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Senate Concurrent Resolution 117, introduced Jduring the
second Sesslon of the Sixty-fourth General Assembly, tequested that
trhe lowa Legislative Council establish a committee to study the
fensibllity of authorizing the sstablishmant of health mailntenance
organizations (HMOs) to provide prepaid heaith care services ho the
citizens of Towa.

The Legislative Council creared a ten-member study
committee and appointed the follawing members:

Sepator James W, Griffin, Sr.
¢enator William C. Palmer

Senator W. R. Rabedeaux

Genntor James F. Schaben

Senator Gearge L. Shawvey
Representative Leonard C. Andersen
Representative larcld €. McCormick
Representative W. R. Monroe, Jx.
Representative Barten L. Schwieger
Representative Jewell O. Waugh

At its first meeting oun July 13, 1972, the Committee
elecced Senator Rabedeaux and Representative Schwieger Co-chairmen
0f the Study Committee and receaived tesztimouny from the repglonal
program director of the Health Maintenance Organizations Service
office of the Department of Health, Education, and Welfare {DHEW)
and from the executive director of the Nealth Planning Council of
Central ITowa (HPCCL) regarding cuarrent developments in rhe forma-
tion of HMOs in Iewa. At this meeting the Cemmittee learned that
there is a pesirive effort on the Ppart of both phyeicizns and
hospitals din Towa teo obtain technical assistance fron DHEW in the
formation of 1iM0s, but that prohibitive ragstrictions diun Iows law
discourage experimentation in the delivery of health care services.
James Mebs of HPCCL told the Comnittes that fourteen Des Moines
physicians are involved in planning for a potential HHMO and arTe
awniting the enactment of permissilve legislation.

THE BMO CONCEPT

the system of health care envisloned in the HMO concept
is the provisiocn of comprehensive health care services Lo persons
who have paid the cost of the sexrvices in advance on a capltarion
(i.e., flat periodic rate per individual or family) Dbasis, by
health care practitioners whao recelve a fixed rate of compensation
that is not directly tied teo the services performed. Under tradi-—
tional systems, providers of thealth care are remunerated on a fee-
for-service basisy L.e., they are paid according to the number and
type of services rendered. Advocates of the HMO system of health
care contend that physiclans paid an a fap—foy-sarvice basis have
oo economic incentive to toncentrate on keeping peonle healchy and
that a fixed-price contract for comprehensive health care TevVEeIBES




thias illogical incentive ©because the income remaining after Chea
cost of providiag services has been covered grows not with the
number o¢f days 2 person 1s sick, buif with the number of davs hc is
well, HMOs therefore have a stromg Ifinancial intarest in
prevesting illness and practice preventive medicline by providineg
routing examinations and immuunizations to enrollees.

In ordev to accomplish its purpese of wmaintaining chs
health of its corollees, an HMO must bring tegether a wide range of
mecdlcal sexvices 1o a single organization so Cthat a definad
population is assured of conveaient access to all of them and so
that the right combination of hezlth care resources will he uti-
lized. The conceplt woves bevond the prevayment techuiaque developad
by Blue Czoszz-Diue Shield asscciations im that the HMO does not
ordinarily crevide indemnificarion apainst the cost of health care
services obtained by & subscriber if and whern such sarvices ecan bae
obtained, but undertakes direct responsibility for the provisiosn,
avallability, and accessibility of those services for a single
periodic payment by the subscriber. The HMO may cffey indemnity or
service benefits provided through insurers, medical or hospital
seyvice corporations, &r otherwise, 1in order te covar services
which are not available through the HMO, but these indemnity
benefits are usually limited te cover services obtained by =
subseriber din =n emergency situatleon arising while the subsecriter
is outside the HMO's serviece area or 4in other unusual oir-
cumstances.

According teo DHEW, the emerpging trend toward HMOs is a
result of the successcs of 2.,variety of nmedicsl fouadations and
prepald group practice organizations In various parts of the United
States in arranging for 2 more economically efficient deliverv of
health caTa. Subsequent testitnony received by the Committse from
DIEZW indicates that the highly-ocrganized HMO model, a prepaid Eroup
pracrice plan operating through facilicies owned by it, and the
more loesely-knit HMO medel, a medical foundation plan coentrolled
by physicians in solo praciice, are actually two exCremes in the
type of organizational structures under which UMOs wight coerate.
DHEW personnel testifying before the Committee provided Committes
members with a comprehensive outline aof widely wvarving HMO
Structures ranging from hospital-based prepaid group practice plans
to cooperative corganizations which «<¢ontract with rthe wvarious
providers of health care sarvices.

THE HMO AWND IOWA LAV

The legal impediments to the development of EMOs stem in
part from the so=~called "Blue Cross-Blue Shield" laws which, in
some eighteen states, have the effect of regquiring iny heelcth ser-
vice carporation to incorporate under them, The Health Law {enter
division of Aspen Systems Corporation has listed Iowa as one of tha
states having a rTestriccive Blue Lross-Blue Shield Statuce.
Chapter S14 of the Code of Iowa mandates the use of the noaprofit
corporate Form of organizaticn by Aospitazl and medical sorvice
plans, requires that a majority 0f the directers of a medical ser-
vice corporarica musrc he Physiclans who have <coniracted with the




cg, and vegquires that the corporalion

corporatien  to provide servic
0 physicians under contract.

must have, at a minimunm, 15

AU a masting of the Committee O September 720, David
Neupent, president 0f lowa Blue Cross aud Bluc Shield, expressed
che view that if a group of less tham 150 physicians were willing
o make their services available to the public cn a prepald basis
involving a fizxed paricdic vane of compensarion Lo the physicians,
a medical service corporation operating under Chapter 51L& coula
legally enter imteo an agraement to sell contracts for sSuch servicves
to subscribers and coliect payments fromn subseribers ou  hehalf  of
the physiciens offering rheir servigces in Lthis wmannel. Mr. Naugent
supported his statement by painting out that o medical service
corporation already contracts with more than 150 physicians in this
state and therefore would mereiy be cof foering & mz2vw and slternative
package of health care benefits to subseribers. At the request af
Committes members, an oplnion was gought from the Attorney Goneral
in regayd to this interpratation of Chaptaer 514 of the Conde. Ho
opinion has baeen 1ssued as of the dats o©of prepoaratiun of this
report.

The Study Commilitee investigated other legal harrsiezs LO
the formation of AMGs in Towa, 1nclueding (13 applicablie state
iasurance lawe uand regulations which might dimposa dpeN HEi0s ceriain
reguirements for ligquid resarves and {2) the common law reastric-
tions of the corporate practice of medicine rule which, dinm the
abseace of specific legislation to control the commercialization of
maedicine, the courts have adopted in ordeyr to prevent srofit-making
schemes that might adversely affeet the health of those who gub-
gseribe to them.

