives rise to a diminution of the 

26 surplus required to be mainia'ined under this act. Whenever it shall 

27 appear that the special vontingent surplus has deviated from the 

28 amount required to be maintained by more than 2% of the ag

29 gregate amo-unt of the net premiwn income received during that 

30 year, the commissioner shall app-rove and prom'ulgate a plan rea

31 sonably calculated to return the special contingent surplus to the 

32 amount requi'red to be muintained with'in two years from the date 

33 Of i'mplementat'ion of the plan specified above. Approval and pro

34 ?nulgation of the plan by the commissioner shall not clb1'ogate the 

35 1·esponsibiz.ities of corporate officers with regard to the reporting 

36 of financial condition pUJ~suant to section 15 of (C. 17:48A-15).]** 

1 'U1. As -used in this act:
 

2 a. «Cmnrnissioner" means the Comlnissionc1' of InStlrance.
 

3 b. "Board" and "board of di1'ecto1'S" 'means the board of directo1"i;
 

4 of the health service c01'Poration.
 

5 c."Elective sttrg'ical procedure" 1neans any 1to'nemergency
 

6 surgical procedure which may be scheduled at the convenience of
 

7 the patient or the 8u'rgeon without je01Jardizing the patient's life
 

8 or causing serious impainnent to the patient's bodily functions.
 

9 d. "Eligible physician' means a physic'ian licensed to pmctice
 

10 medicine and s'urgery who holds the mnk of Diplomate of an 

11 American Board (M. D.) or Certified Specialist (D.O.) in the 

12 iiurgical or' medical specialty for which surgery is pr"oposed. 

13 e. uHealth service corporation" means a health se1'vice corpora

14 tion established pw'suant to the provisions of this act which ·is 

15 organized, without capital stock and not for profit, for the pwrpose 

16 of (1) establishing, maintaining and operating a nonprofit health 

17 service plan and (2) supplying services in connection with (a) the 

18 providing of health care or' (b) conducting the business of insttra1/ce 

19 as provided for in this act. 

20 /. "Health service plan" means a plan under which contracts are 
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21 issued providing cOli~1Jlete 01' partia,l prepayment or l)Ostl)ayment of 

22 health cat'e se1"vices and s'uppUes eligible under the cont'racts for a 

23 given pe1'iod to pe'rsons covered ~lnder the contract whe're an"ange

24 ments are made for payment for health care services and sltpplies 

25 di?'ectly to the provider thereof Ot' to a covet'ed person unde?" those 

26 contracts. 

27 g""Hospital sermce corlwration" means a hospital se'rVlce 

28 cOi'pomtioll established pursuant to the provisions of P. L. 1938, 

29 c. 366 (C. 17 :48-1 et seq.). 

30 h. «Medical service corporation" means a medical sermce 

:n co'rporation established pU1'S'uant to the provisions of P. L. 1.940, 

:12 c. 74 (C. 17:48A-1 et seq.). 

33i. «Provider of health care services" shall include, bld 'not be 

34 limited to (1) a health serv'ice corporation, a hosp'ital service 

35 corpu ration or rnedical sM'vice corporation; (2) a hospital or health 

36 can, facility u1lder' contmet with a health service co'rporation to 

:n pro'vide health care services or supplies to [Jerson,'; who become 

38 subsc'ribers under contmcts with the health ser'v'ice co'rpoiation,. 

39 (3) a hospital or health care facility which is maintained by a state 

40 OJ' any 0/ its political snbdivisions; (4) (t hospital or health care 

41 facility liceilsed by the Depa'rtment of Healtk; (5) othpr hospitals 

42 or health car'e facilities, as designated by the Department of Health 

48 to provide health caTe services; (6) a r'egistered nu'rsing home 

44 providing convalescent care; (7) a nonprofit voluntary visit'ing 

4fi n'urse organization providing health care services other than in 

4lj a hospital; (8) hospital,'! 01' other' health care fac,ilit,ies located in 

i17 other' states, which are 811bject to the supervision of those ,<dates, 

48 wh-ich if located in this State, would be eligible to be licensed or 

J9 designated by the Department of I-lealth; (9) nonp?'ofit hospital, 

50 medical 01" health service plans of other states aplJroved by the 

51 cO'Imnissioner; (10) physicians licensed to practice medicine and 

52 surget'y; (11) licensed chiropractors; (12) licensed dentists; (1/3) 

53 licensed optometr'ists,. (14) licensed phannacists; (15) lice'n,sed 

54 chiropodists; (16) registered bio-analytical laboratories; (17) 

55 licensed psychologists; (18) r'egister"ed physical thempists; (19) 

56 certified nurse-midwives; (20) register'ed professional nurses; (21) 

57 licensed health maintenance organizations; and (22) provide,rs of 

58 other similar health care services or supplies as are approved by 

59 the commissioner. 

60 j. "Second surgical opinion" means an op~mon of an eligible 

61 physician based on that physician's examination of a per'son for the 

'62 Pu;,.pose of evaluating the medical advisability of that per"son under:
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63 going an elective surgical p1'ocerlure, but prior to the performance 

64 of the sttrgical procedure. 

65 k. "Subscribe'r" meat/,s a person to whom a s1tbscription certificate 

66 is issued by a health service corporation, and the te'(m shall also 

67 include "policyholder," "mernbe'r," or "employer" under a group 

68 contract where the context 'requires. 

1 2. a. A health service corporation may be established: 

2 (1) By incorporating and obtaiwlng a certificate of autho'rity in 

3 accor'dance w'lth the provisions of this act; or 

4 (2) By the merger of a hospital serv'lce corporation and a 

5 medical serv'lce corporation. 

6 b. A health se'rvice corporation shall be incorporated under and 

7 shall conduct its business pursuant to the 1J1'ovisions of Title lsA 

8 of the New Jersey Statutes, except that where the provisions of 

9 that title areincons'istent with the provisions of this act, the pro

10 visions of this act shall govern. 

1 3. a. No health service corporation shall be established as a 

2 corporation organized f01' pecuniary profit. EVe1'y health sM'vice 

3 cor'poration established pursuant to the p'rovisions of this act shall 

4 be operated for the benefit of its subscribers. 

5 b. No person, firm, association or corporation, other than a health 

6 service corporation 0'( an ins'urance company autho'rized to transact 

7 life 01" health insurance in accordance with Title 17B of the New 

8 Jersey Stat1des shall establish, maintain or operate a health 

9 service plan. No person, finn, association or corporation other 

10 than a hospital service corporation, a medical sM'vice corporation, 

11. a dental service c01"poration to the extent permitted by P. L .1968, 

12 C. 30S (0.17:480-1 et seq.), or an insttrance company authorized to 

13 transact life or health insurance business or the k'inds of ins'urance 

14 specified in subsection (d) of R. S. 17:17-1, shall otherwise contract 

15 in this State with persons to pay for or to provide for health services 

16 on the basis of p'remi1lJms or other valuable considerations to be 

17 collected by the person, firm, association or corporation from any 

18 persons fOl' the issttance of the contracts. This section shall not 

19 be construed as pr'eventing the exercise of any authority or pr'ivilege 

20 granted to any corpor'ation by a certificate of authority issued by 

21 the commissioner pur'suant to any law of this State, or' as prevent

22 in,g any per'son, firm, association or COrlJOration from furnishing 

23 health services required under any workers' compensation law, or 

24 law pertaining to health maintenance organizations, Mas other'wise 

25 provided by law. 

26 c. A health service corpomtion shaU, unless prohibited by the 

27 commissioner, offer a.s an option medical-surgical contracts and 
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28 dental subscribpr rontmcts which afford subscribers prepaid or 

29 postpaid benefits pursuant to which payment is made to participat

30 ing providers for nwdical-surgical and dental services rendered by 

31 a participating provider network with agreements granting an 

32 agg'regate differential allowance 01' discount on charges, as well 

33 as a limit on total allowances which may 01' may not be related to 

34 the s~tbsc?-iber's income level, where the aggregate differential or 

35 discount on charges and limit on total allowances may be achieved 

36 by pay'ment of either' the individual pTovider's actual chai'oe or the 

37 health service corpm'ation's allowance on the charge, whichever is 

38 less. 

39 d. A health service corporation shall, unless the commissionc'l' 

40 otherwise di'rects, maintain a continuous open enrollment period, 

41 providing coverage to pe?'S01~S who are otherw'ise unable to obtain 

42 hospital, meclical-sur'gical, or major medica,l coverage. 

43 e. j\lo health service corporation shall have the power, di'rectly or 

44 throngh a s'ubsidiary or affiliate, to underwrite life insurance as 

45 defined in Title 17B of the New Jersey Stat~des. 

46 f. No health set'vice corporation shall solicit subscribers or' enter 

47 into any contract with any subscriber until it has received from the 

48 commissioner a certificate of a1dhority to do so, br,ttif a health 

49 set'vice cOtporation is established by means of the merger of a 

50 medical service corporation into a hospital service corporation, 

51 which hospital ser'vice corporation possesses a valid certificate of 

52 authority iss'Ued prior to the effective date of this act, the health 

53 set'vice corporation thus established need not reapply for a new 

M certificate of authority, but the corporation shall file in the Depart

55 ment of lnsumnce any documents relating to the merger which the 

56 commissione'f may require. 

57 g. Nothing in this act shall be deemed to IJrohibit a health service 

58 corporation from contracting with, or paying commiss'ions to, any 

59 dHly licensed affiliated or independent insurance agent or broker, 

60 to the extent IJermitted by the laws applicable to those agents or 

61 brokers. 

