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NORTH CAROLINA GENERAL ASSEMBLY 
1997-98 Regular Session 

COMMITTEE SUMMARY REPORT 
Valid Through 8-SEP-1997 

HOUSE: INSURANCE 

NOTES: AFTER BILL NUMBER SHOWS THAT BILL IS IDENTICAL TO ANOTHER BILL. 
$ AFTER BILL NUMBER INDICATES BILL AFFECTS APPROPRIATIONS. 
* BEFORE ACTION INDICATES THAT TEXT OF BILL WAS ALTERED BY AN ACTION. 

BILL INTRODUCER SHORT TITLE IN DATE OUT DATE 

H 5 ALDRIDGE HEALTH COVERAGE/DIABETES 01-30-97 04-30-97 
Current Status: *R -CH. SL 97-0225 

H 165= REDWINE LODGING ESTABLISHMENTS/SANITATION 02-13-97 04-29-97 
Current Status: *S -RE-REF COM ON CH&HUMRS 

H 184 REDWINE EXEMPT STATE HEALTH PLAN FROM APA 02-17-97 03-20-97 
Current Status: R -CH. SL 97-0278 

H 193= HUNTER R NO INS. POINTS/15MPH OVER LIMIT 02-17-97 04-28-97 
Current Status: *H -CAL PURSUANT RULE 36 (A) 

H 199= CULPEPPER STUDY MEDICAL PROVIDERS' LIENS 02-17-97 04-21-97 
Current Status: *H -RE-REF COM ON RULES 

H 276 SHERRILL REDUCE TAX ON NONPRESCRIPTION DRUGS 02-19-97 
Current Status: H -REPTD TO INS 

H 291 STARNES AUTOPSY/FAMILY NOTICE 02-20-97 
Current Status: H -REPTD TO INS 

H 312= GOODWIN UPDATE MORTALITY TABLES 02-24-97 04-21-97 
Current Status: *R -CH. SL 97-0133 

H 350= DICKSON GENETIC INFO/NO DISCRIMINATION 02-27-97 
Current Status: H -REF TO COM ON INS 

H 358 ADAMS OB-GYN ACCESS/MEDICAID RECIPIENTS 02-27-97 
Current Status: H -REF TO COM ON INS 

H 405= CUNNINGHAM ELIMINATE MEDICAID RX LIMIT 03-05-97 
Current Status: H -REF TO COM ON INS 

H 421 TOLSON RESPIRATORY CARE PRACTICE ACT 05-21-97 
Current Status: H -RE-REF COM ON INS 

H 434 DOCKHAM FEDERAL HEALTH INSURANCE CHANGES 03-10-97 04-24-97 
Current Status: *R -CH. SL 97-0259 

H 434 DOCKHAM FEDERAL HEALTH INSURANCE CHANGES 06-24-97 
Current Status: *R -CH. SL 97-0259 

H 435 DOCKHAM STATE HEALTH PLAN TECH. AMOS. 03-10-97 06-25-97 
Current Status: *H -PRES. TO GOV. 08-29 

H 435 DOCKHAM STATE HEALTH PLAN TECH. AMOS. 06-25-97 08-18-97 
Current Status: *H -PRES. TO GOV. 08-29 

H 436 DOCKHAM STATE HEALTH PLANS SUBSTANTIVE 03-10-97 06-25-97 
Current Status: H -RE-REF COM ON INS 

H 436 DOCKHAM STATE HEALTH PLANS SUBSTANTIVE 06-25-97 
Current Status: H -RE-REF COM ON INS 
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H 452 REDWINE BEACH PLAN AMENDMENTS 03-10-97 04-22-97 
Current Status: *H -PRES. TO GOV. 08-29 

H 455= DOCKHAM GLAUCOMA PROGRAM REPEALED 03-10-97 04-07-97 
Current Status: *R -CH. SL 97-0137 

H 541= DOCKHAM IMPROVE HMO SERVICES 03-19-97 
Current Status: H -REF TO COM ON INS 

H 562= ALEXANDER DIR. PAY/SUBS. ABUSE PROF. 03-20-97 
Current Status: H -REF TO COM ON INS 

H 563= ALEXANDER MENTAL HEALTH PARITY 03-20-97 
Current Status: H -REF TO COM ON INS 

H 796= CRAWFORD PRESCRIPTION DRUGS/COMPETITION 04-03-97 
Current Status: H -REF TO COM ON INS 

H 803 $GARDNER HEALTH INS./RISK POOL 04-03-97 
Current Status: H -REF TO COM ON INS 

H 813 ALEXANDER RECONSTRUCTIVE SURGERY/COVERAGE 04-07-97 04-29-97 
Current Status: H -RE-REF COM ON APPROP 

H 891= MITCHELL WORKERS COMPENSATION MEDICAL CARE 04-07-97 04-24-97 
Current Status: *S -REF TO COM ON JUDIC 

H 914 WATSON BONE MASS MEASUREMENT/COVERAGE 04-10-97 
Current Status: H -REF TO COM ON INS 

H 923 WAINWRIGHT WINDSTORM DEDUCTIBLES 04-10-97 
Current Status: H -REF TO COM ON INS 

H 926 BRAWLEY PREFERRED PROVIDER CONTRACTS 04-14-97 04-24-97 
Current Status: S -REF TO COM ON PENSIONS 

H 933 JARRELL INCREASE PHARMACY FEES 04-14-97 04-16-97 
Current Status: *R -CH. SL 97-0231 

H 940 REDWINE WORKER'S COMP/REALTOR STATUS 04-24-97 04-28-97 
Current Status: S -REF TO COM ON COMMERCE 

H 984 CULP S&W SUPERVISOR HEALTH BENEFITS 04-17-97 04-28-97 
Current Status: H -RE-REF COM ON APPROP 

H 987= WILKINS VENTURE CAPITAL INVESTMENT INCENTIVE 04-17-97 04-23-97 
Current Status: H -RE-REF COM ON FINANCE 

Hl020 HARDY INSURANCE SETTLEMENTS 04-21-97 
Current Status: H -REF TO COM ON INS 

H1024= HURLEY FOREIGN INSURF.R LICENSING 04-21-97 04-24-97 
Current Status: *R -CH. SL 97-0179 

Hl052 MILLER G EXCLUDE EXCESS COVERAGE/COVENANTS 04-21-97 04-24-97 
Current Status: *R -CH. SL 97-0396 

Hl052 MILLER G EXCLUDE EXCESS COVERAGE/COVENANTS 07-15-97 07-17-97 
Current Status: *R -CH. SL 97-0396 

H1058 CUNNINGHAM HEALTH CARE FACILITY PRIVILEGES 04-21-97 
Current Status: H -REF TO COM ON INS 

Hlll5 BOYD-MCINTYRE CHURCH INSURANCE COVERAGE 04-21-97 04-28-97 
Current Status: *R -CH. SL 97-0438 
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Hll62= WILSON C CON MODIFICATIONS 04-28-97 
Current Status: H -REF TO COM ON INS 

H1223 $LUEBKE FAMILY HEALTH-CARE PROGRAM 05-05-97 06-26-97 
Current Status: H -RE-REF COM ON INS-HLTH 

S 234 KINCAID INCREASE AMTS FOR INSURANCE POINTS 03-24-97 07-02-97 
Current Status: *R -CH. SL 97-0332 

S 247 RAND REMOVE SUNSET/HLTH CONTRACT CONFID. 04-09-97 05-12-97 
Current Status: *R -CH. SL 97-0123 

S 254= ODOM GENETIC INFO/NO DISCRIMINATION 04-14-97 06-25-97 
Current Status: *R -CH. SL 97-0350 

S 254= ODOM GENETIC INFO/NO DISCRIMINATION 06-25-97 07-07-97 
Current Status: *R -CH. SL 97-0350 

S 273 FORRESTER MASTECTOMY/HOSPITAL STAY 03-19-97 08-06-97 
Current Status: *R -CH. SL 97-0440 

S 273 FORRESTER MASTECTOMY/HOSPITAL STAY 08-06-97 08-07-97 
Current Status: *R -CH. SL 97-0440 

S 299 MARTIN R LONG-TERM CARE BENEFITS 06-26-97 08-14-97 
Current Status: *R -CH. SL 97-0468 

S 374 ODOM CHIROPRACTOR SUPPLEMENTS EXEMPT 06-02-97 07-02-97 
Current Status: *R -CH. SL 97-0369 

S 400= WINNER MENTAL HEALTH PARITY 05-01-97 
Current Status: *H -ASSIGNED TO INS-HLTH 

S 455= HOYLE IMPROVE HMO SERVICES 05-01-97 06-25-97 
Current Status: *R -CH. SL 97-0474 

S 455= HOYLE IMPROVE HMO SERVICES 06-25-97 07-07-97 
Current Status: *R -CH. SL 97-0474 

S 515 DALTON PRELITIGATION INS. INFO./MEDIATION 04-24-97 
Current Status: H -REF TO COM ON INS 

S 577 REEVES INSURANCE PREMIUM FINANCING 05-01-97 
Current Status: *H -REF TO COM ON INS 

S 714 FORRESTER RECONSTRUCTIVE SURGERY/COVERAGE-2 04-30-97 05-15-97 
Current Status: *R -CH. SL 97-0312 

S 785 MARTIN W DIRECT PAYMENT SUNSETS OFF 04-29-97 05-29-97 
Current Status: R -CH. SL 97-0197 

S 843 JENKINS INSURANCE TECHNICAL CHANGES 04-30-97 08-18-97 
Current Status: *S -RE-REF COM ON PENSIONS 

S 914 KERR WORKERS' COMP. HOSPITAL CHANGES 04-30-97 05-19-97 
Current Status: *R -CH. SL 97-0145 

S 975 KINCAID WORKERS' COMP SELF-INSURANCE 05-01-97 07-02-97 
Current Status: *R -CH. SL 97-0362 

Sl016= MARTIN W DIR. PAY/SUBS. ABUSE PROF. 05-01-97 
Current Status: H -ASSIGNED TO INS-HLTH 
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MINUTES 

HOUSE COMMITTEE ON INSURANCE 

February 27, 1997 

The House Committee on Insurance met on Thursday, February 27, 1997, at 12:00 Noon 
in Room 643 of the Legislative Office Building for its first meeting of the 1997-98 
Session. Chairman, Rep. Jerry C. Dockham, presiding, called the meeting to order. 

Members present: Representatives Dockham, Allred, Bowie, Brawley, Cole, Dedmon, 
Gamble, Hardy, Holmes, Hurley, Luebka, Mccomas, Russell, Tallent and Wainwright. 

The Visitor Registration sheets are attached as a part of the record. 

The main order of business was a presentation by Commissioner of Insurance, Mr. Jim 
Long. His comments are attached. He also provided two booklet entitled, "1995-1996 
Biennial Report ,N.C. Department oflnsurance and HMOs in North Carolina. 

Folllowing Mr. Long's comments were questions and concerns from members of the 
Insurance Committee. 

There being no further business, the Chairman adjourned the meeting at 12:50 p.m .. 

1/dLf.t~ 
Nell R. _Edwards, Clerk 
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Remarks by Insurance Commissioner Jim Long 
House Insurance Committee 
Raleigh~ North Carolina 
February 27, 1997 

Good afternoon. I'd lil<e to thank 
Chairman Jerry Docl<ham for giving me an 
opportunity to address this committee. 

Your Department of Insurance serves the 
citizens of North Carolina through 
consumer protection and education 
activities, safety training and promotion, 
and regulation of several industries. 

Our goals are: 

• to ·assure an optimum marketplace in 
which consumers can readily purchase 
fairly-priced insurance products from 
financially sound and responsive 

• companies 

• to protect the lives of North Carolinians 
through education about loss prevention, 
safety awareness and by developing 
safety standards· 



House Insurance Committee, 2/27/97 

• and to maintain a well-managed, fiscally­
responsible ·organization staffed by 
lmowledgeable, courteous and 
professional employees 

Your Department of Insurance has 
continued to be a strong advocate for 
North Carolina consumers during the past 
biennium on issues ranging from auto 
rates to fire safety. 

I am proud to say that North Carolinians 
currently pay the lowest auto rates of any 
state in the southeast and the 9 th-lowest in 
the nation! Yet ~e still enjoy a thriving 
marlcet of sound insurance companies 
eager to do business in our state. -

2 



House Insurance Committee, 2/27/97 

Department staff have worl,ed long and 
hard to l,eep auto insurance rates 
reasonable. 

In December 1996, the North Carolina 
Court of Appeals issued its decision on the 
1994 auto insurance rate filing-a decision 
which unanimously confirmed my 
authority to set rates and supported the 
department's ratemaking approach. 

If the Court of Appeal's decision becomes 
final, I will have the distinct pleasure of 
ordering consumer refunds totaling 
millions of dollars. 

3 



House Insurance Committee, 2/27/97 

As you may recall, North Carolinians 
received more than $110 million in auto 
refunds in l 993~the largest such refund 
in US history. 

The auto insurance industry also has 
appealed my rate reduction decision in the 
1995/96 filing to the court of appeals. 

The department has continued to worl< to 
lower insurance rates through traffic safety 
and injury-prevention programs, such as 
"Clicl< It or Ticlcet" and "Booze It & Lose 
It". 

4 



House Insurance Committee, 2/27/97 

During its first two years, the ''Clicl< It or 
Ticlcet" program reduced fatalities and 
serious injuries by 12%, resulting in a 
savings of $164 million in health care 
costs in North Carolina. 

Also, in two recent rate filings from the 
auto insurance industry, savings of more 
than $33 million in auto insurance 
premiums were attributed to "Click It or 
Ticlcet''. 

The ''Booze It & Lose It" campaign is 
having similar success. Numbers gathered 
at North Carolina checlcpoints indicate 
that we've cut late night drunlc driving in 
half and reduced DWI-related fatalities by 
20%. 

5 



House Insurance Committee, 2/27 /97 

Together, these programs are saving lives, 
preventing injuries, and helping to reduce 
the high medical costs of auto crashes. 

The department's in-house safety 
programs also have been very busy during 
the biennium. Our Buclde Up IGds 
program is now active in 62 counties 
across the state and has distributed more 
than 2,100 child safety seats through local 
fire & rescue agencies. 

Our Learn Not to Burn program provides 
fire safety education to more than 90,000 
fourth graders annually. 

6 



House Insurance Committee, 2/27/97 

And a new program was added in 1996-
the North Carolina Safe IGds coalition is 
one of the 250 local and state groups in 
the country dedicated to childhood injury 

• prevention. 

Our department ·also has been a leader in 
anti-fraud efforts since we established the 
first investigations bureau within an 
insurance department in 1945. 

In 1996, the Investigations Division 
helped to obtain a $187 million settlement 
in the largest criminal health care fraud 
case in North Carolina history. 

7 



House Insurance Committee, 2/27/97 

The case against this medical laboratory 
was investigated jointly by state and 
federal law enforcement agencies and was 
the third-largest criminal health care fraud 
case in the nation. 

Investigators from the Special Services 
Division also concluded two record­
breaking cases this biennium. A $250,000 
fine levied against one collection agency is 
the largest ever assessed by the division. 
An additional $.233,000 in restitution was 
ordered in this case. 

8 



House Insurance Committee, 2/27/97 

The owner of another collection agency 
pied guilty to 45 counts of embezzlement 
totaling nearly $400,000 dollars. He is 
currently serving a 21-year active 
sentence-the .longest ever ordered by the 
courts as a result of a criminal 
investigation conducted by the division. 

One of the division's investigators received 
the Governor's Award for Excellence in 
1995, in part for his worl< on this case. 

The 1995-96 biennium marked a period 
of great change in the health insurance 
industry. New federal legislation and the 
growth of managed care pose challenges 
for both regulators and consumers. 

9 



House Insurance Committee, 2/27/97 

Our department has prepared legislation 
that brings North Carolina law into 
compliance with the federal Health 
Insurance Portability and Accountability 
Act of 1996, sponsored by senators 
l(assebaum and l(ennedy, as well as new 
federal laws on maternity stays and mental 
health parity. 

These acts require states to conform their 
statutes to the new laws or rislc federal 
management of health insurance. 

Your committee chairman, Representative 
Docldtam, has been l<lnd enough to 
sponsor this legislation this session. 

10 



House Insurance Committee, 2/27/97 

Our Managed Care and Health Benefits 
Division has also prepared important 
legislation for this session. 

This proposed legislation outlines some 
• • very important consumer protections on 

issues such as: 

• coverage for services. provided in 
emergency rooms, 

• utilization review and grievance 
procedures, and 

• mal<lng our laws on HMOs consistent 
with our laws on other types of 
• • • insurance companies-creating a more 
level playing field across the industry. 

11 



House Insurance Committee, 2/27/97 

The Managed Care Division has also 
developed a very useful status report on 
HMOs in North Carolina. The report 
provides a snapshot of the current HMO 
industry in the state and a detailed analysis 
of HMO activity in 1995. 

This report is intended to give legislators, 
regulators, and citizens a better 
understanding of the health care 

• • environment 1n our state. 

Compiling this report was quite a 
challenge and I'd lilce to recognize the 
efforts of the staff of the Managed Care 
Division. 

12 



House Insurance Committee, 2/27/97 

One of the biggest challenges still facing 
my department remains the aftermath of 
Hurricane Fran. 

This hurricane season was unlil<e any other 
that North Carolina has experienced. Not 
since Hurricane Hazel in 1954, have we 
suffered such a massive amount of 
destruction. 

The one-two punch of bacl<-to-bacl< 
hurricanes dealt a major blow to North 
Carolinao 

Hurricane Fran, a category three storm, 
wreal<ed havoc on lives and homes. 
Twenty-five lives were lost, and we 
anticipate more than $1.6 billion in 
insured losses. 

13 



House Insurance Committee, 2/27/97 

Some 425-thousand claims have been filed 
so far. Yet out of that number, my 
department has only received some 575 
complaints. And it is estimated that 97% 
of claims have been settled and closed. 

Fifty-two North Carolina counties were 
declared disaster areas by the federal 
government, including most eastern NC 

• counties. 

These counties are home to more than 60 
percent of North Carolina's citizens. An 
estimated 30,000 homes and 50,000 
vehicles were damaged across the state. 

Auto claims alone total some $ 70 million. 

14 



House Insurance Committee, 2/27/97 

I'm sure many of you were personally 
affected by the storm and I'm sure you've 
all heard touching stories about people 
coming together to help each other 
recover. 

I'm proud to say my staff has truly gone 
the extra mile to help follcs through the 
recovery process . 

. Following both Hurricane Bertha and 
Hurricane Fran, our employees were 
immediately on the job assisting local fire 
and rescue personnel, helping consumers 
with insurance questions, and assessing 
damage. 

15 
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House Insurance Committee, 2/27/97 

Our consumer specialists toolc more than 
3,200 phone calls in the weelc after Fran 
hit (when state employees were supposedly 
not working) and through the end of the 
year had talcen a total of more than 
46,000 calls. 

These follcs are truly dedicated to helping 
the people of North Carolina. 

Insurance industry adjusters in the field 
also worlced long hours. 

There were some 4,500 adjusters in the 
field immediately after Fran. In fact, 
North Carolina companies put.out a call 
for help, bringing in 3,000 reinforcements 
from out-of-state to help residents with 
their claims. 

16 



House Insurance Committee, 2/27/97 

And the response time for most companies 
has been quite good thanl,s to agents' and 
adjusters' hard worl< handling claims. 

The hurricanes were devastating to 
homeowners who found themselves in the 
path of destruction. However, the damage 
could have been much worse. 

Thanl,s to our building codes for site built 
homes and to the federal standards for 
manufactured homes, many of North 
Carolina's residents suffered minimal 
damage. 

Storms lil,e Fran do highlight the need for 
• insurance coverage on our coast. 

17 
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Residents and business owners are still 
getting coverage, but increasingly they're 
getting it from the Beach and FAIR plans. 

Your department of insurance is dedicated 
to helping solve the problem of coastal 
availability. And we've tall,ed with coastal 
agents to get agent input on this issue. 

We also worl,ed closely with the 
Legislative Research Commission 
appointed by the legislature to examine 
this issue. 

18 
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The committee met five times last year to 
study the issues of coastal availability and 
affordability. It examined ways to 
encourage the voluntary marl<et to write 
policies in the beach area and ways to 
improve the Beach Plan. 

What our department cannot do is force 
insurers to write coastal coverages. 

According to a formal opinion from the 
Attorney General's office, companies may 
legally refuse to write coastal risl<s. 

The LRC committee did asl< us for our 
recommendations and heard the concerns 
of many others including agents and 

• companies. 
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Based on this inp:ut, the committee 
proposed three bills to the General 
Assembly. 

The first directs the Department of 
Insurance and the Beach Plan to develop a 
proposal for a reserve fund to pay 
catastrophic losses incurred by wind risl<s 
under plan policies. 

The second proposal charges the Beach 
Plan with revising the participation 
formula for member companies to 

• • encourage companies to write more 
voluntary policies on the beach and to 
write themselves out of the losses of the 
Plan. 
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The revised participation formula will have 
to be approved by the department. 

The final proposal on this issue 
recommends that the Beach Plan offer 
business income coverage. 

These proposals were all passed by the 
General Assembly during the short session 
last summer and we're currently worlcing 
with the Beach Plan on implementing 
them. 

The Beach Plan has established a 
committee to carry out these directions 
and improve the coastal situation. 
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Our Assistant Commissioner, Dash Propes 
has served on that committee and we can 
report that a lot· of worl< has been done to 
create an opportunity to improve the 
insurance availability situation in the 
Beach underwriting territory. 

There are more than 1,500 insurance 
companies licensed to do business in our 
state and hundreds more apply each year. 

This competitive environment is good for 
insurance rates and good for the people of 
North Carolina. 
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Most North Carolina families put a lot of 
their monthly income into buying auto, 
homeowners, life and health insurance so 
being able to buy the right coverages - at 
the right price - is critical. 

Every day, the people of my department 
strive to mal<e sure that the people of our 

· state remain safe and secure in the 
lmowledge that. they are protected by 
stable companies at a fair price. 

Thanl< you for having me here today. Are . 
there any questions? 

### 
g:\adm\pubinfo\specches\97\2-271,ous.doc 
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MINUTES 

HOUSE COMMITTEE ON INSURANCE 

March 6, 1997 

The House Committee on Insurance met on Thursday, March 6, 1997, at 12:00 Noon in 
Room 643 of the Legislative Office Building. Chairman, Jerry C. Dockham, presiding, 
called the meeting to order. 

Members present: Representatives Dockham, Allred, Barbee, Bowie, Cole, Dedmon, 
Esposito, Gamble, Gardner, Hardaway, Hardy, Holmes, Hurley, Ives, Luebke, McComas, 
Miller, Miner, Preston, Tallent, Wainwright and Wright. 

The Visitor Registration sheets are attached as a part of the record. 

Mr. Linwood Jones, Staff Counsel, provided a summary of the Insurance Bill that was on 
the agenda for this meeting, which is attached. 

The first order of business was House Bill 199 entitled Amend Medical Providers' Liens. 
Chairman Dockham recognized Representative Culpepper, sponsor of the bill, 
Representative Culpepper explained House Bill 199. Chairman Dockham then 
recognized the following members of the Insurance Committee for questions and 
discussions. They are as follows: McComas, Gamble, Gardner, Miller, AllredJHardy, 
Wainwright and Luebke. He also recognized Anne Duvoism, an attorney from Durham. 

Chairman Dockham's decision was to send House Bill 199 to a sub-sub committee. He 
appointed Representative Hurley to Chair this sub-sub committee and appointed 
Representatives Hardaway, Allred, Bowie, Miner, Barbee and Hardy to be members of 
the sub-sub committee. Chairman Dockham requested that they report back to the 
Insurance Committee on March 20th if possible. 

There being no further business, the Chairman adjourned the meeting at 12:52 p.m .. 

17uLR.t~~ 
Nell R. Edwards, Clerk 
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North Carolina General Assembly 
Legislative Services Office George R. Hall, Legislative Services Office 

(919) 733-7044 

Elaine W. Robinson, Director 
Administrative Division 
Room 5, Legislative Building 
16 W. Jones Street 
Raleigh, NC 27603-5925 
(919) 733-7500 

MEMORANDUM 

Gerry F. Cohen, Director 
Bill Drafting Division 
Suite 401, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-6660 

Thomas L. Covington, Director 
Fiscal Research Division 
Suite 619, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-4910 

March 5, 1997 

TO: Representative Jerry Dockham, Chairman 
House Insurance Committee 

FROM: 

RE: 

Linwood Jones, Committee Counsel 4--­
House Bill 199 (Medical Provider Liens) 

Donald W. Fulford, Director 
Information Systems Division 
Suite 400, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-6834 

Terrence D. Sulliv, 
Research Division 
Suite 545, LOB 
300 N. Salisbury S 
Raleigh, NC 2760 
(919) 733-2578 

House Bill 199 rewrites the laws that govern medical providers' liens against damages 
recovered by their patients from third parties for the injuries for which the patients were treated. 
The liens help ensure that doctors, hospitals, and other medical providers are paid for the medical 
services they provide to these patients. The existing laws, which were put on the books earlier in 
the century, are repealed and replaced by the new provisions. It is my understanding from the 
General Statutes Commission that, with some exceptions, the new laws are designed to follow in 
substance the old laws and existing practice that has developed under those laws. 

Under House Bill 199, the medical provider may file a lien for the amount of any unpaid 
bills arising from treatment for the injuries in question by doing the following: 

( 1) Send a written notice of the lien to the claimant's attorney. If the claimant has no 
attorney or the attorney-is not known, send the written notice to the claimant and to the insurance 
company or other party responsible for paying the damages to which the claimant may be 
entitled. The lien notice must identify the medical provider, the injured person, the date of the 
injury, the date(s) of treatment, and the amount of the lien. The notice must state that the 
provider is asserting its lien rights. If the notice is also being sent to an insurance company, the 
provider must also identify the person who allegedly injured the patient. 

(2) If requested by the claimant or the claimant's attorney, provide a free copy of the 
claimant's medical records and an itemized bill. If the medical provider is requested to prepare a 
special medical report on the claimant beyond the ordinary medical records, it can charge for that 
report. 

AN EQUAL OPPORTUNITY/AFFIRMATIVE ACTION EMPLOYER 



The lien notice must be sent in one of four ways authorized by the bill: personal delivery, 
certified mail, overnight mail, or fax. All four methods require the provider to obtain a receipt 
proving delivery. 

When the claimant resolves its claim for damages against the third party (through 
judgment in a lawsuit or settlement, including UM and UIM recoveries) and is entitled to recover 
damages, the insurer must pay the damages to the claimant's attorney. (By sending a copy of the 
medical provider's lien to the attorney before or with payment of the funds to the attorney, the 
insurer relieves itself of further liability to the medical providers, if the attorney actually receives 
the notice before or with the payment). The attorney collects his attorney fees and the reasonable 
expenses in the case and then uses the remainder to reimburse the medical provider for its unpaid 
bills that relate to the injury for which the claimant was entitled to damages. The attorney can 
pay no more than 50% of this remaining amount to the medical provider(s). If the claimant has 
no attorney, the insurer or other responsible party makes these payments. 

An insurer is not required to pay a disputed medical bill under the lien law until it is 
resolved. The bill also provides a penalty against a medical provider who asserts a false or 
exaggerated lien. The penalty does not apply if the lien or the amount of the lien is filed in error 
and is corrected by the provider when the error is brought to its attention. The penalty is 
liquidated damages in the amount of $5,000 or all damages proximately resulting from the 
assertion of the improper lien, whichever is greater, plus attorneys' fees, court costs, and other 
investigative and legal expenses incurred as a result of the error. 

Neither the attorney nor the insurer (or other responsible party) is liable to a medical 
provider under the lien law if the provider's lien is not received or perfected before the recovery 
is paid. 

This act takes effect January 1, 1998. All valid, existing liens filed under the current lien 
laws (G.S. 44-49 and 44-50) as of that date are considered "perfected" under this act and will be 
covered by this act. If a provider has taken all steps as of January 1, 1998, to perfect a lien under 
the existing law expect for providing a copy of requested medical records, ,the provider's lien will 
still be considered perfected once those records are delivered. 

H199-SMRN-001 
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ARTICLE 9. 

Liens upon Recoveries for Personal Injuries to 
Secure Sums Due for Medical Attention, etc. 

§ 44-49. Lien created; applicable to persons non sui 
juris. 

From and after March 26, 1935, there is hereby created a lien 
u_pon any sums recovered as damages for personal injury in any 
c1~ action in this State, the said lien in favor of any person, corpo­
ration, municipal corporation or county to. whom the person so re­
covering, or the person in whose behalf the recovery has been made, 
may be indebted for drugs, medical supplies, ambulance services, 
and medical services rendered by any physician, dentist, trained 
nurse, or hospitalization, or hospital attention and/or services ren­
dered in connection with the injury in compensation for which the 
said damages have been recovered. Where damages are recovered 
for and in behalf of minors or persons non compos men tis, such liens 
shall attach to the sum recovered as fully as if the said person were 
Sui juris. 

N~twithstanding the provisions of paragraph one of this section, 
no _hen therein provided for shall be valid with respect to any 
clilaims whatsoever unless the person or corporation entitled to the 

en therein provided for shall file a claim with the clerk of the 
. ~m:t in which said civil action is instituted within 30 days after the 

d
1nst1~tion of such action and further provided that the physician, 
. ent1st, trained nurse, hospital or such other person as has a lien 

hedereunder shall, without charge to the attorney as a condition prec-
ent to the creation of such lien, furnish upon request to the attor­

!}e_y representing the person in whose behalf the claim for personal 
1nJury is made, an itemized statement, hospital record, or medical 
report for the use of such attorney in the negotiation settlement or 
trial of the claim arising by reason of the personal injury. 

~o liens of the character provided for in the first paragraph of 
this section shall hereafter be valid with respect to money that may 

b
be recovered in any pending civil actions in this State unless claims 
ased on such liens are filed with the clerk of the court in which the 

action is pending within 90 days after April 5, 1947. -' 

1 
No action shall lie against any clerk of court or any surety on any 

c erk's bond to recover any claims based upon any lien or liens 
created by the first paragraph of this section when recovery has 
heretofore been had by the person injured, and no claims against 
such recovery were filed with the clerk by any person or corpora­
tion, and the clerk has otherwise disbursed according to law the 
money recovered in such action for personal injuries. (1935, c. 121 
s. 1; 1947,c. 1027; 1959,c.800,s. 1; 1967,c. 1204,s. 1; 1969,c.450: 
s. 1.) 

' 
I 
I 
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§ 44-50. Receiving person charged with duty of 
· retaining funds for purpose stated; ev­

idence; attorney's fees; charges. 
Such a lien as provided for in G.S. 44-49 shall also attach upon all 

funds paid to any person in compensation for or settlement of the 
said injuries, whether in litigation or otherwise; and it shall be the 
duty of any person receiving the same before disbursement thereof 
to retain out of any recovery or any compensation so received a 
sufficient amount to pay the just and bona fide claims for such drugs, 
medical supplies, ambulance service and medical attention and/or 
hospital service, after having received and accepted notice thereof: 
Provided, that evidence as to the amount of such charges shall be 
competent in the trial of any such action: Provided, further, that 
nothing herein contained shall be construed so as to interfere with 
any amount due for attorney's services: Provided, further, that the 
lien hereinbefore provided for shall in no case, exclusive of attorneys' 

- ·--····-. ··-- .. ·-·--·- .. 

fees, exceed fifty percent (50%) of the amount of damages recovered. 
(1935, C. 121, S. 2; 1959, C. 800, S. 2; 1969, C. 450, S. 2; 1995 (Reg. 
Sess., 1_~9~),_ ~----~?4, s. 3.) __ .. . .. -----·---· .. __ . ________ .. _. 

§ 44-51. Disputed claims to be settled before pay­
ments. 

Whenever the sum or amount <;>r ~ounts dem~d~d fo~ med~cal 
services or hospital fees shall be m dispute, nothing m ~his Art1~le 
shall have any effect of compelling p_ayment thereof un~il the claun 
is fully established and determined, m the manner pi:ovid_ed by law: 
Provided, however, that when any such sums are m dispu~ t1?,e 
amount of the lien shall in no case exc~d the amount of the bills 1n 
dispute. (1935, c. 121, s. 3; 1943, c. 043.) 

. ... 
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GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1997 

HOUSE BILL 199 

1 

Short Title: Amend Medical Providers' Liens. (Public) 

Sponsors: Representative Culpepper. 

Referred to: Insurance, if favorable, Judiciary II. 

February 17, 1997 

A BILL TO BE ENTITLED 
AN ACT TO AMEND THE LAW RELATING TO LIENS DUE MEDICAL 

PROVIDERS FOR MEDICAL SERVICES PROVIDED, AS RECOMMENDED 
BY THE GENERAL STATUTES COMMISSION. 

The General Assembly of North Carolina enacts: 
Section 1. G.S. 44-49, 44-50, and 44-51 are repealed. 
Section 2. Article 9 of Chapter 44 of the General Statutes is amended by 

adding the following new sections to read: 
11 § 44-51.01. Definitions. 

As used in this Article: 
ill 'Claimant' means an injured person or the injured person's 

personal representative, collector, guardian, or parent responsible 
for payment for medical services. 

ill 'Injured person' means any individual who has sustained personal 
injuries. 

ill 'Medical provider' means all of the following: 
a. Any physician, nurse, chiropractor, dentist, optometrist, 

podiatrist, physical therapist, psychologist, pharmacist, or 
other individual licensed, registered, or certified by this 
State or any other state to provide medical services. 

b. Any employer of any individual listed in sub-subdivision a. 
of this subdivision, or any entity through which such an 
individual renders medical services, that has the right to 
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1 receive the payment due for the individual's medical 
2 services to an injured person. 
3 c. Any hospital, health care facility. provider of ambulance 
4 services, or similar provider of medical services that is 
5 licensed or regulated under Chapter 58, 122C. 131D, or 
6 131E of the General Statutes, former Chapter 131 of the 
7 General Statutes, or the eguivalent law of any other state. 
8 ill, 'Medical records' means all records, regardless of the form in 
9 which these records are maintained. concerning patient-provided 

10 information, observations, findings, treatment rendered, opinions, 
11 physician notes and summaries. nursing notes, laboratory and 
12 radiological reports, and any other health care records prepared by 
13 any health care professional or other person. 
14 ill 'Medical services' means any services or supplies furnished to an 
15 injured person for the purpose of treating the injuries. 
16 .(fil 'Person' means an individual, trust. partnership, professional 
17 association. limited liability company, corporation. federal, state, or 
18 local government. any political subdivision. agency, or institution 
19 of those governments, or any other entity. 
20 ill 'Recovery' means any sums recovered, or to be recovered, as 
21 compensatory damages for personal injuries in any civil action or 
22 other proceeding in this State or by settlement. Recovery includes 
23 sums recovered under uninsured and underinsured motorist 
24 coverage, but does not include proceeds from any other insurance 
25 policy when the injured person is also the insured. 
26 .(fil 'Responsible party' means an insurance company or any other 
27 person responsible for paying a recovery. 
28 "§ 44-51.02. Creation and perfection of lien. 
29 (a) Creation of Lien. -- Any medical provider not otherwise prohibited by law, 
30 rule, or regulation from obtaining a lien shall. upon perfection in accordance with 
31 this Article, have a lien upon any recovery for personal injuries for which the 
32 medical provider rendered medical services to the extent the amount owed for these 
33 services has not been paid. The lien attaches regardless of whether the party entitled 
34 to the recovery is the injured person or another claimant. 
35 (b) Perfection of Lien. -- To perfect the lien, the medical provider shall comply 
36 with all of the following: 
37 ill Before the recovery is paid pursuant to G.S. 44-51.04(a), send a 
38 written notice of lien to: 
39 a. The claimant's attorney. 
40 b. If. and only if, the claimant's attorney is not known, to the 
41 responsible party and the claimant. 
42 ill If reguested by the claimant or the claimant's attorney, furnish 
43 without charge one copy of an itemized statement and the medical 
44 records of the medical provider with respect to the medical 

Page 2 House Bill 199 

• 

• 

• 



'\ 

. . 
GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1997 

1 services rendered to the injured person by reason of the personal 
2 injury. This subdivision does not apply to charges for preparing a 
3 medical report that the medical provider does not ordinarily create 
4 if the claimant or the claimant's attorney specifically reguests the 
5 medical provider to create that particular report. 
6 (c) Contents of Notice. -- The notice of lien shall include all of the following: 
7 ill The name, address, and telephone number of the medical provider. 
8 ill The name and last known address of the injured person. 
9 ill The date of the injury. 

10 ill The date or dates during which the medical provider provided 
11 medical services. 
12 ill The amount for which the lien is being asserted. 
13 .(fil If sent to an insurance company, the name of its insured or other 
14 person allegedly responsible for the injury. 
15 ffi A statement that the medical provider is claiming the lien provided 
16 for by this Article. 
17 The information reguired by this subsection may be contained in the written notice of 
18 lien or any statement attached to and sent with the notice of lien. 
19 (d) Methods of Sending Notice. -- A notice of lien and any copies of a notice of 
20 lien reguired by this Article to be sent to a claimant, a claimant's attorney, or a 
21 responsible party shall be sent in any one of the following ways: 
22 ill Personal delivery to the recipient or the recipient's business 
23 address if the recipient or other person at that address provides a 
24 receipt for the copy. 
25 ill Certified mail, return receipt reguested. 
26 ill Overnight delivery service that provides proof of delivery. 
27 ill Transmission by facsimile machine or other form of electronic 
28 communication, if the recipient affirmatively transmits a written 
29 confirmation of receipt. A statement of receipt automatically 
30 generated by a machine shall not gualify as a confirmation under 
31 this subdivision. 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

(e) Additional Reguirements for Notices to Insurance Companies. -- A notice of 
lien sent to an insurance company under subdivision (b)(l) of this section shall be 
sent to any office designated by the insurance company as an office authorized to 
receive claims, the principal office of the insurance company in this State, or the 
insurance company's regional office or its home office. 
"§ 44-51.03. Amended liens. 

A medical provider may send an amended notice of lien at any time. An amended 
notice of lien shall be sent by any of the methods set forth in G.S. 44-51.02(d) for a 
notice of lien. 
"§ 44-51.04. Payment of recovery; limitations on liability for improper payment. 

(a) Payment of Recovery. -- The responsible party, or the claimant's attorney 
acting pursuant to subsection (c) of this section, shall pay the recovery in the 
following order: any attorneys' fees due the claimant's attorney and the reasonable 

House Bill 199 Page 3 
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1 emenses incurred by the attorney and the claimant in collecting the recovery; and 
2 any perfected liens under this Article, subject to the limitations in subsection (b) of 
3 this section; and the remainder of the recovery to the claimant. 
4 (b) Limitations on Payment of Liens. -- The total of all payments made to medical 
5 providers under this section shall not exceed 50 percent (50%) of the recovery 
6 remaining after payment of the amounts provided in subdivision (1) of subsection (a) 
7 of this section. G.S. 28A-18-2 shall further limit payments to medical providers 
8 under this section. Multiple liens shall be paid pro rata. 
9 (c) Payments to Claimant's Attorney. -- Notwithstanding any other provision of 

10 this Article, the responsible party shall pay the recovery to the claimant's attorney, if 
11 known, and the attorney shall pay the recovery as provided in subsections (a) and (b) 
12 of this section. The responsible party is discharged of further liability under this 
13 Article to medical providers if the responsible party sends the attorney a copy of any 
14 notice of lien previously received by the responsible party, and the attorney actually 
15 receives the copy or copies before or at the same time the attorney receives the 
16 payment. The responsible party is not liable under this Article to any medical 
17 provider whose notice of lien is received after the recovery is mailed or delivered to 
18 the claimant's attorney. 
19 "§ 44-51.05. Disputed liens. 
20 If the amount owed for medical services is in dispute, nothing in this Article shall 
21 compel a responsible party or a claimant's attorney to pay the disputed amount until 
22 it is fully established in the manner provided by law. 
23 "§ 44-51.06. Penalty for asserting false lien. 
24 Any person who asserts a lien under this Article when no amount is owed the 
25 person, or in an amount greater than the person is owed, and who refuses without 
26 justification to correct or update the lien after becoming aware of the error, is liable 
27 to the claimant for all of the following: 
28 ill Liquidated damages in the amount of five thousand dollars 
29 ($5,000) or all damages proximately resulting from the assertion of 
30 the improper lien, whichever is greater. 
31 ill Any reasonable attorneys' fees, court costs. and any other litigation 
32 and investigatory emenses incurred as a result of the error before 
33 the error is corrected. 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

"§ 44-57 .07. Exemptions and exclusions. 
(a) No person who pays a recovery pursuant to subsections (a) and (b) of G.S. 44-

51.04 is liable under this Article to any medical provider whose notice of lien is 
received by that person after the recovery is paid. or whose lien is not perfected 
before the recovery is paid. pursuant to these subsections. 

(b) This Article does not apply to injuries resulting from an accident covered by 
Chapter 97 of the General Statutes, the North Carolina Workers' Compensation Act. 

(c) G.S. 44-48 does not apply to liens under this Article." 
Section 3. A lien that was existing and valid under former G.S. 44-49 

and G.S. 44-50 on the effective date of this act is a perfected lien under G.S. 44-51.01 
through G.S. 44-51.07, as enacted by this act, and shall be governed by this act. A 
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medical provider as defined in G.S. 44-51.01, as enacted by this act, that had not 
received, or had received but not yet responded to, a request for medical records 
under former G.S. 44-49 and G.S. 44-50 before the effective date of this act, but had 
otherwise taken all necessary steps to obtain a valid lien under those former sections 
before the effective date of this act, shall provide medical records as required by G.S. 
44-51.02, as enacted by this act, to have a perfected lien under this act. 

Section 4. This act becomes effective January 1, 1998. 
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MINUTES 

HOUSE COMMITTEE ON INSURANCE 

March 20, 1997 

The House Committee on Insurance met on Thursday, March 20, 1997, at 12:00 Noon in 
Room 643 of the Legislative Office Building. Chairman, Dockham, presiding, called the 
meeting to order. 

Members present: Representatives Dockham, Allred, Black, Bowie, Brawley, Cole, 
Dedmon, Dickson, Gamble, Gardner, Hardaway, Hardy, Hurley, Ives, Luebke, 
McComas, Michaux, Miner, Tallent, Wainwright and Wright. 

The Visitor Registration sheets are attached as a part of the record. 

Mr. Linwood Jones, Staff Counsel, provided a summary of the Insurance Bills that were 
on the agenda for this meeting, which is attached. 

The first order of business was House Bill 184 entitled Exempt State Health Plan From 
AP A. Representative Redwine, sponsor of House Bill 184 explained this bill and 
answered questions that concerned some of the members. Representative Brawley 
thought this was a good bill and moved that the bill be given a favorable report. By 
unanimous approval of the committee, House Bill 184 was given a favorable report. 

The second order of business was House Bill 455 entitled Glaucoma Program 
Repealed/AB. Representative Dockham, sponsor of House Bill 455, explained this bill 
and answered questions from the members. Representative Dockham recognized Mr. 
Peter Andersen, Chief, Chronic Disease Section of NC Department of Environment, 
Health and Natural Resources. Mr. Andersen helped in answering questions and 
concerns of the Insurance Committee. 

After much discussion, Representative Dickson moved that House Bill 455 be sent to a 
sub-sub committee. Chairman Dockham appointed Representative Brawley to chair the 
sub-sub-committee and appointed Representatives McComas, Gardner, Bowie and 
Luebke to be members of this committee. 

There being no further business, the Chairman adjourned the meeting at 12:52 p.m. 

72ut,R-~~ 
Nell R. Edwards, Clerk 
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North Carolina General Assembly 
Legislative Services Office George R. Hall, Legislative Services Officer 

(919) 733-7044 

W. Robinson, Director 
nistrative Division 

Room 5, Legislative Building 
16 W. Jones Street 
Raleigh, NC 27603-5925 
(919) 733-7500 

Gerry F. Cohen, Director 
Bill Drafting Division 
Suite 401, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-6660 

Thomas L. Covington, Director 
Fiscal Research Division 
Suite 619, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-4910 

March 6, 1997 

Donald W. Fulford, Director 
Information Systems Division 
Suite 400, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-6834 

MEMORANDUM 

TO: 

FROM: 

' RE: 

Representative Jerry Dockham, Chairman 
House Insurance Committee 

Linwood Jones, Committee Counsel ¢ 
House Bill 184 (Exempt State Health Plan from AP A) 

Terrence D. Sullivan, Director 
Research Division 
Suite 545, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-2578 

This bill amends the Administrative Pr-ocedure Act by adding the State Employee's Health 
Plan to the list of agencies which are exempt from the rule making requirements of the APA. 

Section 1 provides that the State Health Plan is exempt from rule making in administering 
the provisions of Parts 2 and 3 of Article 3 of Chapter 135 of the General Statutes. These Parts 
set forth the administrative structure and the benefits package of the Comprehensive Major 
Medical Plan. 

Section 2 ensures more legislative oversight of the State Health Plan by requiring that the 
Employee Hospital and Medical Benefits Committee meet at least quarterly, and by directing 
the Executive Administrator of the Plan to report to the Committee on any administrative or 
medical policies issued, as well as on benefit denials which are appealed to the Board of 
Trustees. The Employee Hospital and Medical Benefits Committee is charged with reviewing 
the operation of the Plan. 

Sec.tion 3 is a conforming amendment that adds a sentence to G.S. I 35-39.8 to clarify that 
rules adopted in accordance with that section are exempt from the provisions of Article 2A of 
Chapter 150B. G.S. 135-39.8 grants the Executive Administrator and Board of Trustees of the 
Plan authority to issue rules·and regulations to administer the Plan. 

Section 4 makes the act effective when it becomes law. 

H 184-SMRN-001 

AN EQUAL OPPORTUNITY/AFFIRMATIVE ACTION EMPLOYER 
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GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1997 

HOUSE BILL 184 

Short Title: Exempt State Health Plan From AP A. 

1 

(Public) 

Sponsors: Representatives Redwine, Creech, Nichols, Mitchell, and Mercer. 

Referred to: Insurance. 

February 1 7, 1997 

1 A BILL TO BE ENTITLED 
2 AN ACT TO EXEMPT THE NORTH CAROLINA TEACHERS' AND STATE 
3 EMPLOYEES' COMPREHENSIVE MAJOR MEDICAL PLAN FROM ARTICLE 
4 2A OF THE ADMINISTRATIVE PROCEDURE ACT AND TO REQUIRE THE 
5 EMPLOYEE HOSPITAL AND MEDICAL BENEFITS COMMITTEE TO MEET 
6 AT LEAST QUARTERLY. 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 

The General Assembly of North Carolina enacts: 
Section 1. G.S. 150B-l(d) reads as rewritten: 

"(d) Exemptions from Rule Making. -- Article 2A of this Chapter does not apply 
to the following: 

(1) 
(2) 

(3) 

(4) 

(5) 

(6) 

The Commission. 
The North Carolina Low-Level Radioactive Waste Management 
Authority in administering the provisions of G.S. 104G-10 and 
G.S. 104G-ll. 
The North Carolina Hazardous Waste Management Commission in 
administering the provisions of G.S. 130B-13 and G.S. 130B-14. 
The Department of Revenue, with respect to the notice and 
hearing requirements contained in Part 2 of Article 2A. 
The North Carolina Global TransPark Authority with respect to 
the acquisition, construction, operation, or use, including fees or 
charges, of any portion of a cargo airport complex. 
The Department of Correction, with respect to matters relating 
solely to persons in its custody or under its supervision, including 
prisoners, probationers, and parolees. 



GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1997 

1 ill The North Carolina Teachers' and State Employees' 
2 Comprehensive Major Medical Plan in administering the provisions 
3 of Parts 2 and 3 of Article 3 of Chapter 135 of the General 
4 Statutes. 11 

5 Section 2. G.S. 135-38(c) reads as rewritten: 
6 11 

( c) The Committee shall review programs of hospital, medical and related care 
7 provided by Part 3 of this Article as recommended by the Executive Administrator 
8 and Board of Trustees of the Plan. The Executive Administrator and the Board of 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 

Trustees shall provide the Committee with any inform,iltion or assistance requested by 
the Committee in performing its duties under this Article. The Committee shall meet 
not less than once each quarter to review the actions of the Executive Administrator 
and Board of Trustees. At each meeting, the Executive Administrator shall report to 
the Committee on any administrative and medical policies which have been issued as 
rules and regulations in accordance with G.S. 135-39.8, and on any benefit denials, 
resulting from the policies, which have been appealed to the Board of Trustees. 11 

Section 3. G.S. 135-39.8 reads as rewritten: 
11 § 135-39.8. Rules and regulations. 

The Executive Administrator and Board of Trustees may issue rules and 
regulations to implement Parts 2 and 3 of this Article. Rules and regulations adopted 
in accordance with this section are exempt from the provisions of Article 2A of 
Chapter 150B of the General Statutes. Rules and regulations of the Board of Trustees 
shall remain in effect until amended or repealed by the Executive Administrator and 
Board of Trustees. The Executive Administrator and Board of Trustees shall provide 
a written description of the rules and regulations issued under this section to all 
employing units, all health benefit representatives, the oversight team provided for in 
G.S. 135-39.3, all relevant health care providers affected by a rule or regulation, and 
to any other parties requesting a written description and approved by the Executive 
Administrator and Board of Trustees to receive a description on a timely basis. 11 

Section 4. This act is effective when it becomes law. 

Page 2 House Bill 184 



North Carolina General Assembly 
Legislative Services Office 

Robinson, Director 
rative Division 

Room 5, Legislative Building 
16 W. Jones Street 
Raleigh, NC 27603-5925 
(919) 733-7500 

Gerry F. Cohen, Director 
Bill Drafting Division 
Suite 401, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-6660 

MEMORANDUM 

Thomas L. Covington, Director 
Fiscal Research Division 
Suite 619, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-4910 

March 13, 1997 

TO: House Committee on Insurance 

FROM: Linda Attarian 

George R. Hall, Legislative Services Officer 
(919) 733-7044 

Donald W. Fulford, Director 
Information Systems Division 
Suite 400, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-6834 

Terrence D. Sullivan, Director 
Research Division 
Suite 545, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-2578 

RE: HB 455 - First Edition - AN ACT TO AMEND THE GENERAL STATUTES 
CONCERNING THE DETECTION, PREVENTION, CARE, AND 
TREATMENT OF GLAUCOMA. 

Representative Dockham, sponsor. 

House Bill 455 will discontinue funding for any Glaucoma services provided by local health 
departments. Glaucoma is an eye disease in which the normal fluid pressure inside the eyes slowly 
rises, leading to vision loss and even blindness. At first, there are no symptoms. Vision stays normal 
and there is no pain. However as the disease progresses, a person with glaucoma may notice his or her 
side vision gradually failing. As the disease worsens, the field of vision narrows and blindness results. 

Glaucoma is detected by tests designed to measure eye pressure during an eye examination. 
However, this test alone cannot detect glaucoma. Glaucoma is most often found during eye 
examinations through dilated pupils. This allows the eye care professional to see more of the inside of 
the eye to check for signs of glaucoma. 

Because of the appropriate technology necessary for screening and diagnosis has developed 
beyond what can be provided by local health departments, screening services are rarely being provided 
at such sites. Further, the screenings are not endorsed by the Department. 

The act is effective when it becomes law. 

AN EQUAL OPPORTUNITY/AFFIRMATIVE ACTION EMPLOYER 
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GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1997 

HOUSE BILL 455 

Short Title: Glaucoma Program Repealed/AB. 

Sponsors: Representative Dockham. 

Referred to: Insurance. 

March 10, 1997 

1 A BILL TO BE ENTITLED 

1 

(Public) 

2 AN ACT TO AMEND THE GENERAL STATUTES CONCERNING THE 
3 DETECTION, PREVENTION, CARE, AND TREATMENT OF GLAUCOMA. 
4 The General Assembly of North Carolina enacts: 
5 Section 1. The title to Part 3 of Article 7 of Chapter 130A of the 
6 General Statutes reads as rewritten: 
7 "Part 3. Glaucoma a:ad Diabetes." 
8 Section 2. G.S. 130A-221 reads as rewritten: 
9 "§ 130A-221. Department to establish program. 

10 (a) The Department shall establish and administer a program for the detection and 
11 prevention of glaucoma a:ad diabetes and the care and treatment of persons with 
12 glaucoma a:ad diabetes. The program may include: 
13 (1) Education of patients, health care personnel and the public; 
14 (2) Development and expansion of services to persons with glaucoma 
15 ftflEi diabetes; and 
16 (3) Provision of supplies, equipment and medication for detection and 
17 control of glaucoma a:ad diabetes. 
18 (b) The Commission is authorized to adopt rules necessary to implement the 
19 program." 
20 Section 3. This act is effective when it becomes law. 



... 1997 COMMITTEE REPORT 
HOUSE OF REPRESENTATIVES 

The following report(s) from standing committee(s) is/are presented: 
By Representative(s) Dockham for the Committee on Insurance. 

D Committee Substitute for 
H.B. 184 A BILL TO BE ENTITLED AN ACT TO EXEMPT THE NORTH CAROLINA 

TEACHERS' AND STATE EMPLOYEES' COMPREHENSIVE MAJOR MEDICAL 
PLAN FROM ARTICLE 2A OF THE ADMINISTRATIVE PROCEDURE ACT AND TO 
REQUIRE THE EMPLOYEE HOSPITAL AND MEDICAL BENEFITS COMMITTEE TO 
MEET AT LEAST QUARTERLY. 

~ With a favorable report. 

□ With a favorable report and recommendation that the bill be re-referred to the Committee on 
□ Appropriations D Finance D 

□ With a favorable report, as amended. 

□ With a favorable report, as amended, and recommendation that the bill be re-referred to the 
Committee on D Appropriations D Finance D 

□ With a favorable report as to committee substitute bill(# ), D which changes the title, 
unfavorable as to original bill (Committee Substitute Bill# ), (and recommendation 
that the committee substitute bill# ) be re-referred to the Committee on .) 

□ With a favorable report as to House committee substitute bill(# 
the title, unfavorable as to Senate committee substitute bill. 

), D which changes 

□ And having received a unanimous vote in committee, is placed on the Consent Calendar. 

□ With an unfavorable report. 

D With recommendation that the House concur. 

□ With recommendation that the House do not concur. 

□ With recommendation that the House do not concur; request conferees. 

□ With recommendation that the House concur; committee believes bill to be material. 

□ With an unfavorable report, with a Minority Report attached. 

D Without prejudice. 

□ With an indefinite postponement report. • 

□ With an indefinite postponement report, with a Minority Report attached. 

□ With recommendation that it be adopted. (HOUSE RESOLUTION ONLY) 



MINUTES 

HOUSE COMMITTEE ON INSURANCE 

April 3, 1997 

The House Committee on Insurance met on Thursday, April 3, 1997, at 12:00 Noon in 
Room 643 of the Legislative Office Building. Chairman Dockham, presiding, called the 
meeting to order. 

Members present: Representatives Dockham, Allred, Barbee, Black, Bowie, Brawley, 
Cole, Dedmon, Dickson, Gardner, Hardaway, Hardy, Hensley, Hurley, Ives, Luebke, 
McComas, Miller, Miner, Tallent and Wainwright. 

The Visitor Registration sheets are attached as a part of the record. 

Mr. Linwood Jones, Staff Counsel, and Linda Attarian provided the attached summaries 
of the Insurance Bills that were on the agenda for this meeting. 

· The first order of business was House Bill 455 entitled Glaucoma Program Repealed/AB. 
· Representative Brawley, Chairman of the sub-sub committee proposed a Committee 
Substitute for House Bill 455. This Committee Substitute was adopted and a motion by 
Representative Brawley was made for a favorable report as to committee substitute bill, 
which changes the title, unfavorable as to original bill. The motion passed. 

The second order of business was House Bill 434 entitled Federal Health Insurance 
Changes/AB. Chairman Dockham invited Mr. Bill Hale, Chief Legislative Counsel of 
the Department oflnsurance, to present a restatement of the main facts of House Bill 434. 
Mr. Hale also answered questions the committee members asked. Several members 
requested that Mr. Hale send all the Insurance Committee members a summary of his 
explanation of House Bill 434 before the next meeting since no action was taken on this 
House Bill at this time. 

The third order of business was House Bill 563 entitled Mental Health Parity. Chairman 
Dockham recognized Representative Alexander, one of the sponsors of this bill. 
Representative Alexander explained in detail House Bill 563 and gave a handout,(which 
is attached) to the committee members . No action was taken on this house bill at this 
meeting. 

There being no further business, the Chairman adjourned the meeting at 12:55 p.m. 



Page 2 

Nell R. Edwards 
Clerk 



... --y---
VXSITOR REGISTRATION SHEET 

INSURANCE 
Name of Committee ~ 7 Date 

VISITORS: PLEASE SIGN BELOW AND RETURN TO COMMITTEE CLERK. 

FIRM OR AGENCY AND ADDRESS 

----.... 



VISITOR REGISTRATION SHEET 

INSURANCE 
Name of Committee 

VISITORS: PLEASE SIGN BELOW AND RETURN TO COMMITTEE CLERK. 

FIRM OR AGENCY AND ADDRESS 

I I 



North Carolina General Assembly 
Legislative Services Office George R. Hall, Legislative Services Officer 

(919) 733-7044 

Elaine W. Robinson, Director 
Administrative Division 
Room 5, Legislative Building 
16 W. Jones Street 
Raleigh, NC 27603-5925 
(919) 733-7500 

Gerry F. Cohen, Director 
Bill Drafting Division 
Suite 401, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-6660 

Thomas L. Covington, Director 
Fiscal Research Division 
Suite 619, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-4910 

April 3, 1997 

Donald W. Fulford, Director 
Information Systems Division 
Suite 400, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-6834 

MEMORANDUM 

TO: 

FROM: 

RE: 

House Insurance Committee 

Linwood Jones, Staff Counsel 

House Bill 434 (Federal Health Insurance Changes) 
House Bill 350 (Genetic Information) 
House Bill 563 (Mental Health Parity) 

Terrence D. Sullivan, Director 
Research Division 
Suite 545, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-2578 

Last year, Congress passed changes in health insurance laws that states will be required to 
enact. Most of these changes occurred in HR 3103, more popularly known as Kennedy­
Kassenbaum. Congress also passed laws last year requiring the states to adopt maternity stay 
provisions and partial mental parity provisions. The maternity stay and mental health parity 
provisions were enacted separately from Kennedy-Kassenbaum. 

Many of the requirements mandated by Congress are already in place in North Carolina -
such as insurance portability, restrictions on medical underwriting in group plans, and maternity 
stay requirements. Most of these provisions will need some fine tuning to conform them to the 
federal law. House Bill 434 makes these conforming changes and adds other provisions 
necessary to meet the federal requirements. There may be some instances where our State law 
already exceeded the requirements of Kennedy-Kassenbaum and have been left in place in this 
bill: for example, our law has for the past several years included self-employed individuals under 
the small employer group reform provisions. Kennedy-Kassenbaum does not, but it would allow 
the State to continue including individual self-employeds as "small group." 

The purpose of discussing the three bills (HB 434, 350, and 563) together today is to get a 
general overview. The three are related to each other. House Bill 350 focuses on the use of 
genetic information by insurers in medical underwriting, an issue that is addressed in HB 434. It 
also addresses the use of this information by employers. House Bill 563 involves parity for 
mental health insurance benefits, another issue that is addressed in HB 434. However, both HB 
350 (genetic information) and HB 563 (mental parity) go beyond the minimum requirements of 
the federal law that are set out in HB 434. Today's overview will allow you to see the major 
differences. 

AN EQUAL OPPORTUNITY/AFFIRMATIVE ACTION EMPLOYER 



More detailed information on the three bills will be made available next week. The major 
differences in the three bills are discussed in the attached memos. 



SUBSTANTIVE DIFFERENCES BETWEEN HOUSE BILL 350 
AND HOUSE BILL 434 (KENNEDY-KASSEBAUM) 

House Bill 350 contains some of the provisions of Kennedy-Kassebaum - those relating 
to the use of genetic information and health coverage. However, House Bill 350 does 
four things that Kennedy-Kassebaum does not do: 

1. It prohibits, within individual health plans, individual denials of cov~rage and 
individual rate increases on the basis of genetic information. 

2. It prohibits, within group health plans, a group rate increase based on genetic 
information of one individual in the group. 

3. It prohibits employment discrimination against a person for having requested 
genetic testing or counseling services or on the basis of genetic information about that 
person or a member of that person's family. 

4. It defines "genetic information" as "information about genes, gene products, or 
inherited characteristics that may derive from an individual or a family member". 



North Carolina General Assembly 
Legislative Services Office George R. Hall, Legislative Services Officer 

(919) 733-7044 

Elaine W. Robinson, Director 
Administrative Division 
Room 5, Legislative Building 
16 W. Jones Street 
Raleigh, NC 27603-5925 
(919) 733-7500 

Gerry F. Cohen, Director 
Bill Drafting Division 
Suite 401, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-6660 

Thomas L. Covington, Director 
Fiscal Research Division 
Suite 619, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-4910 

Donald W. Fulford, Director 
Information Systems Division 
Suite 400, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-6834 

MAJOR DIFFERENCES ON MENTAL PARITY 

(between HB 434 and HB 563) 

Terrence D. Sullivan, Director 
Research Division 
Suite 545, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-2578 

House Bill 434 prohibits the use of annual or lifetime benefit caps that are lower for mental 
health benefits than for physical illness benefits. For example, an insurer that offers a policy 
with $1 million in lifetime coverage could not restrict the mental health benefits in the policy to 
$50,000 lifetime. The same would apply to any annual limits. HB 563 would impose the same 
requirements. 

However, HB 563 goes beyond HB 434 as follows: 

* HB 563 also requires parity in coinsurance, deductibles, provider visits, etc. HB 434 does not. 

* HB 563 would apply to all group health insurance policies. HB 434's provisions on mental 
parity apply only to group insurance sold to groups with 50 or more employees. 

* HB 563 does not allow an employer to avoid the mental parity requirements because of 
increases in costs. HB 434 allows an insurer to avoid the requirements if it can prove to the 
Commissioner of Insurance that adhering to these requirements will increase. plan costs by one 
percent or more. 

*HB 563 has no expiration date. The mental parity provisions in HB 434 expire October 1, 
2001. 

AN EQUAL OPPORTUNITY/AFFIRMATIVE ACTION EMPLOYER 



North Carolina General Assembly 
Legislative Services Office 

Elaine W. Robinson, Director 
Administrative Division 
Room 5, Legislative Building 
16 W. Jones Street 
Raleigh, NC 27603-5925 
(919) 733-7500 

Gerry F. Cohen, Director 
Bill Drafting Division 
Suite 401, ·LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-6660 

MEMORANDUM 

Thomas L. Covington, Director 
Fiscal Research Division 
Suite 619, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-4910 

March 13, 1997 

TO: House Committee on Insurance 

FROM: Linda Attarian 

George R. Hall, Legislative Services Officer 
(919) 733-7044 

Donald W. Fulford, Director 
Information Systems Division 
Suite 400, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-6834 

Terrence D. Sullivan, Director 
Research Division 
Suite 545, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-2578 

RE: HB 455-First Edition-AN ACT TO AMEND THE GENERAL STATUTES 
CONCERNING THE DETECTION, PREVENTION, CARE, AND 
TREATMENT OF GLAUCOMA. 

Representative Dockham, sponsor. 

House Bill 455 will discontinue funding for any Glaucoma services provided by local health 
departments. Glaucoma is an eye disease in which the normal fluid pressure inside the eyes slowly 
rises, leading to vision loss and even blindness. At first, there are no symptoms. Vision stays normal 
and there is no pain. However as the disease progresses, a person with glaucoma may notice his or her 
side vision gradually failing. As the disease worsens, the field of vision narrows and blindness results. 

Glaucoma is detected by tests designed to measure eye pressure during an eye examination. 
However, this test alone cannot detect glaucoma. Glaucoma is most often found during eye 
examinations through dilated pupils. This-allows the eye care professional to see more of the inside of 
the eye to check for signs of glaucoma. 

Because of the appropriate technology necessary for screening and diagnosis has developed 
beyond what can be provided by local health departments, screening services are rarely being provided 
at such sites. Further, the screenings are not endorsed by the Department. 

The act is effective when it becomes law. 

AN EQUAL OPPORTUNl'TY/AFFIRMATIVE ACTION EMPLOYER 



1997 COMMITTEE REPORT 
HOUSE OF REPRESENTATIVES 

The following report(s) from standing committee(s) is/are presented: 
By Representative(s) Dockham for the Committee on Insurance. 

□ Committee Substitute for 
H.B. 455 A BILL TO BE ENTITLED AN ACT TO AMEND THE GENERAL STATUTES 

CONCERNING THE DETECTION, PREVENTION, CARE, AND TREATMENT OF 
GLAUCOMA. 

D With a favorable report. 

D With a favorable report and recommendation that the bill be re-referred to the Committee on 
□ Appropriations D Finance □ 

□ With a favorable report, as amended. 

□ With a favorable report, as amended, and recommendation that the bill be re-referred to the 
Committee on D Appropriations D Finance D 

l25J" With a favorable report as to committee substitute bill (#- ), 1'81' which changes the title, 
unfavorable as to original bill ECemmittee Substim-te Bill # ), (aoo-ree,emmendatie&-
1:hat the cemfflittee substitute bill # ) be-Fe--ff:ferred to the-temmittee-en---,) 

□ With a favorable report as to House committee substitute bill(:#:.::-,:,-,_-), jg] which changes 
the title, unfavorable as to Senate committee substitute bill. 

· D And having received a unanimous vote in committee, is placed on the Consent Calendar. 

□ With an unfavorable report. 

D With rec.ommendation that the House concur. 

D With recommendation that the House do not concur. 

D With recommendation that the House do not concur; request conferees. 

D With recommendation that the House concur; committee believes bill to be material. 

D With an unfavorable report, with a Minority Report attached. 

□ Without prejudice. 

□ With an indefinite postponement report. 

D With an indefinite postponement report, with a Minority Report attached. 

□ With recommendation that it be adopted. (HOUSE RESOLUTION ONLY) 



H 

GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1997 

HOUSE BILL 455 
Proposed Committee Substitute H455-PCSA280 

Short Title: Glaucoma Program Repealed/AB. 

Sponsors: 

Referred to: 

March 10, 1997 

D 

(Public) 

1 A BILL TO BE ENTITLED 
2 AN ACT TO AMEND THE GENERAL STATUTES CONCERNING THE 
3 DETECTION, PREVENTION, CARE, AND TREATMENT OF GLAUCOMA 
4 AND DIABETES. 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 

The General Assembly of North Carolina enacts: 
Section 1. The title to Part 3 of Article 7 of Chapter 130A of the 

General Statutes reads as rewritten: 
"Part 3. Glaucoma and Diabetes." 

Section 2. G.S. 130A-221 reads as rewritten: 
"§ 130A-221. Department authorized to establish program. 

(a) The Department Sft6:H may establish and administer a program for the detection 
and prevention of glaucoma and diabetes and the care and treatment of persons with 
glaucoma and diabetes. The program may include: 

(1) Education of patients, health care personnel and the public; 
(2) Development and expansion of services to persons with glaucoma 

and diabetes; and 
(3) Provision of supplies, equipment and medication for detection and 

control of glaucoma and diabetes. 
(b) The Commission is authorized to adopt rules necessary to implement the 

program." 
Section 3. This act is effective when it becomes law. 



Parity for 

Bill introduced by: 
Rep. Martha Alexander (H563) and 
Senator Leslie Winner (S400) 

Purpose: 
To eliminate discrimination in health coverage 
for mental illness and substance abuse. 

What the bill does: 
Benefits for the treatment of mental illness and 
substance abuse would be subject to the same 
durational limits, dollar limits, deductibles and 
coinsurance factors as are benefits for physical 
illness. It provides that benefits for the necessary 
care and treatment of mental illness and 
substance abuse are not less favorable than 
benefits for physical illness. 

What the bill does not do: 
The bill does not prohibit insurers and HMOs 
from managing the care. In fact, the Coalition 
encourages good case management such as is 
provided under the State Health Plan indemnity 
benefit, as long as that management is not used 
solely to deny medically necessary treatment 
and clients have access to treatment. 

Why is the bill needed? 
Currently, insurers and HMOs do discriminate. 
Mental health and substance abuse care are 
subjected to higher deductibles, co-payments, 
and limits. Mental health and substance abuse 
care should not be treated differently than other 
illnesses. 

Mental Health 

and Substance Abuse 

What about the cost? 
Currently, the State Employees Health Plan 
provides this full parity for mental health 
treatment, and has since 1992. The Plan is 
supporting parity for substance abuse treatment 
in a bill which has been introduced in the House. 
Since paiity was established in 1992 (including a 
single deductible for all care) mental health 
payments as a portion of total health payments 
has decreased from 6.4% to 3.4% for the fiscal 
year ending June, 1996. That is a 47% reduction 
- not a rise in cost. Since 1992, hospital days 
paid by the Plan for mental illness have been 
reduced by 64%. 

Independent Study Commissioned: 
The NC Coalition for Mental Health Care has 
commissioned an independent actuarial analysis 
of parity for mental illness and substance abuse 
by Coopers and Lybrand. When this study is 
completed, the data will be shared with all 
legislators. Studies done in other states indicate 
a minimal cost to provide full parity for mental 
health and substance abuse treatment. 

It's the Right Thing to Do: 
Science has shown that mental illness and 
substance abuse are illnesses like any other. 
They are treatable. Treatment success rates are 
comparable to other major physical illnesses. 
Coverage of mental illness and substance abuse 
should be no different than for other illnesses. 
With parity, people's ability to access early and 
appropriate treatment will reduce long-term costs. 
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PAIMI Committee/Governor's Advocacy Council 

for Persons with Disabilities 
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durational limits, dollar limits, deductibles and 
coinsurance factors as are benefits for physical 
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substance abuse are not less favorable than 
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legislators. Studies done in other states indicate 
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health and substance abuse treatment. 
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Science has shown that mental illness and 
substance abuse are illnesses like any other. 
They are treatable. Treatment success rates are 
comparable to other major physical illnesses. 
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should be no different than for other illnesses. 
With parity, people's ability to access early and 
appropriate treatment will reduce long-term costs. 
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Referred to: Insurance. 

March 20, 1997 

1 A BILL TO BE ENTITLED 
2 AN ACT TO REQUIRE PARITY IN HEALTH INSURANCE FOR MENTAL 
3 ILLNESS AND CHEMICAL DEPENDENCY. 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 

The General Assembly of North Carolina enacts: 
Section 1. G.S. 58-50-155 is amended by adding the following new 

subsection to read: 
"(a2) Notwithstanding G.S. 58-50-125(c), the standard health plan developed and 

approved under G.S. 58-50-125 shall provide coverage for the treatment of chemical 
dependency and mental illness that is at least equal to the coverage required by G .S. 
58-51-50 and G.S. 58-51-55, respectively." 

Section 2. G.S. 58-51-50 reads as rewritten: 
"§ 58-51-50. Coverage for chemical dependency treatment. 

(a) As used in this section, the term 'chemical dependency' means the 
pathological use or abuse of alcohol or other drugs in a manner or to a degree that 
produces an impairment in personal, social or occupational functioning and which 
may, but need not, include a pattern of tolerance and withdrawal. 

(b) Every insurer that writes a policy or contract of group or blanket health 
insurance or group or blanket accident and health insurance that is issued, renewed, 
or amended on or after January 1, 1985, shall~ provide to its insureds benefits for 
the necessary care and treatment of chemical dependency that are not less favorable 
than benefits for physical illness generally. E.x:eef:)t tts f:)rtwided ift stteseetieft (e) ef 
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this seetion, benefits Benefits for treatment of chemical dependency shall be subject 
to the same durational limits, dollar limits, deductibles, and coinsurance factors as are 
benefits for physical illness generally. 

(e) Er1ery gfoup poliey Of gfeup eontntet of insun1nee that pfo'lides benefits fof 
ehemieal dependeney tfetttment and that pfor.fides total annual benefits fof all 
illnesses in e:X'eess of eight thousand dollttfs ($8,000) is suejeet to the following 
eonditions: 

tB The poliey Of eontfaet shall pfOYide, fef eaeh: 12 month: pefiod, a 
minimum benefit of eight thousand dollttfS ($8,000) fof the 
neeessary ettfe and tfeatment of eh:emieal dependeney. 

f2t The poliey Of eontfaet sh.all pf0r1ide a minimum benefit of sixteen 
thousand dollttfs ($16,000) fef the neeessary earn and tfeatment of 
eh:emieal dependeney fof the life of the poliey Of eetltfttet. 

( d) Provisions for benefits for necessary care and treatment of chemical 
dependency in group policies or group contracts of insurance shall provide benefit 
payments for the following providers of necessary care and treatment of chemical 
dependency: 

(1) 

(2) 

(3) 

The following units of a general hospital licensed under Article. 5 
of General Statutes Chapter 131E: 
a. Chemical dependency units in facilities licensed after 

October 1, 1984; 
b. Medical units; 
c. Psychiatric units; and 
The following facilities or programs licensed after July 1, 1984, 
under Article 2 of General Statutes Chapter 122C: 
a. Chemical dependency units in psychiatric hospitals; 
b. Chemical dependency hospitals; 
c. Residential chemical dependency treatment facilities; 
d. Social setting detoxification facilities or programs; 
e. Medical detoxification or programs; and 
Duly licensed physicians and duly licensed practicing psychologists 
and certified professionals working under the direct supervision of 
such physicians or psychologists in facilities described in (1) and 
(2) above and in day/night programs or outpatient treatment 
facilities licensed after July 1, 1984, under Article ::i of General 
Statutes Chapter 122C. 

Provided, however, that nothing in this subsection shall prohibit any policy or 
contract of insurance from requiring the most cost effective treatment setting to be 
utilized by the person undergoing necessary care and treatment for chemical 
dependency. 

(e) CoYefage fof eh:emieal dependency tfeatment as descfibed in th.is seetion sh.all 
Hot be applicable to ttHy gfoup policy h:oldef Of gfoup contrnct h:oldef who rnjects the 
eor1efage in WfitiHg." 

Section 3. G.S. 58-51-55 reads as rewritten: 

Page 2 House Bill 563 



GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1997 

1 "§ 58-51-55. No discrimination against the mentally ill and chemically dependent. 
2 (a) As used in this section, the term: 
3 (1) 'Mental illness' has the same meaning as defined in G.S. 122C-
4 3(21); and 
5 (2) 'Chemical dependency' has the same meaning as defined in G.S. 
6 58-51-50 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

with a diagnosis found in the Diagnostic and Statistical Manual of Mental Disorders 
DSM 3 R DSM-IV or the International Classification of Diseases ICD/9/CM, or a 
later edition of those manuals. 

(b) No insurance company licensed in this State under the f)fEwisiefts ef Aftieles 1 
thfeugh 64 ef this Chapter shall, solely because an individual to be insured has or 
had a mental illness or chemical dependency: 

(1) Refuse to issue or deliver to that individual any policy that affords 

(2) 

(3) 

benefits or coverages for any medical treatment or service for 
physical illness or injury; 
Have a higher premium rate or charge for physical illness or injury 
coverages or benefits for that individual; or 
Reduce physical illness or injury coverages or benefits for that 
individual. 

(e) Nethi1tg ift this sectieft f)feve1tts a1ty i1tsufa1tce cemf)afty ffem eJ1:cludi1tg ffem 
ee''t'efage a1ty f)hysieal Hl1tess ef ittjury Of me1ttal Hl1tess Of ehemieal def)endeney 
which has existed f)fevieus ta ee"t'efage of the i1tdividual ey the i1tsufa1tee eemf)any ef 
ffem fefusi1tg ta issue ef delivef ta that individual a1ty f)tllicy eecause ef the 
u1tdefWfiti1tg ef a1ty f)hysieal ee1tdition whethef ef net felated to me1ttal illness ef 
chemical def)e1tde1tey. 

(d) This sectieft af)f)lies e1tly ta gftlUf) health i1tsufa1tee ee1ttrnets ee-.•efi1tg 20 ef 
mefe emf)leyees. 

(e) Every insurer that writes a policy or contract of group or blanket health 
insurance or group or blanket accident and health insurance that is issued, renewed, 
or amended on or after January 1, 1998. shall provide to its insureds benefits for the 
necessary care and treatment of mental illness that are not less favorable than benefits 
for physical illness generally. Benefits for treatment of mental illness shall be subject 
to the same durational limits, dollar limits, deductibles, and coinsurance factors as are 
benefits for physical illness generally." 

Section 4. G.S. 58-65-75 reads as rewritten: 
"§ 58-65-75. Coverage for chemical dependency treatment. 

(a) As used in this section, the term 'chemical dependency' means the 
pathological use or abuse of alcohol or other drugs in a •manner or to a degree that 
produces an impairment in personal, social, or occupational functioning and which 
may, but need not, include a pattern of tolerance and withdrawal. 

41 (b) Every group insurance certificate or group subscriber contract under any 
42 hospital or medical plan governed by this Article and Article 66 of this Chapter that 
43 is issued, renewed, or amended on or after January 1, 1985, shall offef- provide to its 
44 insureds benefits for the necessary care and treatment of chemical dependency that 
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1 are not less favorable than benefits for physical illness generally. EX'cept as pro•·lided 
2 ifl sttesectiofl (c) of this sectiofl, eeflefits Benefits for chemical dependency shall be 
3 subject to the same durational limits, dollar limits, deductibles, and coinsurance 
4 factors as are benefits for physical illness generally. 
5 (c) EYef)1 grottp iflsttfftflce certificate or grottp sttescrieer cofltract that proYides 
6 eeflefits for chemical depefldeflcy treatmeflt ftfld that pro•lides total ftflflttftl eeflefits 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 

, 17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

for all illflesses ifl eX'eess of eight thottsafld dollars ($8,000) is stteject to the followiflg 
COflditiOflS: 

flt The certificate or cofltract shall provide, fer each 12 moflth f)eriod, 
a miflimttm eeflefit of eight thottSftfld clollars ($8,000) for the 
flecessary care ftfld treatmeflt of chemical clepefldeflcy. 
The certificate or cofltract shall pro•lide a miflimttm eeflefit of 
si::x:teefl thottsafld dollars ($16,000) fer the flecessary care ftfld 
treatmeflt of chemical clepeflcleflcy fer the life of the certificate or 
COfltfftCt. 

( d) Provisions for benefits for necessary care and treatment of chemical 
dependency in group certificates or group contracts shall provide for benefit 
payments for the following providers of necessary care and treatment of chemical 
dependency: 

(1) 

(2) 

(3) 

The following units of a general hospital licensed under Article 5 
of General Statutes Chapter 131E: 
a. Chemical dependency units in facilities licensed after 

October 1, 1984; 
b. Medical units; 
c. Psychiatric units; and 
The following facilities or programs licensed after July 1, 1984, 
under Article 2 of General Statutes Chapter 122C: 
a. Chemical dependency units in psychiatric hospitals; 
b. Chemical dependency hospitals; 
c. Residential chemical dependency treatment facilities; 
d. Social setting detoxification facilities or programs; 
e. Medical detoxification facilities or programs; and 
Duly licensed physicians and duly licensed psychologists and 
certified professionals working under the direct supervision of such 
physicians or psychologists in facilities described in (1) and (2) 
above and in day/night programs or outpatient treatment facilities 
licensed after July 1, 1984, under Article 2 of General Statutes 
Chapter 122C. After January 1, 1995, 'duly licensed psychologists' 
shall be defined as licensed psychologists who hold permanent 
licensure and certification as health services provider psychologist 
issued by the North Carolina Psychology Board. 

Provided, however, that nothing in this subsection shall prohibit any certificate or 
contract from requiring the most cost effective treatment setting to be utilized by the 
person undergoing necessary care and treatment for chemical dependency. 
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(e) Cor1erege fer ehemieel depefldefley treetmefl:t es deserieed ifl this seetiofl shell 
fl.et ee epplieeele to &fly grottp eertifieete holder or grettp stteserieer eofl:treet holder 
who rejeets the eo'¼•erege ifl writiflg." 

Section 5. G.S. 58-65-90 reads as rewritten: 
"§ 58-65-90. No discrimination against the mentally ill and chemically dependent. 

(a) As used in this section, the term: 
(1) 'Mental illness' has the same meaning as defined in G.S. 122C-

3(21); and 
(2) 'Chemical dependency' has the same meaning as defined in G.S. 

58-65-75 
with a diagnosis found in the Diagnostic and Statistical Manual of Mental Disorders 
DSM 3 R DSM-IV or the International Classification of Diseases ICD/9/CM, or a 
later edition of those manuals. 

(b) No hospitel, medieel, detttel or heelth serYiee corporation governed by this 
Chapter shall, solely because an individual to be insured has or had a mental illness 
or chemical dependency: 

(1) Refuse to issue or deliver to that individual any individual or 
group hospital, dental, medical or health service contract in this 
State that affords benefits or coverage for medical treatment or 
service for physical illness or injury; 

(2) Have a higher premium rate or charge for physical illness or injury 
coverages or benefits for that individual; or 

(3) Reduce physical illness or injury coverages or benefits for that 
individual. 

(e) Nothiflg ifl this seetiofl: preYettts &fly hospitel or medieel plefl £rem eJEelttdittg 
£rem eo'¼•erege &fly physieel illfless or iajttry or mefl:tel illfless or ehemieel depefldefley 
vthieh hes eJEisted preYiotts to eoYerege of the ifldiYidttel ey the hospitel or medieel 
pl&fl or £rem refusiflg to isstte or deliYer to thet ittdirtidttel eay poliey eeeettse of the 
ttflderwritittg of &tty physieel eottditiott whether er fl:Ot releted to metttel illfless or 
ehemieel depefl:dettey. 

(d) This seetiott epplies ottly to grottp eotttreets eo,.-1eriflg 20 or more employees. 
(e) Every insurer that writes a policy or contract of group or blanket health 

insurance or group or blanket accident and health insurance that is issued, renewed, 
or amended on or after January 1, 1998, shall provide to its insureds benefits for the 
necessary care and treatment of mental illness that are not less favorable than benefits 
for physical illness generally. Benefits for treatment of mental illness shall be subject 
to the same durational limits, dollar limits, deductibles, and coinsurance factors as are 
benefits for physical illness generally." 

Section 6. G.S. 58-67-70 reads as rewritten: 
"§ 58-67-70. Coverage for chemical dependency treatment. 

(a) As used in this section, the term 'chemical dependency' means the 
pathological use or abuse of alcohol or other drugs in a manner or to a degree that 
produces an impairment in personal, social or occupational functioning and which 
may, but need not, include a pattern of tolerance and withdrawal. 
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1 (b) On and after January 1, 1985, every health maintenance organization that 
2 writes a health care plan on a group basis and that is subject to this Article shall effep 

3 provide benefits for the necessary care and treatment of chemical dependency that 
4 are not less favorable than benefits under the health care plan generally. E.x:eept as 
5 pfeYided iH stteseetieft (e) ef this seetieH, eeHefits Benefits for chemical dependency 
6 shall be subject to the same durational limits, dollar limits, deductibles, and 
7 coinsurance factors as are benefits under the health care plan generally. 
8 (e) Er;eey grnttp health ee.fe ple.H that pfeYides eeHefits fef ehemiee.l depeHdeHey 
9 tfee.tmeftt e.Hd that pfeYides tete.l ftftfttte.l eeHefits fef all illHesses ia e.x:eess ef eight 

10 thettse.Hd delle.fs ($8,000) is sttejeet te the felle·uiHg eeaditieas: 
11 fB The pie.a she.II prnvick, fef ea.eh 12 meath pefied, a miaimttm 
12 eef\efit ef eight thettse.ad delle.fs ($8,000) fef the Heeesse.fy ee.fe 
13 a.ad tfee.tmeat ef ehemiee.l depeadeaey. 
14 ~ The pie.a she.II pftY1ide a lifetime miaimttm . eeaefit ef si.x:teea 
15 thettse.ad delle.fs ($16,000) ffif the aeeesse.ry ee.fe a.ad tfee.tmeat ef 
16 ehemiee.l depeadefley fef ea.eh eflfellee. 
17 ( d) Provisions for benefits for necessary care and treatment of chemical 
18 dependency in group health care plans shall provide for benefit payments for the 
19 following providers of necessary care and treatment of chemical dependency: 
20 (1) The following units of a general hospital licensed under Article 5 
21 of General Statutes Chapter 131E: 
22 a. Chemical dependency units in facilities licensed after 
23 October 1, 1984; 
24 b. Medical units; 
25 c. Psychiatric units; and 
26 (2) The following facilities or programs licensed after July 1, 1984, 
27 under Article 2 of General Statutes Chapter 122C: 
28 a. Chemical dependency units in psychiatric hospitals; 
29 b. Chemical dependency hospitals; 
30 c. Residential chemical dependency treatment facilities; 
31 d. Social setting detoxification facilities or programs; 
32 e. Medical detoxification facilities or programs; and 
33 (3) Duly licensed physicians and duly licensed practicing psychologists 
34 and certified professionals working under the direct supervision of 
35 such physicians or psychologists in facilities described in (1) and 
36 (2) above and in day/night programs or outpatient treatment 
37 facilities licensed after July 1, 1984, under Article 2 of General 
38 Statutes Chapter 122C. 
39 Provided, however, that nothing in this subsection shall prohibit any plan from 
40 requiring the most cost effective treatment setting to be utilized by the person 
41 undergoing necessary care and treatment for chemical dependency. 
42 (e) Cer1efe.ge fef ehemiee.l depeHdefley trne.tmeat as desefieed ifl this seetiefl she.II 
43 Bet ee e.ppliee.ele te a.Hy gfettp that ftjeets the eevefe.ge ifl wfitiflg. 

Page 6 House Bill 563 



• 

GENERAL ASSEMBLY OF NORTH CAROLINA ,:, SESSION 1997 

1 (t) Notwithstanding any other prov1s10n of this section or Article, any health 
2 maintenance organization subject to this Article that becomes a qualified health 
3 maintenance organization under Title XIII of the United States Public Health Service 
4 Act shall provide the benefits required under that federal Act, which shall be deemed 
5 to constitute compliance with the provisions of this section; and any health 
6 maintenance organization may provide that the benefits provided under this section 
7 must be obtained through providers affiliated with the health maintenance 
8 organization. 11 

9 Section 7. G.S. 58-67-75 reads as rewritten: 
10 
11 
12 
13 
14 
15 

11 § 58-67-75. No discrimination against the mentally ill and chemically dependent. 
(a) As used in this section, the term: 

(1) 'Mental illness' has the same meaning as defined in G.S. 122C-

(2) 
3(21); and 
'Chemical dependency' has the same meaning as defined in G.S. 
58-67-70 

16 with a diagnosis found in the Diagnostic and Statistical Manual of Mental Disorders 
17 DSM 3 R DSM-IV or the International Classification of Diseases ICD/9/CM, or a 
18 later edition of those manuals. 
19 (b) No health maintenance organization governed by this Chapter shall, solely 
20 because an individual has or had a mental illness or chemical dependency: 
21 (1) Refuse to enroll that individual in any health care plan covering 
22 physical illness or injury; 
23 (2) Have a higher premium rate or charge for physical illness or injury 
24 coverages or benefits for that individual; or 
25 (3) Reduce physical illness or injury coverages or benefits for that 
26 individual. 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

(e) Nethi1tg ift this seetieft pre·1e1tts a1ty health mai1tte1ta1tee erga1ti2atie1t frem 
eJEelttcli1tg frem ee·,erage a1ty physieal i111tess er i1tjttr;· er mefttal i111tess er ehemieal 
clepe1tcle1tey whieh has eJEisted previetts te ee·.·erage ef the i1tdividttal by the health 
mai1tte1ta1tee erga1ti2atie1t er frem refusi1tg te isstte er deliver te that i1tcli·1idttal a1ty 
peliey beeattse ef the tt1tderwriti1tg ef afty physieal ee1tditie1t whether er Het relatecl 
ta me1ttal il11tess er ehemieal depe1tde1tey. 

(d) This seetieft applies e1tly te grettp ee1ttrnets eeveri1tg 20 er mere empleyees. 
(e) Every insurer that writes a policy or contract of group or blanket health 

insurance or group or blanket accident and health insurance that is issued, renewed, 
or amended on or after January 1, 1998, shall provide to its insureds benefits for the 
necessary care and treatment of mental illness that are not less favorable than benefits 
for physical illness generally. Benefits for treatment of mental illness shall be subject 
to the same durational limits, dollar limits, deductibles, and coinsurance factors as are 
benefits for physical illness generally. 11 

Section 8. G.S. 135-40.7A reads as rewritten: 
11 § 135-40.7A. Special provisions for chemical dependency. 

(a) EJEeept as etherwise previded ift this seetieft, be1tefits Benefits for treatment of 
chemical dependency are covered by the Plan and shall be subject to the same 
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1 deductibles, durational limits, and coinsurance factors as are benefits for physical 
2 illness generally. 
3 (e) ~~etwithsta:HdiHg a:Hy ethef pfe•tisieHs ef this Pttft, the ma:ximttm eeHefit fof 
4 ea:eh ee'iCfcd iHdiv·idttttl for trca:tmcHt ef ehemiea:l def'eHdeHey is as follews: 
5 Fisea:l Year $ 8,000 
6 Lifetime 25,000 
7 Daily eeHefits ttfe limited te two httHdfed doH&fs ($200.00) execpt for mediesl 
8 dctoxifie&tioH tre&tmeHt ttHdcf rttles esta:elished ey the E,fCetttiYe ,c\.dmiHistftttof ttfld 
9 Bottfd of Tfttstees. 

10 (c) Notwithstanding any other provision of this Part, provisions for benefits for 
11 necessary care and treatment of chemical dependency under this Part shall provide 
12 for benefit payments for the following providers of necessary care and treatment of 
13 chemical dependency: 
14 (1) The following units of a general hospital licensed under Article 5 
15 of General Statutes Chapter 131E: 
16 a. Chemical dependency units in facilities licensed after 
17 October 1, 1984; 
18 b. Medical units; 
19 c. Psychiatric units; and 
20 (2) The following facilities licensed after July 1, 1984, under Article 2 
21 of General Statutes Chapter 122C: 
22 a. Chemical dependency units in psychiatric hospitals; 
23 b. Chemical dependency hospitals; 
24 c. Residential chemical dependency treatment facilities; 
25 d. Social setting detoxification facilities or programs; 
26 e. Medical detoxification facilities or programs; and 
27 (3) Duly licensed physicians and duly licensed practicing psychologists, 
28 certified clinical social workers, licensed professional counselors, 
29 certified fee-based practicing pastoral counselors, certified clinical 
30 specialists in psychiatric and mental health nursing, and certified 
31 professionals working under the direct supervision of such 
32 physicians or psychologists in facilities described in (1) and (2) 
33 above and in day/night programs or outpatient treatment facilities 
34 licensed after July 1, 1984, under Article 2 of General Statutes 
35 Chapter 122C. 
36 Provided, however, that nothing in this subsection shall prohibit the Plan from 
37 requiring the most cost effective treatment setting to be utilized by the person 
38 undergoing necessary care and treatment for chemical dependency." 
39 Section 9. G.S. 135-40.7B reads as rewritten: 
40 "§ 135-40.7B. Special provisions for mental health benefits. 
41 (a) Except as otherwise provided in this section, benefits for the treatment of 
42 mental illness are covered by the Plan and shall be subject to the same deductibles, 
43 durational limits, and coinsurance factors as are benefits for physical illness generally. 
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(b) Notwithstanding any other provISion of this Part, the following necessary 
services for the care and treatment of mental illness shall be covered under this 
section: allowable institutional and professional charges for inpatient psychiatric care, 
outpatient psychotherapy, intensive outpatient cns1s management, partial 
hospitalization treatment, and residential care and treatment. The benefits provided 
by this section are separate and apart from those provided by G.S. 135-40.7A. 

(c) Notwithstanding any other provisions of this Part, the following providers are 
authorized to provide necessary care and treatment for mental illness under this 
section: 

(1) 
(2) 
(3) 

· (3a) 
(4) 
~ 

(6) 

(7) 

(8) 

Licensed psychiatrists; 
Licensed or certified doctors of psychology; 
Certified clinical social workers; 
Licensed professional counselors; 
Psychiatric ftttfses; nurse specialists; 
Othef seeial wefkefs ttadef the difect empleymeat aad sttpetVisiea 
ef a lieeased psyehiatfist ef liceased dectef ef psyehelegy; 
Psychological associates with a master's degree in psychology 
under the direct employment and supervision of a licensed 
psychiatrist or licensed or certified doctor of psychology; 
Licensed psychiatric hospitals and licensed general hospitals 
providing psychiatric treatment programs; 
Certified residential treatment facilities, community mental health 
centers, and partial hospitalization facilities; and 

(9) Certified fee-based practicing pastoral counselors. 
( d) Benefits provided under this section shall be subject to a managed, 

individualized care component consisting of (i) inpatient utilization review through 
preadmission and length-of-stay certification for scheduled inpatient admissions and 
length-of-stay reviews for unscheduled inpatient admissions, and (ii) a network of 
qualified, available providers of inpatient and outpatient psychiatric treatment 
psychotherapy. Where qualified preferred providers of inpatient and outpatient care 
are reasonably available, use of providers outside of the preferred network shall be 
subject to a twenty percent (20%) coinsurance rate up to five thousand dollars 
($5,000) per fiscal year to be assessed against each covered individual in addition to 
the general coinsurance percentage and maximum, fiscal year amount specified by 
G.S. 135-40.4 and G.S. 135-40.6." 

Section 10. This act is effective when it becomes law and applies to 
contracts issued, delivered, or renewed on or after January 1, 1998. 
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MINUTES 

HOUSE CO:M:MITTEE ON INSURANCE 

April 10, 1997 

The House Committee on Insurance met on Thursday, April 10, 1997, at 12:00 Noon in 
Room 643 of the Legislative Office Building. Chairman Dockham, presiding, called the 
meeting to order. 

Members present: Representatives Dockham, Bra,.v!ey, Cole, Dedmon, Dickson, 
Gardner, Hardy, Holmes, Hurley, Ives, McComas, Michaux, and Tallent. 

The Visitor Registration sheets are attached as a part of the record. 

Mr. Linwood Jones, Staff Counsel, provided the attached proposed committee substitute 
for House Bill 434. 

The first order of business was recognizing Representatives Alexander who wanted to 
correct a statement she made at the Insurance Committee on April 3, 1997, concerning 
House Bill 563 entitled Mental Health Parity. 

·· The second order of business was sending House Bill 452 entitled Beach Plan 
Amendments, to a sub-sub committee. He appointed Representative Brawley as 

Chairman of this. sub-sub committee and appointed Representatives Preston, McComas, 
Wright and Henslely as members on this committee. 

'. 
The third order of business was House Bill 434.entitled Federal Health Insurance 
Changes/AB. Chairman Dockham appoin~ Representative B~awl_ey to preside as 
Chairman of the Insurance Committee while he as cosponsor of this bill explained House 

-Bill 434. 

-Chairman Brawley recognized Bill Hale, Chief Legislative Counsel; of tl:ie Department of_·--~~::_-~ ___ :: .... -_ 
Insurance, to further explain House Bill 434 and answer any questions the members ask. 
Chairman Brawley recognized Representative Dickson who asked if the present revision 
of House Bill 434 complied with the Federal Government version of this bill. The reply 
was yes, it was. Representative Dickson then made a motion for a favorable report as to 
committee substitute, unfavorable as to original bill. The motion passed. 

There being no further business, the chairman adjourned the meeting at 12:20 p.m. 
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MEMORANDUM 

TO: 

FROM: 

RE: 

House Insurance Committee 

Linwood Jones / r 
Committee Counsel f · 
Proposed Committee Substitute for House Bill 434 
Federal Health Insurance Changes 

Kennedy-Kassenbaum: 

Terrence D. Sullivan, Directc 
Research Division 
Suite 545, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-2578 

The proposed committee substitute for House Bill 434 enacts a new Article 68 
in the Insurance code (Chapter 58 of the General Statutes) containing the new 
health insurance requirements of the Health Insurance Portability and 
Accountability Act of 1996, more popularly known as "Kennedy-Kassenbaum." 
Congress enacted and the President signed Kennedy-Kassenbaum into law last 
year. The law imposes many new requirements on the underwriting of health 
insurance. 

Congress made Kennedy-Kassenbaum's requirements applicable to self­
funded plans that the states are prohibited under federal ERISA law from 
regulating. It is estimated that about one-half of the insured population in North 
Carolina falls under self-funded plans. In deference to the tradition of state 
regulation of commercial insurance carriers (including HMOs and Blue Cross 
organizations), Congress has given the states until July 1, 1997, to apply the 
Kennedy-Kassenbaum requirements to its commercial insurers. These 
requirements will automatically go into effect as federal law, to be enforced by the 
federal government, in any state that does not enact and implement the 
appropriate legislation by July 1, 1997. Generally, states are allowed to exceed 
the minimum standards established under Kennedy-Kassenbaum. 

AN EQUAL OPPORTUNITY/AFFIRMATIVE ACTION EMPLOYER 



The Kennedy-Kassenbuam legislation grew out of the failed efforts of the early 
1990s in Washington and in the states to enact comprehensive health care 
reform. Kennedy-Kassenbaum is best characterized as "health insurance 
reform." Many states, including North Carolina, had already adopted some of 
these reforms several years ago. For example, many states already have small 
employer group reform laws. North Carolina has also already adopted portability 
requirements, limitations on the use of preexisting condition exclusions, and 
restrictions on medical underwriting in the group market. These existing State 
laws must be fine-tuned and in some cases substantially revised to meet the 
requirements of Kennedy-Kassenbaum. There are also some additional 
requirements in Kennedy-Kasenbaum, particularly in the individual insurance 
market (for "eligible" individuals), that are currently not in place in North Carolina. 

Section 1 of the bill sets out the new Article 68 containing the health insurance 
requirements from Kennedy-K'.assenbaum. The original bill was an attempt to 
restate the federal requirements in more concise terms. The proposed 
committee substitute more closely tracks the federal law and is in fact a verbatim 
copy of most of the federal law. There are a few instances in which an existing 
State law that exceeds the minimum requirements of Kennedy-Kassenbaum was 
retained. For example, Kennedy-Kassenbaum defines the "small group" market 
as employers with 2 to 50 employees. North Carolina law has for several years 
covered self-employed individuals under its "small group" laws. House Bill 434 
retains the existing North Carolina law on this matter. The remaining sections of 
the bill, except for the provisions near the end relating to maternity stay and 
mental parity, conform existing insurance statutes to the changes made in 
Section 1 and to a few other provisions of Kennedy-Kassenbaum. 

The major requirements under Kennedy-Kassenbaum with respect to health 
insurance underwriting are as follows: 

* Increases portability. "Portability" refers to a person being able to get credit at 
a new job for the time he or she spent satisfying the waiting period for preexisting 
condition exclusions under the health insurance policy at the previous job. 
Without portability, the employee would likely encounter a new 12-month waiting 
period for coverage of preexisting conditions each time he or she changed jobs. 
Portability does not mean that the employee takes the same insurance coverage 
from one job to the next. 

North Carolina enacted its first portability law several years ago and has 
liberalized its applicability in the years since. Our current state portability laws 
are very similar to the Kennedy-Kassenbaum requirement. The changes in 
Article 68 will ensure that they conform to the federal law. For example, our 
current law allows a lapse of up to 60 days between policies before an individual 
loses his or her "credit" for portability purposes. House Bill 434 increases this to 
the 63-day lapse period required under federal law. 

* Limits the duration of preexisting conditions in group policies. North 
Carolina had already recently imposed limits on the duration of preexisting 

2 



condition exclusions in both the large group (G.S. 58-51-80) and small group 
(G.S. 58-50-130) markets. Our 12-month limit on the duration of preexisting 
condition exclusions matches the new federal requirement, but there are other 
differences: the federal law also restricts the limits on preexisting condition 
exclusions for late enrollees to 18 months and specifies a shorter "look-back" 
period. The "look-back" period, 6 months under the federal law, refers to how far 
back, prior to the insured's enrollment in the health benefit plar:,, the preexisting 
condition clause reaches. Under current North Carolina law, preexisting 
conditions are those conditions for which medical treatment was received or 
recommended or medical advice rendered during the 12 months prior to 
enrollment in the plan. The bill changes our "look-back" period to the 6-month 
period required under federal law. 

* Prohibits insurers from excluding someone from group coverage because 
of their health status. North Carolina already has laws prohibiting the use of 
evidence of individual insurability and the use of riders to exclude a person from 
coverage in employer group plans (G.S. 58-51-80(b)(2); G.S. 58-3-173; 58-50-
125(d); G.S. 58-50-130(a)(6), (7)). Our requirements are rewritten in House Bill 
434 to track the federal law exactly. The federal law, for example, lists specific 
types of "health status" factors that cannot be used to deny coverage in an 
employer group plan, including past claims experience, genetic information, and 
medical problems stemming from domestic violence. 

* Guaranteed renewability in the group market (both large group and small 
group) and the individual market. Federal law requires the insurer to renew 
the coverage if the group or individual wants to continue the coverage. The 
insurer is not required to renew if the premiums have not been paid, if there has 
been fraud, or for similar reasons that are unrelated to the health status of the 
group or individual. House Bill 434 makes these provisions applicable to North 
Carolina. 

* Guaranteed issuance of policies for eligible individuals. This is generally 
referred to as "group to individual portability." An eligible individual is a person 
who has at least 18 months worth of past health insurance coverage, the most 
recent of which was under a group plan; who is not eligible for group health 
insurance, Medicaid, or Medicare; who has no other insurance coverage; who did 
not lose coverage under the group plan for nonpayment of premium or similar 
reasons; and who has elected (if eligible) and exhausted COBRA coverage or 
State continuation coverage (Article 53 of Chapter 58 of the General Statutes). 
Note: The federal law does not require policies to be issued to anyone else in the 
individual market. 

* Guaranteed issue for the small group market. North Carolina's existing 
small group reform laws, applicable to self-employed individuals and to employers 
with as up to 49 employees, requires guaranteed issue of two types of plans: 
basic and standard (G.S. 58-50-130). The federal law appears to require all 
small group plans to be guaranteed-issue plans, and House Bill 434 changes 
North Carolina law accordingly. House Bill 434 retains self-employed individuals 
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under our definition of "small employer." Our reference to "49 employees" is 
increased to match the federal reference to "50 employees." There is no 
guaranteed issue requirement under the federal law for the large group market. 
However, the federal government will monitor access to insurance in the large 
group market. 

* Allows for alternative mechansisms to satisfy the State's obligations in the 
individual market. High-risk pools, open enrollment in Blue Cross plans with no 
preexisting conditions, and similar mechanisms for insuring individuals are 
acceptable alternatives to the requirements for guaranteed renewability in the 
individual market and guaranteed issue to certain individuals in the individual 
market. North Carolina does not currently have a high-risk pool nor any other 
alternative market mechanism that is known to be acceptable. House Bill 434 
therefore contains the federal provisions for the individual market. Kennedy­
Kassenbaum does allow alternative market mechanisms to be substituted at any 
time in the future for the federal requirements as long as the Secretary of Health 
and Human Services does not disapprove of the state's proposed alternative 
mechanism. Failure to adopt an alternative market mechanism does not mean 
that the federal government will enforce the insurance laws in North Carolina with 
respect to individuals. However, in the absence of alternative mechanisms, 
failure to adopt the federal "fallback" requirements by July 1, 1997, would subject 
North Carolina to federal enforcement of insurance laws (just as failure to adopt 
all of the other Kenedy-Kassenbaum requirements by July 1, 1997, would do). 

Maternity Stay and Mental Parity: 

In addition to Kennedy-Kassenbaum, another federal law enacted last year 
requires state conforming legislation this year also. H.R. 3666, an appropriation 
bill for the Department of Veterans Affairs and HUD, contained two riders that 
were enacted as Titles VI and VII of that bill. Title VI, the Newborns' and 
Mothers' Health Protection Act of 1996, requires states that have not already 
adopted 48 hour/96 hour maternity coverage (or an acceptable alternative) to 
adopt the new federal maternity stay requirements. North Carolina was one of 
the first states to have passed maternity stay coverage legislation back in 1995. 
The State law has the same maternity stay period benefit coverage as is now 
being required by federal law (48 hours following vaginal birth and 96 hours 
following cesarean birth). The federal Newborns' and Mothers' Health Protection 
Act of 1996 appears to recognize North Carolina law as being sufficient as it now 
exists (HR 3166, Title VI, adding section 2704(f)( 1 )(A)). House Bill 434 repeals 
the existing maternity stay law (see section 20 of the bill) and substitutes a new 
law (see section 19) that more closely resembles the federal law and that 
contains some additional clarifying language. The additional federal restrictions 
include, for example, a prohibition against an insurer for (i) penalizing a doctor 
who advises the mother to remain in the hospital for the 48 or 96 hour period and 
(ii) offering rebates or other financial incentives to encourage mothers to leave 
earlier than the minimum coverage period. 
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The other rider to the federal bill, Title VII, is entitled "Parity in the Application 
of Certain Limits to Mental Health Benefits." Mental parity was originally debated 
as part of the Kennedy-Kassenbaum legislation. However, it was withdrawn from 
the Kennedy-Kassenbaum debate and was enacted, in a less comprehensive 
form, as a rider to HR 3666 weeks later. As with the health insurance 
requirements under Kennedy-Kassenbaum and the maternity-stay provisions, 
Congress has applied the mental parity law to self-funded plans and is directing 
the states to apply it to the commercial insurance carriers. It is important to note 
that the federally-mandated version of "mental parity" is substantially different 
than what we have generally referred to locally as "mental parity." The federal 
version of mental parity means parity between the coverage in physical health 
benefits and mental health benefits only with respect to the annual and lifetime 
limits under the health plan. For example, if a plan provides mental health 
benefits, it cannot impose a $50,000 lifetime limit for mental health benefits if it 
provides $1 million in lifetime benefits for illnesses generally. A plan providing 
mental health benefits cannot have a $10,000 annual cap on mental health 
benefits if it has no cap on benefits generally. This should not be confused with 
the "comprehensive mental parity" legislation that is pending before the 
legislature (House Bill 353 and Senate Bill 400). The federally-mandated 
version of mental parity, which is the version contained in House Bill 434, differs 
from comprehensive mental parity as follows: 

(1) The federal law does not prohibit the use of different cost-sharing 
mechanisms for mental health benefits (such as higher deductibles, higher 
copayments, restrictions on the number of provider visits, etc.). Comprehensive 
mental parity legislation would require that these mechanisms be the same for 
mental health benefits and general health benefits. 

(2) The federal law does not require the insurer to offer mental health 
benefits at all. Comprehensive mental parity requires that the benefits be 
provided. 

(3) Small employers (2 to 50 employees) are exempt from the federal 
mental parity law. 

(4) Parity in mental health benefits is not required under the federal law if it 
will increase plan costs by more than one percent. 

(5) Treatment for substance abuse and chemical dependency are not 
covered under federal mental parity legislation. 

(6) The federal mental parity requirement sunsets September 30, 2001. 

The maternity stay and mental parity changes take effect January 1 , 1998. 
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1997 COMMITTEE REPORT 
HOUSE OF REPRESENTATIVES 

The following report(s) from standing committee(s) is/are presented: 
By Representative(s) Dockham for the Committee on Insurance. 

D Committee Substitute for . 
H.B. 434 A BILL TO BE ENTITLED AN ACT TO CONFORM NORTH CAROLINA 

HEAL TH INSURANCE LAWS TO RECENTLY ENACTED FEDERAL LAWS 
CONCERNING HEALTH INSURANCE UNDERWRITING AND PORTABILITY, 
MATERNITY COVERAGE, AND COVERAGE FOR MENTAL ILLNESS. 

D With a favorable report. 

□ With a favorable report and recommendation that the bill be re-referred to the Committee on 
0 Appropriations O Finance □ 

D With a favorable report, as amended. 

D With a favorable report, as amenq.ed, and recommendation that the bill be re-referred to the 
Committee on D Appropriations D Finance D 

cg/With a favorable report as to committee sul?stitute bill(# ), gwhich-ehanges-the-title, 
unfavorable as to original_ bill (-€ommittee-Substimte-B-tH-# ), {and-recommendation 
-that--the--eemmittee-substitute-bill--# ) be 1e-1eferred-to-the-eommittee-on .) 

D With a favorable report as to House committee substitute bill(#· 
the title, unfavorable as to Senate committee substitute bill. 

), D which changes 

□ And having received a unanimous vote in committee, is placed on the Consent Calendar. 

D With an unfavorable report. 

D With recommendation that the House concur. 

□ With recommendation that the House do not concur. 

□ With recommendation that the House do not concur; request conferees. 

□ With recommendation that the House concur; committee believes bill to be material. 

□ With an unfavorable report, with a Minority Report attached. 

D Without prejudice. 

□ With an indefinite postponement report. 

□ With an indefinite postponement report, with a Minority Report attached. 

□ With recommendation that it be adopted. (HOUSE RESOLUTION ONLY) 
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GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1997 

HOUSE BILL 434 

1 

Short Title: Federal Health Insurance Changes/AB. (Public) 

Sponsors: Representatives Dockham; and Brawley. 

Referred to: Insurance. 

March 10, 1997 

A BILL TO BE ENTITLED 
AN ACT TO CONFORM NORTH CAROLINA HEAL TH INSURANCE LAWS 

TO RECENTLY ENACTED FEDERAL LAWS CONCERNING HEAL TH 
INSURANCE UNDERWRITING AND PORTABILITY, MATERNITY 
COVERAGE, AND COVERAGE FOR MENTAL ILLNESS. 

The General Assembly of North Carolina enacts: 
Section 1. Article 3 of Chapter 58 of the General Statutes is amended by 

adding a new section to read: 
"§ 58-3-176. Medical underwriting: portability: enrollment; termination of coverage. 

(a) Definitions. -- As used in this section: 
ill 'Creditable co, ~rage' means coverage under one or more of the 

following plans, provided that the plan is not followed by a lapse 
of coverage longer than 63 davs, excluding waiting periods: 
a. A group health benefit plan. 
b. A certificate or policy of individual insurance.· 
£.. Part A or B of Title XVIII of the Social Security Act. 
d. Title XIX of the Social Securitv Act. other than coverage 

consisting solely of benefits under section 1928. 
e. Chapter 55 of Title 10 of the United States Code. 
l A medical care program of the Indian Health Service or of a 

tribal organization. 
g_,_ A health plan offered under Chapter 89 of Title 5 of the 

United States Code. 
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1 
2 
3 
4 

A public health plan, as defined by federal law or 
regulation. 
A health benefit plan under section 5(e) of the Peace Corps 
Act. 

5 ill 'Eligible individual' means an individual who meets all of the 
6 following at the time of application for coverage: 
7 a. Has accumulated at least 18 months of prior creditable 
8 coverage, the most recent of which was under a health 
9 benefit plan provided by an employer, church, or 

10 government plan. 
11 b. Has no other health insurance coverage and is not eligible 
12 for Medicare coverage. 
·13 c. Had elected and has since exhaus :;!d group health insurance 
14 continuation coverage under COBRA or Article 53 of this 
15 Chapter. 
16 .Ql 'Enrollee' means an insured or a dependent of the insured under a 
17 group health benefit plan. 
18 (41 'Group health benefit plan' means a plan of health care coverage 
19 provided bv an insurer to an employer group, including a small 
20 emplover group. 
21 ill 'Health status' means the physical and mental medical condition of 
22 an individual and includes prior medical hi~torv, claims 
23 experience, receipt of health care services, evidence of insurabilitv 
24 (including conditions arising out of acts of domestic violence), 
25 disability, and genetic information. 
26 .(fil 'Insurer' means an insurance companv subject to this Chapter, a 
27 service corporation organized under Article 65 of this Chapter, a 
28 health maintenance organization organized under Article 67 of this 
29 Chapter, and a multiple emplover welfare arrangement subject to 
30 Article 49 of this Chapter. 
31 ill 'Preexisting condition provision' means a policy prov1s1on 
32 excluding or limiting coverage for a condition for which medical 
33 advice diagnosis, care, or treatment was recommended or received 
34 within the six-month period immediately before enrollment. 
35 .(fil 'Small employer' means a small employer as defined in G.S. 58-50-
36 110(22). 
37 (b) Exceptions. -- This section does not applv to the following tvpes of insurance 
33 benefits: 
39 
40 
41 
4~ 
43 
44 

Page 2 

ill 

ill 

Accident only, disability income coverage. coverage issued as 
supplemental to liability insurance, automobile and homeowners' 
medical pavments coverages, and credit insurance. 
Dental, vision, long-term care, nursing home care, and Medicare 
supplemental insurance, if provided in a policv separate from the 
health benefit plan. 
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1 (c) Medical Underwriting Restricted. -- An insurer shall not refuse to enroll an 
2 individual or a dependent of the individual under a group health benefit plan 
3 because of the health status of the individual or dependent. 
4 (d) Guaranteed Renewability. -- An insurer shall not unilaterally discontinue nor 
5 refuse to renew any of the following. except as provided in subsection (e) of this 
6 
7 
8 
9 

section: 

ill 
ill 

ill 

A group health plan. 
The coverage of an individual or a dependent of the individual 
under a group health plan. 
The coverage of an individual under a policy or certificate of 
individual insurance. 

10 
11 
12 (e) Exceptions to Guaranteed Renewabilitv. -- An insurer mav unilaterallv 
13 discontinue or nonrenew a health benefit plan or individual health insurance 
14 coverage under any of the following conditions: 
15 ill The plan sponsor or individual insured has failed to timely pay 
16 
17 
18 

ill 
premiums. 
The plan sponsor, a person insured under the plan, or an 
individual insured has committed a fraud or made a material 

19 misrepresentation with respect to coverage under the health benefit 
20 plan. 
21 ill The insurer is discontinuing coverage in the market in accordance 
22 with subsection (j) of this section . 
23 (:U With respect to group health benefit plans, the plan sponsor has 
24 not complied with the insurer's participation or contribution 
25 reguirements. 
26 ill With respect to a health maintenance organization, the individual 
27 insured or the enrollees of the plan sponsor no longer live, reside, 
28 or work in the plan's service area. 
29 (.fil With respect to employer or individual participants m an 
30 association plan, the participant is no longer a member of the 
31 association. 
32 (f) Premium Eguity. -- An insurer shall not charge an enrollee in a group health 
33 benefit plan a higher premium than a similar enrollee in that plan solely because of 
34 the enrollee's health status. 
35 (g) Riders: Preexisting Conditions Provisions. -- With respect to an individual or 
36 the individual's dependent under a group health benefit plan, an insurer shall not 
37 limit or exclude coverage, through a rider, endorsement. or any other means, for a 
38 specified disease or medical condition otherwise covered under that plan. An insurer 
39 may applv a preexisting condition provision under a group health benefit plan or 
40 under individual health insurance coverage only in accordance with the following 
41 criteria: 
42 
43 
44 

ill 

House Bill 434 

The period during which coverage is limited or excluded may not 
exceed 12 months following the d,1te of enrollment of an enrollee 
nor 18 months following the date of enrollment of a late enrollee. 
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1 ill This period must be reduced by the waiting periods or portions 
2 thereof satisfied under all prior creditable coverage. An insurer 
3 may determine creditable coverage based on benefit categories or 
4 without regard to benefits, in accordance with rules adopted by the 
5 Commissioner. 
6 Ll.l A preexisting condition provision may not be applied to any of the 
7 following: 
8 a. Pregnancy or a pregnancy-related condition. 
9 b. A newborn who is covered under creditable coverage no 

10 later than the thirtieth day following birth. 
n c. A child adopted or placed for adoption before age 18 who is 
12. covered under creditable coverage no later than the thirtieth 
13 dav following adoption or placement for adoption. 
14 d. · A potential but undiagnosed condition relating to genetic 
15 information about the insured. 
16 (h) Special Enrollment Under Group Health Benefit Plans. -- An emplovee or a 
17 dependent of the employee (if dependent coverage is offered) who failed to enroll 
18 during the open enrollment period in the group health benefit plan sponsored by the 
19 emplover mav enroll in that plan during a special enrollment period under the 
20 following conditions: 
21 ill The employee or dependent must have been covered under 
22 another health benefit plan at the time of open enrollment. 
23 ill If required by the insurer or plan sponsor at that time, the 
24 employee must have declined enrollment in writing because of the 
25 other coverage. 
26 Ll.l If the other coverage was continuation coverage under COBRA or 
27 Article 53 of this Chapter, it must be exhausted. 
28 ill If the other coverage was not continuation coverage. the emplovee 
29 or dependent must have lost eligibilitv for the coverage or the 
30 employer stopped contributing premium. 
31 Unless extended bv the insurer, the special enrollment period begins with the loss or 
32 exhaustion of coverage under subdivision (3) or ( 4) of this subsection and ends 30 
33 davs later. 
34 (i) Individual Insurance for Individuals With Prior Group Coverage. -- An insurer 
35 that provides individual health benefit plans in this State shall not denv an eligible 
36 individual coverage under an individual health benefit plan nor impose a preexisting 
37 condition limitation or exclusion under the plan. However, an insurer mav limit an 
38 eligible individual to two policy forms if those forms are designed for, made generally 
39 available to. and activelv marketed to, and enroll eligible and other individuals and 
40 are representative of individual health insurance coverage offered bv the insurer in 
41 this State, as determined in accordance with federal law and rules adopted bv the 
42 Commissioner. 
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1 An insurer may deny coverage to individuals under this subsection if the denial is 
2 applied uniformlv, is not based on the health status of the individuals, and meets one 
3 of the following criteria: 
4 
5 
6 
7 
8 
9 

ill A health maintenance organization mav limit enrollment to 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 

ill 

individuals who live, work, or reside in the plan's service area and 
mav deny coverage to individuals within the service area if it can 
reasonably anticipate and demonstrate to the Commissioner that (i) 
it will not have the capacitv within that area and among its 
contracted providers to deliver services adequately to these 
individuals because of its obligations to existing enrollees and (ii) 
its anticipated inabilitv to deliver these services is not a pretext. for 
denying coverage based on the health status of the individuals. 
Denial of coverage under this subdivision precludes the health 
maintenance organization from offering anv coverage in the 
individual market within the affected service area for 180 davs. 
An insurer mav denv coverage in the individual market upon 
demonstrating to the satisfaction of the Commissioner that it lacks 
the financial capacity to insure additional persons, without regard 
to their health status. 

20 (j) Termination of Coverage. -- An insurer mav stop writing coverage in a group 
21 health benefit plan market or the individual market onlv in accordance with the 
22 following: 
23 
24 
25 
26 
27 
28 
29 
30 
31 

ill If all coverage is to be discontinued in the market for small 
emplovers, as defined in G.S. 58-50-110(22), the market for other 
emplover groups, or both, or the market for individual insureds, 
the insurer must do the following: 
a. Notifv all affected plan sponsors and plan participants or 

individual insureds 180 davs in advance. 
Discontinue renewal of policies in the market from which it 
is withdrawing. 
Discontinue writing new policies in that market for five 

32 years. 
33 ill If coverage is to be discontinued only for a particular type of plan, 
34 the insurer must do the following: 
35 a. Notifv all affected plan sponsors and plan participants or 
36 individual insureds 90 days in advance. 
37 b. Offer for purchase other coverage to affected plan sponsors 
38 or individual insureds, and if the plan sponsor is a small 
39 emplover, the offer shall include all available plan 
40 coverages. 
41 ill Discontinuations and offers of alternative coverage shall not be 
42 based on the health status of those insured. 
43 This subsection does not prohibit an insurer from modifying the coverage available 
44 through a particular plan in accordance with State law." 
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1 Section 2. G.S. 58-50-110 reads as rewritten: 
2 "§ 58-50-110. Definitions. 
3 As used in this Act: 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
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(1) 

(la) 

( lb) 

(2) 
(3) 

(4) 
(5) 

(5a) 

(6), 
(8) 

(9) 

( 10) 

'Accountable 
622(1). 

health carrier' means that as defined in G.S. 143-

'Actuarial certification' means a written statement by a member .of 
the American Academy of Actuaries or other individual acceptable 
to the Commissioner that a small employer carrier is in compliance 
with the provisions of G.S. 58-50-130, and to the extent applicable. 
the provisions of G.S. 58-3-176, based upon the person's 
examination, including a review of the appropriate records and of 
the actuarial assumptions and methods used by the small employer 
carrier in establishing premium rates for applicable health benefit 
plans. 
'Adjusted community rating' means a method used to develop 
earner premiums which spreads financial risk across a large 
population and allows adjustments for the following demographic 
factors: age, gender, family composition, and geographic areas, as 
determined pursuant to G .S. 58-50-130(b ). 
Repealed by Session Laws 1993, c. 529, s. 3.3. 
'Basic health care plan' means a health care plan for small 
employers that is lower in cost than a standard health care plan 
and 1s required to be offered by all small employer carriers 
pursuant to G.S. 58-50-125 and approved by the Commissioner in 
accordance with G.S. 58-50-125. 
'Board' means the board of directors of the Pool. 
'Carrier' means any person that provides one or more health 
benefit plans in this State, including a licensed insurance company, 
a prepaid hospital or medical service plan, a health maintenance 
organization (HMO), and a multiple employer welfare 
arrangement. 
'Case characteristics' means the demographic factors age, gender, 
family size, and geographic location. 
(7) Repealed by Session Laws 1993, c. 529, s. 3.3. 
'Committee' means the Small Employer Carrier Committee as 
created by G.S. 58-50-120. 
'Dependent' means the spouse or child of an eligible employee, 
subject to. applicable terms of the health care plan covering the 
employee. 
'Eligible employee' means an employee who works for a small 
employer on a full-time basis, with a normal work week of 30 or 
more hours, including a sole proprietor, a partner or a partnership, 
or an independent contractor, if included as an employee under a 
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10 
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(11) 

( 12) 

(13) 
( 14) 

House Bill -B-4 

health care plan of a small employer; but does not include 
employees who work on a part-time, temporary, or substitute basis. 
'Health benefit plan' means any accident and health insurance 
policy or certificate; nonprofit hospital or medical service 
corporation contract; health, hospital, or medical service 
corporation plan contract; HMO subscriber contract; plan provided 
by a MEW A or plan provided by another benefit arrangement, to 
the extent permitted by ERISA, subject to G.S. 58-50-115. Health 
benefit plan does not mean aeeidefl:t only, specified disease on!;·, 
fixed iftdemnity, credit, or disability ittsuranee; eo¥erage of 
Medicare sen·iees pursuant to contracts v.ith the United States 
go'f·ernmeftt, Medicare supplement or long term care insuraAee; 
detHal only or ¥isiofl onl;· ittsuraflee, eo·,erage issued as a 
supplement to liabilit;· ifl:suraflee; insuraHee arising out of a 
v.orkers' eompeHsatiofl or similar law; automobile medical 
J:Ja;·me1H iflsuraAee; or iflsuraflee under which beflefits are payable 
,,·ith or vi'ithout regard to fault afld tkat is stawtoril;· required to be 
eotHS:ifled in a.fly liability insuraflec polie;· or equivalent 
self insurance. include benefits described in G.S. 58-3-176(b). 
'Impaired insurer' has the same meaning as prescribed in G.S. 58-
62-20(6) or G.S. 58-62-16(8). 
Repealed by Session La-ws 1993, c. 529, s. 3.3. 
'Late enrollee' means an eligible employee or dependent who 
requests enrollment in a health benefit plan of a small employer 
after the end of the initial enrollment period provided under the 
terms of the health benefit plan in effect at the time the employee 
first became eligible; provided that the initial enrollment period 
shall be a period of at least 30 consecutive calendar days. However, 
an eligible employee or dependent shall not be considered a late 
enrollee if: 
a. The individual was covered under a public or private health 

benefit plan that provided, at the time the individual was 
eligible to enroll, the same required level of benefits in the 
basic and standard health care plans adopted pursuant to 
G.S. 58-50-120 and either the individual: 
1. Lost coverage under another health plan as a result of 

termination of employment, termination of a spouse"s 
health plan coverage, or the death of a spouse or 
divorce and requests enrollment in a basic or 
standard health care plan within 30 days after 
termination of coverage provided under another 
health plan; or 
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(15) 
(16) 

(17) 

(18) 

( 19) 

(20) 

(21) 

2. Stated, in writing, during the enrollment period that • 
coverage under another employer health benefit plan 

b. 