Many states apply Llasurance laws Lo HMCs, assuming such
organizariona ars nol otherwige prohibited by vestrictive state
legigiation. These iaws usually calli for eastablishment of
YOBETVES ., contingency tfunds, ang eother such requirements Co make
surc the deollars avzilable exceed potential ciaims for thesge
dollars. If a prepaid group practice plan were able to incorpoxaie
ander lowa's "Blue Cros=-Blue Shield" ntatute, 1i also would be
subiect to insurance regulation dincluding, wut not  limited to,
soproval by the Copuissioner of Inzurance of zcqulsition costs In
connection with the solicitation of subscribers arnd the requirement
that funds of the corperation be invested only in sccurities
permitted by lowa law {or the investment of funds of 1ife insurance
companies.

The simplest argument Lhat can be made to warrant exeupt-
ing HMOs from the application of insurance regulations is rhat HMOs
do not ordinarily deal in dinsurance, Fundamentally, an insurance
company o a nonpreilt prepayment Pragram of the Blue Cress-Llue
Shield Lype denls in claiws and de.lars and is consldered filscally
sound only if its capital structure and cash flow assure cChat the
preanization wiltl have the dollars available to pay claims. An
EMO, on the other hand, is sonad only To rhe axtent that it 2ocom-
passes 1n same effective manner, the facii:vies, physicizas and
other persaonnel yvequired for the actuel provisioun of health cave
gservices. For an HMO, economic soundnens is hampered rathsr than




fostered by veaqulring capltasl o 3¢ tied wp in investments vrazoedily
converted co gah which zre unrelated te providing health care
services tﬂEmSE1VL5. Enrollees of an HMO are protacted =not by a
"legal reserve', but by rhe coatractual coligzcion of physicizns,
hospitals, and other providers Lo render health care services co

them,

The corporate wractice rule is oas Rl upnn two lezal doo=
trines. TFirst, that the corzgoration iz a "persoen’, and serord that
the acts of nmatural persons carn be attributed to the la

nized corporate entity which emolows thewm. From this it fOlLoW

that the corporation would be practicing a professicon 15 it
employed professional individuslis. The corrovare nractice Tuls
theraefore prohibits a coerporatice from furnishning bealth cars

services for compensation through physicianb engaged and 2aid by
it,

Iowa law relating to the corparate practisae of medicine
rule 13 limited to prohibitiag contracts Detween hospicals and
patholegists or radielogists that in any wav crxeate the reiation-
ship of employer and empleyee betwesn the aospizal ané the doctor.
The law {seg Chapter 1358 of :he Code) was enacted pursuant to a
district court cpinion stating thet smethuologists and radiologists
are comsidered to be practicing medicine and therefore canncet be
hired by the nospital which is providing their services.

ATTITUDES OF AFFECTED GQROUPS

Representacives of several groups appeared Before the
Study Commiztee at its second and third meetings to zxpress thair
group’'s attitude towerd the concept of HMOs. Althcugh  the state-
ments received v the Committeze from thase grouvps reveal
differences of opinion in regard to the twvpe of BMD lezisiation
that should be enacted, 2all of the groups baslicaily suppori Lhe
establishment of HMOs 85 one alterastive to :traditionszl systems of
heglth care delivery. AlL g;oups dez2ly asither direcrliv or

indirectly with Towae laws restricting the development of HMIs:

1. Both the Iowa Yedical Socisty eud the Iowa Sociezvw of
Osteopathic PFhysicians and Surgeons are strongly cpo9os:d To Che
employment of physicians Dy HEMOs and believe that che < usion of
such a4 provision in HMO legislation would mat_rinll~ ider Ghs

enactment of HMU legislation in Iewa. The Iowa MaL ol Sccigty has

net taken a definite stand on the possible organizetion of HX0s as

preofit-making corporacions. Fowever, it dees sae ddrg:rs to the
publiic and o the profession in permitting profit-making corpora-
tiens other than dnsurance companies ligensed To do accidant and
2alth business in thig state ts become HMOs

2. The fowa Nurses' Associastion sunperts the HMO cor

neepr as
expregdsed in Senalfe Pile 239 iarroduced during the First 3=2ssion of
the Sixity-fourth Cenerzl Assembly and the presidcar of rhe Acso-
clatlon perscnzlly supports the provisions cf Sanate ¥iiao 1212 of

the gixcy-fourth General Assambly on the basiz thar it offars the
Ereatest degrae of Fflexibility in the formation aad e2stahlishment
of HMOsz.




3. The Iowa Pharmaceutical Asscciation suppoxts HMO loegis=—
lation that would inelude under the provislon spelling out services
to be offered by an HM(O, the services of a ecliinical pharmacist
independently comtracting with the HMO to provide such services.

4. The lowa Hospital Asscciation agrees with the Towa Medi-
cal Society that the organizationai form of an HMC shouid be

1imited to nomprefit corporations, but would have ceTtalin
restrictions placed OIL the role of idasurance companies in the

operation of HMOs. The Iowa Hospital Association algo expressed
the wview that physicians should be allowed the option of snltering
into an employment comtract with an HMO,

5. The Towa Chirepractic Sociefy suggests that the wording
of HMO legislation specifically inelude chiropracitors aleng with
other health care practitioners providing serxvices to the pubiic
through an HMO,

6. An oflicer of The Bankers Life Company appeared on behali
of the HRealth Insurance Associatlen of America, whose membay com-
panies write approximately 807 of the health insurance written by
private catriews In the United States and whose position basleally
corresponds to the amendments submitted to Senate File 23% which
allow far the operatian of HMOs by insuramce companies lilcensed Lo
do accident and Lealth business in Towa. The Asscciation believes
thar the insurance industry is ewminently equlpped, in beth skills
and resaonrces, to make a significant contribuiion to the develop-
ment and operation of HMOs and aiso andvocates that HHMOs be alliowsed
to contract for insurance to Indemnify or reimburse the HMC apainst
the cost of health cayre services not available through the LMD
plan,

lhe Diresetor of the Legal Aid Society of Polk County also

appeared before the Study Committee on behalf al Madicaid
recipients and medlcally neaedy persons who are often forced onto
the welfare rolls because of the high cost of medical ware. The

Director suggesced that I1If the state wexe permitted by law Uo
contract with HMOs for the provision of servlices to such persong,
not only would better health care he within reach of these persons,
but rthe Medicaid program itself could bhe expanded to imclude the
medically needy at a <cost *the state <can afford. n its
iavestigation of the pogsible savings to the State of Iowa through
Medicaid-HMO-type comtracts, the Committee ascertained izt itwelve
states presenbtly centract with eighteen HNOs to provide serviges to
Medicaid recipients and that additional contracts d4dre heing
aegotiated. The Committee also examined recently enacted federal
legislation (H.R. 1) which spells out the requlrements to be met by
HMOs serving Medicare recipients,

A RURAL HUMC

In recrngnition of the fact that uo person invelvad in the
actual operaticn of an HEMD had been consulied, the Commitice TeE-
quested, at the suggestion of President Neugeny of lowa RBloe (Cross—
Blue Shield, that the director of the Mgrshfield Clinie in
Marahfield, Wisconsin be invited to speak at the Gommittee's




November 9 meeting. The Greater MarshIiield Communicy Health Plan
is one of several prepaid group practice plaas developed by the
Wisconsin Blue {ross association and consists of 2 3jginlt vencure
between the Marshfield Clinic, a multi-specialry physician group,
a2 hosptrial, and 3Ilue Cross, with contracts emanating outward fromnm
Blue Crosgss, which 15 legalliv responsible for making services
available to subscribers.