1 4. a. A health service corporation, other than a health service 

2 co'rporation which is formed as the result of a merger of a medical 

3 service corporation and a hospital service corporation, which seeks 

4 a certificate of a1dhority shall file in the Department of Insurance 

5 a certified copy of its certificate of incorporation, a copy of its 

6' bylaws and a statement of ,its financial condition in the form and 

7 detail requi'red by the commissioner, signed and sworn to by its 

8 president and secretary O'r othe'r prope1' officers. The certificate of 

9 authority shall be issued if the commissioner' is satisfied, on the 
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10 bas'is of examination or otherwise, that the health service corpora

11 tion has complied with the requirements. of this act, that its condi

12 tion or methods of operation are not such as would rendet· its opera

13 tions hazardous to the public or to its subscribers, and that the 

14 issuance of the certificate of authority would not be contrary to the 

15 publ'ic interest. No change in, amendment to, alteration in, addition 

16 to, or substitution fOt" any document, instrument; or other pape7' so 

17 filed shall become operative or effective until it shall also have been 

18 filed in the manner required by this section. No certificate of au

19 thority shall be issued to any health service corporation not in

20 corporated under the laws of this State. 

21 b. No certificate of authot"ity shall be issued to any health service 

22 corporation except on receipt of evidence by the commissioner that 

23 the cm-poration is in possession of unenc1,tmbered funds of not less 

24 than $1,260,000.00 to be held in cash or in a federally 'insured 

25 deposito1'J1 institution to the credit of the c07-poration. 

26 c. No certificate of authority shall be issued to any health se·rvice 

27 cGr110ration and no health set'vice corporation which is established 

28 as a rewlt of a merge'r of a hospital se'rvice corporation and a 

29 medical sert,ice co'rporation shall commence business unless the 

30 board of eli'rectors of the c07'pomtion is constituted in accordanc(! 

31 with the provis'ions of this act. 

1 5. Upon the merger of a medical set'mce corporation into l& 

2 hospital service c01po'ration, the surviving corporation shall qualify 

3 as a health service corporation, and the surviving corporation need 

4 not obtain a new charter or certificate of authority to act as a health 

5 se7'vice corporation, provided that: 

6 a. The board of directors of the sU7'viving corporation is con

7 stit1ltted p1,trsuant to the p'rovisions of section 6 of this act; and 

8 b. The certificate of incorporation of the hosp'italservice corpora

9 tion is amended, with-in 30 days of the merge1', in accordance with 

10 the provisions of this act; and 

11 c. The bylaws of the hospital service corporation are amended, 

12 within 30 days of the merget', in accordance with the provisions of 

13 this act; and 

14 d. Evidence of compliance with subsections a., b., and c. of this 

15 section is filed with the Commissioner of Insu'rance. 

1 6. The board of a health service corporation which is formed as
 

2 the result of a merger between a medical service corporation and a
 

3 hospital service corporation shall be composed of 32 members.
 

4 Initially, after the merger has been effected, the board shall be con


5 stituted as follows:
 

6 a. Eight members of the bO((1'd shall be public members, who
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7 shall be appointed by the Gove'rnO?'. The lJublic 'members so 

8 appointed shall be persons whose backg~'ound and exper'ience in

9 dicate that they are qualified to act in the broad p'Ltblic interest, 

10 who mayor may not have coverage under a contract or contracts 

11 issued by the corporation, its :iubsidiaries or affiliates, and who, o'r 

12 whose spo'use 01" 'mino!' children, are not o/ficel's, di~'ectors or owners 

13 of more than 100;0 of the stock of a corporation whose aggregate 

14 sales to hospitals, otllet' health care facil-dies 01' other providers of 

15 health care services exceed 5'10 of its total sales. Of the remaining 

16 members, seventeen shall be selected by the board of directors of 

17 the merging hospital service corporation from among its membel's, 

18 and seven shall be selected by the board of director;:; of the mcrging 

19 med'ical ser-vice cot'pomtion from among its rnembei's. 

20 b. Of the i-nitial me'mbers of the board, as pl'ov'ided for in s'ub

21 section a. of this sect'ion, tu'O melnber-s appointed by the Govelnor, 

22 five 'memuers of the buard of the merging hospital sel'vice CU1P0'i'U

23 tion, and two members of the board of the meiging medical service 

24 corpuratiu'il shall serve for a tenn 0/ one year; three meilLben; 

26 appointed by the Guvernor, five mernbers uf the board 0/ the 1nei'g

26 ing ho:;pital se'l'vicc corporatiOlt and two members 0/ the buard vi 
27 the merging medical se'!'vice c01'poration shall serve /01' a tenn of 

28 two yea'l's; aHd tMee melnbers appointed by the GovernO't', seveu 

29 members of the board of the merging hospital serv'ice corporation 

30 and three members 0/ the board of the 1nerging medical se'rvice 

31 ' co'rpomtion shall serve for a term of three years. Thereafter, all
 

32 'memue,'s of the board shall sel've for a term of tJwee years, and
 

33 shall hold ofJiceuntil thei1" successors are elected and qualified.
 

34 c. After the constitution of the initial board as provided in sub


35 section b. of this section, and as the initial tenns expire as provided
 

36 for in that section, the board shall be constituted as follows:
 

37 (l)All of the public members of the board shall be appointed by
 

38 the Governor;
 

39 (2) Twenty-four of the members shall be elected by the board
 

40 of d'it'ectors, as provided in the bylaws.
 

41 d. The provisions of subsection c. of this section shall not be con


42 strued to preclude the r'eappointment or reelection of any member
 

43 appointed 01" elected pu'rsuant to s'L~bsection a. of this section.
 

1 7. The boat'd of dil'ectors of a health service corporation which is 

2 established in accordance with paragraph (1) of subsection a. of 

3 section 2 of this act shall have eight public members appointed by 

4 the Governor and 24 members elected as provided in the bylaws. 

1 8. Within 10 days after a vacancy in the board of directors of a 

:2 health service cQ?'pomtion has occurred, the cor'poration shall notify 
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3 the commissioner in writing that a vacancy exists. If the vacancy 

4 is in one of the positions on the board which has been appointed by 

5 the Governor, the commissioner' shall so notify the Governor, who 

6 shall appoint a candidate to serve for the remaining ter"m. If the 

7 'vacancy occwrs in a position which is elected by the board, the 

8 vacancy shall be filled in accordance with the bylaws. Not more 

9 than 10 days after the selection of a person by the board to fill the 

10 vacancy, the corporation shall furnish, in writing, the followin,q 

11 1:nfonnation to the conmtissioner: the name and address of the 

12 pe'tson so elected; whether the person is rep'resentat'ive of the 

13 lHlrticipating providers of health care services of the corporatiou, 

14 and is qualified to serve under the provisions of this act. If the 

15 comrnissioner finds, after a hear'ing, that the composition of the 

16 boa1'd of di1'eetors of the health service corpor'ation, with respect 

17 to the member"s elected by the board, is not in compliance with the 

18 provisions of this act, he may direct that the board be reconstit~lted 

19 in accordance with his findings. 

1 9. The board of directors of a health service corpomtion may, by 

2 resolution, elect an executive committee of the boa'rd, one fourth of 

3 which shall be members appointed by the Governor'. V'acanciesin 

4 the executive committee shall be filled by the board of directors in 

5 accordance with the bylaws. 

6 To the extent provided in the resolution of the board, or in the 

7 bylaws, the executive committee shall have and may exercise all the 

8 authority of the board, except that no exec'utive committee shall: 

9 a. Make, alter or repeal any bylaw of the corpomtion; 

10 b. Elect or' appoint any director', or remove any officer O'f 

11 director; 

12 c. Submit to mern,bers any action that 'requires member's' ap

13 proval; or 

14 d. Amend or repeal any resolution previously adopted by the 

15 board. 

1 10. a. A health se'l"vice corporation may enter into agreements 

2 with providers of health care services whereby the p-roviders be

3 come participating providers of health care services of that healfk 

4 service plan. Copies of agreements proposed to be entered into 

5 with participating physicians shall be filed w'ith the commissioner. 

6 Every agreement shall provide: (1) for coverage of eligible health 

7 care services rendered to subscr'ibers and cover"ed dependents to the 

8 end of the subscription certificate year; (2) that 30 days' written 

9 notice of termination of the agreement may be given to th.e healtJt 

10 service corporation at any time by any part'icipating provider of 

11 health care services, but shall not apply to any subscription 
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12 cedificate in fO?'ce at the time of notice u'ntil the first date there

13 afte?' when the subscrilJtion cej·tificate may IHoperly be tenninated 

14 by the health service corporation; and (3) that the agreement of the 

15 provider of health care services to render scrvices to the end of 

16 any certificate year shall not be affected by cessation of the trail sac

17 tion of business by the health service corporation. This require

18 ment shall not apply to any subscription certificate which is not 

19 ma'intained in force by the payment of premiums req1tired thereby. 

20 b. A participating provider of health care services ,is one 'who 

21 agrees in writing to render health care sC1'vices to OJ' for persons 

22 covered by a contract or contracts issued by a health service 

2~ (;()}PO mtion in return fO'/' which the health service corporation 

24 agr'ces to make payment directly to the par-ticipating provider. No 

25 person or facility shall become a participating provider vf health 

26 care se?'vices unless he or it shall be legally authorized to provide 

27 health care services or supplies in this State. The board shall 

28 alwrove reimbu1'sement mtes paid to physic'ians. 