C. 

d. 

e. 

was the reason for declining coverage; 
3, 4. Repealed by Session Laws 1993, c. 529, s. 3.3. 
The individual elects a different health plan offered through 
the Alliance during an open enrollment period; 
An eligible employee requests enrollment within 30 days of 
becoming an employee of a member small employer; 
A court has ordered coverage be provided for a spouse or 
minor child under a covered employee's health benefit plan 
and the request for enrollment for a spouse is made within 
30 days after issuance of the court Ofdcf; order. A minor 
child shall be enrolled in accordance with the reguirements 
of G.S. 58-51-120; or 
The individual or employee enrollee makes a request for 
enrollment of the spouse or child within 30 days ef after the 
individual individual's or employee's marriage or the &tftft 
Of adoption birth. adoption, or placement for adoption of a 
child. 

Repealed by Session Laws 1993, c. 529, s. 3.3. 
'Pool' means the North Carolina Small Employer Health 
Reinsurance Pool created in G.S. 58-50-150. 
'Preexisting-conditions provision' means a policy prnvision that 
limits Of excludes eo•lcragc fof chafgcs Of expenses iRcuned dufing 
a specified period follov,iRg the iRSttfed's effective date of 
coverage, for a condition that, during a specified period 
immediately preceding the effective date of coverage, -l=t-a-El­
maHifested itself in a manner that would cause an ordinar)· pruJettt 
person to seek diagnosis, care, or treatment, or f9r •hhich medical 
advice, diagnosis, care, or treatment •nas rccommeHded or received 
as to that eoHdition Of as to pregnanc)· existiHg on the cfL~ 
date of coYcrage. preexisting condition pro, ision as defined in G .S. 
58-3-176. 
'Premium' includes insurance premiums or other fees charged for 
a health benefit plan, including the costs of benefits paid or 
reimbursements made to or on behalf of persons covered by the 
plan. 
'Rating period' means the calendar period for which pre mi um 
rates established by a small employer carrier are assumed to be in 
effect, as determined by the small employer carrier. 
'Risk-assuming carrier' means a small employer carrier electing to 
comply with the requirements set forth in G.S. 58-50-140. 
'Reinsuring carrier' means a small employer carrier electing to 
comply with the requirements set forth in G.S. 58-50-145. 
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1 (21a) 'Self-employed individual' means an individual or sole proprietor 
2 who derives a majority of his or her income from a trade or 
3 business carried on by the individual or sole proprietor which 
4 results in taxable income as indicated on IRS form 1040, 
5 Schedule C or F and which generated taxable income in one of 
6 the two previous years. 
7 (22) 'Small employer' means any individual actively engaged illl 
8 business that, on at least fifty percent (50%) of its working days-
9 during the preceding calendar quarter, employed no more than 

10 49 eligible employees, the majority of whom are employed within 
11 this State, and is not formed primarily for purposes of buying 
12 health insurance and in which a bona fide employer-employee 
13 relationship exists. In determining the number of eligible 
14 employees, companies that are affiliated companies, or that are 
15 eligible to file a combined tax return for purposes of taxation by 
16 this State, shall be considered one employer. Subsequent to the 
17 issuance of a health benefit plan to a small employer and for the 
18 purpose of determining eligibility, the size of a small employer 
19 shall be determined annually. Except as otherwise specifically 
20 provided, the provisions of this Act that apply to a sma!L 
21 employer shall continue to apply until the plan anniversary 
22 following the date the small employer no longer meets the 
23 requirements of this definition. For purposes of this Act, the term 
24 small employer includes self-employed individuals. 
25 (23) 'Small employer carrier' means any carrier that offers health 
26 benefit plans covering eligible employees of one or more smalt 
27 employers. 
28 (24) 'Standard health care plan' means a health care plan for small 
29 employers required to be offered by all small employer carriers 
30 under G .S. 58-50-125 and approved by the Commissioner in 
31 accordance with G .S. 58-50-125." 
32 Section 3. G.S. 58-50-125(c) reads as rewritten: 
33 "(c) =Fhe Except as provided under G.S. 58-3-176. the plans developed under this 
34 section are not required to provide coverage that meets the requirements of other 
35 provisions of this Chapter that mandate either coverage or the offer of coverage by 
36 the type or level of health care services or health care provider." 
37 Section 4. G .S. 58-50-125(g) reads as rewritten: 
38 "(g) No HMO operating as either a risk-assuming carrier or a reinsuring carrier is 
39 required to offer coverage or accept applications under subsection ( d) of this section 
40 in the case of any of the following: 
41 (1) To a group that is not physically located in the HMO's appro,·ed 
42 
43 
44 

(2) 

House Bill -t.34 

service areas; 
To an employee who does not reside within the HMO's approved 
service areas; 

) 

Page 9 



GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1997 

1 
2 
3 
4 
5 
6 

(3) Within an area, where the HMO can reasonably anticipate, and 
demonstrate, to the Commissioner's satisfaction, that it will not 
have the capacity within that area and its network of providers to 
deliver services adequately to the enrollees of those groups 
because of its obligations to existing group contract holders and 
enrollees. 

7 An HMO that does not offer coverage pursuant to subdivision (3) of this 
8 subsection may not offer coverage in the applicable area to new employer groups 
9 with more than 49 eligible employees until the later of 90 days after that closure or 

10 the date on which the carrier notifies the Commissioner that it has regained capacity 
11 to deliver services to small employers." 
12 Section 5. G.S. 58-50-130(a) reads as rewritten: 
13. "(a) Health benefit plans covering small employers are subject to the following 
14 provisions: 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
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33 
34 
35 
36 
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41 
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Except in the ease of a late enrollee, an)· preexist:ng conditions 
pror,·isioH ma)· Hot limit or exclude eo·,·ernge for a period beyoHd 
12 months foHo•,1,iHg the iHsured's iHitial effective date of 
coverage attd must defitte preexistiRg conditioHs as "those 
coHditioHs for ·...-hich medical advice or treatmerH v,as recei·,ed or 
recommeRded or that could be medically documeRted within the 
12 mol'lth period immediately preeedil'lg the effeeti·,re date of the 
persot1 's cor,·erage". 
In determinit1g whether a preexisting eonditiofls provision applies 
to an eligible emplo)·ee or to a dcpendcflt. all health benefit plans 
shall credit the time the person v,as covered uHder a. pre·,ious 
health benefit plafl if the previous eo·,eragc ·...-as eontiHuous to a 
dr,te Hot more thafl ~.o dt1)'S before the effecti..-e date of the ne·N 
coverage, exclusiYe uf any applicable waitiRg period under the 
plan. As used in this sttbdir,·isioH v,ith respect to previou.; 
coverage, the meaHing of "health benefit plaH" is Hot limited to 
the definitiofl ifl G.S. 58 50 115, bttt iHclttdes flfl)' health beRefit 
plfm pro·,ided by· a health iHsurer, us that tenn is defined ifl G.S. 
58 51 115(a), or tmy go·lernmeHt plan or program. prnvidiHg 
health beftefits or health care. 
+::e health benefit plafl is reRev,abk with respect to all eligible 
emplo)·ees or dependeRts at the optioH of the policy·holder or 
coRtract holder except. 

. tr. For t10t1payme1H of the reqttired prem.mm.s b;· the 
polie)1holder or coRtrnet kolder; 

e-:- For fraud or misrepresentatioH of the policykolder or 
eoHtraet holder or, 1tvith respect to coverage of iHdiYidual 
eRrollees, the eHrollees, or their represematives; 

e-: For nOHCOFHplianee witk plafl pro•,1isi0Rs that have been 
appro·:ed by tke CommissioHer; 
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(4a) 

House Bill 434 

Eh Whefl the Httmber of eHrollees eo,1ered ttHdcr t.ke plaa is 
less thafl the flttmber of iHsureds or perecHtage· of eHroHees 
required b;' partieipatiofl requiremcflts uHder the plaH; or 

~ Whcfl the flOlieyholder or eofltraet holder is no loHger 
aefr,,cly cHgaged iH the busiHcss ifl v,hieh it was CH.gaged on 
the effective date of the plan. 

f:- Whcfl the small employer carrier stops writiflg Hew bus!Hess 
ifl the small employer market, if: 
f:. It provides floticc to the DcpartmeHt afld either to the 

f)Olicyholder, cofltract holder, or employer, of its 
elecisiofl to stop viritiHg flC'+'f' l:JusiHess ifl tke s.rnall 
cmplo;·cr market; afld 

~ It docs Hot co.Heel health l:Jenefit plnHs subject ~o this 
Act for 180 do.;·s after the date of the Hoticc t·equircd 
uHder paragrapR 1; afld for that busiHcss of the e0:rricr 
that rcmaiHs ifl force, the carrier shall coHtifluc to be 
governed B)' this Act 'Nith respect to business 
coHducted uHdcr this Act. 

A small employer carrier that stops 'NritiHg HC'lf" business ifl the 
small emplo)·er marlcet ifl this State after JaHuary 1, 1992, si"lull be 
prohibited from ·,1,ritiflg HCW busiHcss iH the small employer 
market iH this State for a period of fh1c )'ears from the date of 
Hotice to the CommissioHcr. IR the case of an HMO doing 
business in the small emplo;·er market in one service area of this 
Stat_e, the rules set forth iR this subdivisioR shall apply to the 
HM O's operations iH the serYice area, u,~ less t'he provisions of 
G.S. 58 50 125(g) apply. 
Late enrollees may be excluded &om co·,crnge for the greater of 
18 moHths or flfl 18 month preexisting condition exclusion; 
howe~1er, if both a period of exclusion from. co..-erage and s 
prcexistiHg conditioH cxelusioH arc applicable to a late eHrollee. 
the combined period shall Hot exceed 18 mo1Hhs. If a period of 
cxelusioH from co·,·ersgc is applied, a late enrollee shall be 
enrolled at the cHd of such period ifl the health benefit plan 
currently held b;· the small cmplo;1er. 
A carrier may continue to enforce reasonable employer 
participation and contribution requirements on small employers 
applying for coverage; however, participation and contribution 
requirements may vary among small employers only by the size of 
the small employer group and shall not differ because of the 
health benefit plan involved. In applying minimum participation 
requirements to a small employer, a small employer carrier shall 
not consider employees or dependents who have qualifying 
existing coverage m determining whether an applicable 
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(5) 

(6) 

participation level is met. 'Qualifying ex1stmg coverage' means 
benefits or coverage provided under: (i) Medicare, Medicaid, and 
other government funded programs; or (ii) an employer-based 
health insurance or health benefit arrangement, including a self­
insured plan, that provides benefits similar to or in excess of 
benefits provided under the basic health care plan. An 
accountable health carrier shall not enforce participation or 
contribution requirements on member small employers, as 
defined in G.S. 143-622(18), unless those requirements meet with 
the standards adopted by the State Health Plan Purchasing 
Alliance Board. 
Notwithstanding any other provision of this Chapter. no small 
employer carrier, insurer, subsidiary er of an insurer. or 
controlled individual of an insurance holding company shall act 
as an administrator or claims paying agent, as opposed to an 
insurer, on behalf of small groups which, if they purchased 
insurance, would be subject to this section. No small employer 
carrier, insurer, subsidiary of an insurer, or controlled individual 
of an insurance holding company shall provide stop loss, 
catastrophic, or reinsurance coverage to small employers that 
does not comply with the underwriting, rating, and other 
applicable standards in this Act. 
If a small employer carrier offers coverage to a small employer, 
the small employer carrier shall offer coverage to all eligible 
employees of a small employer and their dependents. A small 
employer carrier shall not offer coverage to only certain 
individuals in a small employer group except in the case of late 
enrollees as provided in G.S. 58-50-130(a)(4). 
A small employer carrier shall Hot modify afl)' health beHefit pla lt 
•.'f'ith respect to a small employer, aH)' eligible emplo)·ee, or 
depeHdeflt through riders, eHdorsemeHts, or otherwise. ifl order to 
restrict or exclude coverage fur ccrtaiH diseases o;· medical 
coHditiofls otherv,ise covered by the health beHefit phttt-; 
IA the ease of aH eligible emplo;·ec or depefldeHt of afl eligible 
Cffiplo)'CC 'Nho ·,r,·as cx .. :luded froffi or deHied co·,rerage by a small 
emplo)·er carrier Ofl or before Augt:tst 14, 1992, t.he small 
employer earrier shall provide aH opportuHit)' fur such eligible 
employee or depefldeHt to eHroll iH the health beHefit plaH 
cttrrefltl)· held b)· the small employer Hot later than the Hext plan 
8:HHiversary Ofl or after Attgust 14, 1992. 
The health benefit plan must meet the applicable requirements of 
G.S. 58-3-176." 

Section 6. G.S. 58-50-130(d) reads as written: 
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1 "( d) In connection with the offering for sale of any health benefit plan to a small 
2 employer, each small employer carrier shall make a reasonable disclosure, as part of 
3 its solicitation and sales fflfl:terials, of: materials, of the following and shall provide 
4 this information to the small employer upon request: 
5 (1) Repealed by Session Laws 1993, c. 529, s. 3.7. 
6 (2) Provisions concerning the small employer carrier's right to 
7 change premium rates and the factors other than claims 
8 experience that affect changes in premium rates. 
9 (3) Provisions relating to renewability of policies and contracts. 

10 (4) Provisions affecting any preexisting conditions provision. 
11 ill The benefits available and premiums charged under all health 
12 benefit plans for which the small employer is eligible." 
13 Section 7. G.S. 58-51-15(a)(2)b reads as rewritten: 
14 "b. This policy contains a provision limiting coverage for 
15 preexisting conditions. Preexisting conditions must be 
16 co 1

,
1ered no later thfl:fl oflc ;·cur B:ftcr the effective dB:tc of 

17 co1,•crngc. are covered under this policy ............ (insert number 
18 of months or days, not to exceed one year) after the 
19 effective date of coverage. Preexisting conditions ttre 

20 defined fl:S mean 'those conditions for which medical B:dvice 
21 advice, diagnosis, care, or treatment was received or 
22 recommended or that could be medic:1lly docum.efl:ted 
23 within the e: e year six-month period immediately preceding 
24 the effective date of the person's coverage.' Preexisting 
25 coflditions exclusiofls ma; r10t be implemented by B:n)· 
26 successor plan as to Bny co1;·ered persons who have alreB:d;· 
27 met B:11 or pB:rt of t'.1e v,aitir.g period requirements under B:n)· 
28 previous plafl. Credit must be ghen for that portion of the 
29 ·.vB:iting period thfl:t 1w·as met under the previous piB:fl. i\s 
30 ttsed iri this polic;·, the term "previous plB:n" includes Bny 
31 heBlth benefit plB:n proYided by fl: flealth insurer, as those 
32 terms fl.re defined in G.S. 58 51 115, or an;· government plB:n 
33 or program pro¥iding heB:lth benefits or health cB:re. In 
34 determiniflg v,hether a preexistiflg condition proYision 
35 Bpplies to an insured person, all health benefit plans must 
36 credit the time the person v,as co1;•ered under a previous 
37 plan if the previous plB:n's coverage '+'t'US continuous to & 

38 date ,wt more than 60 days before the effective date of the 
39 Hew eo1;·erage, exclusive of aHy applicable waitiHg period 
..:.u uflder the nev, cm•crfl:ge. Credit for having satisfied some or 
41 all of the preexisting condition waiting periods under 
42 previous health benefits coverage shall be given m 
43 accordance with G.S. 58-3-176." 
44 Section 8. G .S. 58-51-S0(b) reads as rewritten: 
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1 "(b) No policy or contract of group accident, group health or group accident and 
2 health insurance shall be delivered or issued for delivery in this State unless the 
3 group of persons thereby insured conforms to the requirements of the following 
4 subdivisions: 
5 (1) 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
r _:, 

26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 

(la) 
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Under a policy issued to an employer, principal, or to the trustee 
of a fund established by an employer or two or more employers 
in the same industry or kind of business, or by a principal or two 
or more principals in the same industry or kind of business, 
which employer, principal, or trustee shall · be deemed the 
policyholder, covering, except as hereinafter provided, only 
employees, or agents, of any class or classes thereof determined 
by conditions pertaining to employment, or agency, for amounts 
of insurance based upon some plan which will preclude 
individual selection. The premium may be paid by the employer, 
by the employer and the employees jointly, or by the employee; 
and where the relationship of principal and agent exists, the 
premium may be paid by the principal, by the principal and 
agents, jointly, or by the agents. If the premium is paid by the 
employer and the employees jointly, or by the principal and 
agents jointly, or by the employees, or by the agents, the group 
shall be structured on an actuarially sound basis. 
Under a policy issued to an association or to a trust or to the 
trustee or trustees of a fund established, created, or maintained 
for the benefit of members of one· or more associations. The 
association or associations shall have at the outset a minimum of 
500 persons and shall have been organized and maintained in 
good faith for purposes other than that of obtaining insurance; 
shall have been in active existence for at least five years; shall not 
condit;on membership in the association on anv health status­
related factor relating to an individual (including an emplovee of 
an emplover or a dependent of an employee): shall not make 
health insurance coverage through the association available other 
than in connection with a member of the association: and shall 
have a constitution and bylaws that provide that (i) the 
association or associations hold regular meetings not less than 
annually to further purposes of the members; (ii) except for credit 
unions, the association or associations collect dues or solicit 
contributions from members; and (iii) the members have voting 
privileges and representation on the governing board and 
committees. The policy is subject to the following requirements: 
a. The policy may insure members of the association or 

associations, employees of the association or associations, or 
employees of members, or one or more of the preceding or 
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19 
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21 
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23 
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26 
27 
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all of any class or classes for the benefit of persons other 
than the employee's employer. 

b. The premium for the policy shall be paid from funds 
contributed by the association or associations, or by 
employer members, or by both, or from funds contributed 
by the covered persons or from both the covered persons 
and the association, associations, or employer members. 

e:- A policy on • .,,hich no part of the premium is to be derived 
from fttflds contributed b;· the co•,cred persons specifically 
for their iflsurancc must iflsttrc all eligible persons, except 
those who reject the eo•,·erage, in vrriting. 

c. The policy shall make health insurance coverage offered 
through the association available to all members regardless 
of anv health status-related factor relating to such member 
(or individuals eligible for coverage through a member). 

For emplo;·er groups of 50 or more persons no evidence of 
individual iflsurability may be rcqttired at the time the person 
first becomes eligible for insurance or withifl 31 days thereafter 
except for any insurance sttpplemcntal to the basic co•,·crage for 
•n·hich evidence of individttal iflsttrability ma;· be reqttircd. \\'ith 
respect to trusteed groups the phrase "grottps of 50" must be 
applied on a participati11g unit basis for the purpose of requiring 
individttal evideHee of insurnbilit;·. 
Policies ma;· contain a prm·ision limiting co•,·erage for preexisting 
conditions. PreexistiAg cortditions must be covered no later than 
12 moAths after the effective date of coverage. Preexisting 
conditions are defined as "those conditions for which medical 
advice or treatrnent was received or reeommeHded or •...-hieh 
could be medically documented within the 12 motHh period 
immediately precediflg the effective date of the person's 
coverage." Prce~<isting conditiorts e,telusions may rtot be 
implemented b;· an;· successor plan as to any co,·ered persons 
••1t·ho have alread;· met all or part of the waiting period 
requirements under an;· pre•,·ious plart. Credit must be gi .. ·cn for 
that portion of the '+vaiting period which was met under the 
previous plan. As used in this subdivisiort, a "pre.,·ious plan" 
iHcludcs an;· health benefit plaH provided b;· a health iHsttrer, as 
those terms are defined in G.S. 58 51 115, or afl;· go'l1ernment 
plaH or program providiflg health beHefits or health care. For 
employer groups of 50 or more persons ancl for grnups under 
subdivision ( la) of this sttbseetion afld ttncler G.S. 58 51 81. In 
determiAing whether a preexisting condition provision applies to 
an eligible emplo;·ee, associatiort member, student, or to a 
dependent, all health benef:t · plans shall ereclit the time the 
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pcrsoft wa:s covered ttftdcr a: prc·1ious pla:A if the prcviotts pla:A 's 
co·rcra:ge was coAtiAuous to a date AOt more thafl 60 days before 
tac cffccti'i'C date of the acw co,.·cragc, c*clush·c of EtAY applicaelc 
waitiag period uftdcr tac AC"+'+' co·,·cragc." 

5 Section 9. G.S. 58-51-S0(h) reads as rewritten: 
6 "(h) Nothing contained in this section applies to any contract issued by any 
7 corporation defined in Article 65 of this Chapter. Stt'bdivision (e)(3) of tais section 
8 applies to MEWAs, as defined iH G .S. 58 49 30(a)." 
9 Section 10. G.S. 58-53-1 reads as rewritten: 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 

"§ 58-53-1. Definitions. 
As used in this Article, the following terms have the meanings specified: 

(1) 

(2) 

(3) 

(4) 

(5) 

(5a) 

(6) 

(7) 

'Group policy' means a group accident and health insurance 
policy issued by an insurance . company and a group contract 
issued by a health service corporation or health maintenance 
organization or similar corporation or organization. 
'Individual· policy' or 'converted policy' means an individual 
health insurance· policy issued by an insurance company or an 
individual acalth sen·iecs contract issued by a hcB.ltH: service 
corporation or health maintenance organization or similar 
corporation or organization. 
'Insurance' and 'insured' refer to coverage under a group policy, 
individual policy or converted policy on a premium-paying basis, 
and do not include coverage provided by reason of a disability 
extension. 
"Insurer" means the entity issuing a group policy or an individual 
or converted policy. 
"Medicare" means Title XVIII of the United States Social 
Security Act as added by the Social Security Amendments of 
1965 or as later amended or superseded. 
'Member' or 'employee' includes an insured spouse or dependent 
of a member or of an employee. 
'Premium' includes any premium or other consideration payable 
for coverage under a group or individual policy. 
'Reasonable and customary' means the most frequently used level 
of charge made for the supplies or for a specific service in the 
geographic subarea in which such supplies or services are 
received, of like kind or by physicians, or other practitioners, 
with similar qualifications." 

Section 11. G.S. 58-53-5 reads as rewritten: 
40 "§ 58-53-5. Continuation of group hospital, surgical, and major medical cover~·: ge after 
41 termination of employment or membership. 
42 A group policy delivered or issued for delivery in this State which that insures 
43 employees or memeers, other thfl:n tac mcmecrs fl:ftd their dependents, if the)· llB.vc 
44 elected to iAelude them, v,·hose eligibility under the grnup polic)· does not extend to 
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1 any employce(s) th:c ifl:surcd mtt)' have members for hospital, surgical or major 
2 medical insurance on an expense incurred or service basis under Articles 1 th.rough: 
3 e+-ef this Chapter, other than for specific diseases or for accidental injuries only, shall 
4 provide that employees or members whose iHsurance for these t)·pcs of coverage 
5 under the group policy would otherwise terminate because of termination of active 
6 employment or membership, or termination of membership in the eligible class or 
7 classes under the policy, shall be entitled to continue their hospital, surgical, and 
8 medical insurance under that group policy, for themselves and their eligible spouses 
9 and dependents with respect to whom they were insured on the date of termination, 

10 subject to all of the group policy's terms and conditions applicable to those forms of 
11 insurance and to the conditions specified in this Part. Provided, the terms and 
12 conditions set forth in this Part are intended as minimum requirements and shall not 
13 be construed to impose additional or different requirements upon those group 
14 hospital, surgical, or major medical plans alrcad)· in force, or hereafter placed into 
15 effect, that provide continuation benefits equal to or better than those required in this 
16 Part." 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 

Section 12. G.S. 58-53-35 reads as rewritten: 
"§ 58-53-35. Termination of continuation. 

(a) Continuation of insurance under the group policy for any person shall 
terminate on the earliest of the following dates: 

(1) The date ot1e year 18 months after the date the employee's or 

(2) 

(3) 

(4) 

member's insurance under the policy would otherwise have 
terminated because of termination of employment or members: 
The date ending the period for which the employee or member 
last makes his required contribution, if he discontinues his 
contributions; 
The date the employee or member becomes or is eligible to 
become covered for similar benefits under any arrangement of 
coverage for individuals in a g:oup, whether insured or 
uninsured; 
The date on which the group policy is terminated or, in the case 
of a multiple employer plan, the date his employer terminates 
participation under the group master policy. When this occurs 
the employee or member shall have the privilege described in 
G.S. 58-53-45 if the date of termination precedes that on which 
his actual continuation of insurance under that policy would have 
terminated. The insurer that insured the group prior to before 
the date of termination shall make a converted policy available to 
the employee or member. 

35 
36 
37 
38 
39 
40 (b) Notwithstanding subdivision (a)(4) of this section, if the employer replaces the 
41 group policy with another group policy, the employee is entitled to continue under 
42 the successor group policy for any unexpired period of continuation to which the 
43 employee is entitled." 
44 Section 13. G .S. 58-53-50 reads as rewritten: 
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1 11 § 58-53-50. Restrictions. 
2 A converted policy shall not be available to an employee or member if termination 
3 of his insurance under the group policy occurred because: 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 

(1) Of terminatiqn of employment or membership and either he was 

(2) 

(3) 

(4) 

(5) 

not entitled to continuation of group coverage under Part 1 of 
this Article or failed to elect such continuation; 
He failed to make timely payment of any required contribution 
for the cost of continuation of insurance; 
He had not been continuously covered under the group policy or 
for similar benefits under any other group policy that it replaced 
during the period of three consecutive months immediately prior 
to termination of active employment ending with such 
termination; 
The group policy terminated or an employer's participation 
terminated, and the insurance is replaced by similar coverage 
under another group policy within 31 days of date of termination; 
or 
He failed to continue his insurance for the entire maximum 
period of OHC )·ear 18 months following termination of active 
employment as provided for in Part 1 of this Article, unless that 
failure to continue was because of change of insurer by the 
employer and the change of insurer was consummated during the 
one year continuation period. In that event the employee or 
member shall be entitled to be issued a converted policy by the 
insurer that provided the group policy to the employer before the 
change of insurer. 11 

Section 14. G.S. 58-53-55 reads as rewritten: 
28 "§ 58-53-55. Time limit. 
29 In order to be eligible for conversion, written application and the first premium 
30 payment for the converted policy must be made to the insurer not later than 31 days 
31 after the date of termination of insurance provided under Part 1 of this Article. The 
32 effective date of the converted policy shall be the day following the later of: 
33 (1) The termination of insurance under the group policy when it is 
34 not replaced by one providing similar coverage within 31 days of 
35 the termination date of the immediately prior group plan; or 
36 (2) The termination of the ot1c year period of continued coverage 
37 under the group policy or policies." 
38 Section 15. Article 55 of Chapter 58 of the General Statutes is amended 
39 by adding a new section to read: 
40 11 § 58-55-31. Additional requirements. 
41 (a) No policv shall be used in this State unless it provides for an offer of 
42 nonforfeiture. which shall not be less than an offer of reduced paid-up insurance 
43 benefits. extended term insurance benefits, or a shortened benefit period. No policv 
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1 shall pay a cash surrender value unless the dividends or refunds are applied as a 
2 reduction of future premiums or an increase in future benefits. 
3 (b) The Commissioner shall adopt rules to provide for annual reports bv insurers 
4 of the number of claims denied, number of rescissions, and the percentage of sales 
5 involving the replacement of policies. 
6 (c) No policy shall be used in this State unless the insurer has developed a 
7 financial or personal asset suitability test to determine whether or not issuing long-
8 term care insurance to an applicant is appropriate. A personal long-term care 
9 worksheet and disclosure notice of issues an applicant should know before buying 

10 long-term care insurance shall be completed and provided before an application is 
11 taken. The insurer shall use the financial or suitability form and format standards as 
12 developed and adopted by the NAIC. Each applicant that does not meet the 
13 recommended financial or personal asset suitabilitv test criteria shall receive a letter 
14 of notification and shall be given an option to waive the results of the financial 
15 suitability test and proceed with the purchase of the policv. 
16 (d) The Commissioner shall ·adopt standards to handle consumer complaints about 
17 noncompliance with State requirements. 
18 (e) Everv policv shall include an offer of an alternative plan of care benefit. The 
19 alternative plan of care benefit shall not duplicate benefits provided elsewhere in the 
20 policv nor shall it substitute home health care services as defined in G.S. 131E-136(3). 
21 An alternate plan of care benefit shall allow the insured to stav home whenever 
22 medicallv acceptable. The alternate plan of care benefit mav specify service. special 
23 treatments. and specific levels of care. The insurer shall disclose the full cost of the 
24 alternative care benefit and the method and amount of reimbursement. Alternative 
25 care benefits mav include. but are not limited to. services such as the purchase of 
26 durable medical eguipment. wheelchair ramps. grab bars. emergency response 
27 svstems. and the payment of Meals-On-Wheels or other similar food deliverv 
28 programs in the insured 's area. All long-term care insurers shall offer to add the 
29 alternative plan of care benefit to anv long-term care policy issued or issued for 
30 delivery in this State without additional proof of medical insurability. All benefits 
31 are subject to the following conditions: 
32 ill The tre~tment plan shall be agreed to by the insured. the treating 
33 physician. and the insurer. 
34 ill The treatment plan shall be developed and coordinated with the 
35 treating physician. 
36 (f) No policv used in this State shall use the terms set forth below. unless the 
37 terms are defined in the policy and the definitions satisfv the following requirements: 
38 ill · Activities of dailv living' means at least bathing. continence. 
39 dressing, eating, toileting. and transferring. 
40 ill · Acute condition' means that the individual is medicallv unstable 
41 
42 
43 
44 

ill 

House Bill 43-+ 

reguiring frequent monitoring by a physician or registered nurse. 
'Bathng' means washing oneself by sponge bath. or in a tub _or 
shower. including the task of getting into and out of the tub or 
shower. 
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'Cognitive impairment' means a deficiency in a person's short or 
long-term memory, orientation as to person, place, and time. 
deductive or abstract reasoning, or judgment as it relates to safety 
awareness. 

ill 'Continence' means the ability to maintain control of bowel and 
bladder function: or, when unable to maintain control of bowel or 
bladder function, the ability to perform associated personal 
hvgiene (including caring for catheter or colostomy bag). 

(fil 'Dressing' means putting on and taking of all items of clothing 
and any necessary braces, fasteners, or artificial limbs. 

ill 'Eating' means feeding oneself by getting food into the body from 
a receptacle ( such as a plate, cup, or table) or by a feeding tube 
or intravenously. 

(fil 'Hands-on assistance' means physical assistance (minimal, 
moderate, or maximal) without which the individual would not 
be able to perform the activity of dailv living. 

(2J. 'Mental or nervous disorder' shall not be defined to include more 
than neurosis, psychoneurosis. psvchopathy, psvchosis, or mental 
or emotional disease or disorder. 

Uill 

LJ..D. 

(12) 

(ill 

'Personal care' means the provision of hands-on services to assist 
an individual with activities of dailv living. 
'Toileting' means getting to and from the toilet, getting on and off 
the toilet, and performing associated per?onal hygiene. 
'Transferring' means moving into or out of a bed. chair, or 
wheelchair. 
'Skilled nursing care', 'intermediate care', 'personal care', 'home 
care,' and other services shall be defined in relation to the level 
of skill required, and the nature of the care, the definition of 
which may require that the provider be appropriately licensed or 
certified." 

Section 16. G.S. 58-65-25 reads as rewritten: 
32 "§ 58-65-25. Hospital, physician and dentist contracts. . 
33 W Any corporation organized under the pro1f'isi0Hs of this Article aHd Article 66 
34 of tllis Cl-1apter may enter into contracts for the rendering of hospital service to any of 
35 its subscribers by hospitals approved by the American Medical Association and/or the 
36 North Carolina Hospital Association, and may enter into contracts for the furnishing 
37 of, or the payment in whole or in part for, medical and/or dental services rendered to 
38 any of its subscribers by duly licensed physicians and/or dentists. All obligations 
39 arising under contracts issued by such corporations to its subscribers shall be satisfied 
40 by payments made directly to the hospitals or hospitals and/or physicians and/or 
41 dentists rendering such service, or direct to the subscriber or his, her, or their legal 
42 representatives upon the receipt by the corporation from the subscriber of a statement 

• 

• 

43 marked paid by the hospital(s) and/or physician(s) and/or dentist(s) or both rendering • 
44 such service, and all such payments heretofore made are hereby ratified. Nothing 
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1 herein in this section shall be construed to discriminate against hospitals conducted 
2 by other schools of medical practice. 
3 Du On and after Ja1mary l, 1956, all All certificates, plans or contracts issued to 
4 subscribers or other persons by hospital and medical and/or dental service 
5 corporations operating under this Article and Article 66 of this Chapter shall contain 
6 in substance a provision as follows: 'After two years from the date of issue of this 
7 certificate, contract or plan no misstatements, except fraudulent misstatements made 
8 by the applicant in the application for such certificate, contract or plan, shall be used 
9 to void said certificate, contract or plan, or to deny a claim for loss incurred or 

10 disability (as therein defined) commencing after the expiration of such two-year 
11 period. No claim for loss incttrred or disability (as defined in -the certificate, contract 
12 or plan) commencing after tv.-o ~•cars from the d&te of isst1c of this ecrtifieate, eoAtr&ct 
13 or plan shull be reduced or denied on the ground that a disease or pk)·sical condition 
14 not exc_lttded frorn co;•erage b~· name or specifically described, effectiYe on the date 
15 of loss, had existed prior to the effecti·.•e date of co;•erage of this certificate, contract 

or plan."' 
Section 17. G .S. 58-65-60( e) reads as rewritten: 

16 
17 
18 
19 
20 

"(e) A hospital service corporation may issue a master group contract with the 
approval of the Commissioner of Insurance proYided such if the contract and the 
individual certificates issued to members of the grottp, shall comply group complies 

21 in substance to the other provisions of this Article and Article 66 of this Chapter. 
22 Any such The contract may provide for the adjustment of the rate of the premium or 
23 benefits conferred as provided in Sftt€i. the contract, and in accordance with an 
24 adjustment schedule filed with and approved by the Commissioner of lflsurance. 
25 Commissioner. If such master group the contract is issued, altered or modified, the 
26 subscribers' contracts issued in pursttance thereof under that contract are altered or 
27 modified accordingly, all laws and clauses in subscribers' contracts to the contrary 
28 notwithstanding. Nothing in this Article and Article 66 of this Ch:i.pter shall be 
29 construed to prohibit or prevent the same. Forms of such contract shall at all times be 
30 furnished upon request of subscribers thereto. 
31 fB For emplO)'er grot1ps of 50 or more persons no CYidenee of 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

Rt 
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individual insurability may be required at the time the person 
first bccemcs eligible for co1ver&ge or Vlithin 31 days thereafter 
e:tcept for any . insurance supplemental to the basic coverage for 
which evidence of individual insurability may be required. \\Tith 
respect to trusteed groups the phrase "groups of 50" must be 
applied on a participating unit basis for the purpose of requiring 
iAdividual e·,idenee of instuability. 
Employer master group contracts may contain a provisioH 
limiting eo-Yerage for pree:<isting conditions. PreexistiHg 
conditions mttst be CO"+'ered no later than 12 months after the 
effective date of coverage. Preexisting conditioRs are defiRed as 
"those conditions for which medical ad·lice or treatment v.-as. 
received or recommended or v,:hieh could be n1cdicall~· 
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1 docttfflenteel withifl the 12 fflOnth period ifflfflediatcl)' precediflg 
2 the effective date of the · person's coverage. 11 Preexisting 
3 COftditiOflS exelttsiOflS fflay fl:Ot ee ifflplcffleflted ey aft)' sttceessor 
4 pltm as to an)' eo·.,.ered persons ·.vho have already fflet all or part 
5 of the r,vaiting period reqttirefflents ttftder aHy pre>t·iotts plan. 
6 Credit fflttst ee gi>t1eft for that portion of the •NaitiHg perioel ·.;·hieh 
7 was fflet ttnder the previous plan. As ttsed in this stteeliYisioH, a 
8 11 previotts plan" iflclttdes an)' health eeflefit pl aft pro1w·ieleel ey a 
9 health iflsttrer, as those terffls are defined ifl G.S. 58 51 115, or 

10 an)· go>t·ernffleflt vlan or prograffl pro•f'idiflg health eeflefits or 
11 health care, c,ecept that fl:OthiHg in this section shall apply to a 
12 gttarantccd isstte prodttct designed for ttflinsttraelcs. For ernplo)·er 
13 grottps of. 50 or fflore persons: In dcterfflining ·,vhether a 
14 precxistiflg condition pro..-ision applies to an cligiele crnplo:v·ee or 
15 to a dependent, all health eenefit plans shall credit the tiffle the 
16 person was covered ttnder a pre>t·iotts plan if the previotts plan's 
17 coverage •Nas continuous to a elate not fflore thafl 60 days before 
18 the effcctiYe date of the new coverage, exclttsi·,·e of an)' applieaele 
19 waiting period ttndcr the ne·N co>t·ernge. 
20 f31 (tl} Employees shall be added to the master group coverage no later than 90 
21 days after their first day of employment. Employment shall be considered continuous 
22 and not be considered broken except for unexcused absences from work for reasons 
23 other than illness or injury. The term 'employee' is defined as a nonseasonal person 
24 who works on a full-time basis, with a normal work week of 30 or more hours and 
25 who is otherwise eligible for coverage, but does not include a person who works on a 
26 part-time, temporary, or substitute basis. 
27 f-ry ~ Whenever an employer master group contract replaces another group 
28 contract, whether this contract was issued by a corporation under Articles 1 through 
29 67 of this Chapter, the liability of the succeeding corporation for insuring persons 
30 covered under the previous group contract is (i) each person is eligible for coverage 
31 in accordance with the succeeding corporation's plan of benefits with respect to 
32 classes eligible and activity at work and nonconfinement rules must be covered by the 
33 succeeding corporation's plan of benefits; and (ii) each person not covered under the 
34 succeeding corporation's plan of benefits in accordance with (i) above must 
35 nevertheless be covered by the succeeding corporation if that person was validly 
36 covered, including benefit extension, under the prior plan on the date of 
37 discontinuance and if the person is a member of the class of persons eligible for 
38 coverage under the succeeding corporation's plan." 
39 Section 18. G.S. 58-67-85 reads as rewritten: 
40 "§ 58-67-85. Master group contracts, filing requirement; required and prohibited 
41 provisions. 
42 (a) A health maintenance organization may issue a master group contract with the 
43 approval of the Commissioner of Insurance provided the contract and the individual 
44 certificates issued to members of the group, shall comply in substance to the other 
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1 provisions of this Article. Any such contract may provide for the adjustment of the 
2 rate of the premium or benefits conferred as provided in the contract, and in 
3 accordance with an adjustment schedule filed with and approved by the 
4 Commissioner of Insurance. If the master group contract is issued, altered or 
5 modified, the enrollees· contracts issued in pursuance thereof are altered or modified 
6 accordingly, all laws and clauses in the enrollees' contracts to the contrary 
7 notwithstanding. Nothing in this Article shall be construed to prohibit or prevent the 
8 same. Forms of such contract shall at all times be furnished upon request of enrollees 
9 thereto. 

10 (b) For efflployer groups of 50 or fflore persons no evidence of individual 
11 insura.bility fflflY be required at the tiffle the person first becoffles eligible for 
12 insurance or ·n·ithin 31 days thereafter except for any insurance supplemental to the 
13 basic eo•f'era.ge for v,hieh evidence of indi•,·idual insurabilit;· ma;· be required. With 
14 respect to trusteed groups the phrase "groups of 50" must be applied on a 
15 participating unit basis for the purpose of requiring individual evidence of 
16 insurnbility·. 
17 (e) Emplo~·er master group contracts ma)· contain a proYision limiting coverage 
18 for preexisting conditions. Preexisting conditions must be covered no later than }~ 
19 mDnths after the effective date of coverage. Preexisting conditions are defined as 
20 "those conditions for which ffledical advice or treatment WtLi received or 
21 recommended or ·.vhieh could be medically documented within the 12 montfl period 
22 immediately· preceding the effective date of the persm1's eo'f·ernge." Preexisting 
23 conditions exclusions fflflY flOt be ifflplcmrn.ted by 8:fl)' successor plan as to any 
24 covered persons ·.vho have already· met all or pa.rt of the •.va.iting period requirements 
25 under any pre~·ious plafl. Credit must be giveH for tlia.t portion of the ·•rnitir:g period 
26 which was met under the previous pla.fl. As used in this subsection, a "previous plan" 
27 includes any health bet1efit plan pro..-ided by· a health insi.:rer, as those terms a.re 
28 dcfitwd in G.S. 58 51 115, or any· government pla.H or program pro.,·iding health 
29 benefits or health ea.re. In determining 'Nhether a preexisting condition provision 
30 applies to an eligible efflplo;·ee or to a dependen:t, all health benefit plans shall credit 
31 the time the person ·.va.s covered under a previous plan if the previous plan's 
32 co..-erage ·.va.s continuous to a date flOt more tha.H 60 da.;·s before the effecti.,·e da:-e-ef 
33 the new co·,·erage, exelusiYe of any· e.pplic.:1ble waiting period under the flew co¥era.ge. 
34 ( d) Employees shall be added to the master group coverage no later than 90 days 
35 after their first day of employment. Employment shall be considered continuous and 
36 not be considered broken except for unexcused absences from work for reasons other 
37 than illness or injury. The term 'employee' is defined as a nonseasonal person who 
38 works on a full-time basis, with a normal work week of 30 or more hours and who is 
39 otherwise eligible for coverage, but does not include a person who works on a part-
40 time, temporary, or substitute basis. 
41 ( e) Whenever an employer master group contract replaces another group contract, 
42 whether the contract was issued by a corporation under Articles 1 through 67 of this 
43 Chapter, the liability of the succeeding corporation for insuring persons covered 
44 under the previous group contract is: 
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1 (1) Each person who is eligible for coverage in accordance with the 
2 succeeding corporation's plan of benefits with respect to classes 
3 eligible and activity at work and nonconfinement rules must be 
4 covered by the succeeding corporation's plan of benefits; and 
5 (2) Each person not covered under the succeeding corporation's plan 
6 of benefits in accordance with (e)(l) must nevertheless be 
7 covered by the succeeding corporation if that person was validly 
8 covered, including benefit extension, under the prior plan on the 
9 date of discontinuance and if the person is a member of the class 

10 of persons eligible for coverage under the succeeding 
11 corporation's plan." 
12 Section 19. Article 3 of Chapter 58 of the General Stat cites is amended 
13 by ~dding a new section to read: 
14 "§ 58-3-169. Required coverage for minimum hospital stav following birth. 
15 (a) Definitions. -- As used in this section: 
16 ill · Attending providers' includes: 
17 a. The obstetrician-gvnecologists, pediatricians, family 
18 physicians, and other physicians primarily responsible for 
19 the care of a mother and newborn: and 
20 b. The nurse midwives and nurse practitioners primarilv 
21 responsible for the care of a mother and her newborn child 
22 in accordance with State licensure and certification laws . 
23 ill 'Health benefit plan' means an accident and health insurance 
24 policy or certificate: a nonprofit hospital or medical service 
25 corporation contract: a health maintenance organization 
26 subscriber contract: a plan provided by a multiple emplover 
27 welfare arrangement: or a plan provided bv another benefit 
28 arrangement, to the extent permitted by the Emplovee Retirement 
29 Income Security Act of 1974. as amended, or bv any waiver of or 
30 other exception to that Act provided under federal law or 
31 regulation. 'Health benefit plan' does not mean anv of the 
32 following kinds of insurance: 
33 a. Accident, 
34 b. Credit, 

c. Disabilitv income, 
d. Long-term or nursing home care, 
e. Medicare supplement, 
L. Specified disease, 
g_,_ Dental or vision, 

35 
36 
37 
38 
39 
40 
41 
42 

h. Coverage issued as a supplement to liabilitv insurance, 
!.:. Workers' compensation, 
1. Medical pavments under automobile or homeowners, and 
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k. Insurance under which benefits are payable with or without 
regard to fault and that is statutorilv reguired to be 
contained in any liability policy or eguivalent self-insurance. 

4 ill 'Insurer' means an insurance company subject to this Chapter, a 
5 service corporation organized under Article 65 of this Chapter, a 
6 health maintenance organization organized under Article 67 of 
7 this Chapter, and a multiple employer welfare arrangement 
8 subject to Article 49 of this Chapter. 
9 (b) In General. -- Except as provided in subsection (c). an insurer that provides a 

10 health benefit plan that contains maternity benefits, including benefits for childbirth, 
11 shall ensure that coverage is provided with respect to a mother who is a participant, 
12 beneficiarv. or policyholder under the plan and her newborn child for a minimum of 
13 48 hours of inpatient length of stay following a normal vaginal deliverv. and a 
14 minimum of 96 hours of inpatient length of stav following a cesarean section, without 
15 requiring the attending provider to obtain authorization from the insurer or its 
16 
17 
18 
19 
20 
21 

representative. 
(c) Exception. -- Notwithstandin2' subsection (b) of this section, an insurer is not 

required to provide coverage for postdelivery inpatient length of stay for a mother 
who is a participant. beneficiarv, or policvholder under the insurer's health benefit 
plan and her newborn child for the period referred to in subsection (b) of this section 
if: 

22 ill A decision to discharge the mother and her newborn child before 
23 the expiration of the period is made by the attending provider in 
24 consultation with the mother; and 
25 ill The health benefit plan provides coverage for postdeliverv follow-
26 up care as described in subsections(d) and (e) of this section. 
27 (ct) Postdeliverv Follow-Up Care. -- In the case of a decision to discharge a 
28 mother and her newborn child from the inpatient setting before the expiration of 48 
29 hours following a normal vaginal deliverv or 96 hours following a cesarean section, 
30 the health benefit plan shall provide coverage for tir:_~ely postdelivery care. Thi•s 
31 health care shall be provided to a mother and her newborn child by a registered 
32 nurse, phvsician, nurse practitioner, nurse midwife, or phvsician assistant experienced 
33 in maternal and child health in: 
34 ill The home, a provider's office, a hospital, a birthing center, an 
35 intermediate care facilitv, a federally qualified health center, a 
36 federally gualified rural health clinic, or a State health 
37 department maternity clinic: or 
38 ill Another setting determined appropriate under federal regulations 
39 promulgated under Title VI of Public Law 104-204. 
40 The attending provider in consultation with the mother shall decide the most 
41 appropriate location for follow-up care . 
..i~ (e) Timelv Care. -- As used in subsection (ct) of this section, 'timely postdeliverv 
43 care' means health care that is provided: 
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1 
2 
3 

ill 

ill 

Following the discharge of a mother and her newborn child from 
the inpatient setting: and 
In a manner that meets the health care needs of the mother and 

4 her newborn child. that provides for the appropriate monitoring 
5 of the conditions of the mother and child. and that occurs not 
6 later than the 72-hour period immediatelv following discharge. 
7 (f) Prohibitions. -- An insurer shall not: 
8 ill Deny enrollment. renewal, or continued coverage with respect to 
9 its health benefit plan to a mother and her newborn child who 

1 O are participants. beneficiaries. or policyholders. based on 
11 compliance with this section: 
12 ill Provide monetarv payments or rebates to mothers to encourage 
13 the mothers to request less than the minimum coverage required 
14 under this section; 
15 ill Penalize or otherwise reduce or limit the reimbursement of an 
16 attending provider because the provider provided treatment to an 
17 individual policyholder. participant. or beneficiarv in accordance 
18 with this section: or 
19 ill Provide monetarv or other incentives to an attending provider to 
20 induce the provider to provide treatment to an individual 
21 policyholder. participant. or beneficiarv in a manner inconsistent 
22 with this section. 
23 (g) Effect on Mother. -- Nothing in this section requires that a mother who is a 
24 participant, beneficiarv, or policyholder covered under this section: 
25 ill Give birth in a hospital; or 
26 ill Stav in the hospital for a fixed period of time following the birth 
27 of her child. 
28 (h) Level and Tvpe of Reimbursements. -- Nothing in this section prevents an 
29 insurer from negotiating the level and tvpe of reimbursement with an attending 
30 provider for care provided in accordance with this section." 
31 Section 20. G .S. 58-3-170 reads as rewritten: 
32 "§ 58-3-170. Requirements for maternity coverage. 
33 (a) Every entity providing a health benefit plan that provides maternity coverage 
34 in this State shall provide benefits for the necessary care and treatment related to 
35 maternity that are no less favorable than benefits for physical illness generally. 
36 (a 1) A health benefit plafl that pro..-ides ma:terAit)· coverage shall pro•.-idc coverage 
37 for irtparien.t car=e for= a mother afld her= rte·.,.-ly born ehild for a miflimum of forty• eight 
38 (48) hours after ·.-agimtl dcli'f•er;· and a minimum: of rtinet;• six (96) hours after 
39 deliver;· b;· ca:esar=eart sectiofl. 
40 (b) As used in this section. 'health benefit plans' means accident and health 
41 insurance policies or certificates; nonprofit hospital or medical service corporation 
-l-2 contracts; health, hospital, or medical service corporation plan contracts; health 
43 maintenance organization (HMO) subscriber contracts; and plans provided by a 
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1 MEWA or plans provided by other benefit arrangements, to the extent permitted by 
2 ERISA." 
3 Section 21. G.S. 58-51-55 reads as rewritten: 
4 "§ 58-51-55. No discrimination against the mentally ill and chemically dependent. 
5 (a) Definitions. -- As used in this section, the term: 
6 (1) 'Mental illness' has the same meaning as defined in G.S. 122C-
7 3(21); and 
8 (2) 'Chemical dependency' has the same meaning as defined in G.S. 
9 58-51-50 

10 
11 
12 
13 
14 

with a diagnosis found in the Diagnostic and Statistical Manual of Mental Disorders 
DSM-3-R or the International Classification of Diseases ICD/9/CM, or a later edition 
of those manuals. 

(b) Coverage of Phvsical Illness. -- No insurance company licensed in this State 
under the fJF0 1l'isioHs of Artieles 1 through 64 of this Chapter shall, solely because an 

15 individual to be insured has or had a mental illness or chemical dependency: 
16 (1) Refuse to issue or deliver to that individual any policy that 
17 
18 
19 
20 
21 

(2) 

(3) 

affords benefits or coverages for any medical treatment or service 
for physical illness or injury; 
Have a higher premium rate or charge for physical illness or 
injury coverages or benefits for that individual; or 
Reduce physical illness or injury coverages or benefits for that 

22 individual. 
23 (bl) Coverage of Mental Illness. -- A policy that covers both physical illness or 
24 injurv and mental illness mav not impose a lesser lifetime or annual dollar limitation 
25 on the mental health benefits than on the phvsical illness or injurv benefits, subject to 
26 the following: 
27 ill 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
4_:; 
43 

ill 

House Bill 434 

A lifetime limit or annual limit may be made applicable to all 
benefits under the policy, without distinguishing the mental 
health benefits. 
If the policv contains lifetime limits onlv on selected phvsical 
illness and injury benefits, and these benefits do not represent 
substantially all of the physical illness and injury benefits under 
the policv, the insurer may impose a lifetime limit on the mental 
health benefits that is based on a weighted average of the 
respective lifetime limits on the selected phvsical illness and 
injurv benefits. The weighted average shall be calculated in 
accordance with rules adopted by the Commissioner. 
If the policv contains annual limits only on selected physical 
illness and injury benefits, · and these benefits do not represent 
substantiallv all of the phvsical illness and injurv benefits under 
the policv, the insurer mav impose an annual limit on the mental 
health benefits that is based on a weighted average of the 
respective annual limits on the selected phvsical illness and injurv 
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ill 

ill 

(fil 

ill 

benefits. The weighted average shall be calculated in accordance 
with rules adopted bv the Commissioner. 
Except as otherwise provided in this section, the policv mav 
distinguish between mental illness benefits and physical injury or 
illness benefits with respect to other terms of the policy, including 
coinsurance, limits on provider visits or days of coverage, and 
requirements relating to medical necessity. 
If the insurer offers two or more benefit package options under a 
policv, each package must comply with this subsection. 
This subsection does not apply to a policy if the insurer can 
demonstrate to the Commissioner that compliance will increase 
the cost of the policy bv one percent (1 % ) or more. 
This subsection expires October 1, 2001, but the expiration does 
not affect services rendered before that date. 

15 (c) Mental illness or chemical dependency coverage not required. -- Nothing in 
16 this section prevents any insurance compan;· from excluding from co,·ernge an;· 
17 ph;·sical illness or injury or mental illness or chemical dependency which has existed 
18 previous to co·;ientge of the individual b;· the insurance compan;· or from refusing to 
19 issue or deliver to that individual an;· polic;· because of the undenniting of any 
20 physical condition v.hether or not related to requires an insurer to offer coverage for 
21 mental illness or chemical dependency. 
22 (d) Applicabilitv. -- =Fh+s Subsection (bl) of this section applies onlv to group 
23 health insurance contracts covering more than 50 employees. The remainder of this 
24 section applies only to group health insurance contracts covering 20 or more 
25 employees. For purposes of this section, 'group health insurance contracts' include 
26 MEWAs, as defined in G.S. 58-49-30(a)." 
27 Section 22. G.S. 58-65-90 reads as rewritten: 
28 
29 
30 
31 
32 
33 

"§ 58-65-90. No discrimination against the mentally ill and chemically dependent. 
(a) Definitions. -- As used in this section, the term: 

(1) 'Mental illness' has the same meaning as defined in G.S. 122C-

(2) 
3(21 ); and 
'Chemical dependency' has the same meaning as defined in G.S. 
58-65-75 

34 with a diagnosis found in the Diagnostic and Statistical Manual of Mental Disorders 
35 DSM-3-R or the International Classification of Diseases ICD/9/CM, or a later edition 
36 of those manuals. 
37 (b) Coverage of Phvsical Illness. -- No hospital, medical, deHtal or health service 
38 corporation governed by this Chapter shall, solely because an individual to be insured 
39 has or had a mental illness or chemical dependency: 
40 (1) Refuse to issue or deliver to that individual any individual or 
41 group hospital, dental, medical or health sen·icc subscriber 
42 contract in this State that affords benefits or coverage for medical 
43 treatment or service for physical illness or injury; 

Page 28 House Bill 434 

• 

• 

• 



• 

• 

• 

GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1997 

1 (2) Have a higher premium rate or charge for physical illness or 
2 injury coverages or benefits for that individual; or 
3 (3) Reduce physical illness or injury coverages or benefits for that 
4 individual. 
5 (b 1) Coverage of Mental Illness. -- A subscriber contract that covers both physical 
6 illness or injurv and mental illness mav not impose a lesser lifetime or annual dollar 
7 limitation on the mental health benefits than on the phvsical illness or injury benefits, 
8 subject to the following: 
9 ill A lifetime limit or annual limit mav be made applicable to all 

10 benefits under the subscriber contract, without distinguishing the 
11 mental health benefits. 
12 ill If the subscriber contract contains lifetime ·Jimits onlv on selected 
13 physical illness or injury benefits, and these benefits do not 
14 represent substantiallv all of the ohvsical illness and injury 
15 benefits under the subscriber contract, the service corporation 
16 may impose a lifetime limit on the mental health benefits that is 
17 based on a weighted average of the respective lifetime limits on 
18 the selected physical illness and injurv benefits. The weighted 
19 average shall be calculated in accordance with rules adopted bv 
20 the Commissioner. 
21 ill If the subscriber contract contains annual limits onlv on selected 
22 phvsical illness and injury benefits, and these benefits do not 
23 represent substantiallv all of the physical illness and injury 
24 benefits under the subscriber contract, the service corporation 
25 mav impose an annual limit on the mental health benefits that is 
26 based on a weighted average of the respective annual limits on 
27 the selected physical illness and injurv benefits. The weighted 
28 average shall be calculated in accordance with rules adopted bv 
29 the Commissioner. 
30 ill Except as otherwise provided in this section, the subscriber 
31 contract mav distinguish between mental illness benefits and 
32 physical injurv or illness benefits with respect to other terms of 
33 the subscriber contract, including coinsurance, limits on provider 
34 visits or davs of coverage, and requirements relating to medical 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

ill 

ill 

ill 

House Bill 43..i 

necessitv. 
If the service corporation offers two or more benefit package 
options under a subscriber contract, each package must complv 
with this subsection. 
This subsection does not applv to a subscriber contract if the 
service corporation can demonstrate to the Commissioner that 
compliance will increase the cost of the subscriber contract bv 
one percent (1 % ) or more. 
This subsection expires October 1, 2001, but the expiration does 
ncr affect services rendered before that date. 
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1 (c) Mental Illness or Chemical Dependency Coverage Not Reguired. -- Nothing in 
2 this section prevents trny hospite.l or medice.l ple.n from e*cluding from covere.ge e.n;· 
3 ph;·sice.l illness or injury or mente.l illness or eherniee.l dependenc;- which he.s e*isted 
4 preYious to cm·ere.ge of the indi,·idual by the hospitul or mediee.l plan or from 
5 refusing to issue or delher to the.t indi¥idue.l e.ny policy because of the undervaiting 
6 of e.ny ph;·siee.l condition ·uhether or not related to requires a service corporation to 
7 offer coverage for mental illness or chemical dependency. 
8 (d) Applicability. --~ Subsection (bl) of this section applies only to subscriber 
9 contracts covering more than 50 employees. The remainder of this section applies 

10 only to group contracts covering 20 or more employees." 
11 Section 23. G .S. 58-67-75 reads as rewritten: 
12 
13 
14 
15 
16 
17 

"§ 58-67-75. No discrimination against the mentally ill and chemically dependent. 
(a) Definitions. -- As used in this section, the term: 

(1) 'Mental illness' has the same meaning as defined in G.S. 122C-

(2) 
3(21); and · 
'Chemical dependency' has the same meaning as defined in G.S. 
58-67-70 

18 with a diagnosis found in the Diagnostic and Statistical Manual of Mental Disorders 
19 DSM-3-R or the International Classification of Diseases ICD/9/CM, or a later edition 
20 of those manuals. 
21 (b) Coverage of Phvsical Illness. -- No health maintenance organization governed 
22 by this Chapter shall, solely because an individual has or had a mental illness or 
23 chemical dependency: 
24 
25 
26 
27 
28 

(1) Refuse to enroll that individual in any health care plan covering 

(2) 

(3) 

physical illness or injury; 
Have a higher premium rate or charge for physical illness or 
injury coverages or benefits for that individual; or 
Reduce physical illness or injury coverages or benefits for that 

29 individual. 
30 (b 1) Coverage of Mental Illness. -- A health care plan that covers both phvsical 
31 illness or injurv and mental illness mav not impose a lesser lifetime or annual dollar 
32 limitation on the mental health benefits than on the physical illness or injury benefits. 
33 subject to the following: 
34 ill A lifetime limit or annual limit mav be made applicable to all 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
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ill 

benefits under the plan. without distinguishing the mental health 
benefits. 
If the plan contains lifetime limits onlv on selected phvsical illness 
and injurv benefits. and these benefits do not represent 
substantiallv all of the physical illness and injurv benefits under 
the plan. the HMO may impose a lifetime limit on the mental 
health benefits that is based on a weighted average of the 
respective lifetime limits on the selected physical illness and 
injury benefits. The weighted average shall be calculated m 
accordance with rules adopted by the Commissioner. 
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1 ill If the plan contains annual limits only on selected physical illness 
2 and injury benefits, and these benefits do not represent 
3 substantially all of the physical illness and injury benefits under 
4 the plan, the HMO may impose an annual limit on the mental 
5 health benefits that is based on a weighted average of the 
6 respective annual limits on the selected physical illness and injury 
7 benefits. The weighted average shall be calculated in accordance 
8 with rules adopted by the Commissioner. 
9 ill Except as otherwise provided in this section, the plan mav 

10 distinguish between mental illness benefits and physical injurv or 
11 illness benefits with respect to other terms of the plan, including 
12 coinsurance, limits on provider visits or days of coverage, and 
13 reguirements relating to medical necessity. 
14 ill If the HMO offers two or more benefit package options under a 
15 plan, each package must complv with this subsection. 
16 (fil This subsection does not apply to a health benefit plan if the 

( 17 HMO can demonstrate to the Commissioner that compliance will 
18 increase the cost of the plan by one percent (1 %) or more. 
19 (1} This subsection expires October 1, 2001, but the expiration does 
20 not affect services rendered before that date. 
21 (c) Mental Illness or Chemical Dependencv Coverage Not Required. -- Nothing in 
22 this section preYents an;· health maintenance organization from excluding from 
23 coverage any· physical il!Ress or injur) or mental illness or chemical dcpeRdcncy 
24 v.-hich has existed preYious to coverage of the iHdh·idual b;· tl=tc health maitHCRaHce 
25 organization or from refusing to issue or deliver to that individual a.Ry policy· because 
26 of the uRderwritiHg of B:R)" ph;·sieal eoRditioR 't'ihether or not related to requires an 
27 HMO to offer coverage for mental illness or chemical dependency. 
28 (d) Applicability. -- ~ Subsection (bl) of this section applies onlv to group 
29 contracts covering more than 50 employees. The remainder of this section applies 
30 only to group contracts covering 20 or more employees." 
31 Section 24. Sections 1 through 18 of this act apply to all affected 
32 contracts that are delivered, issued for delivery, or renewed on and after July 1, 1997. 
33 Sections 19, 20, 21, 22, and 23 of this act apply to all affected contracts that arc 
34 delivered, issued for delivery, or renewed on and after January I. 1998. For the 
35 purposes of this act, renewal of a contract is presumed to occur on each anniversary 
36 of the date on which coverage was first effective on the person or persons covered by 
37 the contract. 
38 Section 25. This act is effective when it becomes law . 
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Short Title: Federal Health Insurance Changes/ AB. 

Sponsors: Representatives Dockham; and Brawley. 

Referred to: Insurance. 

March 10, 1997 

1 

(Public) 

1 A BILL TO BE ENTITLED 
2 AN ACT TO CONFORM NORTH CAROLINA HEAL TH INSURANCE LAWS 
3 TO RECENTLY ENACTED FEDERAL LAWS CONCERNING HEAL TH 
4 INSURANCE UNDERWRITING AND PORTABILITY, MATERNITY 
5 COVERAGE, AND COVERAGE FOR MENTAL ILLNESS. 
6 The General Assembly of North Carolina enacts: 
7 Section 1. Article 3 of Chapter 58 of the General Statutes is amended by 
8 adding a new section to read: 
9 "§ 58-3-176. Medical underwriting; portability: enrollment: termination of coverage. 

10 (a) Definitions. -- As used in this section: 
11 ill 'Creditable CO\ ~rage' means coverage under one or more of the 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

following plans, provided that the plan is not followed by a lapse 
of coverage longer than 63 davs. excluding waiting periods: 
a. A group health benefit plan. 
b. A certificate or policy of individual insurance. 
c. Pan A or B of Title XVIII of the Social Security Act. 
d. Title XIX of the Social Securitv Act. other than coverage 

e. 
L 

g,_ 

consisting solely of benefits under section 1928. 
Chapter 55 of Title 10 of the United States Code. 
A medical care program of the Indian Health Service or of a 
tribal organization. 
A health plan offered under Chapter 89 of Title 5 of the 
United States Code. 
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1 
2 
3 
4 

h. A public health plan, as defined by federal law or • 
regulation. 

5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 

ill 

ill 

L4l 

ill 

ill 

L. A health benefit plan under section 5(e) of the Peace Corps 
Act. 

'Eligible individual' means an individual who meets all of the 
following at the time of application for coverage: 
a. Has accumulated at least 18 months of prior creditable 

coverage, the most recent of which was under a health 
benefit plan provided by an employer, church, or 
government plan. 
Has no other health insurance coverage and is not eligible 
for Medicare coverage. 
Had elected and has since exhaus ed group health insurance 
continuation coverage under COBRA or Article 53 of this 
Chapter. 

'Enrollee' means an insured or a dependent of the insured under a 
group health benefit plan. 
'Group health benefit plan' means a plan of health care coverage 
provided bv an insurer to an employer group, including a small 
emplover group. 
'Health status' means the physical and mental medical condition of 
an individual and includes prior medical hi~torv, claims 
experience, receipt of health care services, evidence of insurabilitv 
(including conditions arising out of acts of domestic violence), 
disability, and genetic information. 
'Insurer' means an insurance company subject to this Chapter, a 
service corporation organized under Article 65 of this Chapter, a 
health maintenance organization organized under Article 67 of this 
Chapter, and a multiple emplover welfare arrangement subject to 
Article 49 of this Chapter. 
'Preexisting condition provision' means a policy prov1s1on 
excluding or limiting coverage for a condition for which medical 
advice diagnosis, care, or treatment was recommended or received 
within the six-month period immediately before enrollment. 

35 (fil 'Small employer' means a small employer as defined in G.S. 58-50-
36 110(22). 
37 (b) Exceptions. -- This section does not applv to the following tvpes of insurance 
3g benefits: 
39 
40 
41 
42 
43 
44 
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LU 

ill 

Accident only, disability income coverage, coverage issued as 
supplemental to liability insurance, automobile and homeowners' 
medical pavments coverages, and credit insurance. 
Dental, vision, long-term care, nursing home care, and Medicare 
supplemental insurance, if provided in a policy separate from the 
health benefit plan. 
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1 (c) Medical Underwriting Restricted. -- An insurer shall not refuse to enroll an 
2 individual or a dependent of the individual under a group health benefit plan 
3 because of the health status of the individual or dependent. 
4 (d) Guaranteed Renewability. -- An insurer shall not unilaterally discontinue nor 
5 refuse to renew any of the following, except as provided in subsection (e) of this 

section: 
A group health plan. 

6 
7 
8 
9 

ill 
ill The coverage of an individual or a dependent of the individual 

under a group health plan. 
10 ill The coverage of an individual under a policy or certificate of 
11 individual insurance. 
12 (e) Exceptions to Guaranteed Renewabilitv. -- An insurer mav unilaterallv 
13 discontinue or nonrenew a health benefit plan or individual health insurance 
14 coverage under any of the following conditions: 
15 ill The plan sponsor or individual insured has failed to timely pay 
16 premiums. 
17 ill The plan sponsor, a person insured under the plan, or an 
18 individual insured has committed a fraud or made a material 
19 misrepresentation with respect to coverage under the health benefit 
20 plan. 
21 ill The insurer is discontinuing coverage in the market in accordance 
22 with subsection {j) of this section . 
23 Bl With respect to group health benefit plans, the plan sponsor has 
24 not complied with the insurer's participation or contribution 
25 requirements. 
26 ill With respect to a health maintenance organization, the individual 
27 insured or the enrollees of the plan sponsor no longer live, reside, 
28 or work in the plan's service area. · 
29 (.fil With respect to employer or individual participants m an 
30 association plan, the participant is no longer a member of the 
31 association. 
32 (f} Premium Equity. -- An insurer shall not charge an enrollee in a group health 
33 benefit plan a higher premium than a similar enrollee in that plan solelv because of 
34 the enrollee's health status. 
35 (g) Riders: Preexisting Conditions Provisions. -- With respect to an individual or 
36 the individual's dependent under a group health benefit plan, an insurer shall not 
37 limit or exclude coverage, through a rider, endorsement, or any other means, for a 
38 specified disease or medical condition otherwise covered under that plan. An insurer 
39 may apply a preexisting condition provision· under a group health benefit plan or 
40 under individual health insurance coverage only in accordance with the following 
41 criteria: 
42 
43 
44 

ill 

House Bill 434 

The period during which coverage is limited or excluded may not 
exceed 12 months following the d:lte of enrollment of an enrollee 
nor 18 months following the date of enrollment of a late enrollee. 
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1 G} This period must be reduced by the waiting periods or portions • 
2 thereof satisfied under all prior creditable coverage. An insurer 
3 may determine creditable coverage based on benefit categories or 
4 without regard to benefits. in accordance with rules adopted by the 
5 Commissioner. · 
6 ill A preexisting condition provision may not be applied to any of the 
7 following: 
8 a. Pregnancy or a pregnancy-related condition. 
9 b. A newborn who is covered under creditable coverage no 

10 later than the thirtieth day following birth. 
11 c. A child adopted or placed for adoption before age 18 who is 
12 covered under creditable coverage no later than the thirtieth 
13 dav following adoption or placement for adoption. 
14 d. A potential but undiagnosed condition relating to genetic 
15 information about the insured. 
16 (h) Special Enrollment Under Group Health Benefit Plans. -- An emplovee or a 
17 dependent of the employee (if dependent coverage is offered) who failed to enroll 
18 during the open enrollment period in the group health benefit plan sponsored by the 
19 employer may enroll in that plan during a special enrollment period under the 
20 following conditions: 
21 ill The employee or dependent must have been covered under 
22 another health benefit plan at the time of open enrollment. • 
23 ill lf required by the insurer or plan sponsor at that time, the 
24 employee must have declined enrollment in writing because of the 
25 other coverage. 
26 ill lf the other coverage was continuation coverage under COBRA or 
27 Article 53 of this Chapter, it must be exhausted. 
28 ill lf the other coverage was not continuation coverage, the employee 
29 or dependent must have lost eligibility for the coverage or the 
30 employer stopped contributing premium. 
31 Unless extended by the insurer. the special enrollment period begins with the loss or 
32 exhaustion of coverage under subdivision (3) or ( 4) of this subsection and ends 30 
33 davs later. 
34 (i) Individual Insurance for Individuals With Prior Group Coverage. -- An insurer 
35 that provides individual health benefit plans in this State shall not deny an eligible 
36 individual coverage under an individual health benefit plan nor impose a preexisting 
37 condition limitation or exclusion under the plan. However, an insurer mav limit an 
38 eligible individual to two policy forms if those forms are designed for, made generally 
39 available to, and actively marketed to, and enroll eligible and other individuals and 
40 are representative of individual health insurance coverage offered by the insurer in 
41 this State. as determined in accordance with federal law and rules adopted bv the 
42 Commissioner. 
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1 An insurer may deny coverage to individuals under this subsection if the denial is 
2 applied uniformly. is not based on the health status of the individuals. and meets one 
3 of the following criteria: 
4 ill A health maintenance organization mav limit enrollment to 
5 individuals who live. work. or reside in the plan's service area and 
6 may deny coverage to individuals within the service area if it can 
7 reasonably anticipate and demonstrate to the Commissioner that (i) 
8 it will not have the capacitv within that area and among its 
9 contracted providers to deliver services adequately to these 

10 individuals because of its obligations to existing enrollees and (ii) 
11 its anticipated inabilitv to deliver these services is not a pretext for 
12 denying coverage based on the health status of the individuals. 
13 Denial of coverage under this subdivision precludes the health 
14 maintenance organization from offering anv coverage in the 
15 individual market within the affected service area for 180 davs. 
16 ill An insurer mav denv coverage in the individual market upon 
17 demonstrating to the satisfaction of the Commissioner that it lacks 
18 the financial capacity to insure additional persons, without regard 
19 to their health status. 
20 (j) Termination of Coverage. -- An insurer mav stop writing coverage in a group 
21 health benefit plan market or the individual market onlv in accordance with the 
22 following: 
23 ill If all coverage is to be discontinued in the market for small 
24 emplovers. as defined in G .S. 58-50-110(22). the market for other 
25 emplover groups, or both, or the market for individual insureds, 
26 the insurer must do the following: 
27 a. Notify all affected plan sponsors and plan participants or 
28 individual insureds 180 davs in advance. 
29 b. Discontinue renewal of policies in the market from which it 
30 is withdrawing. 
31 £:. Discontinue writing new policies in that market for five 
32 years. 
33 ill If coverage is to be discontinued only for a particular type of plan, 
34 the insurer must do the following: 
35 a. Notify all affected plan sponsors and plan participants or 
36 individual insureds 90 days in advance. 
37 b. Offer for purchase other coverage to affected plan sponsors 
38 or individual insureds. and if the plan sponsor is a small 
39 employer, the offer shall include all available plan 
40 coverages. 
41 ill Discontinuations and offers of alternative coverage shall not be 
42 based on the health status of those insured. 
43 This subsection does not prohibit an insurer from modifying the coverage available 
44 through a particular plan in accordance ,vith State law." 
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1 Section 2. G.S. 58-50-110 reads as rewritten: 
2 "§ 58-50-110. Definitions. 
3 As used in this Act: 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
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(1) 

(la) 

(lb) 

(2) 
(3) 

(4) 
(5) 

(Sa) 

(6), 
(8) 

(9) 

(10) 

'Accountable 
622(1). 

health carrier' means that as defined in G.S. 143-

'Actuarial certification' means a written statement by a member of 
the American Academy of Actuaries or other individual acceptable 
to the Commissioner that a small employer carrier is in compliance 
with the provisions of G .S. 58-50-130, and to the extent applicable. 
the provisions of G.S. 58-3-176. based upon the person's 
examination, including a review of the appropriate records and of 
the actuarial assumptions and methods used by the small employer 
carrier in establishing premium rates for applicable health benefit 
plans. 
'Adjusted community rating' means a method used to develop 
earner premiums which spreads financial risk across a large 
population and allows adjustments for the following demographic 
factors: age, gender, family composition, and geographic areas, as 
determined pursuant to G .S. 58-50-130(b ). 
Repealed by Session Laws 1993, c. 529, s. 3.3. 
'Basic health care plan' means a health care plan for small 
employers that is lower in cost than a standard health care plan 
and 1s required to be offered by all small employer carriers 
pursuant to G .S. 58-50-125 and approved by the Commissioner in 
accordance with G.S. 58-50-125. 
'Board' means the board of directors of the Pool. 
'Carrier' means any person that provides one or more health 
benefit plans in this State, including a licensed insurance company, 
a prepaid hospital or medical service plan, a health n:iaintenance 
organization (HMO), and a multiple employer welfare 
arrangement. 
'Case characteristics' means the demographic factors age, gender, 
family size, and geographic location. 
(7) Repeal~d_ by Session Laws 1993, c. 529, s. 3.3. 
'Committee' means the Small Employer Carrier Committee as 
created by G.S. 58-50-120. 
'Dependent' means the spouse or child of an eligible employee, 
subject to applicable terms of the health care plan covering the 
employee. 
'Eligible employee' means an employee who works for a small 
employer on a full-time basis, with a normal work week of 30 or 
more hours, including a sole proprietor, a partner or a partnership, 
or an independent contractor, if included as an employee under a 
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health care plan of a small employer; but does not include 
employees who work on a part-time, temporary, or substitute basis. 

(11) 'Health benefit plan' means any accident and health insurance 
policy or certificate; nonprofit hospital or medical service 
corporation contract; health, hospital, or medical service 
corporation plan contract; HMO subscriber contract; plan provided 
by a MEW A or plan provided by another benefit arrangement, to 
the extent permitted by ERISA, subject to G.S. 58-50-115. Health 
benefit plan does not meaH aeeideHt OHly, specified disease Ofll)', 
fixed iHdemaity, credit, or disability iHsuraHcc, co•,reragc of 
Medicare services pttrsuaat to eoHtraets v.-itk tkc Uaitcd States 
go·,·crnFHcflt, Medicare supplcFHcHt or loHg terffl care iHsuraHee; 
dcHtal oHly or Yisiofl OHly iHsttraHec; eo·,·cragc isstted as a 
supplcFHcflt to liability iasuraHec; iasttrnHec arisiag out of a 
workers' eoFHpcFl:satioH or siFHilar law; atttoFHobilc FHedieal 
pB)'FHent iHsttraHee; or iH:sttraH:ee ttHder which beHefits arc pa)·ablc 
with or v,rithout regard to fault aHd tl::tat is statutorily required to be 
eoHtained iH aay liability iHsuraaee polie)· or equi,.-aleH:t 
self iflsuraHee. include benefits described in G.S. 58-3-l 76(b). 

(12) 'Impaired insurer' has the same meaning as prescribed in G.S. 58-
62-20(6) or G.S. 58-62-16(8). 

(13) Repealed by Session Laws 1993, c. 529, s. 3.3. 
( 14) 'Late enrollee' means an eligible employee or dependent who 

requests enrollment in a health benefit plan of a small employer 
after the end of the initial enrollment period provided under the 
terms of the health benefit plan in effect at the time the employee 
first became eligible; provided that the initial enrollment period 
shall be a period of at least 30 consecutive calendar days. However, 
an eligible employee or dependent shall not be considered a late 
enrollee if: 
a. 

House Bill 434 

The individual was covered under a public or private health 
benefit plan that provided, at the time the individual was 
eligible to enroll, the same required level of benefits in the 
basic and standard health care plans adopted pursuant to 
G .S. 58-50-120 and either the individual: 
1. Lost coverage under another health plan as a result of 

termination of employment, termination of a spouse's 
health plan coverage, or the death of a spouse or 
divorce and requests enrollment in a basic or 
standard health care plan within 30 days after 
termination of coverage provided under another 
health plan; or 
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b. 

C. 

d. 

e. 

2. Stated, in writing, during the enrollment period that 
coverage under another employer health benefit plan 
was the reason for declining coverage; 

3, 4. Repealed by Session Laws 1993, c. 529, s. 3.3. 
The individual elects a different health plan offered through 
the Alliance during an open enrollment period; 
An eligible employee requests enrollment within 30 days of 
becoming an employee of a member small employer; 
A court has ordered coverage be provided for a spouse or 
minor child under a covered employee's health benefit plan 
and the request for enrollment for a spouse is made within 
30 days after issuance of the court order; order. A minor 
child shall be enrolled in accordance with the requirements 
of G.S. 58-51-120: or 
The individual or employee enrollee makes a request for 
enrollment of the spouse or child within 30 days ef after the 
individual individual's or employee's marriage or the etftft 
or adoption birth. adoption. or placement for adoption of a 
child. 

( 15) Repealed by Session Laws 1993, c. 529, s. 3.3. 
(16) · 'Pool' means the North Carolina Small Employer Health 

Reinsurance Pool created in G .S. 58-50-150. 
( 17) 'Preexisting-conditions provision' means a· policy pro•fision thtlt 

limits or excludes eo,•erage for charges or expenses incurred during 
a specified period follo•.viflg the iasured' s effective date of 
coverage, for a cofldition that, dttring a specified period 
immediately precediHg the effecti,•e date of coverage, ·lttra­
manifestcd itself in a manner that '*·ould cause an ordinar} pru~efit 
persofl to seek diagnosis, care, or treatment, or for which medical 
advice, diagnosis, care, or treatrnent '#flS reeornmeRded or received 
as to that eoHdition or as to pregnaRe;· existiRg OR the eff.__~ 
date of coverage. preexisting condition prO\ ision as defined in G .S. 
58-3-176. 

(18) 'Premium' includes insurance premiums or other fees charged for 
a health benefit plan, including the costs of benefits paid or 
reimbursements made to or on behalf of persons covered by the 
plan. 

( 19) 'Rating period' means the calendar period for which premium 
rates established by a small employer carrier are assumed to be in 
effect, as determined by the small employer carrier. 

(20) 'Risk-assuming carrier' means a small employer carrier electing to 
comply with the requirements set forth in G.S. 58-50-140. 

(21) 'Reinsuring carrier' means a small employer carrier electing to 
comply with the requirements set forth in G.S. 58-50-145. 
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1 (21a) 'Self-employed individual' means an individual or sole proprietor 
2 who derives a majority of his or her income from a trade or 
3 business carried on by the individual or sole proprietor which 
4 results in taxable income as indicated on IRS form 1040, 
5 Schedule C or F and which generated taxable income in one of 
6 the two previous years. 
7 (22) 'Small employer' means any individual actively engaged in 
8 business that, on at least fifty percent (50%) of its working days 
9 during the preceding calendar quarter, employed no more than 

10 49 eligible employees, the majority of whom are employed within 
11 this State, and is not formed primarily for purposes of buying 
12 health insurance and in which a bona fide employer-employee 
13 relationship exists. In determining the number of eligible 
14 employees, companies that are affiliated companies, or that are 
15 eligible to file a combined tax return for purposes of taxation by 
16 this State, shall be considered one employer. Subsequent to the 
1 7 issuance of a health benefit plan to a small employer and for the 
18 purpose of determining eligibility, the size of a small employer 
19 shall be determined annually. Except as otherwise specifically 
20 provided, the provisions of this Act that apply to a small 
21 employer shall continue to apply until the plan anniversary 
22 following the date the small employer no longer meets the 
23 requirements of this definition. For purposes of this Act, the term 
24 small employer includes self~employed individuals. 
25 (23) 'Small employer carrier' means any carrier that offers health 
26 benefit plans covering eligible employees of one or more small 
27 employers. 
28 (24) 'Standard health care plan' means a health care plan for small 
29 employers required to be offered by all small employer carriers 
30 under G.S. 58-50-125 and approved by the Commissioner in 
31 accordance with G.S. 58-50-125." 
32 Section 3. G.S. 58-50-125(c) reads as rewritten: 
33 "(c) '.fhe Except as provided under G.S. 58-3-176, the plans developed under this 
34 section are not required to provide coverage that meets the requirements of other - .. 
35 provisions of this Chapter that mandate either coverage or the offer of coverage by 
36 the type or level of health care services or health care provider." 
37 Section 4. G.S. 58-50-125(g) reads as rewritten: 
38 "(g) No HMO operating as either a risk-assuming carrier or a reinsuring carrier is 
39 required to offer coverage or accept applications under subsection ( d) of this section 
40 in the case of any of the following: 
41 (1) To a group that is not physically located in the HMO's approved 
42 
43 
44 

(2) 
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service areas; 
To an employee who does not reside within the HMO's approved 
service areas; 
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1 
2 
3 
4 
5 
6 

(3) Within an area, where the HMO can reasonably anticipate, and 
demonstrate, to the Commissioner's satisfaction, that it will not 
have the capacity within that area and its network of providers to 
deliver services adequately to the enrollees of those groups 
because of its obligations to existing group contract holders and 
enrollees. 

7 An HMO that does not offer coverage pursuant to subdivision (3) of this 
8 subsection may not offer coverage in the applicable area to new employer groups 
9 with more than 49 eligible employees until the later of 90 days after that closure or 

10 the date on which the carrier notifies the Commissioner that it has regained capacity 
11 to deliver services to small employers." 
12 Section 5. G.S. 58-50-130(a) reads as rewritten: 
13 "(a) Health benefit plans covering small employers are subject to the following 
14 provisions: 
15 
16 
17 
18 
19 
20 
21 

fB 

• 

22 
23 
24 

E,c;eept in the ease of a late enrollee, an)' preexist:ng conditions 
prm'ision: ma)· not limit or exclude coverage for a period beyon:d 
12 months follo·n·ing the iH:mred 's iHitial cffccti·f'e date of 
eo·f'ernge aHd must defiHe preexistin:g eon:dition:s as "those 
eoHditioHs for •.;·hich medical advice or treatment was reeeiYed or 
reeommen:ded or that could be medicall)' documented ·,•,ithin the 
12 month period imnlCdiately preceding the cffeetir;e date of the 
persofl 's eovernge". 
In determinif1g v,hether a preexistiflg conditions pro·iision applies • 
to an eligible employee or to a dependent, all health beHcfit plaHs 

25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
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shall credit the time the person v,as covered under a pre)'ious 
health ben:efit plan if the previous coverage vras eontiHuous to a 
dr,te not more thafl :.0 days before the effective date of the new 
eovernge, exclusive of an)' applicable ·1,aitin:g period uHder the 
plan. As used in this subdivisioH ·.vith respect to previous 
eoverngc, the mean:ing of "health beHefit plan" is not limited to 
the definitioH iH G.S. 58 50 115, but includes an)· health benefit 
plan prm'ided by a health iHsurer, as that term is defined in G.S. 
58 51 115(a), or Uft)' go·f'erHment plaH or program proYidiHg 
health be.Refits or health care. 

~ . . . 

=fi:e health benefit plafl is renev.-able v,ith respect to all eligible 
employees or deper1deHts at the option of the polie)·holder or 
eon.tract holder except. 
a-:- For HOHpaymefll of the required premiums by the 

policyholder or eon.tract holder; 
&.- For fraud or misrepreseatation of the polie)'holder or 

eon:trnet holder or, with respect to eo·t"crage of individual 
en:rollees, the Cftrollees, or their represcnte.tives; 

e-: For noncompliaHce with plafl prov_isions that have bcefl 
appro·:ed b} the Commissiofler; 
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(4a) 
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e,; V/hcn the 1mmber of enrollees co¥ered under the pla:H !s 
less HtaR the nttmber of iRsttreds or perceRtage· of enrollees 
required by participatioR reqttiremetlts uRder the plttfl; or 

~ Whert the policyholder or contract holder is RO lmtger 
actir,rcly eHgaged irt the busiRess in which it v.as eRgagcd on 
the effective date of the pie.ft. 

f: Whcrt the small employer carrier stops writiHg rte'•', business 
iR the small emplO)'Cf market, if: 
+:- It prn"lidcs Hotiec to the Departmertt 1:md either to the 

policyholder, eetltraet holder, or cmplo)·cr, of its 
dceisioR to stop writiHg Rev. busiHcss iR the smnH 
employer market; a.Rd 

~ It docs Hot ea.Heel health beRefit pla.Hs subject to this 
Act for 180 da)·s after the date of the aotiee required 
tinder 13aragraph 1; a.fld for that busirtcss of the csni:er 
that remains in force, the carrier shall continue to be 
gm,,erned by this Act with respect to business 
eoRdueted trndcr this Act. 

A small employer carrier that steps writing Hcv,· business in the 
small employer market iR this State ofter January 1, 1992. shalf be 
prohibited from writiRg ne·ll business in the small employer 
market ifl: this State for a. period of five years from tfle date of 
ftotice to the Commissioner. In the ease of an HMO doing 
business irt the small cmplo)·er market iR one scP,icc area of this 
State, the rules set forth in this subdi11ision shall apply to the 
HMO 's operations iH the scr..-iee area, ur. less the pro·vi:sions of 
G.S. 58 50 125(g) apply. 
Late eflrollees may be exclt1ded freR1 co1v·erage for the greater of 
18 moRths or ftfl 18 month preexistit1g eoA:ditioR exclusiort; 
ho•wever, if both a. period of exclusion from coverage e.nd Et 

preexistiflg eonditiofl exelusiofl e.re applicable to a. late Cftrol1ee,.· 
the combirted period shall not exceed 18 moRths. If a: per=ted of 
exclusion from eo•,ernge is applied, e. late eHrollee shall be 
eHrolled at the end of such period ifl the health beHefit pla:tli 
current!)· held b)· the small employer. · 
A carrier may continue to enforce reasonable employer 
participation and contribution requirements on small employers 
applying for coverage; however, participation and contribution: 
requirements may vary among small employers only by the size of 
the small employer group and shall not differ because of the 
health benefit plan involved. In applying minimum participation 
requirements to a small employer, a small employer carrier shall 
not consider employees or dependents who have quafiifying 
existing coverage m determining whether an applicabfe 
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(5) 

(6) 

00 

participation level is met. 'Qualifying existing coverage' means 
benefits or coverage provided under: (i) Medicare, Medicaid, and 
other government funded programs; or (ii) an employer-based 
health insurance or health benefit arrangement, including a self­
insured plan, that provides benefits similar to or in excess of 
benefits provided under the basic health care. plan. An 
accountable health carrier shall not enforce participation or 
contribution requirements on member small employers, as 
defined in G.S. 143-622(18), unless those requirements meet with 
the standards adopted by the State Health Plan Purchasing 
Alliance Board. 
Notwithstanding any other provision of this Chapter, no small 
employer carrier, insurer, subsidiary et= of an insurer, or 
controlled individual of an insurance holding company shall act 
as an administrator or claims paying agent, as opposed to an 
insurer, on behalf of small groups which, if they purchased 
insurance, would be subject to this section. No small employer 
carrier, insurer, subsidiary of an insurer, or controlled individual 
of an insurance holding company shall provide stop loss, 
catastrophic, or reinsurance coverage to small employers that 
does not comply with the underwriting, rating, and other 
applicable standards in this Act. 
If a small employer carrier offers coverage to a small employer, 
the small employer carrier shall offer coverage to all eligible 
employees of a small employer and their dependents. A small 
employer carrier shall not offer coverage to only certain 
individuals in a small employer group except in the case of late 
enrollees as provided in G.S. 58-50-130(a)(4). 
A small employer carrier shall flot modify trny health bet1efit pla rt 
'f',ith respect to a small employer, at1;· eligible emplo;·ee, or 
depet1del'H through riders, endorscmet'lts, or othenw·isc, iri order to 
restrict or exclude co·,erage for certaiR diseases o;- medical 
conditiot1s otherwise co·,·ered ey the health benefit pttrn-; 
lt1 the case of an eligible emplo;·ee or depeH;der'lt. of aft eligible 
efflplo;·ec who was ex,.:lttded from or denied eo·,erage e;· a small 
emplo;·er carrier on or before Attgttst 14, 1992, the small · 
employer carrier shall pro•f'ide ftfl opportunity for such eligible 
cffiplo;·cc or dcpendcHt to eHroH ia the health beHcfit plat1 
current!;· held e;· the small emplo;·er aot later thal't the t1cxt plat1 
aHt1h1ersary on or after August 14, 1992. 
The health benefit plan must meet the applicable reguirements of 
G.S. 58-3-176." 

Section 6. G.S. 58-50-130(d) reads as written: 
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1 "( d) In connection with the offering for sale of any health benefit plan to a sm~El• 
2 employer, each small employer carrier shall make a reasonable disclosure, as part of 
3 its solicitation and sales materials, of: materials. of the following and shall provide 
4 this information to the small employer upon request: 
5 (1) Repealed by Session Laws 1993, c. 529, s. 3.7. 
6 (2) Provisions concerning the small employer carrier's right w 
7 change premium rates and the factors other than claim3 
8 experience that affect changes in premium rates. 
9 (3) Provisions relating to renewability of policies and contracts. 

1 O ( 4) Provisions affecting any preexisting conditions provision. 
11 ill The benefits available and premiums charged under all health. 
12 benefit plans for which the small employer is eligible." 
13 Section 7. G.S. 58-51-15(a)(2)b reads as rewritten: 
14 "b. This policy contains a provision limiting coverage fmr 
15 preexisting conditions. Preexisting conditions must ue 
16 eo¥ered 110 later tha11 oHe year after the effeetiYe date of 
17 C0't'erage. are covered under this policv ............ (insert number. 
18 of months or days. not to exceed one year) after the 
19 effective date of coverage. Preexisting conditions are 
20 defiHed as mean 'those conditions for which medical fl:d•tiec 
21 advice. diagnosis. care. or treatment was received · or 
22 recommended or that could be medic:1lly documentea 
23 within the o: .c ;·ear six-month period immediately precedirog 
24 the effective date of the person's coverage.' Pre2xisting 
25 eoHditions exclusions ma;· Hot be implemented 13;· an;: 
26 successor plafl as to aH)' co,·ercd persoHs who have e.Ircody 
27 met all or part of t'.1c v,aitir.g period requirements under ilfi,l 
28 previous plor1. Credit mttst be ghet1 for that portion of the 
29 waitiflg period that was met uHder the pre·,·ious p!at1. ,\5 
30 ttsed iH this polie;·, the term "previous plaH" iHcludes fltll 

31 health benefit pla11 pro,·ided b;· a health i11surcr, as those 
32 terms are defir1ed i11 G.S. 58 51 115, or a11;· governme11t phtfl: 
33 or program . proYiding health bc11cfits or health care. ta 
34 determi11it1g whether a preexisting _ eon.ditio11 prn¥isioa_ 
35 applies to an. i11sured person., all health aenefit plans m1:1st 
36 credit the time the perso11 '<'iflS eo¥ered tmder a previous 
37 plan. if the pre•f'ious plan.'s eo•t<erage ·uas con.tin.uous to a 
38 date Hot more than. 60 da;·s befofe the effective date of tk.t: 
39 11ew eo•,erage, exclusive of an.y a:ppheable waitin.g period 
..;.o uflder the H:ev.: coYerage. Credit for having satisfied some or 
41 all of the preexisting condition · waiting periods under_ 
42 previous health benefits coverage shall be given m. 
43 accordance with G.S. 58-3-176." 
44 Section 8. G .S. 58-51-80(b) reads as rewritten: 
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1 "(b) No policy or contract of group accident, group health or group accident and 
2 health insurance shall be delivered or issued for delivery in this State unless the 
3 group of persons thereby insured conforms to the requirements of the following 
4 subdivisions: 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
r _) 

26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
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(1) 

(la) 

Under a policy issued to an employer, principal, or to the trustee 
of a fund established by an employer or two or more employers 
in the same industry or kind of business, or by a principal or two 
or more principals in the same industry or kind of business, 
which employer, principal, or trustee shall be deemed the 
policyholder, covering, except as hereinafter provided, only 
employees, or agents, of any class. or classes thereof determined 
by conditions pertaining to employment, or agency, for amounts 
of insurance based upon some plan which will preclude 
individual selection. The premium may be paid by the employer, 
by the employer and the employees jointly, or by the employee; 
and where the relationship of principal and agent exists, the 
premium may be paid by the principal, by the principal and 
ag~nts, jointly, or by the agents. If the premium is paid by the 
employer and the employees jointly, or by the principal and 
agents jointly, or by the employees, or by the agents, the group 
shall be structured on an actuarially sound basis. 
·Under a policy issued to an association or to a trust or to the 
trustee or trustees of a fund established, created, or maintained 
for the benefit of members of one or more associations. The 
association or associations shall have at the outset a minimum of 
500 persons and shall have been organized and maintained in 
good faith for purposes other than that of obtaining insurance; 
shall have been in active existence for at least five years; shall not 
condition membership in the association on anv health status­
related factor relating to an individual (including an emplovee of 
an emplover or a dependent of an employee): shall not make 
health insurance coverage through the association available other 
than in connection with a member of the association: and shall 
have a constitution - and - bylaws - that -provide that (i) the 
association or associations hold regular meetings not less than 
annually to further purposes of the members; (ii) except for credit 
unions, the association or associations collect dues or solicit 
contributions from members; and (iii) the members have voting 
privileges and representation on the governing board and 
committees. The policy is subject to the following requirements: 
a. The policy may insure members of the association or 

associations, employees of the association or associations, or 
employees of members, or one or more of the preceding or 
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all of any class or classes for the benefit of persons other 
than the employee's emploxer. 

b. The premium for the policy shall be paid from funds 
contributed by the association or associations, or by 
employer members, or by both, or from funds contributed 
by the covered persons or from both the covered persons 
and the association, associations, or employer members. 

e:- A polic;· on which no part of the premium is to be deri~ed 
from funds contributed b;· the co·,·ered persons specificall;· 
for their insurance ~ust insure all eligible persons, except 
those ·wrho reject the co·lerage, in writing. 

c. The policy shall make health insurance coverage offered 
through the association available to all members regardless 
of anv health status-related factor relating to such member 
(or individuals eligible for coverage through a member). 

For employer groups of 50 or more persons no e•,ridence of 
indi·,·idual insurnbilit;· ma;· be required at the time the person 
first becomes eligible for insurance or vv"ithin 31 da.;·s thereafter 
except for an;· insurance supplemental to the basic eo·,·ernge for 
·1v·hich evidence of individual iftsura.bilit;· may be required. With 
respect to trusteed groups the phrase "groups of 50" must be 
applied Oft a. pa.rticipa.tif1g trnit basis for the purpose of requiring 
individual evideHce of insurnbilit;-. 
Policies may coflta.in a. pro·,·isioft limiting coverage for preexisting 
conditions. Preexistiflg cot1ditions must be coYercd no later than 
12 moHths after the effective date of coverage. Preexisting 
cot1ditiot1s a.re defit1ed as "those eoflditions for which medical 
advice or treatment vv"as received or recommended or which 
could be medical!;· documeflted v,·ithin the 12 month period 
immediately precediflg the effective date of the person's 
coverage." Preexisting eoflditiofls exclusions may not be 
imI3leme1'lted b;· B:fl)' successor plafl as to a.fly covered persons 
who ha.·,·e a.lread;· met all or part of the waiting period 
requirements under any pre·v"ious plan. Credit ffl:ust be gi•,ren for - -· 
that portion of the waiting period which ·.va.s ffl:et under the 
previous plan. As used ifl this sttbdiYision, a. "previotts plan" 
iRcludes any health benefit plaft pro·,•ided by a healtk insurer, as 
those terms are defined in G.S. 58 51 115, or any go·rernment 
plan or program providing health benefits or health eare. For 
employer groups of 50 or more persons and for groups under 
sttbdivision (la) of this sttbsection and under G.S. 58 51 81. In 
determining wk ether a preexisting. condition pro·risioH applies to 
an eligible employee, association member, stttdent, or to a 
dependent, all health beneft plans shall credit the time the 
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person was eoYered under a pre·1ious plan if the previotts plan's 
eo·1eruge 'NUS eontinuous to u date not more than 60 days before 
the effeeth•e date of the new eo'f•erage, exclusi'f•e of ttn)' tt1.9plieublc 

4 v,•uitiHg period uHder the new coverage. 11 

5 Section 9. G.S. 58-51-80(h) reads as rewritten: 
6 "(h) Nothing contained in this section applies to any contract issued by any 
7 corporation defined in Article 65 of this Chapter. Subdivision (b)(3) of this seetion 
8 upplic:, to MEWAs, us defined in G.S. 58 49 30(a)." 
9 Section 10. G.S. 58-53-1 reads as rewritten: 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 

11 § 58-53-1. Definitions. 
As used in this Article, the following terms have the meanings specified: 

(1) 

(2) 

(3) 

(4) 

(5) 

(5a) 

(6) 

(7) 

'Group policy' means a group accident and health insurance 
policy issued by an insurance company and a group contract 
issued by a heultH service corporation or health maintenance 
organization or similar corporation or organization. 
'Individual policy' or 'converted policy' rrieans an individual 
health insurance policy issued by an insurance company or an 
individual hetttth serr,rices contract issued by a health service 
corporation or health maintenance organization or similar 
corporation or organization. 
'Insurance' and 'insured' refer to coverage under a group policy, 
individual policy or converted policy on a premium-paying basis, 
and do not include coverage provided by reason of a disability 
extension. 
"Insurer" means the entity issuing a group policy or an individual 
or converted policy. 
"Medicare" means Title XVIII of the United States Social 
Security Act as added by the Social Security Amendments of 
1965 or as later amended or superseded. 
'Member' or 'employee' includes an insured spouse or dependent 
of a member or of an employee. 
'Premium' includes any premium or other consideration payable 
for coverage under a group or individual policy. 
'Reasonable and customary' means the most frequently used level 
of charge made for the su.pplies or for ·a specific service. in. the · 
geographic subarea in which such supplies or services are 
received, of like kind or by physicians, or other practitioners, 
with similar qualifications." 

Section 11. G.S. 58-53-5 reads as rewritten: 
40 "§ 58-53-5. Continuation of group hospital, surgical, and major medical cover::-,ge after 
41 termination of employment or membership. 
42 A group policy delivered or issued for delivery in this State which that insures 
43 employees or members, other than the members 0::H:d their dq,endcftts, if they have 
44 elected to include them, whose eligibilit)' under tHc group policy· docs Hot exteftd to 
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1 aH:)' effiplo)·ee(s) th:e iH:sttred may h:a¥e members for hospital, surgical or major 
2 medical insurance on an expense incurred or service basis under Articles 1 th:rottgh 
3 ~ this Chapter, other than for specific diseases or for accidental injuries only, shall 
4 provide that employees or members whose iH:sttraH:ee for these t)·pes of coverage 
5 under the group policy would otherwise terminate because of termination of active 
6 employment or membership, or termination of membership in the eligible class or 
7 classes under the policy, shall be entitled to continue their hospital, surgical, and 
8 medical insurance under that group policy, for themselves and their eligible spouses 
9 and dependents with respect to whom they were insured on the date of termination~ 

10 subject to all of the group policy's terms and conditions applicable to those forms of 
11 iH:sttrnH:ec and to the conditions specified in this Part. Provided, the terms and 
12 conditions set forth in this Part are intended as minimum requirements and shall not 
13 be construed to impose additional or different requirements upon those group 
14 hospital, surgical, or major medical plans alread)' iH: force, or hereafter placed iH:to 
15 effect, that provide continuation benefits equal to or better than those required in this 
16 Part." 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 

Section 12. G.S. 58-53-35 reads as rewritten: 
"§ 58-53-35. Termination of continuation. 

(a) Continuation of insurance under the group policy for any person shaH 
terminate on the earliest of the following dates: 

(1) The date oHc )'Car 18 months after the date the employee's or 

(2) 

(3) 

(4) 

member's insurance under the policy would otherwise have · 
terminated because of termination of employment or members; 
The date ending the period for which the employee or member 
last makes his required contribution, if he discontinues his 
contributions; 
The date the employee or member becomes or is eligible to 
become covered for similar benefits under any arrangement of 
coverage for individuals in a g :oup, whether insured or 
uninsured; 
The date on which the group policy is terminated or, in the case 
of a multiple employer plan, the date his employer terminates 
participation under the group master policy. When this occurs 
the employee or member shall have the .privilege described in 
G .S. 58-53-45 if the date of termination precedes that on which 
his actual continuation of insurance under that policy would have 
terminated. The insurer that insured the group prior to before 
the date of termination shall make a converted policy available to 
the employee or member. 

35 
36 
37 
38 
39 
40 (b) Notwithstanding subdivision (a)(4) of this section, if the employer replaces the 
41 group policy with another group policy, the employee is entitled to continue under 
42 the successor group policy for any unexpired period of continuation to which the 
43 employee is entitled." 
44 Section 13. G.S. 58-53-50 reads as rewritten: 
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1 -"§ 58-53-50. Restrictions. 
2 A converted policy shall not be available to an employee or member if termination 
3 of his insurance under the group policy occurred because: 
4 (1) Of termination of employment or membership and either he was 
5 not entitled to continuation of group coverage under Part 1 of 
6 this Article or failed to elect such continuation; 
7 (2) He failed to make timely payment of any required contribution 
8 for the cost of continuation of insurance; 
9 (3) He had not been continuously covered under the group policy or 

10 for similar benefits under any other group policy that it replaced 
11 during the period of three consecutive months immediately prior 
12 to termination of active employment ending with , such 
13 termination; 
14 ( 4) The group policy terminated or an employer's participation 
15 terminated, and the insurance is replaced by similar coverage 
16 under another group policy within 31 days of date of termination;. 
17 or 
18 (5) He failed to continue his insurance for the entire maximum 
19 period of OHC )·car 18 months following termination of active 
20 employment as provided for in Part 1 of this Article, unless that 
21 failure to continue was because of change of insurer by the 
22 employer and the change of insurer was consummated during the 
23 one year continuation period. In that event the employee or 
24 member shall be entitled to be issued a converted policy by the 
25 insurer that provided the group policy to the employer before the 
26 change of insurer." 
27 Section 14. G.S. 58-53-55 reads as rewritten:' 
28 "§ 58-53-55. Time limit. 
29 In order to be eligible for conversion, written application and the first premium 
30 payment for the converted policy must be made to the insurer not later than 31 days 
31 after the date of termination of insurance provided under Part 1 of this Article. The 
32 effective date of the converted policy shall be the day following the later of: 
33 (1) The termination of insurance under the group policy when it is 
34 not- replaced by one-providing similar coverage within 31 days of 
35 the termination date of the immediately prior group plan; or 
36 (2) The termination of the OAC year period of continued coverage 
37 under the group policy or policies." 
38 Section 15. Article 55 of Chapter 58 of the General Statutes is amended 
39 by adding a new section to read: 
40 "§ 58-55-31. Additional reguirements. 
41 (a) No policv shall be used in this State unless it provides for an offer of 
42 nonforfeiture, which shall not be less than an offer of reduced paid-up insurance 
43 benefits, extended term insurance benefits, or a shortened benefit period. No policy 
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1 shall pay a cash surrender value unless the dividends or refunds are applied as a 
2 reduction of future premiums or an increase in future benefits. 
3 {b) The Commissioner shall adopt rules to provide for annual reports bv insurers 
4 of the number of claims denied, number of rescissions, and the percentage of sales 
5 involving the replacement of policies. 
6 (c) No policy shall be used in this State unless the insurer has developed a 
7 financial or personal asset suitability test to determine whether or not issuing long-
8 term care insurance to an applicant is appropriate. A personal long-term care 
9 worksheet and disclosure notice of issues an applicant should know before buying 

10 long-term care insurance shall be completed and provided before an application is 
11 taken. The insurer shall use the financial or suitability form and format standards as 
12 developed and adopted by the NAIC. Each applicant that does not meet the 
13 recommended financial or personal asset suitabilitv test criteria shall receive a letter 
14 of notification and shall be given an option to waive the results of the financial 
15 suitability test and proceed with the purchase of the policv. 
16 {d) The Commissioner shall -adopt standards to handle consumer complaints about 
17 noncompliance with State requirements. 
18 (e) Everv policy shall include an offer of an alternative plan of care benefit. The 
19 alternative plan of care benefit shall not duplicate benefits provided elsewhere in the 
20 policv nor shall it substitute home health care services as defined in G.S. 131E-136(3). 
21 An alternate plan of care benefit shall allow the insured to stay home whenever 
22 medicallv acceptable. The alternate plan of care benefit mav specify service. special 
23 treatments. and specific levels of care. The insurer shall disclose the full cost of the 
24 alternative care benefit and the method and amount of reimbursement. Alternative 
25 care benefits mav include. but are not limited to, services such as the purchase of 
26 durable medical equipment, wheelchair ramps, grab bars. emergency response 
27 svstems. and the pavment of Meals-On-Wheels or other similar food deliverv 
28 programs in the insured 's area. All long-term care insurers shall offer to add the 
29 alternative plan of care benefit to anv long-term care policy issued or issued for 
30 delivery in this State without additional proof of medical insurability. All benefits 
31 are subject to the following conditions: 
32 ill The tre~tment plan shall be agreed to by the insured. the treating 
33 physician, and the insurer. 
34 ill The treatment plan shall be developed and coordinated with the 
35 treating physician. 
36 (f) No policv used in this State shall use the terms set forth below, unless the 
37 terms are defined in the policv and the definitions satisfy the following requirements: 
38 ill 'Activities of dailv living' means at least bathing. continence. 
39 dressing, eating, toileting, and transferring. 
40 ill 'Acute condition' means that the individual is medicallv unstable 
41 requiring frequent monitoring by a physician or registered nurse. 
42 Q.l 'Batting' means washing oneself by sponge bath, or in a tub or 
43 shower, including the task of getting into and out of the tub or 
44 shower. 
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ill 'Cognitive impairment' means a deficiency in a person's short or 
long-term memory, orientation as to person, place, and time. 
deductive or abstract reasoning, or judgment as it relates to safety 
awareness. 

ill 'Continence' means the ability to maintain control of bowel and 
bladder function: or, when unable to maintain control of bowel or 
bladder function, the ability to perform associated personal 
hvgiene (including caring for catheter or colostomy bag). 

(.fil 'Dressing' means putting on and taking of all items of clothing 
and any necessary braces, fasteners, or artificial limbs. 

CZl 'Eating' means feeding oneself by getting food into the body from 
a receptacle ( such as a plate, cup, or table) or by a feeding tube 
or intravenously . 

.(fil 'Hands-on assistance' means physical assistance (minimal, 
moderate, or maximal) without which the individual would not 
be able to perform the activity of dailv living. 

(.2.l 'Mental or nervous disorder' shall not be defined to include more 
than neurosis, psychoneurosis, psvchopathy, psychosis, or mental 
or emotional disease or disorder. 

{lQ} 'Personal care' means the provision of hands-on services to assist 
an individual with activities of dailv living. 

(ll)_ 'Toileting' means getting to and from the toilet. getting on and off 
the toilet, and performing associated personal hygiene. 

(12) 'Transferring' means moving into or out of a bed. chair, or 
wheelchair. 

(.Ll} 'Skilled nursing care', 'intermediate care', 'personal care', 'home 
care,' and other services shall be defined in relation to the level 
of skill required, and the nature of the care, the definition of 
which may require that the provider be appropriately licensed or 
certified." 

Section 16. G.S. 58-65-25 reads as rewritten: 
32 "§ 58-65-25. Hospital, physician and dentist contracts. 
33 W Any corporation organized under the pfOvisior=ts of this Article and Article 66 
~4 of this Chapter may enter into contracts. for the render_ing of hospital service to any of 
35 its subscribers by hospitals approved by the American Medical Association and/or the 
36 North Carolina Hospital Association, and may enter into contracts for the furnishing 
37 of, or the payment in whole or in part for, medical and/or dental services rendered to 
38 any of its subscribers by duly licensed physicians and/or dentists. All obligations 
39 arising under contracts issued by such corporations to its subscribers shall be satisfied 
40 by payments made directly to the hospitals or hospitals and/or physicians and/or 
41 dentists rendering such service, or direct to the subscriber or his, her, or their legal 
42 representatives upon the receipt by the corporation from the subscriber of a statement 
43 marked paid by the hospital(s) and/or physician(s) and/or dentist(s) or both rendering 
44 such service, and all such payments heretofore made are hereby ratified. Nothing 
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1 heFCin in this section shall be construed to discriminate against hospitals conducted 
2 by other schools of medical practice. 
3 (hl Ort artd after Janttar)' 1, 1956, all All certificates, plans or contracts issued to 
4 subscribers or other persons by hospital and medical and/or dental service 
5 corporations operating under this Article artd Article 66 of this Chapter shall contain 
6 in substance a provision as follows: 'After two years from the date of issue of this 
7 certificate, contract or plan no misstatements, except fraudulent misstatements made 
8 by the applicant in the application for such certificate, contract or plan, shall be used 
9 to void said certificate, contract or plan, or to deny a claim for loss incurred or 

10 disability (as therein defined) commencing after the expiration of such two-year 
11 period. No claim for loss inettrrcd or disabilit)' (as defined in the eertifieate, eo1Hract 
12 or plttn) eommeneiHg after two years from the dttte of isstte of this eertificete, emHrect 
13 or plaH shull be redttced or deHied OH the grnttHd that a disease or ph)·sicol e0Hditio11 
14 not exelttded from co 1,·erage b)· name or speeifieall)1 deseribed, effeetive on the date 
15 of loss, had existed prior to the effeetiYe date of eo¥erage of this certificate, contract 
16 or plan.'" 
17 Section 17. G.S. 58-65-60(e) reads as rewritten: 
18 "( e) A hospital service corporation may issue a master group contract with the 
19 approval of the Commissioner of IHsttrnHce provided such if the contract and the 
20 individual certificates issued to members of the grottp, shall compl)· group complies 
21 in substance to the other provisions of this Article and Article 66 of this Chapter. 
22 AH). sttch The contract may provide for the adjustment of the rate of the premium or 
23 benefits conferred as provided in 5fttd the contract, and in accordance with an 
24 adjustment schedule filed with and approved by the Comfflissioner of lflsttrnflee. 
25 Commissioner. If sttch master grottp the contract is issued, altered or modified, the 
26 subscribers' contracts issued in pursuaH:ce thereof under that contract are altered or 
27 modified· accordingly, all laws and clauses in subscribers' contracts to the contrary 
28 notwithstanding. Nothing in this Article and Article 66 of this ChJpter shall be 
29 construed to prohibit or prevent the same. Forms of such contract shall at all times be 
30 furnished upon request of subscribers thereto. 
31 fB For employer grottps of 50 or fflore persoHs no e·t'idence of 
32 indiYidttal insurability ma)· be required at t.he time the person 
33 first becomes eligible for coYerttge or withirt 31 days thereafter 
34 e:tcept for arty iHsurance supplemental to the basie C01t'erage for 
35 which e1.-idenee of irtdi..-idtte.l insure.bility me.)· be rcqttired. \Vith 
36 respect to trusteed grottps the phrase "grottps of 50" must be 
37 applied OH a participating ttnit basis for the pttrpose of requiring 
38 indi¥idtt:al evidence of instt:re.bilit)·. 
39 ~ EmplO)'Cr master grottp eontracts m~y contain a provisiofl 
40 limiting co•,rcrege for prcex1st1ng conditions. Preexisting 
41 eoHditimts must be eovered no later than 12 months after the 
42 effective date of eor.rere.ge. Preexisting conditioHs arc defined as 
43 "those eoHditions for ·uhich medical e.d'f·ice or treatment v.-as 
44 received or recommended or 1Nhich could be medically 
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1 docufflCflted withifl the 12 fflOflth r,eriod ifflfflediatel;· preceding • 
2 the effeeti·,e da:te of the persofl: 's co•f'crage." Preexistit1g 
3 eot1ditions exclusions fflay flOt be ifflpkmefl:ted by afl;' successor 
4 plafl as to fl:fl)' co"f'cred persons who ha'f'e already· met all or part 
5 of the ,,.·a:itiHg period requirefflCflts ut1der aHy previous plan. 
6 Creclit fflUSt be gi•,eft for that portiofl of the '*'Biting period '+"ihich 
7 w&s fflet ut1dcr the previous plaH. As used iH this subdivisiofl, a 
8 "pre·,•ious plttH" it1cludes a:t1y health benefit tJlafl tJro·t1ided b;· a 
9 health iflsurer, as those terffls &re defiRed iH G.S. 58 51 115, or 

1 O ttn;· go·,erHmcHt plan or prograffl pro¥idiHg hettlth bet1efits or 
11 hefl.lth cfl.re, except that nothit1g in this section slrnH apf)l;• te a 
12 gufl.ranteed issue product designed for ut1insurnblcs. For employer 
13 groups . of . 50 or mere persons: In detcrminiRg whether a 
14 precxistiRg eoHdition provisioH apr,lies te an eligible cmplo;·ee or 
15 to a dependeRt, ttll hefl.lth bet1efit pl6flS shfl.ll credit the time the 
16 persoA 'Nas co·,ered ut1der a pre·,·ious plttn if the previous pla:R 's 
17 coverage was coAtiHuous to a date net more thafl 60 days before 
18 the effective dfl.te of the Hew coverage, exelusi·,·e of tlfl)' ar,plicable 
19 waiting period uHder the Hew eo.,·erage. 
20 f31 ~ Employees shall be added to the master group coverage no later than 90 
21 days after their first day of employment. Employment shall be considered continuous 
22 and not be considered broken except for unexcused absences from work for reasons 
23 other than illness or injury. The term 'employee' is defined as a nonseasonal person • 
24 who works on a full-time basis, with a normal work week of 30 or more hours and 
25 who is otherwise eligible for coverage, but does not include a person who works on a 

26 part-time, temporary, or substitute basis. 
27 f-4,) ~ Whenever an employer master group contract replaces another group 
28 contract, whether this contract was issued by a corporation under Articles 1 through 
29 67 of this Chapter, the liability of the succeeding corporation for insuring persons 
30 covered under the previous group contract is (i) each person is eligible for coverage 
31 in accordance with the succeeding corporation's plan of benefits with respect to 
32 classes eligible and activity at work and nonconfinement rules must be covered by the 
33 succeeding corporation's plan of benefits; and (ii) each person not covered under the 
34 succeeding corporation's plan of benefits in accordance wit.h (i) above must 
35 nevertheless be covered by the succeeding corporation if that person was validly 
36 covered, including benefit extension, under the prior plan on the date of 
37 discontinuance and if the person is a member of the class of persons eligible for 
38 coverage under the succeeding corporation's plan." 
39 Section 18. G.S. 58-67-85 reads as rewritten: 
40 "§ 58-67-85. Master group contracts, filing requirement; required and prohibited 
41 provisions. 
42 (a) A health maintenance organization may issue a master group contract with the 
43 approval of the Commissioner of Insurance provided the contract and the individual 
44 certificates issued to members of the group, shall comply in substance to the other • 

Page 21 House Bill 434 



• 

• 

• 

GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1997 

1 provisions of this Article. Any such contract may provide for the adjustment of the 
2 rate of the premium or benefits conferred as provided in· the contract, and in 
3 accordance with an adjustment schedule filed with and approved by the 
4 Commissioner of Insurance. If the master group contract is issued, altered or 
5 modified, the enrollees' contracts issued in pursuance thereof are altered, or modified 
6 accordingly, all laws and clauses in the enrollees' contracts to the contrary 
7 notwithstanding. Nothing in this Article shall be construed to prohibit or prevent the 
8 same. Forms of such contract shall at all times be furnished upon request of enrollees 
9 thereto. 

10 (b) For employer groups of 50 or more persoHs HO eYideHee of iHdividual 
11 iHsurabilit)' may be required at the time the persoH first beeofflcs eligible for 
12 iHsuraHce or v,ithiH 31 da)'S thereafter except for aH)' iHsuraHcc supplcmcHtal to the 
13 basic co¥eragc for which eYidcncc of iHdiYidual iHsurabilit;· FHay be required. With 
14 respect to trusteed groups the phrase "groups of 50" FHust be applied on a 
15 participatiHg ttHit basis for the purpose of rcqttiriHg iHdividual cvideHce of 
16 insurabilit)·. 
17 (c) Employer FHaster group contracts ma)· coHtain a provision liFHitiHg coYeragc 
18 for preexisting coHditions. Preexisting eoHditioHs must be CO'f1cred no later thafl 1-2-
19 ffl{)flths after the effectiYe date of coverage. Preexisting eoHditioHs arc dcfiHed as 
20 "those conditions for which medical advice or treatmcflt v,aJ receiYed or 
21 rec om meHded or 1Nllieh could be FHedically doeumeHted v,itkiH the 12 moHth period 
22 iFHrnediatel:v· preceding the effective date of the person's covernge." Preexisting 
23 coHditions exclusions FHa)' not be implemented by any successor plan as to any 
24 covered persons who have already met all or part of the waiting period requireFHcnts 
25 under an)· previous plafl. Credit must be givcH for that portioH of the v,aitir:g period 
26 -;vhieh ·was met under the prcviotts _plan. As used in this subsection, a "preYious plan" 
27 iHeludes any health benefit plan provided b;· a health inst:rer, as those terms are 
28 defined in G.S. 58 51 115, or any government plaH or program proYiding health 
29 benefits or health care. In determining whether a preexisting condition provision 
30 applies to an eligible employee or to a depcndcrH, all health benefit plans shall credit 
31 the time the person was covered ttnder a 13revious plan if the pre1t·ious plan's 
32 co'f·erage ·n·as continuotts to a date aot more than 60 da;·s before the effective da~-e--o-f 
33 the nc·N cm·erage, exelusi·,·e of any applic.1blc waiting period under the Hcv, co·,crage. 
34 (d) Employees shall be added to the master group coverage no later than 90 days 
35 after their first day of employment. Employment shall be considered continuous and 
36 not be considered broken except for unexcused absences from work for reasons other 
37 than illness or injury. The term 'employee' is defined as a nonseasonal person who 
38 works on a full-time basis, with a normal work week of 30 or more hours and who is 
39 otherwise eligible for coverage, but does not include a person who works on a part-
40 time, temporary, or substitute basis. 
41 (e) Whenever an employer master group contract replaces another group contract, 
42 whether the contract was issued by a corporation under Articles 1 through 67 of this 
43 Chapter, the liability of the succeeding corporation for insuring persons covered 
44 under the previous group contract is: 
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1 (1) Each person who is eligible for coverage in accordance with the • 
2 succeeding corporation's plan of benefits with respect to classes 
3 eligible and activity at work and nonconfinement rules must be 
4 covered by the succeeding corporation's plan of benefits; and 
5 (2) Each person not covered under the succeeding corporation's plan 
6 of benefits in accordance with (e)(l) must nevertheless be 
7 covered by the succeeding corporation if that person was validly 
8 covered, including benefit extension, under the prior plan on the 
9 date of discontinuance and if the person is a member of the class 

10 of persons eligible for coverage under the succeeding 
11 corporation's plan." 
12 Section 19. Article 3 of Chapter 58 of the General Stat Lttes is amended 
13 by adding a new section to read: 
14 "§ 58-3-169. Required coverage for minimum hospital stav following birth. 
15 (a) Definitions. -- As used in this section: 
16 ill · Attending providers' includes: 
17 a. The obstetrician-gynecologists, pediatricians, family 
18 physicians, and other physicians primarily responsible for 
19 the care of a mother and newborn: and 
20 b. The nurse midwives and nurse practitioners primarilv 
21 responsible for the care of a mother and her newborn child 
22 in accordance with State licensure and certification laws. • 
23 ill 'Health benefit plan' means an accident and health insurance 
24 policy or certificate: a nonprofit hospital or medical service 
25 corporation contract: a health maintenance organization 
26 subscriber contract: a plan provided by a multiple employer 
27 welfare arrangement: or a plan provided by another benefit 
28 arrangement, to the extent permitted by the Emplovee Retirement 
29 Income Security Act of 1974. as amended, or bv any waiver of or 
30 other exception to that Act provided under federal law or 
31 regulation. 'Health benefit plan' does not mean anv of the 
32 following kinds of insurance: 
33 a. Accident, 
34 b. Credit, -
35 c. Disabilitv income, 
36 d. Long-term or nursing home care, 
37 e. Medicare supplement. 
38 f.. Specified disease, 
39 ~ Dental or vision, 
40 h. Coverage issued as a supplement to liabilitv insurance, 
41 !.:. Workers' compensation. 
42 l,. Medical pavments under automobile or homeowners, and 

• 
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k. Insurance under which benefits are payable with or without 
regard to fault and that is statutorily required to be 
contained in any liability policy or equivalent self-insurance. 

'Insurer' means an insurance company subject to this Chapter, a 
service corporation organized under Article 65 of this Chapter, a 
health maintenance organization organized under Article 67 of 

7 this Chapter, and a multiple employer welfare arrangement 
8 subject to Article 49 of this Chapter. 
9 (b) In General. -- Except as provided in subsection (c), an insurer that provides a 

10 health benefit plan that contains maternity benefits, including benefits for childbirth, 
11 shall ensure that coverage is provided with respect to a mother who is a participant, 
12 beneficiarv, or policyholder under the plan and her newborn child for a minimum of 
13 48 hours of inpatient length of stay following a normal vaginal deliverv, and a 
14 minimum of 96 hours of inpatient length of stav following a cesarean section, without 
15 requiring the attending provider to obtain authorization from the insurer or its 
16 
17 
18 
19 
20 
21 

representative. 
(c) Exception. -- Notwithstanding subsection {b) of this section, an insurer is not 

required to provide coverage for postdelivery inpatient length of stay for a mother 
who is a participant, beneficiarv, or policyholder under the insurer's health benefit 
plan and her newborn child for the period referred to in subsection (b) of this section 
if: 

22 ill A decision to discharge the mother and her newborn child before 
23 the expiration of the period is made by the attending provider in 
24 consultation with the mother: and 
25 ill The health benefit plan provides coverage for postdeliverv follow-
26 up care as described in subsections(d) and (e) of this section. 
27 {d) Postdeliverv Follow-Up Care. -- In the case of a decision to discharge a 
28 mother and her newborn child from the inpatient setting before the expiration of 48 
29 hours following a normal vaginal deliverv or 96 hours following a cesarean section, 
30 the health benefit plan shall provide coverage for tir.1ely postdeliverv care. This 
31 health· care shall be provided to a mother and her newborn child by a registered 
32 nurse, phvsician, nurse practitioner, nurse midwife, or phvsician assistant experienced 
33 in maternal and child health in: 
34 ill The home, a provider's office, a hospital, a birthing center, an 
35 intermediate care facilitv, a federally qualified health center, a 
36 federally qualified rural health clinic, or a State health 
37 department maternity clinic: or 
38 ill Another setting determined appropriate under federal regulations 
39 promulgated under Title VI of Public Law 104-204. 
40 The attending provider in consultation with the mother shall decide the most 
41 appropriate location for follow-up care. 
42 (e) Timely Care. -- As used in subsection (d) of this section, 'timelv postdeliverv 
43 care' means health care that is provided: 
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ill Following the discharge of a mother and her newborn child from 
the inpatient setting: and 

ill In a manner that meets the health care needs of the mother and 
her newborn child. that provides for the appropriate monitoring 
of the conditions of the mother and child. and that occurs not 
later than the 72-hour period immediate!\' following discharge. 