DHEW perscnnel suggested that the Marshfield Plan is one
type of HMO structure wmost likely to serve rural populations.
According teo testimony presented by the director of the Marshfield
Clinie, the Plan ®mot only contracts with physicians providing
primary care to enrellees liviag on the reriphery ¢f the area
served by the plan, but also makes indemnity payments to providers
of health care serviees outside the territorial boundaries of the
Flan. The ©Director of the Cliric assertaed Fhat transportation
problems are not an insurmountable barrler to tha rural patients
seeking specialized services from the Clinie in Marshfield,

CONCLUSION

The Committee has concluded that vrequiring HMOs to
incorporate under existing =tatutes is discriminmatory in anature
because 1t prohibits some kinds of organizations freom delivering
health care services without determining whether the gquality of

care which would be pravidsad by such organizations mwmests
appreopriate standards. The Compmittee is therefore receonbending
legislation tased or . the National Asseciation of TInsurance
Commissioners’ model HKMO *hill, which, the Committee feals,

adegquately removes existing legal barriers to the establishment and
operation of HMOs, while providing for regulation of HMOs scrording
to the wvarious needs of individual HMOQ struetures. The Commitres
reviewed rhe Decemwber 5 draft of the WN.A.I.C. bill and received
favorable comment ou it frew representatives of the lowa Madical
Society, The Bankers Life, DHEW, the Iowa Hoepital Association, the
Icwa Life 1Insurance Association, Blue Cross, and the Towa
Chiropracric Society.

The WN.A.I.C, Subcommittes which was charged with dr=ft-
ing the bill states that the ©purpose of tha bill is twzfold.
Firasr, 1t attempts to provide a legal framework emnabliag the
organization and funcrioning of 2 wide variety o¢of HMOs including
those based upon the medical care foundation concapt, Seecond, the
Bill arttempts to provide a regulatuvry monitoriag svystem not aniy tg
prevent or remedy abuses, but =also to assist in Cche future
improvement and development of this alrernative form of Realth care
delivery.

At  its December 12 wmesting, the Study Commirtee acred
upon several issues that were reised during the course gf itg study
cf HZMOs and directed the Legislative Service Bureau staff to dvaft
a bill which would accomplish the feilowing:

L. Retain the provisions of the N.A.I.C. bill allowing any
Person to apply for and obtain 3 certificate of authctrity Lo estab-
lish and operate an HMO in compliance with the requivesn=nts of the




N.A.I.C, hill, except that colnsurance and deductible charges may
not be applied to health care cservices that aras provided on 2
prepaid basis, except when required under federal programs.

9. Permit UMOs teo furnish health care services to the public
through providers which are under contract with 0 empleyed by the

HMO,

3. Exempt from preminm taxatien all payments received from
contracts with enrollees for health ecare services provided through

an HMO,

4. Authorize the Commissioner of Social Services to contract
with HMOz for the purpose of providing benefits to Medicaid
recipients.

ar  its Jaunuaxry 4, 1973 meeting, the Study Commjittee
approved the bill draft attached to this report and recommended
that it be introduced duriag the First Session of the Sixty-fifth

General Assembly.
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A BILL FOR

1 An Act to authorize the establishment and continuing recula-

tion of health maintenance organizatiens and to provide
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i Section 1. HWEW SECTION. PURPOSE. The generxal aszanbly

2 getermines that health maintenance organizations, when propexly
3 raegulated, encourage methods of treatment and controls over

4 the quality of care which effactively contain costs and provide
5 for continuous health caroe DY undertaking responsibility for

6  the provision, availability, and accessibility of services.

7 Tt is the inteut of this Act that legal barriers be removed

& fto allow a variety of grganizational structures to establich

9 and operate health maintenance organizations in ordcy to

provide for experimentation with and improvement in this

N
o

1  alternative system of health care delivery. For this reason,

™~

and because the primary responsibility of a health mainterance
13 organization liecs in providiag health cere services on &

14 prepaid basis without regard to the typs and number of services
15 actually rendercd, rather than providing indemnification

16 against the cost of such services, the general assembly £inds
17 it necessary to provide a statutory framework for the

18 establishment and gontinuing regelation of health maintenance
19 organizations which is separate from the insurance laws of

30 this state, excepl as otherwise provided in this Act.

21 Sec. 2. NEW SECTION. DEFINITIONS. As provided in this

22  Act, unless the context otherwise regquires:

23 1. Vcommissioner™ means the commissioner of insurance.
24 5. “Health care services" means services included in the
25  furnishing to any individual of medical or dental care, or
26 nospitalization, or incident to the furnishing of such care
27  or hospitalization, as well as the furnishing to any person
28 of all other services for the puxposes of preventing, alle-
29  yiating, curinhg, or healing human illness or injury.

30 3. "Health maintenance organization” means any arrange-
31 ment by which a person undertakes to provide, arrange for,
32 pay for or reimburse aﬁy part of the cost of any health care
33 gervices and at least part of such arrangement consists of
;& arranging for or the provision of health care services, as

5

distinguished from mere indemnification against the cost of

P P
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such services, on a prepaid basis through insurance or other-
wise.,

. "kEnrcllece™ means an individual who is enrolled in a
healtii nmaintenance grganization.

5., "Provider” means any physician, hespital, or poerson
as defined in chapter four {4) of the Cods which is licensed
oy otherwise authorized irn this state to furnish health care
services.

6. "Baslc health carc services" means services which an
enrcollee might reasonably reguire in order £o he maintainad
in good health, including as a minimum, emergency care, in-
patient hospital and physician care, and outpatient and other
medical services.

7. "Evidence of coverage" means any certificate, agree-
ment, or conktract issued to an enrollee satting out the
coverage to which he is entitled.

Sec. 3. NEY SECTION, ESTABLISHMENT OF HEALTH MAINTE-
NANCE ORGANIZATIONS, Any person may apply to the commissicner

for and cbtain a certificate of authority to establish and
operate a health mainteﬂanCe organization in compliance with
this Agt., B2 person shall not establish or operate a health
maintenance organization in this state, nor sell, offer to
sell, or soligit offers to purﬁhase or recsive advance oOr
periodic consideration in conjunetion with 2 health mainte-
nance organization without obtaining a certificate under
this Act, '

Every person operating a health maintenance organization
on January 1, 1978 shall submit an application for a certi-
ficate of authority under section four (4) of this Act not
later than January 31, 1974. The health maintenance orga-
nization may continue to operate until the commissioner acts
upon the application, but if the application is denied the
applicant shall be treated as a health maintenance organiza-
tion whose certificate of authority has been revoked.