29 c. A health se?'vice corporation may enter into agreements with 

30 otke?' similar nonprOfit health service corporations, hospital service 

31 corporations, or medical service cor"porations licensed under the 

32 laws of other states to provide for reciprocal payl1tent of health 

33 care se?'vices to their respective subscribe'rs and covered dependents 

34 'i'endered in the area served by the other corporation, provided that 

35 payments to participating physicians shall be at a rate not exceed

36 'ing the same rate paid participat'ing physicians under' the cedificate 

37 of the subscribe?". 

38 d. A health service corpomtion may establish c1'iteria and 

39 stmldards for' provide'rs of health care se?'vices with which it desires 

40 to contract, and may establish its own cont'racting criteria for the 

41 p1"o'vide'/'s as it shall detennine, but contmctual mtes of pay'ment to 

42 any hospital or health care facility shall be app'roved as to reason

43 ablene.ss by the Hospital Rate Setting Commission pursuant to sec

44 tion 18 of P. L. 1971, c. 136 (C. 26 :2II-18). The maximum rate of 

45 payment to eligible hospitals and institutions 'not under contract 

46 with the health service corporation shall not exceed those hospitals' 

47 or institutions' regular charges to the general public for the san/;e 

48 services and shall be set forth in the certificate iss1ted by the health 

49 se1"vice cQ1'pMation to any subscriber. The basis and extent of pay

50 ment, if any, by the health service cor"poration under agreeme'nt 

51 with nonprofit hospital service, medical se1'vice, or healt7b se?'vice 

52 plans of other states shall be subject to the appr'oval of the com

53 missioner. 

54 e. Any dispute arising between a health se'/'vice corporation and 
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55 any provider of health care services with which the health service 

56 corporation has a contract for provision of health care services may 

57 be sl"tbmitted to the commissioner for his deterrninat'ion with 

58 respect thereto, which determination shall be subject to review by 

59 the Superior Goudin a proceeding in lieu of prerogative writ pur

60 suant to section 43 of this act. 

1 11. a. There is created a Professional Advisory Committee which 

2 shall be elected by the directors in a manne1' p1'ovided by the 

3 bylaws, which shall advise and make recommendations to the board 

4 with 1'espect to professional practice and health care issues, includ

5 ing, but not limited to, (1) the eligibility of and reimbursement for 

6 medical, sU1'gical, OJ' othe1' health care procedu'res 01' sC'i'vices; and 

7 (2) the establishing of guidelines for the utilization of health care 

8 services and p1'ocedures. 

9 b. The advisory committee created pursuant to subsect'ion a, of 

10 this section shall be composed of at least five physicians, of whom 

11 not less than t,wo shall also be directors, and all of whom shall be 

12 participating providers. In the case of a merger of a hosp'ital 

13 se'i'vice corporation and a medical service corporation, the init'ial 

14 adviso'i''!} comm'ittee shall be elected uy the board of the merging 

15 medical service corporation. Thereafter, all members of the 

16 advisory committee shall be elected by the d'i1'ectors, in a manner 

17 provided by the bylaws. 

1 12. In any contmct entered into by a health service cMporation, 

2 which includes covemge for health care services provided by a 

3 physician, coverage shall be deemed to include health care services 

4 prov'ided by a registered bio-analytic laboratory or physical the1'

5 apist, a cert'ified nurse-midwife, a registered professional nurse, or 

6 a licensed chiropodist, dentist, optometr'ist, psychologist or 

7 chiropractor when the provider performs an eligible service within 

8 the scope of his practice and for which he is not being compensated 

9 by a hospital or other health care facility, The practices of the pro

10 viders of health care services shall be deemed to be within the 

11 provisions of this act and the providers shall have the privileges 

12 and benefits in the scope of their practice under this act afforded 

13 hereunder to other approved providers of health care services in 

14 the scope of their practices, 

1 13, No health service corporation shall enter into any contract 

2 with a subscriber unless it has filed with the commissioner a copy 

3 of the contract or certificate and copies of all applications, riders, 

4 and endorsements for use in connection with the issuance or 

5 renewal thereof. If the commissioner at any time notifies the 

6 corporation of his disapproval of any form as being contrary to 
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7 law, or as being oppressive or calculated to mislead the public, 

8 specifying particulars, it shall be unlawful fo~' the corporation there

9 after to issue the form which has been disapproved. 

1 14. In every individual contract made, iss~ted or delivered in this 

2 State: 

3 a. All printed portions shall be plainly printed in type of which 

4 the face is 'not smaller than 10 point; 

5 b. The1'e shall be a brief description of the contract ouits first 

6 page and on its filing back in type of which the face is not smaller 

7 than 14 point; 

8 c. The exceptions of the contract shail appear 1,uith the same 

!) pTominence as the benefits to which they apply; and 

10 d. If the cont'met contains any IJ('ovision purport'ing to make any 

11 portion of the a1'ticles, constit~ttion 01' bylaws of the c01'poration 

12 a part of the contract, that portion shall be set forth in full. 

1 15. A health service corporation may classify s~£bscribe1's where

2 by unde'/' specified cirC1vrnstances subsc'riber O'r covered depen(J, 

3 dents may pay a participating provider of health car-e services an 

4 amo~tnt in addition to that payable by the corporation for those 

5 services, and tlie subscription certificate issued to any subscriber 

6 affected thereby shall contain the p~'ovisions thereof and shall 

7 specify the circumstances. 

1 16. a. A health service c01'poration of this State may, (1) with 

2 the participation of any other corporation licensed pursuant to 

3 Title 17 of the Revised Stat~des, Title 17B of the New Jersey 

4 Statutes, or P. L. 1.973, c. 337 (C. .26:.2J-1 et seq.), or licensed pur

5 suant to similaT statutes of other states, jointly issue individual 01" 

6 group contracts for health care and other benefits, including com

7 plete employee welfare and other employee benefit programs, 01' 

8 (.2) with the participation of any other corpomtion, jointly enter 

9 into contracts to provide 01' receive services in connection with the 

10 providing of health care or conducting the business of insurance 

11 in accordance with the provisions of this act or as permitted by the 

12 commissioner. The commissioner may establish any nonforfeiture 

13 requirements or reserve requirements as he deems necessary. 

14 Agreements between a health service corpomtion and other 

15 c01"pomtions pursuant to this section may provide f01" experience 

16 rating, if the experience rating is done on an equitable basis 

17 between the health se1'vice corporation and the other corporations; 

18 or .for a sharing, except with respect to Ufe insurance as defined in 

19 N. J. S. 17B :17-3, of the premium, claims, and expenses by the 

20 . pa'rticipating corporations; or subject to reg~tlation by the commis

21 sione';" for acceptance or ceding of the whole or portions of risks 
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22 on a reinsurance basis, except that a health service corporation may 

23 not accept risks on a reins~lrance basis which it may not accept on a 

24 primary basis pursuant to its powers as a health service corpora

25 tion, and may not, unde'J" any circ~tmstances, act as a reinsurer of 

26 life insumnce. Agrep.ments rnal1e [J'Wrsuant to th'is section shall be 

27 filed with and apl?roved by the commissioner before becoming effec

28 tive. 

29 b. In the case of any joint venture for the sale of insurance with 

30 other than an ins~lrer or hospital or medical set"vice corporation 

31 licensed to do business in this or any other state, the other partne,' 

32 or partners in the venture shall be licensed to sellins~tran(',e as 

313 agents pur'suant to Title 17B of the New Jersey Statutes. 

1 17. a. No health serv'ice coyporation shall during anyone year 

2 disb~trse morc than 10% of the aggregate amount of the payments 

~ received {rom subscribers during that year as expenditures for' the 

4- soliciting of S~tbsc'ribers, except that dwring the first year after the 

:5 issuance of a ceTtificate of authority a health service corporation 

G may so disb~lrse not more than 20% of that amount and dwring the 

7 second year not more than 15%. 

8 b. No health service corporation shall, d'wring anyone year, 

9 disbu'l'se a sum gr'eater than 20% o{ the payments received from 

to subscribers during that year as administrative expenses. The term 

11 "administrative p.xpenses," as used in this section shall include all 

12 eX1Jenditures fOT 110nl)rofessional sM'vices and in general all ex

13 penses not di1"ectly connected with the fu.rnishing of services or 

14 benefits, but not inch/ding expenses of soliciting s~lbscr-ibers. 

1fi c. The funds of any health service corporation rnay be invested 

16 to the same extent now o-l' her'eafter permitted by law for the in

17 vest'ment of funds of domestic life insurance companies, 'including 

18 investments in for-profit subsidiaries such as insurance agenc'ies, 

19 SU1Jpliers of administrative services only, or any other subsidiaries 

20 pe1"mitted pursuant to N. J. S. 17B :20-4, and for the pttrpose of 

21 engaging in any aspect of its business di1"ectly or through one or 

22 more subsidiaries or affiliates, except that a health service corpom

23 tion may not invest in a subsidiary a~dhorized to insure risks which 

24 the health service corporation may not insure directly p~trsuant to 

25 its powers as a health service cOt"poration. 