(f) Prohibitions. -- An insurer shall. not: 

ill 

ill-

ill 

ill 

Deny enrollment. renewal. or continued coverage with respect to 
its health benefit plan to a mother and her newborn child who 
are participants. beneficiaries. or policyholders, based on 
compliance with this section: 
Provide monetarv payments or rebates to mothers to encourage 
the mothers to request less than the minimum coverage required 
under this section: 
Penalize or otherwise reduce or limit the reimbursement of an 
attending provider because the provider provided treatment to an 
individual policvholder. participant. or beneficiary in accordance 
with this section: or 
Provide monetarv or other incentives to an attending provider to 
induce the provider to provide treatment to an individual 
policyholder. participant. or beneficiarv in a manner inconsistent 

22 with this section. 
23 (g) Effect on Mother. -- Nothing in this section requires that a mother who 1s a 
24 participant. beneficiary, or policyholder covered under this section: 

ill Give birth in a hospital; or 25 
26 ill Stay in the hospital for a fixed period of time following the birth 
27 of her child. 
28 (h) Level and Tvpe of Reimbursements. -- Nothing in this section prevents an 
29 insurer from negotiating the level and type of reimbursement with an attending 
30 provider for care provided in accordance with this section." 
31 Section 20. G .S. 58-3-170 reads as rewritten: 
32 "§ 58-3-170. Requirements for maternity coverage. 
33 (a) Every entity providing a health benefit plan that provides maternity coverage 
34 in this State shall provide benefits for the. necessary care and treatment related to 
35 maternity that are no less favorable than benefits for physical illness generally. 
36 (a 1) A healt~ bet1efit plafl that provides ma:ternit)· eo"icra:ge shall provide eo1f'erage 
37 for it1puriet1t care for a moth:er at1d her 11e·.vly born child for a mi11imttm of fort)· eight 
38 (48) hours after vagit1B:l deliYery a11d a mi11imttm of ni11et)' six (96) h:ours after 
39 delivery b)' eaeSB:FCB:fl SCC{iOfl. 
40 (b) As used in this section. 'health benefit plans' means accident and health 
41 insurance policies or certificates; nonprofit hospital or medical service corporation 
42 contracts; health, hospital. or medical service corporation plan contracts; health 
43 maintenance organization (HMO) subscriber contracts; and plans provided by a 
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1 MEWA or plans provided by other benefit arrangements, to the extent permitted by 
2 ERISA." 
3 
4 
5 
6 
7 
8 
9 

Section 21. G.S. 58-51-55 reads as rewritten: 
"§ 58-51-55. No discrimination against the mentally ill and chemically dependent. 

(a) Definitions. -- As used in this section', the term: 
(1) 'Mental illness' has the same meaning as defined in G.S. 122C-

(2) 
3(21); and 
'Chemical dependency' has the same meaning as defined in G .S. 
58-51-50 

10 with a diagnosis found in the Diagnostic and Statistical Manual of Mental Disorders 
11 DSM-3-R or the International Classification of Diseases ICD/9/CM, or a later edition 
12 of those manuals. 
13 
14 

(b) Coverage of Physical Illness. -- No insurance company licensed in this State 
under the pro•visions of Articles 1 through 64 of this Chapter shall, solely because an 

15 individual to be insured has or had a mental illness or chemical dependency: 
16 (1) Refuse to issue or deliver to that individual. any policy that 
17 affords benefits or coverages for any medical treatment or service 
18 for physical illness or injury; 
19 (2) Have a higher premium rate or charge for physical illness or 
20 injury coverages or benefits for that individual; or 
21 (3) Reduce physical illness or injury coverages or benefits for that 
22 individual. 
23 (b 1) Coverage of Mental Illness. -- A policy that covers both physical illness or 
24 injurv and mental illness mav not impose a .lesser lifetime or annual dollar limitation 
25 on the mental health benefits than on the phvsical illness or injurv benefits, subject to 
26 the following: 
27 ill 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 

ill 
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A lifetime limit or annual limit may be made applicable to all 
benefits under the policy, without distinguishing the mental 
health benefits. 
If the policv contains lifetime limits onlv on selected phvsical 
illness and injury benefits, and these benefits do not represent 
substantially all of the physical illness and injury benefits under 
the policv. the insurer may impose a lifetime limit on the mental 
health benefits that is based on a weighted average of the· 
respective lifetime limits on the selected physical illness and 
injury benefits. The weighted average shall be calculated in 
accordance with rules adopted by the Commissioner. 
If the policy contains annual limits only on selected physical 
illness and injury benefits, and these benefits do not represent 
substantially aJI of the physical illness and injury benefits under 
the policy, the insurer mav impose an annual limit on the mental 
health benefits that is based on a weighted average of the 
respective annual limits on the selected phvsical illness and injurv 
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ill 

ill 

(fil 

ill 

benefits. The weighted average shall be calculated in accordance 
with rules adopted bv the Commissioner. 
Except as otherwise provided in this section. the policv mav 
distinguish between mental illness benefits and physical injury or 
illness benefits with respect to other terms of the policy. including 
coinsurance, limits on provider visits or days of coverage, and 
requirements relating to medical necessity. 
If the insurer offers two or more benefit package options under a 
policv, each package must comply with this subsection. 
This subsection does not apply to a policy if the insurer can 
demonstrate to the Commissioner that compliance will increase 
the cost of the policy bv one percent ( 1 % ) or more. 
This subsection expires October 1, 2001, but the expiration does 
not affect services rendered before that date. 

15 (c) Mental illness or chemical dependency coverage not required. -- Nothing in 
16 this section pre•rents any insurance company from excluding from coverage any 
17 ph;·sico.l illness or injury or mental illness or chemical dependenc;· which has existed 
18 previous to cm·erage of the iadi1t·idual b;· the insttrance comptrny or from refusing to 
19 issue or deliver to that indi1t·idu0:l any policy becattse of the ttnderwriting of any 
20 ph.ysico.l condition v,hether or not related to requires an insurer to offer coverage for 
21 mental illness or chemical dependency. 
22 (d} Applicabilitv. -- ~ Subsection (bl) of this section applies onlv to group 
23 health insurance contracts covering more than 50 employees. The remainder of this 
24 section applies only to group health insurance contracts covering 20 or more 
25 employees. For purposes of this section, 'group health insurance contracts' include 
26 MEWAs, as defined in G.S. 58-49-30(a)." 
27 Section 22. G.S. 58-65-90 reads as rewritten: 
28 "§ 58-65-90. No discrimination against the mentally ill and chemically dependent. 
29 (a) Definitions. -- As used in this section, the term: 
30 (1) 'Mental illness' has the same meaning as defined in G.S. 122C-
31 3(21); and 
32 (2) 'Chemical dependency' has the same meaning as defined in G.S. 
33 58-65-75 
34 with a diagnosis found in the Diagnostic and StatistiqJ Manual of __ Mental Disorders 
35 DSM-3-R or the International Classification of Diseases ICD/9/CM, or a later edition 
36 of those manuals. 
37 (b) Coverage of Physical Illness. -- No hospital, medical, dental or health service 
38 corporation governed by this Chapter shall, solely because an individual to be insured 
39 has or had a mental illness or chemical dependency: 
40 ( 1) Refuse to issue or deliver to that individual any individual or 
41 group hospital, dental, medical or HealtH service subscriber 
42 contract in this State that affords benefits or coverage for medical 
43 treatment or service for physical illness or injury; 
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(2) 

(3) 

Have a higher premium rate or charge for physical illness or 
injury coverages or benefits for that individual; or 
Reduce physical illness or injury coverages or benefits for that 
individual. 

5 (b 1) Coverage of Mental Illness. -- A subscriber contract that covers both physical 
6 illness or injury and mental illness mav not impose a lesser lifetime or annual dollar 
7 limitation on the mental health benefits than on the phvsical illness or injury benefits, 
8 subject to the following: 
9 ill A lifetime limit or annual limit may be made applicable to all 

10 benefits under the subscriber contract, without distinguishing the 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

ill 

ill 

ill 

ill 

ill 

ill 

House Bill 43-+ 

mental health benefits. 
If the subscriber contract contains lifetime ·limits only on selected 
physical illness or injury benefits, and these benefits do not 
represent substantially all of the ohvsical illness and injury 
benefits under the subscriber contract, the service corporation 
may impose a lifetime limit on the mental health benefits that is 
based on a weighted average of the respective lifetime limits on 
the selected physical illness and injury benefits. The weighted 
average shall be calculated in accordance with rules adopted bv 
the Commissioner. 
If the subscriber contract contains annual limits onlv on selected 
phvsical illness and injury benefits, and these benefits do not 
represent substantially all of the physical illness and 1rnur~ 
benefits under the subscriber contract, the service corporation 
may impose an annual limit on the mental health benefits that is 
based on a weighted average of the respective annual limits on 
the selected physical illness and injurv benefits. The weighted 
average shall be calculated in accor~ance with rules adot)ted bv 
the Commissioner. · 
Except as otherwise provided m this section, the subscriber 
contract mav distinguish between mental illness benefits and 
physical injurv or illness benefits with respect to other terms of 
the subscriber contract, including coinsurance, limits on provider 
visits or davs of coverage, and reguirements relating to medical 
necessitv. 
If the service corporation offers two or more benefit package 
options under a subscriber contract, each package must complv 
with this subsection. 
This subsection does not applv to a subscriber contract if the 
service corporation can demonstrate to the Commissioner that 
compliance will increase the cost of the subscriber contract bv 
one t)ercent (1 %) or more. 
This subsection expires October l, 2001, but the expiration does 
ncr affect services rendered before that date. 
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1 (c) Mental Illness or Chemical Dependency Coverage Not Reguired. -- Nothing in 
2 this section prc,.·cHts flftY lwspital or medical plnH from cJtelttdiHg from co,·crnge Oft)' 

3 physical illness or injury or mental illHcss or chemical dependeHey which has CJtisted 
4 vrevious to cm·erage of the iHdividual by the hospital or medical plan or from 
5 refusing to isstte or deli..-er to that indiYidttnl tmy policy becattse of the underwriting 
6 of any physical ceH:ditio.n v,hether or not related to requires a service corporation to 
7 offer coverage for mental illness or chemical dependency. 
8 ( d) Applicability. --~ Subsection (b 1) of this section applies only to subscriber 
9 contracts covering more than 50 employees. The remainder of this section applies 

10 only to group contracts covering 20 or more employees." 
11 Section 23. G .S. 58-67-75 reads as rewritten: 
12 
13 
14 
15 
16 
17 

"§ 58-67-75. No discrimination against the mentally ill and chemically dependent. 
(a) Definitions. -- As used in this section, the term: 

(1) 'Mental illness' has the same meaning as defined in G .S. 122C-

(2) 
3(21); and 
'Chemical dependency' has the same meaning as defined in G.S. 
58-67-70 

18 with a diagnosis found in the Diagnostic and Statistical Manual of Mental Disorders 
19 DSM-3-R or the International Classification of Diseases ICD/9/CM, or a later edition 
20 of those manuals. 
21 (b) Coverage of Physical Illness. -- No health maintenance organization governed 
22 by this Chapter shall, solely because an individual has or had a mental illness or 
23 chemical dependency: 
24 ( 1) Refuse to enroll that individual in any health care plan covering 
25 
26 
27 
28 

(2) 

(3) 

physical illness or injury; 
Have a higher premium rate or charge for physical illness or 
injury coverages or benefits for that individual; or 
Reduce physical illness or injury coverages or benefits for that 

29 individual. 
30 (b 1) Coverage of Mental Illness. -- A health care plan that covers both phvsical 
31 illness or injurv and mental illness mav not impose a lesser lifetime or annual dollar 
32 limitation on the mental health benefits than on the physical illness or injury benefits. 
33 subject to the following: 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
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ill A lifetime limit or annual limit may be made applicable to all 

ill 

benefits under the plan. without distinguishing the mental health 
benefits. 
If the plan contains lifetime limits onlv on selected phvsical illness 
and injurv benefits. and these benefits do not represent 
substantiallv all of the physical illness and injurv benefits under 
the plan. the HMO may impose a lifetime limit on the mental 
health benefits that is based on a weighted average of the 
respective lifetime limits on the selected physical illness and 
injury benefits. The weighted average shall be calculated m 
accordance with rules adopted by the Commissioner. 
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1 ill If the plan contains annual limits only on selected physical illness 
2 and injury benefits, and these benefits do not represent 
3 substantially all of the physical illness and injury benefits under 
4 the plan, the HMO may impose an annual limit on the mental 
5 health benefits that is based on a weighted average of the 
6 respective annual limits on the selected physical illness and injury 
7 benefits. The weighted average shall be calculated in accordance 
8 · with rules adopted by the Commissioner. 
9 ill Except as otherwise provided in this section, the plan mav 

10 distinguish between mental illness benefits and physical injury or 
11 illness benefits with respect to other terms of the plan, including 
12 coinsurance, limits on provider visits or days of coverage, and 
13 requirements relating to medical necessity. 
14 W If the HMO offers two or more benefit package options under a 
15 plan, each package must comply with this subsection. 
16 ill This subsection does not apply to a health benefit plan if the 
17 HMO can demonstrate to the Commissioner that compliance will 
18 increase the cost of the plan by one percent (1 %) or more. 
19 Ql This subsection expires October 1, 2001, but the expiration does 
20 not affect services rendered before that date. 
21 (c) Mental Illness or Chemical Dependencv Coverage Not Required. -- Nothing in 
2.2 this section pfcvents an,· health maintenance organization from excluding from 
23 coverage any· physical il!Hess or iHjUf) Of meHtal illness or chemical dependeHCy 
24 \1thich has existed pfeYious tc eo2w·erage of the indi•wridua.l ey· tfle health maintemi.Hee 
25 ofganization Of frorn refusing to issue or dclivef to that iHdi•tidual aHy policy' because 
26 of the undcnniting of any· phy·sical eoHdition whethef Of fl:Ot related to requires an 
27 HMO to offer coverage for mental illness or chemical dependency. 
28 (d) Applicability. -- ~ Subsection (bl) of this section applies onlv to group 
29 contracts covering more than 50 employees. The remainder of this section applies 
30 only to group contracts covering 20 or more employees." 
31 Section 24. Sections 1 through 18 of this act apply to all affected 
32 contracts that are delivered, issued for delivery, or renewed on and after July 1, 1997. 
33 Sections 19, 20, 21, 22, and 23 of this act apply to all affected contracts that are 
34 delivered, issued for delivery, or renewed on and after January 1, 1998. For the 
35 purposes of this act, renewal of a contract is presumed to occur on each anniversary 
36 of the date on which coverage was first effective on the person or persons covered by 
37 the contract. 
38 Section 25. This act is effective when it becomes law . 
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MINUTES 

HOUSE COMMITTEE ON INSURANCE 

April 17, 1997 

The House Committee on Insurance met on Thursday, April 17, 1997, at 12:00 Noon in 
Room 643 of the Legislative Office Building. Chairman Dockham, presiding, called the 
meeting to order. 

Members present: Representatives Dockham, Allred, Barbee, Brawley, Cole, Dedmon, 
Dickson, Gardner, Hardy, Hensley, Hurley, Ives, McComas, Michaux, Russell, Tallent, 
Wainwright and Wright. 

Mr. Linwood Jones, Staff Counsel, provided the attached proposed committee substitute 
for House Bill 452 and House Bill 199. 

The first order of business was House Bill 926 entitled Preferred Provider Contracts. 
Rep. Dockham recognized Representative Brawley, sponsor of this bill. Representative 
Brawley explained this bill and answered questions the members asked. Representati~e 
Brawley made a motion that House Bill 926 be sent to a sub study committee. This 
motion passed. Chairman Dockham appointed Representative Hurley as Chairman of the 
sub study committee and then appointed Representatives Michaux, Hensley and 
McConas to serve as members of this sub study committee. 

The second order of business was House Bill 452 entitled Beach Plan Amendments/AB. 
Chairman Dockham recognized Representative Redwine, sponsor of this bill. 
Representative Redwine explained this bill and answered questions the members asked. 
Representative Dedmon sent forward an amendment which was adopted. This 
amendment was rolled into a proposed committee substitute. Representative Michaux 
made a motion that House Bill 452 be given a favorable report as to committee substitute 
which changes the title. unfavorable as to original bill. The motion passed. 

The third order of business was House Bill 312 entitled Update Mortality Tables. 
Chairman Dockham recognized Representative Goodwin who is one of the sponsors of 
House Bill 312. Representative Goodwin sent forward a handout entitled Vital Statistics 
of the United, 1992, then he explained this bill and answered questions the members 
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asked. Representative Dickson made a motion that House Bill 312 be given a favorable 
report, The motion passed. 

The fourth order of business was House Bill 199 entitled Amend Medical Providers' 
Liens. Chairman Dockham recognized Representative Hurley, who chaired the sub study 
committee which Chairman Dockham had sent House Bill 199 at a prior date. 
Representative Hurley recommended that this bill be sent to a Study Commission. 
Recommendation denied. Chairman Dockham then recognized Representative Culpepper, 
sponsor of this bill. Representative Culpepper explained and answered questions the 
members asked. Representative Dickson made a motion that House Bill 199 be given a 
favorable report as to committee substitute, which changes the title. unfavorable as to 
original bill. The motion passed. 

There being no further business, the Chairman adjourned the meeting at 12:55 p.m. 

Nell R. Edwards 
Clerk 



1997 COMMITTEE REPORT 
HOUSE OF REPRESENTATIVES 

The following report(s) from standing committee(s) is/are presented: 
By Representative(s) DOCKHAM for the Committee on INSURANCE. 

D Committee Substitute for 
H.B. 452 A BILL TO BE ENTITLED AN ACT TO AMEND THE BEACH PLAN 

PROPERTY INSURANCE STATUTES TO FURTHER CARRY OUT THE 
RECOMMENDATIONS THAT WERE MADE TO THE 1996 SESSION OF THE 
GENERAL ASSEMBLY BY THE LEGISLATIVE RESEARCH COMMISSION'S 
COMMITTEE ON INSURANCE ISSUES. 

D With a favorable report. 

D With a favorable report and recommendation that the bill be re-referred to the Committee on 
□ Appropriations D Finance D 

D With a favorable report, as amended. 

D With a favorable report, as amended, and recommendation that the bill be re-referred to the 
Committee on D Appropriations □ Finance D 

~l With a favorable report as to committee substitute bill(# which changes the title, 
unfavorable as to original bill ( - · · dmion· 
thftMhe_eemmittee.substitate bit!# )·be re r&ferred ~e the eommittee 08 e. __ a .) 

D With a favorable report as to House committee substitute bill (# 
the title, unfavorable as to Senate committee substitute bill. 

), D which changes 

D And having received a unanimous vote in committee, is placed on the Consent Calendar. 

D With an unfavorable report. 

□ With recommendation that the House concur. 

□ With recommendation that the House do not concur. 

□ With recommendation that the House do not concur; request conferees. 

□ With recommendation that the House concur; committee believes bill to be material. 

□ With an unfavorable report, with a Minority Report attached. 

D Without prejudice. 

□ With an indefinite postponement report. 

□ With an indefinite postponement report, with a Minority Report attached. 

□ With recommendation that it be adopted. (HOUSE RESOLUTION ONLY) 
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April 17, 1997 

MEMORANDUM 

TO: House Insurance Committee 

FROM: Linwood Jones, Staff Counsel 

RE: House Bill 452 - Proposed Committee Substitute 
(Beach Plan Amendments) 

The proposed committee substitute for House Bill 452 is the implementing legislation that 
will allow the North Carolina Insurance Underwriting Association to carry out the objectives of 
the legislature in encouraging insurers to write property insurance coverage for homeowners and 
business owners living in the "Beach area" (the barrier islands), thus keeping these policyholders 
out of the Beach Plan. These objectives were expressed in legislation passed in 1996 that 
directed the Beach Plan to revise the "participation" formula that determines the extent to which 
an insurer shares in the profits, losses, and expenses of the Beach Plan. 

The Underwriting Association, which administers the Beach Plan program, has developed a 
revised formula that is designed to encourage insurers to write more business voluntarily in the 
Beach area. The revised formula contains a new credit system that recognizes the extent to 
which an insurer participates in insuring properties in the Beach area. The new credit.system 
contains different tiers of credits, with higher participation in the Beach area earning higher 
credits, up to a maximum credit established by the Board. The new credit system also extends 
credit for all of the homeowners premium written by an ins,urer in the Beach area (not just a 
portion of that premium as in the past) and withholds credit for policies that exclude wind and 
hail coverage. These changes are also designed to stimulate more insurance coverage in the 
voluntary market in the Beach area. 

There are a few other changes in the bill. Section 1 makes coverage available in the Beach 
Plan for travel trailers that are tied down at a fixed location. Section 4 makes clear that 
independent agents are not acting as the Underwriting Association's agents when insuring 
property through the Beach Plan. Section 5 allows short term policies to be issued in the Beach 
Plan. (Currently, policy periods must be 1 or 3 years). 

AN EQUAL OPPORTUNITY/AFFIRMATIVE ACTION EMPLOYER 



Page Two • 
The changes concerning the participation formula and credits take effect January 1, 1998. 

The remainder of the bill takes effect upon becoming law. 
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GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1997 

HOUSE BILL 452 
Proposed Committee Substitute 

H452-CSRN-001 

Short Title: Beach Plan Amendments/AB. 

Sponsors: 

Referred to: Insurance. 

March 10, 1997 

A BILL TO BE ENTITLED 

1 

(Public) 

2 AN ACT TO AMEND THE BEACH PLAN PARTICIPATION FORMULA AND REVISE 
3 OTHER STATUTES RELATED TO THE BEACH PLAN. 
4 The General Assembly of North Carolina enacts: 
5 Section 1. G.S. 58-45-5 reads as rewritten: 
6 11 § 58-45-5. Definition of terms. 
7 In this Article, unless the context otherwise requires, 
8 ( 1) 'Association' means the North Carolina Insurance 
9 Underwriting Association established pursuant to 

10 the provisioas of under this Article; 
11 (2) 'Beach area' means all of that area of the State of 
12 North Carolina south and east of the inland 
13 waterway from the South Carolina line to Fort Macon 
14 ( Beaufort Inlet); thence south and east of Core, 
15 Pamlico, Roanoke and Currituck sounds to the 
16 Virginia line, being those portions of land 
17 generally known as the Outer Banks; 
18 (3) Repealed by Session Laws 1991, c. 720, s. 6. 
19 ( 3a) 'Crime insurance' means insurance against losses 
20 resulting from robbery, burglary, larceny, and 
21 similar crimes, as more specifically defined and 
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limited in the various crime insurance policies, or 
their successor forms of coverage, approved by the 
Commissioner and issued by the Association. Such 
policies shall not be more restrictive than those 
issued under the Federal Crime Insurance Program 
authorized by Public Law 91-609. 

~ 'Directors' means the Board of Directors of the 
Association. 

(4) 'Essential property insurance' means insurance 
against direct loss to property as defined in the 
standard statutory fire policy and extended 
coverage, vandalism and malicious mischief 
endorsements thereon, or their successor forms of 
coverage, as approved by the Commissioner; 

(5) 'Insurable property' means real property at fixed 
locations in the Beach rn area, including travel 
trailers when tied down at a fixed location, or the 
tangible personal property located therein, but 
shall not include insurance on motor vehicles or 
farm risks; which property is determined by th 
Association, after inspection and under th 
criteria specified in the plan of operation, to be 
in an insurable condition. However, any one and two 
family dwellings built in substantial accordance 
with the Federal Manufactured Home Construction and 
Safety Standards, any predecessor or successor 
federal or State construction or safety standards, 
and any further construction or safety standards 
promulgated by the association and approved by the 
Commissioner, or the North Carolina Uniform 
Residential Building Code and any structure or 
building built in substantial compliance with the 
North Carolina Building Code, including the design­
wind requirements, which is not otherwise rendered 
uninsurable by reason of use or occupancy, shall be 
an insurable risk within the meaning of this 
Article. However, none of the following factors 
shall be considered in determining insurable 
condition: neighborhood, area, location, 
environmental hazards beyond the control of the 
applicant or owner of the property. Also, any 
structure begun on or after January 1, 19 7 0, not 
built in substantial compliance with the Federal 
Manufactured Home Construction and Safety 

House Bill 452 
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Standards, any predecessor or successor federal or 
State construction or safety standards, and any 
further construction or safety standards 
promulgated by the association and approved by the 
Commissioner, or the North Carolina Uniform 
Residential Building Code or the North Carolina 
Building Code, including the design-wind 
requirements therein, shall not be an insurable 
risk. The owner or applicant shall furnish with the 
application proof in the form of a certificate from 
a local building inspector, contractor, engineer or 
architect that the structure is built in 
substantial accordance with the Federal 
Manufactured Home Construction and Safety 
Standards, any predecessor or successor federal or 
State construction or safety standards, and any 
further construction or safety standards 
promulgated by the association and approved by the 
Commissioner, or the North Carolina Uniform 
Residential Building Code or the North Carolina 
Building Code; however, an individual certificate 
shall not be necessary where the structure is 
located within a political subdivision which has 
certified to the Association on an annual basis 
that it is enforcing the North Carolina Uniform 
Residential Building Code or the North Carolina 
Building Code and has no plans to discontinue 
enforcing these codes during that year. 

(6) Repealed by Session Laws 1995 (Regular Session, 
1996), c. 592, s. 2. 

~ 'Net direct premiums' means gross direct premiums 
(excluding reinsurance assumed and ceded) written 
on property in this State for essential property 
insurance, homeowners and the property portion of 
commercial multiple peril policies as computed by 
the Commissioner, less: 

House Bill 452 

a. 
b. 

Return premiums on uncancelled contracts; 
Dividends paid or credited to policyholders; 
and 

c. The unused or unabsorbed portion of premium 
deposits. 

'Net direct premiums' shall not include premiums on 
farm properties and manufacturing risks. 

Page 3 
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1 ( 7) 'Plan of operation' or 'plan' means the plan o 
2 operation of the Association approved or 
3 promulgated by the Commissioner, pursuant to the 
4 provisions under of this Article. 
5 Section 2.· G.S. 58-45-25 reads as rewritten: 
6 "S 58-45-25. Each member of Association to participate in its 
7 expenses, profits, and losses. 
8 All members of the Association shall participate in its 
9 expenses, profits, and losses and shall receive credit annually 

10 for essential property insurance voluntarily written as 
11 determined by the directors of the Association, with the approval 
12 of the Commissioner. Participation of each member in the losses 
13 of the Association shall be reduced accordingly. Any insurer 
14 authorized to write and engage in writing any insurance, the 
15 writing of which requires the insurer to be a member of the 
16 Association, pursuant to G.a. 59 45 10, shall become a member of 
17 the Association on the January 1 immediately following 
18 authorization and the determination of the insurer's 
19 participation in the Association shall be made as of the date of 
20 membership in the same manner as for all other members of the 
21 Association. 
22 (a) Each member of the Association shall participate in the 
23 expenses, profits, and losses of the Association in the 
24 proportion that its net direct premium written in this State 
25 during the preceding calendar year for residential and commercial 
26 properties outside of the Beach area bears to the aggregate net 
27 direct premiums written in this State during the preceding 
28 calendar year for residential and commercial properties outside 
29 of the Beach area by all members of the Association, as certified 
30 to the Association by the Commissioner. The Commissioner shall 
31 certify each member's participation after review of annual 
32 statements and any other reports and data necessary to determine 
33 participation and may obtain any necessary information or data 
34 from any member of the Association for this purpose. Any insurer 
35 that is authorized to write and that is engaged in writing any 
36 insurance, the writing of which requires the insurer to be a 
37 member of the Association under G.S. 58-45-10, shall become a 
38 member of the Association on the first day of January after 
39 authorization. The determination of the insurer's participation 
40 in the Association shall be made as of the date of membership of 
41 the insurer in the,same manner as for all other members of the. 
42 Association. 
43 (b) · All member companies shall receive credit each year for 
44 essential property insurance and homeowners insurance voluntarily 
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1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

• 21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1997 

written in the Beach area in accordance with guidelines and 
procedures to be submitted by the Directors to the Commissioner 
for approval. The participation of each member company in the 
expenses, profits, and losses of the Association shall be reduced 
accordingly; provided, no credit shall be given where coverage 
for the peril of wind has been excluded. The guidelines and 
procedures for granting credit shall encourage and assist each 
member company to voluntarily write these coverages in the Beach 
area for commercial and residential properties." 

Section 3. G.S. 58-45-30(a) reads as rewritten: 
"(a) Within 90 days after April 17, 1969, the directors of the 

Association The Directors shall submit to the Commissioner for 
his review and approval, a proposed plan of operation. ~ 
proposed The plan shall set forth the number, qualifications, 
terms of office, and manner of election of the members of the 
board of directors, and shall grant proper credit annually to 
each member of the Association for essential property insurance 
insurance, homeowners insurance and the property portion of 
commercial multiple peril policies voluntarily written in the 
beach Beach area and shall provide for the efficient, economical, 
fair and nondiscriminatory administration of the Association and 
for the prompt and efficient provision of essential property 
insurance in the beach areas of North Carolina so as Beach area 
in order to promote orderly community development in those areas 
the Beach area and to provide means for the adequate maintenance 
and improvement of the property in such areas. the Beach area. 
Such proposed The plan may include a preliminary assessment of 
all members for initial expenses necessary to the commencement of 
operation; the establishment of necessary facilities; management 
of the Association; plan for the assessment of members to defray 
losses and expenses; underwriting standards; procedures for the 
acceptance and cession of reinsurance; procedures for determining 
the amounts of insurance to be provided to specific risks; time 
limits and procedures for processing applications for insurance 
insurance; and for such other provisions as may be deemed that 
are considered necessary by the Commissioner to carry out · the 
purposes of this Article." 

Section 4. G.S. 58-33-100 reads as rewritten: 
"§ 58-33-100. Payment of premium to agent valid; obtaining by 
fraud a crime. 
~ Any agent, broker or limited representative who acts for a 

person other than himself negotiating a contract of insurance is, 
for the purpose of receiving the premium therefor, the company's 
agent, whatever conditions or stipulations may be contained in 

House Bill 452 Page 5 
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1 the policy or contract. The subsection does not apply 
2 Insurance Underwriting Association established under Article 45 
3 of this Chapter or the Joint Underwriting Association established 
4 under Article 46 of this Chapter. 
5 ill -SuGh Any agent, broker or limited representative knowingly 
6 procuring by fraudulent representations payment, or the 
7 obligation for the payment, of a premium of insurance, shall be 
8 guilty of a Class 1 misdemeanor." 
9 Section 5. G.S. 58-45-35(b) reads as rewritten: 

10 "(b) If the Association determines that the property is 
11 insurable and that there is no unpaid premium due from the 
12 applicant for prior insurance on the property, the Association, 
13 upon receipt of the premium, or part of the premium, as is 
14 prescribed in the plan of operation, shall cause to be issued a 
15 policy of essential property insurance and shall offer additional 
16 extended coverage, optional perils endorsements, ·business income 
17 coverage, crime insurance, separate policies of windstorm and 
18 hail insurance, or their successor forms of coverage, for a term 
19 of one year or three years. Short term policies may also be 
20 issued. Any policy issued under this section shall be renewed, 
21 upon application, as long as the property is insurable property." 
22 Section 6. If any section or provision of this act is 
23 declared unconstitutional or invalid by the courts, it does not 
24 affect the validity of the act as a whole or any part other than 
25 the part so declared to be unconstitutional or invalid. 
2 6 Section 7 . Sections 1, 3, 4, 5, and this section of 
27 this act are effective when this act becomes law. Section 2 of 
28 this act becomes effective January 1, 1998, and applies to 
29 policies issued or renewed on or after that date. 
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GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1997 

HOUSE BILL 452 
Proposed Committee Substitute H452-PCS2295 

Short Title: Beach Plan Amendments/AB. 

Sponsors: 

Referred to: 

March 10, 1997 

~ 

D 

(Public) 

1 A BILL TO BE ENTITLED 
2 AN ACT TO AMEND THE BEACH PLAN PARTICIPATION FORMULA AND 
3 REVISE OTHER STATUTES RELATED TO THE BEACH PLAN. 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

The General Assembly of North Carolina enacts: 
Section 1. G.S. 58-45-5 reads as rewritten: 

"§ 58-45-5. Definition of terms. 
In this Article, unless the context otherwise requires, 

(1) 'Association' means the North Carolina Insurance Underwriting 

(2) 

Association established flttrsuant te the f1r0¥isi0Hs ef under this 
Article; 
'Beach area' means all of that area of the State of North Carolina 
south and east of the inland waterway from the South Carolina 
line to Fort Macon (Beaufort Inlet); thence south and east of Core, 
Pamlico, Roanoke and Currituck sounds to the Virginia line, being 
those portions of land generally known as the Outer Banks; 

(3) Repealed by Session Laws 1991, c. 720, s. 6. 
(3a) 'Crime insurance' means insurance against losses resulting from 

robbery, burglary, larceny, and similar crimes, as more specifically 
defined and limited in the various crime insurance policies, or 
their successor forms of coverage, approved by the Commissioner 
and issued by the Association. Such policies shall not be more 
restrictive than those issued under the Federal Crime Insurance 
Program authorized by Public Law 91-609. 
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(3b) 
(4) 

(5) 

'Directors' means the Board of Directors of the Association. 
'Essential property insurance' means insurance against direct loss 
to property as defined in the standard statutory fire policy and 
extended coverage, vandalism and malicious mischief 
endorsements thereon, or their successor forms of coverage, as 
approved by the Commissioner; 
'Insurable property' means real property at fixed locations in the 
Beach ftfeft area, including travel trailers when tied down at a fixed 
location. or the tangible personal property located therein, but 
shall not include insurance on motor vehicles or farm risks; which 
property is determined by the Association, after inspection and 
under the criteria specified in the plan of operation, to be in an 
insurable condition. However, any one and two family dwellings 
built in substantial accordance with the Federal Manufactured 
Home Construction and Safety Standards, any predecessor or 
successor federal or State construction or safety standards, and any 
further construction or safety standards promulgated by the 
association and approved by the Commissioner, or the North 
Carolina Uniform Residential Building Code and any structure or 
building built in substantial compliance with the North Carolina 
Building Code, including the design-wind requirements, which is 
not otherwise rendered uninsurable by reason of use or occupancy, 
shall be an insurable risk within the meaning of this Article. 
However, none of the following factors shall be considered in 
determining insurable condition: neighborhood, area, location, 
environmental hazards beyond the control of the applicant or 
owner of the property. Also, any structure begun on or after 
January 1, 1970, not built in substantial compliance with the 
Federal Manufactured Home Construction and Safety Standards, 
any predecessor or successor federal or State construction or safety 
standards, and any further construction or safety standards 
promulgated by the association and approved by the 
Commissioner, or the North Carolina Uniform Residential 
Building Code or the North Carolina Building Code, including the 
design-wind requirements therein, shall not be an insurable risk. 
The owner or applicant shall furnish with the application proof in 
the form of a certificate from a local building inspector, contractor, 
engineer or architect that the structure is built in substantial 
accordance with the Federal Manufactured Home Construction 
and Safety Standards, any predecessor or successor federal or State 
construction or safety standards, and any further construction or 
safety standards promulgated by the association and approved by 
the Commissioner, or the North Carolina Uniform Residential 
Building Code or the North Carolina Building Code; however, an 

House Bill 452 
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individual certificate shall not be necessary where the structure is 
located "'.ithin a political subdivision which has certified to the 
Association on an annual basis that it is enforcing the North 
Carolina Uniform Residential Building Code or the North Carolina 
Building Code and has no plans to discontinue enforcing these 
codes during that year. 
Repealed by Session Laws 1995 (Regular Session, 1996), c. 592, s. 
2. 

.(.fuu 'Net direct premiums' means gross direct premiums (excluding 
reinsurance assumed and ceded) written on property in this State 
for essential property insurance, homeowners, and the property 
portion of commercial multiple peril policies as computed by the 
Commissioner, less: 

(7) 

a. Return premiums on uncancelled contracts: 
b. Dividends paid or credited to policyholders: and 
c. The unused or unabsorbed portion of premium deposits. 
'Net direct premiums' shall not include premiums on farm 
properties and manufacturing risks. 
'Plan of operation' or 'plan' means the plan of operation of the 
Association approved or promulgated by the Commissioner, 
flttrsttaftt te the preYisietts ef under this Article." 

Section 2. G.S. 58-45-25 reads as rewritten: 
23 "§ 58-45-25. Each member of Association to participate in its expenses, profits, and 
24 losses. 
25 
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27 
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All memeefs ef the Asseeiatiett shall partieipate itt its expettses, prefits, attd lesses 
attd shall reeeiYe eredit ftftftttally fer essetttial f)f6f)erty ittsttfftttee ·,eltttttarily writteH 
as determitted ey the direeters ef the Asseeiatiett, with the ttf)f)reYal ef the 
Cemmissiener. Portieipotien ef eaeh memeer itt the lesses ef the Asseeiatien shall ee 
recl.tteecl. aeeefcl.ingly. AH:y insttfef otttllefi2ecl. te wfite and engage in wfiting atty 
ittsttrattee, the "'ritittg ef whieh reqttires the ittsttrer te ee a memeer ef the 
,r\.sseeiatiett, pttrsttattt te G.S. 58 45 10, shall eeeeme a memeer ef the Asseeiatiett ett 
the Jantt&f)' 1 immediately foBewing atttheri2atiett and the detefminatiett ef the 
ittsttrer's partieipotien in the Asseeiatien shall ee mode as ef the dote ef memeership 
itt the same matttter as fer all ether memeers ef the Asseeiatiett. 

(a) Each member of the Association shall participate in the expenses, profits. and 
losses of the Association in the proportion that its net direct premium written in this 
State during the preceding calendar year for residential and commercial properties 
outside of the Beach area bears to the aggregate net direct premiums written in this 
State during the preceding calendar year for residential and commercial properties 
outside of the Beach area by all members of the Association, as certified to the 
Association by the Commissioner. The Commissioner shall certify each member's 
participation after review of annual statements and any other reports and data 
necessary to determine participation and may obtain any necessary information or 
data from any member of the Association for this purpose. Any insurer that is 
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1 authorized to write and that is engaged in writing any insurance, the writing of which 
2 requires the insurer to be a member of the Association under G.S. 58-45-10, shall 
3 become a member of the Association on the first day of January after authorization. 
4 The determination of the insurer's participation in the Association shall be made as 
5 of the date of membership of the insurer in the same manner as for all other 
6 members of the Association. 
7 (b) All member companies shall receive credit each year for essential property 
8 insurance. homeowners insurance, and the property portion of commercial multiple 
9 peril policies voluntarily written in the Beach area in accordance with guidelines and 

10 procedures to be submitted by the Directors to the Commissioner for approval. The 
11 participation of each member company in the expenses. profits. and losses of the 
12 Association shall be reduced accordingly: provided, no credit shall be given where 
13 coverage for the peril of wind has been excluded. The guidelines and procedures for 
14 granting credit shall encourage and assist each member company to voluntarily write 
15 these coverages in the Beach area for commercial and residential properties." 
16 Section 3. G.S. 58-45-30(a) reads as rewritten: 
17 "(a) Witltift 90 clsys sfter April 17, 1969, the clireeters ef the A:sseeistieft The 
18 Directors shall submit to the Commissioner for his review and approval, a proposed 
19 plan of operation. Stteh prepesecl The plan shall set forth the number, qualifications, 
20 terms of office, and manner of election of the members of the board of directors, and 
21 shall grant proper credit annually to each member of the Association for essential 
22 property iftsttrttftee insurance, homeowners insurance, and the property portion of 
23 commercial multiple peril policies voluntarily written in the beselt Beach area and 
24 shall provide for the efficient, economical, fair and nondiscriminatory administration 
25 of the Association and for the prompt and efficient provision of essential property 
26 insurance in the bectelt sress ef Nertlt Csrelifttt se ss Beach area in order to promote 
27 orderly community development in these sress the Beach area and to provide means 
28 for the adequate maintenance and improvement of the property in stteh sress. the 
29 Beach area. Stteh prepesecl The plan may include s prelimiHttfY sssessmeftt ef sH 
30 members for iHitisl e:x:peHses Heeesssry te the eemmeHeemeftt ef eperstieft; the 
31 establishment of necessary facilities; management of the Association; plttft fer the 
32 assessment of members to defray losses and expenses; underwriting standards; 
33 procedures for the acceptance and cession of reinsurance; procedures for determining 
34 the amounts of insurance to be provided to specific risks; time limits and procedures 
35 for processing applications for iHsttrttHee insurance: and for such other provisions 8'9' 

36 msy be cleemecl that are considered necessary by the Commissioner to carry out the 
37 purposes of this Article." 
38 Section 4. G.S. 58-33-100 reads as rewritten: 
39 "§ 58-33-100. Payment of premium to agent valid; obtaining by fraud a crime. 
40 W Any agent, broker or limited representative who acts for a person other than 
41 himself negotiating a contract of insurance is, for the purpose of receiving the 
42 premium therefor, the company's agent, whatever conditions or stipulations may be 
43 contained in the policy or contract. This subsection does not apply to the Insurance 
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1 Underwriting Association established under Article 45 of this Chapter or the Joint 
2 Underwriting Association established under Article 46 of this Chapter. 
3 ill Stteft Any agent, broker or limited· representative knowingly procuring by 
4 fraudulent representations payment, or the obligation for the payment, of a premium 
5 of insurance, shall be guilty of a Class 1 misdemeanor." 
6 Section 5. G.S. 58-45-35(b) reads as rewritten: 
7 "(b) If the Association determines that the property is insurable and that there is 
8 no unpaid premium due from the applicant for prior insurance on the property, the 
9 Association, upon receipt of the premium, or part of the premium, as is prescribed in 

10 the plan of operation, shall cause to be issued a policy of essential property insurance 
11 and shall offer additional extended coverage, optional perils endorsements, business 
12 income coverage, crime insurance, separate policies of windstorm and hail insurance, 
13 or their successor forms of coverage, for a term of one year or three years. Short 
14 term policies may also be issued. Any policy issued under this section shall be 
15 renewed, upon application, as long as the property is insurable property." 
16 Section 6. If any section or provision of this act is declared 
17 unconstitutional or invalid by the courts, it does not affect the validity of the act as a 
18 whole or any part other than the part so declared to be unconstitutional or invalid. 
19 Section 7. Sections 1, 3, 4, 5, and this section of this act are effective 
20 when this act becomes law. Section 2 of this act becomes effective January 1, 1998, 
21 and applies to policies issued or renewed on or after that date. 
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HOUSE BILL 452 

Short Title: Beach Plan Amendments/AB. 

Sponsors: Representatives Redwine; Smith, Baddour, and Rayfield. 

Referred to: Insurance. 

March 10, 1997 

1 

(Public) 

1 A BILL TO BE ENTITLED 
2 AN ACT TO AMEND THE BEACH PLAN PROPERTY INSURANCE STATUTES 
3 TO FURTHER CARRY OUT THE RECOMMENDATIONS THAT WERE 
4 
5 
6 

MADE TO THE 1996 SESSION OF THE GENERAL ASSEMBLY BY THE 
LEGISLATIVE RESEARCH COMMISSION'S COMMITTEE ON INSURANCE 
ISSUES. 

7 The General Assembly of North Carolina enacts: 
8 Section 1. G.S. 58-45-25 reads as rewritten: 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

11 § 58-45-25. Each member of Association to participate in its expenses, profits, and 
losses. 

All members of the Association shall participate in its expenses, profits, and losses 
and shall receive credit annually for esseHtial property insurance voluntarily written 
as determined by the directors of the Association, with the approval of the 
Commissioner. Participation of each member in the expenses, profits, and losses of 
the Association shall be reduced aeeordiHgly. as determined by the directors of the 
Association, with the approval of the Commissioner. Any insurer authorized to write 
and engage in writing any insurance, the writing of which requires the insurer to be a 
member of the Association, pursuant to G.S. 58-45-10, shall become a member of the 
Association on the January 1 immediately following authorization and the 
determination of the insurer's participation in the Association shall be made as of the 
date of membership in the same manner as for all other members of the Association. 11 

Section 2. This act becomes effective when it becomes law and- applies to 
fiscal years beginning with the 1997-98 fiscal year. 
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April 17, 1997 

MEMORANDUM 

TO: House Insurance Committee 

FROM: Linwood Jones, Staff Counsel 

RE: House Bill 199 (Proposed Committee Substitute) 
(Medical Liens) 

" 

The proposed committee substitute for House Bill 199 refers the related issues of medical 
liens and assignments of proceeds to the LRC for study for a report back to the 1998 short 
session. The Subcommittee that reviewed the bill was unable to reach consensus on the bill 
among the interested parties. House Bill 199 as introduced only addressed medical liens. In 
recommending the bill to the legislature, the General Statutes Commission purposefully avoided 
the issue of assignment of proceeds. The proposed committee substitute will require both issue 
to be studied. 

AN EQUAL OPPORTUNITY/AFFIRMATIVE ACTION EMPLOYER 
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1997 COMMITTEE REPORT 
HOUSE OF REPRESENTATIVES 

The following report(s) from standing committee(s) is/are presented: 
By Representative(s) DOCKHAM for the Committee on INSURANCE . .. · 

□ Committee Substitute for 
H.B. 312 A BILL TO BE ENTITLED AN ACT UPDATING THE STATUTORY 

MORTALITY TABLES USED AS EVIDENCE TO ESTABLISH THE EXPECTANCY OF 
CONTINUED LIFE. · 

~ With a favorable report. 

D With a favorable report and recommendation that the bill be re-referred to the Committee on 
□ Appropriations D Finance D · 

□ With a favorable report, as amended. 

□ With a favorable report, as amended, and recommendation that the bill be re-referred to the 
Committee on □ Appropriations D Finance D 

□ With a favorable report as to committee substitute bill(# ), D which changes the title, 
unfavorable as to original bill (Committee Substitute Bill# . ), (and recommendation 
that the committee substitute bill# ) be re-referred to the Committee on .) 

□ With a favorable report as to House committee substitute bill(# 
the title, unfavorable as to Senate committee substitute bill. 

), D which changes 

□ And having received a unanimous vote in committee, is placed on the Consent Calendar. 

□ With an unfavorable report. 

□ With recommendation that the House concur. 

□ With recommendation that the House do not concur. 

□ With recommendation that the House do not concur; request conferees. 

□ With recommendation that the House concur; committee believes bill to be material. 

□ With an unfavorable report, with a Minority Report attached. · 

D Without prejudice. 

□ With an indefinite postponement report. 

□ With an indefinite postponement report, with a Minority Report attached .. 

□ With recommendation that it be adopted. (HOUSE RESOLUTION ONLY) 
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1 

Short Title: Update Mortality Tables. (Public) 

Sponsors: Representatives Goodwin; Adams, Baddour, Black, Bonner, Bowie, 
Brawley, Buchanan, Cunningham, Dedmon, Easterling, Fitch, Fox, 
Grady, Hackney, Hall, Hensley, Hightower, H. Hunter, R. Hunter, 
Insko, Jarrell, Jeffus, Luebke, Moore, Morris, Mosley, Saunders, Smith, 
Sutton, Wainwright, Warwick, and Yongue. 

Referred to: Insurance, if favorable, Judiciary II. 

February 24, 1997 

1 A BILL TO BE ENTITLED 
2 AN ACT UPDATING THE STATUTORY MORTALITY TABLES USED AS 
3 EVIDENCE TO ESTABLISH THE EXPECT ANCY OF CONTINUED LIFE. 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 

The General Assembly of North Carolina enacts: 
Section 1. G.S. 8-46 reads as rewritten: 

"§ 8-46. Mertttttry Mortality tables as evidence. 
Whenever it is necessary to establish the expectancy of continued life of any 

person from any period of Sttelt the person's life, whether lte--be the person is living at 
the time or not, the table hereto appended shall be received in all courts and by all 
persons having power to determine litigation, as evidence, with other evidence as to 
the health, constitution and habits of Sttelt the person, of such expectancy represented 
by the figures in the columns headed by the words 'completed age' and 'expectation' 
respectively: 

Completed Age 
0 
1 
2 
3 
4 
5 
6 
7 

Expectation 
6&4G75.8 
69-:6475.4 
6&;18-74.5 
~73.5 
~72.5 
6➔-98-71.6 
~70.6 
64:%69.6 
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1 8 ~68.6 
2 9 ~67.6 
3 10 ~66.6 
4 11 69-:-t-8 65.6 
5 12 ~64.6 
6 13 ~63.7 
7 14 ~62.7 
8 15 ~61.7 
9 16 ~60.7 

10 17 ~59.8 
11 18 ~58.8 
12 19 ~ 57.9 
13 20 ~56.9 
14 21 ~56.0 
15 22 ~55.1 
16 23 48-:8G54.1 
17 24 ~ 53.2 
18 25 46:9452.2 
19 26 ~51.3 
20 27 45-:G950.4 
21 28 44:ff 49.4 
22 29 ~48.5 
23 30 ~47.5 
24 31 4+.41-46.6 
25 32 4-G:4945.7 
26 33 , 39-:-58 44. 7 
27 34 ~43.8 
28 35 ~ 42. 9 
29 36 ~42.0 
30 37 3-5-:%41.0 
31 38 ~40.1 
32 39 34:-H39.2 
33 40 ~38.3 
34 41 ~37.4 
35 42 ~36.5 
36 43 ~35.6 
37 44 ~34.7 
38 45 ~33.8 
39 46 ~32.9 
40 47 ~32.0 
41 48 ~31.1 
42 49 ~30.2 
43 50 ~29.3 
44 51 u.-1-8 28.5 
45 52 ~27.6 
46 53 ~26.8 
47 54 ~ 25.9 
48 55 *-H 25.1 
49 56 ~24.3 
50 57 ~23.5 
51 58 t&-9922.7 
52 59 ~21.9 
53 60 ~21.1 
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2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
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Section 2. 

61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
73 
74 
75 
76 
77 
78 
79 
80 
81 
82 
83 
84 
85 and over 
86 
~ 
88 
89 
99 
9+ 
~ 
93 
94 
% 
% 
9=/-
98-
99 
wg 
tM 
~ 
-w3 
~ 
W5 
We 
W9-
-±G8 
!e9 

G.S. 8-47 reads as rewritten: 
51 "§ 8-47. Present worth of annuities. 

House Bill 312 
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6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
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Whenever it is necessary to establish the present worth or cash value of an annuity 
to a person, payable annually during hts- the person's life, such present worth or cash 
value may be ascertained by the use of the following table in connection with the 
fflefttta:ry mortality tables established by law, the first column representing the 
number of years the annuity is to run and the second column representing the present 
cash value of an annuity of one dollar for such number of years, respectively: 

No. of Years Annuity · · Ca.sh Value of the Annuity 
is to Run of $1 

1 .................................................................................................... $ 0.943 
2 ....................................................................................................... 1.833 
3 ....................................................................................................... 2.673 
4 ....................................................................................................... 3.465 
5 ....................................................................................................... 4.212 
6 ...... ··························· ...................................................................... 4.917 
7 ....................................................................................................... 5.582 
8 ....................................................................................................... 6.210 
9 ....................................................................................................... 6.802 
10 ..................................................................................................... 7.360 
11 ..................................................................................................... 7.887 
12 ...................................................................................................... 8.384 
13 ..................................................................................................... 8.853 
14 ..................................................................................................... 9.295 
15 ..................................................................................................... 9.712 
16 ................................................................................................... 10.106 
17 ................................................................................................... 10.477 
18 ................................................................................................... 10.828 
19 ................................................................................................... 11.158 
20 ................................................................................................... 11.470 
21 ................................................................................................... 11.764 
22 ................................................................................................... 12.042 
23 ................................................................................................... 12.303 
24 ................................................................................................... 12.550 
25 ................................................................................................... 12.783 
26 ................................................................................................... 13.003 
27 ······························ ..................................................................... 13.211 
28 ................................................................................................... 13.406 
29 ................................................................................................... 13.591 
30 ................................................................................................... 13.765 
31 ................................................................................................... 13.929 
32 ................................................................................................... 14.084 

. 33 ................................................................................................... 14.230 
34 ................................................................................................... 14.368 

- J 
35 ................................................................................................... 14.498 
36 ................................................................................................... 14.621 
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1 
2 
3 
4 

,, 5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 

• 40 
41 
42 
43 
44 
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37 ................................................................................................... 14.737 
38 ................................................................................................... 14.846 
39 ................................................................................................... 14.949 
40 ................................................................................................... 15.046 
41 ................................................................................................... 15.138 
42 ................................................................................................... 15.225 
43 ................................... ································································15.306 
44 ····································· .............................................................. 15.383 
45 ................................. ··································································15.456 
46 ................................................................................................... 15.524 
47 ................................................................................................... 15.589 
48 ................................................................................................... 15.650 
49 ...................................... ·····························································15.708 
50 ................................................................................................... 15.762 
51 ................................................................................................... 15.813 
52 ................................................................................................... 15.861 
53 ................................ ···································································15.907 
54 ................................................................................................... 15.950 
55 ···································· ............................................................... 15.991 
56 ······································· ............................................................ 16.029 
57 ................................................................................................... 16.065 
58 ................................................................................................... 16.099 
59 ................................................................................................... 16.131 
60 ................................... ································································16.161 
61 ................................................................................................... 16.190 
62 ······································ ............................................................. 16.217 
63 ................................................................................................... 16.242 
64 ................................... ································································16.266 
65 ................................................................................................... 16.289 

66 ···········•·.•······················ ·······························································16.310 
67 ................................................................................................... 16.331 

The present cash value of the annuity for a fraction of a year may be ascertained 
as follows: Multiply the difference between the cash value of the annuities for the 
preceding and succeeding full years by the fraction of the year in decimals and add 
the sum to the present cash value for the preceding full year. Whei:i a person is 
entitled to the use of a sum of money for life, or for a given time, the interest thereon 
for one year, computed at four and one half percent (4 1/2%), may be considered as 
an annuity and the present cash value be ascertained as herein provided: Provided, 
the interest rate in computing the present cash value of a life interest in ·1and shall be 
six percent (6% ). 

Whenever the moftttflfY mortality tables set out in G.S. 8-46 are admissible in 
evidence in any action or proceeding to establish the expectancy of continued life of 
any person from any period of Stteft the person's life, whether he ee the person is 
living at the time or not, the annuity ta.Q.les herein set forth shall be evidence, but not 
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1 conclusive, of the loss of income during the period of life expectancy of Stteft the 
2 person." 
3 Section 3. G.S. 46-25 reads as rewritten: 
4 "§ 46-25. Sale of standing timber on partition; valuation of life estate. 
5 When two or more persons own, as tenants in common, joint tenants or copartners, 
6 a tract of land, either in possession, or in remainder or reversion, subject to a life 
7 estate, or where one or more persons own a remainder or reversionary interest in a 
8 tract of land, subject to a life estate, then in any such case in which there is standing 
9 timber upon any such land, a sale of said timber trees, separate from the land, may be 

10 had upon the petition of one or more of said owners, or the life tenant, for partition 
11 among the owners thereof, including the life tenant, upon such terms as the court 
12 may order, and under like proceedings as are now prescribed by law for the sale of 
13 land for partition: Provided, that when the land is subject to a life estate, the life 
14 tenant shall be made a party to the proceedings, and shall be entitled to receive his or 
15 her portion of the net proceeds of sales, to be ascertained under the mofttte:ry 
16 mortality tables established by law: Provided further, that prior to a judgment 
17 allowing a life tenant to sell the timber there must be a finding th~t the cutting is in 
18 keeping with good husbandry and that no substantial injury will be done to the 
19 remainder interest." 
20 Section 4. This act is effective when it becomes law. 
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HOUSE BILL 312 

1 

Short Title: Update Mortality Tables. (Public) 

Sponsors: Representatives Goodwin; Adams, Baddour, Black, Bonner, Bowie, 
Brawley, Buchanan, Cunningham, Dedmon, Easterling, Fitch, Fox, 
Grady, Hackney, Hall, Hensley, Hightower, H. Hunter, R. Hunter, 
Insko, Jarrell, Jeffus, Luebke, Moore, Morris, Mosley, Saunders, Smith, 
Sutton, Wainwright, Warwick, and Yongue. 

Referred to: Insurance, if favorable, Judiciary II. 

February 24, 1997 

1 A BILL TO BE ENTITLED 
2 AN ACT UPDATING THE STATUTORY MORTALITY TABLES USED AS 
3 EVIDENCE TO ESTABLISH THE EXPECTANCY OF CONTINUED LIFE. 
4 The General Assembly of North Carolina enacts: 
5 Section 1. G.S. 8-46 reads as rewritten: 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 

"§ 8-46. MePttt&Py Mortality tables as evidence. 
Whenever it is necessary to establish the expectancy of continued 11.fe of any 

person from any period of Sttelt the person's life, whether lte--ee the person is living at 
the time or not, the table hereto appended shall be received in all courts and by all 
persons having power to determine litigation, as evidence, with other evidence as to 
the health, constitution and habits of Sttelt the person, of such expectancy represented 
by the figures in the columns headed by the words 'completed age' and 'expectation' 
respectively: 

Completed Age 
0 
1 
2 
3 
4 
5 
6 
7 

Expectation 
6&-4G75.8 
69-:6,:1, 7 5 .4 
~~ 74.5 
~73.5 
~72.5 
~71.6 
~70.6 
~69.6 



1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
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8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 

SESSION 1997 

63-:@68.6 
~67.6 
~66.6 
69-:-1-865.6 
~64.6 
~63.7 
~62.7 
·~61.7 
~60.7 
~59.8 
5-3-:4-558.8 
~57.9 
~56.9 
~56.0 
49-:ff 55.1 
48:8854.1 
~53.2 
46:9452.2 
~51.3 
4➔.G950.4 
44:tt 49.4 
~48.5 
~47.5 
4h4-l- 46.6 
49:-49 45.7 
39-:-58-44.7 
38-:e=t43.8 
?rtil-6 42.9 
~ 42.0 
35:9541.0 
3➔.Ge40.1 
34:-±+39.2 
33:-2938.3 
~37.4 
~ 36.5 
~35.6 
~34.7 
~33.8 
~32.9 
~32.0 
~31.1 
~30.2 
~29.3 
~ 28.5 
iE-:-4927.6 
~26.8 
~25.9 
2+:±5 25.1 
~24.3 
~ 23.5 
t&-9922.7 
~21.9 

. +:7-:-6+ 21.1 
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1 61 
2 62 
3 63 
4 64 
5 65 
6 66 
7 67 
8 68 
9 69 

10 70 
11 71 
12 72 
13 73 
14 74 
15 75 
16 76 
17 77 
18 78 
19 79 
20 80 
21 81 
22 82 
23 83 
24 84 
25 85 and over 
26 86 
27 ~ 
28 88-
29 89 
30 99 
31 9-1-
32 ~ 
33 93 
34 94 
35 % 
36 % 
37 9=1-
38 98 
39 99 
40 -l-00 
41 ~ 
42 ~ 
43 -W3 
44 -W4 
45 W5 
46 We 
47 ~ 
48 .ffi8 
49 tG9 
50 Section 2. G.S. 8-47 reads as rewritten: 
51 "§ 8-47. Present worth of annuities. 
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·{' 
• 

1 Whenever it is necessary to establish the present worth or cash value of an annuity 
2 to a person, payable annually during ms- the person's life, such present worth or cash 
3 value may be ascertained by the use of the following table in connection with the 
4 ffl:Ofttta:ry mortality tables established by law, the first column representing the 
5 number of years the annuity is to run and the second column representing the present 
6 cash value of an annuity of one dollar for such number of years, respectively: 
7 No. of Years Annuity Cash Value of the Annuity 
8 is to Run of $1 
9 1 .................................................................................................... $ 0.943 

10 2 ....................................................................................................... 1.833 
11 3 ·•····························· ........................................................................ 2.673 
12 4 ....................................................................................................... 3.465 
13 5 ....................................................................................................... 4.212 
14 6 ....................................................................................................... 4.917 
15 7 ....................................................................................................... 5.582 
16 8 ............................................................. : ......................................... 6.210 
17 9 ....................................................................................................... 6.802 
18 10 ..................................................................................................... 7.360 
19 11 ..................................................................................................... 7.887 
20 12 ···················· ................................................................................. 8.384 
21 13 ..................................................................................................... 8.853 
22 14 .............................................................................................. : ...... 9.295 
23 15 .......................................................................................... .-.......... 9.712 
24 16 ................................................................................................... 10.106 
25 17 ................................................................................................... 10.477 
26 18 ................................................................................................... 10.828 
27 19 ..................................... ······························· ............................... 11.158 
28 20 ................................................................................................... 11.470 
29 21 ................................................................................................... 11.764 
30 22 ................................................................................................... 12.042 
31 23 ................................................................................................... 12.303 
32 24 ................................................................................................... 12.550 
33 25 ................................................................................................... 12. 783 
34 26 ................................................................................................... 13.003 
35 27 ................................................................................................... 13.211 
36 28 ................................................................................................... 13.406 
37 29 ................................................................................................... 13.591 
38 30 ................................................................................................... 13.765 
39 31 ................................................................................................... 13.929 
40 32 ................................................................................................... 14.084 
41 33 ................................................................................................... 14.230 
42 34 ................................................................................................... 14.368 
43 35 ............................................................... : .................. ! ............... 14.498 

' 44 36 ................................................................................................... 14.621 
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37 ................................................................................................... 14.737 
38 ··································· ................................................................ 14.846 
39 ................................................................................................... 14.949 

40 ········································ ···························································15.046 
41 ................................................................................................... 15.138 
42 ................................................................................................... 15.225 

43 ............................. ; ..... ································································15.306 
44 ................................................................................................... 15.383 
45 ................................................................................................... 15.456 

46 ··································· ································································15.524 
47 ................................... ································································15.589 
48 ..................................... ······························································15.650 
49 ................................................................................................... 15.708 
50 ...................................... ·····························································15.762 
51 ....................................... ····························································15.813 
52 .................................. ·································································15.861 
53 .......................................... ; ........................................................ 15.907 
54 ................................................................................................... 15.950 

55 .................................... ·······························································15.991 
56 ................................................................................................... 16.029 
57 ..... : ............................... ······························································16.065 
58 ................................................................................................... 16.099 

59 ................................... ································································16.131 
60 ··································· ................................................................ 16.161 
61 ................................................................................................... 16.190 
62 ................................................................................................... 16;217 
63 ............................................................................................ : ...... 16.242 

64 ······························: .... ································································16.266 
65 ................................................................................................... 16.289 
66 ................................................................................................... 16.310 

67 ................................. ··································································16.331 
32 The present cash value of the annuity for a fraction of a year may be ascertained · 
33 as follows: Multiply the difference between the cash value of the annuities for the 
34 preceding and succeeding full years by the fraction of the year in decimals and add 
35 the sum to the present cash value for the preceding full year. When a person is 
36 entitled to the use of a sum of money for life, or for a given time, the interest thereon 
37 for one year, computed at four and one half percent (4 1/2%), may be considered as 
38 an annuity and the present cash value be ascertained as herein provided: Provided, 
39 the interest rate in computing the present cash value of a life interest in land shall be 
40 six percent (6% ). 
41 Whenever the moftttaey mortality tables set out in G.S. 8-46 are admissible in 
42 evidence in any action or proceeding to establish the expectancy of continued life of 
43 any person from any period of fflelt the person's life, whether he be the person is 
44 living at the time or not, the annuity tables herein set forth shall be evidence, but not 
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1 conclusive, of the loss of income during the period of life expectancy of Stteh the 
2 person." 
3 Section 3. G.S. 46-25 reads as rewritten: 
4 "§ 46-25. Sale of standing timber on partition; valuation of life estate. 
5 When two or more persons own, as tenants in common, joint tenants or copartners, 
6 a tract of land, either in possession, or in remainder or reversion, subject to a life 
7 estate, or where one or more persons own a remainder or reversionary interest in a 
8 tract of land, subject to a life estate, then in any such case in which there is standing 
9 timber upon any such land, a sale of said timber trees, separate from the land, may be 

10 had upon the petition of one or more of said owners, or the life tenant, for partition 
11 among the owners thereof, including the life tenant, upon such terms as the court 
12 may order, and under like proceedings as are now prescribed by law for the sale of 
13 land for partition: Provided, that when the land is subject to a life estate, the life 
14 tenant shall be made a party to the proceedings, and shall be entitled to receive his or 
15 her portion of the net proceeds of sales, to be ascertained under the mortuary 
16 mortality tables established by law: Provided further, that prior to a judgment 
17 allowing a life tenant to sell the timber there must be a finding that the cutting is in 
18 keeping with good husbandry and that no substantial injury will be done to the 
19 remainder interest." 
20 Section 4. This act is effective when it becomes law. 
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1997 COMMITTEE REPORT 
HOUSE OF REPRESENTATIVES 

The following report(s) from standing committee(s) is/are presented: 
By Representative(s) DOCKHAM for the Committee on INSURANCE. 

D Committee Substitute for 
H.B. 199 A BILL TO BE ENTITLED AN ACT TO AMEND THE LAW RELATING TO. 

LIENS DUE MEDICAL PROVIDERS FOR MEDICAL SERVICES PROVIDED, AS 
RECOMMENDED BY THE GENERAL STATUTES COMMISSION. 

D With a favorable report. 

D With a- favorable report and recommendation that the bill be re-referred to the Committee on· 
□ Appropriations □ Finance □ 

D With a favorable report, as amended. 

D With a favorable report, as amended, and recommendation that the bill be re-referred to the 
Committee on D Appropriations □ Finance □ 

□ With a favorable report as to committee substitute bill(# ), □ which. changes the title, 
unfavorable as to original biil (Cmn-mittee-Substitute Bill# ); (mid tet;t>mmenaatitm 
that.the,committee-substitute.biH4-~---•~-~.:be-Fewreferred1:crthe"&mnntttee· on · . ) 

C • 

·.·.: 

D With a favorable report as to House committee substitute bill(# 
the title, unfavorable as to Senate committee substitute bill. 

), D which changes 

D And having received a unanimous vote in committee, is placed on the Consent Calendar. 

D With an unfavorable report. 

□ With recommendation that the House concur. 

D With recommendation that the House do not concur. 

□ With recommendation that the House do not concur; request conferees. 

□ With recommendation that the House concur; committee believes bill to be material. . 

D With an unfavorable report, with a Minority Report attached. 

D Without prejudice. 

□ With an indefinite postponement report. 

□ With an indefinite postponement report, with a Minority Report attached. 

0 With recommendation that it be adopted. (HOUSE RESOLUTION ONLY) 
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GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1997 

HOUSE BILL 199 
Proposed Committee Substitute H199-PCS4101 

Short Title: Study Medical Providers' Liens. 

Sponsors: 

Referred to: 

February 17, 1997 

1 A BILL TO BE ENTITLED 

D 

(Public) 

2 AN ACT TO PROVIDE FOR A STUDY OF THE LAW RELATING TO LIENS 
3 DUE MEDICAL PROVIDERS FOR MEDICAL SERVICES PROVIDED AND 
4 THE LAW RELATING TO ASSIGNMENTS OF PROCEEDS. 

The General Assembly of North Carolina enacts: 5 
6 Section 1. The Legislative Research Commission is authorized to study 
7 the laws related to liens due medical providers for medical services provided and the 
8 law relating to assignment of proceeds. The study shall report to the 1997 Session 
9 (1998 Regular Session) of the General Assembly. 

10 Section 2. This act is effective when it becomes law . 
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GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1997 

HOUSE BILL 199 

Short Title: Amend Medical Providers' Liens. 

Sponsors: Representative Culpepper. 

Referred to: Insurance, if favorable, Judiciary II. 

February 17, 1997 

1 

(Public) 

1 A BILL TO BE ENTITLED 
2 AN ACT TO AMEND THE LAW RELATING TO LIENS DUE MEDICAL 
3 PROVIDERS FOR MEDICAL SERVICES PROVIDED, AS RECOMMENDED 
4 BY THE GENERAL STATUTES COMMISSION. 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

The General Assembly of North Carolina enacts: 
Section 1. G.S. 44-49, 44-50, and 44-51 are repealed. 
Section 2. Article 9 of Chapter 44 of the General Statute::s is amended by 

adding the following new sections to read: 
"§ 44-51.01. Definitions. 

As used in this Article: 
ill 'Claimant' means an injured person or the injured person's 

personal representative, collector, guardian, or parent responsible 
for payment for medical services. 

ill 'Injured person' means any individual who has sustained personal 

ill 
injuries. 
'Medical provider' means all of the following: 
a. Any physician, nurse, chiropractor. dentist, optometrist, 

podiatrist. physical therapist. psychologist, pharmacist, or 
other individual licensed, registered, or certified by this 
State or any other state to provide medical services. 
Any employer of any individual listed in sub-subdivision a. 
of this subdivision, or any entity through which such an 
individual renders medical services, that has the right to 
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1 receive the payment due for the individual's medical 
2 services to an injured person. 
3 £:. Any hospital, health care facility, provider of ambulance 
4 services, or similar provider of medical services that is 
5 licensed or regulated under Chapter 58, 122C, 131D, or 
6 131E of the General Statutes, former Chapter 131 of the 
7 General Statutes, or the eguivalent law of any other state. 
8 ill 'Medical records' means all records, regardless of the form in 
9 which these records are maintained, concerning patient-provided 

10 information. observations, findings, treatment rendered, opinions. 
11 physician notes and summaries, nursing notes, laboratory and 
12 radiological reports. and any other health care records prepared by 
13 any health care professional or other person. 
14 ill 'Medical services' means any services or supplies furnished to an 
15 injured person for the purpose of treating the injuries. 
16 (.fil 'Person' means an individual, trust. partnership, professional 
17 association. limited liability company, corporation, federal, state. or 
18 local government, any political subdivision, agency, or institution 
19 of those governments. or any other entity, 
20 ill 'Recovery' means any sums recovered, or to be recovered, as 
21 compensatory damages for personal injuries in any civil action or 
22 other proceeding in this State or by settlement. Recovery includes 
23 sums recovered under uninsured and underinsured motorist 
24 coverage. but does not include proceeds from any other insurance 
25 policy when the injured person is also the insured. 
26 .(fil 'Responsible party' means an insurance company or any other 
27 person responsible for paying a recovery, 
28 "§ 44-51.02. Creation and perfection of lien. 
29 (a) Creation of Lien. -- Any medical provider not otherwise prohibited by law, 
30 rule, or regulation from obtaining a lien shall. ypon perfection in accordance with 
31 this Article, have a lien upon any recovery for personal injuries for which the 
32 medical provider rendered medical services to the extent the amount owed for these 
33 services has not been paid. The lien attaches regardless of whether the party entitled 
34 to the recovery is the injured person or another claimant. 
35 (b) Perfection of Lien. -- To perfect the lien, the medical provider shall comply 
36 with all of the following: 
37 ill Before the recovery is paid pyrsyant to G.S. 44-51.04(a), send a 
38 written notice of lien to: 
39 ~ The claimant's attorney. 
40 b. If. and only if. the claimant's attorney is not known, to the 
41 responsible party and the claimant. 
42 ill If reguested by the claimant or the claimant's attorney, furnish 
43 without charge one copy of an itemized statement and the medical 
44 records of the medical provider with respect to the medical 
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1 services rendered to the injured person by reason of the personal 
2 injury, This subdivision does not apply to charges for preparing a 
3 medical report that the medical provider does not ordinarily create 
4 if the claimant or the claimant's attorney specifically reguests the 
5 medical provider to create that particular report. 
6 (c) Contents of Notice. -- The notice of lien shall include all of the following: 
7 ill The name, addre·ss, and telephone number of the medical provider. 
8 ill The name and last known address of the injured person. 
9 ill The date of the injury. 

10 ill The date or dates during which the medical provider provided 
11 medical services. 
12 ill The amount for which the lien is being asserted. 
13 ill If sent to an insurance company, the name of its insured or other 
14 person allegedly responsible for the injury. 
15 ill A statement that the medical provider is claiming the lien provided 
16 for by this Article. 
17 The information reguired by this subsection may be contained in the written notice of 
18 lien or any statement attached to and sent with the notice of lien. 
19 (d) Methods of Sending Notice. -- A notice of lien and any copies of a notice of 
20 lien reguired by this Article to be sent to a claimant. a claimant's attorney, or a 
21 responsible party shall be sent in any one of the following ways: 
22 ill Personal delivery to the recipient or the recipient's business 
23 address if the recipient or other person at that address provides a 
24 receipt for the cony. 
25 ill Certified mail, return receint reguested. 
26 ill Overnight delivery service that nrovides proof of delivery. 
27 ill Transmission by facsimile machine or other form of electronic 
28 communication. if the recipient affirmatively transmits a written 
29 confirmation of receint. A statement of receipt automatically 
30 generated by a machine shall not gualify as a confirmation under 
31 this subdivision. 
32 (e) Additional Reguirements for Notices to Insurance Companies. -- A notice of 
33 lien sent to an insurance company under subdivision (b)(l) of this section shall be 
34 sent to any office designated by the insurance company as an office authorized to 
35 receive claims, the nrincinal office of the insurance company in this State, or the 
36 insurance comnany's regional office or its home office. 
37 11 § 44-51.03. Amended liens. 
38 A medical nrovider may send an amended notice of lien at any time. An amended 
39 notice of lien shall be sent by any of the methods set forth in G.S. 44-51.02(d) for a 
40 notice of lien. 
41 11 § 44-51.04. Payment of recovery; limitations on liability for improper payment. 
42 (a) Payment of Recovery. -- The responsible narty, or the claimant's attorney 
43 acting nursuant to subsection (c) of this section. shall pay the recovery in the 
44 following order: any attorneys' fees due the claimant's attorney and the reasonable 
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1 expenses incurred by the attorney and the claimant in collecting the recovezy: and 
2 any perfected liens under this Article, subject to the limitations in subsection (b) of 
3 this section: and the remainder of the recovery to the claimant, 
4 (b) Limitations on Payment of Liens. -- The total of all payments made to medical 
5 providers under this section shall not exceed 50 percent (50%) of the recovezy 
6 remaining after payment of the amounts provided in subdivision (1) of subsection (a) 
7 of this section. G.S. 28A-18-2 shall· further limit payments to medical providers 
8 under this section. Multiple liens shall be paid pro rata. 
9 (c) Payments to Claimant's Attorney, -- Notwithstanding any other provision of 

10 this Article. the responsible party shall pay the recovei:y to the claimant's attorney, if 
11 known, and the attorney shall pay the recovei:y as provided in subsections (a) and (b) 
12 of this section. The responsible party is discharged of further liability under this 
13 Article to medical providers if the responsible party sends the attorney a copy of any 
14 notice of lien previously received by the responsible party, and the attorney actually 
15 receives the copy or copies before or at the same time the attorney receives the 
16 payment. The responsible party is not liable under this Article to any medical 
17 provider whose notice of lien is received after the recovei:y is mailed or delivered to 
18 the claimant's attorney. 
19 "§ 44-51.05. Disputed liens. 
20 If the amount owed for medical services is in dispute, nothing in this Article shall 
21 compel a responsible party or a claimant's attorney to pay the disputed amount until 
22 it is fully established in the manner provided by law. 
23 "§ 44-51.06. Penalty for asserting false lien. 
24 Any person who asserts a lien under this Article when no amount is owed the 
25 person, or in an amount greater than the person is owed, and who refuses without 
26 justification to correct or update the lien after becoming aware of the error, is liable 
27 to the claimant for all of the following: 
28 ill Liguidated damages in the amount of five thousand dollars 
29 ($5,000) or all damages proximately resulting from the assertion of 
30 the improper lien, whichever is ~eater. 
31 ill Any reasonable attorneys' fees, court costs, and any other litigation 
32 and investigatoi:y ey,enses incurred as a result of the error before 
33 the error is corrected, 
34 "§ 44-57 .07. Exemptions and exclusions. 
35 (a) No person who pays a recovei:y pursuant to subsections (a) and (b) of G.S. 44-
36 51.04 is liable under this Article to any medical provider whose notice of lien is 
37 received by that person after the recovei:y is paid, or whose lien is not perfected 
38 before the recovei:y is paid, pursuant to these subsections. 
39 (b) This Article does not a1;mly to injuries resulting from an accident covered by 
40 Chapter 97 of the General Statutes, the North Carolina Workers' Compensation Act. 
41 (c) G.S, 44-48 does not apply to liens under this Article," 
42 Section 3. A lien that was existing and valid under former G .S. 44-49 
43 and G.S. 44-50 on the effective date of this act is a perfected lien under G.S. 44-51.01 
44 through G.S. 44-51.07, as enacted by this act, and shall be governed by this act. A 
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1 medical provider as defined in G.S. 44-51.01, as enacted by this act, that had not 
2 received, or had received but not yet responded to, a request for medical records 
3 under former G.S. 44-49 and G.S. 44-50 before the effective date of this act, but had 
4 otherwise taken all necessary steps to obtain a valid lien under those former sections 
5 before the effective date of this act, shall provide medical records as required by G.S. 
6 44-51.02, as enacted by this act, to have a perfected lien under this act. 
7 Section 4. This act becomes effective January 1, 1998 . 
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GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1997 

HOUSE BILL 199 

Short Title: Amend Medical Providers' Liens. 

Sponsors: Representative Culpepper. 

Referred to: Insurance, if favorable, Judiciary II. 

February 17, 1997 

A BILL TO BE ENTITLED 

1 

(Public) 

AN ACT TO AMEND THE LAW RELATING TO LIENS DUE MEDICAL 
PROVIDERS FOR MEDICAL SERVICES PROVIDED, AS RECOMMENDED 
BY THE GENERAL STATUTES COMMISSION. 

The General Assembly of North Carolina enacts: 
Section 1. G.S. 44-49, 44-50, and 44-51 are repealed. 

7 Section 2. Article 9 of Chapter 44 of the General Statutes is amended by 
8 adding the following new sections to read: 
9 "§ 44-51.01. Definitions. 

10 As used in this Article: 
11 ill 'Claimant' means an injured person or the injured person's 
12 personal representative. collector, guardian, or parent responsible 
13 for payment for medical services. 
14 ill 'Injured person' means any individual who has sustained personal 
15 
16 
17 
18 
19 
20 
21 
22 
23 

ill 
injuries. 
'Medical provider' means all of the following: 
a. Any physician. nurse, chiropractor. dentist. optometrist. 

podiatrist. physical therapist, psychologist. pharmacist. or 
other individual licensed, registered, or certified by this 

b. 
State or any other state to provide medical services. 
Any employer of any individual listed in sub-subdivision a. 
of this subdivision, or any entity through which such an 
individual renders medical services, that has the right to 
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1 receive the payment due for the individual's medical 
2 services to an injured person. 
3 £:. Any hospital, health care facility, provider of ambulance 
4 services. or similar provider of medical services that is 
5 licensed or re&ulated under Chapter 58, 122C. 131D, or 
6 131E of the General Statutes, former Chapter 131 of the 
7 General Statutes, or the eguivalent law of any other state. 
8 ill 'Medical records' means all records, regardless of the form in 
9 which these records are maintained, concerning patient-provided 

10 information. observations, findings, treatment rendered, opinions, 
11 physician notes and summaries. nursing notes, laboratory and 
12 radioloincal reports, and any other health care records prepared by 
13 any health care professional or other person. 
14 ill 'Medical services' means any services or supplies furnished to an 
15 injured person for the purpose of treating the injuries. 
16 (Ql 'Person' means an individual, trust, partnership. professional 
17 association. limited liability company, corporation. federal. state. or 
18 local &overnment, any political subdivision. agency. or institution 
19 of those governments. or any other entity, 
20 ill 'Recovery' means any sums recovered, or to be recovered, as 
21 compensatory damages for personal injuries in any civil action or 
22 other proceeding in this State or by settlement. Recovery includes 
23 sums recovered under uninsured and underinsured motorist 
24 covera&e, but does not include proceeds from any other insurance 
25 policy when the injured person is also the insured. 
26 (fil 'Responsible party' means an insurance company or any other 
27 person responsible for paying a recovery. 
28 "§ 44-51.02. Creation and perfection of lien. 
29 (a) Creation of Lien. -- Any medical provider not otherwise prohibited by law, 
30 rule, or regulation from obtaining a lien shall, ypon perfection in accordance with 
31 this Article. have a lien upon any recovery for personal injuries for which the 
32 medical provider rendered medical services to the extent the amount owed for these 
33 services has not been paid. The lien attaches re&ardless of whether the party entitled 
34 to the recovery is the injured person or another claimant. 
35 (b) Perfection of Lien. -- To perfect the lien. the medical provider shall comply 
36 with all of the followin&: 
37 ill Before the recovery is paid pyrsuant to G,S, 44-51.04(a), send a 
38 written notice of lien to: 
39 a. The claimant's attorney, 
40 b. If, and only if, the claimant's attorney is not known, to the 
41 responsible party and the claimant, 
42 ill If reguested by the claimant or the claimant's attorney, furnish 
43 without charge one copy of an itemized statement and the medical 
44 records of the medical provider with respect to the medical 
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1 services rendered to the injured person by reason of the personal 
2 injury. This subdivision does not apply to charges for preparing a 
3 medical report that the medical provider does not ordinarily create 
4 if the claimant or the claimant's attorney specifically reguests the 
5 medical provider to create that particular report. 
6 (c) Contents of Notice. -- The notice of lien shall include all of the following: 
7 ill The name, address, and telephone number of the medical provider. 
8 ill The name and last known address of the injured person. 
9 ill The date of the injury. 

10 ill The date or dates during which the medical provider provided 
11 medical services. 
12 ill The amount for which the lien is being asserted. 
13 ill If sent to an insurance company. the name of its insured or other 
14 person allegedly responsible for the injury. 
15 ill A statement that the medical provider is claiming the lien provided 
16 for by this Article. 
17 The information reguired by this subsection may be contained in the written notice of 
18 lien or any statement attached to and sent with the notice of lien. 
19 (d) Methods of Sending Notice. -- A notice of lien and any copies of a notice of 
20 lien required by this Article to be sent to a claimant. a claimanf's attorney, or a 
21 responsible party shall be sent in any one of the following ways: 
22 ill Personal delivery to the recipient or the recipient's business 
23 address if the recipient or other person at that address provides a 
24 receipt for the copy. 
25 ill Certified mail, return receipt reguested. 
26 ill Overnight delivery service that provides proof of delivery. 
27 ill Transmission by facsimile machine or other form of electronic 
28 communication, if the recipient affirmatively transmits a written 
29 confirmation of receipt. A statement of receipt automatically 
30 generated by a machine shall not gualify as a confirmation under 
31 this subdivision. 
32 (e) Additional Reguirements for Notices to Insurance Companies. -- A notice of 
33 lien sent to an insurance company under subdivision (b)(l) of this section shall be 
34 sent to any office designated by the insurance company as an office authorized to 
35 receive claims, the principal office of the insurance company in this State. or the 
36 insurance company's regional office or its home office. 
37 "§ 44-51,03. Amended liens. 
38 A medical provider may send an amended notice of lien at any time. An amended 
39 notice of lien shall be sent by any of the methods set forth in G.S. 44-51,02(d) for a 
40 notice of lien. 
41 "§ 44-51.04. Payment of recovery; limitations on liability for improper payment. 
42 (a) Payment of Recovery. -- The responsible party. or the claimant's attorney 
43 acting pursuant to subsection (c) of this section, shall pay the recovery in the 
44 following order: any attorneys' fees due the claimant's attorney and the reasonable 
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1 e:x;:penses incurred by the attorney and the claimant in collecting the recovery; and 
2 any perfected liens under this Article, subject to the limitations in subsection (b) of 
3 this section: and the remainder of the recovery to the claimant. 
4 (b) Limitations on Payment of Liens. -- The total of all payments made to medical 
5 providers under this section shall not exceed 50 percent (50%) of the recovery 
6 remaining after payment of the amounts provided in subdivision (1) of subsection (a) 
7 of this section. G.S. 28A-18-2 shall further limit payments to medical providers 
8 under this section. Multiple liens shall be paid pro rata. 
9 (c) Payments to Claimant's Attorney, -- Notwithstanding any other provision of 

10 this Article, the responsible party shall pay the recovery to the claimant's attorney, if 
11 known, and the attorney shall pay the recovery as provided in subsections (a) and (b) 
12 of this section. The responsible party is discharged of further liability under this 
13 Article to medical providers if the responsible party sends the attorney a copy of any 
14 notice of lien previously received by the responsible party, and the attorney actually 
15 receives the copy or copies before or at the same time the attorney receives the 
16 payment. The responsible party is not liable under this Article to any medical 
17 provider whose notice of lien is received after the recovery is mailed or delivered to 
18 the claimant's attorney. 
19 "§ 44-51.05. Disputed liens. 
20 If the amount owed for medical services is in dispute, nothing in this Article shall 
21 compel a responsible party or a claimant's attorney to pay the disputed amount until 
22 it is fully established in the manner provided by law. 
23 11 § 44-51.06. Penalty for asserting false lien. 
24 Any person who asserts a lien under this Article when no amount is owed the 
25 person, or in an amount greater than the person is owed, and who refuses without 
26 justification to correct or update the lien after becoming aware of the error, is liable 
27 to the claimant for all of the following: 
28 ill Liquidated damages in the amount of five thousand dollars 
29 ($5,000) or all damages proximately resulting from the assertion of 
30 the improper lien, whichever is greater. 
31 ill Any reasonable attorneys' fees, court costs, and any other litigation 
32 and investigatory e:x;:penses incurred as a result of the error before 
33 the error is corrected, 
34 11 § 44-57 .07. Exemptions and exclusions. 
35 (a) No person who pays a recovery pursuant to subsections (a) and (b) of G.S. 44-
36 51.04 is liable under this Article to any medical provider whose notice of lien is 
37 received by that person after the recovery is paid, or whose lien is not perfected 
38 before the recovery is paid. pursuant to these subsections. 
39 (b) This Article does not apply to injuries resulting from an accident covered by 
40 Chapter 97 of the General Statutes, the North Carolina Workers' Compensation Act. 
41 (c) G.S. 44-48 does not apply to liens under this Article." 
42 Section 3. A lien that was existing and valid under former G .S. 44-49 
43 and G.S. 44-50 on the effective date of this act is a perfected lien under G.S. 44-51.01 
44 through G.S. 44-51.07, as enacted by this act, and shall be governed by this act. A 

Page 4 House Bill 199 

.' 



, 

GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1997 

1 medical provider as defined in G.S. 44-51.01, as enacted by this act, that had not 
2 received, or had received but not yet responded to, a request for medical records 
3 under former G.S. 44-49 and G.S. 44-50 before the effective date of this act, but had 
4 otherwise taken all necessary steps to obtain a valid lien under those former sections 
5 before the effective date of this act, shall provide medical records as required by G .S. 
6 44-51.02, as enacted by this act, to have a perfected lien under this act. 
7 Section 4. This act becomes effective January 1, 1998. 
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Dot Anderson (Rep. Hurley) 

From: 
Sent: 
To: 
Subject: 

Linwood Jones (Research) 
Wednesday, April 02, 1997 3:31 PM 
Rep. Bill Hurley 
HB 199 

I'm not sure we're going to get the "assignment of proceeds" issue resolved in HB 199. The State Bar Ethics 
Committee and some plaintiffs' attorneys want us to declare assignments void, the hospitals and medical providers 
want to retain them, and the insurance companies want to make sure that they get proper notice of the 
assignments. 

One suggestion I have is that we ( 1) do the amendments that were brought up at the subcommittee meeting that 
specifically relate to the statutory liens and (2) require a study of the issue of assignment of proceeds that will 
report back to the 1998 short session. This would allow HB 199 to move on, while assuring everyone that the 
assignment issue will be addressed next session. It's my feeling that the assignment of proceeds issue is going to 
take a great deal of time to work through and probably needs the more deliberate pace of an interim study 
committee. The study committee could be (but doesn't have to be) the General Statutes Commission. 

Let me know what you think. 
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IN SUPPORT OF 

AN ACT TO PROVIDE IMPROVEMENTS IN THE LAWS GOVERNING 
PREFERRED PROVIDER ORGANIZATIONS 

Managed care organizations in North Carolina include both health maintenance organizations 
(HMO's) and preferred provider organizations (PPO's). Both HMOs and PPOs seek to coordinate 
the financing and provision of high quality health care at the lowest possible cost. 

Health care providers who participate in an HMO or PPO managed care network augment the 
reduction of the cost of health care by agreeing to a fee schedule or other basis for reducing 
costs. However, in a PPO, and in an HMO which provides its members with a "Point of Service" 
option, members can choose to obtain health care services from a provider who is not a member 
of the managed care network. 

By administrative rule, the Department of Insurance allows an HMO to provide benefits for a 
nonparticipating provider at a differential up to thirty percent below the level of services rendered 
by participating providers. This is a provision which allows the HMO to encourage its members 
to utilize the services of its network of participating providers, enabling it to ( 1) reduce costs, (2) 
hold premium charges down, and (3) actively and consistently work through its managed care 
network to improve the health of its members. 

PPOs, rather than being governed in this respect by an administrative rule, are governed by G.S . 
58-50-55, a statute enacted in 1985, which provides that the reduction in benefits for 
nonparticipating provider charges can be no more than twenty percent of payments that would 
be made to participating provic:lers. This is a restriction on the operation of PPOs which hinders 
the provision of this form of managed care to North Carolinians. 

Since the time this statute was enacted, thirty percent has become a more commonly used 
maximum differential in other states and is the maximum differential already applied to HMOs 
in this State. In addition, HMOs are allowed to exclude certain services provided by non-network 
providers. The purpose of the proposed revision to the PPO statute, G.S. 58-50-55, is to remove 
the statutory twenty percent differential limit, and add a reference to PPO "product limitations" 
as an appropriate subject of the Department of Insurance rulemaking, so that the Department can 
adopt appropriate rules for PPOs as it already does for HMOs, and ensure a "level playing field" 
for the provision of managed health care to the public. 



STATE OF NORTH CAROLINA 
GENERAL STATUTES COMMISSION 

P.O. BOX 829 

RALEIGH, NORTH CAROLINA 27602 

(119) 733-8026 

MEMORANDUM; 

TO: House Insurance Committee 

FROM: General Statutes Commission 

DATE: March 4, 1997 

RE: House Bill 199 (Amend Medical Providers' Liens) 

General Comments 

This bill updates the statutes on medical providers' liens, found in Article 9 of Chapter 48 
of the General Statutes, G.S. 44-49 et seq. Under current law, medical providers may obtain a 
lien on sums recovered as damages for personal injury.· The lien is for unpaid medical bills 
incurred by the injured person for treatment of the injury. The current statutes were first enacted 
in 193 5 and have not been significantly changed since that time. In response to suggestions for 
revision from attorneys in general practice, the General Statutes Commission (Commission) 
reviewed Article 9 and concluded that it should be overhauled to update the language and to "fill · 
in the gaps" that have arisen as a result of changes in practice over the last 60 years. During the 
updating process, the Commission attempted to keep substantive changes to a minimum, making 
them only where necessary to resolve actual problems. In "filling in the gaps" in the current law, 
the Commission codified existing practice as reported to the Commission where it seemed to 
work well. 

Consistent with the Commission's usual process, it circulated a draft of proposed revisions 
to its mailing list for comments. The Commission received extensive comments and circulated a 
revised draft as a result, in addition to furnishing drafts on request at any time. This second 
circulation produced additional comments. The Commission received more comments and · 
suggestions on this legislative proposal than it has received for any other legislative proposal in 
the last several years. As is its usual practice, the Commission considered all of the comments it 
received and made several changes in response to them .. It should be noted, however, that some 
commentators requested diametrically opposite revisions. The bill as introduced represents the 
best consensus the Commission could obtain, 

Under the current law, a medical provider must do at least two things to have a valid lien. 
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The medical provider must (i) file a claim in the office of the clerk of court in the county in which 
a lawsuit to recover money for personal injury is filed and (ii) as a condition precedent to the 
creation of a lien, furnish on request free copies of medical records to the injured person's 
attorney. Failure to make the filing in the clerk's office within 30 days after the lawsuit is filed 
causes loss of the chance to obtain a lien. In cases where no lawsuit was filed and the parties 
settle out of court, the medical provider must give notice of the lien to the person, usually an 
attorney, who distributes the money received in settlement. The attorney then distributes the 
settlement money according to current G.S. 44-50 (after payment of attorney fees, half to medical 
providers with liens and half to the injured person). 

This bill makes few changes in these procedures. The biggest change is the elimination of 
the requirement of filing a claim with the clerk of court. These claims are not indexed and 
therefore are not particularly effective as a means of public notice. In addition, a medical provider 
may not be aware that a lawsuit has been filed and may lose the opportunity to assert a lien 
without ever receiving any notice that the opportunity existed. The bill substitutes a requirement 
that a notice of lien be given to the attorney or other person who will actually be responsible for 
distributing the money. The bill requires this notice to be given in a way that the sender will have 
proof that the notice was actually received. 

The largest "gap" in the current law arose as a result of a 1995 North Carolina Supreme 
Court opinion. The opinion makes it clear that the current law allows a notice of lien to be sent to 
the liability insurance company of the person who wrongfully caused the injury (the "tortfeasor") 
and to be paid directly by the insurance company, at least in cases where the injured person does 
not have an attorney. This opinion caused some confusion over the insurance company's duties 
when the injured person does have an attorney. It is also not clear what constitutes adequate 
notice to insurance companies. The bill contains requirements for the content of a notice of lien, 
specifies the procedure for sending such a notice to a tortfeasor's insurance company, and codifies 
current practice by specifying that the insurance company sends the money to the injured person's 
attorney, if there is one, along with any notices of lien received by the insurance company, for the 
attorney to distribute the money. 

One new feature in this bill is the inclusion of a provision for recovery of liquidated 
damages if a medical provider aserts a lien when no money is due, or claims a larger amount than 
is actually due, ilD.d refuses without justification to correct the lien after becoming aware of the 
error. The Commission decided to recommend this provision after reports that incorrect claims 
by medical providers are becoming more frequent. 

Specific Comments 

Section 1 of the bill repeals the existing provisions on medical providers' liens, which are 
being replaced. 

Section 2 of the bill contains the replacement provisions for medical providers' liens. 
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The first new statutory section, proposed G.S. 44-51.01, contains definitions. The current 
law does not have any defined tenns, and in attempting to update it and make it more precise, it 
rapidly became apparent that some defined terms were needed to avoid constant repetition of 
particular phrases. The definitions are based either on the descriptive phrases in the current law 
or on definitions generally accepted elsewhere (for instance, "person"). One key definition is 
"claimant": simply speaking, a claimant is the person who brings, or is entitled to bring, the 
personal injury action. The claimant will nonnally be the injured person but could also be, for 
example, the executor or administrator of a decedent's estate (if the injured person died), a·· 
guardian of an injured person who is incompetent, or a parent responsible for paying medical 
expenses if the injured person is a minor. A second key definition is "responsible party," which is 
defined as the insurance company or other person responsible for paying the money owed to the 
claimiant by the person who wrongfully caused the injury (the "tortfeasor''). The responsible 
party will nonnally be a liability insurance company. 

Please note that the second sentence in the definition of "recovery" is intended to codify 
current practice. Generally speaking, the description in the current statute, "sums recovered as 
damages for personal injury" would not nonnally include an insurance benefit paid by the injured 
person's own insurance company. "Damages" are paid by ( or on behalf of) the tortfeasor. An 
insurance benefit payable to an injured person under the person's own insurance is not paid by or 
on behalf of the tortfeasor. Nevertheless, practice, at least in some areas of the State, has made 
an exception for uninsured and underinsured motorist coverage and has, rightly o,r wrongly, 
treated this type of insurance as money to which the lien under the current statutes will attach. 
After some reflection, the General Statutes Commission (Commission) decided that this practice 
was logically sound and should be codified, because this type of insurance is actually a substitute 
for payment from or on behalf of a tortfeasor and is only payable if the tortfeasor is at fault and is 
not insured, is inadequately insured, or fails to pay from the tortfeasor' s own resources, unlike 
other types of first party insurance. 

Proposed G.S. 44-51.02 contains the provisions for perfecting a medical provider's lien. 
This section replaces the requirement for filing a claim with the clerk of court in the county in 
which a lawsuit is filed with a requirement for sending a notice of lien, as described under General 
Comments. A notice of lien must be sent to the claimant's attorney, if known; otherwise, the 
notice can be sent to the responsible party. The subsection on contents of the notice is new and 
was added by the Commission in response to comments on the Commission's drafts. The 
subsection on methods of sending notice was added in order that there be some record of receipt 
of a notice of lien, since there will no longer be any filing on the public record. The special 
provisions for notices of lien sent to insurance companies were added by the Commission as a 
result of comments from insurance companies and are designed primarily to enable more efficient 
processing of notices of lien, which in tum should increase the likelihood that the notice will be 
associated with the proper claim in a timely fashion. 

Proposed G.S. 44-51.03 has no explicit counterpart section in current law. It was added 
at the suggestion of several commentators to make it explicit that a medical provider can amend a 
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notice of lien. 

Proposed G.S. 44-Sl.04 preserves the order of payment set out in current G.S. 44-S0. 
Proposed G.S. 44-S 1.04 explicitly states that multiple liens are paid pro rata, which is the current 
practice. It also explicitly recognizes the limits on payments in wrongful death actions imposed by 
G.S. 28A-18-2. Subsection (c) codifies current practice by requiring a responsible party to pay a 
judgment or settlement to the claimiant's attorney so that the attorney can distribute the funds. 
The responsible party is required to transmit any notices of lien it receives before it sends the 
funds to the attorney and is relieved of further liability ifit complies. 

Proposed G.S. 44-51.05 brings forward in more modem language the gist of current G.S. 
44-51. 

Proposed G.S. 44-51.06 contains the new provision allowing liquidated damages for 
wilfully continuing to assert a false lien as described under General Comments. 

Proposed G.S. 44-51.07 contains a list of exemptions and exclusions. There is no explicit 
counterpart section in current law. Subsection (a) protects a person from liability for notices of 
lien received after the person distributes money paid in judgment or settlement and follows 
logically from the entire concept of claiming a lien. Subsection (b) excludes injuries covered by 
the Workers' Compensation Act, because medical payments are already covered under that Act. 
Subection (c) provides that G.S. 44-48, which deals with discharge of liens filed with the clerk of 
court, does not apply to medical providers' liens. 

Section 3 of the bill contains transition provisions, essentially designed to "grandfather" 
valid liens under the current law. 

Section 4 of the bill provides for an effective date of January 1, 1998. 



Bill Pully at NCHA (919/677-4231) 11'(919) 677-4200 i1il Apr. 14, 1997 13l10:59 AM Cl2/2 

Amend proposed c01nmittee substitute to House Bill 199 to read as follows: 

"58-3-174(a.) No assignment of proceeds of a claim for personal inj.ur...Y- shall be 

enforceable against a p..a.yor of any sun1s paid as damages for personal inj.ucy unless 

the assignment is signed bY- the injured person or individual authorized to make 

the assignment and is served upon the p.ayor by certified mail, return receipt 

requested, prior to p..a.yn1ent of the claim." / 

1b) In the event of a recoverY- of damages for personal injJ.1I..y--1hat. is less than the 

amount of valid assignments of proceeds of a claim for personal inj.ucy that have 

been p.ro.p..erlY- served on p.ayors under the procedure described in subsection (.a),__all 

parties entitled to assignment of proceeds under this section shall share the funds 

held by__.ihe_p..a.yor on a pro rata basis." 



MINUTES 

INSURANCE SUBCOMMITTEE ON HB 199 

March 11, 1997 

The first meeting of the Insurance Subcommittee to study House Bill 199-Amend 
Medical Providers' Liens-was called to order by the chairman, Representative Bill 
Hurley, on Tuesday, March 11, 1997, at 4:00P.M. in Room 605 L.O.B. Members present 
were Representatives Allred, Hardaway, Hardy and Miner. Members absent were 
Representatives Barbee and Bowie. Representative Culpepper, sponsor of the bill, was 
unable to attend. Linwood Jones, Committee Counsel, Legislative Research Staff, was 
present. 

Visitors registration sheet is attached. (ATTACHMENT 1 ). 

Each member received a copy of the bill and an explanation of House Bill 199, 
prepared by Linwood Jones, Committee Counsel. Copies were also available for visitors. 
(ATTACHMENT 2). 

Chairman Hurley stated that the committee was appointed by House Insurance 
Committee Chairman Representative Dockham to study House Bill 199, and to report its 
recommendations back to the full Insurance Committee. He added that in fairness to 
Representative Culpepper, who could not be present today, that this meeting serve only as 
a forum for discussion and that no final recommendations be made. Another meeting 
will be called. 

Chairman Hurley called on Mr. Jones, Committee Counsel, to review the bill, and 
asked members and visitors to address their questions to Mr. Jones. 

Mr. Jones explained that a number of questions which came up in the Insurance 
Committee regarding this bill necessitated the formation of this special committee. He 
added that the bill originated with the General Statutes Commission. The Commission 
made a recommendation to the General Assembly, and Representative Culpepper 
introduced this bill. This law has been on the books for many years. The commission 
wants to codify existing law and practice and bring it up to date. He continued by stating 
there were questions that came up in the Insurance Committee that may go beyond what 
the General Statutes Commission was trying to do. 

Representative Hardy raised the first question, concerning assignment of 
proceeds. P. Bly Hall, Counsel for the General Statutes Commission, responded that "the 
General Statutes Commission was neutral on this". 
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Further questions and discussion followed both from committee members and 
visitors. 

Chairman Hurley recommended that counsel incorporate questions and 
recommendations into an amendment draft form to be presented at the next meeting of 
this subcommittee. Mr. Jones asked that all visitors give him their changes to the bill by 
Friday, March 13, or Monday, March 16, at the latest. 

With no further questions or discussion, the meeting was adjourned at 5:00p.m., 
to meet next week after Session, at the call of the chairman. 

Respectfully submitted, 

bJ 4nduuLn.J 
Committee Clerk 
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North Carolina General Assembly 
Legislative Services Office George H. Hall, Legislative Services OfficE 

(919) 733-7044 

Elaine W. Robinson, Director 
Administrative Division 
Room 5, Legislative Building 
16 W. Jones Street 
Raleigh, NC 27603-5925 
(919) 733-7500 

MEMORANDUM 

Gerry F. Cohen, Director 
Bill Drafting Division 
Suite 401, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-6660 

Thomas L. Covington, Director 
Fiscal Research Division 
Suite 619, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-4910 

March 5, 1997 

TO: Representative Jerry Dockham, Chairman 
House Insurance Committee 

FROM: 

RE: 

Linwood Jones, Committee Counsel 4-­
House Bill 199 (Medical Provider Liens) 

Donald W. Fulford, Director 
Information Systems Division 
Suite 400, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-6834 

Terrence D. Sulliv, 
Research Division 
Suite 545, LOB 
300 N. Salisbury S 
Raleigh, NC 2760 
(919) 733-2578 

House Bill 199 rewrites the laws that govern medical providers' liens against damages 
recovered by their patients from third parties for the injuries for which the patients were treated. 
_The liens help ensure that doctors, hospitals, and other medical providers are paid for the medical 
services they provide to these patients. The existing laws, which were put on the books earlier in 
the century, are repealed and replaced by the new provisions. It is my understanding from the 
General Statutes Commission that, with some exceptions, the new laws are designed to follow in 
substance the old laws and existing practice that has developed under those laws. 

Under House Bill 199, the medical provider may file a lien for the a.mount of any unpaid 
bills arising from treatment for the injuries in question by doing the following: 

(1) Send a written notice of the lien to the claimant's attorney. If the claimant has no 
attorney or the attorney is not known, send the written notice to the claimant and to the insurance 
company or other party responsible for paying the damages to which the claimant may be 
entitled. The lien notice must identify the medical provider, the injured person, the date of the 
injury, the date(s) of treatment, and the amount of the lien. The notice must state that the 
provider is asserting its lien rights. If the notice is also being sent to an insurance company, the 
provider must also identify the person who allegedly injured the patient. 

(2) If requested by the claimant or the claimant's attorney, provide a free copy of the 
claimant's medical records and an itemized bill. If the medical provider is requested to prepare a 
special medical report on the claimant beyond the ordinary medical records, it can charge for that 
report. 

AN EQUAL OPPORTUNITY/AFFIRMATIVE ACTION EMPLOYER 



The lien notice must be sent in one of four ways authorized by the bill: personal delivery, 
certified mail, overnight mail, or fax. All four methods require the provider to obtain a receipt 
proving delivery. 

When the claimant resolves its claim for damages against the third party (through 
judgment in a lawsuit or settlement, including UM and UIM recoveries) and is entitled to recover 
damages, the insurer must pay the damages to the claimant's attorney. (By sending a copy of the 
medical provider's lien to the attorney before or with payment of the funds to the attorney, the 
insurer relieves itself of further liability to the medical providers, if the attorney actually receives 
the notice before or with the payment). The attorney collects his attorney fees and the reasonable 
expenses in the case and then uses the remainder to reimburse the medical provider for its unpaid 
bills that relate to the injury for which the claimant was entitled to damages. The attorney can 
pay no more than 50% of this remaining amount to the medical provider(s). If the claimant has 
no attorney, the insurer or other responsible party makes these payments. 

An insurer is not required to pay a disputed medical bill under the lien law until it is 
resolved. The bill also provides a penalty against a medical provider who asserts a false or 
exaggerated lien. The penalty does not apply if the lien or the amount of the lien is filed in error 
and is corrected by the provider when the error is brought to its attention. The penalty is 
liquidated damages in the amount of $5,000 or all damages proximately resulting from the 
assertion of the improper lien, whichever is greater, plus attorneys' fees, court costs, and other 
investigative and legal expenses incurred as a result of the error. 

Neither the attorney nor the insurer (or other responsible party) is liable to a medical 
provider under the lien law if the provider's lien is not received or perfected before the recovery 
is paid. 

This act takes effect January 1, 1998. All valid, existing liens filed under the current lien 
laws (G.S. 44-49 and 44-50) as of that date are considered "perfected" under this act and will be 
covered by this act. If a provider has taken all steps as of January 1, 1998, to perfect a lien under 
the existing law expect for providing a copy of requested medical records, ,the provider's lien will 
still be considered perfected once those records are delivered. 

H 199-SMRN-00 1 



ARTICLE 9. 

Liens upon Recoveries for Personal Injuries to 
Secure Sums Due for Medical Attention, etc. 

§ 44-49. Lien created; applicable to persons non sui 
juris. 

From and after March 26, 1935, there is hereby created a lien 
u_pon any sums recovered as damages for personal injury in any 
civil action in this State, the said lien in favor of any person, corpo­
ration, municipal corporation or county to. whom the person so re­
covering, or the person in whose behalf the recovery has been made, 
may be indebted for drugs, medical supplies, ambulance services, 
and medical services rendered by any physician, dentist, trained 
nurse, or hospitalization, or hospital attention and/or services ren­
dered in connection with the injury in compensation for which the 
said damages have been recovered. Where damages are recovered 
for and in behalf of minors or persons non compos men tis, such liens 
sh~~ a~tach to the sum recovered as fully as if the said person were 
sm Juns. 

N~twithstanding the provisions of paragraph one of this section, 
no _hen therein provided for shall be valid with respect to any 
clilaims whatsoever unless the person or corporation entitled to the 

en therein provided for shall file a claim with the clerk of the 
. ~ouz:t in which said civil action is instituted within 30 days after the 

d
1nst1tution of such action and further provided that the physician, 
. entist, trained nurse, hospital or such other person as has a lien 

hedereunder shall, without charge to the attorney as a condition prec-
ent to the creation of such lien, furnish upon request to the attor­

!l~Y representing the person in whose behalf the claim for personal 
1IIJury is made, an itemized statement, hospital record, or medical 
report for the use of such attorney in the negotiation settlement or 
trial of the claim arising by reason of the personal injury. 

~o liens of the character provided for in the first paragraph of 
this section shall hereafter be valid with respect to money that may 
hbe recovered in any pending civil actions in this State unless claims 
ased on such liens are filed with the clerk of the court in which the 

action is pending within 90 days after April 5, 1947. : 

l 
No action shall lie against any clerk of court or any surety on any 

c erk's bond to recover any claims based upon any lien or liens 
created by the first paragraph of this section when recovery has 
heretofore been had by the person injured, and no claims against 
such recovery were filed with the clerk by any person or corpora­
tion, and the clerk has otherwise disbursed according to law the 
money recovered in such action for personal injuries. (1935, c. 121 
s. 1; 1947,c. 1027;1959,c. 800,s. 1; 1967,c. 1204,s. 1;1969,c.450: 
s. 1.) 



§ 44-50. Receiving person charged with duty ·of 
retaining funds for purpose stated; ev­
idence; attorney's fees; charges. 

Such a lien as provided for in G.S. 44-49 shall also attach upon all 
funds paid to any person in compensation for or settlement of the 
said injuries, whether in litigation or otherwise; and it shall be the 
duty of any person receiving the same before disbursement thereof 
to retain out of any recovery or any compensation so received a 
sufficient amount to pay the just and bona fide claims for such drugs, 
medical supplies, ambulance service and medical attention and/or 
hospital service, after having received and accepted notice thereof: 
Provided, that evidence as to the amount of such charges shall be 
competent in the trial of any such action: Provided, further, that 
nothing herein contained shall be construed so as to interfere with 
any amount due for attorney's services: Provided, further, that the 
lien hereinbefore provided for shall in no case, exclusive of attorneys' 

- ---- . - - --·. -----·-· -· 

fees, exceed fifty percent (50%) of the amount of damages recovered. 
(1935, C. 121, S. 2; 1959, C. 800, S. 2; 1969, C. 450, S. 2; 1995 (Reg. 
Sess., 199~\ ~-----~?4, s. 3.)___ _ _________ . __ .. ________ . 

§ 44-51. Disputed claims to be settled before pay. 
ments. 

Whenever the sum or amount <;>r ~ounts dem~d~d fo~ me~cal 
services or hospital fees shall be m dispute, nothing m ~his Art1~le 
shall have any effect of compelling p_ayment thereof un~1l the claun 
is fully established and determined, m the manner p:r:ovid_ed by law: 
Provided, however, that when any such sums are m dispu~ t~e 
amount of the lien shall in no case exc~d the amount of the bills in 
dispute. (1935, c. 121, s. 3; 1943, c. 043.) 

. .. , 



MINUTES 

INSURANCE SUBCOMMITTEE ON HB 199 

March 26, 1997 

The second meeting of the Insurance Subcommittee to study House Bill 199-
Amend Medical Providers' Liens- was called to order by the chairman, Representative 
Bill Hurley, on Tuesday, March 26, 1997, at 4:00 p.m. in Room 605 L.O.B. Members 
present were Representatives Cary Allred, Bobby Barbee, and Edwin Hardy. Members 
absent were Representatives Joanne Bowie, Thomas Hardaway and David Miner. 
Representative Bill Culpepper, bill sponsor, was unable to attend. Linda Attarain, 
Legislative Research Staff, attended for Linwood Jones, Committee Counsel. 

Visitors registration sheet is attached. (ATTACHMENT 1) 

Chairman Hurley recognized and introduced Linda Attarain; Mr. & Mrs. Jay 
Gothard, visitors from Fayetteville; and the page, Charles Trivet from Cary. 

The chairman called the members attention to the draft prepared by Linwood 
Jones, Committee Counsel, incorporating recommendations made by the members and 
visitors during and following the first meeting of this committee. He called on P. Bly 
Hall, General Statutes Commission, to explain the Subcommittee Draft Substitute. 
(ATTACHMENT 2) 

Representative Barbee called on William Pully, NC Hospital Association, to 
explain why the hospitals wanted the changes on top of page 3, lines 1-6. Mr. Pully 
deferred to Hugh Tilson, Director of Legal Affairs, Hospital Association, to explain. 

Representative Hardy questioned lines 5&6, page 3, beginning with "medical 
payment coverage". 

Ms. Hall pofnted out numbered items on top of page 5. These clauses were not 
numbered in the original bill. The second thing Mr. Jones changed here was, in 
response to comment from our last meeting, to move the "reasonable expense incurred " 
clause from item (l}_and make it a separate item Q1 

Ms. Hall continued to the bottom of page 5, lines 41 & 42. A change was made 
here at the suggestion of the State Bar Ethics Subcommittee. 

She continued that the big change was on page 6, Section 3. This is intended to 
address what kind of notice an insurance company needs to have in assigning proceeds. 
"Arguably, this section should not be in this bill." 
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Ms. Bly added that Linwood Jones attached to this draft a copy of a memorandum 
that was sent by the Ethics Committee of the N.C. Bar Association asking the General 
Statutes Commission to include a provision that would essentially clear assignments of 
proceeds as void and against public policy. She continued that "this particular memo was 
not turned over by the General Statutes Commission to this committee, but was sent 
independently of us". 

Representative Barbee asked if an assignment was no good unless the person who 
is injured made the assignment to the hospital? 

Susan Valuari answered that "according to the Mecklenburg vs. First of Georgia 
case, yes. We are concerned about this assignment issue, which is why we simply ask 
(for notification that it can't be pocketed)." 

Mr. Pully reiterated that in the process of payment, "ifwe (hospitals) don't get in 
early, we (hospitals) are very unlikely to get paid. Without these types of assignments, 
people who are injured are, basically, allowed to pocket the money they owe the medical 
provider." 

Representative Hardy asked if this would only apply if (the injured party) settled 
the case themselves, or when an attorney was involved also? 

Mr. Pully replied that this is when an attorney is involved also. "The attorney 
would more than likely get a notice of assignment and this would allow the hospital to 
notify the insurance company that an assignment is due." 

Representative Hardy asked if this would still be limited by the fifty percent rule. 

Mr. Pully responded that these assignments are not limited by the fifty percent 
rule. 

Discussion continued on how and when assignments are made. 

Chairman Hurley asks for further suggestions from committee members on how 
to proceed with this bill. 
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Representative Hardy suggested that it would be nice if all the parties involved 
would give us some memos of specific examples of how things flow with various 
settlements so that it would make it easier for the members to understand the process. 

Representative Allred questioned the memo from the N.C. Bar Association. 

The meeting adjourned at 5:00p.m. Another meeting will be scheduled at the call 
of the chairman. 

Chairman 

Committee Clerk 
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North Carolina General Assembly 
Legislative Services Office 

. Robinson, Director 
istrative Division 

Room 5, Legislative Building 
16 W. Jones Street 
Raleigh, NC 27603-5925 
(919) 733-7500 

Gerry F. Cohen, Director 
Bill Drafting Division 
Suite 401, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-6660 

March 26, 1997 

MEMORANDUM 

TO: HB 199 Subcommittee 

FROM: Linwood Jones 

RE: Hou_se Bill 199 

Thomas L. Covington, Director 
Fiscal Research Division 
Suite 619, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-4910 

George R. 
(919) 733-. 

ATTACHMENT 2 

Donald W. Fulford, Director 
Information Systems Division 
Suite 400, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-6834 

Terrence D. Sullivan, Director 
Research Division 
Suite 545, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-2578 

Attached are proposed changes to House Bill 199. Also attached is a letter from the counsel 
to the General Statutes Commission recommending changes. These changes have been 
incorporated into the draft. Finally, a provision recommended last fall by a State Bar Ethics 
Subcommittee and provided by Mr. Cromer is attached for consideration. I did not include it in 
the bill at this point but submit it for your consideration as requested. If other parties have 
suggested changes that were not included in this draft, I'm sure we'll hear from them. 

The changes from the original bill are shown with underlining and strike-through. 

The changes on page 1, line 12, part of the changes on page 5, lines 1-11, the change on page 
5, lines 41-42, and the change on page 6, line 9 are technical amendments from the General 
Statutes Commission staff, some of which originated with the Bar Association. 

The change on page 2, line 35 is a change I suggested to the General Statutes Commission 
staff. My concern was that "treating" does not clearly include "diagnosing." A significant 
portion of the medical services provided by a hospital or other provider may consist of diagnostic 
tests. By including "diagnosing" in the definition, we ensure that the medical provider's lien also 
extends to these services. 

I suggested the change on page 3, line 23 (eliminating "and only if") because the phrase is 
redundant. The "and only if' language was apparently placed there for more emphasis, but it is 
still redundant and unnecessary in my opinion. It means no more than beginning the sentence 
simply with "If'. 

AN EQUAL OPPORTUNITY/AFFIRMATIVE ACTION EMPLOYER 



Page Two 

On page 5, lines 1-10, I moved the legal expenses so that they come after the medical 
provider's lien. Attorneys fees' would still have priority over the medical provider's lien, but the 
other legal expenses would come under subdivision (3) - after the medical lien. 

On page 6, lines 21-30, I added language suggested by Nationwide Insurance concerning 
assignment of proceeds. This language describes how a medical provider who has obtained an 
assignment of proceeds from a potential personal injury action from its patient is to notify the 
insurance company of the assignment. I placed this language in the insurance laws, not the lien 
laws. 
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HOUSE BILL 199 
SUBCOMMITTEE DRAFT SUBSTITUTE 

Short Title: Amend Medical Providers' Liens. 

Sponsors: 

Referred to: Insurance, if favorable, Judiciary II. 

February 17, 1997 

1 A BILL TO BE ENTITLED 

1 

(Public) 

2 AN ACT TO AMEND THE LAW RELATING TO LIENS DUE MEDICAL PROVIDERS 
3 
4 

FOR MEDICAL SERVICES PROVIDED, AS RECOMMENDED :BY THE GENERAL 
STATUTES COMMISSION. PROVIDED. 

5 The General Assembly of North Carolina enacts: 
6 Section 1. G.S. 44-49, 44-50, and 44-51 are repealed. 
7 Section 2 • Article 9 of Chapter 4 4 of the General 
8 Statutes is amended by adding the following new sections to read: 
9 

10 
11 (THE FOLLOWING UNDERLINING AND STRIKE-THROUGH SHOWS PROPOSED 
12 CHANGES TO THE BILL): 
13 
14 
15 "§ 44-51.01. Definitions. 
16 As used in this Article: 
17 
18 
19 
20 

( 1) 'Claimant' means an injured person or 
person's personal representative, 
guardian, or parent responsible for 
medical services. 

the injured 
collector, 

payment for 
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1 
2 
3 
4 
5 
6 
7 

8 
9 

10 
11 

CID 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 

@ 
36 
37 
38 
39 
40 
41 
42 
43 
44 
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(2) 'Injured person' means any individual who ha 
sustained personal injuries. 

(3) 'Medical provider' means all of the following: 
a. Any physician, nurse, chiropractor, dentist, 

optometrist, podiatrist, physical therapist, 
psychologist, pharmacist, or other individual 
licensed, registered, or certified by this 
State or any other state to provide medical 
services. 

b. 

c. 

Any employer of any individual listed in sub­
subdivision a. of this subdivision, or any 
entity partnership or limited liability 
company through which such an individual 
renders medical services, that has the right 
to receive the payment due for the 
individual's medical services to an injured 
person. 
Any hospital,· health care facility, provider 
of ambulance services, or similar provider of 
medical services that is licensed or regulated 
under Chapter 58, 122C, 131D, or 131E of th 
General Statutes, former Chapter 131 of th 
General Statutes, or the equivalent law of any 
other state. 

(4) 'Medical records' means all records, regardless of 
the form in which these records are maintained, 
concerning patient-provided information, 
observations, findings, treatment rendered, 
opinions, physician notes and summaries, nursing 
notes, laboratory and radiological reports, and any 
other heal th care records prepared by any heal th 
care professional or other person. 

(5) 'Medical services' means any services or supplies 
furnished to an injured person for the purpose of 
diagnosing or treating the injuries. 

( 6) 'Person' means an individual, trust, partnership, 
professional association, limited liability 
company, corporation, federal, state, or local 
government, any political subdivision, agency, or 
institution of those governments, or any other 
entity. 

( 7 ) 'Recovery' means any sums 
recovered, as compensatory 
injuries in any civil action 

recovered, or to b 
damages for persona 
or other proceeding in 

House Bill 199 
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6) 

this State or by settlement. Recovery includes 
sums recovered under uninsured and underinsured 
motorist coverage, but does not include proceeds 
from any other insurance policy when the injured 
person is also the insured. medical payments 
coverage under an insurance policy. 

4 
5 
6 

7 

8 
( 8 ) 'Responsible party' means an insurance company or 

any other person responsible for paying a recovery. 
9 "§ 44-51.02. Creation and perfection of lien. 

10 (a) Creation of Lien. -- Any medical provider not otherwise 
11 prohibited by law, rule, or regulation from obtaining a lien 
12 shall, upon perfection in accordance with this Article, have a 
13 lien upon any recovery for personal injuries for which the 
14 medical provider rendered medical services to the extent the 
15 amount owed for these services has not been paid. The lien 
16 attaches regardless of whether the party entitled to the recovery 
17 is the injured person or another claimant. 
18 (b) Perfection of Lien. -- To perfect the lien, the medical 
19 provider shall comply with all of the following: 
20 (l) Before the recovery is paid pursuant to G.S. 44-
21 
22 

.dj)· 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 

51.04(a), send a written notice of lien to: 
a. The claimant's attorney. 
b. If, and only if, the claimant's attorney is 

not known, to the responsible party and the 
claimant. 

(2) If requested by the claimant or the claimant's 
attorney, furnish without charge one copy of an 
itemized statement and the medical records of the 
medical provider with respect to the medical 
services rendered to the injured person by reason 
of the personal injury. This subdivision does not 
apply to charges for preparing a medical report 
that the medical provider does not ordinarily 
create if the claimant or the claimant's attorney 
specifically requests the medical provider to 
create that particular report. 

37 ( c) Contents of Notice. -- The notice of lien shall include 
38 all of the following: 
39 
40 
41 
42 
43 

( 1) The name, address, and telephone number of the 
medical provider. 

( 2) The name and last known address of the injured 
person. 

( 3 ) The date of the injury. 