Sec, #., NEW SECTION. APPLICATICN FOR A CERTIFICATE OF

CPA-ZAG45 1774
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AUTHORITY. An application for a certificate of authority
shall be verified by an offiger or authorized representative
of the healith maintepance organization, shall be in a form
progscribed by the commigsioner, and shall set forth or be
accompanied Ly the following: .

1. » copy of the basic organizational document , il any.
of Lthe applicant such as the articles of incorporation,
ariicles of association, partnership agreement, trust agres=
nent, or cther applicable documents, and all of its amendmenis.

2. A copy of the bylaws, rules or similar document, if
any, regulating the conduct of the internal affairs of the
applicant,

3. A list of the names, addresses, and official positions
of the persons who axe to he responsible for the conduct oI
the affairs of the applicant, including all members of the
board of directors, hoard of trustees, executive committee,
or other governing boavd or committes, the principal officers
if a corporatlon and the partners or members if a partnership
or asgsociation.

4. A copy Of any contract made or to be made between any
providers or persons listed in subsection three (3) of this
section and the applicant.

5. A statement gencrally describing the health majintenance
organization including, but aot limited to, & description
of its facilities and personnel. '

6. A copy of the form of evidence of coverage.

7. A copy of the form of the group contract, 1f any, which
is to be issued to employers, unions, trustees O other
prganizations. _

8. Financial sta;ements showing the applicant’s assets,
liapilities, and sources of financial support. If the V
applicant’'s financial affairs are audited by an independent
certified public accountant, a cOpy of the applicant's most
recent regular certified financial stakement shall satisty

this reguirement unless the commissioner directs that

e
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additional financlial information s required for the proper
administraticn of this Act.

Y, A description of the proposed methoed of .marketing the
plzn and a three-yealr projection of operating expenses and

seources oi funding,

10. R power of attzorney executed by any applicant who is

not domiciled in this state appoeinting the commissioner, his
successors in office and deputies as the true and lawful
attorney of the applicant for this state upon whom all Iawful
process in any legal action or proceeding against the health
maintenance organizaizion on a cause of action arising in this
state may be served.

11. A statement reasonably describing the geographic area
o be servaed.

12. A descripticn of the complaint procsdures te be utilized
as required undex section fifteen {15) of this Act.

13. A description of the proacedures and programs o he
implemented to meet tihe reguirements for guality of health
care review as determined kv the commissiocner of public health
under this Act.

14, A descrigtion of the mechanism by which enrollees shzall
be allowed to participate in matters of policy and operation
2s reguired by section eight (8} of this Act.

15. DOther information the commissicner finds necessary
to make the detarminations regquired in sectien six (&) of
this Act.

A health maintenance organization shall, unless otherwise
provided for in this Act, file notice witi the commissicner
ancé receive epproval from him before modifying the operations
described in the information reguired by this section.

Upon receipt of an application for a certificate of author-
ity, the commissioner shall Iimmediately trznsmit covies of
the applicatien and accompanying documents to the commissioner
of public healih.

Sec. 5. NEW SECTICHN. DUTIES OF THE COMMISSIONER QOF PUBLIC

5
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HEALTE. The commissioner of public health shall determine

1
pi

whether the applicant for a certificate of authority, with
regpect to health care services to be furnished:

1. Uas demonstrated the willingness and potential abpility
to assure the availability, accessibility amd continuity of
sorviee through adeguate personnel and facilities.

2., Has arrangoements estapblished in accordance with regula-—

o~ W Bl

tions promulgated by the commissioner of public health for

"9 a continuous review of health care pProcesses and outcomes.

10 3, lias a procedure established in accordance with regu-
11 lations of the conmissioner of public health to develop, com-
12 pile, evaluate and report statistics relating to the cost

13 of ils operations, the pattern of utilization of its services,
14 the availability and accessibility of its services, and other
15 matters as may be reasonably required by the commissioneyr

16 of public health.

17 The commissioner of public health, in carrying out his

18 obligations under this section and scctions twenty-six (26)
10 and twenty-seven (27) of this Act, may contract with gqualified
76 persons Lo make recommendations concerning the determinations
2] reguired to be made by him. Such recomnendations may be

22 accepted in full or in part by the commissionex of public

23 health.

24 Within a reasonable period of time from the receipt of

25 the application for a certificate of suthority, the com-—

26 missioner of public health shall certify te the commissioner
27 whether the proposed healih maintenance organizatlon meets

28 the requirements of this section. If the commissicner of

29 public health certifies that the health maintenance organi-
30 zation does not meet these requirements, he shall specify

31 ip what respects it is deficient.

32 Sec. . NEW SECTION. ISSUANCE AND DENWIAL OF A CERTI-
33 pICATE OF AUTHORITY. The commissicner shall issuve or deny
34

a certificate of authority to any person filing an applica-

tion pursuant to section four (4} of this ot within a rea—

—-&—-
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sonable pericd cof time aficr receiving certification from

the commiszslener of public health., Issuance of a certificate
of auvtherity shall be granted upon payment c¢f the application
fee prescribed in section twenty-three (23} of this Act if
the commissioner is satisfied that the following conditions
are metb:

1. The persons respoensible for the conduct of the affairs
of the applicant are competent end trustworthy.

2. The cormissicner of public health gertifies that the
nealth maintenance organlization's proposed plan of operation
mects the raguirements of section five (5) of this Act.

3. The health maintcnance organizatien provides or arranges
for the provision of hasic health care services on a prepaid
nasis, through insurange or otherwise, except that the health
maintenance organization mav lnpose deductible and coinsurance
charges which might be required teo ke pald by persons on whose
hehalf the federal government contracts with the health
malintenance organization for health care serxvices.

4. The health maintenance organization 1s fiscally sound
and may reascnably be expected to meet its obligations to
enrocllees,. In making this determinaticn, the commissicner
may consider:

&. The financial soundness of the health maintenance
organization's arrangements for health care services in
relation to 1ts schedule of charges.

. The adequacy of the heaith maintenancs organization's
working capital.

¢. Any acgreement made by the health maintenance organiza-
tion with an insurex, a corporation authorized under chapter
five hundred fourteen (514) of the Code or any other orga-
nization for insuring the payment of the cost of health care
services or for providing immediate alternative coverage in
the event of discontinuance cf the hessalth maintenance orga-
nization,

d. Any agreement made with providers for the provision
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of health carc Services.

e. bBny surety bond or deposit of cash or sgcurities
submitted in aceeordance with section seventeen (17} <©f this
Act.