26 d. A health service corporation may not directly s~lpply admin

27 istrative services only, but may supply administrative services 

28 through a subsidiary O'r affi'iate, except that no health service 

29 corporation may directly or indi1'ectly, through a subsidiary or 

30 affiliate or otherw'ise, make available anyprovider differ'ential under 

31 an agreement to supply administrative services only. 
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32 e. Every health serv'ice corporation, after the first full calendar 

33 year of doing business as a health service corporation, shall accu

34 mulate and maintain a special contingent surplus over and above its 

35 reserves and liabilities at the rate of 2% annually of its net premium 

36 incom,e until that sur'plus is not less than $1,250,000.00. Thereafter, 

37 for any subsequent calendar year, the special contingent sur'plus 

38 shall be maintained at an ammtnt not less than 2"72 % of the net 

39 premium income received du'ring that year as determined by refer

40 ence to the statement of financial condit'ion filed pursuant to section 

41 36 of this act. The comrnissioner' may increase the amount of special 

42 contingent surplus which shall be maintained pursuant to this sub

43 section to an ammtnt not exceeding 5% of the net premium income 

1M r'eceived during the preceding year. This special contingent 

45 81H'plus shall be contributed by each of the following two categories: 

46 (1) Community rated, excluding open enrollment and conversion 

47 groups; and 

48 (2) Expe'rience rated subscribers, in the ratio that the net pre

49 mium income of each category bears to the total net premium 

50 ,income of the health service corporation and by contributions from 

51 the catego'ry that gives rise to a diminution of the surplus required 

52 to be maintained under this section. Whenever it appears that the 

53 special contingent surplus has deviated from the amount required 

54 to be maintained by ';nore than 2% of the aggregate amount of the 

55 net premiurn income received d1tring that year, the commissioner 

56 shall approve and promulgate a plan reasonably calculated to 

57 return the spec'ial contingent surplus to the amount required to be 

58 maintained, within two years from the date of irnplernentation of 

59 the plan specified above. Approval and pr'o11mlgation of the plan 

60 by the commiss'ioner shall not abrogate the responsibilities of 

61 corporate officers with regard to the reporting of financial condition 

62 pursuant to section 36 of this act. 

63 f. Nothing in subsection e. of this section or any other provision 

64 of this act shall be construed to limit the authority of the com

65 missione'r to require compliance with statutory capital, surplus or 

66 r'eserve req1tirements for a subsidiary or affiliate of a health service 

67 corporation, or for any reinsurance activities to be undertaken by a 

68 health service corporation. 

1 18. a. Eve'ry individual contract made by a health servwe 

2 corporation shall provide coverage for a specified period of not 

3 less than one year, and no contract shall be made p,roviding for the 

4 inception of coverage at a date later than one year after the actual 

5 date of the making of the contract without the prior approval of the 

6 commissioner. The contract may provide that it shall .be auto
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7 matically renewed from year to year unless there shall have been at 

8 least 30 days' prio?' written notice of termination by either the sub

9 sct'iber or the health set'vice corpomtion. In the absence of frau,d 

10 or material rn;ist'epresentation in the application for a contmct or 

11 for reinstatement, no contract with an individual s1lbscriber shall be 

12 te1'minated by the health service cM'poration unless all contmcts of 

13 the same type, in the same group or covering the same classification 

14 of persons are tenninated under the same conditions. 

15 b. No contract between a health service corporation and a sub

16 sC1'iber shall entitle more than one pet'son to coverage, except that a 

17 contmct issued as a family contract may provide that coverage will 

18 be furnished to a husband and wife, or husband, wife and their 

19 dependent child or children, or the subscriber and his, or her, 

20 dependent child or children. Adult dependents of a subscriber may 

21 also be included for coverage under the contract of the subscriber. 

1 19. Every individual contmct entet'ed into between a health 

2 service corporation and a subsc'riber shall be in writing and a 

3 certificate stating the terms and conditions thereof shall be 

4 furnished to the s'1.tbscribet, to be kept by him. No subscription 

5 certificate shall be 'made, issued or delivered in this State unless 

6 it contains the following provisions: 

7 a. A statement of the contract mte, or amount payable to the 

8 health service corporation by o'r on behalf of the subscriber for the 

9 period of coverage and of the time or times at which, and the manner 

10 in which, the amount is to be paid; and a provision 1'equiring 30 

11 days' written notice to the subscriber before any change in the 

12 contract, including a change in the anwunt of the subscription mte, 

13 shall take effect; 

14 b. A statement of the nature of the health services to be furnished 

15 or paid f01' and the period during which they will be fut'nished or 

16 paid for; and, if there are any services to be excepted, or any 

17 benefits to be limited, a detailed statement of the exceptions or 

18 limitations printed as hereinafter specified; 

19 c. A statement of the terms and conditions, if any, '1.tpon which 

20 the contract may be amended on approval of the commissioner or 

21 canceled, or otherw'ise terminated, at the option of either party. 

22 Any notice to the subscriber shall be sent by mail to the subscribe'r's 

23 address as shown at the time on the health service plan's record, 

24 except that, in the case of persons for whmn payment under their 

25 contracts is made th,'ough a remitting agent, notice may be sent to 

26 the rem'itting agent, in which case it shall be the responsibility of 

27 the ,'emitting agent to notify the subscriber. The notice shall be 

28 sent at least 30 days be/o're the amendment, cancellat'ion or termina
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. 29 tion of the contmct takes effect. A r'ider or endorsement accompany

30 ing the notice, and amending the rates or other provisions of the 

31 contract, shall be deemed to be a part of the contract as of the 

32 effective date of the 1'ider or endorsement; 

33 d. A stale'ment that the contract includes the endorsements 

34 thM'eon and attached pape1'S, if any, and contains the entire 

35 contract; 

36 e. A statement that no state1itellt by the subscriber" in his applica

37 tion for a contract shall avoid the contract or be used i1t any legal 

38 proceeding thereunder, unless the application, or an exact copy 

39 thereof is included in or attached to the contract, and that no agent 

40 01' re2)1'esentative of the health service corporation. other than an 

41 officer or officers designated therein, is attthorized to change the 

42 contract or waive any of its provisions; 

43 f. A statement that if the subscriber defa~tlts in making any pay

44 1nent under the contr'act, the s1tbsequent acceptance of a payment 

45 by the health service corporation or by one of its duly authorized 

46 agents shall reinstate the contract, intt with respect to sickness and 

47 injury may cover any sickness as may be first lnanifested more than 

48 10 days after the date of the acceptance; 

49 g. A statement of the period of grace, which shall not be less 

50 than 10 days, allowed the sttbscr-iber for making any payment due 

51 under the contract; and 

52 h. A contract may contain a provision that all health services 

53 furnished 01' paid for by a hospital service corporation shall be in 

54 accordance with the accepted medical practices in the community 

55 at the tinw, btd the health ser-vice corpomt'ion shall not be liable for 

56 injuries resulting from negligence, misfeasance, malfeasance, non

57 feasance or malpractice on the part of any pr'ov'ider of health care 

58 se'fvices in the course of rendering health ca1'e services to sub

59 scriber's, 

1 20. a. Family type individual contr'acts shall provide that the 

2 cover-age applicable for children shall be payable with respect to a 

3 newly-b01'n child of the subscriber, or his or her spouse from the 

4 mOlnent of birth. Coverage for newly-born children shall consist of 

5 coverage of injury or sickness, including the necessary care and 

6 t1'eatment of medically diagnosed congenital defects and abnor

7 malities. If a subscrilJtion payment is j'equired to provide cover-age 

8 for a child, the contract may requi're that notificat'ion of birth of a 

9 newly-born child and the required payment must be furnished to the 

10 health service corporation within 31 days afte']" the date of birth in 

11 orde'r to have the covemge continue beyond such 31-day period. 

12 b. Nonfamily type individual contracts which provide for cover
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13 age to the subscriber but not to family members or dependents of' 

14 that subscriber shall also provide coverage to newly-born children 

15 of the subscriber which shall commence with the moment of birth 

16 of each child and shall consist of coverage of injury or sickness in

17 cluding the necessary care and treatment of 11wdically diagnosed 

18 congenital abnormalities, if application therefor and payment of 

19 the r'eq1.lired subscription amount are made to include in the contract 

20 the coverage described in subsection a. of this section within //1 days 

21 from the date of birth of a newborn child. 

1 21. Whenever, purS1.wnt to the provisions of an individual con

2 tract issued by a health service corporat-ion, the for'mer Sp0'llSe of a 

3 named S1.lbscriber 'ltnder a contract is no longer entitled to coverage 

4 as an eligible dependent by r'eason of divorce, separate coverage 

5 for the forme'f sp01.£se shall be made available by the health se'fvice 

6 corpor'ation on an individual basis unde'r' the following conditions: 

7 a. Application for coverage shall be made to the health service 

8 corpor'ation by or on behalf of the former spouse no later than 31 

9 days following the date his or her coverage unde'f the pr'ior contract 

10 terminated.
 

11 b. No new evidence of insurability shall be required in connec


12 tion with the application for coverage but any health exception,
 

13 limitation or exclusion applicable to the fanner spouse 'llnde'r the
 

14 prior coverage may, at the option of the health service corporation,
 

15 be ca'f'fied ove'f to the new coverage.
 

16 c. The effective date of the new coverage shall be the day follow


17 ing the date on which the fO'fmer Sp01.lSe'S coverage under the priM
 

18 contract terminated.
 

19 d. The benefits provided under the coverage offered to the
 

20 former spouse shall be at least equal to the basic benefits provided
 

21 in contracts then being offered by the health service corporation to
 

22 new individual non-grO'llp applicants of the same age and family
 

23 status.
 

1 22. Coverage of an unma'fried child, covered prior to attainment 

2 of age 19 by an individual contract under which coverage terminates 

3 at a specified age, who is incapable of self-sustaining employment 

4 by reason of mental retardation or physical handicap and who 

5 became so incapable prior to attainment of age 19 and who is chiefly 

6 dependent 'llpOn the subscriber for support and maintenance, shall 

7 not te'fminate while the contract r'emains in force and the depen

8 dent remains in that condition, if the s1.lbscriber' has within 31 days 

9 of the dependent's attainment of the termination age submitted 

10 proof of the dependent's incapacity as described herein. The pro

11 visions of this section shall not apply retrospectively or prospec
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12 tively to 1'eq11;i1"e a health service cot'pot'ation to insure as a covered 

13 dependent any mentally retarded or physically handicapped child 

14 of the applicant where the contract is underwritten on evidence of 

15 insurability based on health factors t"equired to be set forth in the 

16 application. A contract heretofore or hereafter issued may, how

17 ever, specifically exclude such mentally 'retat'ded or physically 

18 handicapped child from coverage. 