House Bill 199 Page 3 
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1 (4) The date or dates during which the medical provider 
2 provided medical services. 
3 (5) The amount for which the lien is being asserted. 
4 ( 6) If sent to an insurance company, the name of its 
5 insured or other person allegedly responsible for 
6 the injury. 
7 (7) A statement that the medical provider is claiming 
8 the lien provided for by this Article. 
9 The information required by this sub$ection may be contained in 

10 the written notice of lien or any statement attached to and sent 
11 with the notice of lien. 
12 (d) Methods of Sending Notice. A notice of lien and any 
13 copies of a notice of lien required by this Article to be sent to 
14 a claimant, a claimant's attorney, or a responsible party shall 
15 be sent in any one of the following ways: 
16 (1) Personal delivery to the recipient or the 
17 recipient's business address if the recipient or 
18 other person at that address provides a receipt for 
19 the copy. 
20 (2) Certified mail, return receipt requested. 
21 ( 3) Overnight delivery service that provides proof o 
22 delivery. 
23 (4) Transmission by facsimile machine or other form of 
24 electronic communication, if the recipient 
25 affirmatively transmits a written confirmation of 
26 receipt. A statement of receipt automatically 
27 generated by a machine shall not qualify as a 
28 confirmation under this subdivision. 
2 9 ( e) Additional Requirements for Notices to Insurance 
30 Companies. -- A notice of lien sent to an insurance company under 
31 subdivision (b)(l) of this section shall be sent to any office 
32 designated by the insurance company as an off ice authorized to 
33 receive claims, the principal office of the insurance company in 
34 this State, or the insurance company's regional office or its 
35 home office. 
36 "§ 44-51.03. Amended liens. 
37 A medical provider may send an amended notice of lien at any 
38 time. An amended notice of lien shall be sent by any of the 
39 methods set forth in G.S. 44-51.02(d) for a notice of lien. 
40 "§ 44-51. 04. Payment of recovery; limitations on liability for 
41 improper payment. 
42 (a) Payment of Recovery. -- The responsible party, or th 
4 3 claimant's attorney acting pursuant to subsection ( c) of thi 
44 section, shall pay the recovery in the following order: 

Page 4 House Bill 199 



GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1997 

1 
2 
3 
4 
5 
6 

. ill 
·,; 

V::\. 
/ ,ill 

aay. Any attorneys' fees due the claimant's attorney 
attorney. and the reasonable expenses incurred by 
the attorney and the claimant in collecting the 
recovery; 
and any Any perfected liens under this Article, 
subject to the limitations in subsection (b) of 

7 this section; 
8 . ~ ill The reasonable expenses incurred by the attorney 
9 /\J-,~J · and the claimant in collecting the recovery; 

10 ~t1' ~---ill and the The remainder of the recovery to the 
11 claimant. 
12 (b) Limitations on Payment of Liens. -- The total of all 
13 payments made to medical providers under this section shall not 
14 exceed 50 percent (50%) of the recovery remaining after payment 
15 of the amounts provided in subdivision (1) of subsection (a) of 
16 this section. G.S. 28A-18-2 shall further limit payments to 
17 medical providers under this section. Multiple liens shall be 
18 paid pro rata. 
19 ( c) Payments to Claimant's Attorney. -- Notwithstanding any 
20 other provision of this Article, the responsible party shall pay 
21 the recovery to the claimant's attorney, if known, and the 
22 attorney shall pay the recovery as provided in subsections (a) 
23 and (b) of this section. The responsible party is discharged of 
24 further liability under this Article to medical providers if the 
25 responsible party sends the attorney a copy of any notice of lien 
26 previously received by the responsible party, and the attorney 
27 actually receives the copy or copies before or at the same time 
28 the attorney receives the payment. The responsible party is not 
29 liable under this Article to any medical provider who.se notice of 
30 lien is received after the recovery is mailed or delivered to the 
31 claimant's attorney. 
32 "§ 44-51. 05. Disputed liens. 
33 If the amount owed for medical services is in dispute, nothing 
34 in this Article shall compel a responsible party or a claimant's 
35 attorney to pay the disputed amount until it is fully established 
36 in the manner provided by law. 
37 "§ 44-51.06. Penalty for asserting false lien. 
38 Any person who asserts a lien under this Article when no amount 

A~ 39 is owed the person, or in an amount· greater than the person is 
~~40 owed, and who refuses without justification to correct or update 

~(j)'-J < I@ the lien after becominq a.ware discovering or receiving written 
?'11 @ notice of the error, is liable to the claimant for all of the 

43 following: 

House Bill 199 Page 5 
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1 
2 
3 
4 
5 
6 
7 
8 

G)"§ 

(1) Liquidated damages in the amount of five thousan 
dollars ($5,000) or all damages proximately 
resulting from the assertion of the improper lien, 
whichever is greater. 

( 2) Any reasonable attorneys' fees, court costs, and 
any other litigation and investigatory expenses 
incurred as a result of the error before the error 
is corrected. 

44 57.07. 44-51.07. Exemptions and exclusions. 
10 (a) No person who pays a recovery pursuant to subsections (a) 
11 and (b) of G.S. 44-51.04 is liable under this Article to any 
12 medical provider whose notice of lien is received by that person 
13 after the recovery is paid, or whose lien is not perfected before 
14 the recovery is paid, pursuant to these subsections. 
15 (b) This Article does not apply to injuries resulting from an 
16 accident covered by Chapter 97 of the General Statutes, the North 
17 Carolina Workers' Compensation Act. 
18 (c) G.S. 44-48 does not apply to liens under this Article." 
19 
20 
21 PART II. ASSIGNMENT OF PROCEEDS 
22 
23 
24 

~.&y,:·,~{ 
pr~ 27 

1 cv ~: 

~ection 3. Chapter 58 of the General Statutes is 
amended by adding the following new section to read: 

"58-3-174. No assignment of proceeds of a claim for personal 
injury shall be enforceable against a payor of any sums paid as 
damages for personal injury unless the assignment is signed by 
the injured person or individual authorized to make the 
assignment and is served upon the payor by certified mail, return 
receipt requested, prior to payment of the claim." 30 

31 
32 Section 4. A lien that was existing and valid under 
33 former G.S. 44-49 and G.S. 44-50 on the effective date of this 
34 act is a perfected lien under G. s. 44-51. 01 through G. s. 44-
35 51.07, as enacted by this act, and shall be governed by this act. 
36 A medical provider as defined in G.S. 44-51.01, as enacted by 
37 this act, that had not received, or had received but not yet 
38 responded to, a request for medical records under former G.S. 44-
39 49 and G.S. 44-50 before the effective date of this act, but had 
40 otherwise taken all necessary steps to obtain a valid lien under 
41 those former sections before the effective date of this act, 
42 shall provide medical records as required by G.S. 44-51.02, a 
43 enacted by this act, to have a perfected lien under this act. 
44 Section 4. This act becomes effective January 1, 1998. 
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Mecorandum 

To: 

From: 

Re: 

wis, Ex Officio Secretary. General Statutes Commission 

mittee of the North Carolina State Bar 

Tenth D ~DN 90-7. Medical Provid~rs• Liens 
November! , 1996 

A subcommittee ap ointed by the chair of the Ethics committee of the North Carolina State Bar 
previously com.me d on the Sixth Draft of the Medical Providers' Lien Act. · See the revised 
memorandum to yo of August 15.1996. 

The subcommittee eviewed the Tenth Draft of the proposed Act and is gratified that, with one 
exception, all of its revious suggestions were incorpr•:ated into the Tenth Draft in some form. 

The exception is th recommendation by the .;ubcommittee that assignments of sett" ::ment 
proceeds to third p y medical providers should be prohibited as a matter of public policy and 
the liens permined der the Act should be the sole remedy available to medical providers. The 
subcommittee feels strongly that if the claim of a medical provider against any recovery for 
personal injury is n t controlled by the proposed Act, then medical providers wi11 routin~ly 
require assignment of proceeds to circumvent the Act. This will def eat the purpose of the Act. 
The proceeds from ninsured and underinsured motorist insurance coverage should also be 
protected from assi ment A good. viable lien act should provide more than adequate 
protection form · al providers. The subcommittee proposes the inclusion of the following 
prevision in the pr posed Act: 

. 
be the sole remedy for·the establishnient and enforcement by 

any medi provider of a lien, right or other claim to attach the proceeds of . 
a claimant s recovery of compensatory damages for personal injuries. 
Assignm of a. claimant's recovery of compensatory damages and 

· of the proceeds from insurance coverages issued pursuant to 
.21(b)(3)•(4) are void. Nothing in the Act shall prohibit the 
t of a judgment lien against a recovery. 

1 



MINUTES 

INSURANCE SUBCOMMITTEE ON HB 199 

April 15, 1997 

The third meeting of the Insurance Subcommittee to study House Bill 199-
Amend Medical Provider Liens-was called to order by the chairman, Representative Bill 
Hurley, Tuesday, April 15, 1997 at 8:20 a.m. in Room 1425 L.B. Members present were 
Representatives Bobby Barbee, Joanne Bowie and Edwin Hardy. Members absent were 
Representatives Cary Allred, Thomas Hardaway and David Miner. 

Visitors Registration Sheet is attached. 

Chairman Hurley recognized Representative Bill Culpepper, bill sponsor, to 
explain the bill. 

Representative Culpepper apologized for not being able to attend past meetings. 
He explained that The General Statutes Commission has gone through twelve (12) 
rewrites trying to update the statutes. This committee has sent it for its 13th and 14th 

rewrite. This legislation was discussed at length in the full Insurance Committee, which 
precipitated the appointment of this special subcommittee. He continued that the General 
Statutes Commission sought to address solely the issue of medical provider liens (and 
not assignment of proceeds). Representative Carpenter continued to explain the 
difference in" medical provider liens" and "assignment of proceeds". Interested parties 
want to see assignment of proceeds addressed in this bill. The question before the 
committee is "do we want to leave the bill in the narrow scope-only medical provider 
liens, or go on to address assignment of proceeds?" 

Representative Bowie asked if there is time before the bill crossover date to 
address broader legislation. 

Representative Carpenter says it could be addressed if committee could arrive at a 
consensus. He continued "this is a great vehicle to address the issue (assignment of 
benefits), because the appellate courts have left it up to us to settle this before another 
case is called." 

Chairman Hurley called on Staff Council, Linwood Jones, for suggestions. 

Mr. Jones reiterated Representative Carpenter's remarks. 

Chairman Hurley called on visitors to voice their comments. 

William Pully, NC Hospital Association, stated that a lien is often not for the full 
amount of the assignment and medical and legal services should be equal (50% rule). 
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Insurance Subcommittee on HB 199 
April 15, 1997 

Doug Maynard, attorney, member of Well, Jenkins, __ , Attorneys-at-Law in 
Winston-Salem, NC, stated that he was responsible for draft from the Academy of Trial 
Lawyers and NC Bar Association which was brought to the March 22 meeting of this 
subcommittee. 

Representative Barbee asked for further illustration of how settlement proceeds 
are assigned under present law. 

Doug Maynard explained, using the Charlotte-Mecklenburg vs.First of Georgia 
case as an example. (See March 26 Minutes.) 

Steve Keen, NC Medical Society, spoke for his association, stating that discussion 
should continue; liens and assignment~ should be treated the same. 

Chairman Hurley called on Representative Carpenter to state his final 
recommendation on the future of this legislation after hearing from interest(;:d parties 
present. 

Representative Carpenter: It sounds like it needs to go to a study commission. He 
recommended that the committee council draft a study bill to take before the full 
Insurance Committee. 

Representative Hardy stated that he would like to see the matter resolved in this 
subcommittee, but that he would not object to a study commission pursuing it. 

Chairman Hurley called for a motion. 

Representative Bowie moved for a study bill to go to the full Insurance 
Committee. 

The members voted unanimously in favor of the motion. 

Having no further business, the meeting adjourned at 9:50a.m. 

Respectfully submitted, 

Chairman 

/J-,.j-/J~ 
Committee Clerk 
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MINUTES 

HOUSE COMMITTEE ON INSURANCE 

April 24, 1997 

The House Committee on Insurance met in Room 643 of the Legislative Office Building 
on April 24, 1997 at 12:00 noon. Representative Dockham, Chairman, presided. 
Members present were: Representatives Allred, Barbee, Black, Bowie, Brawley, Cole, 
Dedmon, Dickson, Gamble, Hardy, Hensley, Hurley, Ives, Luebke, McComas, Michaux, 
Miller, Miner, Preston, Tallent, Wainwright, and Wright. A list of visitors attending is 
attached. 

Chairman Dockman called the meeting to order and the following bills were considered: 

House Bill 926, entitled, An Act Pertaining to Preferred Provider Contracts was before 
the committee for consideration (bill summary attached). Representative Brawley, 
sponsor, gave a report from the subcommittee that considered this bill. The 
recommendation of the subcommittee was that this bill needed further work but that it be 
passed out of the full committee in order to meet the crossover deadline. Further work 
would need to be done on the bill when it reaches the Senate. Mr. William Potter, a 
representative from the Dental Society spoke against the bill stating that the bill is 
inappropriate. Representative Michaex moved that House Bill 926 be given a favorable 
report. The motion passed. 

House Bill 1024. entitled An Act to Allow for the Licensing of Certain Subsidiaries of 
Insurers Owned or Controlled by Foreign Governments was considered (bill summary 
attached) .Bill sponsor, Representative Hurley stated that this legislation was requested 
by the Department of Insurance and that the Department has no objections to the bill. 
Representative Tallent moved that House Bill 1024 be given a favorable report. The 
motion carried. 

House Bill 891. entitled. An Act to Allow an Employer and its Representatives to Contact 
an Employee's Right to Direct Medical Treatment and to Obtain Information Regarding 
Medical Treatment was considered (bill summary attached). Representative Mitchell, 
sponsor, presented a committee substitute for the bill. Representative Dickson moved 
that the committee substitute be before the committee for consideration. The motion 
passed. Chairman Dockham ruled that the bill be temporarily displaced until an adequate 
number of the correct committee substitute could be handed out to the members. When 
all members received copies, the bill was back before the committee and Representative 
Mitchell explained that this bill substitute gives an employer the right to a employee's 
medical record if the employee is drawing workers compensation. Representative Barbee 



moved that the committee substitute be given a favorable report and the original bill be 
given an unfavorable report. The motion carried. 

House Bill 923, entitled, An Act to Require Insurers Writing Home Owners Insurance to 
Offer Coverage Without Separate Deductibles for Windstorm and Hail, was before the 
committee for consideration (bill summary attached). Representative Wainwright, 
sponsor, stated that coastal counties were experiencing difficulties because windstorm 
and hail deductibles were being placed on homeowners policies. The bill prohibits 
insurance companies from requiring that policy holders accept windstorm deductible on 
home owners' policies but does not limit insurance companies from offering home 
owners windstorm and hail deductible. Questions from the members were answered by 
Bill Hale of the Department of Insurance. Representative Brawley expressed concern that 
the bill might hinder insurance companies from providing adequate benefits. Susan 
Valerie, Nationwide Insurance representative, expressed concern about problems 
resulting from passage of this bill. After committee discussion and questions, Chairman 
Dockham determined that House Bill 923 needed further study by a sub-committee, to be 
appointed, and perhaps a more in-depth study by a legislative interim study committee. 

House bill 1052, entitled, An Act to Allow Insurers to Limit or Exclude Excess Liability 
Coverage for Uninsured and Underinsured Motorists as Provided by Law (bill summary 
attached), was presented for consideration. Bill sponsor, Representative Miller, discussed 
the bill and moved for a favorable report. The motion carried. 