5. The enrollees may participate in mattexs of policy
and operation pursuant to section eight (8) of this Act.

6. Nothing in the proposed method of operation as shown
by the information submitted pursuant to section four (4)
of this Act cx by independent_investigation is contrary to
the public interest.

7. Aﬁy doficiencies certified by the commissioner of
public health have been corrected.

» certificate of authority shall be denied only after com-—
pliance with the requirements of section twenty-seven (27)
of this Act.

Seo, 7. NEW SECTION. POWERS OV HEALTH MAINTENANCE

ORCANIZATIONS. The powers of a health maintenance organi-
zztion include, but ars not limived to, the following:

1, The purchase, lLaase, congtruction, renovation, opera-
tion or maintenance of hosplitals, medical facilities, or both,
and their ancillary equipmeﬁt, and such property as may
reasonably be reguired foxr transacting the business of the
organization. .

3. The making of lcaps to a mediczl group ungder contract
with it or to a corpoxation under its:contrel for the purpose
of acguiring or constructing medical facilities and hospitals
or in furtherance of a program providing health care sexvices
to cnroullees.

3. 41he furnishing of health care cervices to the public
through providers which axe under contract with or empleoyed
by the health maintenance organization.

5. The contracting with any persen for the par formance
on its behalf of certein functions such &as marketing,
enrollment and administration.

5. The contracting with an imsurance coimpany authorized

-8~




~ o in W

[ ]

11
12

14

i6

17.

18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

to insure groups or individuals in this state for the cost

of health care or with a c¢orporation authorized under chapter
five hundred fourteen (514) of the Code ior the provision

of insurance, indemnity, or reimbursement agairnst the cost

of health care ssrvices provided by the health maintenance
organization.

6. The offering, in addition to basic health care services,
of health care servicas and indemnity benefits to cnrollees
or groups of cnrollees.

7. The acceptance from any perscon of payments covering
all or part c¢f the charges made te enrollees of the health
maintenance organhlzation.

A health “rintenznece organirsatinn shail file notice with

]

cie Cunmiggioner before the exercise of &ny power granted
subsections one (1) and twe {(2) of this secticon. The
notice shall he accompanied by adeguate supperxting information
obtained from the commissioner cof public health relating to
the health maintenance organization's need for physical
facilities. The commissioner shall disapprove the exercise
of power if in his opinion it wowld substantially ang adversely
affect the finanecial soundpess of the hecalth maintenance or-
ganizaticn and endanger its zbility to meet its obligations.
The commiscioner may promulgate rules exenpting from the
filing reguirement of this section those activities naving
2 minimum effect.
Sec, §, NEW SLUCTION. GOVERNING BODY. The governing body

of any health maintenance organization may include providers,

other individuals, ox both, but it shall establish a2 mechanism
to allcow enrollees to participate in matters of policy and
operation.

Sec. 9. NEW SECTION. FIDUCIARY REEPONSIBILITIES. Any

director, cfficer or parwner of & health maintenance orga-
nization who receives, collects, disburses orx investes funds
in connection with the activities of a hedclth maintenance

organization shall be responsible for these fundrs in a
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sec, 10, HNEW SECTTON.
cnrolles shall receive an

ments., ITf the onrolles ob

policy or a ¢onbract 8soe

nroileas.
WV DEROE OF COVEID

evidence of coverage and any amend-

11

i

Every

saling covarsge through an ins

d by a coxrporation

urance

authorized under

chapter rive hundred fourieen (5318} of the Code, the inourer
or the corporation shall ilssus bhe oyvidenca Of CoOvVerago.
No evidencs of covorage or amendment shall be issued or de-
livered to any person in chis slyte antil a copy of the form
of the svidonoe of coversyo or mpendment has been filed with
and appfoved Ly the commissioner.

An evidence oi coverage shall contzin a clear and complete

atatemeni of:

1. Mie healith cars e

penefits, if any, L0 walch

tocal context of the organ

maintenance organization.

2. Aoy linitavcions on

provided, including any e

permitied undex

mwLoen

and the inasurance or other
in the

th

sntitled

of the

he oprellec is

teational structure ool

the services or penefits to be

ductiibie or copayment faature

seciion six (6), subswection three (2] ot this

Acl. .

3. The manpar Lo which ivformation 1 available op the
nethod of ebtalning heallh care zervices.

u. The total amount of paymesnt for healtha care services
and indesnity or service beneiits, if any, which the enrcllee
is obligated to pay wiih respecc to ilndividaal contracts,
or an indication whecier the plan ofieved through the health

maintenance organlzaiion

with respecit Lo grouyp

js contributosy oxr noncontributoxy

CONUXACTS.

5. 'Phe health maintenancge organization’s method for
resolving enrollse complaints.

A copy of the Foxm of the avidence of coverage to be used
in thig state and asy awendment shall be subjact to the ftiling
and approval raguirenents of this secticon unless it is subject

urisdioction of tho

to the j

commissionar

laws

widew the




1 governing health insurance or corporations authorized under

(5]

chapter five hundred fourteen (314) of the Code in which event
the filing and approval provisions of such laws apply. To

tile extent, however, that those provisions are less strict
than those provided under this sectieon, then the reguircments
of this sccticon shall apply.

Enrcllses shall be entitled to receive the most recent

o o~ 9w B

statement of the financial condirtion of the health maintenance
9 organization in which they are enrolled.
10 Sco. 1. NEW SECTION. CHARGES—-APPROVAL REQUIRED. NO

11 schedule of charges for enrellee coverage for health care

12 services or amendment tc the schedule may be used by a health
13 maintenance erganlzation until a copy ©f the schedule or

14 amendment to the schedule has been filed with and approved

15 by the commissioner, Charges to enrollees may be established
15 in accordance with actuarial principles for various categories
17 of cnrolleas, but the charges shall not be determined according
18 to the status of an individual enrollee's health snd shall

19 not ke exces

20 Sec. 12. NEBEW SECTION. DISAPPROVAL OF FILINGS. If the

sive, inadecduatc or wnfairly discriminatory.

21 commissicner disapproves a £iling made pursuant to sections

22 ten {10) and eleven (11) of this Act, he shall notify the

23 filer and in the notice specify the reascns for his

24 @isapproval. & hearing shall be granted by the commissicner
25 within thirty days after receipt by the filer of the notice

26 of disapproval. The commissicner may require the submissicn
27 of whatever relevant information he deems necessary ia deter-
28 mining whethar to disapprove a Ziling.

29 Sec. 13 NEW SECTICN. ANNUAL REPORT. A health maintenancs

30 organization shall annually before the first day of March

31 file with the commissioner, with a copy to the commissioner
32 of public health, a repczt verified by at least two of its
33 principal officers and covering the prsceding calendar year,
3% The report shall be on forms prescribed Ly the commissioner
35 and shall include:

-1~
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1. p financial statement of the organirzation, including
itg balance sheet, receipts and Gisbursements for the preceding
year certifjed by an independent public accountant.