1 23. a. A health service corporation may issue to a policyholder a 

2 group contract, covering at least two employees 01' members at the 

3 date of issue, if it conforms to the following description: 

4 (1J A contract issued to an ell'tployer or to the trustees of a fund 

5 established by one or more ernployers, or issued to a labor 1mion 01' 

6 to an association formed for purposes other than obtaining a group 

7 contract, or issued to the tntstees of a f1md established hy one or 

8 more labor unions, Ot" by one or m01'e employers and one Of more 

9 labor unions, covering employees and members of associations and 

10 labor unions; or
 

11 (2) A cont'ract iss'ued to cover any othe·1' group which the cormnis


12 sioner determines may be covered in accordance with sound under


13 writing principles.
 

14 b. Benefits may be provided for one or nwt'e members of the
 

15 families or one 01" more dependents of pet'sons who may be covet"ed
 

16 under a group contract referred to in subsections (1) or (2) of
 

17 subsection a. of this section.
 

1 24. a. Every group contract entered into by a health sermce 

2 corporation with any policyholder shall be 'in writ'ing and a contract 

3 form stating the terms and conditions thereof shall be furnished to 

4 the policyholder to be kept by him. No group contract for'm shall 

5 be used unless it contains the following provisions: 

6 (1) A statement of the contract rate payable to the health se'rvice 

7 corporation by or on behalf oj the policyholder for the original 

8 period of coverage, the time or times at which, and the manner' in 

9 which, the contract rate due is to be paid, and the basis, if any, on 

10 which the rate may s'ttbsequently be adjusted; 

11 (2) A provision that all cont'ract rates due under the contract 

12 shall be paid by the policyholder, M" by. the designated representa

13 tive of the pohcyholder, to the health service corporation on or 

14 before the due elate thereof or within a period of grace as may be 

15 specified therein; 

16 (3) A statement of the nature of the coverage to be provided and 

17 the period during which it will be pt"ovided, and, if there are any 

18 exclusions from coverage, a detailed statement of these excl1lsion.s; 

19 (4) A provision that the contract, any endot'sements 0'1' riders 
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20 thereto, the application of the policyholder in whose na'me the con

21 tract is issued, a copy of which shall be attached to the contract, and 

22 the individual applications, if any, of the employees or members 

23 shall constitute the entire cont'f'act between the padies and that all 

24 statements contained iu any application for coverage shall be 

25 deemed representations and not warranties; 

26 (5) A provision that there shall be issued to the policyholder, for 

27 delivery to the employee or member, a certificate or other docwnent 

28 which sets f01"th or summa'f"izes the essential features of the cover

29 age including the time, place and method fo·r maki'ng claim,s for 

30 benefits; 

:-n (6) A provision that all new employees 0'1' new 1nembers, as the 

32 case may be, 'in the groups or classes eligible for the coverage shall 

33 be added to the eligible grou,ps or classes; and 

34 (7) .A statement of the te'rms and conditions, if any, upon which 

35 the contract may be te1'minated or amended. Any notice to the 

36 policyholder shall be effective if sent by mail to the policyholder's 

37 address as shown at the time on the corporation's 'f'eeords. The 

38 notice to the policyholder as herein 1'equired shall be sent at least 

39 30 days befo'f"e the termination or amendm,ent of the contract takes 

40 effect. 

41 b. A group contract may contain a promswn that all health 

42 services f~ll'nished or paid for by a health service CorlJoration shall 

43 be in accordance with the accepted medical practices in the com

44 munity at the time, but the health service corporation shall not be 

45 liable f01' injuries 1'es1llting from negligence, N1,isfeasance, mal

46 feasance, nonfeasance or malpractice on the part of any provide'f' 

47 of health care se'f'vices in the course of rendering health care 

48 services to covered persons. 

49 c, A health se'f'vice corporation may classify employees 0'1' mem

50 be1's under a group contract whereby under specified circumstances 

51 the employee or member or their covered dependents may pay a 

52 part'icipating provider of health care services an amO'Llnt in addition 

53 to that pa.yable by the corporation for those services, (lnd the group 

54 contract issued to the policyholder whose employees or members 

55 are affected thereby shall contain the provisions thereof and shall 

56 specify the circumstances. 

1 25, The grmtp contract may provide that the term ((employee" 

2 shall include as employees of a single employer the employees of 

3 one 0'1' more s1lbsidiary corporations and the employees, individual 

4 prop1'ietors and partners of affiliated corporations, prop'f'ieto'rships 

5 and partnerships if the business of the employer and those, corpor.o,

6 tions, proprieto'f'ships or partnerships is under common control 
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7 through stock ownership, contract or othe?'wise. The contract may 

S lJrovide that the term "employees" includes the ind'ivid'ual p'ro

.9 IJl'ietor or partne?'s of an individual p1'oprietorship or a pm'tnership. 

10 The contract may p'rovide that the term "employees" shall include 

11 retired employees. A contract isstted to tntstees may provide that 

12 the term "employees" shall include the t?'ustees or thei?' e11'/'ployees, 

13 or both, if their duties are principally connected with the trustee

14 ship. A contmct issued to the trustees of a fund established by the 

1.5 members of an association of employers may provide that the term 

16 "employees" shall include the employees of the association. 

1 26. a. .A g'roup contmct, covering at least 50 employees O'r 

2 members, may provide faT the adjustment of the mte of premium 

3 at the end of the first year 0'1' auy subsequent year of insuTance 

4 there'under based on the exz)erience thereunder both past and 

5 contemplated. No health service corporation shall use any form 

6 of exper'ience rating plan until it shall have filed with the cornmis

7 sione?' the fonmt1as to be used and the classes or gronps to which 

8 they are to apply. The c01nmissioner may disapprove the fo'rmulas 

9 or classes at any time if he fi'uds that the rates p'roduced thereby are 

10 excessive, inadequate 0'1' unfaiTly disc'riminatory O'r that the 

11 formulas 0'1' classes are such as to prejudice the intere8ts of persons 

12 who are eligible fo'l' coverage undeT contracts w'itk the health 

13 service c01'poration which are 1Wt subject to expe'r'ience rating. 

14 b. Except for those rating formulas applicable to !proups th(~ 

15 employees of membe'l's of which a're located in m01'e than one state 

16 and which a'l'e underwritten in participation with other corpom

17 tions of other states, no rating formula shall be aZJproved by the 

18 commissioner, unle8s it pro'vides that the experience rated g1'OUpS 

19 will be assessed a reasonable community cha'l'ge. A rating formula 

20 may provide f01' the allowance of an eq·uitable discount in the event 

21 that the policyholder agrees to perform certain administrative and 

22 r'ecord keeping functions 'in connection iwth the routine maintenance 

23 of the grottp account. 

24 c. Nothing in this section shall pr'ecl1tde a health service corpora

25 tion fr'om incorporating in the rate formula those claim cost and 

26 utilizat'ion t1'end factors which it deems necessary in its discretion, 

27 so long as the rates produced are self-supporting and the form1.llas 

28 for classes do '(tot prejudice the 'interests of persons who are eligible 

29 lor coverage under contracts with the health service corporation 

30 which are not subject to experience rating. 

31 d. F01" exper'ience rated g'roups of 50 to 99 employees or mem,ber's, 

32 the commissioner shall have the authority to determine that rates 

33 charged depart from community rates in such a way as to assure 
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34· continuity of rating pr"inciples with thecornmunUy rated and ex

35 perience rated groups of 100 or mO're. 

1 27. No health ser'vice corporation shall issue -individual 01' group 

2 contracts which are not exper-ience rated until it has filed with the 

3 commissioner a full sched'ule of rates which a're to apply to those 

4 contracts. The commissioner may disapprove the schedule at any 

5 time if he finds that the rates are excessive, inadequate or unfairly 

6 discriminatory, and it shall be unlawful for any corporation to 

7 effect any contract according to those rates thereafter. 

1 28. a. Family type group coverage shall provide that the cover

2 age applicable for children shall be payable with respect to a, newly

3 born child of the subscriber, or his or he'r spouse f1'om the moment 

4 of birth. The coverage for' newly-born children shall consist of 

5 coverage of injury or sickness incl~tding the necessar'y car'e and 

6 treatment of medically diagnosed congenital defects and abnor

7 malities. If a subscription payment is required to obtain coverage 

8 for a child, the contract may require that notificat-ion of birth of a 

9 newly-born child altd the requir'ed payment shall be fu'rnished to 

10 the health service corporat-ion within 31 days after the date of 

11. birth in orde'l' to have the coverage continue beyond that 31-day 

12 period. 

13 b. Non-family type y'roup coverage, other than under' contracts 

14 which provide no dependent coverage whatsoever for the sub

15 scriber's class, shall also provide coverage for newly-born children 

16 of the subsct'ibe1', which coverage shall commence with the moment 

17 of bi-rth of each child and shall co'nsist of coverage of injury or 

18 sickness, including the necessary care and treatment of medically 

19 diagnosed congenital defects and abnormaz.ities, if application 

20 therefO'r and payment of the required subscription amount are 

21 made to include in the contract the coverage described in subsection 

22 a. of this section within 31 days from the date of birth of a newborn 

23 child. 