The meeting adjourned at 3:15 p.m. 

~~~\.])\~ 
Mary ~ ore, Acting Clerk 
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GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1997 

HOUSE BILL 926 

Short Title: Preferred Provider Contracts. 

1 

(Public) 

Sponsors: Representatives Brawley; Carpenter, Clary, Dockham, Eddins, Hurley, 
McAllister, McMahan, and Tallent. 

Referred to: Insurance. 

April 14, 1997 

1 A BILL TO BE ENTITLED 
2 AN ACT PERTAINING TO PREFERRED PROVIDER CONTRACTS. 
3 The General Assembly of North Carolina enacts: 
4 Section 1. G.S. 58-50-55 reads as rewritten: 
5 "§ 58-50-55. Preferred provider contracts. 
6 (a) Notwithstanding any other provisions of law, except the second and third 
7 paragraphs of G .S. 58-50-30, corporations organized pursuant to Articles 1 through 64 
8 of this Chapter are authorized to enter into preferred provider contracts in addition 
9 to all other contracts authorized by Articles 1 through 64 of this Chapter, or to enter 

10 other cost containment arrangements approved by the Commissioner, with persons, 
11 entities or organizations for the purpose of reducing the cost of providing health care 
12 services. Such preferred provider contracts may be entered into with licensed 
13 institutions and practitioners of all types without regard to specialty of services or 
14 limitation to a specific type of practice. 
15 (b) The Department shall have authority to make rules applicable to persons 
16 offering preferred provider plans, policies, or contracts pursuant to this section. These 
17 rules shall be designed to provide for (i) accessibility of preferred provider services to 
18 individuals comprising the insured or contracted group, (ii) the adequacy of the 
19 number and locations of institutions and practitioners, (iii) the availability of services 
20 at reasonable times, ttftd (iv) financial sah·cttey. solvency, and (v) product limitations. 
21 Rules adopted for product limitations shall be similar in substance to rules governing 
22 HMO point-of-service products. 
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1 ( c) The Department shall require each preferred provider plan to provide 
2 summary data regarding the financial reimbursement offered to providers of health 
3 car~. All such plans shall disclose annually the following information: 
4 (1) The name by which the preferred provider plan policy or 
5 arrangement is known, and its business address; 
6 (2) The name, address and nature of any separate organization which 
7 administers the plan, policy or arrangement on behalf of the 
8 preferred provider; and 
9 (3) The names and addresses of all providers of health care designated 

1 0 by the preferred provider and the terms of the agreements entered 
11 into with those providers. 
12 (cl) A persoH eHroHecl iH ft preferrecl pro•,icler pleH may obteiH eo'+'erecl health eere 
13 services &=om e pro¥icler Hot pertieipetiag ia the r,lea. The r,referrecl r,ro•,icler r,lea 
14 may, howe•,er, limit the co•,erege fer health eere serviees obteiHecl &=om ft r,ro¥icler 
15 not pertieipetiag ia the plea, eJfcer,t that r,eymeats fer serviees reHclerecl by stteh 
16 nea perticipetiag r,ro¥iclers may aot be recltteed by more thea tweaty perceat (20%) 
17 of peymeftts that wettld be made to r,ertieipetiHg pro11iders ttader ee•,erege fer the 
18 semc serviees. This perceatege limitetioH shell aet reqttire eay ·w1ei·1er of eepeymeats 
19 er wei:r,rer of dedttetibles ia determiaiag r,eymeats fer seniees readered by 
20 HOH: perticipetiag pro•,iders. Preferred pro•,ider r,elides or eoatrects offered pttrsttftfl:t 
21 to this sectioa sH:eH pro¥ide fer peymeat fer serviees readered by fl:Ofl: pertieipetiag 
22 pre•.iiders. EJteept es pro¥ided ia tH:is sttbseetiea, sttefl: r,eymeat may differ from tH:et 
23 pre•.iicled to perticipetiag pre•.iiders ia tfle diseretiea of tfle eorperetiea. 
24 ~foft perticipetiag pro¥iclers may pertieir,ete ia otH:er erreagemeats witfl tH:e preferred 
25 pro¥ider, bttt "'ill be sttbjeet to tfle pre•t1ider's eppre11ed reimbttrsemeat meefl:&Hisms 
26 iaclttdiHg, bttt aet limited to, direct peymeat of H:eeltfl: iasttreftee beaefits to tfle 
27 sttbseriber witfl:Ottt rigH:t of essigHmeat to tH:e pro11ider of H:eeltfl eere services. 
28 (e) Upon the initial offering of a preferred provider plan to the public, any 
29 potential provider institutions and practitioners shall be allowed the opportunity to 
30 submit a proposal for participation in accordance with the terms of the plan. The 
31 health care providers shall have at least thirty (30) days to submit a proposal for 
32 participation. Subsequent to the initial offering of a preferred provider plan, any 
33 provider seeking to submit a proposal may be permitted to do so, and the plan shall 
34 consider all pending applications for participation and give reasons for any rejections 
35 on at least an annual basis. Any provider seeking to participate in the plan, whether 
36 upon the initial offering or subsequently, may be permitted to do so in the discretion 
37 of the preferred provider plan. The second and third paragraphs of G.S. 58-50-30 are 
38 specifically made applicable to preferred provider plans. 
39 (f) Any provision of a contract between a preferred provider plan and a health 
40 care provider restricting the health care provider's right to enter into preferred 
41 provider arrangements with other parties is prohibited. Any such restriction in a 
42 preferred provider contract between a preferred provider plan and a provider of 
43 health care services is null and void and shall not be enforceable. The existence of 
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1 any such unenforceable restriction shall not invalidate any other provision of the 
2 preferred provider contract. 
3 (g) A list of the current participating health care providers in the geographic area 
4 in which a substantial portion of health care services will be available shall be 
5 provided to enrollees and contracting parties. 
6 (h) Publications or advertisements of preferred providers plans or arrangements 
7 shall not refer to the quality or efficiency of the services of non-participating 
8 providers." 
9 Section 2. G.S. 58-65-140 reads as rewritten: 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

"§ 58-65-140. Preferred provider contracts. 
(a) Notwithstanding any other provisions of law, except the second and third 

paragraphs of G.S. 58-50-30, corporations organized for the purposes of this Article 
and Article 66 of this Chapter are authorized to enter into preferred provider 
contracts in addition to all other contracts authorized by this Article and Article 66 of 
this Chapter,· or to enter other cost containment arrangements approved by the 
Commissioner of Insurance, with persons, entities or organizations for the purpose of 
reducing the costs of providing health care services. Such preferred provider 
contracts may be entered into with licensed institutions and practitioners of all types 
without regard to speciality of services or limitation to a specific type of practice. 

(b) The Department of Insurance shall have authority to make rules applicable to 
corporations offering preferred provider plans, policies, or contracts pursuant to this 
section. These rules shall be designed to provide for (i) accessibility of preferred 
provider services to individuals comprising the insured or contracted group, (ii) the 
adequacy of the number and locations of institutions and practitioners, (iii) the 
availability of services at reasonable times, ftftEi- (iv) financial sohettey. solvency, and 
(v) product limitations. Rules adopted for product limitations shall be similar in 
substance to rules governing HMO point-of-service products. 

( c) The Department of Insurance shall require each corporation developing 
preferred provider plans, policies or contracts under this section to provide summary 
data regarding the financial reimbursement offered to providers. Any corporation 
which proposes to offer preferred provider plans, contracts or policies authorized by 
this section shall furnish annually to the Department of Insurance the following 
information: 

(1) 

(2) 

(3) 

The name by which the preferred provider plan, policy or contract 
will be known, and its business address; 
The name, address and nature of any separate organization which 
administers the plan, policy or contract on behalf of the insured; 
and 
The names and addresses of all providers designated by the 
corporation and the terms of the agreements with these providers. 

(d) A persoH eHroBed iH El prefurred pro¥ider plsH msy obtsiH eo•tered heslth esre 
services from El pro¥ider Hot partieipstiHg iH the plttH. The preferred pro¥ider plttH 
msy, ho•+rte¥er, limit the eo¥erage £or health eare serviees obtsiHed from a pro"t'ider 
Hot psrtieipatiHg iH the plttH, eJteept that psyments Jor serviees rendered by stteh 
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1 nen pertieipetiag pre¥iders mey net ee reduced ey mere thea tweaty perceat (20%) 
2 ef peymeats that weuld ee made te perticipetiag pre¥iders uader ce·lerege fer the 
3 same services. This pereeatege limitetien shell net require eny wei¥er ef cepaymeats 
4 er wei•1er ef deductieks ia determiaiag paymeats fer services readered ey 
5 nenpertieipetiag prn¥iders. Preferred pre•lider pelicies er ceatrects effered pursueat 
6 te this secHen shall pre¥ide fer payment fer sefVices readered ey aeaparticipating 
7 pre•1ieers. Elfcept as prn¥ided in this suesectiefl, such paymeflt may differ frem that 
8 previded te participatiflg pre·1iders ia the discretiefl ef the eerperatiefl. 
9 Nenpartieipating pre¥iders may participate ifl ether arraftgemeflts '+Yith the 

10 eerperetieft, eut will ee suejeet te reimeursemeflt mechaflisms apprn¥ed ey the 
11 eerperetieft ifleludiflg, eut fl.et limited te, direet paymeftt ef health iHsuraHee eenefits 
12 te the sueserieer without right of assigflmeflt to the pro•;ider of health eare semees. 
13 (e) Upon the initial offering of a preferred provider plan to the public, any 
14 potential provider institutions and practitioners shall be allowed the opportunity to 
15 submit a proposal for participation in accordance with the terms of the plan. The 
16 health care providers shall have at least thirty (30) days to submit a proposal for 
17 participation. Subsequent to the initial offering of a preferred provider plan, any 
18 provider seeking to submit a proposal may be permitted to do so, and the plan shall 
19 consider all pending applications for participation and give reasons for any rejections 
20 on at least an annual basis. The second and third paragraphs of G.S. 58-50-30 are 
21 specifically made applicable to preferred provider plans. 
22 (f) Any provision of a contract between a corporation and a provider restricting 
23 the provider's right to enter into preferred provider arrangements with other parties 
24 is prohibited. Any such restriction in a preferred provider contract between a 
25 corporation and a provider of health care services is null and void and shall not be 
26 enforceable; however, the existence of any such unenforceable restriction shall not 
27 invalidate any other provision of the preferred provider contract. 
28 (g) Any corporation marketing a preferred provider plan to subscribers or 
29 contracting parties must provide to the same a written list of the then current 
30 participating institutions and practitioners in the geographic area in which it is 
31 anticipated that the substantial portion of health care services will be provided prior 
32 to entering into a preferred provider plan contract with the actual or potential 
33 subscriber or contracting party. 
34 (h) Publications or advertisements of preferred providers shall not refer to the 
35 quality or efficiency of the health care services of nonparticipating providers." 
36 Section 3. This act is effective when it becomes law. 
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April 24, 1997 

MEMORANDUM 

TO: House Insurance Committee 

FROM: Linwood Jones, Staff Counsel 

RE: House Bill 926 (Preferred Provider Contracts) - -
House Bill 926 authorizes the Department of Insurance to adopt rules imposing 

"product limitations" on preferred provider organization (PPO) products. These rules 
must be similar to those adopted for HMO point-of-service products. 

The bill also repeals the existing statutory limitation on how much the insurer can 
reduce its reimbursement to an insured who participates in a PPO when that insured 
obtains medical care and treatment from a provider who is not a member of that PPO. 
The statutes currently allow the reimbursement to be reduced twenty percent (20%) for 
these out-of-network visits. Presumably, the allowable reduction would be addressed 
in rules adopted by the Department if this bill passes. As mentioned above, the rules 
must be substantially the same as the rules for HMOs. By rule, the HMO point-of­
service plans can currently reduce reimbursement 30% for out-of-network visits. 

This bill would take effect upon becoming law. 

AN EQUAL OPPORTUNITY/AFFIRMATIVE ACTION EMPLOYER 



1997 COMMITTEE REPORT 
HOUSE OF REPRESENTATIVES 

following report(s) from standing committee(s) is/are presented: 

_ ......... n..,0 ._c .... kJ.Jb...,a .... rn--------- for the Committee on _I_n_s_u_r_a_n_c_e ______________ _ 

( · ) Committee Substitute for -, 

H.B. 926 , S.B. __ A BILL TO BE ENTITLED AN ACT 
H.J.R. __ , S.J.R. __ A JOINT RESOLUTION 
H.R. __ A HOUSE RESOLUTION 

PERTAINING TO PREFERRED PROVIDER CONTRACTS. 

'X With a favorable report. 

__ - With a favorable report and recommendation that the bill be re-referred to the Committee on 
( ) Appropriations ( ) Finance ( ) _________ _ 

__ With a favorable report, as amended. 

__ With a favorable report, as amended, and recommendation that the bill be re-referred to the Committee 
on ( ) Appropriations ( ) Finance ( ) ________________ . 

With a favorable report as to committee substitute bill (# _), ( ) which changes the title, unfavorable as to 
original bill (Committee Substitute Bill#_). (and recommendation that the committee substitute bill (# _) 
be re-referred to the Committee on _____________ .) 

__ With a favorable report as to House committee substitute bill (# _), ( ) which changes the title, unfavorable 
as to Senate committee substitute bill. 

__ And having received a unanimous vote in committee, is placed on the Consent Calendar. 

__ With an unfavorable report. 

With recommendation that the House concur. 

With recommendation that the House do not concur. 

__ With recommendation that the House do not concur; request conferees. 

With recommendation that the House concur; committee believes bill to be material. 

__ With an unfavorable report, with a Minority Report attached. 

__ Without prejudice. 

__ With an indefinite postponement report. 

With an indefinite postponement report, with a Minority Report attached. 

With recommendation that it be adopted. (HOUSE RESOLUTION ONLY) 
1/15/97 



H 

GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1997 

HOUSE BILL 1024* 

Short Title: Foreign Insurer Licensing. 

1 

(Public) 

Sponsors: Representatives Hurley; Barbee, Boyd-McIntyre, Brawley, Gamble, 
Holmes, McCrary, Morris, and Warner. 

Referred to: Insurance, if favorable, Judiciary I. 

April 21, 1997 

1 A BILL TO BE ENTITLED 
2 AN ACT TO ALLOW FOR THE LICENSING OF CERTAIN SUBSIDIARIES OF 
3 INSURERS OWNED OR CONTROLLED BY FOREIGN GOVERNMENTS. 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

The General Assembly of North Carolina enacts: 
Section 1. G.S. 58-16-20 reads as rewritten: 

"§ 58-16-20. Company owned or controlled by alien- foreign government prohibited 
from doing business. 

(a) Any insurance company or other insurance entity vih:ieh that is financially 
owned or financially controlled by any alien or foreign government outside the 
continental limits of the United States or the territories of the United States is :hereby 
prohibited from doing any kind of insurance business in the State of North Carolina. 
For the purposes of this section, tlte term 'alien or foreign government' is defiH:ed te 
ffleftft means any foreign government or any state, province, municipality, or political 
subdivision of any foreign government, and shall not be construed to apply to any 
insurance company organized under the laws of a foreign nation whieh that is 
financially owned or financially controlled by the private citizens or private business 
interest of such foreign nation. 

(b) The Commissioner is hereey terbiddeH: te groH:t o shall not license te any 
insurance company or other insurance entity ·whieh that is financially owned or 
financially controlled by any alien or foreign government outside the continental 
limits of the United States or the territories of the United States, er-t& nor shall the 
Commissioner authorize any such company or entity to transact any kind of 
insurance business in the State of North Carolina. 
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1 ( c) Any insurance company or other insurance entity whieh that is financially 
2 owned or financially controlled by any alien or foreign government outside the 
3 continental limits of the United States or the territories of the United States, or any 
4 representative or agent of any such company or entity whieh that violates the 
5 provisions of this section, shall ee is guilty of a Class 3 misdemeanor. 
6 {d) This section does not apply to the operating subsidiary of any insurance 
7 company or other insurance entity. which company or entity is financially owned or 
8 financially controlled by any alien or foreign government outside the continental 
9 limits of the United States or the territories of the United States, as long as the 

10 operating subsidiary is domesticated in and licensed by a state of the United States as 
11 an insurer or reinsurer and as a separate subsidiary." 
12 Section 2. This act becomes effective October 1, 1997, and applies to acts 
13 committed and applications for licensure submitted on or after that date. 

Page 2 House Bill 1024 



North Carolina General Assembly 
Legislative Services Office 

. Robinson, Director 
Administrative Division 
Room 5, Legislative Building 
16 W. Jones Street 
Raleigh, NC 27603-5925 
(919) 733-7500 

Gerry F. Cohen, Director 
Bill Drafting Division 
Suite 401, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-6660 

MEMORANDUM 

To: House Insurance Committee 

Thomas L. Covington, Director 
FiscalResearch Division 
Suite 619, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-4910 

April 24, 1997 

From: M. Lynn Marshbanks, Committee Counsel 

George R. Hall, Legislative Services Officer 
(919) 733-7044 

Donald W. Fulford, Director 
Information Systems Division 
Suite 400, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-6834 

Terrence D. Sullivan, Director 
Research Division 
Suite 545, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-2578 

Re: House Bill 1024: Foreign Insurer Licensing - ..:::::l~ 

House Bill 1024 would allow some subsidiaries of foreign insurance companies to be 
licensed in North Carolina. Currently, no insurance entity that is financially owned or 
controlled by a foreign government may do business in this state. This bill would allow an 
operating subsidiary of such an insurance company to be licensed in North Carolina if the 
subsidiary is domesticated in and licensed by another state as an insurer or reinsurer and 
as a separate subsidiary. 

Effective date: October 1, 1997, applying to acts committed and applications for 
licenseure submitted on or after that date. 

H1024-SMRS-001 

AN EQUAL OPPORTUNITY/AFFIRMATIVE ACTION EMPLOYER 



1997 COMMITTEE REPORT 
HOUSE OF REPRESENTATIVES 

following report(s) from standing committee(s) is/are presented:· 

__ n .... a ....... ck ... b .... a ... rou.L------- for the Committee on _ _...I.,.n,...s_,..u..,.r.,.a_..n_,.,c,,.,e _____________ _ 

( ) Committee Substitute for 
H.B. 1024 , S.B. __ A BILL TO BE ENTITLED AN ACT 
H.J.R.. __ , S.J.R. __ A JOINT RESOLUTION 
H.R. A HOUSE RESOLUTION 

TO ALLOW FOR THE LICENSING OF CERTAIN SUBSIDIARIES OF INSURERS OWNED OR CONTROLLED 
BY FOREIGN GOVERNMENTS. 

X With a favorable report. 

__ With a favorable report and recommendation that the billbe re-referred to the Committee on 
( ) Appropriations ( ) Finance ( ) _________ _ 

__ With a favorable report, as amended. 

__ With a favorable report, as amended, and recommendation that the bill be re-referred to the Committee 
on ( ) Appropriations ( ) Finance ( ) _______________ _ 

With a favorable report as to committee substitute bill (# _), ( ) which changes the title, unfavorable as to 
original bill (Committee Substitute Bill # _). (and recommendation that the committee substitute bill {# _) 
be re-referred to the Committee on _____________ .) 

__ With a favorable report as to House committee subst_itute bill (# _), ( ) which changes the title, unfavorable 
as to Senate c.ommittee substitute bill. 

__ And having received a unanimous vote in committee, is placed on the Consent Calendar. 

__ With an unfavorable report. 

With recommendation that the House concur. 

With recommendation that the House do not concur. 

__ With recommendation that the House;:io not concur; request conferees. 

With recommendation that the House concur; committee believes bill to be material. 

__ With an unfavorable report, with a Minority Report attached. 

__ Without prejudice. 

__ With an indefinite postponement report. 

With an indefinite postponement report, with a Minority Report attached. 

__ With recommendation that it be adopted. (HOUSE RESOLUTION ONLY) 
1/15/97 



GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1997 

HOUSE BILL 891 * 

Short Title: Workers Compensation Medical Care. 

1 

(Public) 

Sponsors: Representatives Mitchell; Cole, Creech, Hardy, McComas, McMahan, 
Miner, Morris, Nichols, Owens, Weatherly, and Wilkins. 

Referred to: Insurance, if favorable, Judiciary I. 

April 7, 1997 

1 A BILL TO BE ENTITLED 
2 AN ACT TO ALLOW AN EMPLOYER AND ITS REPRESENTATIVES TO 
3 CONTACT AN EMPLOYEE'S TREATING PHYSICIAN AS NECESSARY TO 
4 EXERCISE THE EMPLOYER'S RIGHT TO DIRECT MEDICAL TREATMENT 
5 AND TO OBTAIN INFORMATION REGARDING MEDICAL TREATMENT. 
6 The General Assembly of North Carolina enacts: 
7 Section 1. G.S. 97-25 reads as rewritten: 
8 "§ 97-25. Medical treatment and supplies. 
9 Medical compensation shall be provided by the employer. Notwithstanding the 

10 provisions of G.S. 8-53 and the prohibition against ex parte contacts at common law, 
11 the employer, its insurer, representatives, attorneys, or claims adjusters may directly 
12 communicate in person, orally. or in writing with any medical provider rendering 
13 treatment for any injury claimed by the employee to be compensable under this 
14 Chapter and may obtain copies of records of the treatment. The employee. or the 
15 employee's attorney. if he or she is represented, shall be notified of the substance of 
16 the conversation promptly thereafter, In case of a controversy arising between the 
17 employer and employee relative to the continuance of medical, surgical, hospital, or 
18 other treatment, the Industrial Commission may order such further treatments as may 
19 in the discretion of the Commission be necessary. . 
20 The Commission may at any time upon the request of an employee order a change 
21 _of treatment and designate other treatment suggested by the injured employee subject 
22 to the approval of the Commission, and in such a case the expense thereof shall be 
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1 borne by the employer upon the same terms and conditions as hereinbefore provided 
2 in this section for medical and surgical treatment and attendance. 
3 The refusal of the employee to accept any medical, hospital, surgical or other 
4 treatment or rehabilitative. procedure when ordered by the Industrial Commission 
5 shall bar said employee from further compensation until such refusal ceases, and no 
6 compensation shall at any time be paid for the period of suspension unless in the 
7 opinion of the Industrial Commission the circumstances justified the refusal, in which 
8 case, the Industrial Commission may order a change in the medical or hospital 
9 

10 
11 
12 
13 
14 
15 
16 
17 

service. 
If in an emergency on account of the employer's failure to provide the medical or 

other care as herein specified a physician other than provided by the employer is 
called to treat the injured employee, the reasonable cost of such service shall be paid 
by the employer if so ordered by the Industrial Commission. 

Provided, however, if he so desires, an injured employee may select a physician of 
his own choosing to attend, prescribe and assume the care and charge of his case, 
subject to the approval of the Industrial Commission." 

Section 2. This act is effective when it becomes law. 

Page 2 House Bill 891 
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H 

GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1997 

HOUSE BILL 891* 
Proposed Committee Substitute H891-CSLD-004 

WARNING: LINE NUMBERS MAY CHANGE AFTER ADOPTION 

Short Title: Workers Compensation Medical Care. 

Sponsors: 

Referred to: Insurance, if favorable, Judiciary I. 

April 7, 1997 

A BILL TO BE ENTITLED 

D 

(Public) 

2 AN ACT TO ALLOW AN EMPLOYER AND ITS REPRESENTATIVES TO CONTACT AN 
3 EMPLOYEE'S TREATING PHYSICIAN AS NECESSARY TO . EXERCISE THE 
4 EMPLOYER'S RIGHT TO DIRECT MEDICAL TREATMENT AND TO OBTAIN 
5 INFORMATION REGARDING MEDICAL TREATMENT. 
6 The General Assembly of North Carolina enacts: 
7 Section 1. G.S. 97-25 reads as rewritten: 
8 "§ 97-25. Medical treatment and supplies. 
9 Medical compensation shall be provided by the employer. 

10 Notwithstanding the provisions of G.S. 8-53, any law relating to 
11 the privacy of medical records or information, and the 
12 prohibition against ex parte communications at common law, an 
13 employer paying medical compensation to a provider rendering 
14 treatment under this Chapter may obtain records of the treatment 
15 without the express authorization of the employee. The 
16 Commission shall adopt rules that govern additional methods of 
17 oral and written communications between an employer paying 
18 compensation under this Chapter and medical care providers. 
19 These rules shall protect the employee's right to a confidential 
20 physician-patient relationship, while facilitating the release of 
21 information necessary to the administration of the employee's 
22 claim. In case of a controversy arising between the employer and 
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1 employee relative to the continuance of medical, surgical, 
2 hospital, or other treatment, the Industrial Commission may order 
3 such further treatments as may in the discretion of the 
4 Commission be necessary. 
5 The Commission may at any time upon the request of an employee 
6 order a change of treatment and designate other treatment 
7 suggested by the injured employee subject to the approval of the 
8 Commission, and in such a case the expense thereof shall be borne 
9 by the employer upon the same terms and conditions as 

10 hereinbefore provided in this section for medical and surgical 
11 treatment and attendance. 
12 The refusal of the employee to accept any medical, hospital, 
13 surgical or other treatment or rehabilitative procedure when 
14 ordered by the Industrial Commission shall bar said employee from 
15 further compensation until such refusal ceases, and no 
16 co~pensation shall at. any time be paid for the period of 
17 suspension unless in the opinion of the Industrial Commission the 
18 circumstances justified the refusal, in which case, the 
19 Industrial Commission may order a change in the medical or 
20 hospital service. 
21 If in an emergency on account of the employer's failure to 
22 provide the medical or other care as herein specified a physician 
23 other than provided by the employer is called to treat the 
24 injured employee, the reasonable cost of such service shall be 
25 paid by the employer if so ordered by the Industrial Commission. 
2 6 Provided, however, if he so des ires, an injured employee may 
27 select a physician of his own choosing to attend, prescribe and 
28 assume the care and charge of his case, subject to the approval 
29 of the Industrial Commission." 
30 Section 2. This act is effective when it becomes law. 

Page 2 House Bill 891 



1997 COMMITTEE REPORT 
HOUSE OF REPRESENTATIVES 

following report(s) from standing committee(s) is/are presented: 

ep. __ D_o_c_k_h_a_m _______ for the Committee on __ I_n_su_r_an_c_e ______________ _ 

( ) Committee Substitute for 
H.B. 891 , S.B. __ A BILL TO BE ENTITLED AN ACT 
H.J.R. __ , S.J.R. __ A JOINT RESOLUTION 
H.R. ___ A HOUSE RESOLUTION 

TO ALLOW AN EMPLOYER AfTD ITS REPRESE:r-l'TATIVES TO CONTACT AN EMPLOYEE 11 S TREATING PHYSICIAN 
AS NECESSARY TO EXERCISE THE EHPLOYEP.'S RIGHT TO DIRECT HEDICAL TREATMEl~T AND TO OBTAIN 
HTFORMATION REGARDING MEDICAL TREAT!·IBNT. 

__ With a favorable report. 

__ With a favorable report and recommendation that the bill be re-referred to the Committee on 
( ) Appropriations ( ) Finance ( ) __________ _ 

__ With a favorable report, as amended. 

__ With a favorable report, as amended, and recommendation that the bill be re-referred to the Committee 

on ( ) Appropriations ( ) Finance ( ) ---------.----------

With a favorable report as to committee substitute bi!~#=-:::), ( ) wbicb chaAs11s the tit~ unfavorable as to 
original bill "t(Jc1Rmi"ee Substitute Bill#==:). fMd reoeJMmineatien that the cummiMee !ltteotitttte i,iH €# 1 
be IC 1ef.erred to tfte GmnmiMH.Qll _____________ .) 

__ With a favorable report as to House committee substitute bill (# __), ( ) which changes the title, unfavorable 
as to Senate committee substitute bill. 

__ And having received a unanimous vote in committee, is placed on the Consent Calendar. 

__ With an unfavorable report. 

With recommendation that the House concur. 

With recommendation that the House do not concur. 

__ With recommendation that the House do not concur; request conferees. 

With recommendation that the House concur; committee believes bill to be material. 

__ With an unfavorable report, with a Minority Report attached. 

__ Without prejudice. 

__ With an indefinite postponement report. 

With an indefinite postponement report, with a Minority Report attached. 

ith recommendation that it be adopted. (HOUSE RESOLUTION ONLY) 
1/15/97 



North Carolina General Assembly 
Legislative Services Office 

. Robinson, Director 
1strative Division 

Thomas L. Covington, Director 
Fiscal Research Division 

George R. Hall, Legislative Services Officer 
(919) 733-7044 

Terrence D. Sullivan, Director 
Research Division 

Room 5, Legislative Building 
16 W. Jones Street 

Gerry F. Cohen, Director 
Bill Drafting Division 
Suite 401, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-6660 

Suite 619, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-4910 

Donald W. Fulford, Director 
Information Systems Division 
Suite 400, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-6834 

Suite 545, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-2578 

Raleigh, NC 27603-5925 
(919) 733-7500 

3. 
April 24, 1997 

0~ t~ 
MEMORANDUM C't.gl 1 

_,, ~ i,,_.; 
TO: House Insurance Committee ~ ~ / d 
FROM: Linwood Jones, Staff Counsel a)' (_7 
RE: House Bill 891 (Workers' Compensation Medical Care) ,tri 

House Bill 891 provides that an employer or its insurance company (or the 
attorney, adjuster, or other representative of either) may directly contact the medical 
provider that treats an injured employee (under Workers' Compensation) and may 
obtain copies of the medical records relating to that treatment. The nature of the 
contact with the provider and what was communicated must be promptly revealed 
afterwards to the employee, or if the employee is represented by counsel, to the 
employee's attorney. 

The bill addresses a recent Court of Appeals decision (Salaam v. N.C. 
Department of Transportation) in which the Court ruled that the employer could not 
have ex parte contact with the medical provider who treated or is treating the 
employee for a workers' compensation injury. In its ruling, the Court· indicated that it 
was bound by a prior decision of the Supreme Court ( Crist v. Moffatt~ prohibiting ex 
parte contacts between a party and a medical provider in the context of a medical 
malpractice action. A copy of the Salaam decision is attached. 

This bill would take effect upon becoming law. 

AN EQUAL OPPORTUNITY/AFFIRMATIVE ACTION EMPLOYER 
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KENZIE SALAAM, Plaintiff-Appellant 
vs. 

NORTH CAROLINA DEPARTMENT OF TRANSPORTATION, 
Defendant-Appellee 

No. COA95-425 
COURT OF APPEALS OF NORTH CAROLINA 

468 S.E.2d 536, 122 N.C. App. 83 
March 19, 1996, Filed 

From the North Carolina Industrial Commission I.C. No. 840436. Appeal by plaintiff from Opinion and 
Award of the North Carolina Industrial Commission filed 3 November 1994. 

COUNSEL 

Donaldson & Horsley, P.A., by Kathleen G. Sumner, Greensboro, NC, for plaintiff-appellant. 
Attorney General Michael F. Easley, by Special Deputy Attorney General Elisha H. Bunting, Jr., for 

defendant-appellee. 

JUDGES 

MARTIN, Mark D., Judge, Judges EAGLES and MARTIN, John C., concur. 
AUTHOR: MARTIN 

OPINION 

{*84} MARTIN, Mark D., Judge. 

Plaintiff Kenzie Salaam (Salaam) appeals from Opinion and Award entered by the North 
Carolina Industrial Commission (Commission) denying Salaam's claim for additional 
compensation based on an alleged change of condition. 

On 30 June 1988 Salaam, while employed with defendant North Carolina Department of 
Transportation (NCDOT), suffered an injury {*85} to his back arising out of, and in the course 
of, his employment. On 24 August 1988 the Commission approved I.C. Form 21, Agreement for 
Compensation for Disability, submitted by NCDOT and Salaam. 

On 30 January 1989 Salaam underwent surgery on his back. After surgery Dr. William L. 
Pritchard, Salaam's surgeon, rated Salaam with a ten percent permanent partial disability of the 
back. On 25 July 1989 the Commission approved I.C. Form 26, Supplemental Memorandum of 
Agreement as to Payment of Compensation, submitted by the parties. Under the terms of LC. 
Form 26, Salaam received thirty weeks of ten percent permanent partial disability compensation 
pursuant to N.C. Gen. Stat.§ 97-31. 

Salaam subsequently requested a hearing for additional benefits under N.C. Gen. Stat. § 
97-4 7. In the course of the attendant discovery process, the parties deposed Dr. Pritchard. Prior to 
the deposition, NCDOT's counsel engaged in an ex parte conversation with Dr. Pritchard. At the 
deposition, Salaam's cq_unsel objected to the entire proceeding based on, among other things, the 
alleged inappropriate nature of the ex parte conversation. 

(c) 1992-1997 by Michie, a division of Reed Elsevier Inc., and Reed Elsevier Properties Inc. All Rights Reserved. 
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On 15 December 1993 Deputy Commissioner Scott M. Taylor, after considering all the 
evidence, including Dr. Pritchard's deposition testimony, concluded Salaam had not sustained a 
change of condition. Salaam appealed to the Full Commission which also admitted Dr. 
Pritchard's deposition testimony. On 3 November 1994 the Full Commission filed an Opinion 
and A ward finding "on September 19, 1991 plaintiff returned to Dr. Pritchard complaining of 
pain. Plaintiffs physical condition, however, has not significantly changed since plaintiff agreed 
to accept ten percent permanent partial disability compensation as a result of his compensable 
injury on June 30, 1988." The Commission therefore concluded Salaam, since receiving a 
permanent partial disability rating of ten percent, "has not undergone a change of condition, and 
is not, therefore, entitled to additional compensation under N.C.G.S. § 97-47." 

On appeal Salaam contends the Commission erred by: (1) approving LC. Form 26 in light of 
the standard enunciated by the Supreme Court in Vernon v. Steven L. Mabe Builders, 336 N.C. 
425, 444 S.E.2d 191 (1994); (2) overruling Salaam's objection to the ex parte communication 
between Dr. Pritchard and NCDOT; (3) concluding Salaam has not sustained a change of 
condition; (4) finding NCDOT established, assuming arguendo I.C. Form 26 is set aside, that 
Salaam is employable; (5) failing to set forth sufficient findings of fact to allow {*86) this Court 
to determine the rights of the parties; and (6) finding there was "no good ground to reconsider" 
the previous Order and Award. · 

I. 

We first consider Salaam's allegation the Commission should not have approved LC. Form 
26 because it was fundamentally unfair. 

Our Supreme Court recently held the Commission, prior to approving any LC. Form 26, must 
exercise its judicial authority by determining "the fairness of the agreement." Vernon, 336 N.C. 
at 434, 444 S.E.2d at 196. In Vernon, the parties submitted, and the Commission subsequently 
approved, I.C. Form 26, under which plaintiff received compensation for his injury pursuant to 
section 97-31. The medical report attached to I.C. Form 26 assigned plaintiff a fifteen percent 
permanent partial disability of the back, but also stated plaintiff would probably not be able to 
return to work. Id. at 434,444 S.E.2d at 195. 

The Supreme Court, relying on the attending physician's assertion plaintiff would be unable 
to work in the future, noted "plaintiff may have been entitled to permanent total disability 
benefits under section 97-29, as well as permanent partial disability benefits based on the fifteen 
percent rating under section 97-31." Id. The Court also found the approving authority assumed, 

' rather than determined, that plaintiff understood his right to elect the most beneficial method of 
compensation under the Workers' Compensation Act. 336 N.C. at 434, 444 S.E.2d at 195-196. 
The Court therefore concluded the Commission failed to "act in a judicial capacity [by 
determining] the fairness of the agreement." Id. at 434,444 S.E.2d at 196. 

In contrast, although the present record establishes Salaam was assigned a ten percent 
permanent partial disability of his back, we find no evidence in the medical records submitted to 
the Commission with i.e. Form 26 which supports awarding permanent total disability benefits 

(c) 1992-1997 by Michie, a division of Reed Elsevier Inc., and Reed Elsevier Properties Inc. All Rights Reserved. 
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under section 97-29. See N.C. Gen. Stat. § 97-29 (1991). In fact, Dr. Pritchard, in his letter 
assigning Salaam a ten percent permanent impairment, "encouraged [Salaam] ... to seek some 
gainful employment within his capabilities." ( emphasis added). Therefore, the present case is 
distinguishable from Vernon because Salaam, unlike the plaintiff in Vernon, was not entitled to 
benefits under section 97-29. Accordingly, we conclude the Commission appropriately exercised 
its judicial authority by approving I.C. Form 26 submitted by NCDOT and Salaam. 

{*87} Finally, we note the Commission may set aside a previously approved LC. Form 26 if 
plaintiff can establish "that there has been error due to fraud, misrepresentation, undue influence 
or mutual mistake .... " N.C. Gen. Stat. § 97-17 (1991). We believe, after careful review of the 
present record, that Salaam cannot establish the existence of any of these factors. See Brookover 
v. Borden, Inc., 100 N.C. App. 754, 755-756, 398 S.E.2d 604, 605-606 (1990), disc. review 
denied, 328 N.C. 270,400 S.E.2d 450 (1991). Accordingly, this assignment of error must fail. 

II. 

We next consider Salaam's contention the Commission erred by overruling his objection to 
the ex parte communication between Dr. Pritchard and NCDOT. 

N.C. Gen. Stat. § 97-27(b) (1991) provides, in pertinent part: "No fact communicated to or 
otherwise learned by any physician ... who may have ... examined the employee, or ... been 
present at any examination, shall be privileged, either in hearings provided for by this Article or 
any action at law." Id. This proviso is considered an exception to the statutory physician-patient 
privilege created by N.C. Gen. Stat. § 8-53. LEONARD T. JERNIGAN, JR., NORTH 
CAROLINA WORKERS' COMPENSATION§ 17-6 (2d Ed. 1995). . 

Nevertheless, "the statutory physician-patient privilege is distinct from the rule prohibiting 
unauthorized ex parte contacts" and, therefore, information actually discoverable because the 
statutory privilege is inapplicable may be improperly acquired if done so through ex parte 
communications. Crist v. Moffatt, 326 N.C. 326, 332-333, 389 S.E.2d 41, 45 (1990). Clearly, 
"the gravamen of [allowing ex parte contacts] is not whether evidence of plaintiffs medical 
condition is subject to discovery, but by what methods the evidence may be discovered." Id. at 
336, 389 S.E.2d at 47. 

In Crist, a medical malpractice case, the Court held "defense counsel may not interview 
plaintiffs nonparty treating physician privately without plaintiffs express consent" because 
"considerations of patient privacy, the confidential relationship between doctor and patient, the 
adequacy of formal discovery devices, and the untenable position in which ex parte contacts 
place the nonparty treating physician supersede defendant's interest in a less expensive and more 
convenient method of discovery." Id. In so holding, the Court assumed the statutory 
physician-patient privilege was waived by plaintiff. [*88} Therefore, the Crist rule precludes 
non-consensual ex parte communications during adversarial proceedings. 

Although we recognize "the Commission is not required to strictly apply the rules of 
evidence applicable to_,a court of law," Tucker v. City of Clinton, 120 N.C. App. 776, 777, 463 
S.E.2d 806, 810 (1995), we likewise note the rationale of the Crist Court did not turn on the 

(c) 1992-1997 by Michie, a division of Reed Elsevier Inc., and Reed Elsevier Properties Inc. All Rights Reserved. 
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existence or nonexistence of an evidentiary privilege. Moreover, after careful review of the bases 
for the Crist holding -- patient privacy, the confidential relationship between doctor and patient, 
and the adequacy of formal discovery devices -- we cannot discern why these policy 
considerations would not be equally applicable to adversarial proceedings before the 
Commission. Therefore, notwithstanding the relaxed evidentiary rules applicable to the 
Commission, Id., and the fact defendant's arguments would carry great force were we writing on 
a clean slate, we nonetheless are bound by Crist. Consequently, we must conclude the 
Commission erred by admitting Dr. Pritchard's deposition testimony in light of the 
non-consensual ex parte contact between NCDOT and Dr. Pritchard. See Crist, 326 N.C. at 336, 
389 S.E.2d at 47. 

Finally, we also note NCDOT, in its brief, argues Salaam suffered no prejudice by admitting 
Dr. Pritchard's deposition over his objection because "Salaam was allowed to question the 
physician about the [ ex parte ] communication and show any possible taint or bias." Although 
the opportunity to cure any prejudice resulting from ex parte communications prior to deposition 
is theoretically available in every adversarial proceeding, we note the Crist Court appears to have 
established a prophylactic protection against non-consensual ex parte communications. S ee Id. 
Therefore, we must reject this contention. 

Accordingly, we reverse the Opinion and Award filed 3 November 1994 and remand this 
case to the Commission with directions to strike the deposition testimony of Dr. Pritchard and 
reconsider Salaam's request for additional benefits under N.C. Gen. Stat.§ 97-47. 

Reversed and remanded. 

Judges EAGLES and MARTJN, John C., concur. 

DISPOSITION 

Reversed and remanded. 

(c) 1992-1997 by Michie, a division of Reed Elsevier Inc., and Reed Elsevier Properties Inc. All Rights Reserved. 
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GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1997 

HOUSE BILL 923 

Short Title: Windstorm Deductibles. 

Sponsors: Representatives Wainwright, Nichols; and Smith. 

Referred to: Insurance. 

April 10, 1997 

1 

(Public) 

1 A BILL TO BE ENTITLED 
2 AN ACT TO REQUIRE INSURERS WRITING HOMEOWNERS' INSURANCE 
3 TO OFFER COVERAGE WITHOUT SEP ARA TE DEDUCTIBLES FOR 
4 WINDSTORM AND HAIL. 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 

The General Assembly of North Carolina enacts: 
Section 1. Article 36 of Chapter 58 of the General Statutes is amended by 

adding the following new section to read: 
"§ 58-36-105. Windstorm and hail deductibles in homeowners' insurance. 

(a) An insurer that· writes coverage against loss to residential real property under 
this Article shall offer coverage without separate deductibles (from the all perils 
deductibles) for losses· arising from windstorm and hail. An insurer may not refuse to 
issue or renew coverage against loss to residential real property under this Article 
solely on grounds that the insured or prospective insured declines to accept coverage 
with a separate deductible for windstorm and hail. 

(b) This section does not prohibit an insurer from doing the following: 
ill Offering coverage with separate windstorm and hail deductibles if 

the insured or prospective insured is informed of the right to 
select: 

ill 

a. Any windstorm and hail deductible generally offered by the 

b. 
insurer for that product, and 
Coverage without the separate windstorm and hail 
deductibles. 

Offering or using lower premiums for separate windstorm and hail 
deductibles. 
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1 ill Offering or using different levels of deductibles for all perils or 
2 offering or using separate deductibles for other named perils. 
3 ill Offering to write or writing coverage that excludes the perils of 
4 windstorm and hail. 11 

5 Section 2. G.S. 58-45-35 reads as rewritten: 
6 11 § 58-45-35. Persons eligible to apply to Association for coverage; contents of 
7 application. 
8 (a) Any person having an insurable interest in insurable property, may, on or after 
9 the effective date of the plan of operation, be entitled to apply to the Association for 

10 such coverage and for an inspection of the property. A broker or agent authorized by 
11 the applicant may apply on the applicant's behalf. Each application shall contain a 
12 statement as to whether or not there are any unpaid premiums due from the 
13 applicant for essential property insurance on the property. 
14 The term 'insurable interest' as used in this subsection shall include any lawful and 
15 substantial economic interest in the safety or preservation of property from loss, 
16 destruction or pecuniary damage. 
17 (b) If the Association determines that the property is insurable and that there is 
18 no unpaid premium due from the applicant for prior insurance on the property, the 
19 Association, upon receipt of the premium, or part of the premium, as is prescribed in 
20 the plan of operation, shall cause to be issued a policy of essential property insurance 
21 and shall offer additional extended coverage, optional perils endorsements, business 
22 income coverage, crime insurance, separate policies of windstorm and hail insurance, 
23 or their successor forms of coverage, for a term of one year or three years. Any policy 
24 issued under this section shall be renewed, upon application, as long as the property 
25 is insurable property. 
26 ( c) If the Association, for any reason, denies an application and refuses to cause to 
27 be issued an insurance policy on insurable property' to any applicant or takes no 
28 action on an application within the time prescribed in the plan of operation, the 
29 applicant may appeal to the Commissioner and the Commissioner, or the 
30 Commissioner's designee from the Commissioner's staff, after reviewing the facts, 
31 may direct the Association to issue or cause to be issued an insurance policy to the 
32 applicant. In carrying out the Commissioner's duties under this section, the 
33 Commissioner may request, and the Association shall provide, any information the 
34 Commissioner deems necessary to a determination concerning the reason for the 
35 denial or delay of the application. 
36 ( d) An agent who is licensed under Article 33 of this Chapter as an agent of a 
37 company which is a member of the Association established under this Article shall 
38 not be deemed an agent of the Association. 
39 (e) Policies of windstorm and hail insurance provided for in subsection (b) of this 
40 section are available only for risks for which essential property insurance has been 
41 written by licensed insurers. Whenever such other essential property insurance 
42 written by licensed insurers includes replacement cost coverage, the Association shall 
43 also offer replacement cost coverage. In order to be eligible for a policy of windstorm 
44 and hail insurance, the applicant shall provide the Association, along with the 
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1 premium payment for the windstorm and hail insurance, a certificate that the 
2 essential property insurance is in force. The policy forms for windstorm and hail 
3 insurance shall be filed by the Association with the Commissioner for his approval 
4 before they may be used. 
5 (0 Policies other than those providing only windstorm and hail insurance under 
6 subsection (b) of this section must comply with the provisions of G.S. 58-36-105." 
7 Section 3. This act becomes effective September 1, 1997, and applies to 
8 policies issued or renewed on or after that date. 

House Bill 923 Page 3 
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HOUSE BILL 1052 

Short Title: Permit Exclusion of Excess Coverage. 

Sponsors: Representative Miller. 

Referred to: Insurance. 

April 21, 1997 

1 

(Public) 

1 A BILL TO BE ENTITLED 
2 AN ACT TO ALLOW INSURERS TO LIMIT OR EXCLUDE EXCESS LIABILITY 
3 COVERAGE FOR UNINSURED AND UNDERINSURED MOTORISTS AS 
4 PROVIDED BY LAW. 
5 
6 
7 
8 
9 

10 
11 
12 

The General Assembly of North Carolina enacts: 
Section 1. Article 3 of Chapter 58 of the General Statutes is amended by 

adding a new section to read: 
"§ 58-3-152. Excess liability policies; uninsured and underinsured motorist coverages. 

With respect to policy forms that provide excess liability coverage, an insurer may 
limit or exclude coverage for uninsured motorists as provided in G.S. 20-279.21(b)(3) 
and for underinsured motorists as provided in G.S. 20-279.21(b)(4)." 

Section 2. This act is effective when it becomes law. 

--
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FROM: Linwood Jones, Staff Counsel 

George R. Hall, Legislative Services Officer 
(919) 733-7044 

Donald W. Fulford, Director 
Information Systems Division 
Suite 400, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-6834 

Terrence D. Sullivan, Director 
Research Division 
Suite 545, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-2578 

RE: House Bill 1052 (Permit Exclusion of Excess Coverage) 

House Bill 1052 allows an insurer to limit or exclude uninsured (UI) and 
underinsured (UIM) coverage from policies that provide excess liability coverage. The 
bill does not prohibit an insurer and the policyholder from agreeing to UI or UIM 
coverage in an excess liability policy (for which the insurer will charge additional 
premium). · 

The bill addresses a 1995 Supreme Court decision, Isenhour v. Universal Writers 
Insurance Company. In Isenhour, the Court ruled that the statutory requirement that 
an insurer must provide its policyholder UI/UIM coverage in the same amount as the 
liability limits under the policy unless rejected in writing by the policyholder applied to 
excess liability insurance policies. In Isenhour, the excess liability policy provided $2 
million in coverage. Because there was no official evidence on record of the UI/UIM 
coverage having been rejected, the Court ruled that the policyholder in effect had $2 
million in UI/UIM coverage. 

The LRC Study Committee on Insurance and Insurance-Related Issues first 
recommended this legislation during the short session last year. 

The bill would take effect upon becoming law. 

AN EQUAL OPPORTUNITY/AFFIRMATIVE ACTION EMPLOYER 



• 

DALLAS L. ISENHOUR, and wife, SANDRA K. ISENHOUR 
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On discretionary review pursuant to N~C.G.S. § 7A-31 of a unanimous decision of the Court of 
Appeals, 113 N.C. App. 152, 437 S.E.2d 702 (1993), affirming an order granting summary judgment for 

defendants entered 10 November 1992 by Burroughs, J., in Superior Court, Catawba County. 
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Pritchett, Cooke & Burch, by David J. Irvine, Jr., for plaintiff-appellants. 
Hutchins, Tyndall, Doughton & Moore, by Kent L. Hamrick, for defendant-appellees. 

JUDGES 

FRYE, Justice. 
AUTHOR: FRYE 

OPINION 

FR YE, Justice. 

1 

On 29 April 1989, plaintiff Dallas Isenhour was injured when the vehicle he was operating 
collided with a vehicle driven by Willie Kate Clark. The vehicle Mr. Isenhour was operating was 
owned by his employer, Far East Motors, Inc. [hereinafter Far East Motors], and was a covered 
automobile under a multiple-coverage fleet insurance policy purchased by Far East Motors. The 
fleet policy was issued by defendants, Universal Underwriters Insurance Company and Universal 
Underwriters Group [hereinafter Universal]. 

On 12 March 1990, Dallas and Sandra Isenhour instituted an action against Willie Kate Clark 
for damages for personal injuries sustained in the accident. In the complaint, the Isenhours 
alleged, among other things, negligence in failing to keep a proper lookout and driving in a 
reckless manner. Mr. Isenhour asserted a claim for serious, painful, and permanent bodily 
injuries causing medical and other expenses and decreased earning capacity. Mrs. Isenhour 
asserted a claim for loss of consortium. At the time of the accident, both Clark and the Isenhours 
were insured by Nationwide Mutual Insurance Company [hereinafter Nationwide] under nonfleet 
personal automobile insurance policies. 

The Isenhours' policy with Nationwide insured three vehicles and carried underinsured 
motorists (UIM) coverage limits of$ 100,000 per person/$ 300,000 per accident with a separate 
premium being paid for each vehicle. Ms. Clark's policy with Nationwide provided liability 
coverage limits of$ 50;000 per person/$ 100,000 per accident. On 11 July 1991, Nationwide paid 
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to the Isenhours $ 50,000, the per-person liability limit under the Clark policy. Additionally, the '() 
Isenhours settled for$ 25,000 under the UIM portion of their Nationwide policy. 

Thereafter, plaintiffs' attorney notified Universal of the Isenhours' intent to seek "additional 
compensation" under the UIM coverage in Far East Motors' policy with Universal. In a 17 July 
1991 letter, plaintiffs' attorney informed Universal of his clients' demand for settlement of $ 
1,200,000 and sent Universal copies of the complaint and other pertinent documents. 

On 1 October 1991, plaintiffs' attorney notified Universal that the case was set on the 14 
October 1991 trial calendar. Universal did not appear for triaL Universal sent plaintiffs' attorney a 
letter dated 31 January 1992 in which it denied it was a party to the suit and produced its 
insurance policy for review. _ 

The trial court entered judgment in the underlying action against Ms. Clark on 10 March 
1992 in the amount of $ 750,000 for Mr. Isenhour and $ 150,000 for Mrs. Isenhour. The 
judgment stated that the parties had waived trial by jury and specific findings of fact and 
conclusions of law and provided that the plaintiffs could recover from Ms. Clark to "the extent of 
underinsured motorist's [sic] coverage provided by an underinsured motorist carrier other than 
Nationwide Mutual Insurance Company," as per a partial release negotiated by the parties. This 
partial release limited Nationwide's total liability under the Clark and Isenhour policies to $ 
75,000, the total amount of the settlement. 

In a letter dated 12 May 1992, Universal notified plaintiffs' attorney that the maximum that 
might be available to the Isenhours under the Far East Motors fleet policy was $ 60,000 and that 
an umbrella provision in the policy did not apply to the Isenhours' claim. Universal explained 
that the coverage parts for the underlying policy and the umbrella policy were separate and 
distinct forms of coverage, adding that UIM coverage is added to the umbrella policy only by 
specific endorsement. Universal stated that only $ 60,000 in UIM coverage existed via specific 
endorsement and that no UIM coverage had been endorsed onto the umbrella provision. 
Accordingly, Universal tendered$ 60,000 in settlement of the UIM claim under its fleet policy. 

On 8 June 1992, the Isenhours filed suit against Universal alleging (1) gross negligence, (2) 
unfair and deceptive acts or practices in violation of N.C.G.S. § 58-63-15(11) and N.C.G.S. § 
75-16, and (3) liability by virtue of N.C.G.S. § 20-279.2l(b)(4). Universal filed its answer on 23 
July 1992, denying liability and defending on the basis that (1) the policy is a fleet policy under 
N.C.G.S. § 20-279.2l(b)(4) and cannot be stacked onto a nonfleet policy; (2) plaintiffs are not 
insureds under the policy; and (3) Universal was not a party to the underlying action against 
Clark, did not participate in the settlement agreement, and cannot be bound by that agreement. 

Universal moved for summary judgment on 25 August 1992. Universal submitted two 
affidavi~s in support of its motion for summary judgment. In the first affidavit, Universal's 
underwriting manager stated that Universal's policy issued to Far East Motors was a fleet policy 
that insured a multiple and changing number of motor vehicles used in Far East Motors' business. 
In the second affidavit, Nationwide, which had issued policies to both Clark (the tort-feasor) and 
the Isenhours, stated th_~t both policies were nonfleet personal automobile insurance policies. 
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On the basis of these two affidavits and the Court of Appeals' decision in Watson v. 
American Nat'I Fire Ins. Co., 106 N.C. App. 681, 417 S.E.2d 814 (1992), afrd on other 
grounds, 333 N.C. 338, 425 S.E.2d 696 (1993), the trial court granted summary judgment in 
favor of Universal and dismissed the Isenhours' claims on 10 November 1992. From the entry of 
summary judgment, plaintiffs appealed to the Court of Appeals. 

The Court of Appeals held that its decision in Watson "barred the coverage sought in this 
case and [that] the trial court correctly granted summary judgment." Isenhour v. Universal 
Underwriters Ins. Co., 113 N.C. App. 152, 155, 437 S.E.2d 702, 704 (1993). We allowed 
plaintiffs' petition for discretionary review, and we now reverse the decision of the Court of 
Appeals which affirmed the trial court's entry of summary judgment in favor of defendants. 

Defendants contend that the Court of Appeals properly affirmed the trial court's entry of 
summary judgment because the trial court and the Court of Appeals correctly applied the Court 
of Appeals' decision in Watson. We disagree. 

In Watson, the Court of Appeals held that "fleet policies may not be stacked onto nonfleet 
policies" under N.C.G.S. § 20-279.21(b)(4). Watson, 106 N.C. App. at 686, 417 S.E.2d at 818. 
The Court of Appeals stated that 

the appellee's policy is a fleet policy under Sutton [ v. Aetna Casualty & Surety Co., 
325 N.C. 259, 382 S.E.2d 759, reh'g denied, 325 N.C. 437, 384 S.E.2d 546 (1989)] and 
excluded from inter-policy stacking, since the stacking provisions of N.C.G.S. § 
20-279.21(b)(4) cover only nonfleet private passenger motor vehicle insurance. Aetna 
Casualty and Sur. Co. v. Fields, 105 N.C. App. 563,414 S.E.2d 69 [,disc.rev. denied, 
331 N.C. 383, 417 S.E.2d 788) (1992). We recognize that inter-policy stacking is 
permitted so as to provide the innocent victim of an inadequately insured driver with an 
additional source of recovery; however, to allow stacking of a victim's fleet policy onto 
the nonfleet policy of the insured-tortfeasor is a result contemplated neither by the insurer 
when it wrote the fleet policy nor the legislature when it wrote the statute. We therefore 
hold that under N.C.G.S. § 20-279.21(b)(4) fleet policies may not be stacked onto 
nonfleet policies. 

Watson, 106 N.C. App. at 686,417 S.E.2d at 818. 

This Court granted discretionary review of Watson and affirmed the Court of Appeals' 
decision on grounds different from those articulated by the Court of Appeals. Watson v. 
American Nat'l Fire Ins. Co., 333 N.C. 338, 425 S.E.2d 696 (1993). We determined that the 
insurance policy at issue was exempt, via N.C.G.S. § 20-279.32, from the requirements of the 
Financial Responsibility Act, since the vehicle involved was operating under a certificate of 
convenience and necessity issued by the Interstate Commerce Commission. Accordingly, the 
plaintiff was entitled to "only such coverage as is provided in the policy." Id. at 340,425 S.E.2d 
at 697. We noted that "by its plain words N.C.G.S. § 20-279.32 says that N.C.G.S. § 
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20-279.2l(b)(4) does not apply in this case." Id. The present case differs from Watson because 
N.C.G.S. § 20-279.2l(b)(4) is applicable. 

This Court stated clearly in Sutton v. Aetna Casualty & Surety Co., 325 N.C. 259, 382 
S.E.2d 759, reh'g denied, 325 N.C. 437, 384 S.E.2d 546 (1989), that no reason exists to 
distinguish between fleet and nonfleet policies under interpolicy stacking. Accordingly, we 
disavow the language of the Court of Appeals in Watson that the stacking provisions of 
N.C.G.S. § 20-279.21(b)(4) cover only nonfleet vehicle insurance. Under Sutton, the interpolicy 
stacking of fleet and nonfleet policies is permissible. Therefore, the Court of Appeals erred by 
relying ori its holding in Watson in holding that the coverage sought by the Isenhours was 
barred. 

We now proceed to the second issue, which is a matter of first impression for this Court. The 
· issue is whether a multiple-coverage fleet insurance policy which includes umbrella coverage 

must offer UIM coverage equal to the liability limits under its umbrella coverage section. 

We begin by looking at the nature and purpose of umbrella coverage. It is a form of insurance 
protection against losses in excess of the amount covered by other liability insurance policies. It 
provides coverage above basic or normal limits of liability. Black's Law Dictionary 808 (6th ed. 
1990). The umbrella portion of the policy in this case, for example, provides in the insuring 
agreement that the insurer will pay for loss in excess of coverage provided in any underlying 
insurance; coverage provided in any other insurance available to an insured; and in the absence of 
such coverage, the retention shown in the declarations in the policy. As noted by John A. and 
Jean Appleman: 

Umbrella policies serve an important function in the industry. In this day of uncommon, 
but possible, enormous verdicts, they pick up this exceptional hazard at a small premium. 
Assuming one's automobile ... policy [has] liability limits of $ 100,000 or even $ 
500,000, the umbrella policy may pick up at that point and cover for an additional 
million, five million, or ten million. 

SC Appleman, Insurance Law and Practice § 5071.65 (1981). 

Our analysis in this case is aided by a very recent decision of the New Jersey Supreme Court, 
which noted a split of authority among courts considering.the issue. See Doto v. Russo, 140 N.J. 
544, 659 A.2d 1371 (1995). States with statutes requiring insurers to write UM/UIM coverage 
only to the statutory minimum of liability coverage have held that such statutes do not apply to 
umbrella provisions. See Continental Ins. Co. v. Howe, 488 So. 2d 917 (Fla. Dist. Ct. App.) 
(construing Rhode Island law), disc. rev. denied, 494 So. 2d 1151 (Fla. 1986); Moser v. Liberty 
Mut. Ins. Co., 731 P.2d 406. (Okla. 1986). The Kansas Supreme Court has noted that the 
rationale behind this position is that the amount of liability coverage is irrelevant if UM/UIM 
coverage is only required in a minimum amount and that minimum is met. See Bartee v. R.T.C. 
Transp., Inc., 245 Kill}.. 499,511, 781 P.2d 1084, 1092 (1989). 
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On the other hand, states with statutes requiring UM/UIM coverage limits equal to those of 
liability coverage have held that such statutes are applicable to umbrella provisions. See St. Paul 
Fire and Marine Ins. Co. v. Gilmore, 168 Ariz. 159, 812 P.2d 977 (1991); Chicago Ins. Co. v. 
Dominguez, 420 So. 2d 882 (Fla. Dist. Ct. App. 1982), disc. rev. denied, 430 So. 2d 450 (Fla. 
1983); First State Ins. Co. v. Stubbs, 418 So. 2d 1114 (Fla. Dist. Ct. App. 1982), disc. rev. 
denied, 426 So. 2d 26 (Fla.) and disc. rev. deµied, 426 So. 2d 29 (Fla. 1983); Cohen v. 
American Home Assur. Co., 367 So. 2d 677 (Fla. Dist. Ct. App.), cert. denied, 378 So. 2d 342 
(Fla. 1979); Bartee v. R.T.C. Transp., Inc., 245 Kan. 499, 781 P.2d 1084; Southern Am. Ins. 
Co. v. Dobson, 441 So. 2d 1185 (La. 1983); Doto v. Russo, 140 N.J. 544, 659 A.2d 1371; 
House v. State Auto. Mot. Ins. Co., 44 Ohio App. 3d 12, 540 N.E.2d 738, appeal dismissed, 
37 Ohio St. 3d 704, 531 N.E.2d 1316 (1988); Cincinnati Ins. Co. v. Siemens, 16 Ohio App. 3d 
129,474 N.E.2d 655 (1984) (Table No. 88-659). 

Our analysis is further aided by a decision of the United States District Court for the Northern 
District of Ohio which construed North Carolina law with regard to the issue of whether an 
excess liability umbrella policy must offer UM/UIM coverage. In Krstich v. United Services 
Auto. Ass'n, 776 F. Supp. 1225 (N.D. Ohio 1991), the court found that the umbrella policy at 
issue "would be required to provide uninsured coverage under [North Carolina] law," since the 
policy was "a 'policy of bodily injury liability insurance' which covers 'liability arising out of the 
ownership, maintenance, or use' of a motor vehicle." Id. at 1234 (quoting N.C.G.S. § 
20-279.2l(b)(3) (Supp. 1988)). The court concluded that "by operation of§ 20-279.21(b)(3), it 
must, therefore, provide uninsured motorist coverage." Id. The court further concluded that the 
defendant was obligated to "provide underinsured motorist coverage 'in an amount equal to the 
policy limits for automobile bodily injury liability as specified in the owner's policy,'" since the 
umbrella policy therein "exceeded the limits of subsection (b)(2) and ... contained uninsured 
coverage as required by subsection (b)(3)." Id. (quoting N.C.G.S. § 20-279.21(b)(4)). The court 
found that "underinsured coverage is, therefore, mandatory in the amount of the liability policy's 
limit, here$ 1,000,000, pursuant to subsection (b)(4)." Id. 

Under our statute, the policyholder is entitled to UM/UIM coverage only if the policyholder 
elects liability coverage above the statutory minimum. See N.C.G.S. § 20-279.21(b)(3), (b)(4). In 
Sutton, we said that "an owner's policy of liability insurance must, subject to rejection by the 
insured, provide UIM coverage •~mly with policies that are written at limits that exceed' minimum 
statutory limits and that afford uninsured motorist coverage." Sutton, 325 N .C. at 268, 382 
S.E.2d at 765 (quoting N.C.G.S. § 20-279.21(b)(4) (Supp. 1988)). Under the version of our 
statute applicable to this case, if these statutory prerequisites for UIM coverage are met, the 
policyholder is entitled to UIM coverage "in an amount equal to the policy limits for automobile 

bodily injury liability as specified in the owner's policy." 1 N.C.G.S. § 20-279.2l(b)(4) (Supp. 
1988). Because the statute links the amount of UIM coverage to the amount of liability coverage, 
the increase of liability coverage through umbrella coverage provisions will naturally cause an 
insurer to offer UIM coverage in a higher amount. This result is in accord with the manifest 
purpose of the Financial Responsibility Act in North Carolina, which is to protect innocent 
victims who have been'· injured by financially irresponsible motorists. Nationwide Mot. Ins. Co. 
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v. Chantos, 293 N.C. 431,238 S.E.2d 597 (1977). 

Accordingly, we hold that Universal was required to offer Far East Motors UIM coverage in 
the umbrella section of the fleet policy. The umbrella coverage section of the policy provided 
automobile bodily injury liability coverage in the amount of $ 2,000,000. Therefore, Universal 
was required to offer Far East Motors $ 2,000,000 in UIM coverage . 

. When a statute is applicable to the terms of an insurance policy, the provisions of the statute 
become a part of the policy, as if written into it. If the terms of the statute and the policy conflict, 
the statute prevails. Sutton, 325 N.C. 259, 382 S.E.2d 759; Chantos, 293 N.C. 431, 238 S.E.2d 
597. 

Under N.C.G.S. § 20-279.2l(b)(4), the UIM coverage is the same as the policy limits for 
automobile liability unless the insured has rejected such insurance or selected a different limit, 
and this rejection or selection must be in writing. Proctor v. N.C. Farm Bureau Mut. Ins. Co., 
324 N.C. 221,376 S.E.2d 761 (1989). 

In the present case, there is no evidence in the record2 that Far East Motors either rejected in 
writing UM or UIM coverage for the umbrella section of the policy or selected a different limit. 
Therefore, the umbrella section of the policy provides UIM coverage of$ 2,000,000, "an amount 
equal to the policy limits for automobile bodily injury liability as specified in the owner's 
[umbrella coverage section of the] policy," N.C.G.S. § 20-279.2l(b)(4); accord Proctor, 324 
N.C. 221, 376 S.E.2d 761. 

Under N.C.G.S. § 20-279.21(b)(3) and (b)(4), there are two classes of "persons insured": 

( 1) the named insured and, while resident of the same household, the spouse of the 
named insured and relatives of either and (2) any person who uses with the consent, 
express or implied, of the named insured, the insured vehicle, and a guest in such vehicle. 

Smith v. Nationwide Mut. Ins. Co., 328 N.C. 139, 143, 400 S.E.2d 44, 47, reh'g denied, 
328 N.C. 577, 403 S.E.2d 514 (1991). Members of the first class are "persons insured" for 
purposes of UM/UIM coverage regardless of whether the insured vehicle is involved in their 
injuries. Id. Members of the second class are "persons insured" only when the insured vehicle is 
involved in the insured's injuries. Id. 

Turning to the present case, there is no contention that the Isenhours are persons insured of 
the first class under the Universal policy. The question becomes whether the Isenhours are 
"persons insured" of the second class under the UIM provisions of the Far East Motors fleet 
policy with Universal. It is undisputed that Mr. Isenhour was occupying a covered automobile 
owned by Far East Motors, the insured, and that Mr. Isenhour was using the automobile with the 
permission of Far East Motors when he was struck by the automobile driven by Ms. Clark. Thus, 
Mr. Isenhour is a person insured of the second class for UIM purposes and, accordingly, is 
entitled to coverage under the umbrella section of the fleet policy pursuant to N.C.G.S. § 
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20-279.2l(b)(3) and (b)(4). 

However, Mrs. Isenhour was not a person insured of the second class under the Universal 
policy. She was neither using the insured vehicle nor a guest in the vehicle at the time of the 
accident. Therefore, she is not entitled to UIM coverage under the Universal policy. 

The final issue on this appeal is whether Mr. Isenhour's failure to exhaust the UIM limits of 
his Nationwide policy precludes his claim against Universal. The Universal fleet policy 
providing UIM coverage contained the following clause in its endorsement: 

MOST WE WILL PAY 

We will pay under this endorsement only after the limits of any other applicable 
insurance policies or bonds have been exhausted by payment of judgments or settlements. 

Universal contends that because Mr. Isenhour failed to claim all of the available UIM 
coverage under the Nationwide policy, he should be precluded from recovery under the Far East 
Motors policy. The Isenhours entered into a settlement agreement for $ 50,000 of liability 
coverage under the tort-feasor's Nationwide policy and $ 25,000 of UIM coverage under their 
personal Nationwide policy. The agreement purported to release the tort-feasor from any and all 
liability and further released Nationwide from any UIM claims by the Isenhours. Defendants here 
contend that because the Isenhours did not exhaust the limits of their UIM coverage under their 
Nationwide policy in the settlement agreement, Mr. Isenhour should not be allowed any recovery 
pursuant to the above endorsement. 

We do not agree with Universal's contentions. The exhaustion requirement in Universal's 
"Most We Will Pay" clause relates to "applicable" insurance policies or bonds, such as liability 
insurance or UIM coverage of a lower tier than the insurance in question. Universal's obligation 
to pay under its UIM coverage does not arise until all sums available under any liability policies 
or bonds and any other UIM coverage which is of a lower tier has been exhausted. Universal 
does not argue that any liability policies and bonds have not been exhausted, but contends that 
the competing Nationwide UIM limits have not been exhausted. We agree, but this does not 
decide the issue before us. 

In deciding this issue, we must first determine which policy provides primary coverage. If 
one policy provides primary coverage while the other provides excess coverage, then we must 
determine whether the primary policy is sufficient to satisfy Mr. Isenhour's $ 750,000 judgment. 
If the primary policy limits are sufficient to fully satisfy the judgment, no stacking issue arises in 
this case. On the other hand, if the policy providing primary coverage is not sufficient to satisfy 
the judgment, the fact that one policy is fleet and the other nonfleet would not prohibit stacking 
the primary and excess coverage under the two policies so as to provide full payment of the 
judgment. See Sutton, 325 N.C. 259, 382 S.E.2d 759. 

Here, we have t'VP policies providing UIM coverage issued by different companies to 
different policyholders. "The liability of each company must be determined by the terms of its 

(c) 1992-1997 by Michie, a division of Reed Elsevier Inc., and Reed Elsevier Properties Inc. All Rights Reserved. 
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own policy, subject to such modification as may be imposed by statute or by authorized 
administrative regulation or order." Insurance Co. v. Insurance Co., 269 N.C. 341, 346, 152 
S.E.2d 436, 440 (1967). To determine who is the primary carrier and who is the excess carrier, if 
any, we must examine the "Other Insurance" clauses in the competing policies. Id. 

The Universal policy issued to Far East Motors provides in pertinent part: 

OTHER INSURANCE 

The insurance afforded by the endorsement is primary, except it is excess for any 
COVERED AUTO not owned by the INSURED or any trailer attached to it. 

Based on the plain language of the Far East Motors Universal policy, it provides primary 
coverage because the automobile that Mr. Isenhour was driving at the time of the accident was a 
covered automobile owned by Universal's insured, Far East Motors. The Nationwide policy 
issued to the Isenhours provides in pertinent part: 

OTHER INSURANCE 

Any insurance we provide with respect to a vehicle you do not own shall be excess over 
any other collectible insurance. 

Based on the plain language of the Isenhours' Nationwide policy, it provides excess coverage 
in this case, since the automobile Mr. Isenhour was driving at the time· of the accident was not 
owned by him. 

Accordingly, we hold that Far East Motors' Universal policy provides primary coverage and 
the Isenhours' Nationwide policy provides secondary coverage. Therefore, the liability of 
Nationwide, the excess insurer, does not arise until the limits of the Universal policy, the primary 
coverage policy, have been exceeded. See Insurance Co. v. Insurance Co., 269 N.C. 341, 152 
S.E.2d 436. 

In support of its contention that Mr. Isenhour is precluded from recovery, Universal here cites 
Eaves v. Universal Underwriters Group, 107 N.C. App. 595, 421 S.E.2d 191, disc. rev. 
denied, 333 N.C. 167, 424 S.E.2d 908 (1992). In Eaves, Universal's garage liability policy 
contained a "Most We Will Pay" clause limiting its coverage to the minimum limits of the 
Financial Responsibility Act and an "Other Insurance" clause purporting to make its coverage 
excess over any other collectible insurance, while the competing policy issued by Amica Mutual 
Insurance Company also contained an "Other Insurance" clause purporting to make its coverage 
excess for any vehicle{ the insured did not own where other insurance was available. Because 

(c) 1992-1997 by Michie. a division of Reed Elsevier Inc .• and Reed Elsevier Properties Inc. All Rights Reserved. 
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Universal's policy effectively defined its policy limits to exclude liability in the event there was 
other collectible insurance which met the minimum standards set by the Financial Responsibility 
Act, the Court of Appeals held that Universal did not provide any coverage to the plaintiffs in 
that case. 

In Eaves, the Court of Appeals relied on United Services Auto. Ass'n v. Universal 
Underwriters Ins. Co., 332 N.C. 333, 420 S.E.2d 155 (1992). In United Services, this Court 
examined two policies to determine which of them provided liability coverage for the accident in 
question. In that case, it was "apparent that in defining the limits for which it would be liable for 
an occurrence involving a person required by law to be insured, Universal agreed to cover only 
what was needed to comply with the financial responsibility law." Id. at 336,420 S.E.2d at 157. 
This Court concluded that because United Services provided the coverage required to comply 
with the Financial Responsibility Act, the Universal policy did not provide any coverage in that 
case. 

The present case is distinguishable from both Eaves and United Services. In the present 
case, both Universal and Nationwide contracted to provide coverage under the circumstances of 
this case, notwithstanding the fact that one is primary and the other secondary. Further, unlike 
United Services and Eaves, Universal here did not define its policy limits to exclude liability in 
the event there was other collectible insurance which met the minimum standards set by the 
Financial Responsibility Act. Accordingly, neither United Services nor Eaves is dispositive in 
this case. Therefore, we reject Universal's contention that it was not required to pay until the 
Nationwide UTh1 policy limits were exhausted. 

Since the policy limits available in the Universal policy are sufficient to satisfy Mr. Isenhour's 
portion of the judgment, this is not a stacking case. This case involves a question of coverage. 
The primary coverage under the Universal policy exceeds the judgment of $ 750,000 in Mr. 
Isenhour's favor. Therefore, Mr. Isenhour could satisfy his entire judgment without resorting to 
the Nationwide policy. 

Thus, Universal is not absolved of liability simply because the Isenhours settled with 
Nationwide for less than the UTh1 policy limits. Accordingly, we hold that Mr. Isenhour is 
entitled to ~atisfy his portion of the judgment from the Universal policy. 

For the foregoing reasons, the decision of the Court of Appeals is reversed, and the case is 
remanded to the Court of Appeals for further remand to the trial court for further proceedings 
consistent with this opinion. 

REVERSED AND REMANDED. 

DISPOSITION 

REVERSED AND REMANDED. 

OPINION FOOTNOTES 

(c) 1992-1997 by Michie, a division of Reed Elsevier Inc., and Reed Elsevier Propenies Inc. All Rights Reserved. 
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1 This statute has been amended, and now requires an insurer to offer UIM coverage in an amount 
"equal to the highest limit of bodily injury liability coverage for any one vehicle in the policy." N.C.G.S. § 
20-279.21(b)(4) (1992). 

2 This Court denied defendants' motion, made for the first time in this Court, to amend the record on 
appeal by introducing evidence of a purported rejection of such coverage by Far East Motors. 

(c) I 992-1997 by Michie, a division of Reed Elsevier Inc., and Reed Elsevier Properties Inc. All Rights Reserved. 
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1997 COMMITTEE REPORT 
HOUSE OF REPRESENTATIVES 

The following report(s) from standing committee(s) is/are presented: 
By Representative( s) Dockham for the Committee on Insurance. 

D Committee Substitute for 
H.B. 1052 A BILL TO BE ENITILED AN ACT TO ALLOW INSURERS TO LIMIT OR 

EXCLUDE EXCESS LIABILITY COVERAGE FOR UNINSURED AND 
UNDERINSURED MOTORISTS AS PROVIDED BYLAW 

~ With a favorable report. 

D With a favorable report and recommendation that the bill be re-referred to the Committee on 
D Appropriations D Finance D · · 

D With a favorable report, as amended. 

D With a favorable report, as amended, and recommendation that the bill be re-referred to the 
Committee on D Appropriations D Finance D 

D With a favorable report as to committee substitute bill ( # ), D which changes the title, 
unfavorable as to original bill (Committee Substitute Bill# ), (and recommendation 
that the committee substitute bill # ) be re-referred to the Committee on . ) 

D With a favorable report as to House committee substitute bill (# 
the title, unfavorable as to Senate committee substitute bill. 

), D which changes 

D And having received a unanimous vote in committee, is placed on the Consent Calendar. 

D With an unfavorable report. 

D With recommendation that the House co~cur. 
\ 1i 

D With recommendation that the House do: not concur. 

D With recommendation that the House do not concur; request conferees. 

D With recommendation that the House concur; committee believes bill to be material. 

D With an unfavorable report, with a Minority Report attached. 

D Without prejudice. 

D With an indefinite postponement report. 

D With an indefinite postponement report, with a Minority Report attached. 

0 With recommendation that it be adopted. (HOUSE RESOLUTION ONLY) 
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1997 COMMITTEE REPORT 
HOUSE OF REPRESENTATIVES 

The following report(s) from standing committee(s) is/are presented: 

for the Committee on INSURANCE 

\ 
Rep. DOCKHAM --------------------

( ) Committee Substitute for 
H.B. 984 , S.B. __ A BILL TO BE ENTITLED AN ACT 
H.J.R. __ , S.J.R. __ A JOINT RESOLUTION 
H.R.. ___ A HOUSE RESOLUTION 

AN ACT TO PROVIDE HEALTH BENEFITS FOR SOIL AND WATER CONSERVATION DISTRICT 
SUPERVISORS AND THEIR ELIGIBLE DEPENDENTS WHO DO NOT HAVE ACCESS TO 
COMPREHENSIVE GROUP HEALTH BENEFITS BY ALLOWING VOLUNTARY PARTICIPATION IN 
THE TEACHERS' AND STATE EMPLOYEES' COMPREHENSIVE MAJOR MEDICAL PLAN. 

__ With a favorable report. 

~ With a favorable report and recommendation that the bill be re-referred to the Committee on 
~Appropriations(. ) Finance ( ) _________ _ 

__ With a favorable report, as amended. 

__ With'a favorable report, as amended, and recommendation that the bill be re-referred to the Committee 
on ( ) Appropriations ( ) Finance ( ) _______________ _ 

With a favorable report as to committee substitute bill (# ___), ( ) which changes the title, unfavorable as to 
original bill (Committee Substitute Bill # ___). (and recommendation that the committee substitute bill (# __) 
be re-referred to the Committee on _____________ .) 

__ With a favorable report as to House committee substitute bill (# ___), ( ) which changes the title, unfavorable 
as to Senate committee substitute bill. 

__ And having received a unanimous vote in committee, is placed on the Consent Calendar. (PUBLIC BILLS ONLY) 

__ With an unfavorable report. 

With recommendation that the House concur. 

With recommendation that the House do not concur. 

__ With recommendation that the House do not concur; request conferees. 

With recommendation that the House concur; committee believes bill to be material. 

__ With an unfavorable report, with a Minority Report attached. 

__ Without prejudice. 

__ With an indefinite postponement report. 

_ With an indefinite postponement report, with a Minority Report attached. 

With recommendation that it be adopted. (HOUSE RESOLUTION ONLY) 
4/24/97 
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GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1997 

H 1 

HOUSE BILL 193 

Short Title: No Ins. Points for Infractions. (Public) 

Sponsors: Representatives R. Hunter, Culpepper, Hensley, Mccrary; Bonner, 
Capps, Goodwin, Hall, Hightower, Moore, Rayfield, and Starnes. 

Referred to: Insurance, if favorable, Judiciary I. 

February 17, 1997 

1 A BILL TO BE ENTITLED 
2 AN ACT TO ELIMINATE INFRACTIONS FROM CONSIDERATION IN THE 
3 SAFE DRIVER INCENTIVE PLAN, TO PROVIDE FOR A GRADUATED 
4 INSURANCE POINT AND SURCHARGE SCHEDULE FOR BODILY INJURY 
5 CAUSED IN AUTOMOBILE ACCIDENTS, AND TO PROHIBIT INSURANCE 
6 POINTS AND SURCHARGES IF BODILY INJURY DOES NOT OCCUR. 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

The General Assembly of North Carolina enacts: 
Section 1. G.S. 58-36-65(b) reads as rewritten: 

"(b) The Bureau shall file, subject to review, modification, and promulgation by 
the Commissioner, a Safe Driver Incentive Plan ('Plan') that adequately and factually 
distinguishes among various classes of drivers that have safe driving records and 
various classes of drivers that have a record of at-fault accidents; a record of 
convictions of majof moving traffic violations; ft feeofd of eoftYietioHs of miftof 
moviftg tfftffie violfttiefts; or a combination thereof; and that provides for premium 
differentials among those classes of drivers. Subsequently, the Commissioner may 
require the Bureau to file modifications of the Plan. If the Bureau does not file the 
modifications within a reasonable time, the Commissioner may promulgate the 
modifications. The Commissioner is authorized to structure the Plan to provide for 
surcharges above and discounts below the rate otherwise charged." 

Section 2. G.S. 58-36-65(i) reads as rewritten: 
"(i) As used in this section, 'conviction' metms ft eoftvietioft as defiHed ift G.S. 

20 279.1 ftftd meftftS does not include an infraction as defined in G.S. 14-3.1." 
Section 3. G.S. 58-36-75(a) reads as rewritten: 



GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1997 

1 "(a) The subclassification plan promulgated pursuant to G.S. 58-36-65(b) may 
2 provide for separate surcharges for major, intermediate, and minor accidents. A 
3 'major accident' is an at-fault accident that results in either (i) bodily injury or death 
4 or (ii) only property damage of two thousand dollars ($2,000) or more. An 
5 'intermediate accident' is an at-fault accident that results in only property damage of 
6 more than one thousand dollars ($1,000) but less than two thousand dollars ($2,000). 
7 A 'minor accident' is an at-fault accident that results in only property damage of one 
8 thousand dollars ($1,000) or less. The subclassification plan may also exempt certain 
9 minor accidents from the Facility recoupment surcharge. The Bureau shall assign 

10 varying Safe Driver Incentive Plan point values and surcharges for bodily injury in at-
11 fault accidents that are commensurate with the severity of the injury. There shall be 
12 no points or insurance premium surcharge under the Safe Driver Incentive Plan or 
13 increase in insurance premium on account of payment of medical costs associated 
14 with obtaining a diagnosis when the diagnosis indicates that an accident did not result 
15 in bodily injury." 
16 Section 4. G.S. 58-36-75(g) reads as rewritten: 
17 "(g) As used in this section 'conviction' me0:tts 0: eottvietiott 0:s defitted itt G.S. 
18 20 279.1 0:ttd me0:tts does not include an infraction as defined in G.S. 14-3.1." 
19 Section 5. The North Carolina Rate Bureau shall develop an amendment 
20 to the subclassification plan consistent with the provisions of this act. The Bureau 
21 shall file the amendment with the Commissioner no later than October 1, 1997, and 
22 the amendment shall become effective January 1, 1998. 
23 Section 6. Sections 5 and 6 of this act are effective when it becomes law. 
24 The remainder of this act becomes effective January 1, 1998, and applies to accidents 
25 occurring on or after January 1, 1998. 

Page 2 House Bill 193 



1997 COMMITTEE REPORT 
HOUSE OF REPRESENTATIVES 

The following report(s) from standing committee(s) is/are presented: 
By Representative(s) DOCKHAM for the Committee on INSURANCE. 

D Committee Substitute for 
H.B. 193 A BILL TO BE ENTITLED AN ACT TO ELIMINATE INFRACTIONS FROM 

CONSIDERATION IN THE SAFE DRIVER INCENTIVE PLAN, TO PROVIDE FOR A 
GRADUATED INSURANCE POINT AND SURCHARGE SCHEDULE FOR BODILY 
INJURY CAUSED IN AUTOMOBILE ACCIDENTS, AND TO PROHIBIT INSURANCE 
POINTS AND SURCHARGES IF BODILY INJURY DOES NOT OCCUR. 

D With a favorable report. 

--....[J With a favorable report and recommendation that the bill be re-referred to the Committee on 

1s e pfJrof)riat;iirs 1s3 fiy IS~ l , C ~ ~ 1\4~ i,-,-

0 With a favorable report, as amended. \~ ::i-ri...,,.,,_ ~-WI. ~~----'+- "11 ) 

D With a favorable report, as amended, and recommendation that the bill be re-referred to the 
Committee on D Appropriations D Finance D 

D _With a favorable report as to committee substitute bill(# ), D which changes the title, 
unfavorable as to original bill (Committee Substitute Bill# ), (and recommendation 
that the committee substitute bill# ) be re-referred to the Committee on .) 

□ With a favorable report as to House committee substitute bill(# 
. the title, unfavorable as to Senate committee substitute bill. 

), D which changes 

D And having received a unanimous vote in committee, is placed on the Consent Calendar. 
(PUBLIC BILLS ONLY) 

D With an unfavorable report. 

□ With recommendation that the House concur. 

□ With recommendation that the House do not concur. 

· D With recommendation that the House do not concur; request conferees. 

□ With recommendation that the House concur; committee believes bill to be material. 

□ With an unfavorable report, with a Minority Report attached. 

D Without prejudice. 

D With an indefinite postponement report. 

□ With an indefinite postponement report, with a Minority Report attached. 

0 With recommendation that it be adopted. (HOUSE RESOLUTION ONLY) 
4/24/97 
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Pursuant to Rule 36(a), the bill is placed on the Calendar of ________ _ 

The ( committee substitute) bill/resolution (, as amended,) is ( ordered engrossed and) re­
referred to the Committee on ------------

The ( committee substitute) bill/resolution (, as amended,) is placed on the Consent 
Calendar of _________ . The original bill/resolution is placed on the 
Unfavorable Calendar. 

The bill/resolution is re-referred to the Committee on --------

On motion of (Rep.---------~) (the Chair,) the (committee 
substitute) bill/resolution is ( ordered engrossed and) re-referred to the Committee on 

Pursuant to Rule 36(a), the (House)committee substitute bill (No. _)/resolution is 
placed on the Calendar of _____ . (The original bill) (House Committee 
Substitute Bill No. _)/resolution is placed on the Unfavorable Calendar. 

On motion of Rep.----~ (the rules are suspended) (Rule __ is suspended) 
and the bill/resolution is placed on today's calendar. (for immediate consideration.) 

On motion of Rep.-------~ Committee Amendment No.(s) ___ is/are 
adopted (by EV _ _). 

On motion of Rep.-------~ Committee Amendment No.(s) ___ is/are 
adopted (by EV __ _). 

Rep. _______ offers Amendment No. __ which (is adopted.) (fails of 
adoption.) (by EV ____ .) ( ) This amendment changes the title. 

The bill/resolution (, as amended,) passes its second reading (by following vote, __ 
__ RC) (, by EV __ _,) and (remains on the Calendar,) (and there being no 
objection is read a third time). 

The bill/resolution (, as amended,) passes its third reading (by the following vote, __ 
__ RC) (, by EV ____ ,) and is ordered 

sent to the Senate. 
__ without engrossment. __ by Special message. 

sent to the Senate for concurrence in 
__ House amendment (s). 

House committee substitute. 
enrolled. 

On motion of Rep. _______ ,. the House concurs in the (material) Senate 
_______ (by the following vote, ____ RC)(, by EV ____ ,) and 
the bill is ordered enrolled. 



MINUTES 
HOUSE COMMITTEE ON INSURANCE 

April 28, 1997 

The House Committee on Insurance met in Room 643 of the Legislative Office Building 
on April 28, 1997 at 12:00 Noon. Chairman, Representative Dockham, presided and the 
following members were present: Allred, Barbee, Bowie, Dedmon, Dickson, Esposito, 
Gardner, Hardaway, Hensley, Hurley, Ives, McComas, Miller, Preston, and Russell. A 
list of visitors attending is attached. 

Chairman Dockham called the meeting to order and the following bills were considered: 

House Bill 165, entitled An Act Pertaining to the Sanitation of Cooking Utensils 
Provided by Lodging Establishments, as Recommended by The Joint Legislative 
Administrative Procedure Oversight Committee was sponsored by Representative 
Redwine. Chairman Dockham stated that this bill was given an unfavorable report and 
the committee substitute was given a favorable report in the subcommittee chaired by 
Representative McComas. Through an error, the bill was never reported out. With no 
objections from the committee, the bill was passed out as recommended by the 
subcommittee. 

House Bill 813, entitled, An Act to Require Health and Accident Insurance Policies, 
Hospital or Medical Service Plans, HMO Plans, and the Teachers' and State Employees' 
Comprehensive Major Medical Plan to Provide Coverage for Reconstructive Breast 
Surgery Resulting from Mastectomy was considered by the committee. In the absence of 
bill sponsor Representative Alexander, Cosponsor Representative Bowie explained the 
bill (bill summary and actuarial note attached). Sam Byrd of the Research Division of the 
General Assembly was recognized and spoke regarding the cost which would be between 
three and four million dollars. Representative Russell spoke in support of the bill and 
made a motion that the bill be given a favorable report and re-referred to the 
Appropriations Committee. The motion passed. 

House Bill 940. entitled, An Act to Clarify that a Real Estate Broker and Real Estate 
Salesperson are not Employees Within the Meaning of the Workers' Compensation Act 
was explained by bill sponsor, Representative Redwine (bill summary attached). Mr. 
Tim Minton, Director of Governmental Affairs of the N.C. Association of Realtors spoke 
in support of the bill. Representative Barbee made a motion that the bill be given a 
favorable report. The motion carried. 

House Bill 1115, entitled, An Act to Prohibit the Cancellation of Insurance Policies that 
Provide Coverage for Churches for Losses Resulting From a Fire was explained by bill 
sponsor, Representative Boyd-McIntyre (bill summary attached). Information regarding 



arson attacks in America against churches was passed out (attached). Representative 
Bowie moved that the bill be given a favorable report. The motion passed. 

At the request of Representative Culp, sponsor of House Bill 984, Chairman Dockham 
ruled that, with no objections from the committee, this bill be found favorable and re­
referred to the Appropriations Committee. There were no objections. 

House Bill 193, entitled, An Act to Eliminate Infractions From Consideration in the Safe 
Driver Incentive Plan, to Provide for a 'Graduated Insurance Point and Surcharge 
Schedule for Bodily Injury Caused in Automobile Accidents, and to Prohibit Insurance 
Points and Surcharges if Bodily Injury Does Not Occur is sponsored by Representative R. 
Hunter. With no objections from the committee, the bill was given a favorable report and 
re-referred to the Judiciary I Committee. 

The meeting adjourned at 3:30 p.m. 

':n\<½M !tl 1]\ \M Q 

Mary Moo%, Acting Clerk 
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AGENDA 

HOUSE COMMITTEE ON INSURANCE 

OPENING REMARKS 

April 28, 1997 
Room 643 LOB 

12:00 Noon 

Representative Dockham, Chairman 
Insurance Committee 

BILL TO BE CONSIDERED 

~ tr. Lu.U HB 165-LODGING ESTABLISHMENTS/SANITATION 
~ - 17b (-Om . D..ukSPONSOR - Representative Redwine 

HB 813 - RECONSTRUCTIVE SURGERY/COVERAGE 
~~,SPONSOR-Representative Alexander 

HB 940- WORKER'S COMPENSATION/REALTOR STATUS 
SPONSOR - Representative Redwine 

HB 984 - SOIL & WATER SUPERVISOR HEALTH BENEFITS 
SPONSOR - Representative Culp 

HB 1115 - CHURCH INSURANCE COVERAGE 
~- SPONSOR - Representative Boyd-McIntyre 

I~. 8. \ ~:>- (\.(__ ~ 71 -S- l 
ADJOURNMENT 
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GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1997 

HOUSE BILL 165* 

Short Title: Lodging Establishments/Sanitation. 

Sponsors: Representatives Redwine, Creech, Mercer, Mitchell, Nichols; Smith 
and Wainwright. 

Referred to: Insurance. 

February 13, 1997 

1 A BILL TO BE ENTITLED 
2 AN ACT PERTAINING TO THE SANITIZATION OF COOKING UTENSILS 
3 PROVIDED BY LODGING ESTABLISHMENTS, AS RECOMMENDED BY 
4 THE JOINT LEGISLATIVE ADMINISTRATIVE PROCEDURE OVERSIGHT 
5 COMMITTEE. 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

The General Assembly of North Carolina enacts: 
Section 1. G.S. 130A-248(a3) reads as rewritten: 

"(a3) The rules adopted by the Commission pursuant to subsections (a), (al), and 
( a2) of this section shall address, but not be limited to, the following: 

(1) Sanitation requirements for cleanliness of floors, walls, ceilings, 
storage spaces, utensils, ventilation equipment, and other areas and 

(2) 

(3) 

items; 
Requirements for: 
a. Lighting and water supply; 
b. Wastewater collection, treatment, and disposal facilities; and 
c. Lavatory and toilet facilities, food protection, and waste 

disposal; 
The cleaning and bactericidal treatment of eating and drinking 
utensils and other food-contact surfttees, surfaces. A reguirement 
imposed under this subdivision to sanitize eating and drinking 
utensils and other food-contact surfaces does not apply to utensils 
and surfaces in a lodging unit that provides reusable utensils for 
guests to prepare food while staying in the lodging unit. 
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1 (3a) The appropriate and reasonable use of gloves or utensils by 
2 employees who handle unwrapped food; · 
3 ( 4) The methods of food preparation, transportation, catering, storage, 
4 and serving; 
5 ( 5) The health of employees; 
6 ( 6) Animal and vermin control; and 
7 (7) The prohibition against the offering of unwrapped food samples to 
8 the general public unless the offering and acceptance of the 
9 samples are continuously supervised by an agent of the entity 

10 preparing or offering the samples or by an agent of the entity on 
11 whose premises the samples are made available. As used in this 
12 subdivision, 'food samples' means unwrapped food prepared and 
13 made available for sampling by and without charge to the general 
14 public for the purpose of promoting the food made available for 
15 sampling. This subdivision does not apply to unwrapped food 
16 prepared and offered in buffet, cafeteria, or other style in exchange 
17 for payment by the general public or by the person or entity 
18 arranging for the preparation and offering of such unwrapped food. 
19 This subdivision shall not apply to open air produce markets nor 
20 to farmer market facilities operated on land owned or leased by 
21 the State of North Carolina or any local government. 
22 The rules shall contain a systeni for grading establishments, such as Grade A, Grade 
23 B, and Grade C. The rules shall be written in a manner that promotes consistency in 
24 both the interpretation and application of the grading system." 
25 Section 2. This act is effective when it becomes law. 
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SESSION 1997 

HOUSE BILL 165* 
Proposed Committee Substitute H165-PCS1214 

Short Title: Lodging Establishments/Sanitation. 

Sponsors: 

Referred to: 

February 13, 1997 

D 

(Public) 

1 A BILL TO BE ENTITLED 
2 AN ACT PERTAINING TO THE SANITIZATION OF COOKING UTENSILS 
3 PROVIDED BY LODGING ESTABLISHMENTS, AS RECOMMENDED BY· 
4 THE JOINT LEGISLATIVE ADMINISTRATIVE PROCEDURE OVERSIGHT 
5 COMMITTEE. 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

The General Assembly of North Carolina enacts: 
Section 1. G.S. 130A-248(a3) reads as rewritten: 

"(a3) The rules adopted by the Commission pursuant to subsections (a), (al), and 
(a2) of this section shall address, but not be limited to, the following: 

(1) Sanitation requirements for cleanliness of floors, walls, ceilings, 

(2) 

storage spaces, utensils, ventilation equipment, and other areas and 
items; 
Requirements for: 
a. Lighting and water supply; 
b. Wastewater collection, treatment, and disposal facilities; and 
c. Lavatory and toilet facilities, food protection, and waste 

disposal; 
(3) The cleaning and bactericidal treatment of eating and drinking 

utensils and other food-contact surfaces; surfaces. A requirement 
imposed under this subdivision to sanitize multiuse eating and 
drinking utensils and other food-contact surfaces does not apply to 
utensils and surfaces provided in the guest room of a lodging unit 
for guests to prepare food while staying in the guest room. 
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1 (3a) The appropriate and reasonable use of gloves or utensils by 
2 employees who handle unwrapped food; 
3 ( 4) The methods of food preparation, transportation, catering, storage, 
4 and serving; 
5 (5) The health of employees; 
6 ( 6) Animal and vermin control; and 
7 (7) The prohibition against the offering of unwrapped food samples to 
8 the general public unless the offering and acceptance· of the 
9 samples are continuously supervised by an agent of the entity 

10 preparing or offering the samples or by an agent 9f the entity on 
11 whose premises the samples are made available. As used in this 
12 subdivision, 'food samples' means unwrapped food prepared and 
13 made available for sampling by and without charge to the general 
14 public for the purpose of promoting the food made available for 
15 sampling. This subdivision does not apply to unwrapped food 
16 prepared and offered in buffet, cafeteria, or other style in exchange 
17 for payment by the general public or by t_he person or entity 
18 arranging for the preparation and offering of such unwrapped food. 
19 This subdivision shall not apply to open air produce markets nor 
20 to farmer market facilities operated on land owned or leased by 
21 the State of North Carolina or any local government. 
22 The rules shall contain a system for grading establishments, such as Grade A, Grade 
23 B, and Grade C. The rules shall be written in a manner that promotes consistency in 
24 both the interpretation and application of the grading system." 
25 Section 2. This act is effective when it becomes law. 
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1997 COMMITTEE REPORT 
HOUSE OF REPRESENTATIVES 

The following report(s) from standing committee(s) is/are presented: 
By Representative(s) DOCKHAM for the Committee on INSURANCE. 

D Committee Substitute for 
H.B. 165 A BILL TO BE ENTITLED AN ACT PERTAINING TO THE SANITIZATION 

OF COOKING UTENSILS PROVIDED BY LODGING ESTABLISHMENTS, AS 
RECOMMENDED BY THE JOINT LEGISLATIVE ADMINISTRATIVE PROCEDURE 
OVERSIGHT COMMITTEE. 

D With a favorable report. 

D With a favorable report and recommendation that the bill be re-referred to the Committee on 
D Appropriations D Finance D 

□ With a favorable report, as amended. 
. . . . 

D With a favorable report, as amended, and.recommendation that the bill be re-referred to the 
Committee on D Appropriations D Finance D 

IE With a favorable report as to committee substitute bill,+ 2 Id.le, 
unfavorable as to original bill$£ mitts S&tuHtli½ 3111 tt: ), (and.JW0nm:mdation 
~o.t,the 0- c mitte0 sttestitatc biU # , ),es 10 Fe~€emmittw ee 4, 

□ With a favorable report as to House committee substitute bill(# 
the title, unfavorable as to Senate committee substitute bill. 

), D which changes 

□ And having received a unanimous vote in committee, is placed on the Consent Calendar. 
(~UBLIC BILLS ONLY) 

□ _With an unfavorable report. 

'' 
, I 

□ With recommendation that the House concur. 

□ With recommendation that the House do not concur. 

□ With recommendation that the House do not concur; request conferees. 

□ With recommendation that the House concur; committee believes bill to be material. 

□ With an unfavorable report, with a Minority Report attached. 

□ Without prejudice. 

□ With an indefinite postponement report .. 

□ With an indevnite postponement report, with a Minority Report attached. 

□ With recommendation that it be adopted. (HOUSE RESOLUTION ONLY) 
4/24/97 
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GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1997 

HOUSE BILL 813 

Short Title: Reconstructive Surgery/Coverage. 

Sponsors: Representatives Alexander', Bowie, Neely; Allred, Arnold, Baddour, 
Baker, Barbee, Beall, Berry, Black, Blue, Bonner, Boyd-McIntyre, 
Brawley, Brown, Buchanan, Cansler, Capps, Church, Clary, Cole, 
Creech, Culpepper, Daughtry, Dedmon, Dickson, Earle, Easterling, 
Esposito, Fitch, Fox, Gardner, Goodwin, Grady, Gray, Gulley, Hiatt, 
Hill, Howard, H. Hunter, R. Hunter, Hurley, Insko, Ives, Jarrell, Jeffus, 
Justus, Kinney, Kiser, Luebke, McAllister, Mccomas, Mccrary, 
Mercer, Michaux, Miller, Miner, Mosley, Nesbitt, Nichols, Nye, 
Oldham, Owens, Preston, Ramsey, Rayfield, Redwine, Reynolds, 
Rogers, Russell, Saunders, Sexton, Sherrill, Shubert, Smith, Tallent, 
Tolson, Wainwright, Warwick, Watson, Weatherly, Wilkins, and G. 
Wilson. 

Referred to: Insurance. 

April 7, 1997 

1 A BILL TO BE ENTITLED 
2 AN ACT TO REQUIRE HEALTH AND ACCIDENT INSURANCE POLICIES, 
3 HOSPITAL OR MEDICAL SERVICE PLANS, HMO PLANS, AND THE 
4 TEACHERS' AND STATE EMPLOYEES' COMPREHENSIVE MAJOR 
5 MEDICAL PLAN TO PROVIDE COVERAGE FOR RECONSTRUCTIVE 
6 BREAST SURGERY RESULTING FROM MASTECTOMY. 
7 
8 
9 

10 
11 
12 
13 
14 
15 

The General Assembly of North Carolina enacts: 
Section 1. Article 51 of Chapter 58 of the General Statutes is amended 

by adding the following new section to read: 
·
11 § 58-51-61. Coverage for reconstructive breast surgery resulting firom mastectomy. 

(a) Every policy or contract of accident and health insurance, and every preferred 
provider contract, policy. or plan as defined and re~ulated under G.S, 58-50-50 and 
G.S. 58-50-55. that is issued, renewed, or amended on or after January 1, 1998, and· 
that provides covera~e for mastectomy shall provide covera~e for reconstructive 
breast surgery resulting from mastectomy. The coverage shall include coverage for all 
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1 stages of reconstructive breast surgery performed on a nondiseased breast to establish 
2 symmetry with the diseased breast when reconstructive surgery on the diseased breast 
3 is performed. The same deductibles, coinsurance, and other limitations as apply to 
4 similar services covered under the policy,· contract, or plan shall apply to coverage for. 
5 reconstructive breast surgery. · 
6 (b) As used in this section. the following terms have the meanings indicated: 
7 ill 'Mastectomy' means the surgical removal of all or part of a breast 
8 as a result of breast cancer. 
9 ill 'Reconstructive breast surgery' means surgery performed as a 

10 result of a mastectomy to reestablish symmetry between the two 
1 i breasts. 'Reconstructive breast surgery' includes augmentation 
12 mammoplasty. reduction mammoplasty, and mastopexy. 
13 (c) A policy. contract. or plan subject to this section shall not: 
14 ill Deny coverage described in subsection (a) of this section on the 
15 basis that the coverage is for cosmetic surgery: 
16 ill Deny to a woman eligibility or continued eligiWlity to enroll or to 
17 renew coverage under the terms of the contract; policy. or plan, 
18 solely for the purpose of avoiding the requirements of this section; 
19 ill Provide monetary payments or rebates to a woman to encourage 
20 her to accept less thari the minimum protections available under 
21 this section: · 
22 @ Penalize or otherwise reduce or limit the reimbursement of an 
23 attending provider because the provider provided care to an 
24 individual participant or beneficiary in accordance with this 
25 section: or 
26 ill Provide incentives. monetary or otherwise. to an attending 
27 provider to induce the provider to provide care to an individual 
28 participant or beneficiary in a manner inconsistent with this 
29 . section." 
30 Section 2. Article 65 of Chapter 58 of the General Statutes is amended · 
31 by adding the following new section to read: 
32 11 § 58-65-96. Coverage for reconstructiye breast surgery following mastectomy. 
33 (a) Every insurance certificate or subscriber contract under any hospital service 
34 plan or medical service plan governed by this Article and Article 66 of this Chapter. 
35 and every preferred provider contract. policy. or plan as defined and regulated under 
36 G.S. 58-50-50 and G.S, 58-50-55. that is issued, renewed. or amended on or after 
37 January 1, 1998. that provides coverage for mastectomy shall provide coverage for 
38 reconstructive breast surgery resulting from a mastectomy. The coverage shall include 
39 coverage for all stages of reconstructive breast surgery performed on a nondiseased 
40 breast to establish symmetry with the diseased breast when reconstructive surgery on 
41 the diseased breast is performed, The same deductibles, coinsurance. and other 
42 limitations as apply to similar services covered under the policy. contract, or plan 
43 shall apply to coverage· for reconstructive breast surgery. 
44 (b) As used in this section. the following terms· have the meanings indicated: 

Page 2 House Bill 813 
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1 ill 'Mastectomy' means the surgical removal of all or part of a breast 
2 as a result of breast cancer. 
3 ill 'Reconstructive breast surgery' means surgery performed as a 
4 result of a mastectomy to reestablish symmetry between the two 
5 breasts, 'Reconstructive breast surgery' includes augmentation 
6 mammoplasty, reduction mammoplasty. and mastopexy. 
7 (c) A policy, contract, or plan subject to this section shall not: 
8 ill Deny coverage described in subsection (a) of this section on the 
9 basis that the coverage is for cosmetic surgery: 

10 ill Deny to a woman eligibility or continued eligibility to enroll or to 
11 renew coverage under the terms of the contract, policy, or plan, 
12 solely for the purpose of avoiding the requirements of this section: 
13 0). Provide monetary payments or rebates to a woman to encourage 
14 her to accept less than the minimum protections available under 
15 this section: 
16 ill. Penalize or otherwise reduce or limit the reimbursement of an 
17 attending provider because the provider provided care to an 
18 individual participant or beneficiary in accordance with this 
19 section; or 
20 ill Provide incentives. monetary or otherwise, to an attending 
21 provider to induce the provider to provide care to an individual 
22 · participant or beneficia:r:y in a manner inconsistent with this 
23 section." 
24 Section 3_. Article 67 of Chapter 58 of the General Statutes is amended 
25 by adding the following new section to read: 
26 ·11 § S8-67-79. Coverage for reconstructive breast surgery following mastectomy. 
27 (a) Evezy health care plan written by a health maintenance organization and in 
28 force, issued, renewed. or amended on or after January 1. 1998. that is subject to this. 
29 Article and that . provides· coverage for mastectomy shall provide coverage for 
30 reconstructive breast surgery resulting from a mastectomy, The coverage shall include 
31 coverage for all stages of reconstructive breast surgery performed on a nondiseased 
32 breast to establish symmetry with the diseased breast when reconstructive surgery on 
33 the diseased breast is performed, The same deductibles, coinsurance, and other 
34 limitations· as apply to similar services covered under the policy. contract. or plan 
35 shall apply to coverage for reconstructive breast surgery. 
36 · (b) As used in this section, the following terms have the meanings indicated: 
37 ill 'Mastectomy' means the surgical removal of all or part of a breast 
38 as a result of breast cancer. 
39 ill 'Reconstructive breast surgery' means surgery performed as a 
40 result of a mastectomy to reestablish symmetry between the two 
41 breasts. 'Reconstructive breast surgery' includes augmentation 
42 mammoplasty, reduction mammoplasty. and mastopexy. 
43 (c) A policy, contract. or plan subject to this section shall not; 
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ill Deny covera&e described in subsection (a) of this section on the 
basis that the coverage is for cosmetic surgery; 

ill Deny to a woman eligibility or continued eligibility to enroll or to 
renew coverage under the terms of the contract, policy, or plan. 
solely for the purpose of avoiding the reguirements of this section; 

ill Provide monetary payments or rebates to a woman to encourage 
her to accept less than the minimum protections available under 
this section; 

ill Penalize or otherwise reduce or limit the reimbursement of an 
attending provider because the provider provided care to an 
individual participant or peneficiary in accordance with this 
section; or 

ill Provide incentives, monetary or otherwise. to an attending 
provider to induce the provider to provide care to an individual. 
participant or beneficiary in a manner inconsistent with this 
section," 

Section 4. G .S. 58-50-155 reads as rewritten: 
11 § 58-50-155. Standard and basic health care plan coverages. 

(a) Notwithstanding G.S. 58-50-125(c), the standard health plan developed and 
approved under G.S. 58-50-125 · shall provide coverage for mammograms and pap 
smears at least equal to the coverage required by G.S. 58-51-57. 

(al) Notwithstanding G.S. 58-50-125(c), the standard health plan developed and 
approved under G.S. · 58-50-125 shall provide coverage for prostate-specific antigen 
(PSA) tests or equivalent tests for the presence of prostate cancer at least equal to the 
coverage required by G.S. 58-51-:-58. 

(a2) Notwithstanding G.S. 58-50-125(c). the standard health plan developed and 
approved under G.S. 58-50-125 shall provide coverage for reconstructive breast 
surgery resulting from a mastectomy to the same extent as reguired under G.S. 58-51-
61 . = 

(b) Notwithstanding G.S. 58-50-125(c), in developing and approving the plans 
under G.S. 58-50-125, the Committee and Commissioner shall give due consideration 
to· cost-effective and life-saving health care services and to cost-effective health care 
providers. This section shall be effective after July 10, 1991. 11 

Section 5. Effective January 1, 1998, G.S. 135-40.6(5) is amended by 
adding the following new sub-subdivision to read: 
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"h.. Reconstructive Breast Surgery: Reconstructive breast surgery 
resulting from a mastectomy. The coverage shall include all stages 
of reconstructive breast surgery performed on a nondiseased breast 
to establish symmetry when reconstructive surgery on a diseased 
breast is performed, As used in this sub-subdivision, (i) 
'mastectomy' means the surgical removal of all or part of a breast 
as a result of breast cancer; (ii) 'reconstructive breast surgery' 
means surgery performed as a result of a mastectomy to 
reestablish symmetry between the two breasts. 'Reconstructive 

House Bill 813 
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1 breast sur&ezy' includes augmentation mammoplasty. reduction 
2 mammoplasty. and mastopexy. Coverage described in this sub-
3 subdivision shall not be denied on the basis that the coverage is for 
4 cosmetic sur&ezy." 
5 Section 6. Nothing in this act shall apply to specified accident, specified 
6 disease, hospital indemnity, or long-term care health insurance policies. 
7 Section 7. For purposes of this. act, renewal of a health benefit plan, 

· 8 policy, or contract is presumed to occur on each anniversary of the date on which 
9 coverage was first effective on the person or persons covered by the health benefit 

10 plan, policy, or contract. 
11 Section 8. This act is effective when it becomes law . 
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1997 COMMITTEE REPORT 
HOUSE OF REPRESENTATIVES 

The following report(s) from standing committee(s) is/are presented: 
By Representative(s) DOCKHAM for the Committee on INSURANCE. 

D Committee Substitute for 
H.B. 813 A BILL TO BE ENTITLED AN ACT TO REQUIRE HEALTH AND ACCIDENT 

INSURANCE POLICIES, HOSPITAL OR MEDICAL SERVICE PLANS, HMO PLANS, 
AND THE TEACHERS' AND STATE EMPLOYEES' COMPREHENSIVE MAJOR 
MEDICAL PLAN TO PROVIDE COVERAGE FOR RECONSTRUCTIVE BREAST 
SURGERY RESULTING FROM MASTECTOMY. 

D With a favorable report. 

lfl With a favorable report and recommendation that the bill be re-referred to the Committee on 
ii Appropriations D Finance D 

D With a favorable report, as amended. 

D With a favorable report, as amended, and recommendation that the bill be re-referred to the 
Committee on D Appropriations D Finance D. 

D With a favorable report as to committee substitute bill(# ), D which changes the title, 
unfavorable as to original bill (Committee Substitute Bill# ), (and recommendation 
that the committee substitute bill# ) be re-referred to the Committee on .) 

D With a favorable report as to House committee substitute bill (# 
the title, unfavorable as to Senate committee substitute bill. 

), D which changes 

□ And having r~ceived a unanimous vote in committee, is placed on the Consent Calendar. 
(PUBLIC BILLS ONLY) 

□ With an unfavorable report. 

□ With recommendation that the House concur. 

□ With recommendation that the House do not concur. 

□ With recommendation that the House do not concur; request conferees. 

□ With recommendation that the House concur; committee believes bill to be material. 

□ With an unfavorable report, with a Minority Report attached. 

D Without prejudice. 

□ With an indefinite postponement report. 

□ With an indefinite postponement report, with a Minority Report attached. 

□ With recommendation that it be adopted. (HOUSE RESOLUTION ONLY) 
4/24/97 
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MEMORANDUM 

To: House Insurance Committee 

Thomas L. Covington, Director 
Fiscal Research Division 
Suite 619, LOB 
300 N. Salisbury SI. 
Raleigh, NC 27603-5925 
(919) 733-4910 

April 28, 1997 

From: M. Lynn Marshbanks, Committee Counsel 

Re: House Bill 813: Reconstructive Surgery/Coverage 

George R. Hall, Legislative Services Officer 
(919) 733-7044 

Donald W. Fulford, Director 
Information Systems Division 
Suite 400, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-6834 

Terrence D. Sullivan, Director 
Research Division 
Suite 545, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-2578 

House Bill 813 requires insurers, HMOs, and hospital and medical service corporations 
(Blue Cross) to provide coverage for breast reconstruction resulting from a mastectomy if 
they cover the mastectomy. The standard health plan offered in the small employer group 
market must also include this coverage if it covers mastectomies. In addition, there cannot 
be different deductibles or coinsurance amounts for breast reconstruction than for similar 
services; a health plan cannot deny coverage on the basis that the surgery is cosmetic; and 
the plan cannot provide incentives to the woman or incentives or disincentives to her health 
care provider to avoid following the coverage requirements. 

"Reconstructive breast surgery" means surgery performed as a result of a mastectomy 
fo reestablish symmetry between the two breasts. The term also includes augmentation 
mammoplasty, reduction mammoplasty, and mastopexy. 

The bill also requires the State Health Plan to cover reconstru_ctive breast surgery that 
results from a mastectomy. 

The coverage is required in all insurance policies that are issued or renewed on or after 
January 1, 1998. The coverage in the State Health Plan would also begin January 1, 1998. 
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NUMBER: 

SHORT TITLE: 

SPONSOR(S): 

NORTH CAROLINA GENERAL ASSEMBLY 
LEGISLATIVE ACTUARIAL NOTE 

House Bill 813, Section 5 

Coverage for Reconstructive Breast Surgery 

Rep. Martha Alexander 

SYSTEM OR PROGRAM AFFECTED: Teachers' and State Employees' Comprehensive 
Major Medical Plan. 

FUNDSAFFECTED:State General Fund, State Highway Fund, Other State Employer 
Receipts, Premium Payments for Dependents by Active and Retired Teachers and 
State Employees, and Premium Payments for Coverages Selected by Eligible 
Former Teachers and State Employees. 

BILLSUMMARY:Section 5 of the bill provides surgical benefits under the 
Plan for reconstructive breast surgery to nondiseased breasts following a 
mastectomy resulting from breast cancer. Reconstructive surgery on 
nondiseased breasts is for the purpose of establishing body symmetry when 
reconstructive surgery on diseased breasts is performed. Reconstruction 
includes augmentation mammoplasty, reduction mammoplasty, and mastopexy of 
nondiseased breasts. 

The Plan's self-insured indemnity program has for some time covered 
cally necessary mammoplasties for diseased breasts following 
ectomies. However, prior approval from the program's claims processor, 

Blue Cross and Blue Shield of North Carolina, has been required to determine 
medical necessity before the procedure is performed. The program's medical 
policies have furthermore considered reconstruction of a nondiseased breast 
to be cosmetic and not covered by the program. 

The Plan's twelve health maintenance organization (HMO) alternatives to 
the indemnity program are required to have the same coverage for 
reconstructive breast surgery under Section 3 of the bill as the Plan's 
indemnity program. 

EFFECTIVE DATE: January 1, 1998 

ESTIMATED IMPACT ON STATE: Based upon information supplied by the Teachers 1 

and State Employees' Comprehensive Major Medical Plan, the consulting 
actuary for the Plan, Aon Consulting, estimates that mammoplasty coverage 
for nondiseased breasts following a mastectomy would increase the indemnity 
program's claim costs by 0.20% to 0.34%. However, using a midpoint value of 
0.27%, the Plan's consulting actuary projects the cost to the Plan's 
indemnity program to be $1,296,000 for 1997-98 and $1,866,000 for 1998-99. 
The consulting actuary for the General Assembly's Fiscal Research Division, 
Dilts, Umstead & Dunn, estimates the cost for covering mammoplasties for 
nondiseased breasts to be $750,000 for 1997-98 and $3,245,000 for 1998-99. 
Using the estimate from the consulting actuary of the Fiscal research 

'sion as an upper limit based upon the mastectomy and mammoplasty 
rience of the Plan's indemnity program, a combined estimate from the two 

a uarial projections results in a cost of $1,023,000 for 1997-98 and 
$2,556,000 for 1998-99. Further using these combined projections, 
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additional costs to the Plan's indemnity program for mammoplasty coverage of 
nondiseased breasts following a mastectomy for outlying years are expected 
to be $2,760,000 for 1999-2000, $2,980,000 for 2000-01, and $3,218,000 for 
2001-02. Although Section 5 of the bill is expected to produce additional 
claim costs for the Plan's indemnity program, the program's anticipated 
reserves for 1997-99 are sufficient to cover the additional costs of the 
bill without requiring an additional General or Highway Fund appropriation 
for the 1997-99 biennium. 

ASSUMPTIONS AND METHODOLOGY: The Comprehensive Maj or Medical Plan for 
Teachers and State Employees is divided into two programs. From October, 
1982, through June, 1986, the Plan had only a self-funded indemnity type of 
program which covered all employees, retired employees, eligible dependents 
of employees and retired employees, and eligible former employees and their 
eligible dependents authorized to continue coverage pa~t a termination of 
employment other than for retirement or disability purposes. A prepaid 
program of coverage by health maintenance organizations (HMOs) was offered 
in July, 1986, as an alternative to the Plan's self-insured indemnity 
program. The benefits of the self-insured indemnity type of program are 
spelled out in Part 3 of Article 3 of Chapter 135 of the North Carolina 
General Statutes (i.e., $250 annual deductible, 20% coinsurance up to $1,000 
annually, etc. paid by the program's members). HMOs are required to offer 
benefits that are comparable to those provided by the self-insured indemnity 
program. Employer-paid non-contributory premiums are only authorized for 
the indemnity program's coverage for employees and retired employees. 
Whenever employees and office holders first employed or taking office on and 
after October 1, 1995 become eligible for health benefits as retired 
employees, the amount of premium paid by the State for individual coverage 
will be based upon the retiree's amount of retirement service credit at th 
time of retirement. Only retired employees with 20 or more years of servi 
credit at retirement will be eligible for non-contributory health benefit 
premiums. Retirees with 10 or more years of service credit at retirement 
will be eligible for'50% partially contributory health benefit premiums. 
Retired employees with 5 or more year of service credit at retirement will 
be eligible to continue their health benefits on a fully contributory basis. 
All other types of premium in the indemnity program are fully contributory. 
Premiums paid by employers to HMOs are limited to like amounts paid to the 
indemnity program with employees and retired employees paying any HMO 
amounts above the indemnity program's non-contributory rates. Both types of 
coverage continue to be available in the Plan with twelve HMOs currently 
covering about 25% of the Plan's total population in about 85 of the State's 
100 counties. The Plan's employees and retired employees select the type of 
program that they wish for themselves and their dependents during the months 
of August and September of each year for coverage beginning in October. The 
demographics of the Plan as of December 31, 1996, include: 

Self-Insured 
Indemnity Program 

Number of Participants 
Active Employees 
Active Employee Dependents 
Retired Employees 
Retired Employee Dependents 
Former Employees & Dependents 

with Continued Coverage 
Total Enrollments 

186,400 
104,700 

84,400 
14,400 

2,700 
392,600 

- 2 -

Alternative 
HMOs 

70,400 
51,800 

5,400 
1,200 

800 
129,600 

Plan 
Total 

256,800 
156,500 

89,800 
15,600 

3,5 
522,20 



Number of Contracts 
Employee Only 
Employee & Child(ren) 

oyee & Family' 
1 Contracts 

Percentage of 
Enrollment by Age 
29 & Under 
30-44 
45-54 
55-64 
65 & Over 

Percentage of 
Enrollment by Sex 
Male 
Female 

206,300 
29,900 
36,600 

272,800 

27.3% 
21.6 
20.0 
13.8 
l7.3 

39.8% 
60.2 

51,800 
14,500 
10,100 
76,400 

44.7% 
28.0 
17.8 

7.1 
2.4 

40.0% 
60.0 

258,100 
44,400 
46,700 

349,200 

31.6% 
23.2 
19.5 
12.1 
13.6 

39.8% 
60.2 

Assumptions for the Self-Insured Indemnity Program: For the fiscal year 
beginning July 1, 1996, the self-insured program started its operations with 
a beginning cash balance of $368.3 million. Receipts for the year are 
estimated to be $580 million from premium collections, $25 million from 
investment earnings, and $12 million in risk adjustment and administrative 
fees from HMOs, for a total of $617 million in receipts for the year. 
Disbursements from the self-insured program are expected to be $595 million 
in claim payments and $18 million in administration and claims processing 
expenses for a total of $613 million for the year beginning July 1, 1996. 

the fiscal year beginning July 1, 1997, the self-insured indemnity 
ram is expected to have an operating cash balance of over $372 million 

a net operating loss of $54 million for the 1997-98 fiscal year. For 
the fiscal year beginning July 1, 1998, the self-insured indemnity program 
is expected to have an operating cash balance of $318 million with a net 
operating loss of $118 million for the 1998-99 fiscal year. The estimated 
cash balance for the self-insured indemnity program is expected to be $200 
million at the end of the 1997-99 biennium. The self-insured indemnity 
program is consequently assumed to be able to carry out its operations 
without any increases in its current premium rates or a reduction in 
existing benefits until the 1999-2000 fiscal year. This assumption is 
predicated upon the fact that the program's cost containment strategies 
(hospital DRG reimbursements, pre-admission hospital testing, pre-admission 
hospital inpatient certification with length-of-stay approval, hospital bill 
audits, required second surgical opinions, mental health case management, 
coordination of benefits with other payers, Medicare benefit "carve-outs", 
cost reduction contracts with participating physicians and other providers, 
prescription drug manufacturer rebates from voluntary formularies, and 
fraud detection) are maintained and improved where possible. Current non­
contributory premium rates are $110.08 monthly for employees whose primary 
payer of health benefits is Medicare and $144.60 per month for employees 
whose primary payer of health benefits is not Medicare. Fully contributory 
premium amounts for employee and child(ren) contracts are $68.50 monthly for 
children whose primary payer of health benefits is Medicare and $90.12 
monthly for other covered children, and $164.30 per month for family 

tracts whose dependents have Medicare as the primary payer of health 
fits and $216.18 per month for other family contract dependents. Claim 
trends are expected to increase 8-10% annually. Total enrollment in 

the program is expected to decrease about one percent (1.0%) annually due to 
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competition from alternative HMOs .. The number of enrolled active employees 
is expected to show a 1-2% loss annually, whereas the growth in the number 
of retired employees is assumed to be 4% per year. The program is expected 
to lose about 3-4% of its number of active employee dependents each year, 
whereas the number of enrolled retiree dependents is assumed to show no 
appreciable change from year to year. Investment earnings are based upon a 
6% monthly return on available ·cash balances. The self-insured indemnity 
program maintains a claim stabilization reserve for claim cost fluctuations 
equal to 7.5% of annual claim payments without reserving additional funds 
for incurred but unreported claims. 

Asssumptions for the Self-Insured Indemnity Program's Mastectomies and 
Mammoplasties: For the last three calendar years, the indemnity program has 
averaged covering 466 mastectomies annually. In addition, the program has 
covered an average of 208 mammoplasties annually for the last three years. 
Average professional and institutional charges for mammmoplasties were 
$13,705 in 1996 of which an average of $10,735 was covered by the program. 
Claim payments by the program for mammoplasties average $9,689 in 1996. The 
indemnity program has some 236,000 female members, of which 125,000 fall 
between the ages of 20 and 55. This age band represents the ages at which 
most mammoplasties are expected to be performed and amounts to some 53% of 
all of the program's female members. 

SOURCES OF DATA: 
-Actuarial Note, Dilts, Umstead & Dunn, House Bill 813, Section 5, April 22, 
1997, original of which is on file in the General Assembly's Fiscal Research 
Division. 
-Actuarial Note, Aon Consulting, House Bill 813, Section 5, April 24, 1997 
original of which is on file with the Comprehensive Major Medical Plan fo 
Teachers and State Employees and the General Assembly's Fiscal Research 
Division. 

TECHNICAL CONSIDERATIONS: None. 

FISCAL RESEARCH DMSION 
733-4910 
PREPARED BY: Sam Byrd 
APPROVED BY: Tom L. Covington 

·DATE:April 24, 1997. 
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HOUSE BILL 940 

1 

Short Title: Worker's Compensation/Realtor Status. (Public) 

Sponsors: Representatives Redwine; Boyd-McIntyre, Clary, Decker, Ded~on, 
Hill, Howard, McComas, McMahan, Sherrill, Smith, Thompson, and 
Wainwright. 

Referred to: Commerce, if favorable, Insurance. 

April 14, 1997 

1 A BILL TO BE ENTITLED 
2 AN ACT TO CLARIFY THAT A REAL ESTATE BROKER AND REAL ESTATE 
3 
4 

SALESPERSON ARE NOT EMPLOYEES WITHIN THE MEANING OF THE 
WORKERS' COMPENSATION ACT. 

5 The General Assembly of North Carolina enacts: 
6 Section 1. G.S. 97-2(2) reads as rewritten: 
7 "(2) Employee. -- The term 'employee' means every person engaged in 
8 an employment under any appointment or contract of hire or 
9 apprenticeship, express or implied, oral or written, including 

10 aliens, and also minors, whether lawfully or unlawfully employed, 
11 but excluding persons whose employment is both casual and not in 
12 the course of the trade, business, profession or occupation of his 
13 employer, and as relating to those so employed by the State, the 
14 term 'employee' shall include all officers and employees of the 
15 State, including such as are elected by the people, or by the 
16 General Assembly, or appointed by the Governor to serve on a per 
17 diem, part-time or fee basis, either with or without the 
18 confirmation of the Senate; as relating to municipal corporations 
19 and political subdivisions of the State, the term 'employee' shall 
20 include all officers and employees thereof, including such as are 
21 elected by the people. The term 'employee' shall include members 
22 of the North Carolina national guard, except when called into the 
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service of the United States, and members of the North Carolina 
State guard, and members of these organizations shall be entitled 
to compensation for injuries arising out of and in the course of the 
performance of their duties at drill, in camp, or on special duty 
under orders of the Governor. 'The term 'employee' shall include 
deputy sheriffs and all persons acting in the capacity of deputy 
sheriffs, whether appointed by the sheriff or by the governing body 
of the county and whether serving on a fee basis or on a salary 
basis, or whether deputy sheriffs serving upon a full-time basis or a 
part-time basis, and including deputy sheriffs appointed to serve in 
an emergency, but as to those so appointed, only during the 
continuation of the emergency. The sheriff shall furnish to the 
board of county commissioners a complete list of all deputy sheriffs 
named or appointed by him immediately after their appointment, 
and notify the board of commissioners of any changes made 
therein promptly after such changes are made. Any reference to 
an employee who has been injured shall, when the employee is 
dead, include also his legal representative, dependents, and other 
persons to whom compensation may be payable: Provided, further, 
that any employee as herein defined of a municipality, county, or 
of the State of North Carolina while engaged in the discharge of 
his official duty outside the jurisdictional or territorial limits of the 
municipality, county, or the State of North Carolina and while 
acting pursuant to authorization or instruction from any superior 
officer, shall have the same rights under this Article as if such duty 
or activity were performed within the territorial boundary limits of 
his employer. 

Every executive officer elected or appointed and 
empowered in accordance with the charter and bylaws of a 
corporation shall be considered as an employee of such 
corporation under this Article. 

Any such executive officer of a corporation may, 
notwithstanding any other provision of this Article, be exempt 
from the coverage of the corporation's insurance contract by such 
corporation specifically excluding such executive officer in such 
contract of insurance and the exclusion to remove such executive 
officer from the coverage shall continue for the period such 
contract of insurance is in effect, and during such period such 
executive officers thus exempted from the coverage of the 
insurance contract shall not be employees of such corporation 
under this Article. 

All county agricultural extension service employees who do 
not receive official federal appointments as employees of the 
United States Department of Agriculture and who are field faculty 
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members with professional rank as designated in the memorandum 
of understanding between the North Carolina Agricultural 
Extension Service, North Carolina State University,· A & T State 
University and the boards of county commissioners shall be 
deemed to be employees of 'the State of North Carolina. All other 
county agricultural extension service employees paid from State or 
county funds shall be deemed to be employees of the county board 
of commissioners in the county in which the employee is employed 
for purposes of workers' compensation. 

The term employee shall also include members of the Civil 
Air Patrol currently certified pursuant to G.S. 143B-491(a) when 
performing duties in the course and scope of a State approved 
mission pursuant to Article 11 of Chapter 143B. 

Employee shall not include any person performing voluntary 
service as a ski patrolman who receives no compensation for such 
services other than meals or loqging or the use of ski tow or ski lift 
facilities or any combination thereof. 

Employee shall not include any person who satisfies both of 
the following conditions: 

iL. The person is a real estate broker or real estate 
salesman within the meaning of G.S. 93A-2. 

b. The person is an independent contractor within the 
meaning of section 3508 of the Internal Revenue 
Code, as defined in G.S. 105-228.90. 

Any sole proprietor or partner of a business or any member 
of a limited liability company may elect to be included as an 
employee under the workers' compensation coverage of such 
business if he is actively engaged in the operation of the business 
and if the insurer is notified of his election to be so included. Any 
such sole proprietor or partner or member of a limited liability 
company shall, upon such election, be entitled to employee 
benefits and be subject to employee responsibilities prescribed in 
this Article." 

Section 2. This act is effective when it becomes law. 

House Bill 940 Page 3 



1997 COMMITTEE REPORT 
HOUSE OF REPRESENTATIVES 

he following report(s) from standing committee(s) is/are presented: \ 

ep. DOCKHAM for the Committee on INSURANCE ___ _;_...;,;;.;:.:.,;,_:;.=_ ____________ _ 

( ) Committee Substitute for 
H.B. 940 , S.R __ A BILL TO BE ENTITLED AN ACT 
H.J.R. __ , S.J.R. __ A JOINT RESOLUTION 
H.R. A HOUSE RESOLUTION 

TO CLARIFY THAT A REAL ESTATE BROKER AND REAL ESTATE SALESPERSON ARE NOT 
EMPLOYEES WITHIN THE MEANING OF THE WORKERS' COSPENSATION ACT. . 

_)(_ With a favorable report.· 

__ With a favorable report and recommendation that the bill be re-referred to the Committee on 
( ) Appropriations ( ) Finance ( ) _________ _ 

__ With a favorable report, as amended. 

__ With a favorable report, as amended, and recommendation that the bill be re-referred to the Committee 
on ( ) Appropriations ( ) Finance ( ) ___ --'--------------

With a favorable report as to committee substitute bill (# _), ( ) which changes the title, unfavorable as to 
original bill (Committee Substitute Bill#_). (and recommendation that the committee substitute bill (# _) 
be re-referred to the Committee on _____________ .) 

__ With a favorable report as to House committee substitute bill (# _), ( ) which changes the title, unfavorable 
as to Senate committee substitute bill. 

__ And having received a unanimous vote in committee, is placed on the Consent Calendar. (PUBLIC BILLS ONLY) 

__ With an unfavorable report. 

With recommendation that the House concur. 

With recommendation that the House do not concur. 

__ With recommendation that the House do not concur; request conferees. 

With recommendation that the House concur; committee believes bill to be material. 

__ With an unfavorable report, with a Minority Report attached. 

__ Without prejudice. 

__ With an indefinite postponement report. 

With an indefinite postponement report, with a Minority Report attached. 

With recommendation that it be adopted. (HOUSE RESOLUTION ONLY) 
4/24/97 



North Carolina General Assembly 
Legislative Services Office 

. Robinson, Director 
1strative Division 

Room 5, Legislative Building 
16 W. Jones Street 
Raleigh, NC 27603-5925 
(919) 733-7500 

Gerry F. Cohen, Director 
Bill Drafting Division 
Suite 401, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-6660 

MEMORANDUM 

Thomas L. Covington, Director 
Fiscal Research Division 
Suite 619, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-4910 

April 28, 1997 

TO: House Insurance Committee 

FROM: Linwood Jones, Staff Counsel 

RE: House Bill 940 (Workers Comp/Realtors) 

George R. Hall, Legislative Services Officer 
(919) 733-7044 

Donald W. Fulford, Director 
Information Systems Division 
Suite 400, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-6834 

Terrence D. Sullivan, Director 
Research Division 
Suite 545, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-2578 

House Bill 940 provides that real estate salespersons and brokers (hereinafter "agents") are 
not, for workers' compensation purposes, employees of the brokers with whom they contract if 
they are salespersons or brokers as defined in the real estate laws and independent contractors as 
defined in the Internal Revenue Code (for withholding purposes). As a result, the broker would 
not be required to carry workers' compensation coverage on those agents. 

The Workers' Compensation Act requires businesses with three or more employees to carry 
workers' compensation coverage, but it does not require coverage of independent contractors. 
Whether a person is an independent contractor for workers' compensation purposes is often 
difficult to determine. Many factors are considered in determining whether the employer has 
sufficient control over the work of the person to render that person an employee. The answer 
often comes only after the issue is litigated. Many employers in this situation are often advised 
to obtain workers' compensation coverage as a precaution. In the case ofreal estate agents, the 
statutory requirement that they practice "under the supervision" of brokers (G.S .. 93A-2(b) may 
be one of the biggest factors that would lead the Commission or a court to determine that the real 
estate agent is an employee in a given case. 

The Internal Revenue Code recognizes real estate agents as independent contractors for tax 
withholding purposes (assuming certain criteria are met). However, recognition as an 
independent contractor for federal tax purposes does not mean that the same individual will be 
recognized as an independent contractor for State workers' compensation purposes. 

House Bill 940 still preserves the right of the broker to elect to carry workers' compensation 
coverage on the agents. Many brokers may make this election because it limits an agent injured 

AN EQUAL OPPORTUNllY/AFFIRMATIVE ACTION EMPLOYER 



on the job exclusively to recovery under the Workers' Compensation Act. A broker that decides 
to carry workers' compensation coverage can, with the consent of the salesperson, pass the costs 
of coverage on to the salespersons. This is authorized in G.S. 93A-11, enacted in 1995. 

The requirement for workers' compensation coverage will continue to apply to actual 
employees in the real estate office (for example, secretaries) if the business has three or more 
employees. 

This bill take effect when it becomes law. 
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HOUSE BILL 1115 

1 

Short Title: Church Insurance Coverage. (Public) 

Sponsors: Representatives Boyd-McIntyre, Grady (Cosponsors); Adams, Aldridge, 
Alexander, Baddour, Black, Blue, Bonner, Bowie, Braswell, Cansler, 
Carpenter, Clary, Crawford, Culp, Culpepper, Cunningham, Davis, 
Dedmon, Dickson, Earle, Easterling, Esposito, Fitch, Fox, Gamble, 
Gardner, Hackney, Hall, Hardaway, Hensley, Hightower, Hill, Howard, 
H. Hunter, Hurley, Insko, Jarrell, Jeffus, Kinney, Luebke, McAllister, 
Mc Crary, Mercer, Michaux, Miller, Miner, Mitchell, Moore, Morris, 
Mosley, Nichols, Oldham, Owens, Preston, Reynolds, Russell, 
Saunders, Sexton, Sherrill, Smith, Starnes, Sutton, Tolson, Wainwright, 
Warner, Warwick, Watson, Wilkins, Womble, Wright, and Yongue. 

Referred to: Insurance . 

April 21, 1997 

1 A BILL TO BE ENTITLED 
2 AN ACT TO PROHIBIT THE CANCELLATION OF INSURANCE POLICIES 
3 THAT PROVIDE COVERAGE FOR CHURCHES FOR LOSSES RESULTING 
4 FROM A FIRE. 
5 The General Assembly of North Carolina enacts: 
6 Section 1. Article 43 of Chapter 58 of the General Statutes is amended 
7 by adding a new section to read: 
8 11 § 58-43-40. Cancellation of fire insurance for buildings owned by religious 
9 organizations prohibited in certain circumstances. 

10 (a) An insurer shall not cancel or decline to renew an insurance policy providing 
11 coverage for losses resulting from fire for a building owned by a religious 
12 organization solely because of: 
13 ill A previous occurrence of arson, unless the occurrence of arson was 
14 the act of an official of the religious organization that owns the 
15 building; or 
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1 ill An oral or written statement directed to the religious organization 
2 or an official of the religious organization and threatening an act of 
3 arson against the religious organization. 
4 {b) As used in this section, 'religious organization' means any church, 
5 ecclesiastical, or denominational organization. · or any established physical place for 
6 worship in this State at which nonprofit religious services and activities are regularly 
7 conducted. 
8 (c) The Commissioner may revoke, suspend. or refuse to renew the license of any 
9 insurer that violates this section pursuant to G.S. 58-3-100." 

10 Section 2. This act becomes effective October 1, 1997, and applies to 
11 insurance policies issued or renewed on or after January 1, 1998. 
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1997 COMMITTEE REPORT 
HOUSE OF REPRESENTATIVES 

The following report(s) from standing committee(s) is/are presented: 

Rep. _D_O_C_K_H_A_M ______ for the Committee on __ I_N_S_U_R_A_N_C_E ___________ _ 

( ) Committee Substitute for 
H.B. 1115, S.B. __ A BILL TO BE ENTITLED AN ACT 
H.J.R. __ , S.J.R. __ A JOINT RESOLUTION 
H.R. ___ A HOUSE RESOLUTION 

TO PROHIBIT THE CANCELLATION OF INSURANCE POLICIESTTHAT PROVIDE COVERAGE 
FOR CHURCHES FOR LOSSES RESULTING FROM A FIRE. 

_x With a favorable report. 

__ With a favorable report and recommendation that the bill be re-referred to the Committee on 
( ) Appropriations ( ) Finance ( ) _________ _ 

__ With a favorable report, as amended. 

__ With' a favorable report, as amended, and recommendation that the bill be re-referred to the Committee 
on ( ) Appropriations ( )_Finance ( ) _______________ _ 

With a favorable report as to committee substitute bill (# __), ( ) which changes the title, unfavorable as to 
original bill (Committee Substitute Bill#__). (and recommendation that the committee substitute bill (# __) 
be re-referred to the Committee on _____________ .) 

With a favorable report as to House committee substitute bill (# __), ( ) which changes the title, unfavorable 
-- as to Senate committee substitute bill. · 

_·_ And having received a unanimous vote in committee, is placed on the Consent Calendar. (PUBLIC BILLS ONLY) 

__ With an unfavorable report. 

With recommendation that the House concur. 

With recommendation that the House do not concur. 

__ With recommendation that the House do not concur; request conferees. 

With recommendation that the House concur; committee believes bill to be material. 

__ With an unfavorable report, with a Minority Report attached. 

__ Without prejudice. 

__ With an indefinite postponement report. 

With an indefinite postponement report, with a Minority Report attached. 

With recommendation that it be adopted. (HOUSE RESOLUTION ONLY) 
4/24/97 



North Carolina General Assembly 
Legislative Services Office 

. Robinson, Director 
1strative Division 

Room 5, Legislative Building 
16 W. Jones Street 
Raleigh, NC 27603-5925 
(919) 733-7500 

Gerry F. Cohen: Director 
Bill Drafting Division 
Suite 401, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-6660 

MEMORANDUM 

Thomas L. Covington, Director 
Fiscal Research Division 
Suite 619, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-4910 

April 28, 1997 

TO: Representative Jerry Dockham, Chair 
House Insurance Committee 

FROM: Linwood Jones, Staff Counsel 

RE: House Bill 1115 (Church Insurance Coverage) 

George R. Hall, Legislative Services Officer 
(919) 733-7044 

Donald W. Fulford, Director 
Information Systems Division 
Suite 400, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-6834 

Terrence D. Sullivan, Director 
Research Division 
Suite 545, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-2578 

House Bill 1115 prohibits an insurer from canceling or refusing to renew fire insurance 
coverage or a multiple-peril policy that insures against fire loss of a building owned by a 
religious organization solely because of a past occurrence of arson or a threat of arson. The 
Commissioner may suspend, revoke, or refuse to renew the license of an insurer that violates this 
law. This prohibition does not apply if an official of the religious organization committed the 
arson in the past. 

A religious organization is defined as a church, ecclesiastical, or denominational organization 
or any established place regularly used for worship. 

The bill takes effect October 1, 1997, and applies to policies issued or renewed on or after 
January 1, 1998. 
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From: 
"Fire on the Cross" printed in Freedom magazine 
Vol.20, Issue 1 
1996 

,"'··~Anon-attacks in America 
· , ...... ~- install churches 

·=-if i-~~te_d properties 
-~siea:auftrom 1,420 

·so-:to.'520. in -1994 
· ~~d.ing:fo statistic~ 

}"./j,roVJ.ded by the 
·:_- National Fire 

Protection· 
Association. 

Arson attacks in 
· - America on 

Southern 
blac!< churches -

have risen steeply, from 
13 in 1990 to 25 in 

1994, 27 in 1995 and 
40 in the first six 

months of 1996 - an 
epidemic of one or 

more attacks per week. 



According to the Center for Democratic 
Renewal, a clearinghouse for information 
about hare crimes, insurance fails to come 
ciose to covering the costs incurred in rebuild­
ing a church that has burned. And that has 
bt:c:n the: goai ui' vinualiy Jll .:ongregarions -
to rebuild. Any whisper of ·· insu~nce fi:iud" 

From: . 

thus becomes another red herring. 
The heavy-handed manner in whi<.:h ATF 

agents pursue pastors and parishioners for 
alleged fraud is nor warranted, according to 
information from insurance firms. The vice 
president of Southern Mutual Church 
Insurance Company, Robert Bedell, whose 

firm insures a large Ill.l1Ilber of churches in 
South Carolina, one of the states most heav­
ily hit by arson: said that of the black church­
es they_insure, not a single burmng had been 
an "inside job." Church Mutual Insurance 
Company reported that among all churches 
they insure, both black and white, in which 
arson is involved, the percentage attnbuted to 
"inside jobs" is so small that it is of no con­
cer:i co them. 

Freedom aiso learned that in.surance ?Oii­
cies of c-ertain Southern biack churches have 
bee:i :.:2.1:celed in light of the waves ,Jr" fue­
bombings - yet anorher fom1 of ~unish-

h: 

"Fire on the Cross" printed in Freedom magazme 

Vol.20, Issue 1 
1996 
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Short Title: 

Sponsors: 

GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1997 
·~ 

' 1 

HOUSE BILL 984 
\ 

~ I 

~ 
Soil & Water Supervisor Health Benefits. (Public) 

Representatives Culp; Brown, Kiser, McCombs, Mitchell, Mosley, 
Weatherly, and G. Wilson. 

Referred to: Insurance. 

April 17, 1997 

1 A BILL TO BE ENTITLED 
2 AN ACT TO PROVIDE HEAL TH BENEFITS FOR SOIL AND WATER 
3 CONSERVATION DISTRICT SUPERVISORS AND THEIR ELIGIBLE 
4 
5 
6 
7 

DEPENDENTS WHO DO NOT HA VE ACCESS TO COMPREHENSIVE 
GROUP HEALTH BENEFITS BY ALLOWING VOLUNTARY 
PARTICIPATlON IN THE TEACHERS' AND STATE EMPLOYEES' 
COMPREHENSIVE MAJOR MEDICAL PLAN. 

8 The General Assembly of North Carolina enacts: 
9 Section 1. G.S. 135-40 is amended by adding a new subsection to read: 

10 "(a 1) The State of North Carolina deems it to be in the public interest for North 
11 Carolina soil and water conservation district supervisors and certain of their 
12 dependents who are not eligible for anv other tvpe of comprehensive group health 
13 insurance or other comprehensive group health benefits to be given the opportunity 
14 to participate in the benefits provided by the North Carolina Teachers' and State 
15 Emplovees' Comprehensive Major Medical Plan. Coverage under the Plan shall be 
16 voluntary for eligible soil and water conservation district supervisors who elect 
17 participation in the Plan for themselves and their eligible dependents." 
18 Section 2. G.S. 135-40.1(3) reads as rewritten: 
19 "(3) Dependent Child. -- A natural, legally adopted, or foster child of 
20 the employee and/or spouse, unmarried, up to the first of the 
21 
22 
23 

month following his or her 19th birthday, whether or not the child 
is living with the employee, as long as the employee is legally 
responsible for such child's maintenance and support. Dependent 
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child shall also include any child under age 19 who has reached his 
or her 18th birthday, provided the employee was legally 
responsible for such child's maintenance and support on his or her 
18th birthday. 

A foster child is covered (i) if living in a regular parent-child 
relationship with the expectation that the employee will continue 
to rear the child into adulthood, (ii) if at the time of enrollment, or 
at the time a foster child relationship is established, whichever 
occurs first, the employee applies for coverage for such child and 
submits evidence of a bona fide foster child relationship, 
identifying the foster child by name and setting forth all relevant 
aspects of the relationship, (iii) if the Claims Processor accepts the 
foster child as a participant through a separate written document 
identifying the foster child by name and specifically recognizing 
the foster child relationship, and (iv) if at the time a claim is 
incurred, the foster child relationship, as identified by the 
employee, continues to exist. Children placed in a home by a 
welfare agency which obtains control of, and provides for 
maintenance of, the child(ren), are not eligible participants. 

Coverage may be extended beyond the 19th birthday under the 
following conditions: 
a. If the dependent is a full-time student, between the ages of 

19 and 26, who is pursuing a course of study that represents 
at least the normal workload of a full-time student at a 
school or college accredited by the state of jurisdiction. 

b. The dependent is physically or mentally incapacitated to the 
extent that he or she is incapable of earning a living and (i) 
such handicap developed or began to develop before the 
dependent's 19th birthday, or (ii) such handicap developed 
or began to develop before the dependent's 26th birthday if 
the dependent was covered by the Plan in accordance with 
G.S. 135-40.1(3)a. 

Dependent children of soil and water conservation district 
supervisors are subject to the same terms and conditions as are 
other dependent children covered by this subdivision." 

Section 3. G.S. 135-40.1(6) reads as rewritten: 
"(6) Employing Unit. -- A North Carolina School System; Community 

College; State Department, Agency or Institution; Administrative 
Office of the Courts; or Association or Examining Board whose 
employees are eligible for membership in a State-Supported 
Retirement System. An employing unit also shall mean a charter 
school in accordance with Part 6A of Chapter 115C of the General 
Statutes whose employees are deemed to be public employees and 
members of a State-Supported Retirement System. North Carolina 
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soil and water conservation districts are deemed to be employing 
units for the purpose of providing benefits under this Article." 

Section 4. G.S. 135-40.1(7) reads as rewritten: 
"(7) Enrollment. -- New employees must enroll themselves and their 

dependents within 30 days from the date of employment. Coverage 
may become effective on the first day of the month following date 
of entry on payroll or on the first day of the following month. New 
employees not enrolling themselves and their dependents within 30 
days, or not adding dependents when first eligible as provided 
herein may enroll on the first day of any month but will be subject 
to a 12-month waiting period for preexisting health conditions, 
except for employees who elect to change their coverage in 
accordance with rules established by the Execm: ve Administrator 
and Board of Trustees for optional prepaid hospital and medical 
benefit plans. Children born to covered employees having coverage 
type (2), or (3), as outlined in G.S. 135-40.3(d) shall be 
automatically covered at the time of birth without any waiting 
period for preexisting health conditions. Children born to covered 
employees having coverage type (1) shall be automatically covered 
at birth without any waiting period for preexisting health 
conditions so long as the Claims Processor receives notification 
within 30 days of the date of birth that the employee desires to 
change from coverage (1) to coverage type (2), or (3), provided 
that the employee pays any additional premium required by the 
coverage type selected retroactive to the first day of the month in 
which the child was born. Soil and water conservation district 
supervisors and their eligible dependents are subject to the same 
terms and conditions as are new employees and their dependents 
covered bv this subdivision. Enrollments in these circumstances 
must occur within 30 days of eligibility to enroll." 

Section 5. G.S. 135-40.1 is amended by adding a new subdivision to read: 
"LJ..fuu Soil and Water Conservation District Supervisors. -- Elected and 

appointed soil and water conservation district supervisors pursuant 
to Article 1 of Chapter 139 of the General Statutes who are not 
eligible for anv type of comprehensive group health insurance or 
other comprehensive group health benefit coverage. Soil and 
water conservation district supervisors include those who are 
activelv serving as district supervisors as well as former soil and 
water conservation district supervisors. and former countv 
supervisors and countv committeemen covered by G .S. 139-15, 
who served their respective soil and water conservation districts for 
10 or more years. Comprehensive group health insurance and 
other benefit coverage consists of inpatient and outpatient hospital 
and medical benefits, as well as other outpatient medical services. 

House Bill 984 Page 3 
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1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 read: 
13 

prescription drugs, and medical supplies and equipment that are 
generally available in the health insurance market. Comprehensive 
group health insurance and other benefit coverage includes 
Medicare benefits. North Carolina soil and water conservation 
districts shall certify the eligibilitv of their supervisors and former 
supervisors and committeemen to the Plan for their participation in 
its benefits prior to enrollment. In situations where soil and water 
conservation districts cannot certizy the eligibility of former 
supervisors or committeemen. the North Carolina Soil and Water 
Conservation Commission may certifv the eligibility to the Plan." 

Section 6. G.S. 135-40.2(b) is amended by adding a new subdivision to 

"ill} Soil and water conservation district supervisors, their eligible 
14 spouses. and eligible dependent children." 
15 Section 7. G.S. 135-40.3 is amended by adding a new subsection to read: 
16 "(O Soil and water conservation district supervisors are subject to the same terms 
17 and conditions of this section as are employees. Eligible dependents of soil and water 
18 conservation district supervisors are subject to the same terms and conditions of this 
19 section as are dependents of employees." 
20 Section 8. G.S. 135-39.6A reads as rewritten: 
21 "§ 135-39.6A. Premiums set. 
22 The Executive Administrator and Board of Trustees shall, from time to time, 
23 establish premium rates for the Comprehensive Major Medical Plan except as they 
24 may be established by the General Assembly in the Current Operations 
25 Appropriations Act, and establish regulations for payment of the premiums. 
26 Premium rates shall be established for coverages where Medicare is the primary payer 
27 of health benefits separate and apart from the rates established for coverages where 
28 Medicare is not the primary payer of health benefits. 
29 In setting premiums for soil and water conservation district supervisors and their 
30 eligible dependents. the Executive Administrator and Board of Trustees shall 
31 establish rates separate from those affecting other members of the Plan. These 
32 separate premium rates shall include rate factors for incurred but unreported claim 
33 costs, for the effects of adverse selection from voluntary participation in the Plan, and 
34 for any other actuarially determined measures needed to protect the financial 
35 integrity of the Plan for the benefit of its served employees. retired emplovees, and 
36 their eligible dependents." 
37 Section 9. This act is effective July 1, 1998. 
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MINUTES 

HOUSE COMMITTEE ON INSURANCE 

May 15, 1997 

The House Committee on Insurance met in Room 643 of the Legislative Office Building 
on May 15, 1997 at 12:00 noon. Representative Dockham, presided. Members present 
were: Allred, Barbee, Bowie, Brawley, Cole, Hardaway, Hardy, Hensley, Holmes, 
Hurley, Ives, Luebke, McComas, Russell,Tallent and Wainwright. A list of visitors 
attending is attached. Attachment I 

Chairman Dockham called the meeting to order at 12:02; introduced the pages and the 
following bills were considered: 

Senate Bill 714, entitled, AN ACT TO REQUIRE HEALTH AND ACCIDENT 
INSURANCE POLICIES, HOSPITAL OR MEDICAL SERVICE PLANS, HMO 
PLANS, AND THE TEACHERS' AND STATE EMPLOYEES' COMPREHENSIVE 
MAJOR MEDICAL PLAN, TO PROVIDE COVERAGE FOR RECONSTRUCTIVE 
BREAST SURGERY RESULTING FROM MASTECTOMY was before the committee 
for consideration (bill summary attached). Senator Forrester, sponsor, explained the bill. 
Senate Bill 714 requires insurers, HMOs, and hospital and medical service corporations 
(Blue Cross) to provide coverage for breast reconstruction resulting from a mastectomy if 
they cover the mastectomy. "Reconstructive breast surgery" means surgery performed as 
a result of a mastectomy to re-establish symmetry between the two breasts, including 
reconstruction of the mastectomy site, creation of a new breast mound, and creation of a 
new nipple areolar complex. Coverage must also be provided for surgery on the 
nondiseased breast when necessary to establish symmetry with the reconstructed diseased 
breast. Representative Bowie moved that Senate Bill 714 be given a favorable report. 
After some discussion, the motion carried. (Attachment II- Explanation ofHB-714, 
Attachment III- Proposed House Committee Substitute) 



Senate Bill 914, entitled, AN ACT TO REVISE THE REIMBURSEMENT 
METHODOLOGY FOR HOSPITAL CHARGES UNDER WORKERS' 
COMPENSATION was explained by the introducer, Senator Kerr and an explanation of 
this bill was given to each committee member. (Attachment IV, by Linwood Jones) 
Senator Kerr explained that Senate Bill 914 revises the method by which hospitals are 
reimbursed for treatment and care rendered to workers' compensation patients. The bill 
addresses a problem that arose a little over a year ago with self-insured employers and the 
impact of the hospital reimbursement methodology on those employers. A temporary 
solution was enacted last year but expires June 30th of this year. This bill extends and 
modifies that solution. Senate Bill 914 re-establishes this 90/100 risk corridor for the 
remainder of this year. The corridor would be adjusted in future years by the Industrial 
Commission to produce a discount for the payors (insurers and self-insured employers) 
that is equal to the discount received under the State Health Plan. In modifying the risk 
corridor, the Industrial Commission would follow more formal requirements by giving 
notice of its proposed modification. The Commissions' modification would be subject to 
judicial review. The proposed committee substitute (Attachment V) makes a couple of 
technical changes: it makes clear in subdivision (3) that the 100% limitation continues to 
apply after January 1, 1999, and it makes clear that the purpose of deeming the Industrial 
Commission's determination of a payment rate a final agency rule is to ensure that 
judicial review of that determination is available. This bill takes effect June 30, 1997. 
Chairman Dockham called for questions from the committee members and from the 
audience. Representative Bowie ask about the cost to the State and after some discussion, 
Representative Wainwright made a motion that the bill pass with a favorable report as to 
House Committee substitute bill, unfavorable as to original bill. The motion carried. 

Chairman Dockham ,cijoined the meeting at 1:1 :50 ,-m. 
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Information Systems Division 
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MEMORANDUM 

TO: 

FROM: 

RE: 

House Insurance Committee 

Linwood Jones, Staff Counsel / /--

Senate Bill 714 (Reconstructive lrgery/Coverage) 
Proposed Committee Substitute 

Terrence D. Sullivan, Director 
Research Division 
Suite 545, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 1•1•)z 
~ §, 

Senate Bill 714 requires insurers, HMOs, and hospital and medical ·service 
corporations (Blue Cross) to provide coverage for breast reconstruction resulting from a 
mastectomy if they cover the mastectomy. The standard health plan offered in the 
small employer group market must also include this coverage. In addition, there 
cannot be different deductibles or coinsurance amounts for breast reconstruction than 
for similar services. Sections 1, 2, and 3 apply to commercial insurers, hospital and 
medical service corporations, and HMOs, respectively. Section 4 applies to the 
standard health plan in the small employer group market. 

"Reconstructive breast surgery" means surgery performed as a result of a 
mastectomy to re-establish symmetry between the two breasts, including reconstruction 
of the mastectomy site, creation of a new breast mound, and creation of a new nipple 
areolar complex. The term also includes reduction mammoplasty, augmentation 
mammoplasty, and mastopexy of the nondiseased breast. Coverage must also be 
provided for surgery on the nondiseased breast when necessary to establish symmetry 
with the reconstructed diseased breast. In addition, coverage for the nipple 
reconstruction following the mastectomy is to be performed without regard to the lapse 