2. Any wmatzrial changes in ihe information submitted
pursuant te section Four (4y of this Act.,

3. The number of persons enrolled during the year, the
pumbey of enrolliceces as of the end of the year and the number
of enroiiments terminated during the year.

4. A summary of information compiled pursuant to sectien
five {5), subscction three (35 of this Act in %he form requircd
by the commnissicner of public health,

5. Gther information relating to the performance of the
health maintenance organization as is pecessary to enable
(he commiccioner to carry out his duties under this Act.

e, 14, NIEW SECLLON,., OPEN ENROLLUENT. After a healilth

paintensnce organization has betn in operation twenty-lour
months, it shall have an annual open enrollment pariod of

4t loast one month during which it accepts enrollees up o
the limits of its capacity, as determined by the health
mainterance organization, im the order in which they apply
for enroliment. A health maintenance organization may apply
to the commiszioner for authorization o impose such under-
writing restrictions upon enrolimehi as are necesgary Lo
preserve its financial sbability, to prevent excessive ad-
verse sclection by prospective carollces, O to avolid unrxea-—
sonably high ox unmarketable charges for enroliac Ccoverage
for health care services. The commissioner ghall approve

or deny the application made pursuant to this sectlon within
a reasonable period of time from the receipt of the appli-
cation,

Health maintenance organizations providing services ex-
clusively on a group contract basis may 1imit the open
enrollment provided for in this secticn to all members ol
the group covered by the contract.

Sec. 15. NEW SECIION. COMPLAINT SYSTEM. A health
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maintenance organization shall estaplish and maintain a
complaint system which has been approved by the commisslonar
in consultation with the commissioner of public health and
which shall provide for the resclution of wriTten complaints
initiated by enrcllees concerning health care services. A
health malntenance organization shall submit to the commls—
sioner and to the commissioner of public health an annual
report in a [orm prescribed by the commissioner 1n consultas
tion with the commissioner of publiec health, which shall
include:

1. A description of the procedures of the complaint system.

2. The total number of complaints handled through the
conplaint system and a compilation of causes anderlying the
complaints filed.

2, The number, amnount and disposition of malpractice
claims settled during the year by the health maintenance
organization and any of 1ts providers.

The health maintenance organization shall maintain
statistical information of written complaints filed with it
concerning benefits over which the health maintenance orgars
nization does not have control and shall submit to the com-
missioner a summary report at the time and in the format that
+the commissioner may require. Complaints involving other
persons shall be referred to those perscons and a CORY of the
complaint sent to the commissioner.

sec, 16, NEW SECTION,. INVESTMENTS. With the exception
of investments made in accordance with section seven (7) of
t+his Act, the investable funds of a health maintenance OxXga-
nization shall be invested only in securities Or other invest-
ments permitted by section five hundred eleven point eight
{511.8) of the Code for the investment of assets constituting
the legal reserves of life insurance companies or such other
securities or investments as the commissioner may permit.

For purposcs of this section, investable funds of a health

maintepance organization are all moneys neid in trust for

—t3-
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the purpose of fulfilling the obligations incurred by a health
maintenance organization in providing health care servicos

to enrollees.

See. 17. NEW SECTION.  PFROTECTION AGAINST INSOLVENCY.

5 health maintenance organization shall furnish a surety bond
in an amcunt satisfactory to the commissioner, or deposit
with the commissioner cash or securities acceptable to hiim

in at least the same amount, as 2 guarantee that its obliga-
tions to enrollees will be perfoxmed. The commi ssioner may
waive this requirement when satisfied that the assefts of the
organization or its contracts with other organizations are
sufficient to reasonably assure the performance of 1ts
obligations.

Goe. 18, NEW SECTION. CANCELLATION OF ENROLLEES. An

anrollee shall not he canccelled except for the failure to

pay the charges permitted under section eleven {17) of this

Act or for othor reasons stated in the rules nromulgated by

the commissioner and subiect to review in accordance with

chapter scventeen A {174) of the Code. o notice of

canceilation to an enrollee shall be effective unless de-—

livered to the enrollee by the health maintenance organization

in a manner vrescribed by the commissionar and at least thirty

days before the effective date of cancellation and unless

acconpaniad by a statement of reason for canpallation* At

any time Lefore cancellation of the policy for nonpayment,

the cnrollee may pay to the hezlth maintenance crganization

the full amount due, including court costs if any, and from

the date of payment by the enrollee or the colilection of the

judgment, coverage shall revive and ke in full force and effeact.
Sce. 19, MNEW SECTION. PALSE REPRESENTATION. A health

maintenance organization, unless licensed as an insurer, shall

nct use in its name, contracts, ar literature any words
descriptive of an insurance, casuality, or surety business
or deceptively similar to the name or description of any

insurance or surety corporation éeing busisess in this state.

—f -
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N health maintenance srganization or any persen on ite Lihalf
shall advertisc or merchandise its services in a panner o
misrepresent 1ts services or capacity for gservice, nor shall
it engage in misleading, deceptlve Or unfair practices with
respect to advertising or merchandising. This sectiocn does
not exempl health maintenance organizations which are engayged
in the business of insurance from regulation undex the
provisions of chapter five hundred seven B {5078) of the (ode.

Sec. 20. NEW SECTIOH. REGULATION OF AGENTS. The
conmissioner may, after rotice and hearing, promulgate SuCn
reasonable rules under the provisions of chapter five hundroed
twenty-two (522) of the Code that are necessary to provide
for the licensing of agents who engage in selicitation or
enrollment for a health mainterance organization.

Qec. 21. HNLW SECTION. POWERS QF INSURERE AND HOSPITAL
AND MEDICAL SERVICE CORPORATIONE. 2n insurance company

authorized £o engage in insuring individueals ox groups [or
the cost of health cars in this state or a corporatlion autho-
rized under chapter five hundred fourteen {514) of the Code
may either directly or through a subsidiary or affiliate do
one or more of the folléwing:

1. Organize and operate a health maintenance organization
under the provisions of this Act.

2. Contract with a2 health maintenance organization to
provide insurance or similar protection agaiast the cost of
care provided through the health maintenance organization.

3. Contract with & health maintenance organizatlon to
provide coverage im the event of the failure of the health
maintenance organization o meet its obligations.

Any two Or more insurance companies, corporations, cr their
subsidiaries or affiliates may jointly orxganize and operats
a health maintznance oxganization. '

Sec., 22, NEW SECTION. PUBLIC EMPIOYEES INCLUDED. Any

enployee of the state, peolitical subdivision of the state,

or of any institution supported in whole »r in part by public

— 15~
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funds may asuthorize the deductiion from his salary or wages
off the amount charged to him for any health care services
provided through health maintenance organizations under .this
Act in the manner provided in section five hundred fourteen
point sixteen (514,16} of the Code.