1 29. Whenever, pursuant to the pr'ovisions of a group contract 

2 issued by a health service corporation, the former spouse of an 

3 employee or member of a policyholder' under a group contract is no 

4 longer entitled to coverage as an eligible dependent by reason ot 

5 divorce, separate coverage for the former spouse shall be made 

G available by the health service corporation on an individual non

7 group basis '1-mdwr the following conditions: 

8 a,. AZJplication for the non-g'fOUp coverage shall be rnade to the 

9 health se'l"vice corporation by ()'f' on behalf of the former spouse no 

10 later than 31 days following the date his 01' her coverage under the 

11 prior group contract terminated. 
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12 b. No new evidence of insurability shall be reqtfifed in connection 

13 with the application for the nongroup coverage but any health 

14 exception, limitation or excl'usion applicable to the former spouse 

15 under the prior coverage may, at the option of the health service 

] 6 corporation, be carried over' to the new nOl1grOttp covemge. 

17 c. The effecti1)(', date of the new coverage shall be the day follow

18 i'ng the date on which the former spouse's covemge under the prior 

19 group contract terminated. 

20 d. The benefits provided under the nong'foup oovemgeissued to 

21 the former 8pouse shall be at least equal to the basic benefits pro

22 vided in contracts then beinlJ issued by the health service cM'P0ro

23 tion to new nongroup applicants of fhA same a,qe and family 

24 statt's. 

1 30. Coverage of an unmarried ch-ild, covered p-rior to attainment 

2 of age 19 by a group contract unde-r which coverage terrn:inates at 

:1 a specified a[}f, who is incapable of self~sustaining frnployme'llt by 

4 'feason of mental retardation or physical handicap and who becarne 

5 so incapable prior to attainment of (7-ge 19 and who is chiefly 

6 dependent upon the covered employee or membC'f' for support and 

7 maintenance, shall not terminate while the coverage of the em

B ployee or member r'emains in force and the dependent r"emains in 

!) that condition, if the employee or member has within 31 days of 

10 the dependent's attainment of the termination GlJe submitted pr"oof 

11 of thc dependent's incapacity as described herein. The provisions 

12 of this section shall not apply retrospectively or pr'ospectively to 

13 r"cquir'e a health ser'vice corporat-ion to insure as a crnJered depen

14 dent a'ny mentally reta-rded or physically handicapped child of the 

15 appl-lcant where the contract is underwritten on evidence of in

16 s1tmbility based on health factor's required to be set for'th in the 

17 application, Any contract heretofore or hereafter issued may, 

18 however, specifically ea.:clHde a mentally retar'ded 01' physically 

19 handicapped child from coverage. 

1 31. Any group contract which oontains provisions for the pay

2 ment by the instwer of benefits for members of the family or 

3 dependents of a person in the insured group shall provide that, 

4 subject to payment of the alJpropriate premium, family members 

5 Or dependents are permitted to have coverage contimted fat· at least 

6 180 days after the death of the person in the insured group. 

132. A group contract or individual group certificate delivued or 

2 issued for delivery in this State which cove-rs employees or mem

3 bel'S and their dependents for health services on an expense in

4 "curred or service" basis; other than for spe:cijic diseases or for 

5 :acciden;tal injuries" only, shall provide that 'employee,~ or members 
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6 whose covemge Hnder the group contract or individual grotip" 

7 certificate would otherwise terminate because of termination of em

S ployment or rnembersh'ip due to total disability of the employee or 

9 member, shall be entitled to continue their' health ser'vices coverage 

10 under that group contract or individual grottp certificate for' them·, 

11 selves and their eligible dependents, subject to all of the group 

12 Gontract's or individual group certificate's terms and conditions 

13 applicable to that coverage and subject to the following conditions: 

14 a. Cont'inuation shall only be available to any employee or mem

15 ber who has been continuously covered under the group contract or 

16 individual gr'oup certificate during the entire three month period 

17 ending with the termination. 

18 b. Continuat'ion shall be available for any per'son who is covered 

19 by Qt' eligible for Medicare, subject to any nonduplication of bene

20 fits pro'l'isio'ils of the group contract or individual group ce·rtificate. 

21 c. In addition to hospital, med'ical-snrgical, or rnajor medical 

22 benefits, continuation shall include any other health care expense 

23 benefit, inchtding dental, vision care, or prescr'iption drug benefits 

24 available through the ins1wed gr01tp. 

25 d. An employee 01' member electing continuation shall pay to the 

26 gr'oup contr'act holder or his employer, on a lIwnthly basis in 

27 advance, the amo1mt of cont'rib1dion requir'ed by the contr'act holder 

28 or employer, but not more than the group rate for the coveragc 

29 being continued under the group contract or individttal gr01tp 

30 certificate on. the due date of each payment. The employee's or 

31 member's written election for continuation, together with the first 

32 contribution required to establish contributions on a monthly basis 

33 in advance, shall be given to the contract holder 01' employer' within 

34 31 days of the date the employee's or member's coverage would 

35 otherw·ise terminate. 

36 e. Continuation of coverage under the group contract or tn

37 dividual group certificate for any person shall terminate at the 

38 first to occur' of the following: 

39 (1) Failur'e of the former' employee or member to make timely 

40 payment of a required cont'ribution. Termination shall occur at the 

41 end of the period fo·r which contr'ibutions were made. 

42 (2) The date the employee again becomes employed and eligible 

43 for benefits u·nder another' group plan providing health' care ex

44 .pense benefits, or in the case of a qualified eligible dependent, the 

45 date the dependent becomes employed and eligible for' those bene

46 fits. 

47· (3) The date on which the group contract, or individual g'l'oup 

48 certificate.is ,ter.mi~ated 9r,in,t.~e case of ,auy.e:rnplqyee" ·the.date 
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(b) the minimum level of benefits to be provided by the other

gro'ttp contmct or individual group certificate shall be the appl'ica

ble level of benefits of the prior group contract or individual group

certificate reduced by any benefits payable under' that p'r'tor gr'oup

contract or individual gr-oup certificate, and

(c) the lJ1"ior group contract or 'indi1.:idual group certificate shall

continue to provide benefits to the extent of its accrued liability

G4 and extension of benefits, but only when 'replacement occurred.

f . .A. not'ijication of the continuation privilege shall be incl'uded

G6in any ind-i-vidual group certificate or employee booklet.

g. For the purpo,')es of this section, "total disability of au em

li8 ployee or' member" exists only while the ernployee or mcrnber (1)

69 is not engaged ,in a'tld (2) is completely unable, due to sickness or

iOinjur'y or both, to engage in any and every gainful occupation for

71 which the per'son is reasonably fitted by education, training or ex-

, his employer terminates participation 11mder' the groul) contmct 01'

individual group certificate; except that:

(a) the employee or member shall have the right to become

covered unde?" any new group contract or individual group certifi

cate contracted for by the employer', for the balance of the period

that he would have "t~ntained covet'ed Wide'!' the pr-ior' group cet'tiji-

55 cate in accordance with this act had a termination of a group not

56 ocwrred;
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opinion.

d. A second sttrgical opinion program may exclude benefits (1)

while a patient is confined in a hospital as an inpatient for any

surgical procedU1'e not covered by the g'i'o'ttp 01' individual contract,

and (2) for surgical procedures in the following categories: cos-

72 perience.

1 33. a. A health service cor'poration iss'uing a gr01tp or -individual

2 contmct in accorda-nce with this act which provides payment for

3 surgical services rende'red to a per'son while confined in a hospital

4 as an inpatient, shall make available benefits for' a second surgical

5 opinion for elective su-rgical procedures which would 'require an

6 inpatient admission to a hospital. In the case of a group contract,

7 benefits for a second surgical opir/Jion shall be available only if re-

. 8 quested by the gr-oup policyholder'.

9 b. A second surgical opinion program shall provide for' payment

10 for the second surgical opinion of an el'igible physician and for

n essential laboratory and x-ray ser'vices incidental thereto.

12 c. If a second surgical opinion does not confirrnthat the proposed

13 elective surgical procedure is medically advisable, the program

14 shall cover a third su·rgical opinion in the same manner as the second

15

16
17
18

19
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20 metic surgery, pregnancy-related surgery, dental surgery, podia


21 tric surgery, and stel'iliz<Ltions.
 

22 e. If a physician who furnishes a second or third surgical opinio'n
 

23 also performs the s1wgical IJrocedurc, the second surgical opinion
 

24 program need not provide paylnent for the second or thil'd opini<on
 

25 sel·vices.
 

1 34. No group or individU<Ll contract providing health service 

2 coverage shall be delivered, issued, executed, or renewed in this 

3 State, or approved for issuance or renewal i1~ this State by the 

4 commissioner, unless the contract pt'ovides benefits to any sub

5 scriber or other person covel'ed thereunder for expen.sesincurred 

6 in connection with the treatment of alcohoz.isnl when tJt,e tt'ootment 

7 is prescribed by a doctor of medicine. Benefits shall be provided 

8 to the same extent as fOl' any other sickness u1tder the contract. 

9 Every contract shall include benefits for the treatment of alco

10 holism as follows: 

11 a. Inpatient or outpatieltt care in a health care facilit·y licensed 

12 pursuant to P. L. 1971, c. 136 (C. 26 :2I1-1 et seq.); 

13 b. l'reatment at a detoxification f(1,cility licensed pursuant to 

14 section 8 of P. L. 1975, c. 305 (C. 26 :2B-14); 

15 c. Confinement as an inpatient or outpatient at a licensed, urti

16 fied, 01' State approved residential treatment facility, 'Under a pro

17 gram which meets minimum standards of care equivalent to ~hose 

18 prescribed by the Joint Commission on Hospital ACGr~ditation. 