in time between the mastectomy and the nipple reconstruction. 

The proposed committee substitute adds other limitations to ensure that this 
coverage is provided. The insurer cannot do any of the following: (1) deny coverage for 
reconstruction after mastectomy on grounds that it is cosmetic surgery, (2) discontinue 
or deny coverage for the purpose of avoiding these requirements, (3) provide rebates or 
other financial incentives that encourage a woman to accept less coverage than is 

AN EQUAL OPPORTUNITY/AFFIRMATIVE ACTION EMPLOYER 



required, (4) penalize a provider, financially or otherwise, for providing care under this 
law, and (5) provide incentives to the provider to induce the provider to provide care 
inconsistent with this law. These prohibitions are identical to those contained in the 
House version of this bill (HB 813) that was passed by this Committee a few weeks 
ago. They are also similar to the new restrictions on maternity stay that are contained 
in the federal Health Insurance Portability and Accountability Act of 1996 (Kennedy­
Kassenbaum) and North Carolina's proposed conforming amendments to that Act (HB 
434). 

The bill (see Section 5) also requires the State Health Plan to cover reconstructive 
breast surgery that results from a mastectomy. Coverage extends to the nondiseased 
breast to the extent necessary to establish symmetry with the reconstructed diseased 
breast. 

The coverage is required in all insurance policies that are issued or renewed on or 
after January 1, 1998. The coverage in the State Health Plan also would begin 
January 1 , 1998. 

S714-SMRN-002 
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Pensions & Retirement and Insurance Committee Substitute Adopted 
4/29/97 

Proposed House Committee Substitute 
S714-CSRN-001 

Short Title: Coverage for Reconstr. Surgery. 

Sponsors: 

Referred to: 

April 7, 1997 

1 A BILL TO BE ENTITLED 
2 AN ACT TO REQUIRE HEALTH AND ACCIDENT INSURANCE 
3 HOSPITAL OR MEDICAL SERVICE PLANS, HMO PLANS, AND THE 
4 AND STATE EMPLOYEES' COMPREHENSIVE MAJOR MEDICAL 
5 PROVIDE COVERAGE FOR RECONSTRUCTIVE BREAST SURGERY 
6 FROM MASTECTOMY. 
7 The General Assembly of North Carolina enacts: 

(Public) 

POLICIES, 
TEACHERS' 
PLAN, TO 
RESULTING 

8 Section 1. Article 51 of Chapter 58 of the General 
9 Statutes is amended by adding the following new section to read: 

10 "§ 58-51-61. Coverage for reconstructive breast surgery 
11 resulting from mastectomy. 
14 (a) Every policy or contract of accident and health insurance, 
13 and every preferred provider contract, policy, or plan as defined 
14 and regulated under G.S. 58-50-50 and G.S. 58-50-55, that is 
15 issued, renewed, or amended on or after January 1, 1998, and that 
16 provides coverage for mastectomy shall provide coverage for 
17 reconstructive breast surgery resulting from a mastectomy. The 
18 coverage shall include coverage for all stages and revisions of 
19 reconstructive breast surgery performed on a nondiseased breast 
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1 to establish symmetry when reconstructive surgery on a diseased 
2 breast is performed. The same deductibles, coinsurance, and 
3 other limitations as apply to similar services covered under the 
4 policy, contract, or plan shall apply to coverage for 
5 reconstructive breast surgery. Reconstruction of the 
6 nipple/areolar complex following a mastectomy is covered without 
7 regard to the lapse of time between the mastectomy and the 
8 reconstruction, subject to the approval of the treating 
9 physician. 

10 (b) As used in this section, the following terms have the 
11 meanings indicated: 
12 ill 'Mastectomy' means the surgical removal of all or 
13 part of a breast as a result of breast cancer or 
14 breast disease. 
15 
16 
17 
18 
19 
20 
21 
22 
23 

ill 'Reconstructive breast surgery' means surgery 
perf armed as a result of a mastectomy to 
reestablish symmetry between the two breasts, and 
includes reconstruction of the mastectomy site, 
creation of a new breast mound, and creation of a 
new ni le areolar com lex. 'Reconstructive breast 
surgery' also includes augmentation mammoplasty, 
reduction mammoplasty, and mastopexy of the 
nondiseased breast. 

24 ( C) 
25 not: 
26 

A policy, contract, or plan subject to this section shall 

27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 

Page 2 

ill Deny coverage described in subsection (a) of this 
section on the basis that the coverage is for 
cosmetic surgery; 

ill Deny to a woman eligibility or continued 
eligibility to enroll or to renew coverage under 
the terms of the contract, policy, or plan, solely 
for the purpose of avoiding the requirements of 
this section; 

ill Provide monetary payments or rebates to a woman to 
encourage her to accept less than the minimum 
protections available under this section; 

ill Penalize or otherwise reduce or limit the 
reimbursement of an attending provider because the 
provider provided care to an individual participant 
or beneficiary in accordance with this section; or 

ill Provide incentives, monetary or otherwise, to an 
attending provider to induce the provider to 
provide care to an individual participant or 

Senate Bill 714 
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1 beneficiary in a manner inconsistent with this 
2 section." 
3 Section 2. Article 65 of Chapter 58 of the General 
4 Statutes is amended by adding the following new section to read: 
5 "S 58-65-96. Coverage for reconstructive breast surgery 
6 following mastectomy. 
7 (a) Every insurance certificate or subscriber contract under 
8 any hospital service plan or medical service plan governed by 
9 this Article and Article 66 of this Chapter, and every preferred 

10 provider contract, policy, or plan as defined and regulated under 
11 G.S. 58-50-50 and G.S. 58-50-55, that is issued, renewed, or 
12 amended on or after January 1, 1998, that provides coverage for 
13 mastectomy shall provide coverage for reconstructive breast 
14 surgery resulting from a mastectomy. The coverage shall include 
15 coverage for all stages and revisions of reconstructive breast 
16 surgery performed on a nondiseased breast to establish symmetry 
17 when reconstructive surgery on a diseased breast is performed. 
18 The same deductibles, coinsurance, and other limitations as apply 
19 to similar services covered under the policy, contract, or plan 
20 shall apply to coverage for reconstructive breast surgery. 
21 Reconstruction of the nipple/areolar complex following a 
22 mastectomy is covered without regard to the lapse of time between 
23 the mastectomy and the reconstruction, subject to the approval of 
24 the treating physician. 
25 (b) As used in this section, the following terms have the 
26 meanings indicated: 
27 ill 'Mastectomy' means the surgical removal of all or 
2 8 part of a breast as a result of breast cancer or 
29 breast disease. 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 (c) 
40 not: 
41 
42 
43 

ill 'Reconstructive breast surgery' means surgery 
perf armed as a result of a mastectomy to 
reestablish symmetry between the two breasts, and 
includes reconstruction of the mastectomy site, 
creation of a new breast mound, and creation of a 
new nipple areolar complex. 'Reconstructive breast 
surgery' also includes augmentation mammoplasty, 
reduction mammoplasty, and mastopexy of the 
nondiseased breast. 

A policy, contract, or plan subject to this section shall 

ill Deny coverage described in subsection (a) of this 
section on the basis that the coverage is for 
cosmetic surgery; 

Senate Bill 714 Page 3 



1 
2 
3 
4 
5 

6 
7 

8 
9 

10 
11 
12 
13 
14 
15 
16 

GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1997 

ill Deny to a woman eligibility or continued 
eligibility to enroll or to renew coverage under 
the terms of the contract, policy, or plan, solely 
for the purpose of avoiding the requirements of 
this section; 

ill Provide monetary payments or rebates to a woman to 
encourage her to accept less than the minimum 
protections available under this section; 

ill Penalize or otherwise reduce or limit the 
reimbursement of an attending provider because the 
provider provided care to an individual participant 
or beneficiary in accordance with this section; or 

ill Provide incentives, monetary or otherwise, to an 
attending provider to induce the provider to 
provide care to an individual participant or 
beneficiary in a manner inconsistent with this 

1 7 section. " 
18 Section 3. Article 67 of Chapter 58 of the General 
19 Statutes is amended by adding the following new section to read: 
20 "§ 58-67-79. Covera e for reconstructive breast 
21 following mastectomy. 
22 (a) Every health care plan written by a health maintenance 
23 organization and in force, issued, renewed, or amended on or 
24 after January 1, 1998, that is subject to this Article and that 
25 provides coverage for mastectomy shall provide coverage for 
26 reconstructive breast surgery resulting from a mastectomy. The 
27 coverage shall include coverage for all stages and revisions of 
28 reconstructive breast surgery performed on a nondiseased breast 
29 to establish symmetry when reconstructive surgery on a diseased 
30 breast is performed. The same deductibles, coinsurance, and 
31 other limitations as apply to similar services covered under the 
32 policy, contract, or plan shall apply to coverage for 
33 reconstructive breast surgery. Reconstruction of the 
34 nipple/areolar complex following a mastectomy is covered without 
35 regard to the lapse of time between the mastectomy and the 
36 reconstruction, subject to the approval of the treating 
37 physician. 
38 (b) As used in this section, the following terms have the 
39 meanings indicated: 
40 ill 'Mastectomy' means the surgical removal of all or 
41 art of a breast as a result of breast cancer 
42 
43 
44 
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ill 
breast disease. 
'Reconstructive 
performed as 

breast surgery' 
a result of a 

means surgery 
mastectomy to 
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( C) 
not: 

reestablish symmetry between the two breasts, and 
includes reconstruction of the mastectomy site, 
creation of a new breast mound, and creation of a 
new nipple areolar complex. 'Reconstructive breast 
surgery' also includes augmentation mammoplasty, 
reduction mammoplasty, and mastopexy of the 
nondiseased breast. 

A policy, contract, or plan subject to this section shall 

ill Deny coverage described in subsection (a) of this 
section on the basis that the coverage is for 
cosmetic surgery; 

ill Deny to a woman eligibility or continued 
eligibility to enroll or to renew coverage under 
the terms of the contract, policy, or plan, solely 
for the purpose of avoiding the requirements of 
this section; 

ill Provide monetary payments or rebates to a woman to 
encourage her to accept less than the minimum 
protections available under this section; 

ill Penalize or otherwise reduce or limit the 
reimbursement of an attending provider because the 
provider provided care to an individual participant 
or beneficiary in accordance with this section; or 

ill Provide incentives, monetary or otherwise, to an 
attending provider to induce the provider to 
provide care to an individual participant or 
beneficiary in a manner inconsistent with this 
section." 

Section 4. G.S. 58-50-155 reads as rewritten: 
"§ 58-50-155. Standard and basic health care plan coverages. 

(a) Notwithstanding G.S. 58-50-125(c), the standard health 
plan developed and approved· under G.S. 58-50-125 shall provide 
coverage for mammograms and pap smears at least equal to the 
coverage required by G.S. 58-51-57. 

(al) Notwithstanding G.S. 58-50-125(c), the standard health 
plan developed and approved under G.S. 58-50-125 shall provide 
coverage for prostate-specific antigen (PSA) tests or equivalent 
tests for the presence of prostate cancer at least equal to the 
coverage required by G.S. 58-51-58. 

(a2) Notwithstanding G.S. 58-50-125(c), the standard health 
plan developed and approved under G.S. 58-50-125 shall provide 
coverage for reconstructive breast surgery resulting from a 

Senate Bill 714 Page 5 



GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1997 

1 mastectomy at least equal to the coverage required by G.S. 58-51-
2 61. 
3 (b) Notwithstanding G.S. 58-50-125(c), in developing and 
4 approving the plans under G.S. 58-50-125, the Committee and 
5 Commissioner shall give due consideration to cost-effective and 
6 life-saving health care services and to cost-effective health 
7 care providers. This section shall be effective after July 10, 
8 1991." 
9 Section 5. Effective January 1, 1998, G.S. 135-40.6(5) 

10 is amended by adding the following new sub-subdivision to read: 
11 "h. Reconstructive Breast Surgery: Reconstructive 
12 breast surgery resulting from a mastectomy. 
13 The coverage shall include all stages and 
14 revisions of reconstructive breast surgery 
15 performed on a nondiseased breast to establish 
16 symmetry when reconstructive surgery on a 
17 diseased breast is performed. As used in 
18 this sub-subdivision, (i) 'mastectomy' means 
19 the · surgical removal of all or part of a 
20 breast as a result of breast cancer or breas 
21 disease; (ii) 'reconstructive breast surgery 
22 means surgery performed as a result of a 
23 mastectomy to reestablish symmetry between the 
24 two breasts, and includes reconstruction of 
25 the mastectomy site, creation of a new breast 
26 mound, and creation of a new nipple areolar 
27 complex. 'Reconstructive breast surgery' also 
28 includes augmentation mammoplasty, reduction 
29 mammoplasty, and mastopexy of the nondiseased 
30 breast. Coverage described under this sub-
31 subdivision shall not be denied on the basis 
32 that the coverage is for cosmetic surgery. 
33 Reconstruction of the nipple/areolar complex 
34 following a mastectomy is covered without 
35 regard to the lapse of time between the 
36 mastectomy and the reconstruction, subject to 
37 the approval of the treating physician." · 
38 Section 6. Nothing in this act shall apply to specified 
39 accident, specified disease, hospital indemnity, or long-term 
40 care health insurance policies. 
41 Section 7. This act is effective when it becomes law. 

Page 6 Senate Bill 714 
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Short Title: Coverage for Reconstr. Surgery. (Public) 

Sponsors: 

Referred to: 

April 7, 1997 

1 A BILL TO BE ENTITLED 
2 AN ACT TO REQUIRE HEAL TH AND ACCIDENT INSURANCE POLICIES, 
3 HOSPITAL OR MEDICAL SERVICE PLANS, HMO PLANS, AND THE 
4 TEACHERS' AND STATE EMPLOYEES' COMPREHENSIVE MAJOR 
5 MEDICAL PLAN TO PROVIDE COVERAGE FOR RECONSTRUCTIVE 
6 BREAST SURGERY RESULTING FROM MASTECTOMY. 
7 The General Assembly of North Carolina enacts: 
8 Section 1. Article 51 of Chapter 58 of the General Statutes is amended 
9 by adding the following new section to read: 

10 11 § 58-51-61. Coverage for reconstructive breast surgery resulting from mastectomy. 
11 (a) Every policy or contract of accident and health insurance, and every preferred 
12 provider contract. policy, or plan as defined and regulated under G.S. 58-50-50 and 
13 G.S. 58-50-55, that is issued, renewed, or amended on or after January 1, 1998, and 
14 that provides coverage for mastectomy shall provide coverage for reconstructive 
15 breast surgery resulting from a mastectomy. The coverage shall include coverage for 
16 all stages and revisions of reconstructive breast surgery performed on a nondiseased 
17 breast to establish symmetry when reconstructive surgery on a diseased breast is 
18 performed. The same deductibles, coinsurance, and other limitations as apply to 
19 similar services covered under the policy, contract. or plan shall apply to coverage for 
20 reconstructive breast surgery. Reconstruction of the nipple/areolar complex following 
21 a mastectomy is covered without regard to the lapse of time between the mastectomy 
22 and the reconstruction, subject to the approval of the treating physician. 



GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1997 

1 (b) As used in this section. the following terms have the meanings indicated: 
2 ill 'Mastectomy' means the surgical removal of all or part of a breast 
3 as a result of breast cancer or breast disease. 
4 ill 'Reconstructive breast surgery' means surgery performed as a 
5 result of a mastectomy to reestablish symmetry between the two 
6 breasts. and includes reconstruction of the mastectomy site. 
7 creation of a new breast mound, and creation of a new 
8 nipple/areolar complex. 'Reconstructive breast surgery' also 
9 includes augmentation mammoplasty. reduction mammoplasty. and 

10 mastopexy of the nondiseased breast. 
11 (c) A policy, contract, or plan subject to this section shall not: 
12 ill Deny coverage described in subsection (a) of this section on the 
13 basis that the coverage is for cosmetic surgery: 
14 ill Deny to a woman eligibility or continued eligibility to enroll or to 
15 renew coverage under the terms of the contract, policy, or plan, 
16 solely for the purpose of avoiding the requirements of this section: 
17 ill Provide monetary payments or rebates to a woman to encourage 
18 her to accept less than the minimum protections available under 
19 this section; 
20 ~ Penalize or otherwise reduce or limit the reimbursement of an 
21 attending provider because the provider provided care to an 
22 individual participant or beneficiary in accordance with this 
23 section; or 
24 ill Provide incentives, monetary or otherwise, to an attending 
25 provider to induce the provider to provide care to an individual 
26 participant or beneficiary in a manner inconsistent with this 
27 section. 11 

28 Section 2. Article 65 of Chapter 58 of the General Statutes is amended 
29 by adding the following new section to read: 
30 11 § 58-65-96. Coverage for reconstructive breast surgery following mastectomy. 
31 (a) Every insurance certificate or subscriber contract under any hospital service 
32 plan or medical service plan governed by this Article and Article 66 of this Chapter, 
33 and every preferred provider contract, policy, or plan as defined and regulated under 
34 G.S. 58-50-50 and G.S. 58-50-55, that is issued. renewed, or amended on or after 
35 January 1, 1998, that provides coverage for mastectomy shall provide coverage for 
36 reconstructive breast surgery resulting from a mastectomy. The coverage shall 
37 include coverage for all stages and revisions of reconstructive breast surgery 
38 performed on a nondiseased breast to establish symmetry when reconstructive surgery 
39 on a diseased breast is performed. The same deductibles, coinsurance, and other 
40 limitations as apply to similar services covered under the policy, contract, or 
41 plan shall apply to coverage for reconstructive breast 
42 surgery. Reconstruction of the nipple/areolar complex 
43 following a mastectomy is covered without regard to the 
44 lapse of time between the mastectomy and the 
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1 reconstruction, subject . to the approval of the treating 
2 physician. 
3 (b) As used in this section, the following terms have the meanings indicated: 
4 ill 'Mastectomy' means the surgical removal of all or part of a breast 
5 as a result of breast cancer or breast disease. 
6 ill 'Reconstructive breast surgery' means surgery performed as a 
7 result of a mastectomy to reestablish symmetry between the two 
8 breasts, and includes reconstruction of the mastectomy site, 
9 creation of a new breast mound, and creation of a new 

10 nipple/areolar complex. 'Reconstructive breast surgery' also 
11 includes augmentation mammoplasty, reduction mammoplasty, and 
12 mastope.x;y of the nondiseased breast. 
13 (c) A policy, contract, or plan subject to this section shall not: 
14 ill Deny coverage described in subsection (a) of this section on the 
15 basis that the coverage is for cosmetic surgery; 
16 ill Deny to a woman eligibility or continued eligibility to enroll or to 
17 renew coverage under the terms of the contract, policy, or plan, 
18 solely for the purpose of avoiding the requirements of this section; 
19 ill Provide monetary payments or rebates to a woman to encourage 
20 her to accept less than the minimum protections available under 
21 this section: 
22 ill Penalize or otherwise reduce or limit the reimbursement of an 
23 attending provider because the provider provided care to an 
24 individual participant or beneficiary in accordance with this 
25 section: or 
26 ill Provide . incentives. monetary or otherwise, to an attending 
27 provider to induce the provider to provide care to an individual 
28 participant or beneficiary in a manner inconsistent with this 
29 section." 
30 Section 3. Article 67 of Chapter 58 of the General Statutes is amended 
31 by adding the following new section to read: 
32 11 § 58-67-79. Coverage for reconstructive breast surgery following mastectomy. 
33 (a) Every health care plan written by a health maintenance organization and in 
34 force, issued, renewed, or amended on or after January 1, 1998, that is subject to this 
35 Article and that provides coverage for mastectomy shall provide coverage for 
36 reconstructive breast surgery resulting from a mastectomy. The coverage shall 
37 include coverage for all stages and revisions of reconstructive breast surgery 
38 performed on a nondiseased breast to establish symmetry when reconstructive surgery 
39 on a diseased breast is performed. The same deductibles, coinsurance, and other 
40 limitations as apply to similar services covered under the policy, contract, or plan 
41 shall apply to coverage for reconstructive breast surgery. Reconstruction of the 
42 nipple/areolar complex following a mastectomy is covered without regard to the lapse 
43 of time between the mastectomy and the reconstruction, subject to the approval of 
44 the treating physician. 

Senate Bill 714 Page 3 
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1 {b) As used in this section, the following terms have the meanings indicated: 
2 ill 'Mastectomy' means the surgical removal of all or part of a breast 
3 as a result of breast cancer or breast disease. 
4 ill 'Reconstructive breast surgery' means surgery performed as a 
5 result of a mastectomy to reestablish symmetry between the two 
6 breasts, and includes reconstruction of the mastectomy site. 
7 creation of a new breast mound. and creation of a new 
8 nipple/areolar complex. 'Reconstructive breast surgery' also 
9 includes augmentation mammoplasty, reduction mammoplasty, and 

10 mastopexy of the nondiseased breast. 
11 (c) A policy, contract. or plan subject to this section shall not: 
12 ill Deny coverage described in subsection (a) of this section on the 
13 basis that the coverage is for cosmetic surgery; 
14 ill Deny to a woman eligibility or continued eligibility to enroll or to 
15 renew coverage under the terms of the contract. policy, or plan, 
16 solely for the purpose of avoiding the reguirements of this section: 
17 ill Provide monetary payments or rebates to a woman to encourage 
18 her to accept less than the minimum protections available under 
19 this section; 
20 ill Penalize or otherwise reduce or limit the reimbursement of an 
21 attending provider because the provider provided care to an 
22 individual participant or beneficiary in accordance with this 
23 section; or 
24 ill Provide incentives, monetary or otherwise. to an attending 
25 provider to induce the provider to provide care to an individual 
26 participant or beneficiary in a manner inconsistent with this 
27 section." 
28 Section 4. Effective January 1, 1998, G.S. 58-50-155 reads as rewritten: 
29 "§ 58-50-155. Standard and basic health care plan coverages. 
30 (a) Notwithstanding G.S. 58-50-125(c), the standard health plan developed and 
31 approved under G.S. 58-50-125 shall provide coverage for mammograms and pap 
32 smears at least equal to the coverage required by G.S. 58-51-57. 
33 (al) Notwithstanding G.S. 58-50-125(c), the standard health plan developed and 
34 approved under G.S. 58-50-125 shall provide coverage for prostate-specific antigen 
35 (PSA) tests or equivalent tests for the presence of prostate cancer at least equal to the 
36 coverage required by G.S. 58-51-58. 
37 (a2) Notwithstanding G.S. 58-50-125(c), the standard health plan developed and 
38 approved under G.S. 58-50-125 shall provide coverage for reconstructive breast 
39 surgery resulting from a mastectomy at least egual to the coverage reguired by G.S. 
40 58-51-61. 
41 (b) Notwithstanding G.S. 58-50-125(c), in developing and approving the plans 
42 under G.S. 58-50-125, the Committee and Commissioner shall give due consideration 
43 to cost-effective and life-saving health care services and to cost-effective health care 
44 providers. This section shall be effective after July 10, 1991." 
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Section 5. Effective January 1, 1998, G.S. 135-40.6(5) is amended by 
adding the following new sub-subdivision to read: 

"h. Reconstructive Breast Surgery: Reconstructive breast 
surgery resulting from a mastectomy. The coverage shall 
include all stages and revisions of reconstructive breast 
surgery performed on a nondiseased breast to establish 
symmetry when reconstructive surgery on a diseased breast 
is performed. As used in this sub-subdivision, (i) 
'mastectomy' means the surgical removal of all or part of a 
breast as a result of breast cancer or breast disease; (ii) 
'reconstructive breast surgery' means surgery performed as a 
result of a mastectomy to reestablish symmetry between the 
two breasts, and includes reconstruction of the mastectomy 
site, creation of a new breast mound, and creation of a new 
nipple/areolar complex. 'Reconstructive breast surgery' also 
includes augmentation mammoplasty. reduction 
mammoplasty. and mastopexy of the nondiseased breast. 
Coverage described under this sub-subdivision shall not be 
denied on the basis that the coverage is for cosmetic surgery. 
Reconstruction of the nipple/areolar complex following a 
mastectomy is covered without regard to the lapse of time 
between the mastectomy and the reconstruction, subject to 
the approval of the treating physician." 

Section 6. Nothing in this act shall apply to specified accident, specified 
disease, hospital indemnity, or long-term care health insurance policies. 

Section 7. This act is effective when it becomes law. 
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PROPOSED COMMITTEE SUBSTITUTE 
S914-CSRN-001 

Short Title: Workers' Comp. Hospital Charges. 

Sponsors: 

Referred to: Commerce. 

April 17, 1997 

A BILL TO BE ENTITLED 

D 

(Public) 

2 AN ACT TO REVISE THE REIMBURSEMENT METHODOLOGY FOR HOSPITAL 
3 CHARGES UNDER WORKERS' COMPENSATION. 
4 The General Assembly of North Carolina enacts: 
5 Section 1. G.S. 97-26(b) reads as rewritten: 
6 "(b) (Effective June 30, 1997 -- see editor's note) Hospital 
7 Fees. -- Payment for medical compensation rendered by a hospital 
8 participating in the State Plan shall be equal to the payment the 
9 hospital receives for the same treat.meat and services under the 

1 0 State Plan. Payment for a particular type of medical 
11 compensation that is not covered under the State Plan shall be 
12 based on the allowable charge under the State Plan for comparable 
13 services or treatment, as determined by the Commission. Each 
14 hospital subject to the provisions of this subsection shall be 
15 reimbursed the amount provided for in this subsection unless it 
16 has agreed under contract with the insurer or managed care 
1 7 organization insurer, managed care organization, employer ( or 
18 other payor obligated to reimburse for inpatient hospital 
19 services rendered under this Chapter) to accept a different 
20 amount or reimbursement methodology. 
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1 Except as otherwise provided herein, payment for medical 
2 treatment and services rendered to workers' compensation patients 
3 by a hospital shall be equal to the payment the hospital is 
4 authorized to receive for the same treatment or service under the 
5 State Plan, provided that: 
6 ill Payment for inpatient hospital inpatient services 
7 provided on or after July 1, 1997, and on or before 
8 December 31, 1997, shall not be less than a minimum 
9 of ninety percent (90%) nor more than a maximum of 

10 one hundred percent (100%) of the hospital's 
11 itemized charges as shown on the UB-92 claim form. 
12 ill Payment for inpatient hospital services provided on 
13 or after January 1, 1998, through and including 
14 December 31, 1998, shall be not more than a maximum 
15 of one hundred percent ( 100%) of the hospital's 
16 itemized charges as shown on the UB-92 claim form 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
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44 
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nor less than a minimum percentage of such charges 
that the Commission determines would have been 
required to have produced an average payment rate 
e ual to ninet -three and one-tenth ercent 93.1% 
of aggregate charges for all inpatient claim 
processed by the Commission during the fiscal year 
ending June 30, 1997. 

ill Payment for inpatient hospital services provided on 
or after January 1, 1999, shall be not more than a 
maximum of one hundred percent (100%) of the 
hospital's itemized charges as shown on the UB-92 
claim form nor less than the minimum percentage 
established annually by the Commission as follows: 
a. Beginning in the third quarter (July, August, 

and September) · of 1998, and annually 
thereafter, the Commission shall review data 
from the State Plan to ascertain the aggregate 
hospital itemized charges and aggregate amounts 
authorized for payment by the State Plan 
(including payments actually made by the State 
Plan and deductible, coinsurance, or other 
amounts for which the patient/insured may have 
been liable) for inpatient hospital claims paid 
to participating hospitals by the State Plan 
during the immediately preceding fiscal year 
ending June 30. The Commission shall then 
utilize the data described in the preceding 
sentence- to calculate the extent, if any, to 
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which aggregate State Plan authorized payments 
were less than aggregate charges on inpatient 
hospital claims paid by the State Plan during 
the preceding fiscal year. 

b. Beginning in the third quarter ( July, August, 
and September) of 1998, and annually 
thereafter, the Commission shall calculate 
aggregate hospital itemized charges and 
aggregate payments authorized by the Commission 
on all inpatient hospital workers' compensation 
claims approved for payment by the Commission 
during the preceding fiscal year ending June 
30. 

14 c. Based on the data described in sub-subdivisions 
15 a. and b. of this subdivision, the Commission 
16 shall on or before December 1, 1998, and 
17 December 1 of each subsequent year establish a 
18 minimum percentage that will result in a 
19 payment rate for inpatient workers' 
20 compensation cases that in the aggregate bears 
21 a percentage relationship to hospital itemized 
22 charges that is equal to the State Plan 
23 relationship between aggregate payments 
24 authorized and aggregate itemized charges for 
25 claims paid by the State Plan during the 
26 preceding fiscal year ending June 30. The 
27 percentage rate established shall be effective 
28 for the next succeeding calendar year beginning 
29 January 1 of that year. 
30 Notwithstanding any other provisions of law, the Commission's 
31 determination of payment rates under this subsection shall: 
32 ill Comply with the procedures for adoption of a fee 
33 schedule established in G.S. 97-26(a); 
34 ill Include publication on or before October 1 of each 
35 
36 
37 
38 
39 

year of the proposed payment rate, and a summary of 
the data and calculations on which the rate is 
based; 

ill Be subject to the declaratory ruling provisions of 
G.S. lS0B-4; and 

40 ill Be deemed to constitute a final permanent rule 
41 under Article 2A of Chapter 150B for purposes of 
42 judicial review under Article 4 of that Chapter. 
43 Payment for a particular type of medical compensation that is 
44 not covered under the State Plan shall be based on the a1lowable 
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1 charge under the State Plan for comparable services or treatment, 
2 as determined by the Commission. 
3 A hospital's itemized charges on the UB-92 claim form for 
4 workers' compensation services shall be the same as itemized 
5 charges for like services for all other payers." 
6 Section 2. This act becomes effective June 30, 1997. 
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Donald W. Fulford, Director 
Information Systems Division 
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MEMORANDUM 

TO: 

FROM: 

RE: 

House Insurance Committee 

Linwood Jones, Staff Counsel 'r 
Senate Bill 914 (Workers Comp. Hospital Charges) 
Proposed Committee Substitute 

Senate Bill 914 revises the method by which hospitals are reimbursed for 

Terrence D. Sullivan, Director 
Research Division 
Suite 545, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-2578 

. treatment and care rendered to workers' compensation patients. The bill addresses 
a problem that arose a little over a year ago with self-insured employers and the 
impact of the hospital reimbursement methodology on those employers. A 
temporary solution was enacted last year but expires June 30th of this year. This bill 
extends and modifies that solution. 

When the Workers' Compensation Reform Act of 1994 (SB 906) was enacted, it 
tied hospital reimbursement for workers' compensation payments to the same 
reimbursement those hospitals received under the State Health Plan. When the 
State Health Plan went to a diagnostic related grouping (DRG) reimbursement 
system for hospital reimbursement over a year ago, the workers' compensation 
reimbursement system was also switched to a DRG system. Under the DRG 
system, a hospital is reimbursed primarily on the basis of the diagnosis of the patient, 
not the actual itemized charges that are calculated based on how long the patient 
stays in the hospital. The reimbursement is reduced some for each unusually short 
inpatient stay, and it is increased some for each unusually long inpatient stay. Most 
insurers have a large enough mix of cases so that the DRG system does not 
adversely effect them. However, self-insured employers who must pay their injured 
employees' medical bills under workers' compensation may not have this type of 
case mix and may end up with bills that exceed the hospital's actual itemized 
charges. 

Legislation enacted last year addressed this by creating a "risk corridor" under 
which the self-insured employers would not pay more under the DRG system than 
the actual charges and the hospitals would not be reimbursed less than 90% of those 

·, 

AN EQUAL OPPORTUNITY/AFFIRMATIVE ACTION EMPLOYER 



charges. However, this legislation expires June 30, 1997. Senate Bill 914 re­
establishes this 90/100 risk corridor for the remainder of this year. The corridor 
would be adjusted in future years by the Industrial Commission to produce a discount 
for the payors (insurers and self-insured employers) that is equal to the discount 
received under the State Health Plan. In modifying the risk corridor, the Industrial 
Commission would follow more formal requirements for giving notice of its proposed 
modification. The Commissions' modification would be subject to judicial review. 

The proposed committee substitute makes a couple of technical changes: it 
makes clear in subdivision (3) that the 100% limitation continues to apply after 
January 1, 1999, and it makes clear that the purpose of deeming the Industrial 
Commission's determination of a payment rate a final agency rule is to ensure that 
judicial review of that determination .is available. 

This bill takes effect June 30, 1997. 
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(Public) 

1 A BILL TO BE ENTITLED 
2 AN ACT TO REVISE THE REIMBURSEMENT METHODOLOGY FOR 
3 HOSPITAL CHARGES UNDER WORKERS' COMPENSATION. 
4 
5 
6 
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The General Assembly of North Carolina enacts: 
Section 1. G.S. 97-26(b) reads as rewritten: 

"(b) (Effective June 30, 1997 -- see editor's note) Hospital Fees. -- Pftyme:at for 
metlicftl compe:asfttio:a re:atleretl by ft 1tospitftl pftrticipftti:ag i:a the Stftte Plft:a s1tall be 
eqttftl to t1te pe:yme:at the host3itftl receives for the sftme trefttme:at o:atl services tt:atler 
the Stftte PlftH:. Poyme:at for ft f)ftrtiettlftr type of metlicftl comt3eH:sfttio:a t1tot i:s :aot 
cor1eretl tt:atler the State Pla:a s1tftll be bosetl o:a t1te ollowftble chftrge tt:atler the State 
PlftH: for compar_ftble services or trefttme:at, ftS tletermi:aetl by the Commissio:a. _Each 
hospital subject to the provisions of this subsection shall be reimbursed the amount 
provided for in this subsection unless it has agreed under contract with the i:asttrer or 
ma:aftgetl care orgft:aizfttio:a insurer, managed care organization, employer (or other 
payor obligated to reimburse for inpatient hospital services rendered under this 
Chapter) to accept a different amount or reimbursement methodology. 

Except as otherwise provided herein, payment for medical treatment and services 
rendered to workers' compensation patients by a hospital shall be equal to the 
payment the hospital is authorized to receive for the same treatment or service under 
the State Plan, provided that: 

ill Payment for inpatient hospital inpatient services provided on or 
after July 1, 1997, and on or before December 31, 1997, shall not 
be less than a minimum of ninety percent (90%) nor more than a 
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maximum of one hundred percent (100%) of the hospital's 
itemized charges as shown on the UB-92 claim form. 

ill Payment for inpatient hospital services provided on or after 
January 1, 1998, through and including December 31, 1998, shall 
be not more than a maximum of one hundred percent (100%) of 
the hospital's itemized charges as shown on the UB-92 claim form 
nor less than a minimum percentage of such charges that the 
Commission determines · would have been required to have 
produced an average payment rate equal to ninety-three and one­
tenth percent (93.1%) of aggregate charges for all inpatient claims 
processed by the Commission during the fiscal year ending June 
30, 1997. 

ill Payment for inpatient hospital services provided on or after 
January 1, 1999, shall be not more than a maximum of one 
hundred percent (100%) of the hospital's itemized charges as 
shown on the UB-92 claim form nor less than the minimum 
percentage established annually by the Commission as follows: 
a. Beginning in the third quarter (July, August, and September) 

of 1998, and annually thereafter, the Commission shall review 
data from the State Plan to ascertain the aggregate hospital 
itemized charges and aggregate amounts authorized for 
payment by the State Plan (including payments actually made 
by the State Plan and deductible, coinsurance, or other 
amounts for which the patient/insured may have been liable) 
for inpatient hospital claims paid to participating hospitals by 
the State Plan during the immediately preceding fiscal year 
ending June 30. The Commission shall then utilize the data 
described in the preceding sentence to calculate the extent, if 
any, to which aggregate State Plan authorized payments were 
less than aggregate charges on inpatient hospital claims paid 
by the State Plan during the preceding fiscal year. 

b. Beginning in the third quarter (July, August, and September) 
of 1998. and annually thereafter, the Commission shall 
calculate aggregate hospital itemized charges and aggregate 
payments authorized by the Commission on all inpatient 
hospital workers' compensation claims approved for payment 
by the Commission during the preceding fiscal year ending 
June 30. 

c. Based on the data described in sub-subdivisions a. and b. of 
this subdivision, the Commission shall on or before December 
1, 1998, and December 1 of each subsequent year establish a 
minimum percentage that will result in a payment rate for 
inpatient workers' compensation cases that in the aggregate 
bears a percentage relationship to hospital itemized charges 
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1 that is equal to the State Plan relationship between aggregate 
2 payments authorized and aggregate itemized charges for 
3 claims paid by the State Plan during the preceding fiscal year 
4 ending June 30. The percentage rate established shall be 
5 effective for the next succeeding calendar year beginning 
6 January 1 of that year. 
7 Notwithstanding any other provisions of law, the Commission's determination of 
8 payment rates under this subsection shall: 
9 ill Comply with the procedures for adoption of a fee schedule 

10 established in G.S. 97-26(a): 
11 ill Include publication on or before October 1 of each year of the 
12 proposed payment rate. and a summary of the data and 
13 calculations on which the rate is based; 
14 ill Be subject to the declaratory ruling provisions of G.S. 150B-4; and 
15 @ Be deemed to constitute a final permanent rule under Article 2A 
16 of Chapter 150B for purposes of judicial review under Article 4 of 
17 that Chapter. 
18 Payment for a particular type of medical compensation that is not covered under 
19 the State Plan shall be based on the allowable charge under the State Plan for 
20 comparable services or treatment. as determined by the Commission. 
21 A hospital's itemized charges on the UB-92 claim form for workers' compensation 
22 services shall be the same as itemized charges for like services for all other payers." 
23 Section 2. This act becomes effective June 30, 1997. 
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1997 COMMITTEE REPORT 
HOUSE OF REPRESENTATIVES 

llowing report(s) from standing committee(s) is/are presented: 

-
ByRep. Jerry C. Dockham fortheCommitteeon _____ -=I=N-=-S'"'"U ___ R"'"A'"'"N"""C-=E:;;.._ ______ _ 

Cx1 Committee Substitute for 
1-113. ___ , S.B. ,7, 14 A BILL TO BE ENTITLED AN ACT 
H.J.R. __ , S.J.R. __ A JOINT RESOLUTION 
H.R. __ A HOUSE RESOLUTION 

TO REQUIRE HEALTH AND ACCIDENT INSURANCE POLICIES, HOSPITAL OR MEDICAL 
SERVICE PLANS, HMO PLANS, AND THE TEACHERS' AND STATE EMPLOYEES' COMPREHENSIVE 
MAJOR MEDICAL PLAN, TO PROVIDE COVERAGE FOR RECONSTRUCTIVE BREAST SURGERY 
RESULTING FROM MASTECTOMY. 

--- --------· --···--·---- .. ·-·--·--- ----·-·•·•· -·-·-------··-·---·------ -----·------·---··--------· -·--. 
--With a favorable report. 

__ With a favorable report and recommendation that the bill be re-referred to the Committee on 
( ) Appropriations ( ) Finance ( ) _________ _ 

__ With a favorable report, as amended. 

__ With a favorable report, as amended, and recommendation that the bill be re-referred to the Committee 
on ( ) Appropriations ( ) Finance ( ) ________________ --

ith a favorable report as to committee substitute bill (# __), ( ) which changes the title, unfavorable as to 
original bill (Committee Substitute Bill # __). (and recommendation that the committee substitute bill (# __) 
be re-referred to the Committee on _____________ .) 

_L__ With a favorabl/report as to House committee substitute billiN =:::), (X) which changes the title, unfavorable 
as to Senate committee substitute bi!~ ( and recorrnnendatton. that: the House corrnnittee substitute bill 
be re-referred to the Corrnn1ttee on Appropriations). 

__ And having- received a unanimous vote in committee, is placed on the Consent Calendar. 

__ With an unfavorable report. 

With recommendation that the House concur. 

With recommendation that the House do not concur. 

__ With recommendation that the House do not concur; request conferees. 

With recommendation that the House concur; committee believes bill to be material. 

__ With an unfavorable report, with a Minority Report attached. 

__ Without prejudice. 

__ With an indefinite postponement report . 

• With an indefinite postponement report, with a Minority Report attached. 

__ With recommendation that it be adopted. (HOUSE RESOLUTION ONLY) 

.. 
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1997 COMMITTEE REPORT 
HOUSE OF REPRESENTATIVES 

The following report(s) from standing committee(s) is/are presented: 
By Representative(s) Dockham for the Committee on Insurance. 

D Committee Substitute for 
S.B. 914 A BILL TO BE ENTITLED AN ACT TO REVISE THE REIMBURSEMENT 

METHODOLOGY FOR HOSPITAL CHARGES UNDER WORKERS' COMPENSATION. 

D With a favorable report. 

□ With a favorable report and recommendation that the bill be re-referred to the Committee on 
D Appropriations D Finance D 

□ · With a favorable report, as amended. 

D With a favorable report, as amended, and recommendation that the bill be re-referred to the 
Committee on D Appropriations D Finance D 

tJciw.u 
cgi With a favorable report as to1pommittee substitute bill-(# );-D which changes thc1:itle, 

unfavorable as to original bili (CemmiEtee Suhstitute am# 1,k~u1a--reoommenatttion 
~~m-mittee-substi1iute--i»H-#,...,..,,._,....}be-re-refe~0mmi~ . ) 

D With a favorable report as to House committee substitute bill (# 
the title, unfavorable as to Senate committee substitute bill. 

), D which changes 

D And having received a unanimous vote in committee, is placed on the Consent Calendar. 
(PUBLIC BILLS ONLY) 

D With an unfavorable report. 

D With recommendation that the House concur. 

□ With recommendation that the House do not concur. 

D With recommendation that the House do not concur; request conferees . 

. . □- With.recommendation thafthe House coricur;·commiftee believes· hill fo be rnateriai. - . 

···- _ _._ . ,. □ With an unfa~orable report; with·a Minority Report attached>----~ _ _. -.: ·· · · · · · 

.· .· · ~ ~' _ D. Without -preXudice. · · · · 

D With an indefinite postponement report. 

- -·- -. - - - - --······-

□ With an indefinite postponement report, with a Minority Report attached. 

0 With recommendation that it be adopted. (HOUSE RESOLUTION ONLY) 
4/24/97 
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MINUTES 

HOUSE COMMITTEE ON INSURANCE 

JUNE 16, 1997 

The House Committee on Insurance met in Room 643 of the Legislature Office Building 
on June 26, 1997 at 12:00 Noon. Chairman Dockham, presiding, called the meeting to 
order and welcomed the visitors. (Visitor Registration sheets-Attachment I) 

Members present: Representative Dockham, Allred, Barbee, Brawley, Dedmon, 
Dickson, Hensley, Holmes, Hurley, Ives, Luebke, McComas, Miner, Tallent, 
Wainwright, and Wright. 

Chairman Dockham announced that the agenda would have to be revised due to the time 
constraints that we have and because of the time sensitive nature of the bill, we will have 
to hear House Bill 434-Federal Health Insurance Changes first. Representative Barbee 
made the motion that the proposed committee substitute be before us for consideration. 
The motion passed and was presented to the Committee. Mr. Bill Hale was introduced by 
Chairman Dockham to explain the bill and Linwood Jones, Counsel for the Insurance 
Committee, gave all of the members an explanation of the changes made by the Senate to 
House Bill 434. Mr. Bill Hale referred to Jones' explanation and explained these are only 
technical changes. He went over the changes made to Cobra and the changes made in the 
language which are shown in the attached explanation. (See Attachment II) 

Representative Luebke asked what the "look back" period was. Mr. Hale explained that 
the "look back" period for determining whether a person on an individual policy of 
insurance has a preexisting condition is retained at 1 year. Although the federal law 
shortens the look-back period for group policies to 6 months, it does not require a 6 
month look-back period on individual health insurance policies unless the individual is an 
"eligible individual" as defined in the law. A. provision is added to make clear that the 1-
year look back period only applies to those individuals who are not "elegible" 
individuals. 

Representative Brawley made the motion that the bill be given a favorable report and that 
the Committee concurs with the Senate. Representative Wright made the second and the 
motion was passed. 
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Minutes-Insurance Committee 
June 26, 1997 

The second Bill for discussion was Senate Bill 975. Chairman Dockham welcomed 
Senator Kincaid to the floor and asked him to please explain his bill. Senator Kincaid 
explained that the changes made in the Substitute Bill were technical and should not 
present any reasons for the substitute not to pass. Senator Kincaid explained the bill and 
welcomed questions from the committee members and the audience. He stated that this is 
a non-controversial bill with no opposition; the Insurance Industry favors the bill; and the 
Self-Insured Workman's compensation Guaranty Fund favors the bill. Rep. Tallent made 
a motion that it be voted favorable for Committee Substitute and not favorable for the 
original bill. The motion carried. 

Chairman Dockham called on Senator Kincaid to explain Senate Bill 234-Increase Amts. 
For Insurance Points. The point system in North Carolina has not been up-dated in ten 
years and this bill is to bring the system in line and more current. Under the current law, 
if one car runs into the rear of another car and an ambulance is called the person in the 
rear car gets an automatic 3 points. This will change the law from automatic to being 
able to make a choice in the points given to that driver. Senator Kincaid said he wished 
we would do away with the point system but since it is in place this bill would allow the 
point system to be based upon the severity of the accident. 

Representative Allred asked who establishes the amount of damages done in an accident 
and Senator Kincaid replied that it was not the police officer (who was almost always 
wrong) but that it is based on the amount of claims paid by the Insurance Company. 

Representative Hurley made the motior1 that the Bill be given a favorable report and the 
motion was carried and passed. 

Chairman Dockham pointed out the time was short; however, Senator Odom said his bill 
was straight forward and very simple. This bill refers to sales tax on vitamin supplements 
given by Chiropractors. Representative Allred said that Physicians had to pay sales tax 
on injectibles and he would like to do an amendment to the bill. After further discussion, 
it was determined that this Bill was going to the Finance Committee and that in the 
essence of time, Rep. Allred would add the amendment to the bill when it is in the 
Committee on Finance. Representative Dixon made a motion that the bill be given a 
favorable report. The Bill passed and was referred to the Finance Committee. 

Chairman Dockham, adjourned the meeting at 12:56 p.m. 
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North Carolina General Assembly 
Legislative Services Office 

. Robinson, Director 
strative Division 

Room 5, Legislative Building 
16 W. Jones Street 
Raleigh, NC 27603-5925 
(919) 733-7500 

Gerry F. Cohen, Director 
Bill Drafting Division 
Suite 401, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-6660 

MEMORANDUM 

Thomas L. Covington, Director 
Fiscal Research Division 
Suite 619, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-4910 

June 26, 1997 

TO: House Insurance Committee 

FROM: Linwood Jones, Counsel 

George R. Hall, Legislative Services Officer 
(919) 733-7044 

Donald W. Fulford, Director 
Information Systems Division 
Suite 400, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-6834 

Terrence D. Sullivan, Director 
Research Division 
Suite 545, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5 5 
(919) 733-2578 

RE: Senate Changes to House Bill 434 (Federal Health Insurance) 

The following are the changes made by the Senate to House Bill 434. In my 
opinion, these are all technical changes: 

• "COBRA continuation provision" is defined to also include coverage under a State 
continuation law (see sub-subdivision d.) 

• The reference to "service corporation" in the definition of "health insurer" is changed 
to "hospital or medical" service corporation, making clear that a dental service 
corporation is not considered a "health insurer" (see subdivision (6)). 

• The reference to "providers" in the definition of "network plan" is changed to "health 
care providers" for clarification (see subdivision 13). 

• . Language is added (see sub-subdivision c.) to provide that the time an individual · 
spends on short-term limited duration health insurance (less than 12 months) does 
not count in determining creditable coverage under the portability law. 

• Language is added to exempt self-employed individuals, who currently come under 
our Small Employer Group laws, from the requirement for guaranteed issuance of a 
health insurance policy. The federal law does not require guaranteed availability of 
coverage to self-employed individuals. 

• Unnecessary language concerning high risk health insurance pools is eliminated 
from the bill. North Carolina does not have a high-risk pool. 

· AN EQUAL OPPORTUNITY/AFFIRMATIVE ACTION EMPLOYER 



• Definition of "late enrollee" in the existing small group law is amended in three 
places to make clarifications. 

• The "look-back" period for determining whether a person on an individual policy of 
insurance has a pre-existing condition is retained at 1 year. Although the federal 
law shortens the look-back period for group policies to 6 months, it does not require 
a 6-month look-back period on individual health insurance policies unless the 
individual is an "eligible individual" as defined in the law. A provision is added to 
make clear that the 1-year look back period only applies to those individual who are 
not "eligible" individuals. 

• Language is added to clarify that the limits on preexisting conditions in individual 
health insurance policies do not apply to certain types of "excepted benefits" defined 
under federal law (such as specified disease policies, etc.) 

• A provision is added repealing GS 58-3-173. This statute is no longer necessary 
because it is being replaced by the new conforming provisions in the bill. 

• Provisions were added to make clear that the bill does not override existing State 
law on chemical dependency coverage. 

• Language was added to clarify that individual health insurance coverage does not 
include short-term coverage. 

• Provisions relating to the existing law on preexisting conditions in individual health 
insurance policies and its inapplicability to "eligible individuals" (to whom pre-ex 
clauses do not apply) was relocated in the bill. 

• Grammar and erroneous cross-references were corrected 

90LLJ-0272 



1997 COMMITTEE REPORT 
HOUSE OF REPRESENTATIVES 

The following report(s) from standing committee(s) is/are presented: 
_.By Representative(s) Dockham for the Committee on Insurance. 

?xCommittee Substitute for ~ , 
H.B. 434 A BILL TO BE ENTITLED AN ACT TO CONFORM NORTH CAROLINA 

HEAL TH INSURANCE LAWS TO RECENTLY ENACTED FEDERAL LAWS 
CONCERNING HEALTH INSURANCE UNDERWRITING AND PORTABILITY, 
MATERNITY COVERAGE, AND COVERAGE FOR MENTAL ILLNESS. 

D With a favorable report. 

D With a favorable report and recommendation that the bill be re-referred to the Committee on 
D Appropriations D Finance D 

D With a favorable report, as amended. 

D With a favorable report, as amended, and recommendation that the bill be re-referred to the 
Committee on D Appropriations D Finance D 

D With a favorable report as to committee substitute bill (# ), D which changes the title, 
unfavorable as to original bill (Comµiittee Substitute Bill# ), (and recommendation 
that the committee substitute bill# ) be re-referred to the Committee on .) 

D With a favorable report as to House committee substitute bill(# 
the title, unfavorable as to Senate committee substitute bill. 

), D which changes 

D And having received a unanimous vote in committee, is placed on the Consent Calendar. 
(PUBLIC BILLS ONLY) 

D With an unfavorable report. 

X With recommendation that the House concur. 

D With recommendation that the House do not concur. 

D With recommendation that the House do not concur; request conferees. 

D With recommendation that the House concur; committee believes bill to be material. 

D With an unfavorable report, with a Minority Report attached. 

D Without prejudice. 

D With an indefinite postponement report. 

D With an indefinite postponement report, with a Minority Report attached. 

0 With recommendation that it be adopted. (HOUSE RESOLUTION ONLY) 
4/24/97 
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GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1997 

HOUSE BILL 434 
, Committee Substitute Favorable 4/24/97 
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Senate Pensions & Retirement and Insurance Committee Substitute Adopted 6/12/97 
Fourth Edition Engrossed 6/19/97 

Short Title: Federal Health Insurance Changes/AB. (Public) 

Sponsors: 

Referred to: 

March 10, 1997 

1 A BILL TO BE ENTITLED 
2 ,AN ACT TO CONFORM NORTH CAROLINA HEALTH INSURANCE LAWS 
3 TO RECENTLY ENACTED FEDERAL LAWS CONCERNING HEALTH 
4 INSURANCE UNDERWRITING AND PORTABILITY, MATERNITY 
5 COVERAGE, AND COVERAGE FOR MENTAL ILLNESS. 
6 The General Assembly of North Carolina enacts: 
7 Section 1. Article 68 of Chapter 58 of the General Statutes is amended as 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 

follows: 
(a) By repealing G.S. 58-68-1, 58-68-5, 58-68-10, 58-68-15, and 58-68-20. 
(b) By rewriting the Article heading to read: 

"North Ca:rohaa: Hea:lth lasttra:aee Trnst Commissioa. 
Health Insurance Portability and Accountability." 

( c) By adding the following Part A and Part B: 
"Part A. Group Market Reforms. 

"Subpart 1. Portability, Access, and Renewability Requirements. 
"§ 58-68-25. Definitions; excepted benefits; employer size rule. 

(a) Definitions. -- In addition to other definitions throughout this Article, the 
following definitions and their cognates apply in this Article: 

ill 'Bona fide association'. -- With respect to health insurance 
coverage offered in this State, an association that: 
a. Has been actively in existence for at least five years . 
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ill 

ill 

ill 

ill 

ill 

b. Has been formed and maintained in good faith for purposes 
other than obtaining insurance. 

c. Does not condition membership in the association on any 
health status-related factor relating to an individual 
(including an employee of an employer or a dependent of 
an employee). 

d. Makes health insurance coverage offered through the 
association available to all members regardless of any health 
status-related factor relating to the members (or individuals 
eligible for coverage through a member). 

e. Does not make health insurance coverage offered through 
the association available other than in connection with a 
member of the association. 

f. Meets the additional reguirements as may be imposed under 
State law. 

'COBRA continuation provision'. -- Any of the following: 
a. Section 4980B of the Internal Revenue Code of 1986, other 

than subdivision (0(1) of the section insofar as it relates to 
pediatric vaccines. 

b. Part 6 of subtitle B of title I of the Employee Retirement 
Income Security Act of 1974, other than section 609 of the 
Act. 

c. Title XXII of the Public Health Service Act (42 U.S.C.S. § 
300bb, et seg.,) as reguirements for certain group health 
plans for certain State and local employees. 

d. Article 53 of this Chapter or the health insurance 
continuation law of another state. 

'Employee'. -- The meaning given the term under section 3(6) of 
the Employee Retirement Income Security Act of 1974. 
'Employer'. -- The meaning given the term under section 3(5) of 
the Employee Retirement Income Security Act of 1974, except that 
the term shall include only employers of two or more employees. 
'Health insurance coverage' or 'coverage' or 'health insurance 
plan' or 'plan'. -- Benefits consisting of medical care, provided 
directly through insurance or otherwise and including items and 
services paid for as medical care, under any accident and health 
insurance policy or certificate, hospital or medical service plan 
contract, or health maintenance organization contract, written by a 
health insurer. 
'Health insurer'. -- An insurance company subject to this Chapter, 
a hospital or medical service corporation subject to Article 65 of 
this Chapter, a health maintenance organization subject to Article 
67 of this Chapter, or a multiple employer welfare arrangement 

House Bill 434 

• 
t 

• 

• 



• 

• 

• 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 

GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1997 

ill 
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ill 

ilill 

illl 
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subject to Article 49 of this Chapter, that offers and issues health 
insurance coverage. 
'Health status-related factor'. -- Any of the factors described in 
G.S. 58-68-35(a)(l). 
'Individual health insurance coverage'. -- Health msurance 
coverage offered to individuals in the individual market, but not 
short-term limited duration insurance. 
'Individual market'. -- The market for health insurance coverage 
offered to individuals. 
'Large employer'. -- An employer who employed an average of at 
least 51 employees on business days during the preceding calendar 
year and who employs at least two employees on the first day of 
the health insurance plan year. 
'Large group market'. -- The health insurance market under which 
individuals obtain health insurance coverage, directly or through 
any arrangement, on behalf of themselves and their dependents 
through a group health insurance plan maintained by a large 
employer. 
'Medical care'. -- Amounts paid for: 
a. The diagnosis, cure, mitigation, treatment, or prevention of 

disease, or amounts paid for the purpose of affecting any 
structure or function of the body. 

b. Amounts paid for transportation primarily for and essential 
to medical care referred to in sub-subdivision a. of this 
subdivision. 

c. Amounts paid for insurance covering medkal care referred 
to in sub-subdivisions a. and b. of this subdivision. 

'Network plan'. -- Health insurance coverage of a health insurer 
under which the financing and delivery of medical care (including 
items and services paid for as medical care) are provided, in whole 
or in part, through a defined set of health care providers under 
contract with the health insurer. 
'Participant'. -- The meaning given the term under section 3(7) of 
the Employee Retirement Income Security Act of 1974. 
'Placed for adoption'. -- The assumption and retention by a person 
of a legal obligation for total or partial support of a child in 
anticipation of adoption of the child. The child's placement with 
the person terminates upon the termination of the legal obligation. 
'Small employer'. -- The meaning given to the term in G.S. 58-50-
110(22). 
'Small group market'. -- The health insurance market under which 
individuals obtain health insurance coverage, directly or through 
any arrangement, on behalf of themselves and their dependents 
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through a group health insurance plan maintained by a small 
employer. 

(b) Excepted Benefits. -- For the purposes of this Article, 'excepted benefits' 
means benefits under one or more or any combination of the following: 

ill Benefits not subject to reguirements. --
a. Coverage only for accident or disability income insurance or 

any combination of these. 
b. Coverage issued as a supplement to liability insurance. 
c. Liability insurance, including general liability insurance and 

automobile liability insurance. 
d. Workers' compensation or similar insurance. 
e. Automobile medical payment insurance. 
f.. Credit-only insurance. 
g.. Coverage for on-site medical clinics. 
h. Other similar insurance coverage, specified in federal 

regulations, under which benefits for medical care are 
secondary or incidental to other insurance benefits. 

ill Benefits not subject to reguirements if offered separately. --
a. Limited scope dental or vision benefits. 
b. Benefits for long-term care, nursing care, home health care, 

community-based care, or any combination of these. 
c. The other similar, limited benefits as are specified in federal 

regulations. 
ill Benefits not subject to reguirements if offered as independent. 

noncoordinated benefits. --
a. Coverage only for a specified disease or illness. 
b. Hospital indemnity or other fixed indemnity insurance. 

ill Benefits not subject to reguirements if offered as separate 
insurance policy. -- Medicare supplemental health insurance (as 
defined under section 1882(g)(l) of the Social Security Act), 
coverage supplemental to the coverage provided under· chapter 55 
of title 10, United States Code, and similar supplemental coverage 
provided to coverage under a group health insurance plan. 

(c) Application of certain rules in determination of employer size. -- For the 
purposes of this Article: 
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ill Application of aggregation rule for employers. -- All persons 
treated as a single employer under subsection (b), (c), (m), or (o) 
of section 414 of the Internal Revenue Code of 1986 shall be 
treated as one employer. 

ill Employers not in existence in preceding year. -- In the case of an 
employer that was not in existence throughout the preceding 
calendar year, the determination of whether the employer is a 
small or large employer shall be based on the average number of 
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employees that it is reasonably expected the employer will employ 
on business days in the current calendar year. 

ill 

"§ 58-68-30. 

Predecessors. -- Any reference in this subsection to an employer 
shall include a reference to any predecessor of the employer. 

Increased portability through limitation on preexisting condition 
exclusions. 

(a) Limitation on Preexisting Condition Exclusion Period: Crediting for Periods of 
Previous Coverage. -- Subject to subsection (d) of this section, a group health insurer 
may, with respect to a participant or beneficiary, impose a preexisting condition 
exclusion only if: · 

ill The exclusion relates to a condition, whether physical or mental, 
regardless of the cause of the condition, for which medical advice, 
diagnosis, care, or treatment was recommended or received within 
the six-month period ending on the enrollment date. 

ill The exclusion extends for a period of not more than 12 months, or 
18 months in the case of a late enrollee, after the enrollment date. 

ill The period of any preexisting condition exclusion is reduced by 
the aggregate of the periods of creditable coverage, if any, 
applicable to the participant or beneficiary as of the enrollment 
date. 

(b) Definitions. -- For the purposes of this Part: 
ill Preexisting condition exclusion. --

a. In general. -- 'Preexisting condition exclusion' means, with 
respect to coverage, a limitation or exclusion of benefits 
relating to a condition based on the fact that the condition 
was present before the date of enrollment for the coverage, 
whether or not any medical advice, diagnosis, care. or 
treatment was recommended or received before the date. 

b. Treatment of genetic information. -- Genetic information 
shall not be treated as a condition described in subdivision 
(a)(l) of this subsection in the absence of a diagnosis of the 
condition related to the information. 

ill Enrollment date. -- With respect to an individual covered under a 
group health insurance plan, the date of enrollment of the 
individual in the coverage or, if earlier, the first day of the waiting 
period for the enrollment. 

ill Late enrollee. -- With respect to coverage under a group health 
insurance plan, a participant or beneficiary who enrolls under the 
plan other than during: 

House Bill 434 

a. The first period in which the individual is eligible to enroll 
under the plan, or 

b. A special enrollment period under subsection (f) of this 
section . 
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ill Waiting period. -- With respect to a group health insurance plan 
and an individual who is a potential participant or beneficiary in 
the plan, the period that must pass with respect to the individual 
before the individual is eligible to be covered for benefits under 
the terms of the plan. 

(c) Rules Relating to Crediting Previous Coverage. --

Page 6 

ill Creditable coverage defined. -- For the purposes of this Article, 
'creditable coverage' means, with respect to an individual, 
coverage of the individual under any of the following: 
a. A self-funded employer group health plan under the 

Employee Retirement Income Security Act of 1974. 
b. Group or individual health insurance coverage. 
c. Part A or part B of title XVIII of the Social Security Act. 
d. Title XIX of the Social Security Act, other than coverage 

consisting solely of benefits under section 1928. 
e. Chapter 55 of title 10, United States Code. 
f.. A medical care program of the Indian Health Service or of a 

tribal organization. 
g.. A State health benefits risk pool. 
h. A health plan offered under chapter 89 of title 5, United 

States Code. 
L. A public health plan (as defined in federal regulations). 
L. A health benefit plan under section 5(e) of the Peace Corps 

Act (22 U.S.C. § 2504(e)). 
'Creditable coverage' does not include coverage consisting solely 
of coverage of excepted benefits. 

ill Not counting periods before significant breaks in coverage. --
a. In general. -- A period of creditable coverage shall not be 

counted, with respect to enrollment of an individual under a 
group health insurance plan, if. after the period and before 
the enrollment date, there was a 63-day period during all of 
which the individual was not covered under any creditable 
coverage. 

b. Waiting period not treated as a break in coverage. -- For the 
purposes of sub-subdivision a. of this subdivision and 
subdivision (d)( 4) of this subsection, any period that an 
individual is in a waiting period for any coverage under a 
group health insurance plan or is in an affiliation period 
shall not be taken into account in determining the 
continuous period under sub-subdivision a. of this 
subdivision. 

c. Time spent on short term limited duration health insurance 
not treated as a break in coverage. -- For the purposes of 
sub-subdivision a. of this subdivision, any period that an 
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(d) 

individual is enrolled on a short term limited duration 
health insurance policy shall not be taken into account in 
determining the continuous period under sub-subdivision. a. 
of this subdivision so long as the period of time spent on the 
short term limited duration health insurance policy or 
policies does not exceed 12 months. 

ill Method of crediting coverage. --
a. Standard method. -- Except as otherwise provided under 

sub-subdivision b. of this subdivision for the purposes of 
applying subdivision (a)(3) of this subsection, a group health 
insurer shall count a period of creditable coverage without 
regard to the specific benefits covered during the period. 

b. Election of alternative method. -- A group health insurer 
may elect to apply subdivision (a)(3) of this subsection based 
on coverage of benefits within each of several classes or 
categories of benefits specified in federal regulations rather 
than as provided under sub-subdivision a. of this 
subdivision. This election shall be made on a uniform basis 
for all participants and beneficiaries. Under this election a · 
group health insurer shall count a period of creditable 
coverage with respect to any class or category of benefits if 
any level of benefits is covered within the class or category. 

c. Health insurer notice. -- In the case of an election under 
sub-subdivision b. of this subdivision with respect to health 
insurance coverage in the small or large group market, the 
health insurer: (i) shall prominently state in any disclosure 
statements concerning the coverage, and to each employer 
at the time of the offer or sale of the coverage, that the 
health insurer has made the election, and (ii) shall include 
in the statements a description of the effect of the election. 

ill. Establishment of period. -- Periods of creditable coverage for an 
individual shall be established through presentation of certifications 
described in subsection (e) of this section or in another manner 
that is specified in federal regulations. 

Exceptions. --
ill Exclusion not applicable to certain newborns. -- Subject to 

subdivision ( 4) of this subsection, a group health insurer shall not 
impose any preexisting condition exclusion in the case of an 
individual who, as of the last day of the 30-day period beginning 
with the individual's date of birth, is covered under creditable 
coverage. 

ill Exclusion not applicable to certain adopted children. -- Subject to 
subdivision ( 4) of this subsection, a group health insurer shall not 
impose any preexisting condition exclusion in the case of a child 
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who is adopted or placed for adoption before attaining 18 years of 
age and who, as of the last day of the 30-day period beginning on 
the date of the adoption or placement for adoption, is covered 
under creditable coverage. The previous sentence does not apply 
to coverage before the date of the adoption or placement for 
adoption. 

ill Exclusion not applicable to pregnancy. -- A group health insurer 
shall not impose any preexisting condition exclusion relating to 
pregnancy as a preexisting condition. 

ill Loss if break in coverage. -- Subdivisions (1) and (2) of this 
subsection shall no longer apply to an individual after the end of 
the first 63-day period during all of which the individual was not 
covered under any creditable coverage. 

(e) Certifications and Disclosure of Coverage. --
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ill Requirement for certification of period of creditable coverage. --
a. In general. -- A group health insurer shall provide the 

certification described m sub-subdivision b. of this 
subdivision: (i) at the time an individual ceases to be 
covered under the plan or otherwise becomes covered under 
a COBRA continuation provision, (ii) in the case of an 
individual becoming covered under a COBRA continuation 
provision, at the time the individual ceases to be covered 
under the COBRA continuation provision, and (iii) on the 
request on behalf of an individual made not later than 24 
months after the date of cessation of the coverage described 
in clause (i) or (ii) of this sub-subdivision, whichever is later. 

The certification under clause (i) of this sub-subdivision may be 
provided, to the extent practicable, at a time consistent with 
notices required under any applicable COBRA continuation 
provision. 
b. Certification. -- The certification described in this sub­

subdivision is a written certification of: (i) the period of 
creditable coverage of the individual under the plan and 
any coverage under the COBRA continuation provision, and 
(ii) any waiting period and affiliation period, if applicable, 
imposed with respect to the individual for any coverage 
under the plan. 

al Disclosure of information on previous benefits. -- In the case of an 
election described in sub-subdivision (c)(3)b. of this subsection by 
a group health insurer, if the health insurer enrolls an individual 
for coverage under the plan and the individual provides a 
certification of coverage of the individual under subdivision (1) of 
this subsection: 
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a. Upon request of the health insurer, the entity that issued the 
certification provided by the individual shall promptly 
disclose to the requesting plan or health insurer information 
on coverage of classes and categories of health benefits 
available under the entity's coverage. 

b. The entity may charge the requesting plan or health insurer 
for the reasonable cost of disclosing the information. 

(0 Special Enrollment Periods. --
ill Individuals losing other coverage. -- A group health insurer shall 

permit an employee who is eligible, but not enrolled, for coverage 
under the terms of the plan (or a dependent of the employee if the 
dependent is eligible, but not enrolled, for coverage under the 
terms) to enroll for coverage under the terms of the plan if each 
of the following conditions is met: 
a. The employee or dependent was covered under an ERISA 

group health plan or had health insurance coverage at the 
time coverage was previously offered to the employee or 
dependent. 

b. The employee stated in writing at the time that coverage 
under the group health plan or health insurance coverage 
was the reason for declining enrollment, but only if the 
health insurer required the statement at the time and 
provided the employee with notice of the requirement and 
the consequences of the requirement at the time. 

c. The employee's or dependent's coverage described in sub­
subdivision a.: (i) was under a COBRA continuation 
provision and the coverage under the provision was 
exhausted: (ii) was not under that provision and either the 
coverage was terminated because of loss of eligibility for the 
coverage, including legal separation, divorce, death. 
termination of employment, or reduction in the number of 
hours of employment: or (iii) employer contributions toward 
the coverage were terminated. 

d. Under the terms of the plan, the employee requests the 
enrollment not later than 30 days after the date of 
exhaustion of coverage described in sub-subdivision c.(i) of 
this subdivision or termination of coverage or employer 
contribution described in sub-subdivision c.(ii) of this 
subdivision. 

ill For dependent beneficiaries. --

House Bill 434 

a. In general. -- If: (i) a group health insurance plan makes 
coverage available with respect to a dependent of an 
individual, (ii) the individual is a participant under the plan 
(or has met any waiting period applicable to becoming a 
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participant under the plan and is eligible to be enrolled 
under the plan but for a failure to enroll during a previous 
enrollment period). and (iii) a person becomes the 
dependent of the individual through marriage, birth. or 
adoption or placement for adoption, 

The plan shall provide for a dependent special enrollment period 
described in sub-subdivision b. of this subdivision during which the 
person (or, if not otherwise enrolled, the individual) may be 
enrolled under the plan as a dependent of the individual, and in 
the case of the birth or adoption of a child, the spouse of the 
individual may be enrolled as a dependent of the individual if the 
spouse is otherwise eligible for coverage. 
b. Dependent special enrollment period. -- A dependent 

special enrollment period under this sub-subdivision shall be 
a period of not less than 30 days and shall begin on the later 
of: (i) the date dependent coverage is made available, or (ii) 
the date of the marriage, birth, or adoption or placement for 
adoption described in sub-subdivision a.(iii) of this 
subdivision. 
No waiting period. -- If an individual seeks to enroll a 
dependent during the first 30 days of the dependent's special 
enrollment period, the coverage of the dependent shall 
become effective: (i) in the case of marriage, not later than 
the first day of the first month beginning after the date the 
completed request for enrollment is received: (ii) in the case 
of a dependent's birth, as of the date of the birth: or (iii) in 
the case of a dependent's adoption or placement for 
adoption, the date of the adoption or placement for 
adoption. 

(g) Use of Affiliation Period by HMO as Alternative to Preexisting Condition 
Exclusion. --
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ill In general. -- A health maintenance organization that does not 
impose any preexisting condition exclusion allowed under 
subsection (a) of this section with respect to any particular 
coverage option may impose an affiliation period for the coverage 
option, but only if: 
a. The period is applied uniformly without regard to any 

health status-related factors. 
b. The period does not exceed two months (or three months in 

the case of a late enrollee). 
ill Affiliation period. --

a. Defined. -- For the purposes of this Subpart, 'affiliation 
period' means a period that, under the terms of the health 
insurance coverage offered by the health maintenance 
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ill 

organization, must ex.:pire before the health insurance 
coverage becomes effective. The health maintenance 
organization is not required to provide health care services 
or benefits during the period and no premium shall be 
charged to the participant or beneficiary for any coverage 
during the period. 
Beginning. -- The period shall begin on the enrollment date. 
Runs concurrently with waiting periods. -- An affiliation 
period under a plan shall run concurrently with any waiting 
period under the plan. 

Alternative methods. -- A health maintenance organization 
described in subdivision (1) of this subsection may use alternative 
methods, as approved by the Commissioner, from those described 
in that subdivision, to address adverse selection. 

15 11 § 58-68-35. Prohibiting discrimination against individual participants and 
16 beneficiaries based on health status. 
17 (a) In Eligibility To Enroll. --
18 ill In general. -- Subject to subdivision (2) of this subsection, a group 
19 health insurer shall not establish rules for eligibility, including 
20 continued eligibility, of any individual to enroll under the terms of 
21 the health insurer's plan based on any of the following health 
22 status-related factors in relation to the individual or a dependent of 
23 the individual: 
24 a. Health status. 
25 b. Medical condition (including both physical and mental 
26 illnesses). 
27 c. Claims experience. 
28 d. Receipt of health care. 
29 e. Medical history. 
30 f:. Genetic information. 
31 g., Evidence of insurability (including conditions arising out of 
32 acts of domestic violence). 
33 h. Disability. 
34 ill No application to benefits or exclusions: -- To the extent consistent 
35 with G .S. 58-68-30, subdivision (1) of this subsection shall not be 
36 construed: 
37 a. To require a group health insurance plan to provide 
38 particular benefits other than those provided under the 
39 terms of the plan, or 
40 b. To prevent the plan from establishing limitations or 
41 restrictions on the amount, level, extent, or nature of the 
42 benefits or coverage for similarly situated individuals 
43 enrolled in the plan . 
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ill Construction. -- For the purposes of subdivision (1) of this 
subsection. rules for eligibility to enroll under a plan include rules 
defining any applicable waiting periods for the enrollment. 

(b) In Premium Contributions. --
ill In general. -- A group health insurance plan shall not require any 

individual (as a condition of enrollment or continued enrollment 
under the plan) to pay a premium or contribution that is greater 
than the premium or contribution for a similarly situated 
individual enrolled in the plan on the basis of any health status­
related factor in relation to the individual or to an individual 
enrolled under the plan as a dependent of individual. 

ill Construction. -- Nothing in subdivision (1) of this subsection shall 
be construed: . 
a. To restrict the amount that an employer may be charged for 

coverage under a group health insurance plan; or 
b. To prevent a group health insurer from establishing 

premium discounts or modifying otherwise applicable 
copayments or deductibles in return for adherence to 
programs of health promotion and disease prevention. 

"Subpart 2. Health Insurance Availability and Renewability. 
"§ 58-68-40. Guaranteed availability of coverage for employers in the small group 
market. 

(a) Issuance of Coverage in the Small Group Market. --
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ill In general. -- Subject to subsections (c) through (0 of this section, 
each health insurer that offers health insurance coverage in the 
small group market in this State: 
a. Must accept every small employer that applies for the 

coverage; and 
b. Must accept for enrollment under the coverage every 

eligible individual who applies for enrollment during the 
period in which the individual first becomes eligible to 
enroll under the terms of the group health insurance plan 
and shall not place any restriction that is inconsistent with 
G.S. 58-68-35 on an eligible individual being a participant or 
beneficiary. 

ill Eligible individual defined. -- For the purposes of this section. 
'eligible individual' means, with respect to a health insurer that 
offers health insurance coverage to a small employer in the small 
group market, such an individual in relation to the employer as 
shall be determined: 
a. In accordance with the terms of the plan, 
b. As provided by the health insurer under rules of the health 

insurer that are uniformly applicable in this State to small 
employers in the small group market. and 

House Bill 434 

• 

• 

• 



• 

• 

• 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 

GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1997 

c. In accordance with all applicable State laws governing the 
health insurer and the market. 

(b) Special Rules for Network Plans. --
ill In general. -- In the case of a health msurer that offers health 

insurance coverage in the small group market through a network 
plan, the health insurer may: 
a. Limit the employers that may apply for coverage to those 

with eligible individuals who live, work, or reside in the 
service area for the network plan: and 

b. Within the service area of the network plan, deny coverage 
to the employers if the health insurer has demonstrated to 
the Commissioner that: (i) it will not have the capacity to 
deliver services adeguately to enrollees of any additional 
groups because of its obligations to existing group contract 
holders and enrollees, and (ii) it is applying this subdivision 
uniformly to all employers without regard to the claims 
experience of those employers and their employees (and 
their dependents) or any health status-related factor relating 
to the employees and dependents. 

ill 180-day suspension upon denial of coverage. -- A health insurer, 
upon denying health insurance coverage in any service area in 
accordance with sub-subdivision (l)b. of this subsection, shall not 
offer coverage in the small group market within the service area 
for a period of 180 days after the date the coverage is denied. 

(c) Application of Financial Capacity Limits. --
ill In general. -- A health insurer may deny health insurance ·coverage 

in the small group market if the health insurer has demonstrated to 
the Commissioner that: 
a. It does not have the financial reserves necessary to 

underwrite additional coverage: and 
b. It is applying this subdivision uniformly to all employers in 

the small group market in the State consistent with this 
Chapter and without regard to the claims experience of 
those employers and their employees (and their dependents) 
or any health status-related factor relating to the employees 
and dependents. 

ill 180-day suspension upon denial of coverage. -- A health insurer 
upon denying health insurance coverage in accordance with 
subdivision (1) of this subsection shall not offer coverage in the 
small group market in the State for a period of 180 days after the 
date the coverage is denied or until the health insurer has 
demonstrated to the Commissioner that the health insurer has 
sufficient financial reserves to underwrite additional coverage, 
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whichever is later. The Commissioner may apply this subsection on 
a service-area-specific basis. 

(d) Exception to Requirement for Failure to Meet Certain Minimum Participation 
or Contribution Rules. --

ill In general. -- Subsection (a) of this section does not preclude a 
health insurer from establishing employer contribution rules or 
group participation rules for the offering of health insurance 
coverage in connection with a group health insurance plan in the 
small group market, as allowed under this Chapter. 

ill Rules defined. -- For the purposes of subdivision (1) of this 
subsection: 

b. 

'Employer contribution rule' means a requirement relating 
to the minimum level or amount of employer contribution 
toward the premium for enrollment of participants and 
beneficiaries; and 
'Group participation rule' means a requirement relating to 
the minimum number of participants or beneficiaries that 
must be enrolled in relation to a specified percentage or 
number of eligible individuals or employees of an employer. 

(e) Exception for Coverage Offered Only to Bona Fide Association Members. -­
Subsection (a) of this section does not apply to: 

ill Health insurance coverage offered by a health insurer if the 
coverage is made available in the small group market only through 
one or more bona fide associations. 

ill A self-employed individual as defined in G.S. 58-50-110(21a). 
"§ 58-68-45. Guaranteed renewability of coverage for employers in the group market. 

(a) In General. -- Except as provided in this section, if a health insurer offers 
health insurance coverage in the small or large group market, the health insurer must 
renew or continue in force the coverage at the option of the employer. 

(b) General Exceptions. -- A health insurer may nonrenew or discontinue health 
insurance coverage in the small or large group market based only on one or more of 
the following: 

ill 

ill 

ill 

Page 14 

Nonpayment of premiums. -- The policyholder has failed to pay 
premiums or contributions in accordance with the terms of the 
health insurance coverage or the health insurer has not received 
timely premium payments. 
Fraud. -- The policyholder has performed an act or practice that 
constitutes fraud or made an intentional misrepresentation of 
material fact under the terms of the coverage. 
Violation of participation or contribution rules. -- The policyholder 
has failed to comply with a material plan provision relating to 
employer contribution or group participation rules, as permitted 
under G.S. 58-68-40(e) in the case of the small group market or 
pursuant to this Chapter in the case of the large group market. 
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(41 Termination of coverage. -- The health insurer is ceasing to offer 
coverage in the market in accordance with subsection (c) of this 
section and this Chapter. 

ill Movement outside service area. -- In the case of a health insurer 
that offers health insurance coverage in the market through a 
network plan, there is no longer any enrollee in connection with 
the network plan who lives, resides, or works in the service area of 
the health insurer or in the area for which the health insurer is 
authorized to do business and, in the case of the small group 
market, the health insurer would deny enrollment with respect to 
the network plan under G .S. 58-68-40(c)(l)a. 

(fil Association membership ceases. -- In the case of health insurance 
coverage that is made available in the small or large group market 
only through one or more bona fide associations, the membership 
of an employer in the association, on the basis of which the 
coverage is provided, ceases but only if the coverage is terminated 
under this subdivision uniformly without regard to any health 
status-related factor relating to any covered individual. 

(c) Reguirements for Uniform Termination of Coverage. --
ill Particular type of coverage not offered. -- In any case in which a 

health insurer decides to discontinue offering a particular type of 
group health insurance coverage offered in the small or large 
group market, coverage of the type may be discontinued by the 
health insurer in accordance with this Chapter in the market only 
if: 
a. The health insurer provides notice to each policyholder 

provided coverage of this type in the market and to the 
participants and beneficiaries covered under the coverage of 
the discontinuation at least 90 days before the date of the 
discontinuation of the coverage: 

b. The health insurer offers to each policyholder provided 
coverage of this type in the market the option to purchase 
all, or in the case of the large group market. any other 
health insurance coverage currently being offered by the 
health insurer to a &roup health insurance plan in the 
market: and 

c. In exercising the option to discontinue coverage of this type 
and in offering the option of coverage under sub-subdivision 
b. of this subdivision, the health insurer acts uniformly 
without regard to the claims experience of those sponsors or 
any health status-related factor relating to any participants 
or beneficiaries covered or new participants or beneficiaries 
who may become eligible for the coverage. 

ill Discontinuance of all coverage. --
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1 a. In general. -- In any case in which a health insurer elects to 
2 discontinue offering all health insurance coverage in the 
3 small group market or the large group market. or both 
4 markets. in this State, health insurance coverage may be 
5 discontinued by the health insurer only in accordance with 
6 this Chapter and if: (i) the health insurer provides notice to 
7 the Commissioner and to each policyholder and to the 
8 participants and beneficiaries covered under the coverage of 
9 the discontinuation at least 180 days before the date of the 

10 discontinuation of the coverage: and (ii) all health insurance 
11 issued or delivered for issuance in this State in the market 
12 or markets are discontinued and coverage under the health 
13 insurance coverage in the market or markets is not renewed. 
14 b. Prohibition on market reentry. -- In the case of a 
15 discontinuation under sub-subdivision a. of this subdivision 
16 in a market. the health insurer shall not provide for the 
17 issuance of any health insurance coverage in that market in 
18 this State during the five-year period beginning on the date 
19 of the discontinuation of the last health insurance coverage 
20 not so renewed. 
21 (d) Exception for Uniform Modification of Coverage. -- At the time of coverage 
22 renewal, a health insurer may modify the health insurance coverage for a product 
23 offered to a group health insurance plan: 
24 ill In the large group market: or 
25 ill In the small group market if, for coverage that is available in the 
26 market other than only through one or more bona fide 
27 associations, the modification is consistent with this Chapter and 
28 effective on a uniform basis among group health insurance plans 
29 with that product. 
30 (e) Application to Coverage Offered Only Through Associations. -- In applying 
31 this section in the case of health insurance coverage that is made available by a 
32 health insurer in the small or large group market to employers only through one or 
33 more associations, a reference to 'policyholder' is deemed, with respect to coverage 
34 provided to an employer member of the association. to include a reference to the 
35 employer. 
36 "§ 58-68-50. Disclosure of information. 
37 (a) Disclosure of Information by Health Insurers. -- In connection with the offering 
38 of any health insurance coverage to a small employer, a health insurer: 
39 ill Shall make a reasonable disclosure to the employer, as part of its 
40 solicitation and sales materials. of the availability of information 
41 described in subsection (b) of this section, and 
42 ill Shall upon request of the small employer, provide the information. 
43 (b) Information Described. --
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ill 

ill 

In general. -- Subject to subdivision (3) of this subsection, with 
respect to a health insurer offering health insurance coverage to a 
small employer, information described in this subsection is 
information concerning: 
a. The provisions of the coverage concerning the health 

insurer's right to change premium rates and the factors that 
may affect changes in premium rates: 

d. 

The provisions of the coverage relating to renewability of 
coverage: 
The provisions of the coverage relating to any preexisting 
condition exclusion: and 
The benefits and premiums available under all health 
insurance coverage for which the employer is qualified. 

Form of information. -- Information under this subsection shall be 
15 provided to small employers in a manner determined to be 
16 understandable by the average small employer, and shall be 
17 sufficient to reasonably inform small employers of their rights and 
18 obligations under the health insurance coverage. 
19 ill Exception. -- A health insurer is not required under this section to 
20 disclose any information that is proprietary and trade secret 
21 information under applicable law. 
22 "Subpart 3. Exclusion of Plans . 
23 11 § 58-68-55. Exclusion of certain plans. 
24 (a) Exception for Certain Benefits. -- The requirements of Subparts 1 and 2 of this 
25 Part do not apply to any group health insurance coverage in relation to its provision 
26 of excepted benefits described in G.S. 58-68-25(b)(l). 
27 (b) Exception for Certain Benefits if Certain Conditions Met. --
28 ill Limited, excepted benefits. -- The reg_uirements of Subparts 1 and 
29 2 of this Part do not apply to any group health insurance plan in 
30 relation to its provision of excepted benefits described in G .S. 58-
31 68-25(b)(2) if the benefits: 
32 a. Are provided under a separate policy, certificate. or contract 
33 . of insurance: or 
34 b. Are otherwise not an integral part of the plan. 
35 ill Noncoordinated, excepted benefits. -- The reg_uirements of 
36 Subparts 1 and 2 of this Part do not apply to any group health 
37 insurance plan in relation to its provision of excepted benefits 
38 described in G.S. 58-68-25(b)(3) if all of the following conditions 
39 
40 
41 
42 
43 
44 
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are met: 
a. The benefits are provided under a separate policy, 

b. 
certificate, or contract of insurance. 
There is no coordination between the prov1S1on of the 
benefits and any exclusion of benefits under any group 
health insurance plan maintained by the same policyholder. 
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1 c. The benefits are paid with respect to an event without 
2 regard to whether benefits are provided with respect to that 
3 event under any group health insurance plan maintained by 
4 the same policyholder. 
5 ill Supplemental, excepted benefits. -- The reg_uirements of this Part 
6 do not apply to any group health insurance plan in relation to its 
7 provision of excepted benefits described in G.S. 58-68-25(b)( 4) if 
8 the benefits are provided under a separate policy, certificate, or 
9 contract of insurance. 

10 "Part B -- Individual Market Reforms. 
11 "§ 58-68-60. Guaranteed availability of individual health insurance coverage to 
12 certain individuals with prior group coverage. 
13 (a) Guaranteed Availability. --
14 ill In general. -- Subject to the succeeding subsections of this section, 
15 each health insurer that offers health insurance coverage in the 
16 individual market in this State shall not, with respect to an eligible 
17 individual desiring to enroll in individual health insurance 
18 coverage: 
19 a. Decline to offer the coverage to, or deny enrollment of, the 
20 individual: or 
21 b. Impose any preexisting condition exclusion with respect to 
22 the coverage. 
23 (b) Eligible Individual Defined. -- In this Part, 'eligible individual' means an 
24 individual: 
25 illfil For whom, as of the date on which the individual seeks coverage 
26 under this section, the aggregate of the periods of creditable 
27 coverage is 18 or more months and (ii) whose most recent prior 
28 creditable coverage was under an ERISA group health plan, 
29 governmental plan, or church plan (or health insurance coverage 
30 offered in connection with any such plan): 
31 ill Who is not eligible for coverage under (i) an ERISA group health 
32 plan, (ii) part A or part B of title XVIII of the Social Security Act, 
33 or (iii) a State plan under title XIX of the Act (or any successor 
34 program), and does not have other health insurance coverage: 
35 ill With respect to whom the most recent coverage within the 
36 coverage period described in subdivision (l)(i) was not terminated 
37 based on a factor described in G.S. 58-68-45(b)(1) or (b)(2): 
38 (4). If the individual had been offered the option of continuation 
39 coverage under a COBRA continuation provision or under Article 
40 53 of this Chapter, who elected the coverage: and 
41 ill Who, if the individual elected the continuation coverage, has 
42 exhausted the continuation coverage under the provision or 
43 program. 
44 (c) Alternative Coverage Permitted. --
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• 1 ill In general. -- In the case of health insurance coverage offered in 
2 this State, a health insurer may elect to limit the coverage offered 
3 under subsection (a) of this section as long as it offers at least two 
4 different policy forms of health insurance coverage both of which: 
5 a. Are designed for, made generally available to, and actively 
6 marketed to. and enroll both eligible and other individuals 
7 by the health insurer: and 
8 b. Meet the requirement of subdivision (2) or (3) of this 
9 subsection. as elected by the health insurer. 

10 For the purposes of this subsection, policy forms that have different cost-sharing 
11 arrangements or different riders shall be considered to be different policy forms. 
12 ill Choice of most popular policy forms. -- The requirement of this 
13 subdivision is met, for health insurance coverage policy forms 
14 offered by a health insurer in the individual market. if the health 
15 insurer offers the policy forms for individual health insurance 
16 coverage with the largest, and next to largest. premium volume of 
17 all the policy forms offered by the health insurer in this State or 
18 applicable marketing or service area (as may be prescribed by rules 
19 or regulations) by the health insurer in the individual market in 
20 the period involved. 
21 ill Choice of.two policy forms with representative coverage. --

• 22 a. In general. -- The requirement of this subdivision is met. for 
23 health insurance coverage policy forms offered by a health 
24 insurer in the individual market, if the health insurer offers 
25 a lower-level coverage policy form (as described in sub-
26 subdivision b. of this subdivision) and a higher-level 
27 coverage policy form (as described in sub-subdivision c. of 
28 this subdivision) each of which includes benefits 
29 substantially similar to other individual health insurance 
30 coverage offered by the health insurer in this State. 
31 b. Lower-level of coverage described. -- A policy form is 
32 described in this sub-subdivision if the actuarial value of the 
33 benefits under the coverage is at least eighty-five percent 
34 (85%) but not greater than one hundred percent (100%) of 
35 a weighted average (described in sub-subdivision d. of this 
36 subdivision). 
37 c. Higher-level of coverage described. -- A policy form is 
38 described in this sub-subdivision if: (i) the actuarial value of 
39 the benefits under the coverage is at least fifteen percent 
40 (15%) greater than the actuarial value of the coverage 
41 described in sub-subdivision b. of this subdivision offered by 
42 the health insurer in the area involved: and (ii) the actuarial 

• 43 value of the benefits under the coverage is at least one 
44 hundred percent (100%) but not greater than one hundred 
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twenty percent (120%) of a weighted average (described in • 
sub-subdivision d. of this subdivision). . 

d. Weighted average. -- For the purposes of this subdivision, 
the weighted average described in this sub-subdivision is the 
average actuarial value of the benefits provided by all the 
health insurance coverage issued, as elected by the health 
insurer, either by that health insurer or by all health insurers 
in this State in the individual market during the previous 
year, not including coverage issued under this section, 
weighted by enrollment for the different coverage. 

ill Election. -- The health insurer elections under this subsection shall 
apply uniformly to all eligible individuals in this State for that 
health insurer. The election shall be effective for policies offered 
during a period of not less than two years. 

ill Assumptions. -- For the purposes of subdivision (3) of this 
subsection, the actuarial value of benefits provided under 
individual health insurance coverage shall be calculated based on a 
standardized population and a set of standardized utilization and 
cost factors. 

(d) Special Rules for Network Plans. --
ill In general. -- In the case of a health insurer that offers health 

insurance coverage in the individual market through a network • 
plan, the health insurer may: 
a. Limit the individuals who may be enrolled under the 

coverage to those who live. reside, or work within the 
service area for the network plan: and 

b. Within the service area of the plan, deny the coverage to the 
individuals if the health insurer has demonstrated to the 
Commissioner that: (i) it will not have the capacity to 
deliver services adeguately to additional individual enrollees 
because of its obligations to existing group contract holders 
and enrollees and individual enrollees, and (ii) it is applying 
this subdivision uniformly to individuals without regard to 
any health status-related factor of the individuals and 
without regard to whether the individuals are eligible 
individuals. 

ill 180-day suspension upon denial of coverage. -- A health msurer, 
upon denying health insurance coverage in any service area in 
accordance with sub-subdivision (l)b. of this subdivision, shall not 
offer coverage in the individual market within the service area for 
a period of 180 days after the coverage is denied. 

(e) Application of Financial Capacity Limits. --
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ill In general. -- A health insurer may deny health insurance coverage 
in the individual market to an eligible individual if the health 
insurer has demonstrated to the Commissioner that: 
a. It does not have the financial reserves necessary to 

underwrite additional coverage: and 
b. It is applying this subdivision uniformly to all individuals in 

the individual market in this State consistent with this 
Chapter and without regard to any health status-related 
factor of the individuals and without regard to whether the 
individuals are eligible individuals. 

ill 180-day suspension upon denial of coverage. -- A health insurer, 
upon denying individual health insurance coverage in any service 
area in accordance with subdivision (1) of this subsection, shall not 
offer the coverage in the individual market within the service area 
for a period of 180 days after the date the coverage is denied or 
until the health insurer has demonstrated to the Commissioner that 
the health insurer has sufficient financial reserves to underwrite 
additional coverage, whichever is later. 

(0 Market Requirements. --
ill In general. -- Subsection (a) of this section does not require that a 

health insurer offering health insurance coverage only in 
connection with ERISA group health plans or through one or 
more bona fide associations, or both. offer the health insurance 
coverage in the individual market. 

ill Conversion policies. -- A health insurer offering health insurance 
coverage in connection with group health plans under title XXVII 
of the federal Public Health Service Act shall not be deemed to be 
a health insurer offering individual health insurance coverage 
solely because the health insurer offers a conversion policy. 

(g) Construction. -- Nothing in this section shall be construed: 
ill To restrict the amount of the premium rates that a health insurer 

may charge an individual for health insurance coverage provided 
in the individual market under this Chapter: or 

ill To prevent a health insurer offering health insurance coverage in 
the individual market from establishing premium discounts or 
rebates or modifying otherwise applicable copayments or 
deductibles in return for adherence to programs of health 
promotion and disease prevention. 

(h) Other Definitions. -- As used in this section: 
ill 'Church plan'. -- The meaning given the term under section 3(33) 

of the Employee Retirement Income Security Act of 1974. 
ill 'Governmental plan'. --
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1 a. The meaning given the term under section 3(32) of the · • 
2 Employee Retirement Income Security Act of 1974 and any 
3 federal governmental plan. 
4 b. Federal governmental plan. -- A governmental plan 
5 established or maintained for its employees by the 
6 government of the United States or by any agency or 
7 instrumentality of the government. 
8 c. Nonfederal governmental plan. -- A governmental plan that 
9 is not a federal governmental plan. 

10 "§ 58-68-65. Guaranteed renewability of individual health insurance coverage. 
11 (a) In General. -- Except as provided in this section, a health insurer that provides 
12 individual health insurance coverage to an individual shall renew or continue in force 
13 the coverage at the option of the individual. 
14 (b) General Exceptions. -- A health insurer may nonrenew or discontinue health 
15 insurance coverage of an individual in the individual market based only on one or 
16 more of the following: 
17 ill Nonpayment of premiums. -- The individual has failed to pay 
18 premiums or contributions in accordance with the terms of the 
19 health insurance coverage or the health insurer has not received 
20 timely premium payments. 
21 ill Fraud. -- The individual has performed an act or practice that 
22 constitutes fraud or made an intentional misrepresentation of • 
23 material fact under the terms of the coverage. 
24 ill Termination of plan. -- The health insurer is ceasing to offer 
25 coverage in the individual market in accordance with subsection 
26 (c) of this section and this Chapter. 
27 ill Movement outside service area. -- In the case of a health insurer 
28 that offers health insurance coverage in the market through a 
29 network plan, the individual no longer resides, lives, or works in 
30 the service area (or in an area for which the health insurer is 
31 authorized to do business) but only if the coverage is terminated 
32 under this subdivision uniformly without regard to any health 
33 status-related factor of covered individuals. 
34 ill Association membership ceases. -- In the case of health insurance 
35 coverage that is made available in the individual market only 
36 through one or more bona fide associations, the membership of the 
37 individual in the association (on the basis of which the coverage is 
38 provided) ceases but only if the coverage is terminated under this 
39 subdivision uniformly without regard to any health status-related 
40 factor of covered individuals. 
41 (c) Requirements for Uniform Termination of Coverage. --
42 ill Particular type of coverage not offered. -- In any case in which a 
43 health insurer decides to discontinue offering a particular type of • 
44 health insurance coverage offered in the individual market, 
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ill 

coverage of the type may be discontinued by the health insurer 
only if: 
a. The health insurer provides notice, notwithstanding G.S. 58-

51-20 or G.S. 58-65-60(c)(3)b., to each covered individual 
provided coverage of this type in the market of the 
discontinuation at least 90 days before the date of the 
discontinuation of the coverage: 
The health insurer offers to each individual in the individual 
market provided coverage of this type, the option to 
purchase any other individual health insurance coverage 
currently being offered by the health insurer for individuals 
in the market: and 
In exercising the option to discontinue coverage of this type 
and in offering the option of coverage under sub-subdivision 
b. of this subdivision, the health insurer acts uniformly 
without regard to any health status-related factor of enrolled 
individuals or individuals who may become eligible for the 
coverage. 

Discontinuance of all coverage. --
a. In general. -- Subject to sub-subdivision c. of this 

subdivision, in any case in which a health insurer elects to 
discontinue offering all health insurance coverage in the 
individual market in this State, health insurance coverage 
may be discontinued by the health insurer only if: (i) the 
health insurer provides notice to the Commissioner and to 
each individual of the discontinuation at least 180 days 
before the date of the expiration of the coverage, and (ii) all 
health insurance coverage issued or delivered for issuance in 
this State in the market is discontinued and the health 
insurance coverage in the market is not renewed. 
Prohibition on market reentry. -- In the case of a 
discontinuation under sub-subdivision a. of this subdivision 
in the individual market, the health insurer shall not provide 
for the issuance of any health insurance coverage in the 
market and this State during the five-year period beginning 
on the date of the discontinuation of the last health 

37 insurance coverage not so renewed. 
38 (d) Exception for Uniform Modification of Coverage. -- At the time of coverage 
39 renewal, a health insurer may modify the health insurance coverage for a policy form 
40 offered to individuals in the individual market as long as the modification is 
41 consistent with State law and effective on a uniform basis among all individuals with 
42 that policy form. 
43 (e) Application to Coverage Offered Only Through Associations. -- In applying 
44 this section in the case of health insurance coverage that is made available by a 
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health insurer in the individual market to individuals only through one or more 
associations, a reference to an 'individual' is deemed to include a reference to the 
association of which the individual is a member. 
11 § 58-68-70. Certification of coverage. 

G.S. 58-68-30(e) applies to health insurance coverage offered by a health insurer in 
the individual market. in the same manner that it applies to health insurance coverage 
offered by a health insurer in the small or large group market. 
11 § 58-68-75. General exceptions. 

(a) Exception for Certain Benefits. -- This Part does not apply to any health 
insurance coverage in relation to its provision of excepted benefits described in G.S. 
58-68-25(b)(l). 

(b) Exception for Certain Benefits if Certain Conditions Met. -- This Part does not 
apply to any health insurance coverage in relation to its provision of excepted 
benefits described in G.S. 58-68-25(b)(2), (3), or ( 4) if the benefits are provided under 
a separate policy, certificate, or contract of insurance. 11 

Section 2. G.S. 58-50-110 reads as rewritten: 
11 § 58-50-110. Definitions. 

As used in this Act: 
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(1) 

(la) 

(lb) 

(2) 
(3) 

'Accountable health carrier' means that as defined in G.S. 143-
622(1). 
'Actuarial certification' means a written statement by a member of 
the American Academy of Actuaries or other individual acceptable 
to the Commissioner that a small employer carrier is in compliance 
with the provisions of G.S. 58-50-130, and to the extent applicable, 
the provisions of Article 68 of this Chapter, based upon the 
person's examination, including a review of the appropriate 
records and of the actuarial assumptions and methods used by the 
small employer carrier in establishing premium rates for applicable 
health benefit plans. 
'Adjusted community rating' means a method used to develop 
carrier premiums which spreads financial risk across a large 
population and allows adjustments for the following demographic 
factors: age, gender, family composition, and geographic areas, as 
determined pursuant to G.S. 58-50-130(b). 
Repealed by Session Laws 1993, c. 529, s. 3.3. 
'Basic health care plan' means a health care plan for small 
employers that is lower in cost than a standard health care plan 
and is required to be offered by all small employer carriers 
pursuant to G.S. 58-50-125 and approved by the Commissioner in 
accordance with G.S. 58-50-125. 

(4) 'Board' means the board of directors of the Pool. 
(5) 'Carrier' means any person that provides one or more health 

benefit plans in this State, including a licensed insurance company, 
a prepaid hospital or medical service plan, a health maintenance 
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(Sa) 

(6), 
(8) 

(9) 

(10) 

(11) 

(12) 

(13) 
(14) 

House Bill 434 

organization (HMO), and a multiple employer welfare 
arrangement. 
'Case characteristics' means the demographic factors age, gender, 
family size, and geographic location. 
(7) Repealed by Session Laws 1993, c. 529, s. 3.3. 
'Committee' means the Small Employer Carrier Committee as 
created by G.S. 58-50-120. 
'Dependent' means the spouse or child of an eligible employee, 
subject to applicable terms of the health care plan covering the 
employee. 
'Eligible employee' means an employee who works for a small 
employer on a full-time basis, with a normal work week of 30 or 
more hours, including a sole proprietor, a partner or a partnership, 
or an independent contractor, if included as an employee under a 
health care plan of a small employer; but does not include 
employees who work on a part-time, temporary, or substitute basis. 
'Health benefit plan' means any accident and health insurance 
policy or certificate; nonprofit hospital or medical service 
corporation contract; health, hospital, or medical service 
corporation plan contract; HMO subscriber contract; plan provided 
by a MEW A or plan provided by another benefit arrangement, to 
the extent permitted by ERISA, subject to G.S. 58-50-115. Health 
benefit plan does not meftH ftccideHt oHly, svecified diseftse oHly, 
fufed iHdemHity, credit, or disftbility iHsttrnHce; co•f'erftge of 
Medicftre sefVices pttrsttftftt to coHtrftcts wita tac UHitecl States 
go•1erHmeHt; Medicare sttpplemeftt or loHg term care iHsttraHce, 
defttftl oHly or •f'isioH oHly tftsttraHce; co•f'erftge isstted ftS ft 
sttpf)lemeftt to liability iHStlfftftCe; iHSttfftftCe ftrisiHg Ottt of ft 
•.vorkers' eomf)eHsfttioH or similar law; atttomobile medical 
paymeftt iHsttraH:ce; or iHsttrftHCe ttHder v,aica beH:efits are vayable 
wita or vtitaottt regard to fattlt aHd taat is stftttttorily re(fttired to be 
coHtaiH:ed tft aH:y liability iHsttraHce policy or eftttivaleHt 
self iHsttraH:ce. include benefits described in G.S. 58-68-25(b). 
'Impaired insurer' has the same meaning as prescribed in G.S. 58-
62-20(6) or G.S. 58-62-16(8). 
Repealed by Session Laws 1993, c. 529, s. 3.3. 
'Late enrollee' means an eligible employee or dependent who 
requests enrollment in a health benefit plan of a small employer 
after the end of the initial enrollment period provided under the 
terms of the health benefit plan in effect at the time the employee 
first became eligible; provided that the initial enrollment period 
shall be a period of at least 30 consecutive calendar days. However, 
an eligible employee or dependent shall not be considered a late 
enrollee if: 
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(15) 
(16) 

(17) 

a. 

b. 

C. 

d. 

The individual was covered under a public or private health 
benefit plan that provided, at the time the individual was 
eligible to enroll, benefits equal to or exceeding the same 
required level of benefits in the basic ftft6- or standard health 
care plans adopted pursuant to G.S. 58-50-120 and either 
the individual: 
1. Lost coverage under another health plan as a result of 

termination of employment, termination of a spouse's 
health plan coverage, or the death of a spouse or 
divorce and requests enrollment in a basie or 
staHdard health eare fJlftH health benefit plan within 
30 days after termination of coverage provided under. 
another health plan; or 

2. Stated, in writing, during the enrollment period that 
coverage under another employer health benefit plan 
was the reason for declining coverage; 

3, 4. Repealed by Session Laws 1993, c. 529, s. 3.3. 
The individual elects a different health plan offered through 
the Alliance during an open enrollment period; 
An eligible employee requests enrollment within 30 days of 
becoming an employee of a member small employer; 
A court has ordered coverage be provided for a spouse or 
minor child under a covered employee's health benefit plan 
and the request for enrollment for a spouse is made within 
30 days after issuance of the court order; order. A minor 
child shall be enrolled in accordance with the requirements 
of G.S. 58-51-120: or 

e. The individual or employee enrollee makes a request for 
enrollment of the spouse or child within 30 days ef after the 
iHdi¥idual individual's or employee's marriage or the eiftft 
or adof)tion birth. adoption, or placement for adoption of a 
child. 

Repealed by Session Laws 1993, c. 529, s. 3.3. 
'Pool' means the North Carolina Small Employer Health 
Reinsurance Pool created in G.S. 58-50-150. 
'Preexisting-conditions provision' means a f)aliey fJf6¥isiaH that 
limits er mi:eludes ea·,erage ror eharges er exfJeHses iHeurred duriHg 
a SfJeeified f)eriod rollowiHg the iHsured 's effeeti·.·e date of 
ea·,erage, ror ft eoHditiaH that, duriHg ft SfJeeified f)eriod 
immediately fJfeeediHg the effeeti•,e date af eo·,ernge, had 
maHifested itself in ft manner that would eause ftft ordinary fJrudeHt 
f)erson to seek diagHasis, eare, er treatmeHt, or ror whieh medieal 
ttd¥iee, diegHasis, eere, Of treetmeHt was fecommeHded or reeei•,ed 
es ta that caHditiaH Of es to f)regHeHcy existiHg aft the effeeti'f•e 
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date of eo"f·erege. preexisting-condition provision as defined in G.S. 
58-68-30. 

(18) 'Premium' includes insurance premiums or other fees charged for 
a health benefit plan, including the costs of benefits paid or 
reimbursements made to or on behalf of persons covered by the 
plan. 

(19) 'Rating period' means the calendar period for which premium 
rates established by a small employer carrier are assumed to be in 
effect, as determined by the small employer carrier. 

(20) 'Risk-assuming carrier' means a small employer carrier electing to 
comply with the requirements set forth in G.S. 58-50-140. 

(21) 'Reinsuring carrier' means a small employer carrier electing to 
comply with the requirements set forth in G.S. 58-50-145. 

(21a) · 'Self-employed individual' means an individual or sole proprietor 
who derives a majority of his or her income from a trade or 
business carried on by the individual or sole proprietor which 
results in taxable income as indicated on IRS form 1040, Schedule 
C or F and which generated taxable income in one of the two 
previous years. 

(22) 'Small employer' means any individual actively engaged m 
business that, on at least fifty percent (50%) of its working days 
during the preceding calendar quarter, employed no more than 49 
50 eligible employees, the majority of whom are employed within 
this State, and is not formed primarily for purposes of buying 
health insurance and in which a bona fide employer-employee 
relationship exists. In determining the number of eligible 
employees, companies that are affiliated companies, or that are 
eligible to file a combined tax return for purposes of taxation by 
this State, shall be considered one employer. Subsequent to the 
issuance of a health benefit plan to a small employer and for the 
purpose of determining eligibility, the size of a small employer 
shall· be determined annually. Except as otherwise specifically 
provided, the provisions of this Act that apply to a small employer 
shall continue to apply until the plan anniversary following the 
date the small employer no longer meets the requirements of this 
definition. For purposes of this Act, the term small employer 
includes self-employed individuals. 

(23) 'Small employer carrier' means any carrier that offers health 
benefit plans covering eligible employees of one or more small 
employers. 

(24) 'Standard health care plan' means a health care plan for small 
employers required to be offered by all small employer carriers 
under G.S. 58-50-125 and approved by the Commissioner m 
accordance with G.S. 58-50-125." 
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Section 3. G.S. 58-50-125(c) reads as rewritten: 
11 (c) =Fite Except as provided under Article 68 of this Chapter, the plans developed 

under this section are not required to provide coverage that meets the requirements 
of other provisions of this Chapter that mandate either coverage or the offer of 
coverage by the type or level of health care services or health care provider. 11 

Section 4. G.S. 58-50-125(g) reads as rewritten: 
11 (g) No HMO operating as either a risk-assuming carrier or a reinsuring carrier is 

required to offer coverage or accept applications under subsection ( d) of this section 
in the case of any of the following: 

(1) To a group that is not physically located in the HMO's approved 
service areas; 

(2) To an employee who does not reside within the HMO's approved 
service areas; 

(3) Within an area, where the HMO can reasonably anticipate, and 
demonstrate, to the Commissioner's satisfaction, that it will not 
have the capacity within that area and its network of providers to 
deliver services adequately to the enrollees of those groups because 
of its obligations to existing group contract holders and enrollees. 

An HMO that does not offer coverage pursuant to subdivision (3) of this 
subsection may not offer coverage in the applicable area to new employer groups 
with more than 49 eligible employees until the later of 90 days after that closure or 
the date on which the carrier notifies the Commissioner that it has regained capacity 
to deliver services to small employers. 11 

Section 5. G.S. 58-50-130(a) reads as rewritten: 
11 (a) Health benefit plaris covering small employers are subject to the following 

provisions: 
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ft1 E.x:eef't ifl the ee.se ef ft le.te eflrnBec, etfly f'reexistiHg eoHditioHs 
pror.;isioH me.y Hot limit or eX'elude C6¥eruge for ft veriod eeyoHd 
12 meHth:s foH0wit1:g the it1:sured 's it1:itie.l effeetive de.te ef eevere.ge 
ftftd must defifle vreexistiHg COHclitiOHS ftS "those COHclitiOHS for 
wh:ich medicetl etd¥ice or tree.tmeHt wets recei¥ecl er recemmefl:decl 
er the.t ceulcl ee meclice.lly decumeHtecl viithiH the 12 meHth periecl 
immediately precediHg the effective clate of the f1erseH 's ce·lere.ge 11

• 

f21 IH cletermiHiHg whether ft preeJcistiHg coH:clitiefts pro•.;isioft e.pplies 
ta ftft eligiek employee er ta a clepeHcletlt, all health eeHefit pletfts 
sh:e.H creclit the time the perseH was co"f•ered uader ft pre"f•ieus 
h:ee.lth eeaefit plaR if the pre¥ieus ce¥ere.ge wets coatiaueus te a 
de.te aet mere the.fl 60 days eefure the effccti¥e de.te ef the ftew 
C6¥efetge, eX'clusirre ef fl:ftY etpphcetek ViftitiHg peried UHder the 
f1letfl. l'.:s used ifl th:is suedi•.;isioa with respect ta pre¥ieus ce•.;erage, 
the meaHiag of 11 h:ealth eeaefit plaa 11 is aet limitecl ta the defiaitiea 
ia G.S. 58 SO 115, eut iHcludes etfl:y hee.lth beaefit plaa provided by 
a health iasurcr, e.s the.t term is defiBed ia G.S. 58 51 115(a), or 
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any go¥ernmetH plan or program pro¥icling health benefits er 
health care. 
The hcaltll benefit 191an is rcncwabk 1+vith rcs19cct to aH eligible 
employees or clcpenclcnts at the 019tion ef tlle pohcyholclcr er 
certtract llelclcr cx:ce19t: 
&:- For rtort19a)·mertt ef the requirccl 19remiums by tllc 

polieyhelcler or eofttraet helcler; 
4r. Fer frtu:tcl or misrepresentation of the policyholder or 

eontrfl:et helder or, with respect to c0~1erfl:ge ef indi¥idufl:1 
enreHees, the enrellces, or their represcrttfl:th·cs; 

~ For noncomplifl:ncc with p16:n pro'•1isions thfl:t hftve been 
6:ppro ... •cd by the CommissioHcr, 

&.- \\Theft the Huffl:ber of enrollees eo•;ered ut1:der the plan is 
kss thfl:n the nufflbcr of insureds or pcrecHtfl:gc of ct1:ro1lccs 
required by p6:rtieip6:tion reeiuirements ttftder the plfl:H, or 

e;- 1+1/hen the policyholder or contrfl:et holder is no longer 
fl:cti•1ely engfl:ged in the bttsirtess in which it Wfl:S engaged on 
the effecti ... •e clfl:te of the pl6:B. 

f:. When the Sfflfl:H employer efl:rrier stops ·.vriting nev, business 
iB the Sfflfl:H efflployer fflfl:rket, if. 
t It pro·lides t1:otice to the Depfl:rtmcftt fl:ftd either to the 

policyholder, c0t1:trfl:ct holder, or efflpleyer, of its 
decision to stop writing rtew business in the smfl:H 
efflploycr fflarket; fl:ftd 

~ It docs Bot Cfl:Bcel hcftlth benefit p16:Hs subject to this 
Act for 180 dfl:ys fl:ftcr the dfl:tc of the Botice required 
ttftdcr )96:ffl:grfl:ph 1 ; aBd for thfl:t busiBcss of the Cfl:fficr 
thfl:t fCfflfl:ins in force, the Cfl:fficr shfl:H continue to be 
go¥erncd by this Act with respect to business 
conducted ttndcr this Act. 

A. Sfflfl:11 efflployer Cfl:rrier thfl:t sto19s writing ncv, business in the 
smfl:H employer mfl:rket in this Stfl:te fl:fter Jfl:nufl:ry 1, 1992, shfl:11 be 
prohibited froffl writing new business iH the smfl:H efflployer mfl:rket 
in this Stfl:te for ft period of fiye yefl:rs from the dfl:te of notice to 
the Commi.ssioHer. ln the efl:se of fl.fl HMO cloit1:g bttsiness in the 
smfl:11 employer mfl:rket in Ofte service fl.ref!: of this Stfl:te, the rttles 
set forth in this sttbdhisioB shfl:11 6:pply to the HMO's operfl:tions iB 
the service fl:refl:, trnless the pro•lisions of G.S. 58 50 125(g) 6:pply. 
Lfl:te cBroHees mfl:y be ex:eluded from co·1erfl:ge for the grefl:ter of 18 
months or fl.ft 18 mot1:th preexistit1:g condition exclttsion; ho·+11e·1er, 
if both ft period of exclusion from co·.•ernge fl:fld ft 
preexisting condition exclttsion fl.re 6:pplicfl:bk to ft 16:te et1:r0Hee, 
the combined period shfl:H Bot exceed 18 moaths. If ft period of 
exclusioa from co¥erfl:ge is 6:pplied, ft 16:te earoHee shfl:H be enrolled 
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at tlie eRa of gueli pefiocl iR the health eeRefit plaR ettffeRtly lielcl • 
ey tlie gmaH employef. 

( 4a) A carrier may continue to enforce reasonable employer 
participation and contribution requirements on small employers 
applying for coverage; however, participation and contribution 
requirements may vary among small employers only by the size of 
the small employer group and shall not differ because of the health 
benefit plan involved. In applying mm1mum participation 
requirements to a small employer, a small employer carrier shall 
not consider employees or dependents who have qualifying existing 
coverage in determining whether an applicable participation level 
is met. 'Qualifying existing coverage' means benefits or coverage 
provided under: (i) Medicare, Medicaid, and other government 
funded programs; or (ii) an employer-based health insurance or 
health benefit arrangement, including a self-insured plan, that 
provides benefits similar to or in excess of benefits provided under 
the basic health care plan. An accountable health carrier shall not 
enforce participation or contribution requirements on member 
small employers, as defined in G.S. 143-622(18), unless those 
requirements meet with the standards adopted by the State Health 
Plan Purchasing Alliance Board. 

(5) Notwithstanding any other provision of this Chapter, no small • 
employer carrier, insurer, subsidiary Of' of an insurer, or controlled 
individual of an insurance holding company shall act as an 
administrator or claims paying agent, as opposed to an insurer, on 
behalf of small groups which, if they purchased insurance, would 
be subject to this section. No small employer carrier, msurer, 
subsidiary of an insurer, or controlled individual of an insurance 
holding company shall provide stop loss, catastrophic, or 
reinsurance coverage to small employers that does not comply with 
the underwriting, rating, and other applicable standards in this Act. 

(6) If a small employer carrier offers coverage to a small employer, the 
small employer carrier shall offer coverage to all eligible 
employees of a small employer and their dependents. A small 
employer carrier shall not offer coverage to only certain 
individuals in a small employer group except in the case of late 
enrollees as provided in G.S. 58-50-130(a)(4). 

f+1 A gmaH employef eanief shall Hot modify aHy health beRefit plaft 
with fespeet to a smaH employef, aHy eligible employee, Of 
clepeRdeHt thfougli fidefs, eH:dofsemeftt9, Of othefWise, iR Ofdef to 
fe9tfiet Of exelude e0"1efage fof eeftaiR cliseaseg of meclieal 
eoRditiOH:9 otliefWi9e eo·1efed by the health beRefit plaR. 

~ IR tlie eage of aft eligible employee Of depeRdeftt of aft eligible • 
employee wlio wag e1teluded &om Of deHiecl eo"f•ernge by a smaH 
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1 em13loyer eonier Oft or edore Attgust 14, 1992, tlle smnll em13loyer 
2 enrrier sllnll 13ro·1ide nft 01313ortttftity for suell eligiele em13loyee or 
3 det3eftdeftt to eftroll ift tlle llenltll eeftefit 13lnft eurrefttly lleld ey tlle 
4 smnll em13loyer ftOt Inter tllnft tlle fte.x:t 13lnR ftftftiYersnry OR or nfter 
5 August 14, 1992. 
6 .(2l The health benefit plan must meet the applicable requirements of 
7 Article 68 of this Chapter. 11 

8 Section 6. G.S. 58-50-130(d) reads as written: 
9 11 (d) In connection with the offering for sale of any health benefit plan to a small 

10 employer, each small employer carrier shall make a reasonable disclosure, as part of 
11 its solicitation and sales mnterinls, of: materials, of the following and shall provide 
12 this information to the small employer upon request: 
13 (1) Repealed by Session Laws 1993, c. 529, s. 3.7. 
14 (2) Provisions concerning the small employer carrier's right to change 
15 premium rates and the factors other than claims experience that 
16 affect changes in premium rates. 
17 (3) Provisions relating to renewability of policies and contracts. 
18 ( 4) Provisions affecting any preexisting conditions provision. 
19 ill The benefits available and premiums charged under all health 
20 benefit plans for which the small employer is eligible. 11 

21 Section 7. G.S. 58-51-15(a)(2)b. reads as rewritten: 
22 11 b. This policy contains a provision limiting coverage for 
23 preexisting conditions. Preexisting conditions mttst ee 
24 eo·,ered RO Inter tllnft otte yenr nfter tlle effeetive dnte of 
25 eo•,ernge. are covered under this policy ............ (insert number 
26 of months or days, not to exceed one year) after the 
27 effective date of coverage. Preexisting conditions Me 

28 defiHed ns mean 'those conditions for which medical nd·1iee 
29 advice, diagnosis, care, or treatment was received or 
30 recommended or tllnt eould ee medienlly doettmettted 
31 within the one-year period immediately preceding the 
32 effective date of the person's coverage.' Pree.x:istittg 
33 eoftditiofts e.x:elttsioHs mny Hot ee imf'lemented ey nny 
34 stteeessor 13lnfl ns to nny eoYered f'ersons wllo lln·,e already 
35 met nll or 13nrt of tlle wnititig 13eriod reqttirements under nfty 
36 13re·1iotts 13lnn. Credit mttst ee gi•,eft for tllnt J:'Ortioft of tlle 
37 waiting 13eriod tllnt wns met ttttder tlle 13reYiotts f'IBR. As 
38 ttsed in tllis f'Olie)', tlle term 1113rc·liotts fJlnn II inelttdcs nny 
39 health eenefit 13lnft 13ro·,ided ey n llenlth insttrer, ns tllose 
40 terms nre defined ift G.S. 58 51 115, or nny go·.·crnmcHt 131an 
41 or 13rogrnm J:'fOYiding health eenefits or llenltll enre. IH 
42 determiHiHg wlletller a preexistiHg eoHdition 13rovisioH 
43 n1313lies to nft insttred 13erson, nil llcnltll eeHefit plnns mttst 
44 eredit the time the person wns eo"t·ered under n J:'feYious 
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1 f'IB:ti if tfl:e f)feYiOttS f)IB:ti 's CO'f'ernge we.s COtltitlttOtlS to e. 
2 ee.te tlOt fflOfe tfl:B:tl 60 ee.ys before the effecti·1e ee.te of tfl:e 
3 Hew eoYere.ge, exclttsi1t•e of e.Hy B:f)f)lice.ble we.itiHg f'erioe 
4 tttleer the Hew co•vernge. Credit for having satisfied some or 
5 all of the preexisting condition waiting periods under 
6 previous health benefits coverage shall be given in 
7 accordance with G. S. 58-68-30." 
8 Section 7.1. G.S. 58-51-15 is amended by adding a new subsection to 
9 read: 

10 "{h) Preexisting Condition Exclusion Clarification. -- Sub-subdivision (a)(2)b. of 
11 this section does not apply to: 
12 ill Policies issued to eligible individuals under G.S. 58-68-60. 
13 ill Excepted benefits as described in G.S. 58-68-25{b)." 
14 Section 8. G.S. 58-51-80(b) reads as rewritten: 
15 "(b) No policy or contract of group accident, group health or group accident and 
16 health insurance shall be delivered or issued for delivery in this State unless the 
17 group of persons thereby insured conforms to the requirements of the following 
18 subdivisions: 
19 (1) Under a policy issued to an employer, principal, or to the trustee 
20 of a fund established by an employer or two or more employers in 
21 the same industry or kind of business, or by a principal or two or 
22 more principals in the same industry or kind of business, which 
23 employer, principal, or trustee shall be deemed the policyholder, 
24 covering, except as hereinafter provided, only employees, or 
25 agents, of any class or classes thereof determined by conditions 
26 pertaining to employment, or agency, for amounts of insurance 
27 based upon some plan which will preclude individual selection. 
28 The premium may be paid by the employer, by the employer and 
29 the employees jointly, or by the employee; and where the 
30 relationship of principal and agent exists, the premium may be 
31 paid by the principal, by the principal and agents, jointly, or by the 
32 agents. If the premium is paid by the employer and the employees 
33 jointly, or by the principal and agents jointly, or by the employees, 
34 or by the agents,_ the group shall be structured on an actuarially 
35 sound basis. 
36 (la) Under a policy issued to an association or to a trust or to the 
37 trustee or trustees of a fund established, created, or maintained for 
38 the benefit of members of one or more associations. The 
39 association or associations shall have at the outset a minimum of 
40 500 persons and shall have been organized and maintained in good 
41 faith for purposes other than that of obtaining insurance; shall have 
42 been in active existence for at least five years; and shall have a 
43 constitution and bylaws that provide that (i) the association or 
44 associations hold regular meetings not less than annually to further 
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purposes of the members; (ii) except for credit unions, the 
association or associations collect dues or solicit contributions from 
members; and (iii) the members members, other than associate 
members, have voting privileges and representation on the 
governing board and committees. The policy is subject to the 
following requirements: 
a. The policy may insure members of the association or 

associations, employees of the association or associations, or 
employees of members, or one or more of the preceding or 
all of any class or classes for the benefit of persons other 
than the employee's employer. 

b. The premium for the policy shall be paid from funds 
contributed by the association or associations, or by 
employer members, or by both, or from funds contributed 
by the covered persons or from both the covered persons 
and the association, associations, or employer members. 

~ A f>Oliey Oft vrhteh ftO f)aft of the f)femium is to be derived 
from fuftds eofttributed by the eovered f)ersofts Sf)eeifieally 
for their iftsuraftee must iftsure all eligible f)ersofts, exeef)t 
those who rejeet the eoverage, ift writiftg. 

For emf)loyer grouf)s of 50 or more f)ersofts ftO evideftee of 
iftdividual iftsurability may be required at the time the f)efSOft first 
beeomes eligible for iftStifaftee or withift 31 days thereafter exeef)t 
for afty iftsuraftee SUf)f)lemefttal to the basie em·eragp for whieh 
evideftee of iftdividual iftsurability may be required. \\'ith resf)eet 
to trusteed grouf)S the f)hrase "grouf>s of 50" must be aI9I9lied Oft a 
I9aftieiI9atiftg uftit basis for the f)Uff)OSe of requififtg iftdividual 
e•rideftee of iftsurability. 
Polieies may eofttaift a f)fOvisioft limitiftg eo·1erage for f)feexistiftg 
eoftditiofts. Preexistiftg eoftditiofts must be eor.;ered ftO later thaft 12 
moftths after the effeeti·1e date of eoverage. Preexistiftg eoftditiofts 
are defifted as "those eoftditiofts for whieh medieal adviee or 
treatmeftt was reeeived or reeommeftded or whieh eould be 
medieaHy doeumeftted withift the 12 moftth f)eriod immediately 
f)feeediftg the effeeti·re date of the f)ersoft's eo•rerage." Preexistiftg 
eoftditiofts e,celusiofts may ftOt be imf)lemeftted by afty sueeessor 
f)laft as to afty eor.;ered f)efS(?ftS who have already met all or f)aft of 
the waitiftg f)eriod requiremeftts uftder afty f)fevious f)laft. Credit 
must be giveft for that f)Oftioft of the waitiftg f)eriod whieh was met 
uftder the I9re1t•ious f)laft. As used ift this subdivisioft, a "I9re·1ious 
f)laft" ifteludes afty health eeftefit f)laft f)f011ided by a health 
iftsurer, as those terms are defifted ift G.S. 58 51 115, or afty 
go•remmeftt f)laft or f)fogram f)fO1ridiftg health beftefits or health 
eare. For emf)loyer grouf)S of 50 or more f)efSOftS aftd for grouf)s 
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1 ttncler sttbclh·ision (la) of this sttbseetioH aHcl ttHcler G.S. 58 51 81: 
2 IH cletenniHiHg whether a preexistiHg eoHclitioH provisioH applies to 
3 aH eligible etnployee, assoeiatioH tnetneer, stttcleHt, or to a 
4 clepeHcleHt, aH health beHefit plaHs shaH ereclit the titne the persoH 
5 was eo•1erecl ttHcler a previotts plaH if the preYiotts plaH's eo•1erage 
6 was eontiHttotts to a date Hot tnore thaH 60 days before the 
7 effeeti•1e clate of the Hew eoverage, e*elttsi•1e of SHY applieablc 
8 •Naiting period ttHder the Hew eo•1erage." 
9 Section 9. G.S. 58-51-80(h) reads as rewritten: 

10 "(h) Nothing contained in this section applies to any contract issued by any 
11 corporation defined in Article 65 of this Chapter. Sttbdi¥isioH (b)(3) of this seetioH 
12 applies to ME1.VAs, as defiHed iH G.S. 58 49 30(a)." 
13 Section 10. G.S. 58-53-1 reads as rewritten: 
14 "§ 58-53-1. Definitions. 
15 As used in this Article, the following terms have the meanings specified: 
16 (1) 'Group policy' means a group accident and health insurance policy 
17 issued by an insurance company and a group contract issued by a 
18 health service corporation or health maintenance organization or 
19 similar corporation or organization. 
20 (2) 'Individual policy' or 'converted policy' means an individual 
21 health insurance policy issued by an insurance company or an 
22 individual health scrviees contract issued by a health service 
23 corporation or health maintenance organization or similar 
24 corporation or organization. 
25 (3) 'Insurance' and 'insured' refer to coverage under a group policy, 
26 individual policy or converted policy on a premium-paying basis, 
27 and do not include coverage provided by reason of a disability 
28 extension. 
29 ( 4) "Insurer" means the entity issuing a group policy or an individual 
30 or converted policy. 
31 (5) "Medicare" means Title XVIII of the United States Social Security 
32 Act as added by the Social Security Amendments of 1965 or as 
33 later amended or superseded. 
34 a.al 'Member' or 'employee' includes an insured spouse or dependent 
35 of a member or of an employee. 
36 (6) 'Premium' includes any premium or other consideration payable 
37 for coverage under a group or individual policy. 
38 (7) 'Reasonable and customary' means the most frequently used level 
39 of charge made for the supplies or for a specific service in the 
40 geographic subarea in which such supplies or services are received, 
41 of like kind or by physicians, or other practitioners, with similar 
42 qualifications." 
43 Section 11. G .S. 58-53-5 reads as rewritten: 
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1 "§ 58-53-5. Continuation of group hospital, surgical, and major medical coverage 
2 after termination of employment or membership. 
3 A group policy delivered or issued for delivery in this State whieh that insures 
4 employees or memeers, ether than the memeers ond their dependents, if they hoT+•e 
5 eleeteel ta ineh:tele them, whese eligieility ttneler the grettp poliey Elees net extenEI ta 
6 ony emplayee(s) the insttreEI moy he.Ye members for hospital, surgical or major 
7 medical insurance on · an expense incurred or service basis under Artieles 1 threttgh 
8 e=t--ef this Chapter, other than for specific diseases or for accidental injuries only, shall 
9 provide that employees or members whose insttranee K>r these types ef coverage 

10 under the group policy would otherwise terminate because of termination of active 
11 employment or membership, or termination of membership in the eligible class or 
12 classes under the policy, shall be entitled to continue their hospital, surgical, and 
13 medical insurance under that group policy, for themselves and their eligible spouses 
14 and dependents with respect to whom they were insured on the date of termination, 
15 subject to all of the group policy's terms and conditions applieaek ta these K>rms af 
16 insttranee and to the conditions specified in this Part. Provided, the terms and 
17 conditions set forth in this Part are intended as minimum requirements and shall not 
18 be construed to impose additional or different requirements upon those group 
19 hospital, surgical, or major medical plans olreaely in feree, ar hereafter 13laeeEI inta 
20 cffcet, that provide continuation benefits equal to or better than those required in this 
21 Part." 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 

Section 12. G.S. 58-53-35 reads as rewritten: 
"§ 58-53-35. Termination of continuation. 

(a) Continuation of insurance under the group policy for any person shall 
terminate on the earliest of the following dates: 

(1) 

(2) 

(3) 

(4) 

House Bill 434 

The date enc year 18 months after the date the employee's or 
member's insurance under the policy would otherwise have 
terminated because of termination of employment or members; 
The date ending the period for which the employee or member last 
makes his required contribution, if he discontinues his 
contributions; 
The date the employee or member becomes or is eligible to 
become covered for similar benefits under any arrangement of 
coverage for individuals in a group, whether insured or uninsured; 
The date on which the group policy is terminated or, in the case of 
a multiple employer plan, the date his employer terminates 
participation under the group master policy. When this occurs the 
employee or member shall have the privilege described in G .S. 58-
53-45 if the date of termination precedes that on which his actual 
continuation of insurance under that policy would have 
terminated. The insurer that insured the group prier ta before the 
date of termination shall make a converted policy available to the 
employee or member. 
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1 (b) Notwithstanding subdivision (a)(4) of this section, if the employer replaces the 
2 group policy with another group policy, the employee is entitled to continue under 
3 the successor group policy for any unexpired period of continuation to which the 
4 employee is entitled." 
5 Section 13. G.S. 58-53-50 reads as rewritten: 
6 "§ 58-53-50. Restrictions. 
7 A converted policy shall not be available to an employee· or member if termination 
8 of his insurance under the group policy occurred because: 
9 (1) Of termination of employment or membership and either he was 

10 not entitled to continuation of group coverage under Part 1 of this 
11 Article or failed to elect such continuation; 
12 (2) He failed to make timely payment of any required contribution fm: 
13 the cost of continuation of insurance; 
14 (3) He had not been continuously covered under the group policy or 
15 for similar benefits under any other group policy that it replaced 
16 during the period of three consecutive months immediately prior 
17 to termination of active employment ending with such termination; 
18 ( 4) The group policy terminated or an employer's participation 
19 terminated, and the insurance is replaced by similar coverage 
20 under another group policy within 31 days of date of termination; 
21 or 
22 (5) He failed to continue his insurance for the entire maximum period 
23 of efl:e yeer 18 months following termination of active employment 
24 as provided for in Part 1 of this Article, unless that failure to 
25 continue was because of change of insurer by the employer and the 
26 change of insurer was consummated during the one year 
27 continuation period. In that event the employee or member shall 
28 be entitled to be issued a converted policy by the insurer that 
29 provided the group policy to the employer before the change of 
30 insurer." 
31 Section 14. G.S. 58-53-55 reads as rewritten: 
32 "§ 58-53-55. Time limit. 
33 In order to be eligible for conversion, written application and the first premium 
34 payment for the converted policy must be made to the insurer not later than 31 days 
35 after the date of termination of insurance provided under Part 1 of this Article. The 
36 effective date of the converted policy shall be the day following the later of: 
37 (1) The termination of insurance under the group policy when it is not 
38 replaced by one providing similar coverage within 31 days of the 
39 termination date of the immediately prior group plan; or 
40 (2) The termination of the eHe yettr period of continued coverage 
41 under the group policy or policies." 
42 Section 15. Article 55 of Chapter 58 of the General Statutes is amended 
43 by adding a new section to read: 
44 "§ 58-55-31. Additional requirements. 
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1 (a) No policy shall be used in this State unless it provides for an offer of 
2 nonforfeiture, which shall not be less than an offer of reduced paid-up insurance 
3 benefits. extended term insurance benefits. or a shortened benefit period. No policy 
4 shall_ pay a cash surrender value unless the dividends or refunds are applied as a 
5 reduction of future premiums or an increase in future benefits. 
6 (b) The Commissioner shall adopt rules to provide for annual reports by insurers 
7 · of the number of claims denied, number of rescissions. and the percentage of sales 
8 involving the replacement of policies. 
9 (c) No policy shall be used in this State unless the insurer has developed a 

10 financial or personal asset suitability test to determine whether or not issuing long-
11 term care insurance to an applicant is appropriate. For purposes of this section: 
12 ill All insurers except those issuing life insurance that accelerates the 
13 death benefit for long-term care shall use the financial or suitability 
14 form and format standards as developed and adopted by the NAIC. 
15 A personal long-term care worksheet and disclosure notice of 
16 issues an applicant should know before buying long-term care 
17 insurance shall be completed and provided before an application is 
18 taken. 
19 ill Each applicant that does not meet the recommended financial or 
20 personal asset suitability test criteria shall receive a letter of 
21 notification and shall be given an option to waive the results of the 
22 financial suitability test and proceed with the purchase of the 
23 policy. 
24 (d) The Commissioner shall adopt standards to handle consumer complaints about 
25 noncompliance with State requirements. 11 

26 Section 16. G.S. 58-65-25 reads as rewritten: 
27 "§ 58-65-25. Hospital, physician and dentist contracts. 
28 W Any corporation organized under the pro¥isioHs of this Article Bftd Afticle 66 
29 of tnis Cneptef may enter into contracts for the rendering of hospital service to any of 
30 its subscribers by hospitals approved by the American Medical Association and/or the 
31 North Carolina Hospital Association, and may enter into contracts for the furnishing 
32 of, or the payment in whole or in part for, medical and/or dental services rendered to 
33 any of its subscribers by duly licensed physicians and/or dentists. All obligations 
34 arising under contracts issued by such corporations to its subscribers shall be satisfied 
35 by payments made directly to the hospitals or hospitals and/or physicians and/or 
36 dentists rendering such service, or direct to the subscriber or his, her, or their legal 
37 representatives upon the receipt by the corporation from the subscriber of a statement 
38 marked paid by the hospital(s) and/or physician(s) and/or dentist(s) or both rendering 
39 such service, and all such payments heretofore made are hereby ratified. Nothing 
40 nefein in this section shall be construed to discriminate against hospitals conducted 
41 by other schools of medical practice. 
42 Qu Oft end eftef JeHUftf)' 1, 1956, all All certificates, plans or contracts issued to 
43 subscribers or other persons by hospital and medical and/or dental service 
44 corporations operating under this Article tl:ftd Afticle 66 of this Chaptef shall contain 
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1 in substance a provision as follows: 'After two years from the date of issue of this 
2 certificate, contract or plan no misstatements, except fraudulent misstatements made 
3 by the applicant in the application for such certificate, contract or plan, shall be used 
4 to void said certificate, contract or plan, or to deny a claim for loss incurred or 
5 disability (as therein defined) commencing after the expiration of such two-year 
6 period. Ne elaim fer less iHeurred er disability (as defiHed iH the eertifieate, eeHtrnet 
7 er plaH) cemmeHciHg after twe years frem the date ef issue ef this certificate, ceHtract 
8 er pla:H shall be redueed er deHied eH the greuHd that a disease er physical ceHditieH 
9 Het eJfcluded frem ce•1erage by Hame er specifically described, effeetiYe eH the date 

10 ef less, had e.xisted prier te the effecth•e date ef ee•1erage ef this eertifieate, eeHtraet 
11 er plaH.'" 
12 Section 17. G.S. 58-65-60(e) reads as rewritten: 
13 "(e) A hespital service corporation may issue a master group contract with the 
14 approval of the Commissioner ef IHsuraHce preYided such if the contract and the 
15 individual certificates issued to members of the greup, shall cemply group comply in 
16 substance to the other provisions of this Article and Article 66 of this Chapter. Atty 
17 9tteh- The contract may provide for the adjustment of the rate of the premium or 
18 benefits conferred as provided in 9ftttl- the contract, and in accordance with an 
19 adjustment schedule filed with and approved by the CemmissieHer ef IHsuraHee. 
20 Commissioner. If such master greup the contract is issued, altered or modified, the 
21 subscribers' contracts issued iH pursue.Hee thereof under that contract are altered or 
22 modified accordingly, all laws and clauses in subscribers' contracts to the contrary 
23 notwithstanding. Nothing in this Article and Article 66 of this Chapter shall be 
24 construed to prohibit or prevent the same. Forms of such contract shall at all times be 
25 furnished upon request of subscribers thereto. 
26 fB For empleyer greups of 50 or more perseHs He eYideHee ef 
27 iHdiYidual iHsurnbilit)' may ee required at the time the perseH first 
28 beeemes eligible fer eo•1ernge or withiH 31 days thereafter eJEeept 
29 fer tlH'.'f' iHsure.Hce supplemeHttll to the be.sic coYere.ge for v,hich 
30 evideHce of iHdividue.l iHsure.bility may be required. \\'ith respect 
31 te trusteed groups the phrase "groups of 50" must be applied eH t1 
32 participe.tiHg uHit be.sis fer the purpese of requiriHg iHdiYidue.l 
33 evideHce of iHsure.bility. 
34 ~ Empleyer master greup eeHtftlcts may ceHtaiH a prn•1isieH limitiHg 
35 co•1ere.ge for preeJEistiHg eoHditioHs. PreeJEistiHg eoHditieHs must be 
36 co•1ered HO later the.fl: 12 moHths after the effcctiYe date of 
37 co•1ere.ge. PreeJfistiHg eoHditioHs are defiHed as "those eoHditieHs 
38 fer v.•hieh medical advice or tree.tmeHt was recei•1ed er 
39 reeemmeHded or which could be medically documeHted withiH the 
40 12 meHth period immediately preeediHg the effeeti•,e date ef the 
41 perseH's ceYerage." PreexistiHg ceHditieHs eJEclusieHs may Het be 
42 implemeHted by t1Hy successer plaH as te tlHY ce•,ered perseHs whe 
43 hti•••e already met all or part of the we.itiHg peried requiremeHts 
44 uHder tlHY previous ple.H. Credit must be giveH for that pertioH ef 
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1 the waitiflg peried whieh was fflet uflder the preYieus plafl. A:s 
2 used ifl this suedivisiefl, a "pre·tieus f:)lafl" ifleludes afly health 
3 eeflefit f:)lafl f:)W'lided ey a health iflsurer, as these terffls are 
4 defifled ifl G.S. 58 51 115, er afly geverflffleflt f:)lafl er f:)regraffl 
5 f:)reYidiflg health eeflefits er health eare, eJEeef:)t that flethiflg ifl this 
6 seetiefl shall af:)f:)ly to a guaraflteed issue f:)reduet desigfled fur 
7 ufliflsuraeles. Fer etHf:)leyer greuf:)s ef 50 er fflore f:)ersefls: lfl 
8 deterfflifliflg whether a f:)ree:,cistiflg eeflditiefl f:)re'lisiefl af:)plies ta 
9 afl eligiele Cfflf:)leycc er to a def:)efldcflt, all health eeflefit f:)lafls 

10 shall credit the tifflc the f:)Crsofl was eer..·crcd Ufldcr a f:)rcvious f:)lafl 
11 if the f:)rcvieus f:)lafl's ee·lcragc was cefltiflueus ta a date flat fflere 
12 thafl 60 days ecfurc the cffcetiYe date ef the flew ce·1eragc, 
13 mi:elusivc of arty af:)f:)licablc waitirtg pcriocl urtclcr tltc rtCV+' coverage. 
14 f3t ~ Employees shall be added to the master group coverage no later than 90 
15 days after their first day of employment. Employment shall be considered continuous 
16 and not be considered broken except for unexcused absences from work for reasons 
17 other than illness or injury. The term 'employee' is defined as a nonseasonal person 
18 who works on a full-time basis, with a normal work week of 30 or more hours and 
19 who is otherwise eligible for coverage, but does not include a person who works on a 
20 part-time, temporary, or substitute basis. 
21 f4t (e2) Whenever an employer master group contract replaces another group 
22 contract, whether this contract was issued by a corporation under Articles 1 through 
23 67 of this Chapter, the liability of the succeeding corporation for insuring persons 
24 covered under the previous group contract is (i) each person is eligible for coverage 
25 in accordance with the succeeding corporation's plan of benefits with respect to 
26 classes eligible and activity at work and nonconfinement rules must be covered by the 
27 succeeding corporation's plan of benefits; and (ii) each person not covered under the 
28 succeeding corporation's plan of benefits in accordance with (i) above must 
29 nevertheless be covered by the succeeding corporation if that person was validly 
30 covered, including benefit extension, under the prior plan on the date of 
31 discontinuance and if the person is a member of the class of persons eligible for 
32 coverage under the succeeding corporation's plan." 
33 Section 18. G.S. 58-67-85 reads as rewritten: 
34 "§ 58-67-85. Master group contracts, filing requirement; required and prohibited 
35 provisions. 
36 (a) A health maintenance organization may issue a master group contract with the 
37 approval of the Commissioner of Insurance provided the contract and the individual 
38 certificates issued to members of the group, shall comply in substance to the other 
39 provisions of this Article. Any such contract may provide for the adjustment of the 
40 rate of the premium or benefits conferred as provided in the contract, and in 
41 accordance with an adjustment schedule filed with and approved by the 
42 Commissioner of Insurance. If the master group contract is issued, altered or 
43 modified, the enrollees' contracts issued in pursuance thereof are altered or modified 
44 accordingly, all laws and clauses in the enrollees' contracts to the contrary 
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1 notwithstanding. Nothing in this Article shall be construed to prohibit or prevent the 
2 same. Forms of such contract shall at all times be furnished upon request of enrollees 
3 thereto. 
4 (a) For employer grottps of 50 or more persons no e11idence of individttctl 
5 iftsttrctaility mcty ae reqttired ctt the time the person first aecomes eligiale for 
6 insttrctftce or withift 31 dctys therectfter eJtcept for any insttrctnce sttpplementctl to the 
7 bctsic co.,+•erctge for which evidence of individual insttrctaility may ae reqttired. \l/ith 
8 respect to . trusteed grottps the phrase "groups of 50" must ae applied on ct 
9 pertieipctting unit actsis for the purf'OSe of requiring indi11idual evidence of 

10 iHSttrctaility. 
11 (c) Employer mctster grottp contracts may contain a pro•,ision limiting co•,erctge 
12 for preexistiftg conditions. Preexisting conditions must ae co•,ered no lctter thctn 12 
13 months after the effective date of co.,"·erctge. Preexisting conditions ctre defined cts 
14 "those eoHditions for vihieh medical ad•,iee or treatment was received or 
15 recommended or which eottld ae medically docttmented within the 12 month period 
16 immediately preceding the effecti"f1e dctte of the person's co.,1erctge." Preexisting 
17 conditiofts exclusions msy not ae implemented ay ctny successor f'lttn as to ctny 
18 co.,1ered versons who ha.,1e ctlready met ctll or part of the wctiting period requirements 
19 uftder ctny pre.,1iotts plctH. Credit mttst ee gh•eft for thctt portioH of the v,sitiHg period 
20 which wa:s met under the previous plan. As used in d1is suasection, a "previous plctn" 
21 iHelttcles &Hy hectlth aeHefit plan pro•1ided 8)' a heslth insurer, cts those terms sre 
22 definecl iH G.S. 58 51 115, or any government plan or progrctm pro•,iding hectlth 
23 aenefits or hectlth cctre. In determining whether e f'reeJtisting condition f'ro•ttsion 
24 &f'f'lies to &ft eligiele emf'loyee or to a def'endent, ell health eenefit plsns shsH credit 
25 the time the f'ersoH wcts co.,1ered ttnder ct f're•,ious plan if the f'revious plan's 
26 CO"f'erctge wcts continuous to ct dctte not more thctn 69 dctys eefore the effective dctte of 
27 the Hew eo.,,ersge, e:x:elusive of Cl:ny Clf'f'liesble •.vctiting f'eriod under the new co•1ersge. 
28 ( d) Employees shall be added to the master group coverage no later than 90 days 
29 after their first day of employment. Employment shall be considered continuous and 
30 not be considered broken except for unexcused absences from work for reasons other 
31 than illness or injury. The term 'employee' is defined as a nonseasonal person who 
32 works on a full-time basis, with a normal work week of 30 or more hours and who is 
33 otherwise eligible for coverage, but does not include a person who works on a part-
34 time, temporary, or substitute basis. 
35 (e) Whenever an employer master group contract replaces another group contract, 
36 whether the contract was issued by a corporation under Articles 1 through 67 of this 
37 Chapter, the liability of the succeeding corporation for insuring persons covered 
38 under the previous group contract is: 
39 (1) Each person who is eligible for coverage in accordance with the 
40 succeeding corporation's plan of benefits with respect to classes 
41 eligible and activity at work and nonconfinement rules must be 
42 covered by the succeeding corporation's plan of benefits; and 
43 (2) Each person not covered under the succeeding corporation's plan 
44 of benefits in accordance with (e)(l) must nevertheless be covered 
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by the succeeding corporation if that person was validly covered, 
including benefit extension, under the prior plan on the date of 
discontinuance and if the person is a member of the class of 
persons eligible for coverage under the succeeding corporation's 
plan." 

Section 19. Article 3 of Chapter 58 of the General Statutes is amended 
by adding a new section to read: 
"§ 58-3-169. Required coverage for minimum hospital stay following birth. 

(a) Definitions. -- As used in this section: 

ill 'Attending providers' includes: 
a. The obstetrician-gynecologists, pediatricians, family 

physicians, and other physicians primarily responsible for 
the care of a mother and newborn; and 
The nurse midwives and nurse practitioners primarily 
responsible for the care of a mother and her newborn child 
in accordance with State licensure and certification laws. 

ill 'Health benefit plan' means an accident and health insurance 
policy or certificate: a nonprofit hospital or medical service 
corporation contract: a health maintenance organization subscriber 
contract: a plan provided by a multiple employer welfare 
arrangement: or a plan provided by another benefit arrangement, 
to the extent permitted by the Employee Retirement Income 
Security Act of 1974. as amended. or by any waiver of or other 
exception to that Act provided under federal law or regulation. 
'Health benefit plan' does not mean any of the following kinds of 
insurance: 
a. Accident. 
b. Credit. 
c. Disability income. 
d. Long-term or nursing home care. 
e. Medicare supplement. 
f. Specified disease. 
g.. Dental or vision. 
h. Coverage issued as a supplement to liability insurance. 
i.:. Workers' compensation. 
1,. Medical payments under automobile or homeowners. and 
k. Insurance under which benefits are payable with or without 

regard to fault and that is statutorily required to be 
contained in any liability policy or equivalent self-insurance. 

L. Hospital income or indemnity. 
ill 'Insurer' means an insurance company subject to this Chapter. a 

service corporation organized under Article 65 of this Chapter, a 
health maintenance organization organized under Article 67 of this 
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1 Chapter. and a multiple employer welfare arrangement subject to 
2 Article 49 of this Chapter. 
3 (b) In General. -- Except as provided in subsection (c) of this section, an insurer 
4 that provides a health benefit plan that contains maternity benefits, including benefits 
5 for childbirth. shall ensure that coverage is provided with respect to a mother who is 
6 a participant. beneficiary. or policyholder under the plan and her newborn child for a 
7 minimum of 48 hours of inpatient length of stay following a normal vaginal delivery. 
8 and a minimum of 96 hours of inpatient length of stay following a cesarean section, 
9 without requiring the attending provider to obtain authorization from the insurer or 

10 its representative. 
11 (c) Exception. -- Notwithstanding subsection (b) of this section, an insurer is not 
12 required to provide coverage for postdelivery inpatient length of stay for a mother 
13 who is a participant, beneficiary, or policyholder under the insurer's health benefit 
14 plan and her newborn child for the period referred to in subsection (b) of this section 
15 if: 
16 ill A decision to discharge the mother and her newborn child before 
17 the expiration of the period is made by the attending provider in 