Sec. 23. NEW SECTION. T[EES. Every health maintenance

organization subject to this Act shall pay to the commissioner
the following Lees:

1. Fox filing an application.for a certificate of auwthority
cr an anendment te Lthe eertificate, cne hundred dollars.

2. For filing each annual report, twenkty-five dollars.
Fees chayged under this section shéll be femitfed to the
treasurer of statc and credited by him to the gencral fund.

Sec. 24, NEW SECTION. RULES, The commissioner and the
commissioner of public health may promulgate rules as are
necassary Lo carry cut the provisions of this Act, subject
to review in accordance with chapter seventeen A {17A) of
tthe Code. ‘

Sec. 25, HNEW SECTION . EXAMINATIONS FPERMITTED. The

commisgioner shall make an examination of the affairs of any

health maintenance organization and its providers as often
as lhie deens necessary for the protection of the interests

of the people of this state, but not less freguenkly than

once every three years. ‘

The commissioner of public health shall make an examina-
tion concerning the guality of health care services provided
through any health maintenance oxgahization-as‘often as he
deems necessary for the protection of the interests of the
people of this state, but not less frequently than once every
threo years.

Every health maintenance organization and provider shall
submit its books and xecords to the commissioner and the
commissioner of publie¢ health and in every way facilitate
the examination, For the purpose of examinations, the com-

misgioners may administer oaths to and examine the officers
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and agents of the health maintenance arganization and the
grincipals of its providers concerning their business. The
expenses cf examinations under thiz sectien shall be zassessad
against the ovganization being examined and remitted to the
nommissioner or commissioner of public hcalth as the case

may be. )

In lieu of the examination reguired by this section, eilther
commicsiconer may accept the report of an axamination wade
by the appropriate departments in other states. '

Sec. 26. UEW SECTION. SUSPENSION COR REVOCATION QF
CERTIFICATE OF AUTHORITY. The commissioner may suspend oOr
revoke any ceértificate of authority issued te a health main-
tenance crganization under this Act if he finds that the
health maintenance organization is operating in contravention
of its proposed plan of operation on the basgis of which a
certificate of authority was issued to it or has failed to
comply with the provisions of and rules promulgated under
this Act. When the certificate oflauthority of a health
maintcnance organization is suspended, the health maintenance
organization shzll not, during the periocd of suspension,
enroll any additional enrollees cxcept newly acquired
dependents cf existing enrcllees and shall not engage in any
advertising or sclicitation or merchandising for the health
maintenuance organization, When the certificate of authority
of a health maintenance organization is revokad, the health
maintenance oxganization shall, immediately following the
effective date of the order of revogation, conduct no further
bhusiness except as may be essential to the orderly conclusian
of its affairs and shall engage in no further advertising
or soiicitation or merchandising. The commissioner may in
writing permit continued operation of the organization as
he finds to be in the best intersst of enrcllees to the end
that enrcliees wlll be afforded the grsatest practical
opportunity to obtain continuing health «¢are coverage,

The commissioner may, in lieu of suspension or revecation

17—
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1 of a zertificate of authority, levy an administwative penalty
4 in an amouni not more than five thousand dollars, if reason-

3 able notice in writing is given of the intent to levy the

4 penalty and the health maintenance Qrganization has a rea-

5 sonable time within which to remady the defect in its oper-

; ations which gave vise to the penzlty citgtion. The commis-—

vi . gioner may increase this peralty by an amount equal to the

s sum that he calculates to be the damages suffered by enrollees
g or other members of the public.

10 Sec. 27. NEW SECTION. ADMINISTRATIVE PROCEDURES. When

11 kthe commissicner has cause to beileve that grounds for the

12 denial, suspension, or revocation of a certificate of authority
13 exist, he shall notify the health maintenance organization

14 in writing cf the parhicuiar grounds for deniél, suspension,
1% oOr revocation and shall izssue a notice of 2 time fixed for

16 a hearing, which shall be held not less than tan days after
17 the receipt by the health maintenance organigation of the

15 notice. The commissioner of public health or his designee

19 shall participate in the proceedings of the hearing and his
sy recommendation and findings with rxespect to matters relating
31  to the quality of healith care services provided in connection
22  with any decision regarding denial, suspension, Or revocation
29 of a certificate of authority, or in conmection with an order
24 +o the health maintenance organization by the commissioner

253 o cease from methods or practices in viclation of this Actl,
26 shall be conclusive and binding upon the commissioner.

27 At the vime and placa fined for a hearing, the person

28 charged shall have an opportunity to be heard and to show

29 gause why the order should not be made by the commissioner.
30 Upon goed cause shown, the commissioner may permit any per-—
31 son to intervene, appear and be heard at the hearing by coun-
37 sel or in person. .Ncthing concained in this Act shall require
33 the observance at any heering of formal rules of pleading

34 or evidence. ‘The provisions of section five hundred seven

35 B point six (507B.6), subsections four (&) and five (5) of

- e
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rhe Code relating to the powers and duties of the commissioner
ip relation to the hearing and relating to the rights and
cbligations of persons upon whom the commissioner has served
sotice shall apply to this Act.

After the hearing, or upon the failure of the health
maintenance crganization to appear at the hearing, the com-
missicner shall take action as he deems advisable and which
is permitted by him under the provisions of thiz Act and shall
reduce his findinegs to writing., Coples of the written findings
shall be mailed to the health maintenance oxganization charged
with violation of this Act and to the commissioner of public
health.

Secc. 28. WEA SECTION. JUDICIAL REVIEW. The action of
the commissicner and the recommendation and findings of the
commissioner of public health under section twenty-seven (27)
of khnis Act shall be subject to review by the district court
of Polk county according tc the proceedings set out under
the provisions of section five hundred seven B point cight
(SO7B.8) of the Code. Until the expiration of the ten days
allowed for filing a petition for review, if no petition has
been filed, or if a petition for review nas been filed within
that time, then until the transeript of the rseoxd in the
proceeding has been filed in the district court as provided
in secticn five hundred seven B point eight'(SO?B*S) of the
Code, the commissioner may at any time, upon notice, modify
or seb aside in whole or in part any corder issued by him under
section twenty-seven {27) of this Act. After the expiraticn
of the ten days allowed for filing a petitiecn for review and
if no petition has been filed, the commissioner may at any
time, after notice and opportunity for a hearing, reopen and
alter, modify, or set aside, in whole or in part, any order
issued by him under section twenty-seven {27) of this 2Act,
when in his opinicn conditions of fact or of law require the
acticn, or if the public interest shall so reguire.

Sec. 29, NEW SECTION, INJUNCTION. The commissicner

=-19=—
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may, in the mannecr provided by law, maintain an action in
the name of the state for injunction or otheX process against
the person violating any provision of this Act.