19 Treatment or confinemen-t at any facility sha:U not pf'eclude fuq'

20 ther or additional treatment at any othel' etigifJlJe {<Lei/it'!!, if the 

21 benefit days used do not exceed the total 1~umber of benefit days 

22 p'fovided for any other sickness under the contnu:t. 

1 35. Every subscription certificate and group and individual C09't

2 tract providing health service coverage delivered, iss~d, eXfXutf#d 

3 or renewed in this State, or approved tor issuance or f''tftewal in 

4 this State by the comm'issioner on Of afte1' the effer;tivf!, date 'iJf 

5 this act, shall provide benefits for reconstructive brefl,st S'Urgery, 

6 including, but not limited to: the cost 0 f prosthes~s f1!nd, 'lJtt/,der any 

7 contract providing (j'utpatient x-ray or r«diati()'Jt, therapy, be'Jt,efits 

8 for outpatient chemotherapy following surgical procedures in con

g nection with the treatment of breast cancer wh'l-ch shall beind'Udetl 

10 as a part 'Of the outpatient x-ray or radiation therapy benefit. The 

11 provisions of this section shall apply to all contracts in which tke 

12 health service corporation has l"esut'edtkerigltt t-o change the 

13 premium. These benefits shall be prov'ided to th-e same -e~tent as 

14 for any other sickness under the contract. 

1 36. a. Every health service corporation tra1~sacti'ng business in 
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2 this State shall annually on or licfore the first day of ll1arch file 

3 in the Department of Insurance a statement, subscribed and sworn 

4 to by its p7'incipal officers, showing its {il/ancial condition at the 

5 close of business on the thirty-first day of December of the year last 

6 p1'eceding, and its vttsiness fol' that year, which statement sh{lll be 

7 in that form and contain those matters as the cmnmissioner' pre

8 scribes. The comm·issionel' may also address inquiries to any health 

9 service corporation 01' its otJice1'~' in j'elation to its condition of 

10 afj'ai1"s, or any matte1' cotmected with its tmnsactiol1s, and it shall 

11 be the d'uty of the ojJicers of the Gorpomtion to p,'omptly reply in 

12 writing to all inquiries. Por good cause shown, the com:missioner 

13 may extend the time within 'which a statement shall ue filed. 

14 b. A health service corpo'ration neglecting to make arid file its 

15 annual statement in the f01"m, and within the time provided by sub

16 section a. of this section 01" neglecting to reply in w"iting iniH

17 quiries of the commissioner within a reasonable time, as specified 

18 by the commissioner, shall forfeit $100.00 for each day's neglect, 

19 to be recovered i1~ a civil or ad1ninist-rative proceeding, and 'upon 

20 notice by the comrnissione''r to that effect, its authority to do new 

21 business in this State shall cease while the default continues, 

1 37. a. The commissioner shall have the power, wheneve'r he 

2 deems it expedient, t01J'Wke Qr cause to be made m1. examination of 

3 the assets and liabilities, met'Md of conducting business and all 

4 other affairs of every health service co'rporation authorized or 

5 which has made application {Of' authority to tmn.sact business unde'r 

6 the p1'ovisions of this act. P09' the PUt'P0S{,S of the exarninttt'ion, 

7 the commissioner may auth(wize, a11.d employ ljet'sons to conduct 

8 the examination or to assist therein a::; he deem,s adv'isal;le, whick 

9 examination may be conducted in any state in which the corpom

10 lion examined has aH office, agent, or place of business. 

11 b. The reasonable expense of the examinoation shaU be fixed and 

12 dete1"mined by the cornmission,e'f, and he shaU recover that expense 

13 from the health service corporation examined, wltich shalt make 

14 payment on presenffition of a detailed account of the expense. If 

15 any health service corporation, after examination, shall be ad

16 judged by the Superior Court to be insolvent, the expense of the 

17 examination, 'if unpaid, shall be ordered paid out of the assets of 

18 the health service corporation. No health service corrporation shalZ, 

19 either direcUy or indirectly, pay, by way of gift, cl'edit, or other

20 wise, any other or further sum to the cornmissione1' or to any 

21 person in the employ of the Department of Insurance, for extra 

22 service or for the purposes of legislation, or tor any purpose what

23 ever. 
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24 c. It shall be the duty of the officers, agents and employees of a 

25 health service corporation to exhibit all its books, records and 

26 accounts for the PU1"pOSe of the e:mmination, and otherwise to 

27 facilitate the examination so far as it may be in their power to do 

28 so, and for that purpose the commiss,toner and his deputies, assis

29 tants and employees shall have the power to examine, under oath, 

30 the officers, agents and employees of the health service corporat'ion 

31 relative to its business and affairs. 

1 38. A health service corporation shall pay the following fees to 

2 the commissioner for enforcement of the provisions of this act: 

3 a. For filing its application and charter, $10.00,

4 b. For filing each annual staternent, $20.00,

5 c. For each copy of any paper filed in the Department of Insttr

6 ance, $0.20 a sheet or folio of 100 words and $1.00 for certifying 

7 the same. 

8 In addition, a health service corporation shall pay on April 1 of 

9 each year a general supervisory fee to the c01n1nissione1' of $0.02 

10 per subscriber or member covered ttnder ind'ividttal or group con

11 tracts for hospital coverage,- a general supevisory fee of $0.02 pe', 

12 s1tbscriber or member covered 1tnder individual or gr01£p contracts 

13 for medical coverage,- and a general supervisory fee of $0.04 per 

14 subscriber or member covered under individual or group contracts 

]5 for both hospital and medical coverage; and the first general super

16 visory fees shall be dtte as of December 31, 1985, payable April 1, 

17 1986, The provisions of this section shall not be construed to pre

18 elude, in the case of a joint venture, any insurer from owing any 

19 premi1£m tax due pwrsuant to P. L. 1945, c. 182 (C. 54:18A-l et 

20 seq.). 

1 39. Any health service corporation of this or any other state, 

2 country or p'rovince which shall have violated any of the provisions 

3 of, or shall have neglected, failed or refused to comply with any 

4 of the requirements of, this act, except the failure to file an annual 

5 statement, shall be liable to a penalty of $500.00, to be sued for 

6 and collected by the commissioner in a sununary manner in a civil 

7 action in the name of the State. The penalties when recovered shall 

8 be paid by the commissioner into the State treasury for the use of 

9 the State. Any officer, agent, employee or member ot any health 

10 service corporation do,tng business in this State who shall issue, 

11 circulate or cause or permit to be circulated, any estimate, illus

12 tration, or circular of any sort misrepresenting the terms of any 

13 contract issued by the health service corporation or any other such 

14 corporation, or misrepresent the benefits or advantages promised 

15 thereby, or use any name or title of any contract or class of con
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16 . tracts misrepresenting the true nature thereof, or who shall solicit, 

17 negotiate or effect the issue of any contract of any health service 

18 corporation which has neglected, failed, or n:~fused to procure a 

19 certificate of authority as pro'vided for by this act, or who accepts 

20 any premiums, dues, deposits, contribtttions, fees, assessments or 

21 thing of value of any kind in considemtion for a co'utract or certifi

22 cate on behalf of the health sen;ir;c c01'poration, shall be g1,£ilty 0/ 
23 a crime of the fourth deg'ree. The provisions of this section shall 

24 not preclude enforcement of chapter 30 of Title 17B /of the N ttl} 

25 Jersey Statutes, concerning unfair tmde practices and discrimina

26 tions. 

1. 40. Health service corporations shall be subject to the ttniform 

2 ' insurers liquidation act, P. L. 197.5, c. 113 (C. 17:30C-l et seq.), 

3 and rehabilitatio'H and liquidation of health service corporations 

4 shall be accomplished in accoTdance with that act, provided that 

5 it shall be an additional grotMtd for rehabilitation as set forth in 

6 section 6 of P. L. 1975, c. 113 (0 17 :30C-6) if a health service 

7 corporation's subscribers decline to fewer than 100 in number. 

1 41. A health sen;ice corporation subject to the provisions of this 

2 act is hereby declared to be a charitable and benevolent institution 

3 and all of its funds shall be exempt from every State, cOtmty, dis

4 trict, municipal and school tax other than taxes on real estate and 

5 equipment. 

1 42. The provisions of this act shall not apply to any corporation 

2 carrying on the business of life, health 01' accident insurance, for 

3 profit or gain, nor to fraternal beneficiary associations as defined 

4 in section 1 of P. L 1959, c. 167 (C. 17:44A-1). A health service 

5 corporation autho~'ized to transact bttsiness pursuant to this act 

6 shall be exempt fTom all othe~' provisions of Title 17B of the New 

7 Jersey Statutes, except as herein specified, but the unfair trade 

8 practices p1"ovisions of N. J. S. 17B :30-1 et seq. shall apply to 

9 health service corporations except to the extent: a. expressly ex

10 cepted in this act, or b. the commissione~' determines that any pro

11 visions of N. J. S. 17B :30-1 et seq. are inappropriate as applied to 

12 health service c01porations. 

1 43. All determinations of the commissioner made under the pro

2 visions of this act shall be subject to review by the Superior Oottrt 

3 in a proceeding in lim' of prerogative w1·it. 