18 consultation with the mother: and 
19 ill The health benefit plan provides coverage for postdelivery follow-
20 up care as described in subsections(d) and (e) of this section. 
21 (d) Postdelivery Follow-Up Care. -- In the case of a decision to discharge a 
22 mother and her newborn child from the inpatient setting before the expiration of 48 
23 hours following a normal vaginal delivery or 96 hours following a cesarean section, 
24 the health benefit plan shall provide coverage for timely postdelivery care. This 
25 health care shall be provided to a mother and her newborn child by a registered 
26 nurse, physician, nurse practitioner, nurse midwife, or physician assistant experienced 
27 in maternal and child health in: 
28 ill The home, a provider's office, a hospital, a birthing center, an 
29 intermediate care facility, a federally qualified health center. a 
30 federally gualified rural health clinic, or a State health department 
31 maternity clinic: or 
32 ill Another setting determined appropriate under federal regulations 
33 promulgated under Title VI of Public Law 104-204. 
34 The attendin~ provider in consultation with the mother shall decide the most 
35 appropriate location for follow-up care. 
36 (e) Timely Care. -- As used in subsection (d) of this section, 'timely postdelivery 
37 care' means health care that is provided: 
38 ill Following the discharge of a mother and her newborn child from 
39 the inpatient setting: and 
40 ill In a manner that meets the health care needs of the mother and 
41 her newborn child, that provides for the appropriate monitoring of 
42 the conditions of the mother and child, and that occurs not later 
43 than the 72-hour period immediately following discharge . 
44 (0 Prohibitions. -- An insurer shall not: 
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1 ill Deny enrollment, renewal, or ·continued coverage with respect to 
2 its health benefit plan to a mother and her newborn child who are 
3 participants, beneficiaries, or policyholders. based on compliance 
4 with this section: 
5 ill Provide monetary payments or rebates to mothers to encourage the 
6 mothers to reguest less than the minimum coverage reguired under 
7 this section: 
8 ill Penalize or otherwise reduce or limit the reimbursement of an 
9 attending provider because the provider provided treatment to an 

10 individual policyholder, participant, or beneficiary in accordance 
11 with this section: or 
12 ill Provide monetary or other incentives to an attending provider to 
13 induce the provider to provide treatment to an individual 
14 policyholder, participant, or beneficiary in a manner inconsistent 
15 with this section. 
16 (1:;) Effect on Mother. -- Nothing in this section reguires that a mother who is a 
17 participant, beneficiary, or policyholder covered under this section: 
18 ill Give birth in a hospital: or 
19 ill Stay in the hospital for a fixed period of time following the birth of 
20 her child. 
21 (h) Level and Type of Reimbursements. -- Nothing in this section prevents an 
22 insurer from negotiating the level and type of reimbursement with an attending 

· 23 provider for care provided in accordance with this section." 
24 Section 20. G.S. 58-3-170 reads as rewritten: 
25 "§ 58-3-170. Requirements for maternity coverage. 
26 (a) Every entity providing a health benefit plan that provides maternity coverage 
27 in this State shall provide benefits for the necessary care and treatment related to 
28 maternity that are no less favorable than benefits for physical illness generally. 
29 (al) A health beBefit plaft that pro·,ides materBtty coverage shall provide eo·t"ernge 
30 Ear iBpatieBt eare for a mother aBd her Rewly borft ehild Ear a miRifflttffl of forty eight 
31 (48) hottrs after ·,agiBal delivery aftd a miRifflttffl of BiBety six (96) hottrs after 
32 dcli'f•ery by eaesareaB seetioR. 
33 (b) As used in this section, 'health benefit plans' means accident and health 
34 insurance policies or certificates; nonprofit hospital or medical service corporation 
35 contracts; health, hospital, or medical service corporation plan contracts; health 
36 maintenance organization (HMO) subscriber contracts; and plans provided by a 
37 MEW A or plans provided by other benefit arrangements, to the extent permitted by 
38 ERISA." 
39 Section 21. G.S. 58-51-55 reads as rewritten: 
40 "§ 58-51-55. No discrimination against the mentally ill and chemically dependent. 
41 (a) Definitions. -- As used in this section, the term: 
42 (1) 'Mental illness' has the same meaning as defined in G.S. 122C-
43 3(21); and 
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(2) 'Chemical dependency' has the same meaning as defined in G.S. 
58-51-50 

3 with a diagnosis found in the Diagnostic and Statistical Manual of Mental Disorders 
4 DSM-3-R or the International Classification of Diseases ICD/9/CM, or a later edition 
5 of those manuals. 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 

(b) Coverage of Physical Illness. -- No insurance company licensed in this State 
under the f}l'OYisioHs of Af'tieles 1 thrnttgh 64 of this Chapter shall, solely because an 
individual to be insured has or had a mental illness or chemical dependency: 

(1) Refuse to issue or deliver to that individual any policy that affords 

(2) 

(3) 

benefits or coverages for any medical treatment or service for 
physical illness or injury; 
Have a higher premium rate or charge for physical illness or injury 
coverages or benefits for that individual; or 
Reduce physical illness or injury coverages or benefits for that 
individual. 

(bl) Coverage of Mental Illness. -- A policy that covers both physical illness or 
injury and mental illness may not impose a lesser lifetime or annual dollar limitation 
on the mental health benefits than on the physical illness or injury benefits, subject to 
th'e following: 

ill 

ill 

ill 

Page 44 

A lifetime limit or annual limit may be made applicable to all 
benefits under the policy, without distinguishing the mental health 
benefits. 
If the policy contains lifetime limits only on selected physical 
illness and injury benefits, and these benefits do not represent 
substantially all of the physical illness and injury benefits under the 
policy, the insurer may impose a lifetime limit on the mental 
health benefits that 1s based on a weighted average of the 
respective lifetime limits on the selected physical illness and injury 
benefits. The weighted average shall be calculated in accordance 
with rules adopted by the Commissioner. 
If the policy contains annual limits only on selected physical illness 
and injury benefits, and these benefits do not represent 
substantially all of the physical illness and injury benefits under the 
policy, the insurer may impose an annual limit on the mental 
health benefits that is based on a weighted average of the 
respective annual limits on the selected physical illness and injury 
benefits. The weighted average shall be calculated in accordance 
with rules adopted by the Commissioner. 
Except as otherwise provided m this section, the policy may 
distinguish between mental illness benefits and physical injury or 
illness benefits with respect to other terms of the policy, including 
coinsurance, limits on provider visits or days of coverage, and 
requirements relating to medical necessity. 
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ill 

ill 

ill 

If the insurer offers two or more benefit package options under a 
policy, each package must comply with this subsection. 
This subsection does not apply to a policy if the insurer can 
demonstrate to the Commissioner that compliance will increase the 
cost of the policy by one percent (1 % ) or more. 
This subsection expires October 1, 2001, but the expiration does 
not affect services rendered before that date. 

8 (c) Mental Illness or Chemical Dependency Coverage Not Required. -- Nothing in 
9 this section J:'fe¥etHS 8:ftY iHSUf8:ftCe COfflp8:HY ft:offl eJEcludiHg ft:offl CO'f'efege 8:ftY 

10 f'hysieel illHess Of iHj,uy Of ffleHtel illHess Of chefflicel def'eHdeHey v.·hich hes eJEisted 
11 J:'ferrious to cor1efege of the iHdi¥iduel by the iHSttfB:Hee eofflpeHy Of ft:offl FCfusiHg to 
12 isstte Of deli¥ef to that iHdividuel eHy policy because of the uHdefwfitiHg of eHy 
13 physical eoHditieH whether or Hot related to requires an insurer to offer coverage for 
14 mental illness or chemical depeHdeHcy. dependency, except as provided in G.S. 58-
15 51-50. 
16 (d) Applicability. -- =Htts Subsection (bl) of this section applies only to group 
17 health insurance contracts covering more than 50 employees. The remainder of this 
18 section applies only to group health insurance contracts covering 20 or more 
19 employees. For purposes of this section, 'group health insurance contracts' include 
20 MEWAs, as defined in G.S. 58-49-30(a)." 
21 Section 22. G.S. 58-65-90 reads as rewritten: 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 

"§ 58-65-90. No discrimination against the mentally ill and chemically dependent. 
(a) Definitions. -- As used in this section, the term: 

(1) 'Mental illness' has the same meaning as defined in G.S. 122C-

(2) 
3(21); and 
'Chemical dependency' has the same meaning as defined in G.S. 
58-65-75 

with a diagnosis found in the Diagnostic and Statistical Manual of Mental Disorders 
DSM-3-R or the International Classification of Diseases ICD/9/CM, or a later edition 
of those manuals. 

(b) Coverage of Physical Illness. -- No hesf'itB:l, ffledieel, deHtel of health service 
corporation governed by this Chapter shall, solely because an individual to be insured 
has or had a mental illness or chemical dependency: 

(1) Refuse to issue or deliver to that individual any individual or 
group hospital, dental, ffledieel Of health sefviee subscriber 
contract in this State that affords benefits or coverage for medical 

(2) 

(3) 

treatment or service for physical illness or injury; 
Have a higher premium rate or charge for physical illness or injury 
coverages or benefits for that individual; or 
Reduce physical illness or injury coverages or benefits for that 
individual. 

(b 1) Coverage of Mental Illness. -- A subscriber contract that covers both physical 
illness or injury and mental illness may not impose a lesser lifetime or annual dollar 
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1 limitation on the mental health benefits than on the physical illness or injury benefits, 
2 subject to the following: 
3 ill A lifetime limit or annual limit may be made applicable to all 
4 benefits under the subscriber contract, without distinguishing the 
5 mental health benefits. 
6 ill If the subscriber contract contains lifetime limits only on selected 
7 physical illness or injury benefits, and these benefits do not 
8 represent substantially all of the physical illness and injury benefits 
9 under the subscriber contract, the service corporation may impose 

10 a lifetime limit on the mental health benefits that is based on a 
11 weighted average of the respective lifetime limits on the selected 
12 physical illness and injury benefits. The weighted average shall be 
13 calculated in accordance with rules adopted by the Commissioner. 
14 ill If the subscriber contract contains annual limits only on selected 
15 physical illness and injury benefits, and these benefits do not 
16 represent substantially all of the physical illness and injury benefits 
17 under the subscriber contract, the service corporation may impose 
18 an annual limit on the mental health benefits that is based on a 
19 weighted average of the respective annual limits on the selected 
20 physical illness and injury benefits. The weighted average shall be 
21 calculated in accordance with rules adopted by the Commissioner. 
22 ill Except as otherwise provided in this section, the subscriber 
23 contract may distinguish between mental illness benefits and 
24 physical injury or illness benefits with respect to other terms of the 
25 subscriber contract, including coinsurance, limits on provider visits 
26 or days of coverage, and reguirements relating to medical 
27 necessity. 
28 ill If the service corporation offers two or more benefit package 
29 options under a subscriber contract, each package must comply 
30 with this subsection. 
31 .(.fil This subsection does not apply to a subscriber contract if the 
32 service corporation can demonstrate to the Commissioner that 
33 compliance will increase the· cost of the subscriber contract by one 
34 percent (1%) or more. 
35 ill This subsection expires October 1, 2001, but the expiration does 
36 not affect services rendered before that date. 
37 (c) Mental Illness or Chemical Dependency Coverage Not Reguired. -- Nothing in 
38 this section prc·,ents any hospital or ffledical plan froffl exclttding froffl eo·rerngc any 
39 physical illness or injttry or fflcntal illness or chcfflical dependency which has existed 
40 previotts to co·,erage of the indi'lidttal ey the hospital or fflcdical plan or froffl 
41 rcfttsing to isstte or dcl:i.·,cr to that indi'lidttal any policy eecattsc of the ttnderwriting 
42 of any physical condition v,hethcr or not related to reguires a service corporation to 
43 offer coverage for mental illness or chemical dependency. dependency, except as 
44 provided in G.S. 58-65-75. 
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1 ( d) Applicability. -- =Atts Subsection (b 1) of this section applies only to subscriber 
2 contracts covering· more than 50 employees. The remainder of this section applies 
3 only to group contracts covering 20 or more employees." 
4 Section 23. G.S. 58-67-75 reads as rewritten: 
5 
6 
7 
8 
9 

10 
11 
12 

"§ 58-67-75. No discrimination against the mentally ill and chemically dependent. 
(a) Definitions. -- As used in this section, the term: 

(1) 'Mental illness' has the same meaning as defined in G.S. 122C-

(2) 
3(21); and 
'Chemical dependency' has the same meaning as defined in G.S. 
58-67-70 

with a diagnosis found in the Diagnostic and Statistical Manual of Mental Disorders 
DSM-3-R or the International Classification of Diseases ICD/9/CM, or a later edition 

13 of those manuals. 
14 (b) Coverage of Physical Illness. -- No health maintenance organization governed 
15 by this Chapter shall, solely because an individual has or had a mental illness or 
16 chemical dependency: 
17 (1) Refuse to enroll that individual in any health care plan covering 
18 physical illness or injury; 
19 (2) Have a higher premium rate or charge for physical illness or injury 
20 coverages or benefits for that individual; or 
21 (3) Reduce physical illness or· injury coverages or benefits for that 
22 individual. 
23 (b 1) Coverage of Mental Illness. -- A health care plan that covers both physical 
24 illness or injury and mental illness may not impose a lesser lifetime or annual dollar 
25 limitation on the mental health benefits than on the physical illness or injury benefits, 
26 subject to the following: 
27 ill A lifetime limit or annual limit may be made applicable to all 
28 benefits under the plan, without distinguishing the mental health 
29 benefits. 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 

ill 

ill 

House Bill 434 

If the plan contains lifetime limits only on selected physical illness 
and mJury benefits, and these benefits do not represent 
substantially all of the physical illness and injury benefits under the 
plan, the HMO may impose a lifetime limit on the mental health 
benefits that is based on a weighted average of the respective 
lifetime limits on the selected physical illness and injury benefits. 
The weighted average shall be calculated in accordance with rules 
adopted by the Commissioner. 
If the plan contains annual limits only on selected physical illness 
and injury benefits, and these benefits do not represent 
substantially all of the physical illness and injury benefits under the 
plan, the HMO may impose an annual limit on the mental health 
benefits that is based on a weighted average of the respective 
annual limits on the selected physical illness and injury benefits. 
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1 The weighted average shall be calculated in accordance with rules • 
2 adopted by the Commissioner. 
3 ill Except as otherwise provided in this section, the plan may 
4 distinguish between mental illness benefits and physical injury or 
5 illness benefits with respect to other terms of the plan, including 
6 coinsurance, limits on provider visits or days of coverage, and • 
7 reguirements relating to medical necessity. 
8 ill If the HMO offers two or more benefit package options under a 
9 plan, each package must comply with this subsection. 

10 .(fil This subsection does not apply to a health benefit plan if the HMO 
11 can demonstrate to the Commissioner that compliance will 
12 increase the cost of the plan by one percent (1 %) or more. 
13 ill This subsection expires October 1, 2001, but the expiration does 
14 not affect services rendered before that date. 
15 (c) Mental Illness or Chemical Dependency Coverage Not Reguired. -- Nothing in 
16 this section pFcvcHts ttHy hcttlth mttiH:tcH:6:Hec eFgttt1:i~tttiet1: &-em CX'elttdit1:g &-em 
17 ee·tcfttgc 6:HY physiettl illt1:css ef iHjttey ef mcH:tttl illt1:css ef ehcmiettl dcpet1:det1:ey 
18 whieh htts e.xisted pFevietts te ee·,erngc ef the it1:dividttttl ey the hettlth mttiHteHB:Hee 
19 eFgttt1:i~tttiet1: ef &-em Feh:tsit1:g te isstte ef dclivef te thttt it1:dividttttl 6:HY peliey ecettttse 
20 ef the t1:t1:derwfitit1:g ef 6:HY physiettl eet1:ditiet1: vthcthcf ef Bet Feltttcd te reguires an 
21 HMO to offer coverage for mental illness or chemical dcpet1:det1:ey. dependency, 
22 except as provided in G.S. 58-67-70. • 
23 (d) Applicability. -- ~ Subsection (bl) of this section applies only to group 
24 contracts coverin2 more than 50 employees. The remainder of this section applies 
25 only to group contracts covering 20 or more employees." 
26 Section 24. G. S. 58-3-173 is repealed. 
27 Section 25. Sections 1 through 18 of this act apply to all affected 
28 contracts that are delivered, issued for delivery, or renewed on and after July 1, 1997. 
29 Sections 19, 20, 21, 22, and 23 of this act apply to all affected contracts that are 
30 delivered, issued for delivery, or renewed on and after January 1, 1998. For the 
31 purposes of this act, renewal of a contract is presumed to occur on each anniversary 
32 of the date on which coverage was first effective on the person or persons covered by 
33 the contract. 
34 Section 26. This act is effective when it becomes law. 
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MEMORANDUM 

Thomas L. Covingtdh, Director 
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Suite 619, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-4910 

June 26, 1997 

TO: House Insurance Committee 

FROM: Linwood Jones, Counsel 

George R. Hall, Legislative Services Officer 
(919) 733-7044 

Donald W. Fulford, Director 
Information Systems Division 
Suite 400, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-6834 

Terrence D. Sullivan, Director 
Research Division 
Suite 545, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-2578 

RE: Senate Changes to House Bill 434 (Federal Health Insurance) 

The following are the changes made by the Senate to House Bill 434. In my 
opinion, these are all technical changes: 

• "COBRA continuation provision" is defined to also include coverage under a State 
continuation law (see sub-subdivision d.) 

• The reference to "service corporation" in the definition of "health insurer" is changed 
to "hospital or medical" servic-e corporation, making clear that a dental service 
corporation is not considered a "health insurer" (see subdivision (6)). 

• The reference to "providers" in the definition of "network plan" is changed to "health 
care providers" for clarification (see subdivision 13). 

• Language is added (see sub-subdivision c.) to provide that the time an individual 
spends on short-term limited duration health insurance (less than 12 months} does 
not count in determining creditable coverage under the portability law. 

· • Language is added to exempt self-employed individuals, who currently come under 
our Small Employer Group laws, from the requirement for guaranteed issuance of a 
health insurance policy. The federal law does not require guaranteed availability of 
coverage to self-employed individuals. 

• Unnecessary language concerning high risk health insurance pools is eliminated 
from the bill. North Carolina does not have a high-risk pool. 

: AN EQUAL OPPORTUNITY/AFFIRMATIVE ACTION EMPLOYER 



• Definition of "late enrollee" in the existing small group law is amended in three 
places to make clarifications. 

• The "look-back" period for determining whether a person on an individual policy of 
insurance has a pre-existing condition is retained at 1 year. Although the federal 
law shortens the look-back period for group policies to 6 months, it doe$ not require 
a 6-month look-back period on individual health insurance policies unless the 
individual is an "eligible individual" as defined in the law. A provision is added to 
make clear that the 1-year look back period only applies to those individual who are 
not "eligible" individuals. 

• Language is added to clarify that the limits on preexisting conditions in individual 
health insurance policies do not apply to certain types of "excepted benefits" defined 
under federal law (such as specified disease policies, etc.) 

• A provision is added repealing GS 58-3-173. This statute is no longer necessary 
because it is being replaced by the new conforming provisions in the bill. 

• Provisions were added to make clear that the bill does not override existing State 
law on chemical dependency coverage. 

• Language was added to clarify that individual health insurance coverage does not 
include short-term coverage. 

• Provisions relating to the existing law on preexisting conditions in individual health 
insurance policies and its inapplicability to "eligible individuals" (to whom pre-ex 
clauses do not apply) was relocated in the bill. 

• Grammar and erroneous cross-references were corrected 
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Sponsors: 

Referred to: 

April 21, 1997 

1 A BILL TO BE ENTITLED 
2 AN ACT TO REWRITE THE LAWS CONCERNING EMPLOYER AND 
3 EMPLOYER GROUP WORKERS' COMPENSATION SELF-INSURANCE AND 
4 CODIFY RELATED ADMINISTRATIVE RULES AND TO PROVIDE FOR 
5 GUIDELINES FOR PERSONS AND ENTITIES THAT ADMINISTER OR 
6 SERVICE WORKERS' COMPENSATION BUSINESS FOR SELF-INSURED 
7 EMPLOYERS AND EMPLOYER GROUPS. 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 

The General Assembly of North Carolina enacts: 
Section 1. The heading of Article 47 of Chapter 58 of the General 

Statutes reads as rewritten: 
"Nortll Ce.roHHe. Hee.ltll Ce.re E:X:eess Liability FttHd. 

Workers' Compensation Self-Insurance." 
Section 2. G.S. 58-47-1, 58-47-5, 58-47-10, 58-47-15, 58-47-20, 58-47-25, 

58-47-30, 58-47-35, 58-47-40, 58-47-45, and 58-47-50 are repealed. 
Section 3. Article 47 of Chapter 58 of the General Statutes is amended 

by adding the following: 
"Part 1. Employer Groups. 

"§ 58-47-60. Definitions. 
As used in this Part: 

ill 'Act' means the Workers' Compensation Act in Article 1 of 
Chapter 97 of the General Statutes, as amended. 

ill 'Affiliate' has the same meaning as in G.S. 58-19-5(1). 
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ill 

ill 

ill 

ill 
ill 

(fil 

.(2). 

WU 
(ill 

(ill 

(ill 

(ill 

'Annual statement filing' means the most recent annual filing made 
with the Commissioner under G.S. 58-2-165. 
'Board' means the board of trustees or other governing body of a 
group. 
'Books and records' means all files, documents, and databases in a 
paper form, electronic medium, or both. 
'Control' means "control" as defined in G.S. 58-19-5(2). 
'GAAP financial statement' means a financial statement as defined 
by generally accepted accounting principles. 
'Group' means two or more employers who agree to pool their 
workers' compensation liabilities under the Act and are licensed 
under this Part. 
'Hazardous financial condition' means that. based on its present or 
reasonably anticipated financial condition. a person is insolvent or. 
although not financially impaired or insolvent. is unlikely to be 
able to meet obligations for known claims and reasonably 
anticipated claims or to pay other obligations in the normal course 
of business. 
'Member' means an employer that participates in a group. 
'Qualified actuary' means a member in good standing of the 
Casualty Actuarial Society or a member in good standing of the 
American Academy of Actuaries. who has been approved as 
gualified for signing casualty loss reserve opinions by the Casualty 
Practice Council of the American Academy of Actuaries. and is in 
compliance with G.S. 58-2-171. 
'Rate' means the cost of insurance per exposure unit, whether 
expressed as a single number or as a prospective loss cost with an 
adjustment to account for the treatment of expenses. profit. and 
variations in loss experience, before any application of individual 
risk variations based on loss or expense considerations. and does 
not include minimum premiums. 
'Service company' means an entity that has contracted with an 
employer or group for the purpose of providing any services 
related to claims adjustment. loss control, or both. 
'Third-party administrator' or 'TP A' means a person engaged by a 
board to execute the policies established by the board and to 
provide day-to-day management of the group. 'Third-party 
administrator' or 'TP A' does not mean: 
a. An employer acting on behalf of its employees or the 

employees of one or more of its affiliates. 
b. An insurer · that is licensed under this Chapter or that is 

acting as an insurer with respect to a policy lawfully issued 
and delivered by it and under the laws of a state in which 
the insurer is licensed to write insurance. 
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1 c. An agent or broker who is licensed by the Commissioner 
2 under Article 33 of this Chapter whose activities are limited 
3 exclusively to the sale of insurance. 
4 d. An adjuster licensed by the Commissioner under Article 33 
5 of this Chapter whose activities are limited to adjustment of 
6 claims. 
7 ~ An individual who is an officer, a member, or an employee 
8 of a board. 
9 @ 'Underwriting' means the process of selecting risks and classifying 

10 them according to their degrees of insurability so that the 
11 appropriate rates may be assigned. The process also includes 
12 rejection of those risks that do not qualify. 
13 "§ 58-47-65. Licensing; qualification for approval. 
14 (a) No group shall self-insure its workers' compensation liabilities under the Act 
15 unless it is licensed by the Commissioner under this Part. 
16 (b) An applicant for a license shall file with the Commissioner the information 
17 required by subsection (0 of this section on a form prescribed by the Commissioner 
18 at least 90 days before the proposed licensing date. The applicant shall furnish to the 
19 Commissioner satisfactory proof of the proposed group's financial ability, through its 
20 members, to comply with the Act. No application is complete until the 
21 Commissioner has received all required information. 
22 (c) The group shall comprise two or more employers who are members of and are 
23 sponsored by a single bona fide trade or professional association. The association 
24 shall (i) comprise members engaged in the same or substantially similar business or 
25 profession within the State, (ii) have been incorporated in North Carolina, (iii) have 
26 been in existence for at least five years before the date of application to the 
27 Commissioner to form a group, and (iv) submit a written determination from the 
28 Internal Revenue Service that it is exempt from taxation under 26 U.S.C. § 501(c). 
29 This subsection does not apply to a group that was organized and approved under 
30 North Carolina law before July 1, 1995. 
31 (d) Only an applicant whose members' employee base is actuarially sufficient in 
32 numbers and provides an actuarially appropriate spreading of risk may apply for a 
33 license. The Commissioner shall consider (i) the financial strength and liquidity of 
34 the applicant relative to its ability to comply with the Act, (ii) the applicant's criteria 
35 and procedures regarding the review and monitoring of members' financial strength, 
36 (iii) reliability of the financial information, (iv) workers' compensation loss history, 
37 (v) underwriting guidelines, (vi) claims administration, (vii) excess insurance or 
38 reinsurance. and (viii) access to excess insurance or reinsurance. 
39 (e) Before issuing a license to any applicant, the Commissioner shall require, in 
40 addition to the other requirements provided by law, that the applicant file an affidavit 
41 signed by the association's board members that it has not violated any of the 
42 applicable provisions of this Part or the Act during the last 12 months, and that it 
43 accepts the provisions of this Part and the Act in return for the license. 
44 (0 The license application shall comprise the following information: 
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(ill 
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ill)_ 

Biographical affidavits providing the education, prior occupation, 
business experience, and other supplementai:y information 
submitted for each promoter, incorporator, director, trustee, 
proposed management personnel, and other persons similarly 
situated. 
A forecast for a five-year period based on the initial capitalization 
of the proposed group and its plan of operation. The forecast shall 
be prepared by a certified public accountant. a qualified actuai:y, 
or both, be in sufficient detail for a complete analysis to be 
performed, and be accompanied by a list of the assumptions 
utilized in making the forecast. 
An individual application, under G.S. 58-47-125, of each member 
applying for coverage in the proposed group on the inception date 
of the proposed group, with a current GAAP financial statement of 
the member. The financial statements are confidential, but the 
Commissioner may use them in any judicial or administrative 
proceeding. 
A breakdown of all forecasted administrative expenses for the 
proposed group's fiscal year in a dollar amount and as a 
percentage of the estimated annual premium. 
The proposed group's procedures for evaluating the current and 
continuing financial strength of members. 
Evidence of the coverage required by G.S. 58-47-95. 
Demonstration provided by the board. satisfactoi:y to the 
Commissioner, that the proposed group's member employee base 
is actuarially sufficient in numbers and provides an actuarially 
appropriate spreading of risk. 
An assessment plan under G.S. 58-47-135(a). 
A listing of the estimated premium to be developed for each 
member individually and in total for the proposed group. Payroll 
data for each of the three preceding years shall be furnished by 
risk classification. 
An executed agreement by each member showing the member's 
obligation to pay to the proposed group not less than twenty-five 
percent (25%) of the· member's estimated annual premium not 
later than the first day of coverage afforded by the proposed group. 
Composition of the initial board. 
An indemnity agreement on a form prescribed by the 
Commissioner. 
Proof. satisfactoi:y to the Commissioner, that either the applicant 
has within its own organization ample facilities and competent 
personnel to service its program for underwriting, claims, and 
industrial safety engineering, or that the applicant will contract for 
any of these services. If the applicant is to perform any servicing, 
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biographical affidavits of those persons who will be responsible for 
or performing servicing shall be included with the information in 
subdivision (1) of this subsection. If a group contracts with a 
service company or TP A to administer and adjust claims, the 
group shall provide proof of compliance with the other provisions 
of this Part. 

7 (H}. A letter stipulating the applicant's acceptance of membership in 
8 the North Carolina Self-Insurance Guaranty Association under 
9 Article 4 of Chapter 97 of the General Statutes. 

10 ~ Any other specific information the Commissioner considers 
11 relevant to the organization of the proposed group. 
12 (g) Every applicant shall execute and file with the Commissioner an agreement, as 
13 part of the application, in which the applicant agrees to deposit with the 
14 Commissioner cash or securities acceptable to the Commissioner. 
15 "§ 58-47-70. License denial; termination; revocation; restrictions. 
16 (a) If the Commissioner denies a license, the Commissioner shall inform the 
17 applicant of the reasons for the denial. The Commissioner may issue a license to an 
18 applicant that remedies the reasons for a denial within 60 days after the 
19 Commissioner's notice. The Commissioner may grant additional time to an applicant 
20 to remedy any deficiencies in its application. A request for an extension of time shall 
21 be made in writing by the applicant within 30 days after the Commissioner's notice. 
22 If the applicant fails to remedy the reasons for the denial, the application shall be 
23 withdrawn or denied. 
24 (b) A group shall not terminate its license or cease the writing of renewal business 
25 without obtaining prior written approval from the Commissioner. The Commissioner 
26 shall not grant the request of any group to terminate its license unless the group has 
27 closed or reinsured all of its incurred workers' compensation obligations and has 
28 settled all of its other legal obligations, including known and unknown claims and 
29 associated expenses. 
30 (c) No group shall transfer its workers' compensation obligations under an 
31 assumption reinsurance agreement without complying with Part 2 of Article 10 of this 
32 Chapter. 
33 (d) Every group is subject to Article 19 of this Chapter. No group shall merge 
34 with another group unless both groups are engaged in the same or a similar type of 
35 business. 
36 "§ 58-47-75. Reporting and records. 
37 (a) As used in this section: 
38 ill 'Audited financial report' has the same meaning as in the NAIC 
39 Model Rule Requiring Annual Audited Financial Reports, as 
40 specified in G.S. 58-2-205. 
41 ill 'Duplicate record' means a counterpart produced by the same 
42 impression as the original record, or from the same matrix, or by 
43 mechanical or electronic rerecording or by chemical reproduction, 
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1 or by equivalent techniques, such as imaging or image processing, 
2 that accurately reproduce the original record. 
3 ill 'Original record' means the writing or recording itself or any 
4 counterpart intended to have the same effect by a person executing 
5 or issuing it, in the normal and ordinary course of business, or data 
6 stored in a computer or similar device, the printout or other output 
7 readable by sight, shown to reflect the data accurately. An 
8 'original' of a photograph includes the negative or any print from 
9 the negative. 

10 (b) Each group shall file with the Commissioner the following: 
11 ill A statement in accordance with G.S. 58-2-165. 
12 ill An audited financial report. 
13 ill Annual payroll information within 90 days after the close of its 
14 fiscal year. The report shall summarize the payroll by annual 
15 amount paid and by classifications using the rules, classifications, 
16 and rates set forth in the most recently approved Workers' 
17 Compensation and Employers' Liability Insurance Manual 
18 governing audits of payrolls and adjustments of premiums. Each 
19 group shall maintain true and accurate payroll records. The 
20 payroll records shall be maintained to allow for verification of the 
21 completeness and accuracy of the annual payroll report. 
22 (c) Each group shall make its financial statement and audited financial report 
23 available to its members upon request. 
24 (d) All records shall be maintained by the group for. the years during which an 
25 examination under G.S. 58-2-131 has not yet been completed. 
26 (e) All records that are required to be maintained by this section shall be either 
27 original or duplicate records. 
28 (0 If only duplicate records are maintained, the following requirements apply: 
29 ill The data shall be accessible to the Commissioner in legible form, 
30 and legible, reproduced copies shall be available. 
31 ill Before the destruction of any original records, the group in 
32 possession of the original records shall: 
33 a. Verify that the records stored consist of all information 
34 contained in the original records, and that the original 
35 records can be reconstructed therefrom in a form acceptable 
36 to the Commissioner; and 
37 b. Implement disaster preparedness or disaster recovery 
38 procedures that include provisions for the maintenance of 
39 duplicate records at an off-site location. 
40 ill Adequate controls shall be established with respect to the transfer 
41 and maintenance of data. 
42 (g) Each group shall maintain its records under G.S. 58-7-50, G.S. 58-7-55, and 
43 the Act. 
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(h) All books of original entry and corporate records shall be retained by the 
group or its successor for a period of 15 years after the group ceases to exist. 
"§ 58-47-80. Assets and invested assets. 

Funds shall be held and invested by the board under G.S. 58-7-160, 58-7-162, 58-7-
163, 58-7-165, 58-7-167. 58-7-168, 58-7-170, 58-7-172, 58-7-173, 58-7-177, 58-7-178, 58-
7-179, 58-7-180, 58-7-183. 58-7-185. 58-7-187, 58-7-188. 58-7-192, 58-7-193, 58-7-195. 
58-7-197, and 58-7-200. 
"§ 58-47-85. Surplus requirements. 

Every group shall maintain minimum surplus under one of the options in 
subdivision (1), (2), or (3) of this section: 

ill Maintain minimum surplus in accordance with Article 12 of this 
Chapter. A group organized and authorized before the effective 
date of this section shall comply with this section under the 
following schedule: 
a. Forty percent (40%) of the surplus, in accordance with 

b. 

d. 

Article 12, by January 1, 1999. 
Fifty-five percent (55%) of the surplus, in accordance with 
Article 12, by January 1, 2000. 
Seventy percent (70%) of the surplus, in accordance with 
Article 12. by January 1, 2001. 
Eighty-five percent (85%) of the surplus, in accordance with 
Article 12, by January 1, 2002. 
One hundred percent (100%) of the surplus, in accordance 
with Article 12, by January 1, 2003. 

The Commissioner shall not approve any dividend request that 
results in a surplus that is less than one hundred percent (100%) of 
the minimum surplus required by Article 12 of this Chapter. 

ill Maintain minimum surplus at an amount equal to ten percent 
(10%) of the group's total undiscounted outstanding claim liability. 
according to the group's annual statement filing, or such other 
amount as the Commissioner prescribes based on, but not limited 
to. the financial condition of the group and the risk retained by the 
group. In addition, the group shall: 

Senate Bill 975 

a. Maintain specific excess insurance or reinsurance that 
provides the coverage limits in G.S. 58-47-95(a). The group 
shall retain no specific risk greater than five percent (5%) of 
the group's total annual earned premium according to the 

b. 
group's annual statement filing. 
Maintain aggregate excess insurance or reinsurance with a 
coverage limit being the greater of two million dollars 
($2,000.000) or twenty percent (20%) of the group's annual 
earned premium, according to the group's annual statement 
filing. The aggregate excess attachment point shall be one 
hundred ten percent (110%) of the annual earned premium, 
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according to the group's annual statement filing. The 
required attachment point shall be reduced by each point, or 
fraction of a point, that a group's expense ratio exceeds 
thirty percent (30% ). Conversely, the required attachment 
point may be increased by each point, or fraction of a point. 
that a group's expense ratio is less than thirty percent 
(30%). but in no event shall the attachment point be greater 
than one hundred fifteen percent (115%) of the annual 
earned premium. 

c. Adopt a policy whereby every member: 
1. Pays a deposit to the group of twenty-five percent 

(25%) of the member's estimated annual earned 
premium. or another amount that the Commissioner 
prescribes based on. but not limited to. the financial 
condition of the group and the risk retained by the 
group; or 

2. Once every year files with the group the member's 
most recent year-end balance sheet. compiled by an 
independent certified public accountant. The balance 
sheet shall demonstrate that the member's financial 
position • does not show a deficit equity and is 
appropriate for membership in the group. At the 
request of the Commissioner. the group shall make 
these filings available for review. These filings shall 
be kept confidential; provided that the Commissioner 
may use that information in any judicial or 
administrative proceeding. 

Maintain minimum surplus at an amount equal to three hundred 
thousand· dollars ($300,000). The group shall immediately assess 
its members if. at any time, the group's surplus is less than the 
minimum surplus amount. In addition. the group shall maintain: 
a. Specific excess insurance or reinsurance that provides 

coverage limits pursuant to G.S. 58-47-95(a). The group 
shall retain no specific-risk greater than five percent (5%) of 
the group's total annual earned premium according to the 
group's annual statement filing. 

b. Aggregate excess insurance or reinsurance with a coverage 
limit being the greater of two million dollars ($2,000,000) or 
twenty percent (20%) of the group's annual earned 
premium. according to the group's annual statement filing. 
The aggregate excess attachment point shall be one hundred 
ten percent (110%) of the annual earned premium, 
according to the group's annual statement filing. The 
required attachment point shall be reduced by each point, or 
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1 fraction of a point. that a group's expense ratio exceeds 
2 thirty percent (30%). Conversely, the required attachment 
3 point may be increased by each point, or fraction of a point, 
4 that a group's expense ratio is less than thirty percent 
5 (30% ), but in no event shall the attachment point be greater 
6 than one hundred fifteen percent ( 115 % ) of the annual 
7 earned premium. 
8 The Commissioner may require different levels, or waive the requirement, of specific 
9 and aggregate excess loss coverage consistent with the market availability of excess 

10 loss coverage, the group's claims experience, and the group's financial condition. 
11 "§ 58-47-90. Deposits. 
12 (a) Each group shall deposit with the Commissioner an amount equal to ten 
13 percent (10%) of the group's total annual earned premium. according to the group's 
14 annual statement filing, but not less than six hundred thousand dollars ($600,000), or 
15 another amount that the Commissioner prescribes based on, but not limited to, the 
16 financial condition of the group and the risk retained by the group. 
17 (b) G.S. 58-5-1, 58-5-20, 58-5-25. 58-5-30. 58-5-35, 58-5-40, 58-5-63, 58-5-75, 58-5-
18 80, 58-5-90(a) and (c), 58-5-95, 58-5-110, 58-5-115, and 58-5-120 apply to groups. 
19 (c) A group organized and authorized before January 1, 1998, has until January 1, 
20 2001, to comply with subsection (b) of this section. However, a dividend request 
21 shall not be approved by the Commissioner until the group has replaced its surety 
22 bonds with the deposit required by subsection (b) of this section. 
23 (d) No judgment creditor. other than a claimant entitled to benefits under the Act. 
24 may levy upon any deposits made under this section. 
25 (e) Surety bonds shall be in a form prescribed by the Commissioner and issued by 
26 an insurer authorized by the Commissioner to write surety business in North 
27 Carolina. 
28 (0 Any surety bond may be exchanged or replaced with another surety bond that 
29 meets the requirements of this section if 90 days' advance written notice is provided 
30 to the Commissioner. An endorsement to a surety bond shall be filed with the 
31 Commissioner within 30 days after its effective date. 
32 (g) If a group ceases to self-insure, dissolves, or transfers its workers' 
33 compensation obligations under an assumption reinsurance agreement. the 
34 Commissioner shall not release any deposits until the group has fully discharged all of 
35 its obligations under the Act. 
36 "§ 58-47-95. Excess insurance and reinsurance. 
37 (a) Each group, on or before its effective date of operation and on a continuing 
38 basis thereafter, shall maintain specific and aggregate excess loss coverage through an 
39 insurance policy or reinsurance contract. Groups shall maintain limits and retentions 
40 commensurate with their exposures. A group's retention shall be the lowest retention 
41 suitable for groups with similar exposures and annual premium. The Commissioner 
42 may require different levels. or waive the requirement. of specific and aggregate 
43 excess loss coverage consistent with the market availability of excess loss coverage, 
44 the group's claims experience, and the group's financial condition. 
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1 (b) Any excess insurance policy or reinsurance contract under this section shall be 
2 issued by a licensed insurance company, an approved surplus lines insurance 
3 company, or an accredited reinsurer, and shall: 
4 ill Provide for at least 30 days' written notice of cancellation by 
5 certified mail, return receipt requested, to the group and to the 
6 Commissioner. 
7 ill Be renewable automatically at its expiration, except upon 30 days' 
8 written notice of nonrenewal by certified mail, return receipt 
9 requested, to the group and to the Commissioner. 

10 (c) Every group shall provide to the Commissioner evidence of its excess 
11 insurance or reinsurance coverage, and any amendments, within 30 days after their 
12 effective dates. Every group shall, at the request of the Commissioner, furnish copies 
13 of any excess insurance policies or reinsurance contracts and any amendments. 
14 "§ 58-47-100. Examinations. 
15 G.S. 58-2-131, 58-2-132, and 58-2-133 apply to groups. 
16 "§ 58-47-105. Dividends and other distributions. 
17 (a) Group dividends and other distributions shall be made in accordance with 
18 G.S. 58-7-130. 58-8-25(b), and 58-19-30. A group shall be in compliance with this 
19 Part before payment of dividends or other distributions to its members. No group 
20 shall pay dividends or other distributions to its members until two years after the 
21 group's licensing date. 
22 (b) Payment of dividends to the members of any group shall not be contingent 
23 upon the maintenance or continuance of membership in the group. 
24 "§ 58-47-110. Premium rates. 
25 (a) As used in this section: 
26 ill 'Bureau' means the North Carolina Rate Bureau in Article 36 of 
27 this Chapter. 
28 ill 'Expenses' means that portion of a premium rate attributable to 
29 acquisition, field supervision, collection expenses, and general 
30 expenses. as determined by the group. 
31 ill 'Multiplier' means a group's determination of the expenses, other 
32 than loss expense and loss adjustment expense, associated with 
33 writing workers' compensation and employers' liability insurance, 
34 which shall be expressed as a single nonintegral number to be 
35 applied equally and uniformly to the prospective loss costs 
36 approved by the Commissioner in making rates for each 
37 classification of risks utilized by that group. 
38 ill 'Prospective loss costs' means that portion of a rate that does not 
39 include provisions for expenses (other than loss adjustment 
40 expenses) or profit and that is based on historical aggregate losses 
41 and loss adjustment expenses adjusted through development to 
42 their ultimate value and forecasted through trending to a future 
43 point in time. 
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1 ill 'Supplementary rating information' means any manual or plan of 
2 rates, classification, rating schedule, minimum premium. policy fee. 
3 rating rule. rate-related underwriting rule. experience rating plan. 
4 statistical plan. and any other similar information needed to 
5 determine the applicable rate in effect or to be in effect. 
6 (b) Rates and the effective date shall be submitted by the group to the 
7 Commissioner for prior approval in the form of a rate filing. The rate filing: 
8 ill Shall be on a form prescribed by the Commissioner and shall be 
9 supported by competent analysis, prepared by an actuary who is a 

10 member in good standing of the Casualty Actuarial Society or the 
11 American Academy of Actuaries. demonstrating that the resulting 
12 rates meet the standards of not being excessive, inadequate, or 
13 
14 
15 
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31 
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34 
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unfairly discriminatory; 
ill Shall have the final rates and the effective date determined 

independently and individually by the group: 
ill Shall have manual rates that are the combination of the 

prospective loss costs and the multiplier: 
ill Shall file any other information that the group considers relevant 

and shall provide any other information requested by the 
Commissioner: 

ill Shall be considered complete when the required information and 
all additional information requested by the Commissioner is 
received by the Commissioner. When a filing is not accompanied 
by the information required under this section, the Commissioner 
shall inform the group within 30 days after the initial filing that the 
filing is incomplete and shall note the deficiencies. If information 
required by a rate filing or requested by the Commissioner is not 
maintained or cannot be provided, the group shall certify that to 
the Commissioner; 

(fil_ May include deviations to the prospective loss cost based on the 
group's anticipated experience. Sufficient documentation 
supporting the deviations and the impact of the deviation shall be 
included in the rate filing. Expense loads, whether variable. fixed, 
or a combination of variable and fixed, may vary by individual 
classification or grouping. Each filing that varies the expense load 
by class shall specify the expense factor applicable to each class 
and shall include information supporting the justification for the 
variation: 

ill Shall include any proposed use of a premium-sized discount 
program, a schedule rating program, a small deductible credit 
program or an expense constant or minimum premium, and the 
use shall be supported in the rate filing: and 

(fil Shall be deemed approved. unless disapproved by the 
Commissioner in writing. within 60 days after the rate filing is 
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1 made in its entirety. A group is not required to refile rates 
2 previously approved until two years after the effective date of this 
3 Part. 
4 (c) At the time of the rate filing. a group may request to have its approved 
5 multiplier remain in effect and continue to use either the prospective loss cost filing 
6 in effect at the time of the rate filing or the prospective loss cost filing in effect at the 
7 time of the filing. along with all other subsequent prospective loss cost filings. as 
8 approved. 
9 (d) To the extent that a group's manual rates are determined solely by applying its 

10 multiplier. as presented and approved in the rate filing. to the prospective loss costs 
11 contained in the Bureau's reference filing and printed in the Bureau's rating manual. 
12 the group need not develop or file its final rate pages with the Commissioner. If a 
13 group chooses to print and distribute final rate pages for its own use. based solely 
14 upon the application of its filed prospective loss costs. the group need not file those 
15 pages with the Commissioner. If the Bureau does not print the prospective loss costs 
16 in its manual. the group shall submit its rates to the Commissioner. 
17 (e) If a new filing of rules. relativities. and supplementary rating information is 
18 filed by the Bureau and approved: 
19 (ll The group shall not file anything with the Commissioner if the 
20 group decides to use the revisions as filed. with the effective date 
21 as filed together with the prospective loss multiplier on file with 
22 the Commissioner. 
23 ill The group shall notify the Commissioner of its effective date 
24 before the Bureau filing's effective date if the group decides to use 
25 the revisions as filed but with a different effective date. 
26 ill The group shall notify the Commissioner before the Bureau filing's 
27 effective date if the group decides not to use the revision or 
28 revisions. 
29 .(1). The group shall file the modification with the Commissioner. for 
30 approval. specifying the basis for the modification and the group's 
31 proposed effective date if different from the Bureau filing's 
32 effective date. if the group decides to use the revision with 
33 deviations. 
34 (0 Every group shall adhere to the uniform classification plan and experience 
35 rating plan filed by the Bureau. 
36 (g) Groups shall maintain data in accordance with the uniform statistical plan 
37 approved by the Commissioner. 
38 (h) Each group shall submit annually a rate certification, signed by an actuary 
39 who is a member in good standing of the Casualty Actuarial Society or the American 
40 Academy of Actuaries, which states that the group's prospective rates are not 
41 excessive, inadequate, or unfairly discriminatory. The certification is to accompany 
42 the group's rate filing. If a rate filing is not required, the actuarial rate certification is 
43 to be submitted by the end of the calendar year. 
44 "§ 58-47-115. Premium payment requirements. 
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1 Groups shall collect members; premi'u~s· for,. each policy period in a manner so 
2 that at no time the sum of a member's premium payments is less than the total 
3 estimated earned premium for that member. 
4 "§ 58-47-120. Board; composition, powers, duties, and prohibitions. 
5 (a) Each group shall be governed by a board or other governing body comprising 
6 no fewer than three persons, elected for stated terms of office, and subject to the 
7 Commissioner's approval. All board members shall be residents of this State or 
8 members of the group. At least two-thirds of the board shall comprise employees, 
9 officers, or directors of members: provided that the Commissioner may waive this 

10 requirement for good cause. The group's TPA, service company, or any owner, 
11 officer, employee, or agent of, or any other person affiliated with. the TP A or service 
12 company shall not serve as a board member. The board shall ensure that all claims 
13 are paid promptly and take all necessary precautions to safeguard the assets of the 
14 group. 
15 (b) The board shall be responsible for the following: 
16 ill Maintaining minutes of its meetings and making the minutes 
17 available to the Commissioner. 
18 
19 
20 
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ill 

ill 

Providing for the execution of its policies, including providing for 
day-to-day management of the group and delineating in the 
minutes of its meetings the areas of authority it delegates. 
Designating a chair to facilitate communication between the group 
and the Commissioner. 
Adopting a policy of reimbursement from the assets of the group 
for out-of-pocket expenses incurred as board members, if so 
desired. 

(c) The board shall not: 
ill Be compensated by the group, TP A, or service company except for 

ill 

ill 

out-of-pocket expenses incurred as board members. 
Extend credit to members for payment of a premium, except under 
payment requirements set forth in this Part. 
Borrow any money from the group or in the name of the group, 
except in the ordinary course of business, without first informing 
the· Commissioner of the nature and purpose of the loan and 
obtaining the Commissioner's approval. 

(d) The board shall adopt bylaws to govern the operation of the group. The 
bylaws shall comply with the provisions of this section and shall include: 

ill The method for selecting the board members, including terms of 
office. 

ill The method for amending the bylaws and the plans of operation 
and assessment. 

ill The method for establishing and maintaining the group. 
(.11 The procedures and requirements for dissolving the group. 

(e) Each group shall file a copy of its bylaws with the Commissioner. Any 
changes to the bylaws shall be filed with the Commissioner no later than 30 days 
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before their effective dates. The Commissioner may order the group to rescind or 
revoke any bylaw if it violates this section or any other applicable law or 
administrative rule. 

(0 The board shall adopt and administer a plan of operation to assure the fair. 
reasonable. and equitable administration of the group. All members shall comply 
with the plan. The plan shall comply with this section and include: 

ill Procedures for administering the assets of the group. 
ill A plan of assessment. 
ill Loss control services to be provided to the members. 
ill Rules for payment and collection of premium. 
ill Basis for dividends. 
.(fil Reimbursement of board members. 
ill Intervals for meetings of the board. which shall be held at least 

semiannually. 

(2)_ 
WU 

(ill 

Procedures for the maintenance of records of all transactions of the 
group. 
Procedures for the selection of the board members. 
Additional provisions necessary or proper for the execution of the 
powers and duties of the group. 
Qualifications for group membership. including underwriting 
guidelines and procedures to identify members that are in 
hazardous financial conditions. 

(g) The plan and any amendments become effective upon approval in writing by 
the Commissioner. 

(h) Each year the board shall review: 
ill The performance evaluation of the TP A or service company. if 

applicable. 
ill Loss control services. 
ill Investment policies. 
ill Delinquent debts. 
ill Membership cancellation procedures. 
.(fil Admission of new members. 
ill Claims administration and reporting. 
.(fil Payroll audits and findings. 
(2l Excess insurance or reinsurance coverage. 

The board's findings from its review shall be documented in the board's minutes. 
(i) G.S. 58-7-140 applies to board members. 

"§ 58-47-125. Admission and termination of group members. 
(a) Prospective ~roup members shall submit applications for membership to the 

board. The board. a designated employee of the group. or TP A shall approve an 
application for membership under the bylaws of the group. Members shall have bona 
fide offices in this State and members' employees shall be primarily engaged in 
business activities within this State. Members shall receive certificates of coverage 
from the board on a form acceptable to the Commissioner. 
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1 (b) The group shall make available to the Commissioner properly executed 
2 applications and indemnity agreements for all members, on forms prescribed by the 
3 Commissioner. If the applications and indemnity agreements are not executed 
4 properly and maintained, the Commissioner may order the group to cease writing all 
5 new business until all of the agreements are executed properly and obtained. 
6 (c) Members may elect to terminate their participation in a group and may be 
7 canceled by the group under G.S. 97-99 and the bylaws of the group. 
8 "§ 58-47-130. Disclosure. 
9 Every group through its board, TP A. service company, agents, or other 

10 representatives shall require, before accepting an application, each applicant for 
11 membership to acknowledge in writing that the applicant has received the following: 
12 ill A document disclosing that the members are jointly and severally 
13 liable for the obligations of the group. 
14 ill A copy of the group's plan of assessment. 
15 ill The amount of specific and aggregate stop loss or excess insurance 
16 or reinsurance carried by the group, the amount and kind of risk 
17 retained by the group, and the name and rating of the insurer 
18 providing stop loss, excess insurance, or reinsurance. 
19 "§ 58-47-135. Assessment plan and indemnity agreement. 
20 (a) Each group shall establish an assessment plan that provides for a reasonable 
21 and equitable mechanism for assessing its members. The plan and any amendments 
22 shall be approved by the Commissioner. The plan shall include descriptions of the 
23 circumstances that initiate an assessment, basis, and allocation to members of the 
24 amount being assessed, and collection of the assessment. 
25 {b) The board shall notify the Commissioner of an assessment no fewer than 60 
26 days before an assessment. 
27 (c) The Commissioner shall impose an assessment on members if the board or 
28 third-party administrator fails to take action to correct a hazardous financial 
29 condition. 
30 (d) Every group shall file an indemnity agreement on a form prescribed by the 
31 Commissioner, which jointly and severally binds the members of the group to comply 
32 with the provisions of the act and pay obligations imposed by the Act. 
33 "§ 58-47-140. Other provisions of this Chapter. 
34 G.S. 58-1-10, 58-2-45, 58-2-50, 58-2-70, 58-2-100, 58-2-105, 58-2-155, 58-2-161, 58-2-
35 180, 58-2-185, 58-2-190, 58-2-200, 58-3-71, 58-3-81, 58-3-100, 58-3-120, 58-3-125, 58-6-
36 25. 58-7-21, 58-7-26, 58-7-30, 58-7-33, and Articles 13, 19. 30, 33, 34, and 63 of this 
37 Chapter apply to groups. 
38 "Part 2. Third-Party Administrators and Service Companies 
39 for Individual and Group Self-Insurers. 
40 "§ 58-47-150. Definitions. 
41 As used in this Part: 
42 ill 'Books and records' means all files, documents, and databases in a 
43 paper form, electronic medium, or both. 
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ill 'Self-insurer' means a group of employers licensed by the 
Commissioner under Part 1 of this Article or a single employer 
licensed by the Commissioner under Article 5 of Chapter 97 of the 
General Statutes to retain its liability under the Workers' 
Compensation Act and to pay directly the compensation in the 
amount and manner and when due as provided for in the Act. 

ill 'Service company' means an entity that has contracted with a self­
insurer for the purpose of providing any services related to claims 
adjustment. loss control, or both. 

ill 'Third-party administrator' or 'TPA' means a person engaged by a 
self-insurer to execute the policies established by the self-insurer 
and to provide day-to-day management of the self-insurer. 'Third­
Party Administrator' and 'TPA' does not mean: 
a. A self-insurer acting on behalf of its employees or the 

employees of one or more of its affiliates. 
b. An insurer that is licensed under this Chapter or that is 

acting as an insurer with respect to a policy lawfully issued 
and delivered by it and under the laws of a state in which 
the insurer is licensed to write insurance. 

c. An agent or broker who is licensed by the Commissioner 
under Article 33 of this Chapter whose activities are limited 
exclusively to the sale of insurance. 

d. An adjuster licensed by the Commissioner under Article 33 
of this Chapter whose activities are limited to adjustment of 
claims. 

e. An individual who is an officer, a member, or an employee 
of a board. 

ill 'Underwriting' means the process of selecting risks and classifying 
them according to their degrees of insurability so that the 
appropriate rates may be assigned. The process also includes 
rejection of those risks that do not qualify. 

"§ 58-47-155. TPAs and service companies; authority; qualifications. 
(a) No person shall act as. offer to act as, or hold himself or herself out as a TPA 

or a service company with respect to risks located in this State for a self-insurer 
unless that person complies with this Article. 

(b) A TPA or service company shall post with the self-insurer a fidelity bond or 
other appropriate coverage, issued by an authorized insurer, in a form acceptable to 
the Commissioner, in an amount commensurate with the risk. and with the governing 
board of the self-insurer as obligee or beneficiary. 

(c) A TPA or service company shall maintain errors and omissions coverage or 
other appropriate liability insurance in a form acceptable to the Commissioner and in 
an amount commensurate with the risk. The governing body of the self-insurer shall 
be obligee or beneficiary of the coverage or insurance. 
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1 (d) If the Commissioner ·determines that a TP A or service company or any other 
2 person has not materially complied with this Article or with any rule adopted or 
3 order issued under this Article, • after notice and opportunity to be heard, the 
4 Commissioner may order for each separate violation a civil penalty under G.S. 58-2-
5 70(d). 
6 (e) If the Commissioner finds that because of a material noncompliance that a 
7 self-insurer has suffered any loss or damage, the Commissioner may maintain a civil 
8 action brought by or on behalf of the self-insurer and its covered members or persons 
9 and creditors for recovery of compensatory damages for the benefit of the self-insurer 

10 and its covered members or persons and creditors, or for other appropriate relief. 
11 (0 Nothing in this Article affects the Commissioner's right to impose any other 
12 penalties provided for in this Chapter or limits or restricts the rights of covered 
13 members or persons, claimants, and creditors. 
14 (g) If an order of rehabilitation or liquidation of the self-insurer has been entered 
15 under Article 30 of this Chapter, and the receiver appointed under that order 
16 determines that the TPA or service company or any other person has not materially 
17 complied with this Article or any rule adopted or order issued under this Article, and 
18 the self-insurer suffered any loss or damage from the noncompliance, the receiver 
19 may maintain a civil action for recovery of damages or other appropriate sanctions 
20 for the benefit of the self-insurer. 
21 
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"§ 58-47-160. Written agreement; composition; restrictions. 
(a) No person may act as a TP A or service company without a written agreement 

between the TPA or service company and the self-insurer. The written agreement 
shall be retained by the self-insurer and the TP A or service company for the duration 
of the agreement and for five years thereafter. The agreement shall contain all 
provisions required by this Article, to the extent those requirements apply to the 
functions performed by the TP A or service company. 

(b) Groups shall file with the Commissioner the written agreement. and any 
amendments to the agreement, within 30 days after execution. Single employers shall 
furnish the Commissioner, upon request, the written agreement and any amendments 
to the agreement. The information required by this section, including any trade 
secrets. shall be kept confidential: provided that the Commissioner may use that 
information in any judicial or administrative proceeding instituted against the TP A or 
service company. 

(c) The written agreement shall set forth the duties and powers of the TP A or 
service company and the self-insurer. The Commissioner shall disapprove any such 
written agreement that: 

ill Subjects the self-insurer to excessive charges for expenses or 

ill 

ill 

Senate Bill 975 

commission. 
Vests in the TP A or service company any control over the 
management of the affairs of the self-insurer to the exclusion of the 
governing board of the self-insurer. 
Is entered into with any TP A or service company if the person 
acting as the TP A or service company, or any of the officers or 
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directors of the TP A or service company, is of known bad 
character or has been affiliated directly or indirectly through 
ownership. control, management, reinsurance transactions, or other 
insurance or business relationships with any person known to have 
been involved in the improper manipulation of assets. accounts. or 
reinsurance. 

ill Is determined by the Commissioner to contain provisions that are 
not fair and reasonable to the self-insurer. 

(d) The self-insurer, TPA, or service company may, by written notice. terminate 
the agreement as provided in the agreement. The self-insurer may suspend the 
underwriting authority of the TP A during the pendency of any dispute regarding the 
cause for termination of the agreement. The self-insurer shall fulfill any lawful 
obligations with respect to policies affected by the agreement. regardless of any 
dispute between the self-insurer and the TP A or service company. 

(e) The contract may not be assigned in whole or part by the TP A or service 
company without prior approval by the governing board of the self-insurer and the 
Commissioner. 
"§ 58-47-165. Books and records. 

(a) Every TP A or service company shall maintain and make available to the self­
insurer complete books and records of all transactions performed on behalf of the 
self-insurer. The books and records shall be maintained by the self-insurer, TPA, or 
service company in accordance with G.S. 58-47-180. 

(b) The Commissioner shall have access to books and records maintained by a 
TP A or service company for the purposes of examination, audit. or inspection. The 
Commissioner shall keep confidential any trade secrets contained in those books and 
records, including the identity and addresses of the covered members of a self-insurer, 
except that the Commissioner may use the information in any judicial or 
administrative proceedin& instituted against the TP A or service company. 

(c) The Commissioner may use the TP A or service company as an intermediary in 
the Commissioner's dealings with the self-insurer if the Commissioner determines 
that this will result in a more rapid and accurate flow of information from the self­
insurer and will aid in the self-insurer's compliance with this Article and the 
Workers' Compensation Act. 

(d) The self-insurer shall own the books and records generated by the TP A or 
service company pertaining to the self-insurer's business. 

(e) The self-insurer shall have access to and rights to duplicate all books and 
records related to its business. 

(0 If the self-insurer and the TP A or service company cancel their agreement, 
notwithstanding the provisions of subsection (a) of this section. the TP A or service 
company, shall transfer all books and records to the new TP A, service company, or 
the self-insurer in a form acceptable to the Commissioner. The new TPA or service 
company shall acknowledge, in writing, that it is responsible for retaining the books 
and records of the previous TPA, service company, or the self-insurer as required in 
subsection (a) of this section. 
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1 "§ 58-47-170. Payments to Ti>A or·service comp·any. 
2 If a self-insurer uses the services of a TPA, the payment to the TPA of any 
3 premiums or charges for insurance by or on behalf of the insured party is considered 
4 payment to the self-insurer. The payment of return premiums or claim payments 
5 forwarded by the self-insurer to the TPA or service company is not considered 
6 payment to the insured party or claimant until the payments are received by the 
7 insured party or claimant. This section does not limit any right of the self-insurer 
8 against the TP A or service company resulting from the failure of the TP A or service 
9 company to make payments to the self-insurer, insured parties, or claimants. 

10 "§ 58-47-175. Approval of advertising. 
11 A TP A or service company may use only the advertising pertaining to or affecting 
12 the business underwritten by a self-insurer that has been approved in writing by the 
13 self-insurer before its use. 
14 11 § 58-47-180. Premium collection and payment of claims. 
15 (a) The TPA or service company. at a minimum, shall: 
16 (ll Periodically render an accounting to the self-insurer detailing all 
17 transactions performed by the TP A or service company pertaining 
18 to the business underwritten, premium or other charges collected, 
19 and claims paid by the self-insurer, when applicable. 
20 ill Deposit all receipts directly into an account maintained in the 
21 name of the self-insurer. 
22 ill Pay claims on drafts or checks of and authorized by the self-
23 
24 
25 
26 
27 
28 
29 
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31 
32 
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ill 

ill 

insurer. 
Not withdraw from the self-insurer's account except for authority 
limited to pay claims and refund premiums. 
Remit return premium. directly from the self-insurer's account, to 
the person entitled to the return premium. 

{b) Any check disbursement authority granted to the TP A or service company 
may be terminated upon the self-insurer's written notice to the TP A or service 
company or upon termination of the agreement. The self-insurer may suspend the 
check disbursement authority during the pendency of any dispute regarding the cause 
for termination. 
"§ 58-47-185. Notices; disclosure. 

(a) When the services of a TP A are used. the TP A shall provide a written notice 
approved by the self-insurer to covered members advising them of the identity of, and 
relationship among, the TP A, the member, and the self-insurer. 

{b) When a TPA collects funds, the reason for collection of each item shall be 
identified to the member and each item shall be shown separately from any premium. 
Additional charges may not be made for services to the extent the services have been 
paid for by the self-insurer. 

(c) The TPA shall disclose to the self-insurer all charges, fees. and commissions 
received from all services in connection with the provision of administrative services 
for the self-insurer, including any fees or commissions paid by self-insurers for 
obtaining reinsurance. 
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1 (d) The TP A or service company shall disclose to the self-insurer the nature of 
2 other business in which it is involved. 
3 "§ 58-47-190. Compensation. 
4 A TP A or service company shall not enter into any agreement or understanding 
5 with a self-insurer that makes the amount of the TPA's or service company's 
6 commissions, fees, or charges contingent upon savings affected in the adjustment, 
7 settlement, and payment of losses covered by the self-insurer's obligations. This 
8 section does not prohibit a TP A or service company from receiving performance-
9 based compensation for providing medical services through a physician-based 

10 network or auditing services and does not prevent the compensation of a TPA or 
11 service company from being based on premiums or charges collected or the number 
12 of claims paid or processed. 
13 "§ 58-47-195. Examinations. 
14 TPAs and service companies may be examined under G.S. 58-2-131, 58-2-132, and 
15 58-2-133. 
16 "§ 58-47-200. Unfair trade practices. 
17 TPAs and service companies are subject to Article 63 of this Chapter. 
18 "§ 58-47-205. Other requirements. 
19 (a) A TP A or service company, or any owner, officer, employee, or agent of a 
20 TP A or service company, or any other person affiliated with or related to the TP A or 
21 service company shall not serve as a trustee of a self-insurer. 
22 (b) Each TPA or service company shall make available for inspection by the 
23 Commissioner copies of all contracts with persons using the services of the TP A. 11 

24 Section 4. Chapter 97 of the General Statutes is amended by adding a 
25 new Article to read: 
26 "ARTICLE 5. 
27 
28 
29 
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"Individual Employers. 
"§ 97-165. Definitions. 

As used in this Article: 

Page 20 

ill 'Act' means the Workers' Compensation Act established in Article 

ill 

ill 

1 of this Chapter. 
'Certified audit' means an audit on which a certified public 
accountant expresses his· or her professional opinion that the 
accompanying statements fairly present the financial position of the 
self-insurer, in conformity with generally accepted accounting 
principles as considered necessary by the auditor under the 
circumstances. 
'Certified public accountant' or 'CPA' means a CPA who is in 
good standing with the American Institute of Certified Public 
Accountants and in all states in which the CPA is licensed to 
practice. A CPA shall be recognized as independent as long as the 
CPA conforms to the standards of the profession, as contained in 
the Code of Professional Ethics of the American Institute of 
Certified Public Accountants and Rules and Regulations and Code 
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1 of Ethics and Rules of Professional Conduct of the North Carolina 
2 State Board of Certified Public Accountant Examiners, or similar 
3 code. The Commissioner may hold a hearing to determine 
4 whether a CPA is independent and, considering the evidence 
5 presented. may rule that the CPA is not independent for purposes 
6 of e;mressing an opinion on the GAAP financial statement and 
7 require the individual to replace the CPA with another whose 
8 relationship with the individual is independent within the meaning 
9 of this definition. 

10 @ 'Commissioner' means the Commissioner of Insurance. 
11 ill 'Corporate surety' means an insurance company authorized by the 
12 Commissioner to write surety business in this State. 
13 ill 'GAAP financial statement' means a financial statement as defined 
14 by generally accepted accounting principles. 
15 ill 'Hazardous financial condition' means that, based on its present or 
16 reasonably anticipated financial condition. a self-insurer is 
17 insolvent or, although not yet financially impaired or insolvent, is 
18 unlikely to be able to meet obligations with respect to known 
19 claims and reasonably anticipated claims or to pay other 
20 obligations in the normal course of business. 
21 00 'Management' means those persons who are authorized to direct or 
22 control the operations of a self-insurer. 
23 .(2). 'Qualified actuary' means a member in good standing of the 
24 Casualty Actuarial Society or a member in good standing of the 
25 American Academy of Actuaries, who has been approved as 
26 qualified for signing casualty loss reserve opinions by the Casualty 
27 Practice Council of the American Academy of Actuaries, and is in 
28 compliance with G.S. 58-2-171. 
29 (1Ql 'Self-insurer' means a single employer who retains liability under 
30 the Act and is licensed under this Article. 
31 "§ 97-170. License applications; required information. 
32 (a) No employer shall self-insure its workers' compensation liabilities under the 
33 Act unless it is licensed by the Commissioner under this Article. 
34 (b) An applicant for a license as a self-insurer shall file with the Commissioner 
35 the information required by subsection (d) of this section on a form prescribed by the 
36 Commissioner at least 90 days before the proposed licensing date. No application is 
37 complete until the Commissioner has received all required information. 
38 (c) Only an applicant whose employee base is actuarially sufficient in numbers 
39 and provides an actuarially appropriate spreading of risk and whose total fixed assets 
40 amount to five hundred thousand dollars ($500,000) or more may apply for a license. 
41 In judging the applicant's financial strength and liquidity relative to its ability to 
42 comply with the Act, the Commissioner shall consider the applicant's: 
43 ill Organizational structure and management: 
44 ill Financial strength: 
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ill 
ill 
ill 
ill 
ill 
(fil 

Source and reliability of financial information: 
Risks to be retained: 
Workers' compensation loss history: 
Number of employees: 
Claims administration: 
Excess insurance: and 

fil Access to excess insurance or reinsurance. 
(d) The license a1mlication shall comprise the following information: 

ill Company name, organizational structure, location of principal 
office, contact person, organization date, type of operations within 
this State, management background, and addresses of all plants or 
offices in this State. 

ill 

ill 
ill 

ill 

ill 

ill 

Certified audited GAAP financial statements prepared by a CPA 
for the two most recent years. The financial statement formulation 
shall facilitate application of ratio and trend analysis. 
Evidence of the insurance required by G.S. 97-190. 
Demonstration, satisfactory to the Commissioner, that the 
employee base is actuarially sufficient in numbers and provides an 
actuarially appropriate spreading of risk. 
For applicants with 20 or more full-time employees, a certificate or 
other evidence of safety inspection, satisfactory to the 
Commissioner, that certifies that all safety requirements of the 
Department of Labor have been met. 
Summary of workers' compensation benefits paid for the last three 
calendar years, as well as the total liability for all open claims 
within 30 days or some other period acceptable to the 
Commissioner not to exceed 90 days. before the filing of the 
application. 
Summary, by risk classification, of annual payroll and number of 
employees within the State. 
Book value of fixed assets located within the State. 
Proof of compliance with the claims administration provisions of 
Article 47 of Chapter 58 of the General Statutes. 

(1Q). A letter of assent, stipulating the applicant's acceptance of 
membership status in the North Carolina Self-Insurance Guaranty 
Association under Article 4 of this Chapter. 

(e) Every applicant shall execute and file with the Commissioner an agreement, as 
part of the application, in which the applicant agrees to deposit with the 
Commissioner cash. acceptable securities, or a surety bond issued by a corporate 
surety that will guarantee the applicant's compliance with this Article and the Act 
pursuant to G.S. 97-185. 
"§ 97-175. License. 

(a) After the review of the application and all supporting materials, the 
Commissioner shall either grant or deny a license. If a license is denied, the 
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1 Commissioner shall notify·the applicant of the denial and inform the applicant of the 
2 deficiencies that constitute the basis for denial. 
3 (b) If the deficiencies are resolved within 60 days after the Commissioner's notice 
4 of denial, the applicant shall be granted a license. The applicant may be granted 
5 additional time to remedy the deficiencies in its application. A request for an 
6 extension of time shall be made in writing by the applicant within 30 days after 
7 notice of denial by the Commissioner. If the requirements of this Article have not 
8 been met, the application shall be withdrawn or denied. 
9 "§ 97-180. Reporting and records. 

10 (a) Every self-insurer shall submit. within 120 days after the end of its fiscal year. 
11 a certified audited GAAP financial statement, prepared by a CPA, for that fiscal year. 
12 The financial statement formulation shall facilitate the application of ratio and trend 
13 analysis. 
14 (b) Every self-insurer shall submit within 120 days after the end of its fiscal year a 
15 certification from a gualified actuary setting forth the actuary's opinion relating to 
16 loss and loss adjustment expense reserves for workers' compensation obligations for 
17 each state in which the self-insurer does business. The certification shall show 
18 liabilities, excess insurance carrier and other gualifying credits, if any, and net 
19 retained workers' compensation liabilities. The qualified actuary shall present an 
20 annual report to the self-insurer on the items within the scope of and supporting the 
21 certification, within 90 days after the close of the self-insurer's fiscal year. Upon 
22 reguest. the report shall be submitted to the Commissioner. 
23 (c) Every self-insurer shall submit within 120 days after the end of its fiscal year a 
24 report in the form of a sworn statement prescribed by the Commissioner, setting forth 
25 the total workers' compensation benefits paid in the previous fiscal year. as well as 
26 the total outstanding workers' compensation liabilities for each loss year, recorded at 
27 the close of its fiscal year for the net retained liability. 
28 (d) Every self-insurer shall submit within 120 days after the end of its fiscal year 
29 annual payroll information. The report shall summarize payroll, by annual amount 
30 paid, and the number of employees, by classification, using the rules, classifications, 
31 and rates in the most recently approved Workers' Compensation and Employers' 
32 Liability Insurance Manual governing the audits of payrolls and the adjustments of 
33 premiums. Every self-insurer shall maintain true and accurate payroll records. These 
34 payroll records shall be maintained to allow for verification of the completeness and 
35 accuracy of the annual payroll report. 
36 (e) Every self-insurer shall report promptly to the Commissioner changes in the 
37 names and addresses of the businesses it self-insures or intends to self-insure, as well 
38 as significant changes in the financial condition, including bankruptcy filings, and 
39 changes in its business structure, including its divisions, subsidiaries, affiliates, and 
40 internal organization. Any change shall be reported in writing to the Commissioner 
41 within 10 days after the effective date of the change. 
42 "§ 97-185. Deposits or surety bond. 
43 (a) Every self-insurer shall deposit with the Commissioner an amount egual to 
44 twenty-five percent (25%) of the self-insurer's total undiscounted outstanding claim 
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1 liability per the most recent certification from a qualified actuary as required by G.S. 
2 97-180(b), but not less than five hundred thousand dollars ($500,000), or such other 
3 amount as the Commissioner prescribes based on, but not limited to, the financial 
4 condition of the self-insurer and the risk retained by the self-insurer. 
5 (b) A self-insurer organized and authorized before the effective date of this 
6 section shall have 24 months from the effective date of this section to comply with 
7 this section. 
8 (c) Deposits received, changes to existing deposits, or deposits exchanged after the 
9 effective date of this section. shall comprise one or more of the following: 

10 ill Interest-bearing bonds of the United States of America. 
11 ill Interest-bearing bonds of the State of North Carolina, or of its 
12 cities or counties. 
13 ill Certificates of deposit issued by any solvent bank domesticated in 
14 the State of North Carolina that have a maturity of one year or 
15 greater. 
16 ill Surety bonds in a form acceptable to the Commissioner and issued 
17 by a corporate surety. 
18 ill Any other investments that are approved by the Commissioner. 
19 (d) All bonds or securities that are posted as a security deposit shall be valued 
20 annually at market value. If market value is less than face value, the Commissioner 
21 may require the self-insurer to post additional securities. In making this 
22 determination, the Commissioner shall consider the self-insurer's financial condition, 
23 the amount by which market value is less than face value, and the likelihood that the 
24 securities will be needed to provide benefits. 
25 (e) Securities deposited under this section shall be assigned to the Commissioner. 
26 the Commissioner's successors, assigns, or trustees, on a form prescribed by the 
27 Commissioner in a manner that renders the securities negotiable by the 
28 Commissioner. If a self-insurer is deemed by the Commissioner to be in a hazardous 
29 financial condition, the Commissioner may sell or collect. or both, such amounts that 
30 will yield sufficient funds to meet the self-insurer's obligations under the Act. 
31 Interest accruing on any negotiable security deposited under this Article shall be 
32 collected and transmitted to the self-insurer if the self-insurer is not in a hazardous 
33 financial condition. 
34 (0 No judgment creditor, other than a claimant entitled to benefits under the Act, 
35 may levy upon any deposits made under this section. 
36 (g) Securities held by the Commissioner under this section may be exchanged or 
37 replaced by the self-insurer with other securities of like nature and amount as long as 
38 the self-insurer is not in a hazardous financial condition. No release shall be 
39 effectuated until replacement securities or bonds of an equal value have been 
40 substituted. Any surety bond may be exchanged or replaced with another surety 
41 bond that meets the requirements of this section if 90 days' advance written notice is 
42 given to the Commissioner. If a self-insurer ceases to self-insure or desires to replace 
43 securities with an acceptable surety bond or bonds, the self-insurer shall notify the 
44 Commissioner, and may recover all or a portion of the securities deposited with the 
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1 Commissioner upon posting instead an acceptable special release bond issued by a 
2 corporate surety in an amount equal to the total value of the securities. The special 
3 release bond shall cover all existing liabilities under the Act plus an amount to cover 
4 future loss development and shall remain in force until all obligations under the Act 
5 have been discharged fully. 
6 (h) If a self-insurer ceases to self-insure, no deposits shall be released by the 
7 Commissioner until the self-insurer has discharged fully all of the self-insurer's 
8 obligations under the Act. 
9 (i) An endorsement to a surety bond shall be filed with the Commissioner within 

10 90 days after the effective date of the endorsement. 
11 "§ 97-190. Excess insurance. 
12 (a) Every self-insurer, as a prerequisite for licensure under this Article, shall 
13 maintain specific and aggregate excess loss coverage through an insurance policy. A 
14 self-insurer shall maintain limits and retentions commensurate with its risk. A self-
15 
16 
17 
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39 
40 
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43 

insurer's retention shall be the lowest retention suitable for the self-insurer's 
exposures and level of annual premium. The Commissioner may require different 
levels, or waive the requirement, of specific and aggregate excess loss coverage 
consistent with the market availability of excess loss coverage, the self-insurer's 
claims experience, and the self-insurer's financial condition. 

(b) An excess insurance policy required by this section shall be issued by either a 
licensed insurance company or an approved surplus lines insurance company and 
shall: 

ill 

ill 

Provide for at least 30 days' written notice of cancellation by 
registered or certified mail, return receipt requested. to the self­
insurer and to the Commissioner. 
Be renewable automatically at its expiration. except upon 30 days' 
written notice of nonrenewal by certified mail, return receipt 
requested, to the self-insurer and to the Commissioner. 

(c) Every self-insurer shall provide to the Commissioner evidence of coverage and 
any amendments within 30 days after their effective dates. Every self-insurer shall, at 
the request of the Commissioner, furnish copies of its excess insurance policies and 
amendments. 
"§ 97-195. Revocation of license. 

(a) The Commissioner summarily may revoke a license if there is satisfactory 
evidence for the revocation. In determining whether to revoke a license summarily, 
the Commissioner may consider any or all of the following: 

ill Determination of insolvency by a court of competent jurisdiction. 
ill Institution of bankruptcy proceedings. 
ill If the self-insurer is in a hazardous financial condition. 

(b) The Commissioner. upon at least 45 days' notice, may revoke a license if there 
is satisfactory evidence for the revocation. In determining whether to revoke a 
license under this subsection, the Commissioner may consider any or all of the 
following: 
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1 ill Whether the self-insurer has experienced a material loss or 
2 deteriorating operating trends, or reported a deficit financial 
3 position. 
4 ill Whether any affiliate or subsidiary is insolvent, threatened with 
5 insolvency. or delinquent in payment of its monetary or any other 
6 obligation. 
7 ill Whether the self-insurer has failed to pay premium taxes pursuant 
8 to Article 8B of Chapter 105 of the General Statutes. 
9 @ Whether the self-insurer has failed to pay an assessment under G.S. 

10 97-100. 
11 ill Contingent liabilities. pledges, or guaranties that either individually 
12 or collectively involve a total amount that in the Commissioner's 
13 opinion may affect a self-insurer's solvency. 
14 (.fil Whether the management of a self-insurer has failed to respond to 
15 the Commissioner's inquiries about the condition of the self-
16 insurer or has furnished false and misleading information in 
17 response to an inquiry by the Commissioner. 
18 ill Whether the management of a self-insurer has filed any false or 
19 misleading sworn financial statement. has released a false or 
20 misleading financial statement to a lending institution or to the 
21 general public. or has made a false or misleading entry or omitted 
22 an entry of material amount in the filed financial information. 
23 (fil Whether the self-insurer has experienced or will experience in the 
24 foreseeable future. cash flow or liquidity problems. 
25 .(fil Whether the self-insurer has not complied with the other 
26 provisions of this Article or the Act. 
27 LJJll Whether the self-insurer has failed to make proper and timely 
28 payment of claims as required by this Article. 
29 (c) Any self-insurer subject to license revocation under subsection (a) or (b) of 
30 this section may request an administrative hearing before the Commissioner to review 
31 that order. If a hearing is requested. a notice of hearing shall be served. and the 
32 notice shall state the time and place of hearing and the conduct. condition, or ground 
33 on which the Commissioner based the order. Unless mutually agreed upon between 
34 the Commissioner and the self-insurer. the hearing shall occur not less than 10 days 
35 nor more than 30 days after notice is served and shall be either in Wake County or in 
36 some other place designated by the Commissioner. The Commissioner shall hold all 
37 hearings under this section privately unless the self-insurer requests a public hearing. 
38 in which case the hearing shall be public. The request for a hearing shall not stay the 
39 effect of the order. 
40 "§ 97-200. Claims administration. 
41 (a) A self-insurer shall not utilize any claims adjuster unless the adjuster is 
42 licensed under G.S. 58-33-25. 
43 (b) Every self-insurer shall comply with the provisions of Article 47 of Chapter 58 
44 of the General Statutes that are related to claims administration." 
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1 Section 5. G.S. 97-93 reads as rewritten: 
2 "§ 97-93. Employers reqQired to carry insurance or prove financial ability to pay for 
3 benefits; employers required to post notice; self-insured employers regulated by 

I 

4 Commissioner of Insurance. 
5 (a) Every employer subject to the provisions of this Article relative to the payment 
6 of compensation shall either: 
7 (1) Insure and keep insured his liability under this Article in any 
8 authorized corporation, association, organization, or in any mutual 
9 insurance association formed by a group of employers so 

10 authorized; or 
11 ~ FurHish to the CommissioHer of Insuranee sfttisfttetory proof of the 
12 employer's finftneiftl ftbility, either ftlone or through membership in 
13 
14 
15 
16 
17 
18 
19 
20 

ft grottp of tv10 or more employers who ftre members of the sftme 
trftde or professionftl ftssoeifttion ftnd who ftgree to pool their 
liftbilities under this Artiele, to direetly pfty the eompensfttion in 
the ftmount ftnd mftnner ftnd when due ftS provided for in this 
Artiele. The trftde or professionftl ftssoeifttion must hft7+'e been 
ineorporftted in North Cftrolina and in existenee ftt leftst five yeftrs 
prior to the dftte of appliefttion to the Commissioner of Insttrftnce 
to form ft self insttrer' s fttnd ftnd shftH submit ft written 

21 determinfttion from the Internftl Revenue Ser¥ice tltftt it is e:X'empt 
22 from tftJ1:fttion under 26 U.S.C. § 501(c). 
23 A group orgftni2ed ftnd ftppr0 7led under this subdivision prior 
24 to July 1, 1995, is not required to eonsist of employers of the sftme 
25 trftde or professionftl ftssoeifttioa, hftve e:X'isted fer five yeftrs, hft¥e 
26 been incorporftted in North CftroliHft, or furnish the determinfttion 
27 of tftJI: e:X'empt stfttus under 26 U.S.C. § 501(c). 
28 ill Obtain a license from the Commissioner of Insurance under 
29 Article 5 of this Chapter or under Article 4 7 of Chapter 58 of the 
30 General Statutes. 
31 (b) In the ease of subdiYision (ft)(2) of this seetion, the Commissioner of InsurftHee 
32 mfty reEJ:uire the deposit of ftn ftcceptftblc seeurity, indemnity, or bond to seeure the 
33 pftymeftt of compensfttion liftbilities ftS they ftre ineurred. Any individuftl employer or 
34 group of employers who furnish proof of finftnciftl ftbility under subdivision (ft)(2) of 
35 this section shall be go"+·erned in ftll respeets by this Artiele ftnd by rules ftdopted by 
36 the Commissioner of Insurftnce. 
37 (c) Pftyment of dividends to the members of ftny group of employers who ftgree to 
38 pool their lifteilities under subdiYision (ft)(2) of this section shftll not be coHtingcat 
39 upon the mftinteftftnee or eontinuftnee of membership in sueh pools. 
40 (d) Groups of two or more employers who ftgrec to pool their liftailities under 
41 subdivision (ft)(2) of this section ftre subject, in ftddition to the provisions cited in 
42 G.S. 58 2 145(ft), to G.S. 58 2 165, G.S. 58 3 81, 58 6 25, 58 7 50, 58 7 55, 58 7 140, 
43 58 7 160, 58 7 162, 58 7 163, 58 7 165, 58 7 167, 58 7 168, 58 7 170, 58 7 172, 
44 58 7 173, 58 7 177, 58 7 179, 58 7 180, 58 7 183, 58 7 185, 58 7 187, 58 7 188, 
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1 58 7 192, 58 7 193, 58 7 195, 58 7 197, 58 7 200, and AFticlcs 13, 19, 30, and 34 of 
2 Chaptef 58 of the GeneFal Statutes. 
3 (e) Every employer who is in compliance with the provisions of subsection (a) of 
4 this section shall post in a conspicuous place in places of employment a notice stating 
5 that employment by this employer is subject to the North Carolina Workers' 
6 Compensation Act and stating whether the employer has a policy of insurance against 
7 liability or qualifies as a self-insured employer. In the event the employer allows its 
8 insurance to lapse or ceases to qualify as a self-insured employer, the employer shall, 
9 within five working days of this occurrence, remove any notices indicating 

10 otherwise." 
11 Section 6. G.S. 97-143 reads as rewritten: 
12 "§ 97-143. Use of deposits made by insolvent member self-insurers. 
13 After the Commissioner has notified the Association, under G.S. 97-136(a), that a 
14 member is insolvent, the Commissioner shall assign and deliver to the Association, 
15 and the Association is authorized to expend the deposit made by the insolvent 
16 member fHifsuant to G.S. 97 93(e), under G.S. 58-47-90 or G.S. 97-185, to the extent 
17 the deposit is needed by the Association to pay covered claims against the pFefflittffl 
18 tues owed by the insolvent member as required by this Article, and to the extent the 
19 deposit is needed to pay expenses of the Association relating to covered claims 
20 against the insolvent member. The Association shall account to the Commissioner 
21 and the insolvent member or its successor for all deposits received from the 
22 Commissioner under this section." 
23 Section 7. G.S. 58-2-145 and G.S. 97-96 are repealed. 
24 Section 8. G.S. 97-130(6) reads as rewritten: 
25 11 (6) 'Member self-insurer' or 'member' means a self-insurer which is 
26 authorized by the Commissioner to self-insure pursuant to G.S. 
27 97 93, 97 94 and 97 96. 97-93 and G.S. 97-94." 
28 Section 9. G.S. 97-131(b)(3) reads as rewritten: 
29 "(3) In determining the membership of the Association pursuant to 
30 subdivisions (1) and (2) of this subsection for any date after the 
31 effective date of this Article, no employer or group of employers 
32 claiming self-insurer status may be deemed to be a member of the 
33 Association on any date after the effective date of this Article, 
34 unless that employer or group of employers is at that time 
35 authorized as a self-insurer by the Commissioner pursuant to G.S. 
36 97 93, 97 94, and 97 96. 97-93 and G.S. 97-94." 
37 Section 10. This act becomes effective December 1, 1997. 
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MINUTES 

HOUSE COMMITTEE ON INSURANCE 

JULY 03, 1997 

The House Committee on Insurance met in Room 643 of the Legislative Office Building 
on July 03, 1997 at 12:18 p.m. Chairman Dockham presided. Members present were: 
Representative Allred, Barbee, Cole, Dickson, Esposito, Gardner, Hardaway, Hensley, 
Holmes, Hurley, Ives, McComas, Miller, Russell, Tallent, Wainwright and Wright. A list 
of visitors attending is attached. Attachment I 

Chairman Dockham called the meeting to order at 12:18; thanked everyone for coming 
on the day before a holiday and the following bills were considered: 

Senate Bill 254, entitled, AN ACT TO PROHIBIT DISCRIMINATION IN HEAL TH 
INSURANCE AND EMPLOYMENT BASED ON GENETIC INFORMATION was 
before the committee for consideration (bill summary attached, Attachment II). This is 
Senator Odom's bill and Senator Cole moved to accept the Committee Substitute to be 
adopted for consideration. After a vote in the affirmative the substitute was before us for 
discussion. Representative Dixon explained the bill. The proposed House Committee 
Substitute for Senate Bill 254 prohibits insurers from refusing to issue health insurance to 
an individual because of genetic information obtained about that individual or group 
because of genetic information. It prohibits raising the premiums or contribution rates 
paid by a group for a group plan because of genetic information about an individual in 
that group. It also prohibits charging an individual higher insurance premiums because of 
genetic information obtained about that individual. 

Staff then commented about the bill. Linwood Jones told the committee that it is a 
shorter version of the bill because when the committee voted ( earlier in the week on the 
big Health State Insurance Bill) that most of it was taken care of at that time. (Attachment 
III) 
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Representative Dixon made a motion that the proposed Committee Substitute for Senate 
Bill 254 be given a favorable report, unfavorable to the original bill. After no further 
discussion or further debate, it was voted a favorable report. Representative Dixon then 
said he would handle this bill on the floor of the House. 

Senate Bill 455, entitled, AN ACT TO IMPROVE HMO SERVICES BY PROTECTING 
PHYSICIAN COMMUNICATIONS REGARDING TREATMENT, REQUIRING 
COVERAGE FOR EMERGENCY CARE, AND REDUCING THE APPROVAL 
PERIOD FOR RATE FILINGS by Senator Hoyle. Since Senator Hoyle could not be 
with the committee, Chairman Dockham asked staff to explain the bill. It was moved that 
the substitute be before the committee by Representative Gardner and accepted. Linwood 
Jones explained that in Section I on page one, that the participating plan provider be 
limited in discussing with an enrollee the clinical treatment options medically available, 
the risks associated with the treatments, or a recommended course of treatment. This is 
better known as the "anti gag rule". Mr. Jones explained (page 2) that if a prudent 
layperson acting reasonability and believed that an emergency medical condition existed 
that he has the right to go to the emergency room without prior authorization. He said the 
last change was on page 5 and simply states that the Commissioner does not approve or 
disapprove any form or schedule of premiums within 90 days after the filing for forms 
and within (60)45 days after the filing for premiums, they shall be deemed to be 
approved. This was 60 days that is changing to 45 day. 

Representative Charlotte Gardner speaking on behalf of Representative Howard who 
could not be in the committee meeting brought forth an amendment that amends the title 
by deleting the word "AND" and on page 1, line 5 by inserting the before the period the 
words", AND REQUIRING COLLABORATION WITH LOCAL HEALTH 
DELPARTMENTS' and to add the following new section: Collaboration with local 
health departments. A health maintenance organization shall cooperate and collaborate 
with the local health department serving a county or counties in the health maintenance 
organization's service area with respect to health promotion and disease prevention 
efforts of the local health department that are necessary to protect the public health. 
(Attachment IV) 

There were a lot of objections to the amendment and several HMO representatives spoke 
on the amendment and especially to the word "shall" which makes it sound mandatory. 
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Dr. Debnam, Deputy State Health Director in the Department of Environment, Health and 
Natural Resources explained that this language is in keeping with the federal language. 
This was taken directly from the National Insurers language and that the concept is the 
same. 

Several legislators had a lot of concerns about this amendment. After extensive 
discussion between the committee members and representatives of the HMO Associations 
the major concern was that because of this amendment and the objections to this that the 
bill could be slowed down and that the committee substitute not pass during this session 
of The General Assembly. Several committee members voiced their concern about this 
amendment slowing down the legislation on this bill. 

Representative Gardner withdrew her amendment. The proposed committee substitute 
for Senate Bill 455 was now before the committee. Representative Cole moved that the 
committee substitute be given a favorable report. Representative Wainwright stated that 
he had great concern over line 23 on page 3. He would like the word "knowingly" put in 
between the words condition and made. He thought it would help the bill to have this 
word included on this line. After several minutes of discussion about this word, Mr. 
Wainwright had the staff draw up an amendment that would add the word "knowingly". 

The vote was taken for the amendment. There was a show of hands, with 9 in favor and 9 
in opposition with the Chair voting in opposition to the amendment. Thus, the vote was 
10 to 9 and the amendment failed. After further discussion, further debate, Representative 
Cole made the motion for a favorable n.:port. 
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1997 COMMITTEE REPORT 
HOUSE OF REPRESENTATIVES 

The following report(s) from standing committee(s) is/are presented: 
By Representative(s) Dockham for the Committee on Insurance. 

121. Committee Substitute for 
S.B. 455 A BILL TO BE ENTITLED AN ACT TO IMPROVE HMO SERVICES BY 

PROTECTING PHYSICIAN COMMUNICATIONS REGARDING TREATMENT, 
REQUIRING COVERAGE FOR EMERGENCY CARE, AND REDUCING THE 
APPROVAL PERIOD FOR RA TE FILINGS. 

D With a favorable report. 

D With a favorable report and recommendation that the bill be re-referred to the Committee on 
D Appropriations D Finance D 

D With a favorable report, as amended. 

□ With a favorable report, as amended, and recommendation that the bill be re-referred to the 
Committee on D Appropriations D Finance D 

D With a favorable report as to committee substitute bill(# ), D which changes the title, 
unfavorable as to original bill (Committee Substitute Bill# ), (and recommendation 
that the committee substitute bill# ) be re-referred to the Committee on .) 

131 With a favorable report as to House committee substitute ,bill .~a}tBcwhich.changes. 
tb.diile, unfavorable as to Senate committf!e substitute bill. 

D And having received a unanimous vote in committee, is placed on the Consent Calendar. 
(PUBLIC BILLS ONLY) 

D With an unfavorable report. 

D With recommendation that the House concur. 

D With recommendation that the House do not concur. 

□ With recommendation that the House do not concur; request conferees. 

□ With recommendation that the House concur; committee believes bill to be material. 

□ With an unfavorable report, with a Minority Report attached. 
I 

D Without prejudice. 

□ With an indefinite postponement report. 

□ With an indefinite postponement report, with a Minority Report attached. 

□ With recommendation that it be adopted. (HOUSE RESOLUTION ONLY) 
4/24/97 



North Carolina General Assembly 
Legislative Services Office George R. Hall, Legislative Services Officer 

(919) 733-7044 

. Robinson, Director 
strative Division 

Room 5, Legislative Building 
16 W. Jones Street 
Raleigh, NC 27603-5925 
(919) 733-7500 

Gerry F. Cohen, Director 
Bill Drafting Division 
Suite 401, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-6660 

MEMORANDUM 

Thomas L. Covington, Director 
Fiscal Research Division 
Suite 619, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-4910 

July 3, 1997 

TO: House Insurance Committee 

FROM: Linwood Jones, Staff Counsel 

Donald W. Fulford, Director 
Information Systems Division 
Suite 400, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-6834 

RE: Senate Bill 254 (Genetic Testing)(House PCS) 

Terrence D. Sullivan, Director 
Research Division 
Suite 545, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-59 
(919) 733-2578 

Section 1 of the proposed House Committee Substitute for Senate Bill 254 prohibits 
insurers from doing the following: 

(1) Refusing to issue health insurance to an individual because of genetic 
information obtained about that individual or to a group because of genetic information 
about one or more individuals in that group. 

(2) Raising the premiums or contribution rates paid by a group for a group plan 
because of genetic information about an individual in that group. 

(3) Charging an individual higher insurance premiums because of genetic 
information obtained about that individual. 

"Genetic information" means "information about genes, gene products, or inherited 
characteristics that may derive from an individual or a family member. However, it 
does not include the results of routine physical measurements, blood chemistries, blood 
counts, urine analysis, tests for drug abuse, and HIV tests. 

Section 2 prohibits public and private employers from firing or refusing to employ a 
person because of genetic information about the person or the person's family or 
because the person has requested genetic tests or counseling. Section 3 also 
protects these persons or others acting on their behalf under the retaliatory employment 
discharge provisions of the law. 

Section 4 makes clear that the health insurance portion of the bill applies only to 
typical health insurance policies, not certain specialized policies. 

Section 5 makes this bill effective when it becomes law. 
S254-SMRN-001 

AN EQUAL OPPORTUNITY/AFFIRMATIVE ACTION EMPLOYER 



1997 COMMITTEE REPORT 
HOUSE OF REPRESENTATIVES 

The following report(s) from standing committee(s) is/are presented: 
By Representative(s) Dockham for the Committee on Insurance. 

jg] Committee Substitute for 
S.B. 254 A BILL TO BE ENTITLED AN ACT TO PROillBIT DISCRIMINATION IN 

HEAL TH INSURANCE AND EMPLOYMENT BASED ON GENETIC INFORMATION. 

D With a favorable report. 

D With a favorable report and recommendation that the bill be re-referred to the Committee on 
D Appropriations D Finance D 

D With a favorable report, as amended. 

D With a favorable report, as amended, and recommendation that the bill be re-referred to the 
Committee on D Appropriations D Finance D 

D With a favorable report as to committee substitute bill(# ), D which changes the title, 
unfavorable as to original bill (Committee Substitute Bill# ), (and recommendation 
that the committee substitute bill# ) be re-referred to the c;ommittee on .) 

~ With a favorable report as to House committee substitute bill ~#-""',);:;g.which:changes 
tb.e.rtitle, unfavorable as to Senate committee substitute bill. 

□ And having received a unanimous vote in committee, is placed on the Consent Calendar. 
(PUBLIC BILLS ONLY) 

D With an unfavorable report. 

D With recommendation that the House concur. 

D With recommendation that the House do not concur. 

□ With recommendation that the House do not concur; request conferees. 

□ With recommendation that the House concur; committee believes bill to be material. 

□ With an unfavorable report, with a Minority Report attached. 

D Without prejudice. 

□ With an indefinite postponement report. 

□ With an indefinite postponement report, with a Minority Report attached. 

□ With recommendation that it be adopted. (HOUSE RESOLUTION ONLY) 
4/24/97 
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GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1997 

SENATE BILL 254* 

D 

Pensions & Retirement and Insurance Committee Substitute Adopted 4/3/97 
Proposed House Committee Substitute S254-PCS7826 

Short Title: Genetic Info/No Discrimination. (Public) 

Sponsors: 

Referred to: 

February 27, 1997 

A BILL TO BE ENTITLED 
AN ACT TO PROHIBIT DISCRIMINATION IN HEAL TH INSURANCE AND 

EMPLOYMENT BASED ON GENETIC INFORMATION. 
The General Assembly of North Carolina enacts: 

Section 1. Article 3 of Chapter 58 of the General Statutes is amended by 
adding a new section to read: 
"§ S8-3-21S. Genetic information in health insurance. 

(a) Definitions. -- As used in this section: 
ill 'Genetic information' means information about genes, gene 

products, or inherited characteristics that may derive from an 
individual or a family member. 'Genetic information' does not 
include the results of routine physical measurements, blood 
chemistries, blood counts. urine analyses, tests for abuse of drugs, 
and tests for the presence of human immunodeficiency virus. 

ill 'Health benefit plan' means an accident and health insurance 
policy or certificate: a nonprofit hospital or medical service 
corporation contract; a health maintenance organization subscriber 
contract; a plan provided by a multiple employer welfare 
arrangement; or a plan provided by another benefit arrangement. 
to the extent permitted by the Employee Retirement Income 
Security Act of 1974, as amended, or by any waiver of or other 
exception to that Act provided under federal law or regulation. 
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'Health benefit plan' does not mean any plan implemented or 
administered through the Department of Human Resources or its 
representatives. 'Group health benefit plan' also does not mean 
any of the following kinds of insurance: 
a. Accident 
b. Credit 

Disability income 

9 e. 
Long-term or nursing home care 
Medicare supplement 

10 L Specified disease 
11 ~ Dental or vision 
12 h. Coverage issued as a supplement to liability insurance 
13 L. Workers' compensation 
14 i Medical payments under automobile or homeowners 
15 k. Hospital income or indemnity 
16 L. Insurance under which benefits are payable with or without 
17 regard to fault and that is statutorily reguired to be 
18 contained in any liability policy or eguivalent self-insurance 
19 m. Blanket accident and sickness. 
20 ill 'Insurer' means an insurance company subject to this Chapter: a 
21 service corporation organized under Article 65 of this Chapter: a 
22 health maintenance organization organized under Article 67 of this 
23 Chapter: or a multiple employer welfare arrangement subject to 
24 Article 49 of this Chapter. 
25 (b) For the purpose of this section, routine physical measurements. blood 
26 chemistries, blood counts. urine analyses, tests for abuse of drugs. and tests for the 
27 presence of human immunodeficiency virus are not to be considered genetic tests. 
28 (c) No insurer shall: 
29 ill Raise the premium or contribution rates paid by a group for a 
30 group health benefit plan on the basis of genetic information 
31 obtained about an individual member of the group. 
32 ill Refuse to issue or deliver a health benefit plan because of genetic 
33 information obtained about any person to be insured by the health 
34 benefit plan. 
35 ill Charge a higher premium rate or chaq~e for a health benefit plan 
36 because of genetic information obtained about any person to be 
37 insured by the health benefit plan." 
38 Section 2. Article 3 of Chapter 95 of the General Statutes is amended by 
39 adding the following new section to read: 
40 11 § 95-28.tA. Discrimination against persons based on genetic testing or genetic 
41 information prohibited. 
42 (a) No person. firm. corporation. unincorporated association, State agency, unit of 
43 local government, or any public or private entity shall deny or refuse employment to 
44 any person or discharge any person from employment on account of the person's 

Page 2 Senate Bill 254 
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having requested genetic testing or counseling services, or on the basis of genetic 
information obtained concerning the person or a member of the person's family. 
This section shall not be construed to prevent the person from being discharged for 
cause. 

(b) As used in this section, the term 'genetic test' means a test for determining the 
presence or absence of genetic characteristics in an individual or a member of the 
individual's family in order to diagnose a genetic condition or characteristic or 
ascertain susceptibility to a genetic condition. The term 'genetic characteristic' 
means any scientifically or medically identifiable genes or chromosomes, or 
alterations or products thereof. which are known individually or in combination with 
other characteristics to be a cause of a disease or disorder, or determined to be 
associated with a statistically increased risk of development of a disease or disorder, 
and which are asymptomatic of any disease or disorder. The term 'genetic 
information' means information about genes, gene products, or inherited 
characteristics that may derive from an individual or a family member." 

Section 3. G.S. 95-241(a) reads as rewritten: 
" (a) No person shall discriminate or take any retaliatory action against an 

employee because the employee in good faith does or threatens to do any of the 
following: 

(1) File a claim or complaint, initiate any inquiry, investigation, 
inspection, proceeding or other action, or testify or provide 
information to any person with respect to any of the following: 
a. Chapter 97 of the General Statutes. 
b. Article 2A or Article 16 of this Chapter. 
c. Article 2A of Chapter 7 4 of the General Statutes. 
d. G.S. 95-28.1. 
~ G.S, 95-28.lA. 

(2) Cause any of the activities listed in subdivision (1) of this 
subsection to be initiated on an employee's behalf. 

(3) Exercise any right on behalf of the employee or any other 
employee afforded by Article 2A or Article 16 of this Chapter or 
by Article 2A of Chapter 74 of the General Statutes." 

Section 4. Nothing in this act applies to specified accident, specified 
disease, hospital indemnity, disability, or long-term care health insurance policies. 

Section 5. This act is effective when it becomes law. 

Senate Bill 254 Page 3 
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1 A BILL TO BE ENTITLED 
2 AN ACT TO PROHIBIT DISCRIMINATION IN HEALTH INSURANCE AND 
3 EMPLOYMENT BASED ON GENETIC INFORMATION. 
4 The General Assembly of North Carolina enacts: 
5 Section 1. Article 3 of Chapter 58 of the General Statutes is amended by 
6 adding a new section to read: 
7 "§ 58-3-215. Genetic information in health insurance. 
8 (a) Definitions. -- As used in this section: 
9 ill 'Genetic information' means information about genes, gene 

10 products, or inherited characteristics that may derive from an 
11 individual or a family member. 'Genetic information' does not 
12 include the results of routine physical measurements, blood 
13 chemistries, blood counts, urine analyses, tests for abuse of drugs, 
14 and tests for the presence of human immunodeficiency virus. 
15 a). 'Health benefit plan' means an accident and health insurance 
16 policy or certificate: a nonprofit hospital or medical service 
17 corporation contract: a health maintenance organization subscriber 
18 contract: a plan provided by a multiple employer welfare 
19 arrangement; or a plan provided by another benefit arrangement, 
20 to the extent permitted by the Employee Retirement Income 
21 Security Act of 1974, as amended, or by any waiver of or other 
22 exception to that Act provided under federal law or regulation. 
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'Health benefit plan' does not mean any plan implemented or 
administered through the Department of Human Resources or its 
representatives. 'Group health benefit plan' also does not mean 
any of the following kinds of insurance: 
a. Accident 
b. Credit 

7 c. Disability income 
8 d. Long-term or nursing home care 
9 e. Medicare su1wlement 

10 f:. Specified disease 
11 &,.. Dental or vision 
12 h. Coverage issued as a supplement to liability insurance 
13 L. Workers' compensation 
14 1. Medical payments under automobile or homeowners 
15 k. Hospital income or indemnity 
16 L. Insurance under which benefits are payable with or without 
17 regard to fault and that is statutorily reguired to be 
18 contained in any liability policy or eguivalent self-insurance 
19 m. Blanket accident and sickness. 
20 ill 'Insurer' means an insurance company subject to this Chapter; a 
21 service corporation organized under Article 65 of this Chapter; a 
22 health maintenance organization organized under Article 67 of this 
23 Chapter; or a multiple employer welfare arrangement subject to 
24 Article 49 of this Chapter. 
25 (b) For the purpose of this section. routine physical measurements, blood 
26 chemistries, blood counts. urine analyses, tests for abuse of drugs, and tests for the 
27 presence of human immunodeficiency virus are not to be considered genetic tests. 
28 (c) No insurer shall: 
29 ill Raise the premium or contribution rates paid by a group for a 
30 group health benefit plan on the basis of genetic information 
31 obtained about an individual member of the group. 
32 0 Refuse to issue or deliver a health benefit plan because of genetic 
33 information obtained about any person to be insured by the health 
34 benefit plan. 
35 ill Charge a higher premium rate or charge for a health benefit plan 
36 because of genetic information obtained about any person to be 
37 insured by the health benefit plan." 
38 Section 2. Article 3 of Chapter 95 of the General Statutes is amended by 
39 adding the following new section to read: 
40 "§ 95-28.lA. Discrimination against persons based on genetic testing or genetic 
41 information prohibited. 
42 (a) No person, firm. corporation, unincorporated association, State agency. unit of 
43 local government, or any public or private entity shall deny or refuse employment to 
44 any person or discharge any person from employment on account of the person's 

Page 2 Senate Bill 254 

{ 
I 



\ 

l 

GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1997 

1 having requested genetic testing or counseling services, or on the basis of genetic 
2 information obtained concerning the person or a member of the person's family. 
3 This section shall not be construed to prevent the person from being discharged for 
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cause. 
(b) As used in this section, the term 'genetic test' means a test for determining the 

presence or absence of genetic characteristics in an individual or a member of the 
individual's family in order to diagnose a genetic condition or characteristic or 
ascertain susceptibility to a genetic condition. The term 'genetic characteristic' 
means any scientifically or medically identifiable genes or chromosomes, or 
alterations or products thereof, which are known individually or in combination with 
other characteristics to be a cause of a disease or disorder, or determined to be 
associated with a statistically increased risk of development of a disease or disorder, 
and which are asymptomatic of any disease or disorder. The term 'genetic 
information' means information about genes, gene products, or inherited 
characteristics that may derive from an individual or a family member. 11 

Section 3. G.S. 95-241(a) reads as rewritten: 
" (a) No person shall discriminate or take any retaliatory action against an 

employee because the employee in good faith does or threatens to do any of the 
following: 

(1) 

(2) 

(3) 

File a claim or complaint, initiate any inquiry, investigation, 
inspection, proceeding or other action, or testify or provide 
information to any person with respect to any of the following: 
a. Chapter 97 of the General Statutes. 
b. Article 2A or Article 16 of this Chapter. 
c. Article 2A of Chapter 74 of the General Statutes. 
d. G.S. 95-28.1. 
~ G,S. 95-28.lA. 
Cause any of the activities listed in subdivision (1) of this 
subsection to be initiated on an employee's behalf. 
Exercise any right on behalf of the employee or any other 
employee afforded by Article 2A or Article 16 of this Chapter or 
by Article 2A of Chapter 74 of the General Statutes." 

Section 4. Nothing in this act applies to specified accident, specified 
disease, hospital indemnity, disability, or long-term care health insurance policies. 

Section 5. This act is effective when it becomes law. 
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1 A BILL TO BE ENTITLED 
2 AN ACT TO PROHIBIT DISCRIMINATION IN HEAL TH INSURANCE AND 
3 EMPLOYMENT BASED ON GENETIC INFORMATION. 
4 The General Assembly of North Carolina enacts: 
5 Section 1. Article 3 of Chapter 58 of the General Statutes is amended by 
6 adding a new section to read: 
7 11 § 58-3-215. Genetic information in health insurance. 
8 (a) Definitions. -- As used in this section: 
9 ill. 'Genetic information' means information about genes, gene 

10 products. or inherited characteristics that may derive from an 
11 individual or a family member. 'Genetic information' does not 
12 include the results of routine physical measurements, blood 
13 chemistries, blood counts, urine analyses, tests for abuse of drugs, 
14 and tests for the presence of human immunodeficiency virus. 
15 ill 'Health benefit plan' means an accident and health insurance 
16 policy or certificate; a nonprofit hospital or medical service 
17 corporation contract; a health maintenance organization subscriber 
18 contract; a plan provided by a multiple employer welfare 
19 arrangement; or a plan provided by another benefit arrangement, 
20 to the extent permitted by the Employee Retirement Income 
21 Security Act of 1974, as amended, or by any waiver of or other 
22 exception to that Act provided under federal law or regulation. 
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1 
2 
3 
4 
5 
6 

'Health benefit plan' does not mean any plan implemented or 
administered through the Department of Human Resources or its 
representatives. 'Group health benefit plan' also does not mean 
any of the following kinds of insurance: 
a. Accident 
b. Credit 

7 ~ Disability income 
8 d. Long-term or nursing home care 
9 e. Medicare supplement 

10 f:. Specified disease 
11 ~ Dental or vision 
12 h. Coverage issued as a supplement to liability insurance 
13 L. Workers' compensation 
14 1 Medical payments under automobile or homeowners . 
15 k. Hospital income or indemnity 
16 L. Insurance under which benefits are payable with or without 
17 regard to fault and that is statutorily required to be 
18 contained in any liability policy or equivalent self-insurance 
19 m. Blanket accident and sickness. 
20 ill 'Insurer' means an insurance company subject to this Chapter; a 
21 service corporation organized under Article 65 of this Chapter: a 
22 health maintenance organization organized under Article 67 of this 
23 Chapter: or a multiple employer welfare arrangement subject to 
24 Article 49 of this Chapter. 
25 {b) For the purpose of this section, routine physical measurements. blood 
26 chemistries, blood counts. urine analyses, tests for abuse of drugs. and tests for the· 
27 presence of human immunodeficiency virus are not to be considered genetic tests. 
28 (c) No insurer shall: 
29 ill Raise the premium or contribution rates paid by a group for a 
30 group health benefit plan on the basis of genetic information 
31 obtained about an individual member of the group. 
32 ill Refuse to issue or deliver a health benefit plan because of genetic 
33 information obtained about any person to be insured by the health 
34 benefit plan. 
35 ill Charge a higher premium rate or charge for a health benefit plan 
36 because of genetic information obtained about any person to be 
37 insured by the health benefit plan." 
38 Section 2. Article 3 of Chapter 95 of the General Statutes is amended by 
39 adding the following new section to read: 
40 "§ 95-28.lA. Discrimination against persons based on genetic testing or genetic 
41 information prohibited. 
42 (a) No person, firm, corporation, unincorporated association, State agency, unit of 
43 local government. or any public or private entity shall deny or refuse employment to 
44 any person or discharge any person from employment on account of the person's 
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1 having reguested genetic testing or counseling services, or on the basis of genetic 
2 information obtained concerning the person or a member of the person's family. 
3 This section shall not be construed to prevent the person from being discharged for 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 

cause. 
(b) As used in this section, the term 'genetic test' means a test for determining the 

presence or absence of genetic characteristics in an individual or a member of the 
individual's family in order to diagnose a genetic condition or characteristic or 
ascertain susceptibility to a genetic condition. The term 'genetic characteristic' 
means any scientifically or medically identifiable genes or chromosomes, or 
alterations or products thereof. which are known individually or in combination with 
other characteristics to be a cause of a disease or disorder, or determined to be 
associated with a statistically increased risk of development of a disease or disorder, 
and which are asymptomatic of any disease or disorder. The term 'genetic 
information' means information about genes, gene products. or inherited 
characteristics that may derive from an individual or a family member." 

Section 3. G.S. 95-241(a) reads as rewritten: 
11 (a) No person shall discriminate or take any retaliatory action against an 

employee because the employee in good faith does or threatens to do any of the 
following: 

(1) 

(2) 

(3) 

File a claim or complaint, initiate any inquiry, investigation, 
inspection, proceeding or other action, or testify or provide 
information to any person with respect to any of the following: 
a. Chapter 97 of the General Statutes. 
b. Article 2A or Article 16 of this Chapter. 
c. Article 2A of Chapter 74 of the General Statutes. 
d. G.S. 95-28.1. 
e. G,S, 95-28. lA. 
Cause any of the activities listed in subdivision (1) of this 
subsection to be initiated on an employee's behalf. 
Exercise any right on behalf of the employee or any other 
employee afforded by Article 2A or Article 16 of this Chapter or 
by Article 2A of Chapter 74 of the General Statutes." 

Section 4. Nothing in this act applies to specified accident, specified 
disease, hospital indemnity, disability, or long-term care health insurance policies. 

Section 5. This act is effective when it becomes law. 

Senate Bill 254 Page 3 



1 

s 

GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1997 

SENATE BILL 455* 

D 

Pensions & Retirement and Insurance Committee Substitute Adopted 
4/29/97 

Third Edition Engrossed 4/30/97 

PROPOSED COMMITTEE SUBSTITUTE 
S455-CSRN-004 

THIS IS A DRAFT 

Short Title: Improve HMO Services. 

Sponsors: 

Referred to: 

March 24, 1997 

A BILL TO BE ENTITLED 

(Public) 

2 AN ACT TO IMPROVE HMO SERVICES BY PROTECTING PHYSICIAN 
3 COMMUNICATIONS REGARDING TREATMENT, REQUIRING COVERAGE FOR 
4 EMERGENCY CARE, AND REDUCING THE APPROVAL PERIOD FOR RATE 
5 FILINGS. 
6 The General Assembly of North Carolina enacts: 
7 Section 1. Article 3 of Chapter 58 of the General 
8 Statutes is amended by adding the following new section to read: 
9 "§ 58-3-176. Treatment discussions not limited. 

10 (a) An insurer shall not limit either of the following: 
11 ill The participating plan provider's ability to 
12 discuss with an enrollee the clinical treatment 
13 options medically available, the risks associated 
14 with the treatments, or a recommended course of 
15 treatment. 
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( b) 

ill The participating plan provider's professional 
obligations to patients as specified under the 
provider's professional license. 

Nothing in this section shall be construed to expand or 
5 revise the scope of benefits covered by a health benefit plan. 
6 _.(_c_,_) __ A_s_u_s_e_d_i_n_t_h_i_· s __ s_e_c_t_i_o_n_: 
7 ill 'Health benefit plan' means any of the following if 
8 written by an insurer: an accident and health 
9 insurance policy or certificate; a nonprofit 

10 hospital or medical service corporation contract; a 
11 health maintenance organization subscriber 
12 contract; or a plan provided by a multiple employer 
13 welfare arrangement. 'Health benefit plan' does 
14 not mean any plan implemented or administered 
15 through the Department of Human Resources or its 
16 representatives. 'Health benefit plan' also does 
17 not mean any of the following kinds of insurance: 
18 a. Accident. 
19 b. Credit. 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 

c. 
d. 
e. 
f. 

.9:.=.. 
h. 

i. 

k. 
1. 

Disability income. 
Long-term or nursing home care. 
Medicare supplement. 
Specified disease. 
Dental or vision. 
Coverage issued as a supplement to liability 
insurance. 
Workers' compensation. 
Medical payments under 
homeowners insurance. 
Hospital income or indemnity. 

automobile or 

Insurance under which benefits are payable 
with or without regard to fault and that is 
statutorily required to be contained in any 
liability policy or equivalent self-insurance. 

35 ill 'Insurer' means an entity that writes a health 
36 benefit plan and that is an insurance company 
37 subject to this Chapter, a service corporation 
38 under Article 65 of this Chapter, a health 
39 maintenance organization under Article 67 of this 
40 Chapter, or a multiple employer welfare arrangement 
41 under Article 49 of this Chapter." 
42 Section 2. Chapter 58 of the General Statutes is 
43 amended by adding the following new section to read: 
44 "§ 58-3-190. Coverage required for emergency care. 
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1 (a) Every insurer shall provide coverage for emergency 
2 services to the extent necessary to screen and to stabilize the 
3 person covered under the plan and shall not require prior 
4 authorization of the services if a prudent layperson acting 
5 reasonably would have believed that an emergency medical 
6 condition existed. Payment of claims for emergency services 
7 shall be based on the retrospective review of the presenting 
8 history and symptoms of the covered person. 
9 (b) With respect to emergency services provided by a health 

10 care provider who is not under contract with the insurer, the 
11 services shall be covered if: 
12 ill A prudent layperson acting reasonably would have 
13 believed that a delay would worsen the emergency, 

or 14 
15 
16 
17 

ill The covered person did not seek services from a 
provider under contract with the insurer because of 
circumstances beyond the control of the covered 

18 person. 
19 (c) An insurer that has given prior authorization for emergency 
20 services shall cover the services and shall not retract the 
21 authorization after the services have been provided unless the 
22 authorization was based on a material misrepresentation about the 
2 3 er son's heal th condition made b the rovider of the 
24 services or the covered 
25 (d) Coverage of emergency services shall be subject to 
26 coinsurance, co-payments, and deductibles applicable under the 
27 health benefit plan. An insurer shall not impose cost-sharing 
28 for emergency services provided under this section that differs 
29 from the cost-sharing that would have been imposed if the 
30 physician or provider furnishing the services were a provider 
31 contracting with the insurer. 
32 (e) Both the emergency department and the insurer shall make 
33 a good faith effort to communicate with each other in a timely 
34 fashion to expedite post-evaluation or post-stabilization 
35 services in order to avoid material deterioration of the covered 
36 person's condition within a reasonable clinical confidence, or, 
37 with respect to a pregnant woman, to avoid material deterioration 
38 of the condition of the unborn child within a reasonable clinical 
39 confidence. 
40 (f) Insurers shall provide information to their covered 
41 persons on all of the following: 
42 ill Coverage of emergency medical services. 
43 ill The appropriate use of emergency services, 
44 including the use of the '911' system and other 
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( g) 

telephone access systems utilized to 
prehospital emergency services. 

ill Any cost-sharing provisions for emergency medical 
services. 

ill The process and procedures for obtaining emergency 
services, so that covered persons are familiar with 
the location of in-plan emergency departments and 
with the location and availability of other in-plan 
settings at which covered persons may receive 
medical care. 

As used in this section, the term: 
ill 'Emergency medical condition' means a medical 

condition manifesting itself by acute symptoms of 
sufficient severity, including but not limited to 
severe pain, or by acute symptoms developing from a 
chronic medical condition that would lead a prudent 
layperson, possessing art average knowledge of 
health and medicine, to reasonably expect the 
absence of immediate medical attention to result in 
any of the following: 
a. Placin the health of an individual or with 

respect to a pregnant woman, the health of the 
woman or her unborn child, in serious 
jeopardy. 

b. Serious impairment to bodily functions. 
c. Serious dysfunction of any bodily organ or 

part. 
ill 'Emergency services' . means heal th care i terns and 

services furnished or required to screen for or 
treat an emergency medical condition until the 
condition is stabilized, including prehospital care 
and ancillary services routinely available to the 
emergency department. 

ill 'Health benefit plan' means any of the following if 
written by an insurer: an accident and health 
insurance policy or certificate; a nonprofit 
hospital or medical service corporation contract; a 
health maintenance organization subscriber 
contract; or a plan provided by a multiple employer 
welfare arrangement. 'Health benefit plan' does 
not mean any plan implemented or administered 
through the Department of Human Resources or its 
representatives. 'Health benefit plan' also does 
not mean any of the following kinds of insurance: 
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ill 

ill 

a. 
b. 
c. 
d. 
·e. 
f. 

9..:.. 
h. 

i. 

k. 
1. 

Accident. 
Credit. 
Disability income. 
Long-term or nursing home care. 
Medicare supplement. 
Specified disease. 
Dental or vision. 
Coverage issued as a supplement to liability 
insurance. 
Workers' compensation. 
Medical payments under 
homeowners insurance. 
Hospital income or indemnity. 

automobile or 

Insurance under which _b_e_n_e_f_1_·t_s __ a_r_e __ p"'-"-a~y~a~b~l;...;;.e 
with or without regard to fault and that is 
statutorily required to be contained in any 
liability policy or equivalent self-insurance. 

'Insurer' means an entity that writes a health 
benefit plan and that is an insurance company 
subject to this Chapter, a service corporation 
under Article 65 of this Chapter, a health 
maintenance organization under Article 6 7 of this 
Chapter, or a multiple employer welfare arrangement 
under Article 49 of this Chapter. 
'To stabilize' means to provide medical care that 
is appropriate to prevent a material deterioration 
of the person's condition, within reasonable 
medical probability, in accordance with the HCFA 
(Health Care Financing Administration) 
interpretative guidelines, policies and regulations 
pertaining to responsibilities of hospitals in 
emergency cases ( as provided under the Emergency 
Medical Treatment and Labor Act, section 1867 of 
the Social Security Act, 42 u.s.c.s. 1395dd), 
including medically necessary services and supplies 
to maintain stabilization until the person is 

37 transferred. 11 

38 Section 3. G.S. 58-67-50(c) reads as rewritten: 
39 11 

( c) The Commissioner shall, within a reasonable period, 
40 approve any form if the requirements of subsection (a) of this 
41 section are met and any schedule of premiums if the requirements 
42 of subsection (b) of this section are met. It shall be unlawful 
4 3 to issue the form or to use the schedule of premiums until 
44 approved. If the Commissioner disapproves the filing, the 
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1 Commissioner shall notify the filer. In the notice, the 
2 Commissioner shall specify the reasons for disapproval. A hearing 
3 will be granted within 30 days after a request in writing by the 
4 person filing. If the Commissioner does not approve or disapprove 
5 any form or schedule of premiums within 90 days after the filing 
6 for forms and within~!?._ days after the filing for premiums, 
7 they shall be deemed to be approved." 
8 Section 4 • Section 2 of this 
9 January 1, 1998, and applies to health 

10 renewed, or amended on or after that date. 
11 act is effective when it becomes law. 
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1 A BILL TO BE ENTITLED 
2 AN ACT TO IMPROVE HMO SERVICES BY PROTECTING. PHYSICIAN 
3 COMMUNICATIONS REGARDING TREATMENT, REQUIRING COVERAGE 
4 FOR EMERGENCY CARE, AND REDUCING THE APPROVAL PERIOD FOR 
5 RATE FILINGS. 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 

The General Assembly of North Carolina enacts: 
Section 1. Article 3 of Chapter 58 of the General Statutes is amended by 

adding the following new section to read: 
"§ 58-3-176. Treatment discussions not limited. 

(a) An insurer shall not limit either of the following: 
ill The participating plan provider's ability to discuss with an enrollee 

the clinical treatment options medically available, the risks 
associated with the treatments, or a recommended course of 
treatment. 

ill The participating plan provider's professional obligations to 
patients as specified under the provider's professional license. 

(b) Nothing in this section shall be construed to expand or revise the scope of 
benefits covered by a health benefit plan. 

(c) As used in this section: 
ill 'Health benefit plan' means any of the following if written by an 

insurer: an accident and health insurance policy or certificate; a 
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nonprofit hospital or medical service corporation contract; a health 
maintenance organization subscriber contract; or a plan provided 
by a multiple employer welfare arrangement. 'Health benefit plan' 
does not mean any plan implemented or administered through the 
Department of Human Resources or its representatives. 'Health 
benefit plan' also does not mean any of the following kinds of 
insurance: 
a. Accident. 
b. Credit. 

Disability income. 
Long-term or nursing home care. 
Medicare supplement. 
Specified disease. 
Dental or vision. 
Coverage issued as a supplement to liability insurance. 
Workers' compensation. 
Medical payments under automobile or homeowners 
insurance. 

k. Hospital income or indemnity. 
L. Insurance under which benefits are payable with or without 

regard to fault and that is statutorily required to be 
contained in any liability policy or equivalent self-insurance. 

ill 'Insurer' means an entity that writes a health benefit plan and that 
is an insurance company subject to this Chapter, a service 
corporation under Article 65 of this Chapter, a health maintenance 
organization under Article 67 of this Chapter, or a multiple 
employer welfare arrangement under Article 49 of this Chapter. 11 

Section 2. Chapter 58 of the General Statutes is amended by adding the 
following new section to read: 
11 § 58-3-190. Coverage required for emergency care. 

(a) Every insurer shall provide coverage for emergency services to the extent 
necessary to screen and to V~tabilize the persod covered under the plan and shall not 
require prior authorization of the services if a prudent layperson acting reasonably 
would have believed that an emergency medical condition existed. Payment of 
claims for emergency services shall be based on the retrospective review of the 
presenting history and symptoms of the covered person. 

(b) With respect to emergency services provided by a health care provider who is 
not under contract with the insurer, the services shall be covered if: 

Page 2 

ill A prudent layperson acting reasonably would have believed that a 
delay would worsen the emergency, or 

ill The covered person did not seek services from a provider under 
contract with the insurer because of circumstances beyond the 
control of the covered person. 
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1 (c) An insurer that has given prior authorization for emergency services shall cover 
2 the services and shall not retract the authorization after the services have been 
3 
4 
5 
6 
7 
8 
9 
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29 
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provided unless the authorization was based on a material misrepresentation about 
the covered person's health condition made by the provider of the emergency 
services or the covered person. 

(d) Coverage of emergency services shall be subject to coinsurance. co-payments, 
and deductibles applicable under the health benefit plan. An insurer shall not 
impose cost-sharing for emergency services provided under this section that differs 
from the cost-sharing that would have been imposed if the physician or provider 
furnishing the services were a provider contracting with the insurer. 

(e) Both the emergency department and the insurer shall make a good faith effort 
to communicate with each other in a timely fashion to expedite postevaluation or 
poststabilization services in order to avoid material deterioration of the covered 
person's condition within a reasonable clinical confidence, or with respect to a 
pregnant woman, to avoid material deterioration of the condition of the unborn child 
within a reasonable clinical confidence. 

(0 Insurers shall provide information to their covered persons on all of the 
following: 

(g) 

ill Coverage of emergency medical services. 
ill The appropriate use of emergency services, including the use of 

the '911' system and other telephone access systems utilized to 
access prehospital emergency services. 

ill Any cost-sharing provisions for emergency medical services. 
ill The process and procedures for obtaining emergency services, so 

that covered persons are familiar with the location of in-plan 
emergency departments and with the location and availability of 
other in-plan settings at which covered persons may receive 
medical care. 

As used in this section, the term: 
ill 'Emergency medical condition' means a medical condition 

manifesting itself by acute symptoms of sufficient severity. 
including, but not limited to, severe pain. or by acute symptoms 
developing from a chronic medical condition that would lead a 
prudent layperson, possessing an average knowledge of health and 
medicine. to reasonably expect the absence of immediate medical 
attention to result in any of the following: 

ill 

a. Placing the health of an individual, or with respect to a 
pregnant woman, the health of the woman or her unborn 
child. in serious jeopardy. 

b. Serious impairment to bodily functions. 
c. Serious dysfunction of any bodily organ or part. 
'Emergency services' means health care items and services 
furnished or required to screen for or treat an emergency medical 
condition until the condition is stabilized, including prehospital 
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care and ancillary services routinely available to the emergency 
department. 

ill 'Health benefit plan' means any of the following if written by an 
insurer: an accident and health insurance policy or certificate: a 
nonprofit hospital or medical service corporation contract: a health 
maintenance organization subscriber contract: or a plan provided 
by a multiple employer welfare arrangement. 'Health benefit plan' 
does not mean any plan implemented or administered through the 
Department of Human Resources or its representatives. 'Health 
benefit plan' also does not mean any of the following kinds of 
insurance: 
a. Accident. 
b. Credit. 
c. Disability income. 
d. Long-term or nursing home care. 
e. Medicare supplement. 
t. Specified disease. 
~ Dental or vision. 
h. Coverage issued as a supplement to liability insurance. 
L. Workers' compensation. 
i. Medical payments under automobile or homeowners 

insurance. 
fu Hospital income or indemnity. 
L. Insurance under which benefits are payable with or without 

regard to fault and that is statutorily required to be 
contained in any liability policy or equivalent self-insurance. 

ill 'Insurer' means an entity that writes a health benefit plan and that 
is an insurance company subject to this Chapter, a service 
corporation under Article 65 of this Chapter, a health maintenance 
organization under Article 67 of this Chapter, or a multiple 

' employer welfare arrangement under Article 49 of this Chapter. 
ill 'To stabilize' means to provide medical care that is appropriate to 

prevent a material deterioration of the person's condition, within 
reasonable medical probability. in accordance with the HCF A 
(Health Care Financing Administration) interpretative guidelines, 
policies and regulations pertaining to responsibilities of hospitals in 
emergency cases (as provided under the Emergency Medical 
Treatment and Labor Act. section 1867 of the Social Security Act. 
42 U.S.C.S. 1395dd), including medically necessary services and 
supplies to maintain stabilization until the person is transferred," 

Section 3. G.S. 58-67-50(c) reads as rewritten: 
" ( c) The Commissioner shall, within a reasonable period, approve any form if the 

requirements of subsection (a) of this section are met and any schedule of premiums 
if the requirements of subsection {b) of this section are met. It shall be unlawful to 
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1 issue the form or to use the schedule of premiums until approved. If the 
2 Commissioner disapproves. the filing, the Commissioner shall notify the filer. In the 
3 notice, the Commissioner s·hall specify the reasons for disapproval. A hearing will be 
4 granted within 30 days after a request in writing by the person filing. If the 
5 Commissioner does not approve or disapprove any form or schedule of premiums 
6 within 90 days after the filing for forms and within 69 45 days after the filing for 
7 premiums, they shall be deemed to be approved." 
8 Section 4. Section 2 of this act becomes effective January 1, 1998, and 
9 applies to health benefit plans issued, renewed, or amended on or after that date. 

10 The remainder of this act is effective ·when it becomes law. 
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Comm. Sub. [X] 
Amends Title [X] 
Draft Edition 

Representative 

1 

Principal Clerk) 
Page 1 of 

Date 1997 --------"-=--

2 moves to amend the bill on page 1, line 4 by deleting the word 
3 "AND' and on page 1, line 5 by · inserting the before the period 
4 the words ", AND REQUIRING COLLABORATION WITH LOCAL HEALTH 
5 DEPARTMENTS"; 
6 
7 and on page 6, between lines 7 and 8, by inserting the following 
8 new section: 
9 

10 "Section 4. Article 67 of Chapter 58 of the General Statutes 
11 is amended by adding the · n· . new section to read: 
12 'N~ ' · . . .,/' , . " 
13 '.58-67-66~Collaboration witf( local health departments. 
14 A health maintenance organization shall cooperate and) 
15 collaborate with the local health department serving a county or 
16 counties in the heal th maintenance organization's service area 
17 with respect to health promotion and disease prevention efforts 
18 of the local health department that are necessary to protect the 
19 public health.'"; 
20 
21 and by renumbering the remaining section accordingly. 
22 
23 

SIGNED 
Amendment Sponsor 
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MINUTES 

HOUSE COMMITTEE ON INSURANCE 

JULY 16, 1997 

The House Committee on Insurance met in Room 643 of the Legislative Office Building 
on July 16, 1997 at 12:02 p.m. Chairman Dockham presided. Members present were: 
Representatives Barbee, Bowie, Dedmon, Dickson, Hardaway, Hurley, McComas, Miner, 
Russell and Tallent. The pages were introduced; Tiffany Jones from Washington County 
and Andrea Kanott from Carteret County. The visitors were welcomed by Chairman 
Dockham. A list of visitors attending is attached. (Attachment I) 

Chairman Dockham asked Representative Miner to come forward and chair the 
committee while Representative Dockham introduced his House Bill 435. Representative 
Miner then called on Representative Dockham to explain the bill. Representative Dixon 
moved that the proposed Committee Substitute for House Bill 435 be adopted. 
Representative Dockham said that this just makes technical changes to the State 
Employee Health Plan. Mr. Sam Byrd was introduced to explain those chaQ.ges. There 
are three sections in this committee substitute that he brings to our attention. The first 
being Section 8 which deals with the hospital admission being denied or the hospital stay 
being extended without pre-certification. The penalty could be as much as five-hundred 
dollars. This penalty has been taken by a large number of people because when 
compared to a large hospital bill, the five hundred dollars in a small amount. This change 
in Section 8 would change that $500.00 penalty to be as much as the entire claim being 
the penalty. With the penalty being this large, people would be sure to get pre­
certification before entering the hospital and permission to have a longer stay in the 
hospital. 

Sections 14 & 15 also have technical changes. These sections deal with processing 
claims for chemical dependency and mental health benefits. The Board of Trustees is 
asking that the limits be dropped as they were dropped in 1992 for the rest of the plans. 
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The plan at this time has a $25,000.00 life-time limit and an $8,000.00 annual limit. 
Except as otherwise provided in this section, benefits for the treatment of mental illness 
and chemical dependency, are covered by the Plan and shall be subject to the same 
deductibles, durational limits, and coinsurance factors as are benefits for physical illness 
generally. 

Representative Dub Dixon made the motion for a favorable report. Chairman Miner 
asked for anyone in audience who would like to speak on the bill. Mr. Dave Debrise, the 
Executive Administrator of the plan spoke in favor of the bill and asked the committee to 
please vote in favor of the bill. The committee voted favorable to committee substitute 
and unfavorable to original bill. 

Chairman Dockham thanked Representative Minor for taking over in his place as 
Chairman while he introduced his bill. He then welcomed Senator Martin to explain his 
Senate Bill 299. Senator Martin said that this bill is to provide long-term care benefits 
for qualified employees, retired employees, and their dependents under the Teachers' ~d 
State Employees' Comprehensive Major Medical Plan. Representative Bowie made a 
motion that the bill be given a favorable report. The Chairman then called for further 
discussion and further debate. Further explanation was made by staff, Mr. Sam Byrd 
who said he didn't have anything to add except that the bill has passed unanimously in 
Pensions and Retirement and the same in the Senate which showed it is a good bill and a 
needed one. The vote was taken and the bill was given a favorable report. 

Senator Forrester was then recognized to explain his Senate Bill 273. The summary was 
passed out to the committee members and Sen. Forrester explained the bill. This bill 
simply says that it is simply to let the patient and the Doctor decide how long the hospital 
stay will be after the mastectomy. It has been that the patient was discharged the very 
next day, making it premature for her condition. In this bill the discharge plain must 
ensure that the length of hospitalization is based on the individual patient's unique 
characteristics, including health and medical history. See attachments III, IV and V. 
Representative Hardaway made a motion to give the bill a favorable report. Senate Bill 
273 then passed with a favorable report. This bill will be handled on the floor by 
Representative Russell. 
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Senator Jenkins could not be at the Insurance Committee Meeting today so Bill Hale 
spoke on his behalf to explain Senate Bill 843. An amendment by Representative Barbee 
came before the Committee for discussion. This was handed out to the members as well 
as the explanation of the bill as well as a letter from the Dept. of Insurance written by the 
Deputy Commissioner, William K. Hale.(See attachment VI, VII, VIII). 

Mr. Bill Hale explained what this bill would do. This bill has fourteen parts to it as 
explained in this attachment. Simply put, the proposed House Committee Substitute for 
SB-843 makes numerous changes to the insurance laws. These changes are generally 
technical in nature, such as repeals of obsolete or unnecessary provisions, clarifications of 
existing laws, and similar changes. The bill is an agency bill of the Department of 
Insurance. 

Representative Russell made a motion to accept the amendment. The amendment and 
proposed House Committee Substitute for Senate Bill 843 were rolled into a new 
committee substitute and be given a favorable report, unfavorable to original bill. 



1997 COMMITTEE REPORT 
HOUSE OF REPRESENTATIVES 

The following report(s) from standing committee(s) is/are presented: 
By Representative(s) Jerry C. Dockham for the Committee on INSURANCE. 

D Committee Substitute for 
S.B. 299 A BILL TO BE ENTITLED AN ACT TO PROVIDE LONG-TERM CARE 

BENEFITS FOR QUALIFIED EMPLOYEES, RETIRED EMPLOYEES, AND THEIR 
DEPENDENTS UNDER THE TEACHERS' AND STATE EMPLOYEES' 
COMPREHENSIVE MAJOR MEDICAL PLAN. 

~ a favorable report. 

□ With a favorable report and recommendation that the bill be re-referred to the Committee on 
D Appropriations [J Finance O 

I_J With a favorable report, as amended. 

O With a favorable report, as amended, and recommendation that the bill be re-referred to the 
Committee on Cl Appropriations D Finance D 

□ With a favorable report as to committee substitute bill(# ), D which changes the title, 
unfavorable as to original bill (Committee Substitute Bill# ), (and recommendation 
that the committee substitute bill# ) be re-referred to the Committee on .) 

□ With a favorable report as to House committee substitute bill (# 
the title, unfavorable as to Senate committee substitute bill. 

), D which changes 

[J And having received a unanimous vote in committee, is placed on the Consent Calendar. 
(PUBLIC BILLS ONLY) 

[] With an unfavorable report. 

Cl With recommendation that the House concur. 

[J With recommendation that the House do not concur. 

[] With recommendation that the House do not concur; request conferees. 

[] With recommendation that the House concur; committee believes bill to be material. 

[] With an unfavorable report, with a Minority Report attached. 

□ Without prejudice. 

□ With an indefinite postponement report. 

[J With an indefinite postponement report, with a Minority Report attached. 

[] With recommendation that it be adopted. (HOUSE RESOLUTION ONLY) 
4/24/97 



1997 COMMITTEE REPORT 
HOUSE OF REPRESENTATIVES 

The following report(s) from standing committee(s) is/are presented: 
By Representative(s) Jerry C. Dockham for the Committee on INSURANCE. 

□ Committee Substitute for 
H.B. 435 A BILL TO BE ENTITLED AN ACT TO MAKE TECHNICAL CHANGES IN 

THE TEACHERS' AND STATE EMPLOYEES' COMPREHENSIVE MAJOR MEDICAL 
PLAN. 

□ With a favorable report. 

D With a favorable report and recommendation that the bill be re-referred to the Committee on 
D Appropriations □ Finance □ 

D With a favorable report, as amended. 

□ With a favorable report, as amended, and recommendation that the bill be re-referred to the 
Committee on D Appropriations D Finance D 

Q,---With a favorable report as to committee substitute bill f#---);-&whkh..c.hat1g_e_s,.th~title,; 
unfavorable as to original bill EGemmittee-Substitnte-Bi-H-# )l..~and.r.e.c.ommendation 
that-the.committee-substitute.bill.l'L-- ) be.re-referred.to..the..Committee,..on . ) 

D With a favorable report as to House committee substitute bill(# 
the title, unfavorable as to Senate committee substitute bill. 

), D which changes 

□ And having received a unanimous vote in committee, is placed on the Consent Calendar. 
(PUBLIC BILLS ONLY) 

D With an unfavorable report. 

D With recommendation that the House concur. 

□ With recommendation that the House do not concur. 

□ With recommendation that the House do not concur; request conferees. 

□ With recommendation that the House concur; committee believes bill to be material. 

□ With an unfavorable report, with a Minority Report attached. 

D Without prejudice. 

□ With an indefinite postponement report. 

D With an indefinite postponement report, with a Minority Report attached. 

□ With recommendation that it be adopted. (HOUSE RESOLUTION ONLY) 
4/24/97 



1997 COMMITTEE REPORT 
HOUSE OF REPRESENTATIVES 

The following report(s) from standing committee(s) is/are presented: 
By Representative(s) Jerry C. Dockham for the Committee on INSURANCE. 

~ Committee Substitute for 
S.B. 843 A BILL TO BE ENTITLED AN ACT TO REPEAL OBSOLETE LAWS AND 

MAKE TECHNICAL AND CLARIFYING AMENDMENTS AND CORRECTIONS IN 
VARIOUS INSURANCE STATUTES; AND TO EXTEND THE EXPIRATION DATE OF 
THE 1986 RISK SHARING PLAN LAW. 

D With a favorable report. 

□ With a favorable report and recommendation that the bill be re-referred to the Committee on 
D Appropriations D Finance D 

D With a favorable report, as amended. 

□ With a favorable report, as amended, and recommendation that the bill be re-referred to the 
Committee on D Appropriations D Finance D 

□ With a favorable report as to committee substitute bill (# ),D which changes the title, 
unfavorable as to original bill (Committee Substitute Bill# ), (and recommendation 
that the committee substitute bill# ) be re-referred to the Committee on .. , ..... }-

JI!{ Wi~ a favorable report as to House com_mittee su~stitut~ bill-U(#t.;;;;;;;;;:==1};:~, EfWhiclrchanges 
ihe-t1tle;.-unfavorable as to Senate~comm1ttee substitute bill. 

□ And having received a unanimous vote in committee, is placed on the Consent Calendar. 
(PUBLIC BILLS ONLY) . 

D With an unfavorable report. 

D With recommendation that the House concur. 

D With recommendation that the House do not concur. 

D With recommendation that the House do not concur; request conferees. 

□ With recommendation that the House concur; committee believes bill to be material. 

□ With an unfavorable report, with a Mino~ity Report attached. 

D Without prejudice. 

□ With an indefinite postponement report. 

□ With an indefinite postponement report, with a Minority Report attached. 

□ With recommendation that it be adopted. (HOUSE RESOLUTION ONLY) 
4/24/97 
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Short Title: Insurance Technical Changes. (Public) 

Sponsors: 

Referred to: 

April 15, 1_997 

1 A BILL TO BE ENTITLED 
2 AN ACT TO REPEAL OBSOLETE LAWS AND MAKE TECHNICAL AND 
3 CLARIFYING AMENDMENTS AND CORRECTIONS IN VARIOUS 
4 INSURANCE STATUTES; AND TO EXTEND THE EXPIRATION DATE OF 
5 THE 1986 RISK SHARING PLAN LAW. 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 

The General Assembly of North Carolina enacts: 
PART I. REPEALS OF OBSOLETE OR UNNECESSARY PROVISIONS. 

Section 1. G.S. 58-3-125, 58-6-10, 58-7-150, 58-41-35, and 58-71-90 are 
repealed. 

Section 2. G.S. 58-2-120 reads as rewritten: 
"§ 58-2-120. Reports of Commissioner to the Governor and General Assembly. 

The Cemmissie1ter shaB bie1t1tiaBy sttemit te the General Assemely, threttgh the 
Ge"t·er1ter, a reriert ef his efficial acts, i1tclttdi1tg a sttmmary of efficial rttli1tgs ttHd 
regttlatie1ts. The Commissioner shall, from time to time, report to the Governor and 
the General Assembly any change which that in his- the Commissioner's opinion 
should be made in the laws relating to insurance and other subjects pertaining to his­
deriartmcftt. OH er befere the first day ef Feerttttry ef each year i1t which the Ge1tcral 
Assemely is iH sessieft he shall make to the Gov1er1tor the recommendations callee fer 
iH this sectioH, to be transmiued to the GeHeral Assemely, vvith the last aHHttal rerieft 
of this DepartmeHt, inclttding receipts aHd disbttfsemeHts. the Department." 

Section 3. G.S. 58-87-l0(e) reads as rewritten: 
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1 "(e) Revenue Source. -- Revenue is credited to the Workers' Compensation Fund 
2 from appropriations made to the Department of Insurance for this purpose. In 
3 addition, every eligible unit that elects to participate shall pay into the Fund an 
4 amount set annually by the State Fire and Rescue Commission to ensure that the 
5 Fund will be able to meet its payment obligations under this section. The amount 
6 shall be set as a per capita fixed dollar amount for each member of the roster of the 
7 eligible unit. 
8 The payment shall be made to the State Fire and Rescue Commission on or before 
9 July 1 of each year. The Commission shall remit the payments it receives to the State 

10 Treasurer, who shall credit the payments to the Fund. If the CofflfflissiaH daes Hot 
11 Feeeir+·e B:H B:HHtta:I 'f'B:YffleHt &affl a:H eligiele ttHit ey Jttly 1, theH tha:t ttHit sha:H Hat 
12 Feeei:r.·e woFkeFs' eOtHfleHsatiaH eov1cFage ffaffl the Ftntd foF tke fiseal }'Caf that eegiHs 
13 the.t Jttly 1." 
14 Section 4. G.S. 120-123(55) and (65) are repealed. 
15 Section 5. G.S. 58-36-15(e) reads as rewritten: 
16 "(e) The Commissioner may require the filing of supporting data including: 
17 (1) The Bureau's interpretation of any statistical data relied upon; 
18 (2) Descriptions of the methods employed in setting the rates; 
19 (3) Analysis of the incurred losses submitted on an accident year or 
20 policy year basis into their component parts; to wit, paid losses, 
21 reserves for losses and loss expenses, and reserves for losses 
22 incurred but not reported; 
23 ( 4) The total number and dollar amount of paid claims; 
24 (5) The total number and dollar amount of case basis reserve claims; 
25 (6) Earned and written premiums at current rates by rating territory; 
26 (7) Earned premiums and incurred losses according to classification 