See. 30, NEW SECTION, PENALTILS. Where no other pepalty
is provided for in this Act, any person who violates any of
{the provisions of this Act shall be guilty of a misdemoanor
and upon conviction shall be punished by a fine not to cxceed
one Lundred dollars or by imprisonment for a period not to
exceed thirty days or be punished by both such fine and
imprisonment.

Sec. 31. NB{ SECTION. CONTIDENTIALITY OFF MEDICAL
TNTORMATTION, Any data or information pertaining to Lthe
diagnosis, trcatment, or health of an individual enrellee
or applicant obtained by & health maintenance crganization
shall be held ih confidence and shall nrot be disclosed to
any person except to the extent that 1t may be necessary Lo
carry out the purpose of this Act, or upon the express consont
of the enrollee or applicant, or pursuant to statute or court
order for thoe production or discovery of evidence, or in the
avent of a claim or litigation between the enrollee or
applicant and the health maintenance organization, when thc
information is pertinent. A health maintenance arganization
shall be entitled bto claim any statutory priviieges against
disclosure of medical information which the provider who
furnishea the infermaetion to the health maintenance
organization is entitled to claim.

Sao. 32. NEW SECTION. TAXATION. Payments received by

a health maintenance organization for health care services,
insurance, indemnity, or other benefits to which an enrollee

ig entitled through a health maintenance organization

“authorized under this Act and payments by a health mainte-

nance organization to providers for health care services,
to insurers, or corporaticns authorized under chapter five
hundred fourteen (514) of the Code for insurance, indemnity,

or other service benefits authorized under this 2Act are not
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premiuns received and taxable under the provisions of section
feur hundred thirty-twe point one {43z2.1) of the Cede.

Sceo. 33. Wi SECTION. CONSTRUCYION,

1. Except as otherwise provided in this Act, laws
raegulating the insurance business in this state and the
operations of corporations authorized under chapt er Tive
hundred fourteen (514) of the Code shall not be apwl cable
to any health maintenance organivation granted a certificate
of authoriiv under this Act with respect to its health
maintenance organization activities authorized and regulated
pursuant to this Act.

9. Solicitation of enrollees by a healtir maintenance
ocrganization granted a certificate of authority or its
representatives shall not be construed to violate any pID—.
vision of law prohibiting solicitation or advertising by
health professionals.

3. Any health maintenance organization authorized under
this AcCt is not practicing medicine and sh 1211 rot be subject
1o the limitations provided in section one hundcred thirty-
£ive B point twenty-six-(135B.2€) of the Code on types of
contracts entered into between doctors and hospitals.

Sea. 34. Section two hundred forty-nine A point four
(203A.4), subsection four (U4}, Code 1973, is amended to read
23 follows:

4. Have authority to contract with any corporaticn ex
corpordtieOnsy authorized to engage in this state in insuring
groups oy individuals for all or part of the cost of meaical,
hespital, or other health care or with any corporation ey
esrperatisns maintaining and operating a medical, hospital,
or health service prepayment plan er-piass under the provisions

of chapter 514 or with any health maintenance organization

authorized to operate in this state, for any or all of the

Lenefits Lo which any recipients are sntitled under this
chapter to be provided by such corporation sr-eerperattons
or health maintenance organization on a prepaid individual

=-21-

CEAIA0AG LT




T R BT
s.F. __B.F.
1 er group basis.
2 See. 35, Saction five hundred nine A point six (S509A.6) .,
3 Code 1873, is amended to read as follows:
L 509A.6 CONTRACT WITH INSURANCE CARRIER. The governing
5 kody may coniract with a nonprofit corporation operating uncer
¢ ULhe provisions of this chapter or chaptex 514 or with any
v insurance colnpany having a certificate of authority to transact
g 4n insurance busincss in this statre with respect of a group
¢ insurance plan, wiich may include life, accident, health,
10 hospitalization and disability lnsurance during period of
11 active service of such employees, with the right of any
12 employee to continue such life insurance in forcce after
13 torminetion of active service at such employee's sole expense;
14 ard may contract with 2 nonprofit corporation operating under
15 and governed by the provisions of ¢his chapter or chapter
15 514 with respect of any hospital or medical service plan;
17 and may aontract with a health maintenance organization
18 aurhorized to operate in this state with respect to health
19 maintenance organization activities,
20 Sec. 36. BEFECTIVE DATE. The provisions of this Act shall
21 become effective January 1, 1974,
22 EXpLANATION
23 under this bill, any person may apply for and obtain a
24 mertificate of authority Srom the Commissioner of Insurance
25 to establish and operate a health maintenance organization
26 in compliance with the provisions of the bill. The health
27 mainlenance organization must, at a minimum, be able to pro-
28 yide or arrange for the provision of medical services and
29 hospital care for a fixed prepaid sum which is unaffected
30 py the actual amount Or type of services which the individual
31 actually receives. Other health care services which may be
32 provided by a health maintenance organization elthar on &
33 prepaid basis or through the payment of indemnity or sexvice
34 penefits include "all services for the purpose of preventing,
35 alleviating, curing, or healing human illness or injury.'
L
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The flexibility provided in the bill €0 health maintenance
crganizations in piecing tcgether the package of coverage
vihrough direct and indirect services and indewmnity benclits
is meant to enable health mainlkenance organizaticns to mect
fiwwalth care needs in a wide varizety of circumstances and
throcugh varlous organizational structures.

mhe latitude given in the bill to the Commissioner aof
Tnsurance in regulating the establisament and operation of
health maintenance organizations corresponds to the goal of
the bill. In determining to what extent figcal reservaes
should be reguired of & health maintenance orgahization, the
Commissioner may considexr among other criteria: the numboer
of wnrollees to be served; the restrictions on indemnity
hencfits o be offered by the health maintenance organization;
the contracts entered-into between the health malntenance
crganization and “nsurance companies or health service
prepayment corporations for indemnity against the coSt of
services not available through a health mainteénance
organization.

Key s=zctions of the bill override existing legal barxiers
to the formation and develeopment of health maintenance ovrya-
nizations, includings

1. The law reguiring incorporation under Chapter 514 of
the Code which is in itself restrictive.

2, Insurance laws which are inappreopriate to the preventa-
tive aspect of health maintenance.

3. Laws which prohibit selicitation or advertising by
nealth professionals.

4. 7The legal doctxine that a lay-contreolled corporation
providing health care services to the 'public through physicians
employed by it is engaging in the practice of medicine without
a license to do so,

The bill provides for regulation of agents who engage in
colicitaticn of enrollees for health maintenance organiza-

tions, requires that the Commissioner of Public Health make
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2ll determinabions with rogard to quality of care roview,
and provides thal insurance companies and health service pro-
payvnent corporations are exempl from existing laws only witi
respect Lo their health maintenance organlzation activitios
avthorized under the bill,

the bill also authorizes the Commissioner of Social Services
to contract with health maintenance organizations {or the

provision of health care services to Medicaid recipients.
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