1 44. The commissione~', pursttant to the "Administrative Pro

2 cedure Act," P. L. 1968, c. 410 (C. 52:14B-1 et seq.), shall promul

3 gate rules and regulations as are necessary to effectuate the pro

4 visions of this act. 
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1 45. P. L. 1938, c. 366 (C. 17:48-1 et seq.) is suppleme·nted as 

2 follows: 

3 A hospital service cOt'poration established pursuant to the pro

4 visions of P. L. 1938, c. 366 (C. 17:48-1 et seq.) may merge with a 

5 medical service corporation established p'ursuant to the prQvisions 

6 of P. L. 1940, c. 74 (C. 17:48A-1 et seq.) p1trSuant to the provisions 

7 of P. L. . .. , c. (C. ) (now pending in the Legis

8 lature as this bill), IJrovided that the boards of directors of the 

9 hospital service corporation execute a merger agreement, which 

10 shall be filed with the comm'lssione'l', and which shall provide that 

11 the board of the directors of the survivor co'rporation be consti. 

12 tuted in the manner provided for in section 6 of P. L,. ., c. 

13 (C ) (now pending in the Legislature as this bill). 

1 46. P. L. 1940, c. 74 (C. 17:48£1-1 et seq.) is supplemented as 

2 follows: 

3 A medical service corporation established pursuant to the pro

4 visions of P. L. 1940, c. 74 (C. 17:48A-1 et seq.) may merge with 

5 a hospital service corporation established pursuant to P. L. 1938, 

6 c. 366 (C. 17:48-1 et seq.), pursuant to the provisions of P. L. 

7 c. (C. . ) (now pending in the Legislature as th·ts 

8 bill), provided that the boards of di'rectors of the hospital service 

9 corporation execute a merger agreement, which shall be filed with 

10 the commissioner, and which shall provide that the board of di

II rectors of the surv'ivor aorporation be constituted in the manner 

12 provided for in section 6 of P. L , c. (C ) 

13 (now pending in the Legislatu're as this bill)." 

1 *[7.]* U[*40.*]** **47.** This act shall take effect immerli

2 ately. 
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18 the statement of financial condition filed pursuant to .section 15 of 
• 19 P. L. 1940, c. 74 (C. 17 :48.11-15). The special contingent surplus as 

20 herein provided shall be contributed to by each of the following 

21 two categories: (a) community rated, excluding open enrollment 

22 and conversion groups; and (b) experience rated subscribers, in 

23 ratio that the net premium income of each category bears to the 

24 total net premium income of the corporation and by contri

25 butions f1'om the category that gives rise to a diminution of the 

26 surplus required to be maintained under this act. Whenever it shall 

27 appear that the special contingent surplus has deviated from the 

28 amount required to be maintained by more than 2% of the ag

29 gregate amount of the net premium income received during that 

30 year, the commissioner shall approve and promulgate aplan rea

31 sonably calculated to return the special contingent surplus to the 

32 amount required to be maintained within two years from the date 

33 of implementation of the plan specified above. Approval and pro

34 mulgation of the plan by the commissioner shall not abrogate th", 

35 respon.sibilities of corporate officers with regard to the reporting 

36 of financial condition pursuant to section 1.5 of (C. 17:48.11-15). 

1 7. This act shall take effect immediately. 

STATEMENT 

This bill amends the hospital service corporations and medical 

service corporation acts. The primary substantive changes are: 

(1) Hospital service and medical service corporations may write 

group contracts for as few as two employees or other group 

members; 

(2) The statutory reserve requirements for a medical service 

corporation shall be the same as those for a hospital service 

corporation. 



ASSEMBLY BANKING AND INSURANCE COMMITTEE 

STATEMENT TO 

ASSEMBLY, No. 2885 

STATE OF NEW JERSEY
 

DATED: DECEMBER 6, 1984 

Assembly Bill No. 2885 amends the hospital and medical service cor

poration laws. The principal changes are as follows: 

(1) Hospital and medical service corporations are authorized to 

write group contracts for as few as two employees or other group 

members (sections 2 and 5) ; 

(2) Remitting agents, if any, are responsible for providing notice of 

contract changes or termination to hospital and medical service sub

scribers (sections 1 and 4) ; 

(3) The requirement that medical service corporation trustees be ap

proved by a medical society or organization is rescinded (section 3) ; 

(4) The statutory surplus requirements for medical service corpora

tion are increased so as to conform to that of a hospital service cor

poration (section 6). 

As this bill is a companion measure to Assembl)r Bill No. 2883, and 

as both bills amend some of the same sections of law, the overlapping 

sections in this bill are drafted to incorporate changes effected by As

sembly Bill No. 2883. 
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DATED: FEBRUARY 25, 1985 

This bill, as amended, authorizes the establishment of nonprofit 

health service corporations and defines their functions and powers. 

Health service corporations are defined as nonprofit corporations 

organized for the purpose of operating health service plans and for 

supplying services in connection with the providing of health care or 

conducting the business of insurance. A health service corporation may 

not be converted into a corporation organized for pecuniary profit. 

Only a health service corporation or an insurance company authorized 

to transact life or health insurance business in accordance with Title 

17B of the New Jersey Statutes or the kinds of insurance specified in 

subsection d. of R. S. 17 :17-1 may operate a health service plan. 

A health service corporation may exercise all of the rights and 

privileges of a hospital service corporation, medical service corporation, 

dental service corporation or health maintenance organization as pro

vided by law, as well as exercise those specific powers granted under this 

bill to health service corporations. It may also operate or control any 

of the foregoing corporations; reinsure risks of hospital service corpora

tions or medical service corporations; enter into joint contracts with 

other corporations to provide health care and other benefits, including 

complete employee welfare and employee benefit programs, and to pro

vide or receive services in connection with the providing of health care 

or the conducting of the business of insurance, which joint agreements 

shall be subject to prior approval of the Governor and create nonprofit 

or for profit subsidiaries or affiliates in carrying out its authorized 

activities. However, no health service corporation shall have the power, 

directly or through a subsidiary or affiliate, to underwrite life insurance. 

Except for those specific powers not presently enjoyed by hospital 

service corporations or medical service corporations, the provisions of 

this bill generally track the current enabling legislation for hospital and 

medical service corporations with respect to: issuance of a certificate of 

authority, the requirements of individual and group contracts, rate 

schedules, rating formulas and classes, continuation privileges, partici
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pating providers, solicitation and administrative expenses, financial 

condition and financial examinations, and insolvency. However, a health 

service corporation's surplus requirements have been increased to 5% 

of the annual net premium· income; a health service corporation may 

issue a group contract covering at least two employees or members, 

instead of at least 10 employees or members; the board of directors of 

a health service corporation will consist of a membership consistent with 

that of a hospital service corporation, except for the addition of three 

public members, one appointed by the Commissioner of Insurance, one 

appointed by the Speaker of the General Assembly and one appointed 

by the President of the Senate; and the provisions of the unfair prac

tices provisions of N. J. S. 17B :30-1 et seq. will apply to the activities 

of a health service corporation and its subsidiaries, with certain excep

tions. 

This bill also authorizes a hospital service corporation or a medical 

service corporation, individually or jointly, to organize a health service 

corporation in accordance with law, or to enter into contracts with a 

health service corporation to provide combined health care services. 

This bill also amends various sections of the laws concerning hospital 

service corporations and medical service corporations. It provides that: 

a. Hospital service corporations and medical service corporations are 

authorized to write group contracts for as few as two employees or other 

group members; 

b. Hospital service corporations and medical service corporations 

shall notify subscribers by mail of any contract changes or termination, 

but they may, if a remitting agent is involved, notify the remitting 

agent of such changes or termination and he would be responsibile for 

notifying the subscribers; and 

c. The statutory surplus requirements for medical service corpora

tions are increased. 
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agreement, which shall be filed with the commissioner, 

and which shall provide that the board of the! 

directors of , the survivor corporation be constituted 

in the manner provided for in section of b 
P. L. , c. (C. )( now pending 

in the Legislature as thil# bil). 

STATEMENT 

These amendments provide for the establishment l 

of health service corporations and for th~ merger 

of hospital service corporations and medica1 service 

corporations to form health service corporations. 

Initially, the board of a health service 'corporation
•
\

~hich is the product of a merger would consist of 

17 directors from the hospital pervice corporation,-
7 directors from the medical service corporation, 

and 8 public members appointed by the Governor. 

At the end of the first three year term of the 

directors, t~e board would be constituted of 8 

publ~c members appointed by the Governor and 24 

other directors. 
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,OFFICE OF THE GOVERNOR
 
NEWS RELEASE 

CN-001 TRENTON, N.J. 08625 
Contact: PAUL WOLCOTT 

292-8956 
Release: MON., JULY 15, 1985 

Governor Thomas H. Kean has signed legislation which will make 

possible a merger between Blue Cross and Blue Shield and permit the new 

health services corporation that would be created by such a merger to 

provide new health care services. 

The bill, A-2885, was sponsored by Assemblyman 

Michael F. Adubato, D-Essex. 

"This important legislation will make possible a new, greater 

degree of stability for institutions which provide health care insurance to 

a large number of New Jerseyans ," Kean said. 

"Clearly, such important institutions must have the benefit of the 
'<. " best available management, and need the ability to meet the diverse needs 

of our modern society. I believe this bill will accomplish those goals, 11 

he added. 

The bill contains a plan which provides for a board of directors 

for the new corporation which would consist of 17 current members of the 

Blue Cross Board Directors, seven current members of the Blue Shield 

Board, and eight public members to be appointed by the Governor. 

The, legislation will allow the newly created entity to offer new 

.insurance products such as employee welfare and benefit programs beyond 

those now offered and to obtain reinsurance from 'other carriers on 

products for which the new company could provide primary insurance. 
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