27 plan categories; and 
28 (8) Income from investment of unearned premiums and loss and loss 
29 expense reserves generated by business within this State. 
30 PFar+•ideel, ho1+¥e¥ef, that with Fes'f)eet ta lmsiHess wFitteH flFiaF ta JaHttafY 1, 1980, the 
31 CafflfflissiaHeF shall Hat FeEJ:ttiFe the filiHg af stteh SttflflaFtiHg data whieh has Hat eeeH 
32 FeEJ:ttiFed ta ee FeeoFdcd ttHdeF statistical fllaHs a'f)f1Fa¥ed ey the CafflfflissiaHeF." 
33 Section 6. G.S. 58-3-115 reads as rewritten: 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

"§ 58-3-115. Twisting with respect to insurance policies; penalties. 
No insurer shall make or issue, or cause to be issued, any written or oral statement 

that willfully misrepresents or willfully makes an incomplete comparison as to the 
terms, conditions, or benefits contained in any policy of insurance for the purpose of 
inducing or attempting to induce a policyholder in any way to terminate or 
surrender, exchange, or convert any insurance policy. Any person who violates this 
section is subject to the provisions of G.S. 58 2 70, 58 3 90 thFattgh 58 3 100, aHd 
58 3 125. G.S. 58-2-70 or G.S, 58-3-100." 

Page 2 

Section 7. G .S. 58-30-75(7) reads as rewritten: 
"(7) Without first obtaining the written consent of the CafflfflissiaHeF 

f'ttFsttaHt ta G.S. 58 '7 150, Commissioner, the insurer has (i) 

Senate Bill 843 
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transferred, or attempted to transfer, in a manner contrary to 
Article 19 of this Chapter, substantially its entire property or 
business, or (ii) has entered into any transaction, the effect of 

4 which is to merge, consolidate, or reinsure substantially its entire 
5 property or business in or with the property or business of any 
6 other person. 11 

7 Section 8. G.S. 58-41-40(a) reads as rewritten: 
8 11 (a) There is no liability on the part of and no cause of action for defamation or 
9 invasion of privacy arises against any insurer or its authorized representatives, agents, 

10 or employees, or any licensed insurance agent or broker, for any communication or 
11 statement made, unless shown to have been made in bad faith with malice, in any of 
12 the following: 
13 (1) A written notice of cancellation under G.S. 58 41 15, G.S. 58-41-15 

or of nonrenewal under G.S. 58-41-20, or of ecssetioa of ettsiacss 
tluottgli ea egcaey ttadcr G.S. 58 41 35, specifying the reasons 
tlicrcfof; for cancellation. 

14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

PART II. 
2-50. 

(2) 

(3) 

Communications providing information pertaining to Stteft 
eeaeclletioa, ftOftfcacwel, Of ecssetioa of ettsiacss tlifottgli ea 
egcaey; the cancellation or nonrenewal. 
Evidence submitted at any court proceeding, administrative 
hearing, or informal inquiry in which stteft eeaeelletioa, 
aoafeaewel, Of ecssetioa of ettsiaess tlifottgli en egcney the 
cancellation or nonrenewal is an issue. 11 

AMENDMENTS NECESSARY BECAUSE OF 1995 REWRITE OF G.S. 58-

Section 9. G.S. 58-34-2(j) reads as rewritten: 
ll(j) The Commissioner shall disapprove any such contract that: 

(1) Does not contain the required contract provisions specified in 

(2) 

(3) 

(4) 

(5) 

subsection ( d) of this section; 
Subjects the insurer to excessive charges for expenses or 
commission; 
Vests in the MGA any control over the management of the affairs 
of the insurer to the exclusion of the board of directors of the 
insurer; 
Is entered into with any person if the person or its officers and 
directors are of known bad character or have been affiliated 
directly or indirectly through ownership, control, management, 
reinsurance transactions, or other insurance or business 
relationships with any person known to have been involved in the 
improper manipulation of assets, accounts, or reinsurance; or 
Is determined by the Commissioner to contain provisions that. are. 
not fair and reasonable to the insurer. 

Failure of the Commissioner to disapprove any such contract within 30 days after the 
contract has been filed with the Commissioner constitutes the Commissioner's 

Senate Bill 843 Page 3 
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1 approval of the contract. An insurer may continue to accept business from Stteft the 
2 person until the Commissioner disapproves the contract. Any disapproval shall be in 
3 writing. The Commissioner ma:y, a:fter a: liea:riHg lielel ttHEler G.S. 58 2 50, may 
4 withdraw approval of any contract the Commissioner has previously approved t1fMffi 
5 fiHEliHg if the Commissioner determines that the basis of the original approval no 
6 longer exists or that the contract has, in actual operation, shown itself to be subject to 
7 disapproval on any of the grounds in this subsection. If the Commissioner withdraws 
8 approval of a contract. the Commissioner shall give the insurer notice of. and written 
9 reasons for, the withdrawal of approval. The Commissioner shall grant any party to 

10 the contract a hearing upon request." 
11 Section 10. G.S. 58-34-15(b) reads as rewritten: 
12 "(b) If the Commissioner disapproves any management contract, Hetiee ef sttcft 
13 a:etiefl slia:H ae gi-.•efl te tlie iflsttrer a:ssigfliflg tlie rea:sefls tliere£er ifl writiflg. the 
14 Commissioner shall give notice of, and written reasons for. the disapproval to the 
15 insurer. The Commissioner shall grant any party to the contract a hearing upon 
16 rettttest a:eeerEliHg te G.S. 58 2 50. request, 11 

17 Section 11. G.S. 58-40-100 reads as rewritten: 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 

11 § 58-40-100. Request for review of rate, rating plan, rating system or underwriting 
rule. 

(a) Any person aggrieved by any rate charged, rating plan, rating system, or 
underwriting rule followed or adopted by an insurer or rating organization may 
request in writing that the insurer or rating organization te review the manner in 
which the rate, plan, system, or rule has been applied with respect to iflsttrB:Hee 
a:ffereled him. Stteh reqttcst ma:y ac ma:dc ay his a:tttherii!cel rcprescHta:ti .. ,c, B:fld sha:H 
ae ifl v.•ritiflg. the person's insurance. The person's authorized representative may 
make the request. If the request is not granted within 30 days after it is made, the 
requestor may treat it as rejected. Any person aggrieved by the action of an insurer 
or rating organization in refusing the review requested or in failing or refusing to 
grant all or part of the relief requested, may file a written complaint and request for 
hearing with the Commissioner, and shall specify the grounds relied upon. If the 
Commissioner has information concerning a similar eempla:iflt he complaint. the 
Commissioner may deny the hearing. If the Commissioner believes that probable 
cause for the complaint does not exist or that the complaint is not made in good 
faith, he the Commissioner shall deny the hearing. If the Commissioner finds that the 
complaint charges a violation of this Article and that the complainant would be 
aggrieved if the violation is proven, he the Commissioner shall proceed as provided 
in G.S. 58 2 50 er 58-2-70. 

(b) Repealed by Session Laws 1985 (Regular Session, 1986), c. 1027, s. 15." 
Section 12. G.S. 58-42-1 reads as rewritten: 

11 § 58-42-1. Establishment of plans. 
If the Commissioner finds, after a hea:riflg helel ifl a:eeerela:Hee with G.S. 58 2 50, 

hearing, that in all or any part of this State, any amount or kind of insurance 
authorized by G.S. 58-7-15(4) through G.S. 58-7-15(22) is not readily available in the 
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1 voluntary market and that the public interest requires the availability of that 
2 insurance, he the Commissioner may either: 
3 (1) Promulgate plans to provide insurance coverage for any risks in 
4 this State that are, based on reasonable underwriting standards, 
5 entitled to obtain but are otherwise unable to obtain coverage; or 
6 (2) Call upon insurers to prepare plans for hls the Commissioner's 
7 approval. 11 

8 Section 13. G.S. 58-45-50 reads as rewritten: 
9 11 § 58-45-50. Appeal from acts of Association to Commissioner; appeal from 

10 Commissioner to superior court. 
11 Any person or any insurer who may be aggrieved by an act, ruling or decision of 
12 the Association other than an act, ruling or decision relating to the cause or amount 
13 of a claimed loss, may, within 30 days after sucli ruling the ruling, appeal to the 
14 Commissioner. Any hearings held by the Commissioner pursuant to sucli an under 
15 the appeal shall be in accordance with tlie 13rocedure set fertli in G.S. 58 2 50: rules 
16 adopted by the Commissioner: Provided, however, the Commissioner is authorized 
17 to appoint a member of lHs the Commissioner's staff as deputy commissioner for the 
18 purpose of hearing suelt those appeals and a ruling based upon suelt the hearing fflttH 
19 ftft¥e has the same effect as if heard by the Commissioner. All persons or insureds 
20 aggrieved by any order or decision of the Commissioner may appeal as ~ provided ey 
21 tlie 13ro7tisions of in G.S. 58-2-75. 
22 No later than 20 days before each hearing, the appellant shall file with the 
23 Commissioner or his designated hearing officer and shall serve on the appellee a 
24 written statement of M the appellant's case and any evidence he that the appellant 
25 intends to offer at the hearing. No later than five days before suelt the hearing, the 
26 appellee shall file with the Commissioner or lHs the designated hearing officer and 
27 shall serve on the appellant a written statement of IH5 the appellant's case and any 
28 evidence he that the appellee intends to offer at the hearing. Eacli sucli liearing sliall 
29 ee recorded and transcrieed. Tlie cest ef sucli recerding and transcrieing sllall ee 
30 eorHe equally ey tlie a13r,ellaHt aHd ar,r,eHee; r,ro¥ided tliat u13efl: aHy fiHal 
31 adjudicatiefl: tlie r,re¥aili:ng party sliall ee reimeursed fer liis sliare ef sucli cests ey 
32 tlie etlier r,arty. The procedures governing recordings of hearings and, if necessary, 
33 transcripts of recordings, as well as the fees for copies of recordings and transcripts, 
34 shall be determined by rules adopted by the Commissioner. Each party shall, on a 
35 date determined by the Commissioner or his designated hearing officer, but not 
36 sooner than 15 days after delivery of the completed transcript to the party, submit to 
37 the Commissioner or his designated hearing officer and serve on the other party, a 
38 proposed order. The Commissioner or his designated hearing officer shall then issue 
39 an order. 11 

40 
41 
42 
43 
44 

Section 14. G.S. 58-45-70 reads as rewritten: 
11 § 58-45-70. Commissioner may examine affairs of Association. 

The Commissioner may from time to time make an examination into the affairs of 
the Association when he the Commissioner deems it to be 13rudent afl:d in 
ttfl:dertakiHg sueli eJEamiHatiefl: lie prudent, and as part of the examination the 
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1 Commissioner may hold a public heeriag pur!meat te the pre·1isieas ef G.S. 58 2 50. 
2 hearing. The expeases ef such exemiaetiea shell ee eerae ead paid ey the 
3 A.:sseeietiea. The Association shall pay the expenses of the examination. 11 

4 Section 15. G.S. 58-46-20(c) reads as rewritten: 
5 11 

( c) The Commissioner may designate the kinds of property insurance policies on 
6 principal residences to be offered by the association, including insurance policies 
7 under Article 36 of this Chapter, and the commission rates to be paid to agents or 
8 brokers for these policies, if he the Commissioner finds, after a heeriag held ia 
9 eeeerdeaee with G.S. 58 2 50, hearing, that the public interest requires the 

10 designation. The provisions of Chapter 150B of the General Statutes do not apply to 
11 any procedure under this subsection, except that G.S. 150B-39 and G.S. 150B-41 shall 
12 apply to a hearing under this subsection. Within 30 days after the receipt of 
13 notification from the Commissioner of a change in designation pursueat te under this 
14 subsection, the association shall submit a revised plan and articles of association for 
15 approval in accordance with subsection (b) of this section. 11 

16 Section 16. G.S. 58-46-30 reads as rewritten: 
11 § 58-46-30. Appeals; judicial review. 17 

18 
19 
20 

The association shall provide reasonable means, to be approved by the 
Commissioner, whereby any person or insurer affected by any act or decision of the 
administrators of the Plan or underwriting association, other than an act or decision 

21 relating to the cause or amount of a claimed loss, may be heard in person or by an 
22 authorized representative, before the governing board of the association or a 
23 designated committee. Any person or insurer aggrieved by any decision of the 
24 governing board or designated committee, may be appealed to the Commissioner 
25 within 30 days from the date of Stteh- the ruling or decision. The Commissioner, after 
26 hearing held pursueat te the preeedure set ferth ia G.S. 58 2 50, under rules adopted 
27 by the Commissioner, shall issue an order approving or disapproving the act or 
28 decision with respect to the matter which that is the subject of appeal. The 
29 Commissioner is eutherilfed te may appoint a member of hts- the Commissioner's staff 
30 as deputy commissioner for the purpose of hearing Stteh- the appeals and a ruling 
31 based on Stteh- the hearing shell he•,·e has the same effect as if heard by the 
32 Cemmissieaer perseaeHy. Commissioner. All persons or insurers or their 
33 representatives aggrieved by any order or decision of the Commissioner may appeal 
34 as provided ey the pre•1isieas ef in G.S. 58-2-75. 
35 No later than 20 days before each hearing, the appellant shall file with the 
36 Commissioner or hts- the designated hearing officer and shall serve on the appellee a 
37 written statement of hts- the appellant's case and any evidence he that the appellant 
38 intends to offer at the hearing. No later than five days before Stteh- the hearing, the 
39 appellee shall file with the Commissioner or.•hts- the designated hearing officer and 
40 shall serve on the appellant a written statement of hts- the appellee's case and any 
41 evidence he that the appellee intends to offer at the hearing. Eeeh such heeriag shell 
42 ee reeerded ead treaserieed. The eest ef such reeordiag ead treaserieiag shell ee 
43 eerae equally ey the eppelleat ead eppellee; pre¥ided that upea eay fiael 
44 s.djudieetiea the pre•1eiliag party shell ee reimeursed fer his share ef such easts ey 
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1 the other party. The procedures governing recordings of hearings and, if necessary. 
2 transcripts of recordings, as well as the fees for copies of recordings and transcripts, 
3 shall be determined by rules adopted by the Commissioner. Each party shall, on a 
4 date determined by the Commissioner or h:ts- the designated hearing officer, but not 
5 sooner than 15 days after delivery of the completed transcript to the party, submit to 
6 the Commissioner or h:ts- the designated hearing officer and serve on the other party, 
7 a proposed order. The Commissioner or h:ts- the designated hearing officer shall then 
8 issue an order." 
9 PART III. CONTINUING CARE RETIREMENT COMMUNITY NAME 

10 CORRECTION AND RECEIVERSHIPS. 
11 Section 17. G.S. 58-30-10(14) reads as rewritten: 
12 "(14) 'Insurer' means any entity licensed under Articles 7, 16, 26, 49, 
13 65, or 67 of this Chapter and any employer that has furnished to 
14 the Commissioner satisfactory proof of its financial responsibility 
15 under G.S. 97-93(a)(2). For purposes of this Article, 'insurer' also 
16 includes continuing care retirement eeftters communities licensed 
17 under Article 64 of this Chapter." 
18 Section 18. The title of Article 64 of Chapter 58 of the General Statutes 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

reads as rewritten: 
"ARTICLE 64. 

"Registratioft, Diselosttre, Cofttraet, aftcl Fiftafteial Mollitoriftg Reqttiremeftts for 
Continuing Care Facilities. Retirement Communities." 

Section 19. G.S. 58-64-1 reads as rewritten: 
"§ 58-64-1. Definitions. 

As used in this Article, unless otherwise specified: 
(1) 'Continuing care' means the furnishing to an individual other 

than an individual related by blood, marriage, or adoption to the 
person furnishing the care, of lodging together with nursing 
services, medical services, or other health related services, 
pttrsttftftt to under an agreement effective for the life of the 

(2) 

(3) 

(4) 

(5) 

(6) 

Senate Bill 843 

individual or for a period ill e:x:eess of longer than one year. 
'Entrance fee' means a payment that assures a resident a place in 
a facility for a term of years or for life. 
'Facility' means the place or places retirement community or 
communities in which a provider undertakes to provide 
continuing care to an individual. 
'Health related services' means, at a minimum, nursing home 
admission or assistance in the activities of daily living, exclusive 
of the provision of meals or cleaning services. 
'Living unit' means a room, apartment, cottage, or other area 
within a facility set aside for the exclusive use or control of one 
or more identified residents. 
'Provider' means the promoter, developer, or owner of a 
cofttiftttiftg ca:re facility, whether a natural person, partnership, or 
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(7) 

(8) 

other unincorporated associatmn, however organized, trust, or 
corporation, of an institution, building, residence, or other place, 
whether operated for profit or not, or any other person, that 
solicits or undertakes to provide continuing care under a 
continuing care facility contract, or that represents liimself 
himself, herself, or itself as providing continuing care or 'life 
care.' 
'Resident' means a purchaser of, a nominee of, or a subscriber to, 
a continuing care contract. 
'Hazardous financial condition' means a provider is insolvent or 
in eminent danger of becoming insolvent. 11 

Section 20. G.S. 58-64-40(b) reads as rewritten: 

10 
11 
12 
13 11 (b) The board of directors or other governing body of a ee1tti1tui1tg ettf'e facility 
14 or its designated representative shall hold annual meetings with the residents of the 
15 ee1tti1tui1tg ettf'e facility for free discussions of subjects including, but not limited to, 
16 income, expenditures, and financial trends and problems as they apply to the facility 
17 and discussions of proposed changes in policies, programs, and services. Residents 
18 shall be entitled to at least seven days advance notice of each meeting. An agenda 
19 and any materials that will be distributed by the governing body at the meetings shall 
20 remain available upon request to residents. 11 

21 Section 21. G.S. 58-64-80 reads as rewritten: 
22 11 § 58-64-80. Advisory Committee. 
23 There shall be a nine member Continuing Care Advisory Committee appointed by 
24 the Commissioner. The Committee shall consist of at least two residents of 
25 ee1tti1tui1tg ettf'e eemmuftities, facilities, two representatives of the North Carolina 
26 Association of Nonprofit Homes for the Aging, one individual who is a certified 
27 public accountant and is licensed to practice in this State, one individual skilled in 
28 the field of architecture or engineering, and one individual who is a health care 
29 professional. 11 

30 Section 21.1. Article 64 of Chapter 58 of the General Statutes is 
31 amended by adding a new section to read: 
32 11 § 58-64-46. Receiverships; exception for facility beds. 
33 When the Commissioner has been appointed as a receiver under Article 30 of this 
34 Chapter for a provider or facility subject to this Article, and if it appears to the court, 
35 upon petition of the Commissioner or the provider, or on the court's own motion, 
36 that the best interests of the facility or the welfare of persons who have previously 
37 contracted with the provider or may contract with the facility may be best served by 
38 the addition of adult care home beds, the Department of Human Resources may, 
39 notwithstanding any other provision of law, accept and approve the addition of beds 
40 for that facility. 11 

41 PART IV. WORKERS' COMPENSATION LOSS COSTS CONFORMING CHANGES. 
42 
43 
44 

Page 8 

Section 22. G.S. 58-36-1(2) reads as rewritten: 
11 (2) The Bureau shall provide reasonable means to be approved by 

the Commissioner whereby any person affected by a rate or loss 
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costs made by it may be heard in person or by ftts the person's 
authorized representative before the governing committee or 
other proper executive of the Bureau." 

Section 23. G.S. 58-36-l(S)c. reads as rewritten: 
"c. Failure or refusal by any assigned employer risk to make full 

disclosure to the Bureau, servicing carrier, or insurer writing 
a policy of information regarding the employer's true 
ownership, change of ownership, operations, or payroll, or 
any other failure to disclose fully any records pertaining to 
workers' compensation insurance shall be sufficient grounds 
for the Bttreatt te atttheri2e the termination of the policy of 
that employer." 

Section 24. G.S. 58-36-10 reads as rewritten: 
"§ 58-36-10. Method of rate making; factors considered. 

The following standards shttH- apply to the making and use of ~ rates or loss 
costs: 

(1) Rates or loss costs shall not be excessive, inadequate or unfairly 
discriminatory. 

(2) Due consideration shall be given to actual loss and expense 
experience within this State for the most recent three-year period 
for which Stteh that information is available; to prospective loss 
and expense experience within this State; to the hazards of 
conflagration and catastrophe; to a reasonable margin for 
underwriting profit and to contingencies; to dividends, savings, or 
unabsorbed premium deposits allowed or returned by insurers to 
their policyholders, members, or subscribers; to investment 
income earned or realized by insurers from their unearned 
premium, loss, and loss expense reserve funds generated from 
business within this State; to past and prospective expenses 
specially applicable to this State; and to all other relevant factors 
within this State: Provided, however, that countrywide expense 
and loss experience and other countrywide data may be 
considered only where credible North Carolina experience · or 
data is not available. 

(3) In the case of fire insurance rates, as are subject to the ratemaking 
authority of the Bureau, consideration may be given to the 
experience of such fire insurance business during the most recent 
five-year period for which Stteh that experience is available. In 
the case of fire insurance rates that are subject to the ratemaking 
authority of the Bureau, consideration shall be given to the 
insurance public protection classifications of rural fire districts 
based upon standards established by the Commissioner. To the 
extent credits are provided for proximity to fire hydrants, the 
Bureau may also provide appropriate credits in public protection 
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1 classifications for optional water sources, such as ponds, lakes, or 
· 2 other bodies of water, in accordance with standards and 
3 procedures filed with and approved by the Commissioner. 
4 ( 4) Risks may be grouped by classifications and lines of insurance for 
5 establishment of f'ftteS rates, loss costs, and base premiums. 
6 Classification rates may be modified to produce rates for 
7 individual risks in accordance with rating plans whieh that 
8 establish standards for measuring variations in hazards or expense 
9 provisions or both. 5tteft Those standards may measure any 

10 differences among risks that can be demonstrated to have a 
11 probable effect upon losses or expenses. The Bureau is elifee~eel 
12 te shall establish and implement a comprehensive classification 
13 rating plan for motor vehicle insurance under its jurisdiction 
14 within 90 days of September 1, 1977. No such classification plans 
15 shall base any standard or rating plan for private passenger 
16 (nonfleet) motor vehicles, in whole or in part, directly or 
17 indirectly, upon the age or sex of the persons insured. The 
18 Bureau shall at least once every three years make a complete 
19 review of the filed classification rates to determine whether they 
20 are proper and supported by statistical evidence, and shall at least 
21 once every 10 years make a complete review of the territories for 
22 nonfleet private passenger motor vehicle insurance to determine 
23 whether they are proper and reasonable. 
24 (5) In the case of workers' compensation insurance and employers' 
25 liability insurance written in connection therewith, due 
26 consideration shall be given to the past and prospective effects of 
27 changes in compensation benefits and in legal and medical fees 
28 that are provided for in General Statutes Chapter 97 .11 

29 Section 25. G.S. 58-36-15(a) reads as rewritten: 
30 "(a) The Bureau shall file with the Commissioner copies of the rates, loss costs, 
31 classification plans, rating plans and rating systems used by its members. Each rate or 
32 loss costs filing shall become effective on the date specified in the filing, but not 
33 earlier than 105 days tfflffi after the date the filing is received by the Commissioner: 
34 Provided that (1) rate or loss costs filings for workers' compensation insurance and 
35 employers' liability insurance written in connection therewith shall not become 
36 effective earlier than 120 days from the date the filing is received by the 
37 Commissioner or on the date ft!t provided ttttelef in G.S. 58-36-100, whichever is 
38 earlier; and (2) any filing may become effective on a date earlier than that specified 
39 in this subsection upon agreement between the Commissioner and the Bureau." 
40 Section 26. G.S. 58-36-15(f) reads as rewritten: 
41 "(f) On or before September 1 of each calendar year the Bureau shall submit to 
42 the Commissioner the experience, data, statistics, and information referred to in 
43 subsection (c) of this section and required under G.S. 58-36-100 and a residual 
44 market rate M and prospective loss costs review based on Sttelt those data for 
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1 workers' compensation insurance and employers' liability insurance written in 
2 connection therewith. Any rate or loss costs increase for Stte¼t that insurance that is 
3 implemented pursu11:nt te under this Article shall become effective solely to Sttelt 
4 insur11:nee 11:s is r.;r1ritten h11:¥ing insurance with an inception date on or after the 
5 effective date of the rate or loss costs increase. 11 

6 Section 27. G.S. 58-36-15(g) reads as rewritten: 
7 11 (g) The following information must be included in policy form, rule, and rate or 
8 loss costs filings under this Article and under Article 37 of this Chapter: 
9 (1) A detailed list of the rates, loss costs. rules, and policy forms filed, 

10 accompanied by a list of those superseded; and 
11 (2) A detailed description, properly referenced, of all changes in 
12 policy forms, rules, prospective loss costs, and rates, including the 
13 effect of each change. 11 

14 Section 28. G.S. 58-36-30(a) reads as rewritten: 
15 11 (a) Ne iHsurer, effieer, 11:gent er represent11:tir1e thereef Except as permitted by 
16 G.S. 58-36-100 for workers' compensation loss costs filings. no insurer and no officer. 
17 agent. or representative of an insurer shall knowingly issue or deliver or knowingly 
18 permit the issuance or delivery of any policy of insurance in this State whieli that 
19 does not conform to the rates, rating plans, classifications, schedules, rules and 
20 standards made and filed by the Bureau. Hewer1er, 11:n An insurer. may deviate from 
21 the rates premulg11:ted adopted by the Bureau prer1ided if the insurer has filed the 
22 proposed deviation te ee 11:pplied eetli with the Bureau and the Commissioner, B:ne-
23 pre¥ided the devi11:tien is uniform in its 11:pplie11:tien te 11:H risks in the St11:te ef tlie 
24 el11:ss te whieh the devi11:tien is te 11:pply, 11:Hd prer,•ided sueh der1i11:tien is 11:pprer,•ed ey 
25 the Cemmissiener. if the proposed deviation is based on sound actuarial principles. 
26 and if the proposed deviation is approved by the Commissioner. Tlie Cemmissiener 
27 sh11:H 11:pprer1e prepesed devi11:tiens if they de net render the r11:tes e,ceessiYe, 
28 iH11:dequ11:te er ttHfll:irly diserimiH11:tery. If 11:pprer1ed, the devi11:tieH m11:y there11:fter ee 
29 11:meHded, suejeet te tlie prm•isieHs ef this stteseetieH. Amendments to deviations are 
30 subject to the same requirements as initial filings. The devi11:tieH m11:y ee termiH11:ted 
31 An insurer may terminate a deviation only if the deviation has been in effect for a 
32 period of six months before the effective date of the termination and the insurer 
33 notifies the Commissioner of the termination no later than 15 days before the 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

effective date of the termination. 11 

Section 29. G .S. 58-36-30( c) reads as .rewritten: 
11 

( c) l'.,Hy devi11:tieH with respeet te r.;r1erkers' eempeHs11:tieH 11:nd empleyers' li11:eility 
iHsur11:Hee written in eenneetien therewith 11:s filed under sttbseetien (11:) ef this seetien 
sh11:H 11:pply uniformly te 11:H el11:ssifie11:tiens. Any approved rate under subsection (b) of 
this section with respect to workers' compensation and employers' liability insurance 
written in connection therewith shall be furnished to the Bureau. 11 

Section 30. Effective September 1, 1997, G.S. 58-36-l00(a) reads as 
rewritten: 

11 (a) NetliiHg iH tliis seetieH requires tlie Bt1re11:t1 er its memeer iHsttrers te refile 
r11:tes pre¥ieusly implemented eefore twe ye11:rs 11:fter tlie effeetive d11:te ef tliis seetieH. 
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1 ABy member insurer ef the Bureau may eentinuc te use eH rates encl clc11ietieHs fHccl 
2 and appre''led fer its use until disappre,.·ed, ef the insufef makes its ewn filing te 
3 ehangc its ffttcs, cithef by making an independent filing Of by filing a feferenee filing 
4 adeptieH tefm adapting the Bufeau's pfespeeti·le less easts, ef medifieation thefeef. 
5 Except as provided in subscetion subsections (k) and (m) of this section, with the 
6 initial J:lfespeeti'f•e less easts fetefenee filing, the Bureau shall no longer develop or 
7 file any minimum premiums, minimum premium formulas, or expense constants. If an 
8 insurer wishes to amend minimum premium tefmttlas, formulas or expense constants, 
9 it must file the minimum premium rules, formulas, or amounts it proposes to use. A 

10 copy of each filing submitted to the Commissioner under subsections (e) and (g) of 
11 this section shall also be sent to the Bureau." 
12 Section 31. Effective September 1, 1997, G.S. 58-36-l00(b)(l) reads as 
13 rewritten: 
14 "(l) 'Expenses'. -- That portion of a rate attributable to acquisition, 
15 field supervision, collection expenses, any tax levied by the State 
16 or by any political subdivision of the State. licensing costs, fees. 
17 and general expenses, as determined by the insurer. 11 

18 Section 32. Effective September 1, 1997, G.S. 58-36-l00(c) reads as 
19 rewritten: 
20 "(c) Except as provided in subsection (m) of this section,. for workers' 
21 compensation and employers' liability insurance written in connection with workers' 
22 compensation insurance, the Bureau shall no longer develop or file advisory final 
23 rates that contain provisions for expenses (other than loss adjustment expenses) and 
24 profit. The Bureau shall instead develop and file for approval with the Commissioner, 
25 in accordance with this section, reference filings containing advisory prospective loss 
26 costs and the underlying loss data and other supporting statistical and actuarial 
27 information for any calculations or assumptions underlying these loss costs. Loss-
28 based assessments, any tax le11iecl by the State ef any pelitieal sttbdi•f'ision of the 
29 State, liecnsing eosts, encl fees assessments will be included in prospective loss costs. 11 

30 Section 32.1. Effective September 1, 1997, G.S. 58-36-lO0(k) reads as 
31 rewritten: 
32 11 (k) The Bureau shall file with the Commissioner, for approval, filings containing 
33 a revision of rules and supplementary rating information. This includes policy-writing 
34 rules, rating plans, classification codes and descriptions, and rules that include factors 
35 or relativities, such as emf'loyers' liability increased limits fe:etors, factors and related 
-36 minimum premiums. classification relativities, or similar fe:etors, but exduaes 
37 minimum prcmittms. factors. The Bureau may print and distribute manuals of rules 
38 and supplementary rating information, cxeltteHng miftimttm premittms. information." 
39 PART V. INSURANCE COMPANY FINANCIAL OPERATIONS. 
40 Section 33. G.S. 58-5-63(a) reads as rewritten: 
41 11 (a) All insurance companies making deposits under this Article are entitled to 
42 interest on those def'osits, ·w1hieh sheH reme:iB iB the clcposit eeeottBts. deposits. The 
43 right to interest is subject to a company paying its insurance policy liabilities. If any 
44 company fails to pay those liabilities, interest accruing after the failure is payable to 
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1 the Commissioner for the payment of those liabilities under subsection (b) of this 
2 section." 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
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39 
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41 
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43 
44 

Section 34. G.S. 58-7-21(a) reads as rewritten: 
"(a) As used in this section and in G.S. 58 7 26, 58 7 30, e.Rcl 58 7 31: 58-7-26 and 

G.S. 58-7-30: 
(1) 

(2) 

'Reinsurance' means a transfer of insurance risk from a ceding 
insurer to an assuming insurer. 
'Insurance risk' means an uncertainty regarding the ultimate 
amount of any claim payment (underwriting risk) or an 
uncertainty regarding the timing of the payments (timing risk), or 
both." 

Section 35. G.S. 58-7-31(b)(3) reads as rewritten: 
11 (3) The ceding insurer is required to reimburse the reinsurer for 

negative experience under the reinsurance agreement; except that 
neither offsetting experience refunds against current and prior 
years' losses under the reinsurance agreement nor payment by the 
ceding insurer of an amount equal to the current and prior years' 
losses under the reinsurance agreement upon voluntary 
termination of in-force reinsurance by the ceding insurer are a 
reimbursement to the reinsurer for negative experience. 
Voluntary termination does not include situations where 
termination occurs because of unreasonable provisions that allow 
the reinsurer to reduce its risk or increase its risk char~e under 
the reinsurance agreement. 11 

Section 36. G.S. 58-7-31(d)(l) reads as rewritten: 
11 (1) Reinsurance agreements entered into after October 1, 1993, that 

involve the reinsurance of business issued pfief te before the 
effective date of the reinsurance agreements, along with any 
subsequent amendments thereto, shall be filed by the ceding 
company with the Commissioner within 30 days after its date of 
execution. Each filing shall include data detailing the fiH:e.l impoet 
financial effect of the transaction. The ceding insurer's actuary 
who signs the financial statement actuarial opinion with respect to 
valuation of reserves shall consider this stetttte section and any 
applicable actuarial standards of practice when determining the 
proper credit in financial statements filed with the Commissioner. 
The actuary shettlcl shall maintain adequate documentation and 
be prepared upon request to describe the actuarial work 
performed for inclusion in the financial statements and to 
demonstrate that Sttelt that work conforms to this ste.tttte. section. 11 

Section 37. G.S. 58-7-173(12) reads as rewritten: 
11 (12) Secured obligations of duly constituted churches and of church­

holding companies; and the cost of investments made under this 
subdivision shall not exceed the lesser of one percent (1 % ) of the 
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insurer's admitted assets ef m: five percent (5%) of the insurer's 
capital and surplus. 11 

Section 38. The catchline of G .S. 58-7-177 reads as rewritten: 
4 "§ 58-7-177. Investments in suhsidiaries and affiliated corporations. subsidiaries." 
5 Section 39. G.S. 58-8-5(a)(3) reads as rewritten: 
6 "(3) Said effieers shall cause said certificate te ee puelished eftee a 
7 week fer twe eeftseettth•e ·.veeks ift a HeWSfHlper ift Raleigh ttftd ift 
8 the eett:Hty where the eempaHy's priHeipsl effiee is leeated, er 
9 pasted st the eett:rthett:se deer if fle Hewspsper ee ptt:elished 

10 ¥+'ithift t.h:e eett:Hty. Said priftted er pasted Hetiees s.h:aH ee ifl sue.h: 
11 ferm ftftd ef sueh si2e as the Cemmissiefler may appreYe, ttftd ia 
12 additiefl te settiflg ferth ifl ruH the eertifieate required ifl 
13 stt:edi·.,isiefl (2) sltaH state that appliestiefl fer ameftdiHg the 
14 eemtJ8fly' 9 Cfltlfter ift tJ:ie mtlflflCr StJeeified fttl9 eeefl tJrepesed ey 
15 tlte eeard ef direeters, ftftd shall alse state the time set fer a 
16 meetiflg ef pelieyhelders thereey esHed te be held at the 
17 prifleipal effiee ef the eempttfly te te:ke actieft efl the r,repesed 
18 ameftdmeftt. A tme eepy ef sueh fletiee shall be filed with the 
19 Cemmissiefter, ftftd alse with that effidal whe perferms tJ:ie 
20 runetiens ef Cemmissiefler ift cseh state where the eempsny is 
21 lieeftsed te de ett:siness. Sueh publieatien and filing ef fletiees 
22 shall ee cempleted at least 30 days prier te the date set therein 
23 fer the meeting ef pelieyhelders ttftd due preef thereef shall ee 
24 filed witJ:i tlte CemmissioHer at lee.st 15 de.ys J3rior to the clette of 
25 stt:ch meeting. If the meeting at which the proposed amendment is 
26 to be considered is a special meeting, rather than a regular annual 
27 meeting of policyholders, sueJ:i special that meeting can be called 
28 only after the Commissioner has given his approval in writing, 
29 and tJ:ie vuelisl!ed notiee sl!aH she·;., the fact ef stt:eh ar,pre· .. al; 
30 writing;" 
31 Section 40. G.S. 58-8-25 reads as rewritten: 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

"§ 58-8-25. Dividends to policyholders. 
(a) Any participating or dividend-paying company, stock or mutual or foreign or 

domestic, that writes other than life insurance or workers' compensation insurance 
and employers' liability insurance in connection therewith, may declare and pay a 
dividend to policyholders from its surJ3lus, unassigned surplus as reflected in the 
company's most recent annual or guarterly statement filed with the Commissioner. 
which shall include only its surplus in excess of any required minimum surplus. No 
such dividend shall be paid unless it is fair and equitable and for the best interest of 
the company and its policyholders. In declaring any dividend to its policyholders, any 
such company may make reasonable classifications of policies expiring during a fixed 
period, upon the basis of each general kind of insurance covered by 9U:elt those 
policies and by territorial divisions of the location of risks by states, except that in 
fixing the amount of dividends to be paid on each general kind of insurance, ¥t1hieh 
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1 the dividends shall be uniform in rate and applicable to the majority of risks within 
2 Sttelt that general kind of insurance, and exceptions may be made as to any class or 
3 classes of risk and a different rate or amount of dividends paid on Sttelt the class or 
4 classes if the conditions applicable to Sttelt the class or classes differ substantially from 
5 the condition applicable to the kind of insurance as a whole. Every such company 
6 shall have an equal rate of dividend for the same term on all policies insuring risks in 
7 the same classification. The payment of dividends to policyholders shall not be 
8 contingent upon the maintenance or renewal of the policy. All dividends shall be 
9 paid to the policyholder unless a written assignment thef'eof ee of those dividends is 

10 executed. Neither the payment of dividends nor the rate thef'eof of the dividends may 
11 be guaranteed by any company, or its agent, f)t'iof' to before the declaration of the 
12 dividend by the board of directors of Sttelt the company. The holders of policies of 
13 insurance issued by a company in compliance with the orders of any public official, 
14 bureau or committee, in conformity with any statutory requirement or voluntary 
15 arrangement, for the issuance of insurance to risks not otherwise acceptable to the 
16 company, may be established as a separate class of risks. 
17 (b) Any participating or dividend-paying company, stock or mutual or foreign or 
18 domestic, that writes workers' compensation insurance and employers' liability 
19 insurance in connection therewith may declare and pay a dividend to policyholders 
20 from its 9ttt'f)ltts, unassigned surplus as reflected in the company's most recent 
21 statement filed with the Commissioner under G.S. 58-2-165, which shall include only 
22 its surplus in excess of any required minimum surplus. No such dividend shall be 
23 paid unless it is fair and equitable and for the best interest of the company and its 
24 policyholders. In declaring any dividend to its policyholders, any such company may 
25 make reasonable classifications of policies expiring during a fixed period. The 
26 payment of dividends to policyholders shall not be contingent upon the maintenance 
27 or renewal of the policy. All dividends shall be paid to the policyholder unless a 
28 written assignment thef'eof ee of those dividends is executed. Neither the payment of 
29 dividends nor the rate thef'eof of the dividends may be guaranteed by any company, 
30 or its agent, f)t'iOt' to before the declaration of the dividend by the board of directors 
31 of 9ttelt the company. The holders of policies of insurance issued by a company in 
32 compliance with the orders of any public official, bureau, or committee, in 
33 conformity with any statutory requirement or voluntary arrangement, for the issuance 
34 of insurance to risks not otherwise acceptable to the company, may be established as 
35 a separate class of risks." 
36 Section 41. G.S. 58-9-6(a) reads as rewritten: 
37 "(a) The Commissioner shall issue an intermediary license or an exemption from 
38 the license, subject to G.S. 58-9-2(b)(2) or G.S. 58-9-2(c)(3). to any person who has 
39 complied with the requirements of this Article. A license issued to a noncorporate 
40 entity authorizes all of the members of the entity and any designated employees to act 
41 as intermediaries under the license, and those persons shall be named in the 
42 application and any supplements. A license issued to a corporation authorizes all of 
43 the officers and any designated employees and directors of the corporation to act as 
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1 intermediaries on behalf of the corporation, and those persons shall be named in the 
2 application and any supplements." 
3 Section 42. G.S. 58-9-ll(b) reads as rewritten: 
4 11 (b) An insurer shall not engage the services of any person to act as a broker on 
5 its behalf unless the person is licensed undef G.S. 58 9 6. or exempted under this 
6 Article. An insurer shall not employ an individual who is employed by a broker with 
7 which it transacts business, unless the broker is under common control with the 
8 insurer under Article 19 of this Chapter." 
9 Section 43. G.S. 58-9-21(a) reads as rewritten: 

10 "(a) A reinsurer shall not engage the services of any person to act as a manager 
11 on its behalf unless the person is licensed undef G.S. 58 9 6. or exempted under this 
12 Article." 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

Section 44. G .S. 58-12-2(3) reads as rewritten: 
"(3) Domestic insurer. -- Any insurance company organized in this 

State under Aftiele 7 Article 7 or Article 15 of this Chapter." 
Section 45. G.S. 58-13-10 reads as rewritten: 

"§ 58-13-10. Scope. 
W This Article applies to all domestic insurers and to all kinds of insurance 

written by those insurers undef ,c\rtieles 1 tluough 66 of this Chapter. Foreign 
insurers &fe to shall comply in substance with the requirements and limitations of this 
section. This ,c\rtide does not apply to Y&fi&ble eotHf&cts fof v1hich sep&F&te eceounts 
&fe fequifcd to be ffl&inteined nof to stettttory deposits that &fe requifed to ee 
fflB:inte:ined by insufe:nee Fegttletory e:geneies as ft Feqttifefflent fof daing bttsitiess in 

24 sueh jufisdietions. 
25 (b) This Article does not apply to: 
26 ill Variable contracts for which separate accounts are reguired to be 
27 maintained. 
28 ill Statutory deposits that are reguired to be maintained by 
29 insurance regulatory agencies as a reguirement for doing business. 
30 ill Real estate authorized under G.S. 58-7-187 and encumbered by a 
31 mortgage loan with a first lien." 
32 Section 46. G .S. 58-13-15 reads as rewritten: 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

"§ 58-13-15. Definitions. 
As used in this Article: 

(1) 

(2) 

(3) 

Page 16 

'Assets' means all property, real or personal, tangible or 
intangible, legal or equitable, owned by an insurer. 
'Claimants' means any owners, beneficiaries, assignees, certificate 
holders, or third-party beneficiaries of any insurance benefit or 
right arising out of and within the coverage of an insurance policy 
covered by this Article. 
'Reserve assets' means those assets of an insurer that are 
authorized investments for policy•· reserves in accordance with 
Aftieles 1 thfottgh 64 of this Cheptef and G.S. 58 65 95. this 
Chapter. 
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( 4) 'Policyholder-related liabilities' means those liabilities that are 
required to be established by an insurer for all of its outstanding 
insurance policies in accordance with Artieles 1 tltrettgh 64 ef 
this Chapter and G.S. 58 65 95. this Chapter." 

Section 47. G.S. 58-13-20(b) reads as rewritten: 
"(b) The Commissioner Bas tlte Figltt te may examine any of Sttelt- these assets, 

reinsurance agreements, or deposit arrangements at any time in accordance with lits 
the Commissioner's authority to make examinations of insurers as conferred by other 
provisions ef Artieles 1 threttgh 64 of this Chapter." 

Section 48. G.S. 58-19-5(5) reads as rewritten: 
"(5) 'Person' means an individual, corporation, partnership, limited 

liability company; association, joint stock company, trust, 
unincorporated organization, or any similar entity or any 
combination of the foregoing acting in concert." 

Section 49. G.S. 58-19-l0(b)(l) reads as rewritten: 
"(1) Invest, in common stock, preferred stock, debt obligations, and 

other securities of one or more subsidiaries, amounts that do not 
exceed the lesser of ten percent (10%) of Sttelt- the insurer's 
admitted assets or fifty percent (50%) of Sttelt- the insurer's 
surplus as regards policyholders, provided that after Sttelt- those 
investments, the insurer's surplus as regards policyholders will be 
reasonable in relation to the insurer's outstanding liabilities and 
adequate to its financial needs. In calculating the amount of Sttelt­
the investments, investments in domestic or foreign insurance 
subsidiaries and health maintenance organizations shall be 
excluded, and there shall be included: (i) total net monies or 
other consideration expended and obligations assumed in the 
acqms1t1on or formation of a subsidiary, including all 
organizational expenses and contributions to capital and surplus 
of Sttelt- the subsidiary whether or not represented by the purchase 
of capital stock or issuance of other securities; and (ii) all 
amounts expended in acquiring additional common stock, 
preferred stock, debt obligations, and other securities, and all 
contributions to the capital or surplus, of a subsidiary subsequent 
to its acquisition or formation;". 

PART VI. HANDICAPPED PERSONS. 
Section 50. G.S. 168-10 reads as rewritten: 

"§ 168-10. Eliminate discrimination in treatment of handicapped and disabled. 
Each handicapped person shall have the same consideration as any other person 

for individual accident and health insurance coverage, and no insurer, service 
corporation, multiple employer welfare arrangement, or health maintenance 
organization subject to Chapter 58 of the General Statutes solely on the basis of Sttelt­
the person's handicap, shall deny stteft coverage or benefits. The availability of stteft 
insuranee covera~e or benefits shall not be denied solely due te because of the 
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1 haaeli:eav, f'fO,,ti:eleel, howe,,,ef, that ao stteh i:asttfef shall be prnhibi:teel ffom e:x:eltteli:ag 
2 by wai,,,ef Of othefWi:se, aay f}fe e'Ki:sti:ag eoHeli:tioHs ffom stteh eo•,efage, aftel ftlfthef 
3 f'fO,,ti:deel that handicap; however, any such insurer may charge t~e appropriate 
4 premiums or fees for the risk insured on the same basis and conditions as insurance 
5 issued to other :pefSOftS. persons, in accordance with actuarial and underwriting 
6 principles prescribed in Chapter 58 of the General Statutes. Nothi:Hg eoHtai:Heel 
7 hefei:H Of i:ft aHy othef statttte shall feStfi:et Of f}feelttele afty i:HSttfef go•,efHeel by 
8 Cha:ptef 58 of the GeHefal Stattttes ffom setti:Hg aml ehafgi:Hg a pfemittm Of fee easeel 
9 tt'f}Oft the elass Of classes of fislts aftel Oft sottftel aetttafial aHel ttftelefwfitiHg f:)fiftci:ples 

10 as eletefmiHed by sttch iHSttfef, Of ffom a:pplyiHg its fegtdar ttHelefWf'itiHg staHelafels 
11 avplieable to all classes of fislts. The pro,,,isioHs of this seetioa shall avviy to eoth 
12 eOFf:)OFatioHs go,,,efHed by Chaptef 58 of the GeHefal Stattttes. 11 

13 Section 51. G.S. 168-22(b) reads as rewritten: 
14 "{b) A family care home shall be is deemed a residential use of property for the 
15 purposes of determining charges or assessments imposed by political subdivisions or 
16 businesses for water, sewer, power, telephone service, cable television, garbage and 
17 trash collection, repairs or improvements to roads, streets, and sidewalks, and other 
18 services, utilities, and ifflf'fO,,temeHts, aftel fof f'ttff:)Oses of elassificatioH fof iHsttfaHce. 
19 improvements. 11 

20 PART VII. AUTOMOBILE INSURANCE. 
21 Section 52. G.S. 58-36-75{c) is repealed. 
22 Section 53. G.S. 58-36-5(c) reads as rewritten: 
23 "(c) The Bttfeatt, whea Cfeateel, Bureau shall adopt Sl:left rules aHel fegttlatioHs for 
24 its orderly procedure as shall be that are necessary for its maintenance and operation. 
25 No Stieft rules aHel fegttlati:oHs shall discriminate against any type of insurer because 
26 of its plan of operation, nor shall any insurer be prevented from returning any unused 
27 or unabsorbed premium, deposit, savings or earnings to its policyholders or 
28 subscribers. The e:x:veftse of stteh Bttfeatt shall be bOffte by its memben, by qttafterly 
29 cofttfibtttioas to be macle iH acl"laHee, stteh eoHtfibtttioHs to be macle ia ael"laftee by 
30 'f}fOfatiag stteh e:x:vease amoag the members iH aeeofclaaee with the amottftt of gfoss 
31 f'femittms defi•,eel ffom the abo,,,e liaes of iHSttfaaee ia ~forth Cafoliaa elttfiHg the 
32 f'feceeliHg yeaf aHcl membefs efttefiag the Bttfeatt siHce that clate to acl•taHce aft 
33 amottftt to be Mee by the go"lefHiHg committee. Aftef the fifst fiscal yeaf of 
34 Of'efatioft of the Bttfeatt the The necessary expense of the Bureau shall be advanced 
35 by the members in accordance with rules aael fegulatioas to be established and 
36 adopted by the governing committee. The Bureau shall be emvo·Hefed to may 
37 subscribe for or purchase any necessary service, aae- employ and fix the salaries of 
38 such personnel and assistants as are Hecessary. necessary, char~e reasonable fees for 
39 its products and services, and en&a&e in any lawful activities related to the objects, 
40 functions, duties. responsibilities, or authority of the Bureau." 
41 Section 53.1. G.S. 58-37-1(7) reads as rewritten: 
42 11 {7) 'Motor vehicle insurance' means direct insurance against liability 
43 arising out of the ownership, operation, maintenance or use of a 
44 motor vehicle for bodily injury including death and property 
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damage and includes medical payments and uninsured and 
underinsured motorist coverages. 

With respect to motor carriers who are subject to the financial 
responsibility requirements established under the Motor Carrier 
Act of 1980, the term, 'motor vehicle insurance' includes coverage 
with respect to environmental restoration. As used in this 
subsection the term, 'environmental restoration' means restitution 
for the loss, damage, or destruction of natural resources arising out 
of the accidental discharge, dispersal, release, or escape into or 
upon the land, atmosphere, water course, or body of water of any 
commodity transported by a motor carrier. Environmental 
restoration includes the cost of removal and the cost of necessary 
measures taken to minimize or mitigate damage to human health, 
the natural environment, fish, shellfish, and wildlife." 

Section 53.2. G.S. 58-37-35(b)(2) reads as rewritten: 
"(2) Additional ceding privileges for motor vehicle insurance shall be 

provided by the Board of Governors if there is a substantial public 
demand for a coverage or coverage limit of any component of 
motor vehicle insurance up to the following: 
Bodily injury liability: one hundred thousand . dollars ($100,000) 
each person, three hundred thousand dollars ($300,000) each 
accident; 
Property damage liability: fifty thousand dollars ($50,000) each 
accident; 
Medical payments: two thousand dollars ($2,000) each person; 
Underinsured motorist: one littHcl.recl. tliottsttHcl. million dollars 
($100,000) ($1,000,000) each person and tliree littHcl.recl. tliottsttHcl. 
cl.oHttrs ($300,000) each accident for bodily injury liability; 
Uninsured motorist: one B:ttHcl.recl. tsottsttHcl. million dollars 
($100,000) ($1,000,000) each person and each accident for bodily 
injury and fifteeH fifty thousand dollars ($15,000) ($50,000) for 
property damage (one hundred dollars ($100.00) deductible)." 

Section 53.3. G.S. 58-37-35(e) reads as rewritten: 
"(e) The Commissioner and member companies shall provide for a Board of 

Go•t'erHors •Nitsift 30 clays after Mey 24, 1973. If ttfty member seat oft tse iflitiel 
Boercl. of G O"+'erHors is Hot fillecl. ifl eccorcl.&Hce wits tsis A:rticle •Nitsift sttcB: time, 
tseH, ifl tB:B:t e:r,i•eftt tse Commissiofter ssttll ttppoiflt fl:B:tttrel persofts ffom ttHy of tse 
clessifictttioHs specifiecl. ifl sttbsectioft (cl.) of tliis sectiofl to ser¥e tse iflitittl term OH 
tse Bottrcl. of GoYerHors. As sooH tts possible after its selectioH, tse CommissioHer 
ssttH cell fer tse iflitittl meetiflg of tlie Bottrcl.. Governors. After tse The Board of 
Governors litt•t'e beeH selectecl. it shall tfteft elect from its membership a chairman and 
shall tfteft meet tserettfter tts ofteH tts at the call of the chairman slittB reEfttire or at 
the request of tMee four members of the Board of Governors. The chairman shall 
retain the right to vote on all issues. R¥e Seven members of the Board of Governors 
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1 shall constitute a quorum. The same member may not serve as chairman for more 
2 than two consecutive yettfS':' years: provided, however, that a member may continue to 
3 serve as chairman until a successor chairman is elected and gualified. 11 

4 Section 53.4. G.S. 58-37-40(e) reads as rewritten: 
5 11 (e) Upon approval of the Commissioner of the plan so submitted or 
6 promulgation of a plan deemed approved by the Commissioner, all insurance 
7 companies licensed to write motor vehicle insurance in this State or any component 
8 thereof as a prerequisite to further engaging in writing the insurance shall formally 
9 subscribe to and participate in the plan so approved. 

10 The plan of operation shall provide for, among other matters, (i) the establishment 
11 of necessary facilities; (ii) the management of the Facility; (iii) the preliminary 
12 assessment of all members for initial expenses necessary to commence operations; (iv) 
13 the assessment of members if necessary to defray losses and expenses; (v) the 
14 distribution of gains to defray losses incurred since September 1, 1977; (vi) the 
15 distribution of gains by credit or reduction of recoupment er nHeentieH surcharges to 
16 policies subject to recoupment er nl1eentieH surcharges pursuant to this Article (the 
17 Facility may apportion the distribution of gains among the coverages eligible for 
18 cession pursuant to this Article); (vii) the recoupment er aHeeatieH of losses sustained 
19 by the Facility since September 1, 1977, pursuant to this Article, which losses may be 
20 recouped by equitable pro rata assessment of member eempnHics; companies or by 
21 way of a surcharge on motor vehicle policies issued by member companies or through 
22 the Facility: (viii) the standard amount ( one hundred percent (100%) or any 
23 equitable lesser amount) of coverage afforded on eligible risks which a member 
24 company may cede to the Facility; and (ix) the procedure by which reinsurance shall 
25 be accepted by the Facility. The plan shall further provide that: 
26 (1) Members of the Board of Governors shall receive reimbursement 

(2) 

from the Facility for their actual and necessary expenses incurred 
on Facility business, en route to perform Facility business, and 
while returning from Facility business plus a per diem allowance of 
twenty-five dollars ($25.00) a day which may be waived. 
In order to obtain a transfer of business to the Facility effective 
when the binder or policy or renewal thereof first becomes 
effective, the company must within 30 days of the binding or policy 
effective date notify the Facility of the identification of the insured, 
the coverage and limits afforded, classification data, and premium. 
The Facility shall accept risks at other times on receipt of 
necessary information, but acceptance shall not be retroactive. The 
Facility shall accept renewal business after the member on 
underwriting review elects to again cede the business. 11 

Section 54. G.S. 58-37-40(f) reads as rewritten: 

27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 11 (f) The plan of operation shall provide that every member shall, following 
42 payment of any pro rata assessment, eemmeHec begin recoupment of that assessment 
43 by way of a surcharge on motor vehicle insurance policies issued by the member or 
44 through the Facility until the assessment has been recouped. Stteft Any surcharge 
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under this subsection or under subsection (e) of this section shall be a percentage of 
premium adopted by the Board of Governors of the Facility; and the charges 
determined on the basis of the surcharge shall be combined with and displayed as a 
part of the applicable premium charges. Pt=o¥ided, hov1er1et=, that t=eeottpmeHt 
Recoupment of losses sustained by the Facility siHee Septembet= 1, 1977, with respect 
to nonfleet private passenger motor vehicles may be t=eeottped made only by 
surcharging nonfleet private passenger motor vehicle insurance policies. polieies (i) 
that at=e sttejeet to the elassifieatioH plaH pt=omttlgated pttt=sttafl:t to G .S. 58 36 65 &Hd 
(ii) to whieh Ofl:e Of' mot=e clt=i¥iHg t=eeot=d poifl:ts har1e eeefl: assigHed pttt=sttaftt to se:id 
plafl:, sttbjeet to the pt=o¥isioHs of G.S. 58 36 75. If the amount collected during the 
period of surcharge exceeds assessments paid by the member to the Facility, the 
member shall pay over the excess to the Facility on a date specified by the Board of 
Governors. If the amount collected during the period of surcharge is less than the 
assessments paid by the member to the Facility, the Facility shall pay the difference 
to the member. Except as het=eiHe:fter pror1ided, otherwise provided in this Article, the 
amount of recoupment shall not be considered or treated as a rate or premium for 
any purpose. The Board of Governors shall adopt and implement a plan for 
compensation of agents of Facility members when recoupment surcharges are 
imposed; Stteh- that compensation shall not exceed the compensation or commission 
rate normally paid to the agent for the issuance or renewal of the automobile liability 
policy issued through the North Carolina Reinsurance Facility affected by Stteh­
sttreh&Fge, ppor,1ided, howe¥er, that the surcharge. However, the surcharge prn¥ided 
fop iH this seetioH shall include an amount necessary to recover the amount of the 
assessment to member companies and the compensation paid by each member, 
pttFSttftftt to under this section, to agents." 

Section 55. G.S. 58-37-35(g)(8) reads as rewritten: 
"(8) To establish fair and reasonable procedures for the sharing among 

members of any loss on Facility business whieh that cannot be 
recouped pttFSttB:ftt to under G.S. 58-37-40tf, W Of whieh e&ftftot 
be Feeottpecl Of elloeetecl ttnclef G.S. 58 37 75, and other costs, 
charges, expenses, liabilities, income, property and other assets of 
the Facility and for assessing or distributing to members their 
appropriate shares. Sttelt The shares may be based on the 
member's premiums for voluntary business for the appropriate 
category of motor vehicle insurance or by any other fair and 
reasonable method." 

Section 56. G.S. 58-37-35(1) reads as rewritten: 
"(I) The classifications, rules, rates, rating plans and policy forms used on 

motor vehicle insurance policies reinsured by the Facility may be made by the 
Facility or by any licensed or statutory rating organization or bureau on its behalf and 
shall be filed with the Commissioner. The Board of Governors shall establish a 
separate .subclassification within the Facility for 'clean t=islts' as het=ein defiHed. risks'. 
For the purpose of this Article, a 'clean risk' shell ee is any owner of a nonfleet 
private passenger motor vehicle as defined in G.S. 58-40-10, if the owner, principal 
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1 operator, and each licensed operator in the owner's household have two years' 
2 driving experience as licensed drivers and if none of the persons has been assigned 
3 any Safe Driver Incentive Plan points under Article 36 of this Chapter during the 
4 three-year period immediately preceding either (i) the date of application for a motor 
5 vehicle insurance policy or (ii) the date of preparation of a renewal of a motor 
6 vehicle insurance policy. Stteh- The filings may incorporate by reference any other 
7 material on file with the Commissioner. Rates shall be neither excessive, inadequate 
8 nor unfairly discriminatory. If the Commissioner finds, after a hearing, that a rate is 
9 either excessive, inadequate or unfairly discriminatory, he the Commissioner shall 

10 issue an order specifying in what respect it is deficient and stating when, within a 
11 reasonable period thereafter, sttch Fate shall ee cleemecl the rate is no longer effective. 
12 Se:tEl- The order is subject to judicial review as set out in Article 2 of this Chapter. 
13 Pending judicial review of SfttEI- the order, the filed classification plan and the filed 
14 rates may be used, charged and collected in the same manner as set out in G.S. 
15 58-40-45 of this Chapter. Sftffi The order shall not affect any contract or policy made 
16 or issued J'Fief te before the expiration of the period set forth in the order. All rates 
17 shall be on an actuarially sound basis and shall be calculated, insofar as is possible, to 
18 produce neither a profit nor a loss. However, the rates made by or on behalf of the 
19 Facility with respect to 'clean Fisks', as clefitlecl aee11e, risks' shall not exceed the 
20 rates charged 'clean risks' who are not reinsured in the Facility. The difference 
21 between the actual rate charged and the actuarially sound and self-supporting rates 
22 for 'clean risks' reinsured in the Facility may be recouped in similar manner as 
23 assessments pttFsttant to G.S. 58 37 40(f) Of allocated pttFsttant to G.S. 58 37 75. under 
24 G.S. 58-37-40(0. Rates shall not include any factor for underwriting profit on Facility 
25 business, but shall provide an allowance for contingencies. There shall be a strong 
26 presumption that the rates and premiums for the business of the Facility are neither 
27 unreasonable nor excessive." 
28 Section 57. G.S. 58-37-75 is repealed. 
29 PART VIII. WORKERS' COMPENSATION SELF-INSURANCE. 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

Section 58. G .S. 58-50-60 reads as rewritten: 
"§ 58-50-60. Rules for precertification practices. 

(a) This section applies to all accident and health insurers under Articles 1 
through 64 of this Chapter, all third-party administrators and preferred provider 
arrangements, all entities subject to Articles 65 through 67 of this Chapter, and all 
self-funded health eeftefit workers' compensation insurance plans. 

(b) The Commissioner shall adopt reasonable rules governing pFeeeFtifieatieft 
pFaetiees aftcl feFms utilization review and utilization review organizations affiliatecl 
that do business with the entities subject to this section. 11 

Section 59. G.S. 58-50-65(a) reads as rewritten: 
"(a) Nethiftg Except as provided in this subsection, nothing in Articles 50 through 

55 of this Chapter shall apply applies to ef aff.eet any poliey ef liability or workers' 
compensation iHSttfaHce, e:Xeept that insurance policy. Except for G.S. 58-50-55(a), 
the provisions of G .S. 58 SO SO aftcl sttbseetiefts (b) aftcl (e) ef G .S. 58 SO SS shall this 
Article and Articles 65 and 67 of this Chapter and any administrative rules adopted 
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1 under those Articles relating to preferred providers and utilization review apply to 
2 policies of workers' compensation ittsurattec. insurance policies and to individual 
3 and grbup self-funded workers' compensation insurance plans. If there is any conflict 
4 between managed care rules adopted by the Commissioner under this Chapter and 
5 managed care rules adopted by the Industrial Commission under G.S. 97-25.2, the 
6 Industrial Commission's rules govern. If there is any conflict between managed care 
7 provisions in this Chapter and in Chapter 97 of the General Statutes with respect to 
8 workers' compensation, the provisions in Chapter 97 govern." 
9 PART IX. CERTIFICATE OF AUTHORITY CONFORMING NAME CHANGE. 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
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31 
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Section 60. The phrase "certificate of authority" is deleted and replaced 
by the word "license" wherever it occurs in each of the following sections of the 
General Statutes: 

Revocation of certificate of authority. 
Exceptions to requirements of G.S. 58-7-50. 
Effects of redomestication. 
Definitions. 
Unauthorized Insurers Process Act. 
Organization. 

G.S. 58-4-15. 
G.S. 58-7-55. 
G.S. 58-7-70. 
G.S. 58-15-5. 
G.S. 58-16-35. 
G .S. 58-24-45. 
G.S. 58-24-145. 
G.S. 58-28-5. 

Injunction -- Liquidation -- Receivership of domestic society. 
Transacting business without certificate of authority prohibited; 
exceptions. 

G .S. 58-28-15. Validity of acts or contracts of unauthorized company shall not 
impair obligation of contract as to the company; maintenance of 
suits; right to defend. 
Uniform Unauthorized Insurers Act. 
Definitions. 
Condition on release from delinquency proceedings. 

G.S. 58-28-45. 
G.S. 58-30-10. 
G.S. 58-30-55. 
G.S. 58-30-260. Conservation of property of foreign or alien insurers found in this 

State. 
G.S. 58-33-132. Qualifications of instructors. 
G .S. 58-41-55. Penalties; restitution. 
G.S. 58-48-35. Powers and duties of the Association. 
G.S. 58-48-45. Duties and powers of the Commissioner. 
G.S. 58-57-80. Penalties. 
PART X. RISK SHARING PLAN SUNSET EXTENSION. 

Section 61. G.S. 58-42-55 reads as rewritten: 
11 § 58-42-5S. Expiration. 

This Article sl:tall CXflirc expires on July 1, ~ 1999." 
PART XI. HEALTH INSURANCE CLARIFYING CHANGES. 

Section 62. G.S. 58-50-130(a), as amended by S.L. 1997-259, is amended 
by adding the following new subdivision: 

"(4b) Late enrollees may only be excluded from coverage for the greater 
of 18 months or an 18-month preexisting-condition exclusion: 
however, if both a period of exclusion from coverage and a 
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preexistin~-condition exclusion are applicable to a late enrollee. 
the combined period shall not exceed 18 months. If a period of 
exclusion from coverage is applied, a late enrollee shall be enrolled 
at the end of such period in the health benefit plan currently held 
by the small employer. 11 

Section 63.1. G.S. 58-51-55(d), as amended by S.L. 1997-259, reads as 
7 rewritten: 
8 "(d) Applicability. -- Subsection (bl) of this section applies only to group health 
9 insurance eeHtraets contracts, other than excepted benefits as defined in G.S. 58-68-

10 25, covering more than 50 employees. The remainder of this section applies only to 
11 group health insurance contracts covering 20 or more employees. For purposes of 
12 this section, 'group health insurance contracts' include MEWAs, as defined in G.S. 
13 58-49-30(a)." 
14 Section 63.2. G.S. 58-65-90(d), as amended by S.L. 1997-259, reads as 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
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rewritten: 
11 (d) Applicability. -- Subsection (bl) of this section applies only to subscriber 

eefttraets contracts, other than excepted benefits as defined in G .S. 58-68-25. covering 
more than 50 employees. The remainder of this section applies only to group 
contracts covering 20 or more employees. 11 

Section 63.3. G.S. 58-67-75(d), as amended by S.L. 1997-259, reads as 
rewritten: 

11 (d) Applicability. -- Subsection (bl) of this section applies only to group 
eeHtraets contracts, other than excepted benefits as defined in G .S. 58-68-25. covering 
more than 50 employees. The remainder of this section applies oniy to group 
contracts covering 20 or more employees. 11 

Section 63.4. G.S. 58-51-15(h), as enacted by S.L. 1997-259, reads as 
rewritten: 

"(h) Preexisting Condition Exclusion Clarification. -- Sub-subdivision (a)(2)b. of 
this section does not apply to: 

rewritten: 

(1) Policies issued to eligible individuals under G.S. 58-68-60. 
(2) Excepted benefits as described in G.S . .S8 68 2.S(b). G.S. 58-68-

25(b)(l).11 
Section 63.5. G.S. 58-68-40(e), as enacted by S.L. 1997-259, reads as 

"(e) Exception for Cewerage Offered 0Hly te Befta Ficlc ,c\sseeiatieft Mefflbcrs. 
Coverage. -- Subsection (a) of this section does not apply to: 

Page 24 

(1) Health insurance coverage offered by a health insurer if the 
coverage is made available in the small group market only through 
one or more bona fide associations. 

(2) A self-employed individual as defined in G.S . .S8 .SO 110(21a). G.S. 
58-50-110(21a). except as otherwise provided for the basic and 
standard health care plans under the North Carolina Small 
Employer Group Health Coverage Reform Act. 11 
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1 Section 63.6. G.S. 58-68-60(b)(2), as enacted by S.L. 1997-259, reads as 
2 rewritten: 
3 "(2) Who is not eligible for coverage under (i) fHi ERISA !!. group 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
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23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 

health plan, (ii) part A or part B of title XVIII of the Social 
Security Act, or (iii) a State plan under title XIX of the Act ( or 
any successor program), and does not have other health insurance 
coverage;". 

Section 63.7. G.S. 58-50-65(d) reads as rewritten: 
"(d) The provisions of G.S. 58 51 5(5) 58-51-5(a)(5) and G.S. 58-51-15(a)(1), (4), 

and (10) may be omitted from railroad ticket policies sold only at railroad stations or 
at railroad ticket offices by railroad employees." 
PART xn. COMMERCIAL INSURANCE FORM DOCUMENT RETENTION. 

Section 64. G.S. 58-41-S0(g) reads as rewritten: 
"(g) An insurer subject to this Article may develop and use an individual form or 

rate as a result of the uniqueness of a particular risk. The form or rate shall be 
developed, filed, and used in accordance with rules adopted by the Commissioner. 
Rules adopted by the Commissioner under this section may provide for retention of 
certain documents and data by insurers instead of insurers filing those records with 
the Commissioner." 
PART XIIl. BAIL BONDS. 

Section 65. G.S. 58-71-82 reads as rewritten: 
"§ 58-71-82. Dual license holding. 

If an individual holds a professional bondsman's license or a runner's license and a 
surety bondsman's license simultaneously, they are considered one license for the 
purpose of disciplinao: actions involving suspension, revocation, or rcnc wal 
nonrenewal under this Article. Separate renewal fees must be paid for each license, 
however." 
PART XIV. EFFECT OF HEADINGS. 

Section 66. The headings to the parts of this act are a convenience to the 
reader and are for reference only. The headings do not expand, limit, or define the 
text of this act. 
PART XV. EFFECTIVE DATE. 

Section 67. Sections 30 through 32.1 of this act become effective 
September 1, 1997. Section 61 of this act becomes effective June 30, 1997. Sections 
62, 63.4, 63.5, and 63.6 of this act become effective July 1, 1997. Sections 63.1, 63.2, 
and 63.3 become effective January 1, 1998. The remainder of this act is effective 
when it becomes law . 
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Short Title: State Health Plan Tech Arnds/AB. (Public) 

Sponsors: . Representatives Dockham; and Brawley. 

Referred to: Insurance. 

March 10, 1997 

A BILL TO BE ENTITLED 
AN ACT TO MAKE TECHNICAL CHANGES IN THE TEACHERS' AND 

STATE EMPLOYEES' COMPREHENSIVE MAJOR MEDICAL PLAN. 
The General Assembly of North Carolina enacts: 

Section 1. G.S. 135-40.l(la) reads as rewritten: 
"(la) Covered Services. -- Any medically necessary, reasonable, and 

customary items of service, at least a portion of the expense of 
which is covered under at least one of the plans covering the 
person for whom claim is made or service provided. Te the 
e.x:teat lcgaHy r,essible, it It shall be synonymous with allowable 
expeases. expenses, and with benefit or benefits." 

Section 2. G.S. 135-40.1(7.1) reads as rewritten: 
"(7.1) Experimental/lnvestigational Medical Procedures. -- The ttse ef 

aay tFeatmeat, f)feeedttfe, faeility, eqttipmeat, dFttg, device, ef 
sttpply net Feeegnized as haviag seientificaHy establisaed medical 
·1altte nef accer,ted as standaFd medical tfeatmcnt fof tae 
cenditieH being tfeated as deteFmined by the Exectttive 
A:dministFatef aad BeaFd ef TFttstees ttpen the aelriice ef the 
Claims Prnccssef, nef aay sttch items Feqttifing fedeFal ef ethef 
geveFnmeatal agency appre¥al net granted at the time services 
weFe FeadeFed. The Exeetttive AdministFatef ami BeaFd ef 
Tnistees may e·teftttfn the ad·tice ef the Claims PFecessef ttpen 
cenviacing C'lidencc ffem the AmeFiean Medical Asseciatiea, 
NeFth Carnlina Medical Seciety, the Uaited States I Iealth Cafe 
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Finaneing Administratien, medieal teelu~ologieal joufftals, 
asseeiaHons ef health eare pre•1iders, ana other mctjor United 
States iHSttfefs ef heelfh eere e*penses on e eoHsenstts of meaieel 
veltte &Ha eeeeptea standers medieel treetmetlt. The use of a 
service. supply, dru~. or · device not recognized as standard · 
medical care for the condition. disease, illness. or injury being 
treated as determined by the Executive Administrator and Board 
of Trustees upon the · advice of the Claims Processor. 
Determinations · are made after independent review of scientific 
data. Opinions of e:x;perts in a particular field and opinions and 
assessments of nationally reco~ized review organizations may 
also be considered by the Plan but are not determinative or 
conclusive. The fact that an e:x;perimental/investigational 
treatment is the only available treatment for a particular 
condition will not · result in coverage if the treatment· is 
experimental/investigational in the treatment of the particular 
condition, nor is it relevant for purposes of coverage that the 
member has tried other more conventional therapies without:.:.-' 
success. The following criteria are the basis for determination 
that a service or supply is investigational. If a service or supply, ..• -
meets one . or more of these criteria, · it is· deemed • _.. 
experimental/investi&ational: :_ i~--f"' · • • 

a. Services or supplies reguiring federal or other governmental;)_.< · · 
body approval. such as drugs and devices that do not have":. 1r ::_. 

unrestricted market approval from the Food and Drug: '> · 
Administration (FDA) or final a11proval from any other: 
governmental regulatory body for use in treatment of the~-· 
condition being treated, except that of label use of 
chemotherapeutic drugs is provided in accordance with the 
reguirements of G.S. 135-40.6(8)(a). Any approval that is 
granted as an interim step in the regulatory process is not a 
substitute for final or unrestricted market approval. 

b. There is insufficient or inconclusive scientific evidence in 
peer review medical literature to permit the Plan's 
evaluation of the therapeutic value of the service or supply. 

c. There is inconclusive evidence that the service or supply has 
a beneficial effect on health outcomes. 

d. Is provided as part of a research or clinical trial. 
e... Are provided pursuant to a written protocol or other 

document that lists an evaluation of the service's safety, 
toxicity, or efficacy as among its objectives. 

L.. . Are subject to approval or review of an Institutional Review .... 
Board or other body that approves or reviews research . 
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g., Are provided pursuant to informed consent documents that 
describe the service as experimental, investigational, or part 
of a research study. 11 

Section 3. G.S. 135-40.6(6)i. reads as rewritten: 
11 i. No benefits are payable for organ transplants not listed in 

G.S. 135-40.6(5)a, nor will benefits be payable for surgical 
procedures or organ transplants determined in the 0J3inien 
ef the by the Executive Administrator and Board of Trustees 
upon · the advice of the Claims · Processor to be 
experimental. 11 

· Section 4. G.S. 135-40.7 is amended by adding the following 
subdivisions: 

"(12). 

(20) 

illl 

Any service, treatment, facility, equipment. drugs. supply, or 
procedure that is experimental or investigational as defined in 
G.S. 1350-40.1(7.1). 
Complications arising from noncovered services. 
Charges related to a noncovered service. even if the charges 
would have been covered if rendered in connection with a 
covered service. 11 

Section 5. G.S. 135-40.6(6)j. reads as rewritten: 
11j. No benefits are payable for radial keratotomy surgical 

J)feeedttfes. procedures or for services to correct vision 
when performed in lieu of the use of corrective lenses. 11 

Section 6. G.S. 135-40.6A(c) reads as rewritten: 
11 (c) No procedure for prior approval may be established except as provided by 

this seetien Article as it may be amended from time to time." 
Section 7. G.S. 135-40.6(1) reads as rewritten: 
"(1) In-Hospital Benefits. -- The Plan pays in-hospital benefits for each 

single confinement, when charged by a hospital, for room 
accommodations, including bed, board and general nursing care, 
but not to exceed the charge for semiprivate room or ward 
accommodations, or the rate negotiated for the Plan. Under the 
DRG reimbursement system, the coinsurance shall be based on 
the lower of the DRG amount or charges. 

The Plan will pay the following covered charges, when . 
charged by a hospital, for each confinement. 

a. Intensive and cardiac nursing care. 
b. All recognized drugs and medicines for use in the hospital. 
c. Radiation services, including diagnostic x-rays, x-ray 

therapy, radiation therapy and treatment. 
d. Clinical and pathological laboratory examinations. 
e. Electrocardiograms and electroencephalograms. 
f. Physical therapy . 
g. Intravenous solutions. 
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h. 
1. 

J· 

k. 

1. 

m. 
n. 
0. 

p. 

q. 

r. 
s. 

Section 8. 
"f. 

Oxygen and oxygen therapy, plus the use of equipment. • 
Dressings, ordinary splints, plaster casts and sterile supplies. 
Use of operating, delivery, recovery and treatment rooms 
and equipment. 
Routine nursery charges, if the mother is eligible to receive 
maternity benefits. 
Anesthetics and the administration thereof by the hospital's 
employee anesthesiologist. · 
Devices or appliances surgically inserted within the body. 
Processing and administering of blood and blood plasma. 
Children are entitled to benefits for treatment of illnesses or 
congenital defect, incubation or isolette care, and treatment 
of prematurity or postmaturity. 

If the mother is a covered individual, benefits are 
provided for the newborn 's circumcision and routine, 
nursery care. 
When a covered individual is admitted to or transferred· to a:-·., 
section of a hospital providing ambulant, convalescent, or,._ · 
rehabilitative care, benefits are provided up to the average.•. 
number of days of service for treatment of . the particular, · , . 
diagnosis or condition- involved, or more if medical necessity::.· . 
requires.~ 
The ·p1an pays ;benefits · for laboratory testin:g· . .,, and:,·-: 
administration of blood provided to a covered .individual. i'_ -

When a. covered individual is the recipient of·. 
transplanted organs or bones, benefits· are provided for .. 
services to the donor which are directly and specifically~-· 
related to the transplantation. 
Repealed by Session Laws 1991, c. 427, s. 31. 
The use of nebulizers when authorized as medically 
necessary by the attending physician." 

G.S. 135-40.6(2)f. reads as rewritten: 
Prior to admission for scheduled inpatient hospitalization, 
the admitting physician shall contact the Plan and secure 
approval certification for an inpatient admission, including a 
length of stay, based upon clinical criteria established by the 
medical community, before any in-hospital benefits are 
allowed under G.S. 135-40.S(a). Immediately following an 
emergency or unscheduled inpatient hospitalization, the 
admitting physician shall contact the Plan and secure 
approval certification for the admission's length of stay 
before any in-hospital benefits .are .allowed under .. G .S. 135- . 
40.8(a). Effeeti't·e Jafftt&ry 1, 1987, fuilttfe Failure to secure 
certification, or denial of certification, shall result in 

House Bill 435 

• 

• 

.,· 



• 

• 

• 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 

· 12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1997 

in hesf'ital eettefits eeittg aHeweel at the rate ma::icimttm 
amettnt ef ettt ef f'ecket e:Rf'enses estaeltshecl ey G.S. 
135 40.8(e). a penalty of fifty percent (50%) of the eligible 
emenses up to five hundred dollars ($500.00) per admission 
and the denial of services that were not medically necessary 
or appropriate, as determined by the Claims Processor. 
Denial of certification by the Plan shall be made only after 
contact with the admitting physician and shall be subject to 
appeal to the Executive Administrator and Board of 
Trustees. Inpatient hospital admission and length of · stay 
certifications required by this subdivision do not apply to 
inpatient admissions outside of the United States. While 
approval certification for inpatient admissions is required to 
be initiated by the admitting physician, the employee or 
individual covered by the Plan shall be responsible for 
insuring that the required certification is secured. Failure to 
secure certification for inpatient hospitalization shall not 
result in a penalty to the employee or individual when 
approval would have been given if requested. 11 

Section 9. G.S. 135-40.1 is amended by adding a new subdivision to read: 
"(l 7a) Skilled Care. -- Medically necessary services that can only be 

rendered under State law or regulation by licensed health 
professionals such as a medical doctor, physician's assistant, 
physical therapist. occupational therapist, speech therapist, 
certified clinical social worker, certified nurse midwife. licensed 
practical nurse, or registered nurse." 

Section 10. G.S. 135-40.6(3) reads as rewritten: 
"(3) Skilled Nursing Facility Benefits. -- The Plan will pay benefits in a 

skilled nursing facility licensed under applicable State laws as 
follows: 

House Bill 435 

After discharge from a hospital for which inpatient hospital 
benefits were provided by this "Plan for a period of not less than 
three days, and treatment consistent . with the same illness· or 
condition for which the covered individual was hospitalized, the 
daily charges will be paid for room and board in a semiprivate 
room or any multibed unit up to the maximum benefit specified in 
subsection (1) of this section, less the days of care already provided 
for the same illness in a hospital. Plan allowances for total daily 
charges may be negotiated but will not exceed the daily 
semiprivate hospital room rate as determined by the Plan. 

Credit will be allowed toward private room charges in an 
amount equal to the facility's most prevalent charge for 
semiprivate accommodations. Charges will also be paid for general 
nursing care and other services which would ordinarily be covered 
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in a general hospital. In order to be eligible for these benefits, 
admission must occur within 14 days of discharge from the 
hospital. 

In order to qualify for benefits provided by a skilled 
nursing facility, the following stipulations apply: 
a. The services are medically required to be. given on an 

inpatient basis because of the covered individual's need for 
medically necessary skilled nursing care on a continuing 
daily basis for any of the conditions for which he or she was 
receiving inpatient hospital services prior to transfer from a 
hospital to the skilled nursing facility or for a condition 
requiring such services which arose after such transfer and 
while he or she was still in the facility for treatment of the 
condition or conditions for which he or she was receiving 
inpatient hospital services, 

b. Only on prior referral by and so long as, the patient remains 
under the active care of an attending doctor ·.r.1he eeftifies 
tlttH and the patient requires continual hospital confinement 
wettld ee fCE:}ttired without the care and treatment .of the. 
skilled nursing facility, and; 

c.·· Approved in advance by:the: Claims··Processor. · 
For facilities not qualified for delivery of: services · :. 

covered by the benefits of Title XVIII of the Social Security, · 
Act (Medicare), neither the Plan nor any of its members 
shall be billed or held liable by such facilities for charges: · 
that otherwise would be covered by Medicare." 

Section 11. G .S. 135-40.6(8)c. reads as rewritten: 
"c. Home Health Agency Services: Services provided in a 

covered individual's home, when ordered by the attending 
physician whe ecrtifics that and hospital or skilled nursing 
facility confinement w_ould be required for the patient 
without such treatment and cannot be readily provided by 
family members. Services may include medical supplies, 
equipment, appliances, therapy services (when provided by 
a qualified speech therapist or licensed physiotherapist), 
and nursing services. Nursing services will be allowed for: 
l. Services of a registered nurse (RN); or 
2. Services of a .licensed practical nurse (LPN) under the 

supervision of a RN; or 
3. Services of a home health aide which are an adjunct 

to or extension of· concurrent medically necessary 
skilled services under the supervision of a RN, limited 
to four hours a day. 

House Bill 435 
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1 Home health services shall be limited to 60 days per 
2 fiscal year, except that additional home health services may 
3 be provided on an individual basis if prior approval is 
4 obtained from the Claims Processor. Plan allowances for 
5 home health services shall be limited to licensed or 
6 Medicare certified home health agencies and shall not 
7 exceed ninety percent (90%) of the skilled nursing facility 
8 semiprivate rates as determined by the Plan, or charges 
9 negotiated by the Plan. 11 

10 . Section 12. G.S. 135-40.1(11) reads as rewritten: 
11 11 (11) Home Health Care Coverage. -- Coverage for home care and 
12 treatment established and approved in writing by a physician wlte 
13 eef'tifies thot for an individual whom continual hospital 
14 confinement would be required without the care and treatment 
15 specified by this coverage. 11 

16 Section 13. G.S. 135-40.7(5) reads as rewritten: 
17 "(5) Charges for any care, treatment, services or supplies other than 
18 those which are eef'tifteel by ft physieioa wile is otteaeliag the 
19 iaelir1ieltml es beiag Feftttifeel ffif the deemed Il!edically necessary 
20 and appropriat·e treatment of the injury or eliseose. disease by the 
21 Executive Administrator and Board of Trustees upon the advice of 
22 the· Claims Processor. This subdivision shall not be construed, 
23 however, to require certifi.cation by an attending physician for a 
24 service provided by an advanced practice registered nurse acting 
25 within the nurse's lawful scope of practice, subject to the 
.26 limitations of G.S. 135-40.6(10). 11 

27 Section 14. G.S. 135-40.7B reads as rewritten: 
28 11 § 135-40.7B. Special provisions for chemical dependency and mental health benefits. 
29 (a) Except as otherwise provided in this section, benefits for the treatment of 
30 mental illness and chemical dependency are covered by the Plan and shall be subject 
31 to the same deductibles, durational limits, and coinsurance factors as are benefits for 
32 physical illness generally. 
33 (b) Notwithstanding any other provision of this Part, the following necessary 
34 services for the care and treatment of chemical dependency and mental illness shall 
35 be covered under this section: allowable institutional and professional charges for 
36 inpatient psyehiotfie care, outpatient psyehetheFopy, care intensive outpatient et'ffl5 
37 moaogemeat, program services. partial hospitalization treatment, and residential care 
38 and tfeotmeat. treatment: 
39 ill For mental illness treatment: 
40 a. Licensed psychiatric hospitals: 
41 b. Licensed psychiatric beds in licensed general hospitals: 
42 c. Licensed residential treatment facilities: 
43 d. Area Mental Health. Developmental Disabilities. and 
44 Substance Abuse Authorities: 
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1 e. Licensed intensive outpatient treatment programs; and 
2 f. Licensed partial hospitalization programs. 
3 ill For chemical dependency treatment: 
4 a. Licensed chemical dependency units in licensed psychiatric 
~ hospitals; 
6 b. Licensed chemical dependency hospitals; 
7 c. Licensed chemical dependency treatment facilities; 
8 d. Area Mental Health. Developmental Disabilities, and 
9 Substance Abuse Authorities; 

10 e. Licensed intensive outpatient treatment programs: 
11 f. Licensed partial hospitalization programs; and 
12. &:. Medical detoxification facilities or units. 
13 The eeHefits 13re"1ided ey this sectien ore se13orote ond 013ert frem these 13re¥ided ey 
14 G.S. 135 40.7A. 
15 · (c) Notwithstanding any other provisions of this Part, the following providers Me 

16 otttherized te and no others may provide necessary outpatient care and treatment for 
17 mental illness health under this section: 
18 (1) Licensed 13sychiotFists; Psychiatrists who have completed a 
19 residency in psychiatry approved by the American Council for 
20 Graduate Medical Education and who are licensed as medical .. 
21 . doctc;,rs or doctors of osteopathy in the state in which they perform•: ,;: 
22 and services covered by the Plan: · 
23 (2). Licensed or certified doctors of psychology;, 
24 (3) · Certified clinical social workers; 
25 (3a) Licensed professional counselors; 
26 ( 4) Psychiatric nttrses; Certified clinical specialists in psychiatric and 
27 mental health nursin~; 
28 (4gl Nurses working under the employment and direct supervision of 
29 such physicians. psychologists, or psychiatrists: 
30 ~ Other seciol werkers ender the direct em13leymeftt end stt13er¥isien 
31 ef o licensed :psychiatrist er licensed decter ef 13sychelegy; 
32 (6) Psychological associates with a master's masters degree in 
33 psychology under the direct employment and supervision of a 
34 licensed psychiatrist or licensed or certified doctor of psychology; 
35 and 
36 f71 Licensed :psyd1iotric hesf)itols end licensed geHerel hesf)itols 
37 pre"1iding psychiatric treatment 13regrems; 
38 f8t Certified resiclentiel tfe&tffleflt facilities, eemfflttflity mental tteelttt 
39 centers, ond pertiel ttes13itelizetien facilities; end 
40 (9) Certified fee-based practicing pastoral counselors. 
41 (cl) Notwithstanding any other provisions of this Part. the following providers and 
42 no others may provide necessary outpatient care and treatment for chemical 
43 dependency under this section: 
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ill The following providers with appropriate substance abuse training 
and e;merience in the field of alcohol and other drug abuse as 
determined by the mental health case manager, m facilities 
described in subdivision (b)(2) of this section, m day/night 
programs or outpatient treatment facilitie_s licensed after July 1, 
1984, under Article 2 of Chapter 122C of the General Statutes or 
in North Carolina area programs in substance abuse services are 
authorized to provide treatment for chemical dependency under 
this section: 
a. Licensed physicians including, but not limited to physicians 

who are certified in substance abuse by the American 
Society of Addiction Medicine (ASAM); 

b. Licensed or certified psychologists; 
c. Psychiatrists; 
d. Certified substance abuse counselors working under the 

direct supervision of such physicians, psychologists, or 
psychiatrists: 

e. Psychological associates with a masters degree in 
psychology working under the direct supervision of such 
physicians, psychologists, or psychiatrists; 

f.. Nurses working under the direct supervision of such 
physicians, psychologists, or psychiatrists: 

g,:, Certified clinical social workers; until (sunset date): 
h. Certified clinical specialists in psychiatric and mental 

health nursing; until (sunset date); 
L. Licensed professional counselors: and 
L. Certified fee-based practicing pastoral counselors until July 

1, 1999, (sunset date). 
ill The following providers with appropriate substance abuse, training 

and ex,perience in the field of alcohol and other drug abuse as 
determined by the mental health case manager, are authorized to 
provide treatment for chemical dependency in outpatient practice 
settings: 

House Bill 435 

a. Licensed physicians who are certified in substance abuse 
by the American Society of Addition Medicine (ASAM): 

b. Licensed or certified psychologists: 
c. Psychiatrists; 
d. Certified substance abuse counselors with a masters degree 

in a related field working under the employment · and 
direct supervision of such physicians, psychologists. or 
psychiatrists: 

e. Psychological associates with a masters degree · in 
psychology working under the employment and direct 
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1 supervision of such physicians, psychologists, or 
2 psychiatrists: 
3 f:. Nurses working under the employment and direct 
4 supervision of such physicians, psychologists. or 
5 psychiatrists: 
6 g,., Certified clinical social workers: until (sunset date): 
7 h. Certified clinical specialists in psychiatric and mental 
8 health nursin~: until (sunset date): · 
9 L. Licensed professional counselors: 

10 1. Licensed fee-based practicing pastoral counselors until July 
11 1. 1999:and 
12 k. In the absence of meeting one of the criteria above, the 
13 Mental Health Case Manager could consider, on a case-by-
14 case basis, a provider who supplies: 
15 1.. Evidence of graduate education in the diagnosis and 
16 treatment of chemical dependency, and 
17 2. Supervised work experience in the diagnosis and: 
18 treatment of chemical dependency (with supervision\•:•' ... 
19 by an appropriately credentialed provider), and , ::. -· 
20 3. Substantive past and current continuing education in.;:._' .. · 
21 the diagnosis and treatment of chemical dependency,'.·, 

! 22 commensurate with one's profession. : , , 
23 Provided, however, that· nothin~ in this subsection shall prohibit the Plan : from>.· 
24 reguiring the most cost-effective treatment setting to be utilized by the person~-
25 undergoing necessary care and treatment for chemical dependency. 
26 ( d) Benefits provided under this section shall be subject to, a mEuutgee,., 
27 iaeh1ietu11ii'!ed ea:Fe eomr,oaeat case management program for medical necessity and::-" . 
28 medical appropriateness consisting of (i) precertification of outpatient visits beyond ' .,. 
29 26 visits each Plan year, (ii) all electroconvulsive treatment, (iii) inpatient utilization · 
30 review through preadmission and length-of-stay certification for seheeuled iar,a:tieat 
31 nonemergency admissions to the following levels of care: inpatient units, partial 
32 hospitalization programs, residential treatment centers, chemical dependency 
33 detoxification and treatment pro~rams, and intensive outpatient programs, (iv) ftfttl-
34 length-of-stay Fe11iews fof ttftsehedu1ed certification of emergency inpatient 
35. admissions, and W .(tl a network of qualified, available providers of inpatient and 
36 outpatient psychiatric and chemical dependency tFeetmeat r,syehotheFer,y. treatment. 
37 Care which is not both medically necessary and medically appropriate will be 
38 noncertified and benefits will be denied. Where qualified preferred providers of 
39 inpatient and outpatient care are reasonably available, use of providers outside of the 
40 preferred network shall be subject to a twenty percent (20%) coinsurance rate up to 
41 five thousand dollars ($5,000) per fiscal year to be assessed against each covered 
42 individual in addition to the general coinsurance percentage and maximum fiscal year 
43 amount specified by G.S. 135-40.4 and G.S. 135-40.6. 
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1 (e) For the purpose of this section, 'emergency' is the sudden and une;xnected 
2 onset of a condition manifesting itself by acute symptoms of sufficient severity that, in 
3 the absence of an immediate psychiatric or chemical dependency inpatient admission, 
4 could imminently result in injury or danger to self or others. 11 

5 Section 15. G.S. 135-40.7A is repealed. 
6 Section 16. G.S. 135-40.1(7) reads as-rewritten: 
7 "(7) Enrollment. -- New employees must enroll. themselves and their 
8 dependents within 30 days from the date of emf}lo~•mefl:t. 
9 employment or from first becoming eligible on a noncontributory 

10 basis. Coverage may become effective on the first day of the month 
11 following date of entry on payroll or on the first day of the 

· 12 following month. New employees not enrolling themselves and 
13 their dependents within 30 days, or not adding dependents wheri 
14 first eligible as provided herein may enroll on the first day of any 
15 month but will be subject to a 12-month waiting period for 
16 preexisting health conditions, except for employees who elect to 
17 change their coverage in accordance with rules established by the 
18 Executive Administrator and Board of Trustees for optional 
19 prepaid hospital and medical benefit plans. Children born to 
20 covered employees having coverage type (2), or (3), as outlined in 
21 G.S. 135-40.3(d) shall be automatically covered at the time of birth. 
22 without any waiting ·period for preexisting health conditions . 
23 Children born to covered employees having coverage type (1) shall 
24 be automatically covered at birth without any waiting period for 
25 preexisting health conditions so long as the Claims · Processor 
26 receives notification within 30 days of the date of birth that the 
27 employee desires to change from coverage (1) to coverage type (2), 
28 or (3), provided that the employee pays any additional premium 
29 required by the coverage type selected retroactive to the first day 
30 of the month in which the child was born. 
31 Newly acquired dependents (spouse/child) enrolled within 30 
32 days of becoming an eligible dependent will not be subject to the 

· 33 12-month waiting period for preexisting conditions. A dependent 
34 · can become qualified due to marriage, adoption, entering a foster 
35 child relationship, due to the divorce of a dependent child or the 
36 death of the spouse of a dependent child, and at the beginning of 
37 each le~islative session (applies only to enrolled legislators). 
38 Effective date for newly acquired dependents if application was 
39 made within the 30 days can be the first day of the following 
40 month. Effective date for an adopted child can be date of 
41 adoption, or date of placement in the adoptive parent's home, or 
42 the first of the month following the date of adoption or 
43 placement. 11 
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Section 17. G.S. 135-40.2(a) is amended by adding new subdivisions to • 

"ill Any member enrolled pursuant to subdivision (1) or (la) of this 
subsection who is on approved leave of absence with pay or 
receiving workers' compensation. 

.(fil Employees on approved Family and Medical Leave." 
Section 18. G.S. 135-40.1(8) reads as rewritten: 
11 (8) Health Benefits Representative. -- The employee designated by the 

employing unit to administer the Comprehensive Major Medical 
Plan for the unit and its employees. The HBR is responsible for 
enrolling new employees, reporting changes, explaining benefits, 
reconciling group statements and remitting group fees. The State 
Retirement System is the Health Benefits Representative for retired 
·members." 

Section 19. G.S. 135-40.2(b)(2a) reads as rewritten: 
"(2a) For enrollments after September 30, 1986, former members of the 

General Assembly if covered under the Plan at termination of 
membership in the General Assembly. To be eligible for coverage ... 
as a former member of the General Assembly, application must· ,_ 
be made within 30 days of the. end of the term of office. Only.· . ·. · 
members of the General Assembly covered by the Plan at the end . ·-:· · .. . · · 
of the term of office are eli~ible. If application is not made :;•·,., . • 
within the specified time period, the member forfeits eligibility." ·,. · , .. " . . · 

Section 20. G.S. 135-40.2(b)(5) reads as rewritten: 
"(5) The spouses and eligible dependent children of enrolled teachers, .. , 

State employees, retirees, former members of the General 
Assembly, former employees covered by the provisions of G.S. 
135-40.2(a)(6), Disability Income Plan beneficiaries, enrolled 
continuation members, and members of the General Assembly. 
Spouses of surviving dependents are not eligible, nor are 
dependent children if they were not covered at the time of the 
member's death. Surviving spouses may cover their dependent 
children provided the children were enrolled at the time of the 
member's death or enroll within 30 days of the member's death." 

Section 21. G.S. 135-40.2(b)(6) reads as rewritten: 
11 (6) Blind persons licensed by the State to operate vending facilities 

under contract with the Department of Human Resources, 
Division of Services for the Blind and its successors, who are: 
a. Operating such a vending facility; 
b. Former operators of such a vending facility whose service as 

an operator would have made these operators eligible for an 
early or ~ervice retirement allowance un.der Article 1. of this 
Chapter had they been members of the Retirement System; • 
and 
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c. Former operators of such a vending facility who attain five 
or more years of service as operators and who become 
eligible for and receive a disability benefit under the Social 
Security Act upon cessation of service as an operator. 

Spouses, dependent children, surviving spouses, and surviving 
dependent children of such members are not eligible for 
coverage." 

Section 22. G.S. 135-40.2(b)(4a) is repealed. 
Section 23. G.S. 135-40.2(b)(10) reads as rewritten: 
"(10) Any eligible dependent child of the deceased retiree, teacher, 

· State employee, 6f' member of the General Assemely, Assembly, 
former member of the General Assembly, or Disability Income 

13 Plan beneficiai:y, provided the child was covered at the tiine of 
14 death of the retiree, teacher, State employee, 6f' member of the 
15 General Assemely Assembly, former member of the General 
16 Assembly, or Disability Income Plan beneficiary, ( or was in posse 
17 at the time and is covered at birth under this Part), or was 
18 covered under the Plan on September 30, 1986. Any eligiele 
19 spettse ef dependent dtild ef e pefsen eligiele. ttn:def sttediYisien 
20 (8) ef this sttesectien if the spettse er dependent child v.1t1s 
21 enreHed eefefe Octeeef 1, 1986. An eligible surviving dependent 
22 child can remain covered until age 19, or age 26 if a full-time 
23 · student, or indefinitely if certified as incapacitated under G.S. 
24 135-40.1(3)b." 
25 Section 24. G.S. 135-40.2(c) reads as rewritten: 
26 "(c) No person shall be eligible for coverage as en empleyee er fetifed empleyee 
27 end es ft dependent ef en empleyee ef fetifed emr,leyee et the seme time. a 
28 dependent if eligible as an employee or retired employee, except when a spouse is 
29 eligible on a fully contributoi:y basis. In addition, no person shall be eligible for 
30 coverage as a dependent of more than one employee or retired employee at the same 
31 time." 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

Section 25. G.S. 135-40.2(d) reads as rewritten: 
"(d) Former employees who are receiving disability retirement benefits or 

disability income benefits pursuant to Article 6 of Chapter 135 of the General 
Statutes, provided the former employee has at least five years of retirement 
membership service, shall be eligible for the benefit provisions of this Plan, as set 
forth in this Part, on the seme eesis es ft fetifed empleyee. a noncontributory basis. 
Such coverage shall terminate as of the end of the month in which such former 
employee is no longer eligible for disability retirement benefits or disability income 
benefits pursuant to Article 6 of this Chapter." 

Section 26. G.S. 135-40.2 is amended by adding a new subsection to 
read: 

"(i) Any employee receiving benefits pursuant to Article 6 of this Chapter when 
the employee has less than five years of retirement membership service, or an 
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1 employee on leave without pay due to illness or injury for up to 12 months, is 
2 entitled to continued coverage under the Plan for the employee and any eli~ible 
3 dependents by paying one hundred percent (100%) of the cost." 
4 Section 27. G.S. 135-40.2(g) reads as rewritten: 
5 "(g) An eligible surviving spouse and any eligible surviving dependent child of a · 
6 deceased retiree, teacher, State employee, M- member of the General t\:ssemely 
7 Assembly, former member of the General Assembly, or Disability Income Plan 
8 beneficiary shall be eligible for group benefits under this section without waiting 
9 periods for preexisting conditions provided coverage is elected within 90 days after 

10 the death of the former plan member. Coverage may be elected at a later time, but 
11 will be subject to the 12-month waiting period for preexisting conditions and will be 
12. effective the first day of the month following receipt of the application." 
13 Section 28. G.S. 135-40.3(b)(4) reads as rewritten: 
14 "(4) Employees and dependents reeHreHed enroHing or reenrolling 
15 · within 12 months after a termination of eHreHmeHt, enrollment or 
16 employment, that were not enrolled at the time of this previous 
17 termination, regardless of the employing units involved, shall noL. 
18 be considered as newly-eligible employees or dependents for the' . 
19 purposes of waiting periods and preexisting conditions. 

• 
. . 

20 Employees and dependents transferring from optional prepaid . , . .- , , 
21. plans in accordance with G.S. 135-39.5B; employees· and·t :: 
22 dependents immediately;·. returning to service from an employing:. · • 
23 unit's approved periods: of leave ·without pay for illness, injur:y,_;:, -. , . . . · 
24 educational improvement, workers' :compensation, parentak; : .. 
25 duties, or for military reasons; employees and · dependents-· ·-,,. 
26 immediately returning to service from a reduction in: an. . 
27 employing unit's work force; retiring employees and dependents·., 
28 reenrolled in accordance with G.S. 135-40.3(b)(3); formerly-
29 enrolled dependents reenrolling as eligible employees; formerly-
30 enrolled employees reenrolling as eligible dependents; and 
31 employees and dependents reenrolled without waiting periods 
32 and preexisting conditions under specific rules and regulations 
33 adopted by the Executive Administrator and Board of Trustees in 
34 the best interests of the Plan shall not be considered 
35 reenrollments for the purpose of this subdivision. Furthermore, 
36 employees accepting permanent, full-time appointments who had 
37 previously worked in a part-time or temporary position and their 
38 qualified dependents shall not be covered by waiting periods and 
39 preexisting conditions under this division provided enrollment as 
40 a permanent, full-time employee is made when the employee and 
41 his dependents are first eligible to enroll." 
42 Section 29. · G.S. 135-40.3(c)(3) reads as rewritten: _ 
43 "(3) Employees and retired employees may change from individual or 
44 parent/child{ren) coverage to parent/child{ren) or family coverage • 
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or add dependents . to existmg family or parent/child(ren) 
coverage upon acgmrmg a dependent without a waiting period 
for preexisting conditions, and such dependents will be covered 
under the Plan the first of the month or the first of the second 
month following the dependent's eligibility for coverage, provided 
ttpeft" written application et eny time &Mer eequiring ft dependent, 
end sue:h dependent ·wm ee eo"lered under t:he Plen eeginning t:he 
first of t:he ne:X:t eelender mont:h following reeeipt of . sue:h 
epplieetion ey t:he Cleims Proeessor. is submitted to the Health 
Benefits Representative within 30 days of becoming eligible." 

- Section 30. G.S. 135-40.3(c)(4) reads as rewritten: 
. "(4) Employees or retired employees who wish to change from family 

coverage to parent/childfren) or individual or from 
parent/child(ren) to individual coverage shall give written notice 
to t:he Cleims Proeessor within 31 their Health Benefits 
Representative within 30 days after any change in the status of 
dependents, (resulting from death, divorce, etc.) ¥1•:h:ie:h: that 
requires a change ft-om family eo·•.,ere:ge to individue:l eo·t'ere:ge. in 
contract type. The effective date will be the first of the month 
following the dependent's ineligibility event. If notification was 
not made within the 30 days following the dependent's 
ineligibility event, the dependent will be retroactively removed 
the first of the month following the dependent's ineligibility 
event, and the coverage type change will be the first of the month 
following written notification, except in cases of death, in which 
case the coverage type change will be made retroactive to the first 
of the month following the death." 

Section 31. G.S. 135-40.3(c) is amended by adding two new subdivisions 

".(fil Employees or retired employees who wish to change from family 
to parent/child(ren) or individual coverage or from 
parent/child(ren) to individual coverage, even though their 
dependents continue to be eligible, shall give written notification 
to their Health Benefits Representative. Effective date of this 
type change will be the first of the month following written . 
notification or any first of the month thereafter as desired by the 
employee. 

ill The effective date for newborns or adopted children will be date 
of birth, date of adoption, or placement with adoptive parent 
provided member is currently covered under a family or 
parent/child(ren) coverage. If the member wishes to add a_ 
newborn or adopted child and is currently enrolled on individual 
coverage, the member must submit application for coverage and a 
coverage type change within 30 days of the child's birth or date 
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of adoption or placement. Effective date for the covera~e type 
chan~e is the first of the month in which the child is born, 
adopted, or placed. Adopted children may also be covered the 
first of the month followin~ placement or adoption." 

Section 32. G.S. 135-40.ll(a)(7) reads as rewritten: 
"(7) The last day of the month in which an employee who is 

Medicare-eligible selects Medicare to be the primary payer of 
medical · benefits. Coverage for a Medicare-eligible spouse of an 
employee -shall also cease the last day of the month in which 
Medicare is selected to be the primary payer of medical benefits 
for the Medicare-eligible spouse. Such members are eligible to 
apply for conversion coverage. 11 

Section 33. G.S. 135-40.ll(b) is amended by adding a new subsection to 
read: 

"(bl) Coverage under the Plan as a surviving dependent child whether covered as. 
a dependent of a surviving spouse, or as an individual member (no living parent), ; 
ceases when the child ceases to be a dependent child as defined by G.S. 135-40.1(3) ,,> 
except coverage may continue under the Plan on a fully contributory basis for a i - . 

period of not more than 36 months after loss of dependent status." 
Section 34. G.S. 135-40.ll(c)(l) reads as rewritten: 
"(1) In the event of termination for any reason other than· death,.:· 

coverage under the Plan for an employee and his or her ·eligible.,· .• 
spouse or dependent children, provided; the eligible; spouse· or .. :­
dependent children were covered under the Plan at termination- . •. 
of employment er ¥.'Elfe eo¥eree on Septemeer 30, 1986, may be;.> 
continued for a period of not more than 18 months following 
termination of employment on a fully contributory· basis. 
Employees who were covered under the Plan at termination. ·of , 
employment may be continued for a period of not more than 18 
months or 29 months if determined to be disabled under the 
Social Security Act, Title II, OASDI or Title XVI, SSL" 

Section 35. G.S. 135-40.1 l(h) reads as rewritten: 
"(h) Continuation coverage under this Plan shall not be continued past the 

occurrence of any one of the following events: 
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(1) The termination of the Plan. 
(2) Failure of a Plan member t_o pay monthly in advance any 

(3) 

(4) 

required premiums. 
A memeer person becomes a covered employee or a dependent 
of a covered employee under any group health plan er, in the 
eftse of ft Sttf¥ir.fing spottse, when the Sttf¥iviftg spottse t=emftrries 
a.He eeeemes eeverecl uncler ft grettp heftlth plftn. and that group 
health plan has no restrictions-or limitations- on benefits.• . 
A member person becomes eligible for Medicare benefits. benefits 
on or after the effective date of the continuation coverage. 
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ill The person was determined to be no longer disabled, provided 
the 18-month coverage was extended to 29 months due to having 
been determined to be disabled under the Social Security Act. 
Title II, OASDI or Title XVI, SSL 

ill The person reaches the maximum applicable continuation period 
of 18, 29. or 36 months." 

Section 36. G.S. 135-40.6(8)i. reads as rewritten: 
"i. Physical Therapy: Recognized forms of physical therapy for 

restoration of bodily function, provided by a doctor, 
hospital, er ey ft licensed professional pllysietherftpist. 
physiotherapist. or certified physical therapy assistant. No 
benefits are provided for eye exercises or visual training. 0 

Section 37. G.S. 135-40.6(8)r. reads as rewritten: 
"r. Occupational Therapy: Recognized forms of occupational 

therapy provided by a doctor, hospital, er ey ft licensed 
professional occupational therapist, or certified occupational 
therapy assistant to restore fine motor skills for the 
resumption of bodily functions." 

Section 38. (a) G.S. 135-40.6(8)0. reads as rewritten: 
"o. Foot Surgery: Adi feet Foot surgery on bones and jeiHts iH 

eJteess ef eHe tllettsftH:d dellftrs ($1,000), eJteept fef: 
emergeHeies, slleH reEJ:ttife prier ftJ'prevftl frem tlle Claims 
Preeesser. joints." 

(b) G.S. 135-40.6A(a)(7) is repealed. 
Section 39. G.S. 135-40.6A(b}(5) and G.S. 135-40.6A(b)(6) are repealed. 
Section 40. G.S. 135-40.3(b)(5) reads as rewritten: · 
"(5) To administer the 12-month waiting period for preexisting 

conditions under this Article, the Plan must give credit against 
the 12-month period for the time that a person was covered 
under a previous plan if the previous plan's coverage was 
continuous to a date not more than 6G 63 days before the 
effective date of coverage. As used in this subdivision, a 'previous 
plan' means any policy, certificate,. contract, or any other 
arrangement provided by any accident and health insurer, any 
hospital or medical service corporation, any health maintenance 
organization, any preferred provider organization, any multiple 
employer welfare arrangement, any self-insured health benefit 
arrangement, any governmental health benefit or health care plan 
or program, or any other health benefit arrangement." 

Section 41. This act becomes effective July 1, 1997. 

House Bill 435 Page 17 
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July 16, 1997 

MEMORANDUM 

TO: 

FROM: 

RE: 

Members of the House Insurance Committee 

Linda Attarian, Staff Attorney 

Senate Bill 273 Mastectomy/Hospital Stay 
Primary Sponsor: Senator Forrester 

Senate Bill 273 requires each entity providing coverage for a mastectomy, including 
coverage for postsurgery inpatient care, to ensure that the physician, in consultation with the 
patient, makes the decision as to whether to discharge. The discharge plan must ensure that the 
length of hospitalization is based on the individual patient's unique characteristics, including 
health and medical history. 

Background Information: 

Other States: To date, twelve states have enacted laws addressing outpatient mastectomies. Four 
states mandate a specific inpatient length of stay for which insurers must pay, (typically 48 
hours), three states leave the decisions to patients and their doctors, two states stipulate 
hospitalization when it's "medically necessary", while one state (Maine) requires that a physician 
determine that the stay is medically appropriate in order to get coverage. 

Description of the medical procedure: 
A mastectomy can affect women of all ages, however most are older than 60. The term refers 

to a range of surgical procedures relating to the removal of breast tissue, which include: 
• lurnpectomy - the tumor and some adjacent tissue is removed. It is usually done with local 

anesthetic and is usually performed on an outpatient basis. 
• segmental - removal of a wedge of the breast, including the tumor and the lobe where the 

tumor is found. 
• simple - removal of one entire breast. 
• modified radical - involves the removal of the entire breast pTus the lymph nodes in the 

underarm area. 
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• radical - removal of a breast, underarm lymph nodes, and part of the underlying chest muscle. 
This procedure is the most evasive. 

Position of the American Association of Health Plans: 
Clinical protocols for HMOs typically have guidelines that call for outpatient mastectomies 

as a "best-case" scenario. Despite this guideline, mastectomy patients are usually hospitalized 
for 24 hours. The American Association of Health Plans (AAHP) conducted a survey of 1,000 
plans across the country last year and did not find any who were mandating that mastectomies be 
done without an overnight hospital stay, however they did say that there may have been isolated 
instances when physicians felt pressured to do so. In their report, AAHP issued this statement: 
"It is the policy of the American Association of Health Plans that the decision about whether 
outpatient or inpatient care best meets the needs of a woman undergoing removal of a breast 
should be made by the woman's physician after consultation with the patient. As a matter of 
practice physicians should make all medical treatment decisions based on the best available 
scientific information and the unique characteristics of each patient." 
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provide coverage tbr breast reconstruction. 

1n roost cases, the legislation clearly states that the coverage is limited to the treatment of breast 
cancer. Some of the bills contain provisions regarding the disclosure of these benefits to wo~n. 

While the mastectomy length ofst.ay legislation resemhles the drive thni delivery legislation, popular 
during the 1995 and 1996 legislative, there is a difference. The proposed minimum reimbursable 
length uf irtay fur ma~ctumieis its not standard. While 48 wurs appears tu be the favored option, bills 
have been introduced that would require coverage for 24, 48, 72, and 96 to 100 hours of inpatient 
care following surgery. In addition bills have been introduced requiring coverage fur an appropriate 
length of stay, a medically necessary length of stay, and a length of stay determined by a physician. 

And the differences in tho longth of stay provisions arc not just occurring nmong states but nlso within 
the individual stateoouses themselves. For example, Connecticut lawmakers have introduced bills fur 
48, 72, 96-100 hours, ~dically necessary care and a length of stay detennined by a physician. For 
nx>re details refer to the chart below. 

( 1) Johannes, L, More HMOs Order Outpatient Mastectomies, The Wall Street Journal, Wednesday, 
November 6, 1996. 

1997 MASTECTOMY LEGISLATION 

Note: An 11X11 marks states that have introduced a bill(s) in 1997 but the measure has not moved out 
of the chamber of introduction. For those states where lawmakers have been able to move a bill out of 
t he bamb f . . n1 he bills ha II • II • l ded C ero on~ o yt t t are moving are me u 
STATE STATE ACTIVITY 1997 BILLS 1997 

Laws. Ree:ulations) !BJLL STATUS 
~ABAMA -- S 224 (reconstructive Passed Senate 

surgery) 
AT.ASK A -- - --
ARIZONA -- S 1459 ( 48 hours) Passed Senate 
/\RK.ANSAS -- S l!MJ Passed Senate 

( 48 hours. breast 
reconstructive sur~rv) 

CALIFORNIA X ---
(48 oours) 

COLORADO --- - --
CONNECTICUT -- X --

( 48, 92, 96 to 100 
hours, medically 
necessary care. 

physician/patient 
tli=umnirn:tl LOS, 

breast reconstruction, 
post-mastectomy 

breast reconstruction) 

http://www.hpts.org/HPTS97 /other.nst13 63 cac6f2aa7 42dc85 2563 b200 lf71 nn76dd30 5aa0a4447'8m!946b007 
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DELAWARE 
FLORIDA 

k1EORGIA 

aAWAII 

IDAHO 
tn..LINOIS 

INDIANA 

IOWA 

KANSAS 

KENTUCKY 
LOUISIANA 

!MAINE 

MARYLAND 

MASSACHUSETTS 

MTCHIGAN 
MINNESOTA 

MISSISSlPPI 

MISSOURI 

MONTANA 
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-- -
-- X 

(reconstructive 
surgery, modionlly 
necessary LOS, 48 

hours) 

-- X 
(48 oours) 

-- X 
(reconstructive 

surgery, study on 
coverage of 

reconstructive sur~ery) 
-- -
-- S 711 

(96 hours) 
-- H 1684 

'reconstructive surgery' 
-- X 

(48 OOUJlj) 

-- H2297 
, 
reconstructive suraerv 

-- -
-- X 

(48 hours, 
reconstri.1ctive surgery) 

-- X 
(48 hours, 

reconstructive sur~~) 
-- S 117 

(48 oours) 

-- X 
(physician/patient 
determine LOS, 

reconstructive surgery, 
48 hours) 

-- --- X 
( 48 houllj, ¥unnnary on 

inpatient care) 
-- X 

(48 hours) 

-- X , 
reconstructive surgery· 

-- S 324 
(physician/patient 
determined LOS, 

--
--

--
--

--
Passed Senate 

Passed House 

--
--
--
--

--

Passed Senate 

--

--
--

--
--

Passed Senate 

Page BBT 
Page 6 of8 .. 
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NEBRASKA 
NEV.ADA 
NEW HAMPSHlRE 
NEW JERSEY 

NEWMEXICO 

~WYORK 

NORTH 
8AROLINA 

NORTH DAKOTA 
omo 

OKLAHOMA 

OREGON 

rPENNSYL V M.TJ.A 

RHODE ISLAND 

SOUTII 
CAROLINA 
SOUTH D.AKOTA 
TENNESSEE 

rrEXAS 

UTAH 
VERMONT 
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breast reconstruction) 
-- -
-- -
-- -
-- S 1704 

(72 hours) 

S 1783 
; rcconatructive surgery' 

-- S 964 
(48 oours) 

S 11 (97) S 11 
provider/patient (provider/patient 

determined determined) 
S 761 (97)- S 761 

reconstruction (breast reconstruction) 
-- S 273 

(physician/patient 
determined LOS) 

-- -
-- X 

(prohibits requiring 
out-patient 

mastectomies, 48 
hours) 

-- X 
(48 oours) 

-- X 
(breast reconstruction, 

48 hours) 
-- X 

(breast reconstruction, 
physician determined 

LOS) 
-- S38 

(48 hours) 
-- S 16 

(24 hours) 
-- -
-- X 

(breast reconstruction, 
48 hours) 

-- X 
(recunstructive 

sur~rv. 48 hours) 
-- -
-- -

--
--
--

Passed Both 
Houses 

Passed Both 
Houses 

Passed Senate 

Enacted 

Enacted 

Pt1:s:si,tl Si,u.111.c:, 

--
--

--
--

--

Passed Senate 

Passed Senate 

--
--

--

--
--

Page BBB 
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VIRGINIA 

WASHINGTON 

!WEST VIRGL\i~ 

WISCONSIN 

WYO~G 
rrOTAL STATES 
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\, 

Page 809 

Page 8 of8 ~ 

-- X --
(reconstructive 

surgery, 48 hours) 
-- X --

(physician/patient 
determine LOS) 

-- X --
(breast reconstruction) 

--- X --
(breast reconstruction. 

48 hours) 

-- - --
1 state 36 states --

Source; Health Policy Tracking Service, April 1997. 
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The Honorable James S. Forrester 
North Carolina State Senate 
State Legislative Building 
16 West Jones Street 
Raleigh, North Carolina 

Dear Dr. Forrester: 

March 5, 1997 

In response to your request for the fiscal impact of Senate Bill 273, Inpatient 
Hospital Stays for Mastectomies, introduced by you, upon the Teachers' and State 
Employees' Comprehensive Major Medical Plan, the following is provided. As we read 
Senate Bill 273, it only applies to commercial accident and health insurers, hospital 
medical and service corporations (Blue Cross and Blue Shield), he~· :h maintenance 
organizations (HMOs), multiple employer welfare arrangements (MEWAs), and all other 
health benefit programs subject to Chapter 58 of the General Statutes. Consequently, it 
doesn't appear that the provisions of Senate 273 cover the self-insured indemnity 
program (i.e., $250 annual deductible, 20% coinsurance up to $1,000 annually, etc., paid 
by Plan members) of the Teachers' and State Employees' Comprehensive Major Medical 
Plan. In fact, Senate Bill 273 does not need to include the State Employee Plan's 
indemnity program since an inpatient admission is controlled by an attending physician 
and since its inpatient hospital charges are reimbursed on the basis of diagnosis related 
groupings (DRGs), or per case amounts, and not entirely on lengths-of-stay. As an 
example, the indemnity program's DRG for a total mastectomy for malignancy without 
complications covers a hospital stay of up to 5 days. The program's arithmetic mean 
length-of-stay for this particular DRG is 2.10 days. In other words, a hospital's 
reimbursement for this DRG for this fiscal year is $5,055 (0.8562% of $5,904) whether 
the length-of-stay is 3 days, 5 days, or a day. Discharge during this period is a joint 
decision of the attending physician, the patient, and the hospital. Should medical 
complications arise, the DRG's length-of-stay can be extended upon advice of the 
attending physician and the reimbursable amount for the hospital is increased 
accordingly. 

Although Senate Bill 273 affects health maintenance organizations (HMOs) 
licensed to do business in the State, the bill would not affect the costs to the State 
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Employee Plan for two reasons. First of all, employer costs to the State for the Plan are 
based upon the premium costs of the Plan's indemnity program. Even though the Plan 
includes twelve HMO alternatives, premium costs for these alternatives that exceed the 
employer premium costs for the Plan's indemnity program are required to be paid for by 
employees choosing an HMO option. Secondly, the Plan's twelve HMO alternatives 
require that all medical services be provided by, approved by, or otherwise controlled by 
a patient's primary care physician participating in the HMO. Consequently, it appears 
that the HMOs involved in the State Employee Plan already comply with the provisions 
of Senate Bill 273. 

If you should need anything further on this matter, please let us know. 

Sincerely, 

Sam Byrd 
Senior Fiscal Analyst 

SB:ap 
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SESSION 1997 

SENATE BILL 273 

Short Title: Mastectomy/Hospital Stay. 

Sponsors: Senators Forrester; Cochrane, Hoyle, Lucas, and Perdue. 

Referred to: Pensions & Retirement and Insurance. 

March 3, 1997 

1 

(Public) 

1 A BILL TO BE ENTITLED 
2 AN ACT PERTAINING TO THE COVERAGE OF POSTMASTECTOMY 
3 INPATIENT CARE UNDER HEALTH INSURANCE PLANS. 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 

The General Assembly of North Carolina enacts: 
Section 1. Chapter 58 of the General Statutes is amended by adding the 

following new section to read: 
"§ 58-3-171.1. Coverage for postmastectomy inpatient care. 

(a) Every entity providing a health benefit plan that provides coverage for 
mastectomy, including coverage for postmastectomy inpatient care, shall ensure that 
the decision whether to discharge the patient following mastectomy is made by the 
attending physician in consultation with the patient, and shall further ensure that the 
length of postmastectomy hospital stay is based on the unique characteristics of each 
patient taking into consideration the health and medical history of the patient. 

(b) As used in this section, 'health benefit plans' means accident and health 
insurance policies or certificates: nonprofit hospital or medical service corporation 
contracts: health, hospital, or medical service corporation plan contracts: health 
maintenance organization (HMO) subscriber contracts: and plans provided by a 
MEW A or plans provided by other benefit arrangements, to the extent permitted by 
ERISA." 

Section 2. This act is effective when it becomes law and applies to health 
benefit plans issued, renewed, or amended on and after that date. 
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SESSION 1997 

SENATE BILL 843 

2 

Pensions & Retirement and Insurance Committee Substitute Adopted 4/29/97 

Short Title: Insurance Technical Changes. (Public) 

Sponsors: 

Referred to: 

April 15, 1997 

1 A BILL TO BE ENTITLED 
2·- AN ACT TO REPEAL OBSOLETE LAWS AND MAKE TECHNICAL AND 
3 CLARIFYING AMENDMENTS AND CORRECTIONS IN VARIOUS 
4 INSURANCE STATUTES; AND TO EXTEND THE EXPIRATION DATE OF 
5 THE 1986 RISK SHARING PLAN LAW. 
6 The General Assembly of North Carolina enacts: 
7 PART I. REPEALS OF OBSOLETE PROVISIONS. 
8 Section 1. G.S. 58-2-120, 58:-3-125, 58-6-10, 58-7-150, and 58-41-35 are 
9 repealed. 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

Section 2. Article 47 of Chapter 58 of the General Statutes, the North 
Carolina Health Care Excess Liability Fund, which includes G.S. 58-47-1, 58-47-5, 58-
47;.10, 58-47-15, 58-47-20, 58-47-25, 58-47-30, 58-47-35, 58-47-40, 58-47-45, and 58-47-
50, is repealed. 

Section 3. Article 68 of Chapter 58 of the General Statutes, the North 
Carolina Health Insurance Trust Commission, which includes G.S. 58-68-1, 58-68-5, 
58-68-10, 58-68-15, and 58-68-20, is repealed. 

Section 4. G.S. 120-123(55) and (65) are repealed. 
Section 5. G.S. 58-36-15(e) reads as rewritten: 

"(e) The Commissioner may require the filing of supporting data including: 
(1) The Bureau's interpretation of any statistical data relied upon; 
(2) Descriptions of the methods employed in setting the rates; 
(3) Analysis of the incurred losses submitted on an accident year or 

policy year basis into their component parts; to wit, paid losses, 
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23 
24 
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(4) 
(5) 
(6) 
(7) 

· .reserves for losses and loss expenses, and reserves for losses 
incurred but not reported; 
The total number and dollar amount of paid claims; 
The total number and dollar amount of case basis reserve claims; 
Earned and written premiums at current rates by rating territory; 
Earned premiums and incurred losses according to classification 
plan categories; and 

(8) Income from investment of unearned premiums and loss and loss 
expense reserves generated by business within this State. 

Pferfided, h:eawev:ef, th:e:t widt fCSf>Cet te ettsiness written f>A0f te JO:fttlaf'Y 1, 1989, th:e 
Cemmissienef sh:e:11 net fCt,:uife th:e filing ef sueh: Sti:f>J'8fting date: wh:ieh: h:as net eeen 
fet,:uifed te ee reeefded undef stetistiee:1 f>lans O:J'f>fer;ed ey tlie Cenunissiener. 11 

Section 6. G .S. 58-3-115 reads as rewritten: 
11 § 58-3-115. Twisting with ,respect to insurance policies; penalties. 

No insurer shall make or issue, or cause to be issued, any written or oral statement 
that willfully misrepresents or willfully makes an incomplete comparison as to the 
terms, conditions, or benefits contained in any policy of insurance for the purpose of 
inducing or attemp_ting to induce a policyholder in any way to terminate or 
surrender, exchange, or convert any insurance policy. Any person who violates this 
section is subject to the provisions of G.S. 58 2 79, 58 3 99 tlifeugli 58 3 199, and 
58 "3 125. G,S, 58-2-70 or G.S. 58-3-100. 11 

Section 7. G.S. 58-30-75(7) reads as rewritten: 
11 (7) Without first obtaining the written consent of the Cemmissienef 

pti:fSttant te G.S. 58 7 159, Commissioner, the insurer has (i) 
25 transferred, or attempted to transfer, in a manner contrary to 
26 Article 19 of this Chapter, substantially its entire property or 
27 business, or (ii) has entered into any transaction, the effect of 
28 which is to merge, consolidate, or reinsure substantially its entire 
29 property or business in or with the property or business of any 
30 other person. 11 

31 Section 8. G.S. 58-41-40(a) reads as rewritten: 
32 11 (a) There is no liability on the part of and no cause· of action for defamation or 
33 invasion of privacy arises against any insurer or its authorized representatives, agents, 
34 or employees, or any licensed insurance agent or broker, for any communication or 
35 statement made, unless shown to have been made in bad faith with malice, in any of 
36 the following: 
37 (1) 
38 
39 
40 
41 
42 
43 

(2) 

Page 2 

A written notice of cancellation under G.S. 58 41 15, G.S. 58-41-15 
QI of nonrenewal under G.S. 58-41-20, ef ef eessatien ef ettsiness 
tlifeugli an e:geney ttndef G .S. 58 41 35, specifying the reasons 
tlierefef; for cancellation. 
Communications providing information pertaining to S\i:eft­
eaneellatien, nenfenewal, 8f eesse:tien ef ettsiness tlifettgli e:n 
ageney; the cancellation or nonrenewal. 
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1 
2 
3 
4 
5 PART Il. 
6 2-50. 

(3) Evidence submitted at any court proceeding, administrative 
hearing, or informal inquiry in. which s1:1ch canceUation, 
noMenewal, Of cessation of a1:1siness thfottgh an agency the 
cancellation or nonrenewal is an issue." 

AMENDMENTS NECESSARY BECAUSE OF 1995 REWRITE OF G.S. 58-

7 Section 9. G.S. 58-34-20) reads as rewritten: 
8 "G) The Commissioner shall disapprove any such contract that: 
9 (1) Does not. contain the required contract provisions specified in 

10 subsection (d) of this section; 
11 (2) Subjects the insurer to excessive charges for expenses or 
12 commission; 
13 (3) Vests in the MGA any control over the management of the affairs 
14 of t~ insurer to the exclusion of the board of directors of the 
15 insurer; 
16 (4) Is entered into with any person if the person or its officers and 
17 directors are of known bad character or have been affiliated 
18 directly or indirectly through ownership, control, management, 
19 reinsurance transactions, or other insurance or business 
20 relationships with any person known to have been involved in the 
21 ·. improper manipulation of assets, accounts, or reinsurance; or 
22 (5) Is determined by the Commissioner to contain provisions that are 
23 not fair and reasonable to the insurer. 
24 Failure of the Commissioner to disapprove any such contract within 30 days after the 
25 contract has been filed with the Commissioner constitutes the Commissioner's 
26 approval of the contract. An insurer may continue to accept business from Sttelt the 
27 person until the Commissioner disapproves the contract. Any disapproval shall be i_n 
28 writing. The Commissioner may, after a hearing hele ttneef G.S. 58 2 SO, notice and 
29 an opportunity for a hearing. withdraw approval of any contract the Commissioner 
30 has previously approved upon finding that the basis of the original approval no 
31 longer exists or that the contract has, in actual operation, shown itself to be subject to 

. 32 . disapproval ·on any of the grounds in this subsection." 
33 Section 10. G.S. 58-34-15(b) reads as rewritten: 

. 34 "(b) If the Commissioner disapproves any management contract, netiee ef s1:1eh 
35 aetion shaH ae ,gi"len to the insttfef assigning the fettsons thefefof in wfiting. the 
36 Commissioner shall fUVe notice of, and written reasons for, the disapproval to the 
37 insurer, The Commissioner shall grant any party to the contract a hearing upon 
38 feqttest accofeing to G.S. 58 2 50. request," 
39 Section 11. G.S. 58-40-100 reads as rewritten: 
40 
41 
42 
43 
44 

"§ 58-40-100. Request for review of rate, rating plan, rating system or underwriting 
rule. 

(a) Any person aggrieved by any rate charged, rating plan, rating system, or 
underwriting rule followed or adopted by an insurer or rating organization may 
request in writin~ that the insurer or rating organization to- review the manner in 

Senate Bill 843 Page 3 
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· 1 which the rate, plan, system, or rule has been applied with respect to it1sttfet1ee 
2 afferded him. Stteh rettttest may ee made t,y his etttheri2ed t1epreset1teti"+•e, et1d sheH 
3 ee iB writing. the person's insurance. The person's authorized representative may 
4 make the reguest. If the request is not granted within 30 days after it is made, the 
5 requestor may treat it as rejected. Any person aggrieved by the action of an insurer 
6 or ratmg organization in refusing the review requested or in failing or refusing to 
7 grant all or part of the relief requested, may file a written complaint and request for 
8 hearing with the Commissioner, and shall specify the grounds relied upori. If the 
9 Commissioner has information concerning a similar eemplaiflt he . complaint, the 

10 Commissioner may deny the hearing. If the Commissioner believes that probable 
11 cause for the complaint does not exist or that the complaint is not made in good 
12 faith, he the Commissioner shall deny the hearing. If the Commissioner finds that the 
13 complaint charges a violation of this Article and that the complainant would be 
14 aggrieved if the violation i~ proven, he the Commissioner shall proceed as provided 
15 in G.S. 58 2 SO er 58-2-70. 
16 (b) Repealed by Session Laws 1985 (Regular Session, 1986), c. 1027, s. 15." 
17 Section 12. G.S. 58-42-1 reads as rewritten: 
18 "§ 58-42-1. Establis~ent of plans. 
19 If the Commissioner finds, after a hearit1g held in aeeerdaaee with G.S. 58 2 SO, 
20 hearinK, that in all or any part of this State, any amount or kind of insurance 
21 authorized by G.S. 58-7-15(4) through G.S. 58-7-15(22) is not readily available in the 
22 voluntary market and that the public interest requires the availability of that . 
23 insurance, he the Commissioner may either: 
24 (1) Promulgate plans to provide insurance coverage for any risks in 
25. this State that are, based on reasonable underwriting standards, 
26 entitled to obtain but are otherwise unable to obtain coverage; or 
27 (2) Call upon insurers to prepare plans for his the Commissioner's 
28 approval." · 
29 Section 13. G.S. 58-45-50 reads as rewritten: 
30 ".§ 58-45-50. Appeal from acts of Association to Commissioner; appeal from 
31 Commissioner to superior court. 
32 Any person or any insurer who may be aggrieved by an act, ruling or decision of 
33 the Association other than an act, ruling or decision relating to the cause or amount 
34 of a claimed loss, may, within 30 days after stteh rttling the rulinK, appeal to the 
35 Commissioner. Any hearings held by the Commissioner pttrsttant te sueh. an under 
36 the appeal shall be in accordance with the preeedure set ferth in G.S. 58 2 SO: rules 
37 adopted by the Commissioner: Provided, however, the Commissioner is authorized 
38 to appoint a member of his the Commissioner's staff as deputy commissioner for the 
39 purpose of hearing stte¼t those appeals and a ruling based upon stte¼t the hearing SftftH. 
40 htt¥e has the same effect as if heard by the Commissioner. All persons or insureds 
41 aggrieved by any order or decision of the Commissioner may appeal as is- provided ey 
42 the preYisiens ef in G.S. 58-2-75. 
43 No later than 20 days before each hearing, the appellant shall file with the 
44 Commissioner or his the designated hearing officer and shall serve on the appellee a 
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1 written statement of e the appellant's case and any evidence he that the appellant 
2 intends to offer at the hearing. No later than five days before sttelt the hearing, the 
3 appellee shall file with the Commissioner or e the designated hearing officer and 
4 shall serve on the appellant a written statement of e the appellee's case and any 
5 evidence he that the appellee intends to offer at the hearing. Each sttelt hearing shall 
6 be recorded and transcribed. The eest ef sttelt ,eee,dhtg end trense,ieing shell ee 
7 eeme etttteHy ey the eppeHent fffld eppeHee; p,e .. 1:i.ded thet The appellant and 
8 appellee shall share the cost of recordin~ and transcribin~ eg_ually: however, upon any 
9 final adjudication the prevailing party shall be reimbursed fore that party's share of 

10 sttelt the _costs by the other party. Each party shall, on a date determined by the 
11 Commissioner or e the designated hearing officer, but not sooner than 15 days after 
12 delivery of the· completed transcript to the party, submit to the Commissioner or e 
13 the designated hearing officer and serve on the other party, a proposed order. The 
14 Commissioner ore !!ls designated hearing officer shall then issue an order." 
15 Section 14. G.S. 58-45-70 reads as rewritten: 
16 "§ 58-45-70. Com.missioner may examine affairs of Association. 
17 The Commissioner may from time to time make an examination into the affairs of 
18 the Association. when he the Commissioner deems it to be pfttdent end in 
19 ttneerteking stteh elfeminetien he prudent, and as part of the examination the 
20 Commissioner may hold a public hee,ing pttfsttent te the p,e"lisiens ef G.S. 58 2 SO. 
21 ·. hearin~. The 9Penses ef stteh elfeminetien shell ee ee,ne end peid ey the 
22 .hssee:i.etien. The Association shall pay the expenses of the examination. 11 

23 Section 15. G.S. 58-46-20(c) reads as rewritten: 
24 11 

( c) The Commissioner may designate the kinds of property insurance policies on 
25 principal residences to be offered by the association, including insurance policies 
26 under Article 36 of this Chapter, and the commission rates to be paid to agents or 
27 brokers for these policies, if he the Commissioner finds, after a hee,ing field in 
28 . eeee,eenee with G.S. 58 2 SO, hearin~. that the public interest requires the 
29 designation. The provisions of Chapter 150B of the General Statutes do not apply to 
30 any procedure under this subsection, except that G.S. 150B-39 and G.S. 150B-41 shall 
31 apply to a hearing under this subsection. Within 30 days after the receipt of 
32 notification from the Commissioner of a change in designation pttrsttent te under this 
33 subsection, the association shall submit a revised plan and articles of association for 
34 approval in accordance with subsection (b) of this section." 
35 Section 16. G.S. 58-46-30 reads as rewritten: 
36 11 § 58-46-30. Appeals; judicial review. 
37 The association shall provide reasonable means, to be approved by the 
38 Commissioner, whereby any person or insurer affected by any act or decision of the 
39 administrators of the Plan or underwriting association, other than an act or decision 
40 relating to the cause or amount of a claimed loss, may be heard in person or by an 
41 authorized representative, before the governing board of the association or a 
42 designated committee. Any person or insurer aggrieved by any decision of the 
43 governing board or designated committee, may be appealed to the Commissioner 
44 within 30 days from. the date of sttelt the ruling or decision. The Commissioner, after 
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1 hearing held p11rsttttftt te the )'reeee11re set forth ill G.S. S8 2 SO, under rules adopted 
2 by the Commissioner, shall issue an order approving or disapproving the act or 
3 decision with respect to the matter ¥."ft:ieh that is the subject of appeal. The 
4 Commissioner is e:11tl:1:eMee te may appoint a member of hts- the Commissioner's staff 
5 as deputy commissioner for the purpose of hearing Sttel1- ~ appeals and a ruling 
6 based · on Sttel1- the hearing she:H he: .. ,e has the same effect as if heard by the 
7 CefflftHssiefter f1ersefte:Hy. Commissioner. All persons or insurers or their 
8 representatives aggrieved by any order or decision of the Commissioner may appeal 
9 as provided ey the J:lfe .. lisiefts ef in G.S. 58-2-75. 

10 No later than 20 days before each hearing, the appellant shall file with the 
11 Commissioner or hts- the designated hearing officer and shall serve on the appellee a 
12 written statement ·of hts- the a1wellant's case and any evidence he that the appellant 
13 intends to offer at the hearing. No later than five days before Sttel1- the hearing, the 
14 appellee shall file with the, Commissioner or hts- the designated hearing officer and 
15 shall serve on the appellant a written statement of hts- the appellee's case and any 
16 evidence he that the appellee intends to offer at the hearing. Each Sttel1- hearing 
17 shall be recorded and transcribed. The eest ef s11eh reeereiftg tutti tre:ftserieiftg shell 
18 ee eeffte eq11e:Hy ey the 8:flflelle:ftt 8:ft8 8:f1f1eHee; J:lfeYieee the:t. The appellant . and 
19 appellee shall share the cost of recording and transcribing egually; however, upon any 
20 final adjudication the prevailing party shall be reimbursed for hts- that party's share of 
21 sttelt the costs by the other party. Each party shall, on a date determined by the 
22 Commissioner or hts- the designated hearing officer, but not sooner than 15 days after 
23 delivery of the completed transcript to the party, submit to the Commissioner or hts-
24 the designated hearing officer and serve on the other party, a proposed order. The 
25 Commissioner or his- the designated hearing officer shall then issue an order." 
26 PART ID. CONTINUING CARE RETIREMENT COMMUNITY NAME 
27 CORRECTION. 
28 Section 17. G.S. 58-30-10(14) reads as rewritten: 
29 "(14) 'Insurer' means any entity licensed under Articles 7, 16, 26, 49, 
30 65, or 67 of this Chapter and any employer that has furnished to 
31 the Commissioner satisfactory proof of its financial responsibility 
32 under G.S. 97-93(a)(2). For purposes of this Article, 'insurer' also 
33 includes continuing care retirement eenters communities licensed 
34 · under Article 64 of this Chapter. 11 

35 Section 18. The title of Article 64 of Chapter 58 of the General Statutes 
36 reads as rewritten: 
37 "ARTICLE 64. 
38 11Reg:istre:tieft, Diseles11re, Cefttreet, &Be FiBttBeiel MeBiteriBg Requirements fer 
39 Continuing Care Fe:eilities. Retirement Communities. 11 

40 Section 19. G.S. 58-64-1 reads as rewritten: 
41 "§ 58-64-1.· Definitions. 
42 As used in this Article, unless otherwise specified: 
43 (1) 'Continuing care' means the furnishing to an individual other 
44 than an individual related by blood, marriage, or adoption to the 
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person furnishing the care, of lodging together with nursing 
services, medical services, or other health related services, 
J'ttfstutnt to under an agreement effective for the life of the 
individual or for a period in aeess of longer than one year. 

(2) 'Entrance fee' means a payment that assures a resident a place in 
a facility for a term of years or for life. 

(3) 'Facility' means the f'leee or f'leees retirement community or 
communities in which a provider undertakes to provide 
continuing care to an individual. 

( 4) 'Health related services' means, at a minimum, nursing home 
admission or assistance in the activities of daily living, exclusive 
of the provision of meals or cleaning services. 

(5) 'Living unit' means a room, apartment, cottage, or other area 
witl;lin a facility set aside for the exclusive use or control of one 
or more identified residents. 

( 6) 'Provider' means the promoter, developer, or owner of a 
eontintting eare facility, whether a natural person, partnership, or 
other unincorporated association, however organized, trust, or 
corporation, of an institution, building, residence, or other place, 
whether operated for profit or not, or any other person, that 
solicits or undertakes to provide continuing care under a 
continuing care facility contract, or that represents himself 
himself, herself. or itself as providing continuing care or 'life 
care.' 

(7) 'Resident' means a purchaser of, a nominee of, or a subscriber to, 
a continuing care contract. 

(8) 'Hazardous financial condition' means a provider is insolvent or 
in eminent danger of becoming insolvent. 11 

Section 20. G .S. 58-64-40(b) reads as rewritten: 
"(b) The board of directors or other governing body of a eentinuing eaf'e facility 

or its designated representative shall hold annual meetings with the residents of the 
eontintting eare facility for free . discussions of subjects including, but not limited to, 
income, expenditures, and financial trends and problems as they apply to the facility 
and discussions of proposed changes in policies, programs, and services. Residents 
shall be entitled to at least seven days advance notice of each meeting. An agenda 
and any materials that will be distributed by the governing body at the meetings shall 
remain available upon request to residents. 11 

Section 21. G.S. 58-64-80 reads as rewritten: 
"§ 58-64-80. Advisory Committee. 

There shall be a nine member Continuing Care Advisory Committee appointed by 
the Commissioner. The Committee shall consist of at least two residents of 
eontintting eare eommttnities, facilities, two representatives of the North Carolina 
Association of Nonprofit Homes for the Aging, one individual who is a certified 
public accountant and is licensed to practice in this State, one individual skilled in 
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1 the field of architecture or engineering, and one individual who is a health care 
2 professional." 
3 PART IV. WORKERS' COMPENSATION LOSS COSTS CONFORMING CHANGES. 
4 Section 22. G.S. 58-36-1(2) reads as rewritten: 
5 "(2) The Bureau shall provide reasonable means to be approved by 
6 the Commissioner whereby any person affected by a rate or loss 
7 costs made by it may be heard in person or by his the person's 
8 authorized representative before the governing committee or 
9 other proper executive of the Bureau." 

10 Section 23. G.S. 58-36-1(5)c. reads as rewritten: 
11 "c .. Failure or refusal by any assigned employer risk to make full 
12 disclosure to the Bureau, servicing carrier, or insurer writing 
13 a. policy of information regarding the employer's true 
14 mynership, change of ownership, operations, or payroll, or 
15 any other failure to disclose fully any records pertaining to 
16 workers' compensation insurance shall be sufficient grounds 
17 for the Bureau te euth0ri:2e the termination of the policy of 
18 that employer." 
19 Section 24. G.S. 58-36-10 reads as rewritten: 
20 "§ 58-36-10. Method of rate making; factors considered. 
21 The following standards SftftH apply to the making and use of ~ rates or loss 
22 costs: 
23 
24" 
25 
26 
27 
28 
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34 
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43 
44 

Page 8 

(1) 

(2) 

(3) 

Rates or loss costs shall not be excessive, inadequate or unfairly 
discriminatory. 
Due consideration shall be given to actual loss and expense 
experience within this State for the most recent three-year period 
for which Stteh that information is available; to prospective loss 
and expense experience within this State; to the hazards of 
conflagration and catastrophe; to a reasonable margin for 
underwriting profit and to contingencies; to dividends, savings, or 
unabsorbed premium deposits allowed or returned by insurers to 
their policyholders, members, or subscribers; to investment 
income earned or realized by insurers from their unearned 
premium, loss, and loss expense reserve funds generated from 
business within this State; to past and prospective expenses 
specially applicable to this State; and to all other relevant factors 
within this State: Provided, however, that countrywide expense 
and loss experience and other countrywide data may be 
considered only where credible North Carolina experience or 
data is not available. 
In the case of fire insurance rates, as are subject to the ratemaking 
authority of the Bureau, consideration may be given to the 
experience of such fire insurance business during the most recent 
five-year period for which SUeft that experience is available. In 
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the case of fire insurance rates that are subject to the ratemaking 
authority of the Bureau, consideration shall be given to the 
insurance public protection classifications of rural fire districts 
based upon standards established by the Commissioner. To the . 
extent credits are provided for proximity to fire hydrants, the 
Bureau may also provide appropriate credits in public protection 
classifications for optional water sources, such as ponds, lakes, or 
other bodies of water, in accordance with standards and 
procedures filed with and approved by the Commissioner. 

(4) Risks may be grouped by classifications and lines of insurance for 
establishment of ~ rates, loss costs, and base premiums. 
Classification rates may be modified to produce rates for 
individual risks in accordance with rating plans w:h:i:e:h: that 
estaf>lish standards for measuring variations in hazards or expense 
provisions or both. 8tteB- Those standards may measure any 
differences among risks that can be demonstrated to have a 
probable effect upon losses or expenses. The Bureau is aif'eetecl 
te shall establish and implement a comprehensive classification 
rating plan for motor vehicle insurance under its jurisdiction 
within 90 days of September 1; 1977. No such classification plans 
shall base any standard or rating plan for private passenger 
(nonfleet) motor vehicles, in whole or in part, directly · or 
indirectly; upon the age or sex of the persons insured. The 
Bureau shall at least once every three years make a complete 
review of the filed classification rates to determine whether they 
are proper and supported by statistical evidence, and shall at least 
once every 10 years make a complete review of the territories for 
nonfleet private passenger motor vehicle insurance to determine · 
whether they are proper and reasonable. 

(5). In the case of workers' compensation insurance and employers' 
liability insurance written in connection -therewith, due 
consideration shall be given to the past and prospective effects of 
changes in compensation benefits and in legal and medical fees 
that are provided for in General Statutes Chapter 97." 

Section 25. G.S. 58-36-15(a) reads as rewritten: 
"(a) The Bureau shall file with the Commissioner copies of the rates, loss costs, 

classification plans, rating plans and rating systems used by its members: Each rate or 
loss costs filing shall become effective on the date specified in the filing, but not 
earlier than 105 days ft:effl- after the date the filing is received by the Commissioner: 
Provided that (1) rate or loss costs filings for workers' compensation insurance and 
employers' liability insurance written in connection therewith shall not become 
effective earlier than 120 days from the date the filing is received by the 
Commissioner or on the date ttS provided t:tftaer in G.S. 58-36-100, whichever is 
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1 earlier; and (2) any filing may become effective on a date earlier than that specified 
2 in this subsection upon agreement between the Commissioner and the Bureau. 11 

3 Section 26. G.S. 58-36-lS(t) reads as rewritten: · 
4 11(t) On or before September 1 of each calendar year the Bureau shall submit to 
5 ·the Commissioner the experience, data, statistics, and information referred to in 
6 subsection (c) of this section and required under G.S. 58-36-100 and a residual 
7 market rate M and prospective loss costs review based on st:telt those data for 
8 workers' compensation insurance and employers' liability insurance written in 
9 connection therewith. Any rate or loss costs increase for stteft' that insurance that is 

10 implemented pttrstHtftt to under this Article shall become effective solely to stteft' 
11 msttrtmee e:s i:s ~tten htYling insurance with an inception date on or after the 
12 effective date of the rate or loss costs increase. 11 

13 Section 27. G.S. 58-36-15(g) reads as rewritten: 
14 11(g) The following info~ation must be included in policy form, rule, and rate or 
15 loss costs filings under this Article and under Article 37 of this Chapter: 
16 (1) A detailed list of the rates, loss costs, rules, and policy forms filed, 
17 accompanied by a list of those superseded; and 
18 (2) A detailed description, properly referenced, of all changes in 
19 policy forms, rules, prospective loss costs, and rates, including the 
20 effect of each change. 11 

21 Section 28. G.S. 58-36-30(a) reads as rewritten: 
22 11 (a) No i:nsttrer, offi:eer, e:gent or represente:twe thereof Except as permitted by 
23 G.S. 58-36-100 for workers' compensation loss costs filings, no insurer and no officer, 
24 agent, or representative of an insurer shall knowingly issue or deliver or knowingly 
25 permit the issuance or delivery of any policy of insurance in this State wlliell that 
26 does not conform to the rates, rating plans, classifications, schedules, rules and 
27 standards made and filed by the Bureau. How~er, &:ft An insurer may deviate from 
28 the rates l'romttlgated adopted by the Bureau J'rO"'.nded if the insurer has filed the 
29 proposed deviation to 1'e &:f'f'lied 1'eth with the Bureau and the Commissioner, &:ft& 
30 pro .. rided the de"'.4&:ti:on i:s ttnifeffli i:n i:ts e:ppli:ee:ti:on to e:H risks in the State of the 
31 elass to whien tne d~etion is te apply; end pro"'lfded stteh deYietion is eppreYed 1'y 
32 . the Commissiener. if the proposed deviation is based on sound actuarial principles, 
33 and if the proposed deviation is approved by the Commissioner. The CommissieneF 
34 shell eppre .. ,e proposed de"'.n&:tiens if they do net render the rates e:X:eessiYe, 
35 inedeqttete er ttnfturly di:seri:mineto:ry. If eppro"led, the de .. 1iation may thereafter ee 
36 emended, sttejeet te the f'FCYlisions of this sttbseetion. Amendments to deviations are 
37 subject to the same requirements as initial filings. The de .. li:etion mey be terminated 
38 An insurer may terminate a deviation only if the deviation has been in effect for a 
39 period of six months before the effective date of the termination and the insurer 
40 notifies the Commissioner of the termination no later than 15 days before the 
41 effective date of the termination. 11 

42 Section 29. G.S. 58-36-30(c) reads as rewritten: 
43 11 (c) Any de¥ietioH witn respeet to woFlters' eompensetion end employers' lieeility 
44 iftsttranee written in eonneetion therew1th as filed ttnder sttbseetion (a) of this seetion 
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she:ll 0:-J'ply unifermly te e:H ele:ssifiee:tiens. Any approved -rate under subsection (b) of 
this section with respect to workers' compensation and employers' liability insurance 
written in connection therewith shall be furnished to the Bureau. 11 

Section 30. Effective September 1, 1997, G.S. 58-36-l00(a) reads as 
rewritten: 

11 (a) Hetlting in tltis seetien requires the Bureau er its memaer insurers te refile 
f'fttes pre¥ieus1y implementee befere twe yee:rs e:fter the effeetir-1e ee:te ef this seetien. 
/tdt!'f member insurer ef the Buree:u mey eentinue te use e:H retes e:ne eeYie:tiens files 
&Be 0:ppreYee fer its use until aise:ppre¥ee, er the insurer me:kes its eWB filing te 
eh0:nge its f'fttes, eitncr by making tiB inaependent filing er by fiHng a refefenee filing 
e:eeptien fefffl e:elepting the Buree:u's prespeetir-1e less eests, er meeifiee:tien tftereef. 
Except as provided in subsection (m) of this section, with the initie:1 prespeetir-1e less 
eests referenee filing, the Bureau shall no . longer develop or file any minimum 
premiums, minimum pi.:emium formulas, or expense constants. If an insurer wishes to 
amend minimum premium feffflule:s, formulas or expense constants, it must file the 
minimum premium rules, formulas, or amounts it proposes to use. A copy of each 
filing submitted to the Commissioner under subsections (e) and (g) of this section 
shall also be sent to the Bureau. 11 

Section 31. Effective September 1, 1997, G.S. 58-36-l00(b)(l) reads as 
20 rewritten: 
21 ·. ll(l) 'Expenses'. -- That portion of a rate attributable to acquisition, 

field supervision, collection expenses, any tax levied by the State 
·or by any political subdivision of the State. licensing costs, fees, 
and general expenses, as determined by the insurer. 11 
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Section 32. Effective September 1, 1997, G.S. 58-36-l00(c) reads as 
rewritten: 

11(c) Except as provided in subsection (m) of this section, for workers' 
compensation and employers' liability insurance written in connection with workers' 
compensation insurance, the Bureau shall no longer develop or file advisory final 
rates that contain provisions for expenses ( other than loss adjustment expenses) and 
profit: The Bureau shall instead develop and file for approval with the Commissioner, 
in accordance with this section, reference filings containing advisory prospective loss 
costs and the underlying loss data and other supporting statistical and actuarial 
information for any calculations or assumptions underlying these loss costs. Loss­
based e:ssessments, e:ny tM le:r.,r-iee ey the Stete er e:ny pelitieel sueei"'-risien ef the 
Stete, lieensing eests, e:ne fees assessments will be included in prospective loss costs. 11 

PART V. INSURANCE COMPANY FINANCIAL OPERATIONS. 
Section 33. G.S. 58-5-63(a) reads as rewritten: 

11 (a) All insurance companies making deposits under this Article are entitled to 
interest on those aepesits·, '¥t1hielt sheH remein in the aepesit eeeeunts. deposits. The 
right to interest is subject to a company paying its insurance policy liabilities. If any 
company fails to pay 'those liabilities, interest accruing after the failure is payable to 
the Commissioner for the payment of those liabilities under . subsection (b) of this 

44 section. 11 
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1 Section 34. G.S. 58-7-21(a) reads as rewritten: 
2 "(a) As used in this section and in G.S. S8 7 26, S8 7 30, ene S8 7 31: 58-7-26 and • 3 G.S. 58-7-30: 
4 (1) 'Reinsurance' means a transfer of insurance risk from a ceding 
5 insurer to an assuming insurer. 
6 (2) 'Insurance risk' means an uncertainty regarding the ultimate 
7 amount of any claim payment (underwriting risk) or an 
8 uncertainty regarding the timing of the payments (timing risk), or 
9 both." . 

10 Section 35. G.S. 58-7-31(b)(3) reads as rewritten: 
11 "(3) The ceding insurer is required to reimburse the reinsurer for 
12 negative experience under the reinsurance agreement; except that 
13 neither offsetting experience refunds against current and prior 
14 years' losses under the reinsurance agreement nor payment by the 
15 ceding insurer of an amount equal to the current and prior years' 
16 losses under the reinsurance agreement upon voluntary 
17 termination of in-force reinsurance by the ceding insurer are a 
18 reimbursement to the reinsurer for negative experience. 
19 Voluntary termination does not include situations where 
20 termination occurs because of unreasonable provisions that allow 
21 the reinsurer to reduce its risk or increase its risk char~e under 
22 the reinsurance agreement." 
23 Section 36. · G.S. 58-7-3l(d)(l) reads· as rewritten: 
24 "(1) Reinsurance agreements entered into after October 1, 1993, that • 25 involve the reinsurance of business issued prier t:e before the 
26 effective date of the reinsurance agreements, along with any 
27 subsequent amendments thereto, shall be filed by the ceding 
28 company with the Commissioner within 30 days after its date of 
29 execution. Each filing shall include data detailing the final i:mpect · 
30 financial effect of the transaction. The ceding insurer's actuary 
31 who signs the financial statement actuarial opinion with respect to 
32 valuation of reserves shall consider this stetl:lte section and any 
33 applicable actuarial standards of practice when determining the 
34 proper credit in financial statements filed with the Commissioner. 
35 The actuary skel:lle shall maintain adequate documentation and 
36 be prepared upon request to describe the actuarial work 
37 performed for inclusion in the financial statements and to 
38 demonstrate that 9l:left ll1at work conforms to this stetl:lte. section." 
39 Section 37. G.S. 58-7-173(12) reads as rewritten: 
40 "(12) Secured obligations of duly constituted churches and of church-
41 holding companies; and the cost of investments made under this 
42 subdivision shall not exceed the lesser of one percent (1 % ) of the 
43 insurer's admitted assets ef Qr five percent (5%) of the insurer's 
44 capital and surplus." • 
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1 Section 38. The catchline of G.S. 58-7-177 reads as rewritten: 
2 11 § 58-7-177. Investments in sut,sidiories and affiliated eorporotions. subsidiaries," 
3 Section 39. G.S. 58-8-5(a)(3) reads as rewritten: 
4 "(3) Seid effieers sntlH eottse said eertifieate te be flttblisned enee a 
5 week fer twe censeettti't·e weeks in a newspaper in Roleign and in 
6 the eeunty "'rhere the cempany's priHcipal effice is lecated, er 
7 pasted et tne eeurtneuse deer if ne newspaper be pHblished 
8 witftin the eettneyi. Said printed er pasted netiees snail be in stteh 
9 farm and ef S'l:1:eft sif!e as tne Cemmissiener may appre .. ,e, and in 

1 O additien te setting fertn in ftlll tne eertifieate required in 
11 subdi'risieft (2) shell state that applieatien fer amending the 
12 eempony's eharter in tfle manner speeified nas been prepesed by 
13 the beMd ef direeters, and shall alse state the time set for a 
14 meeting ef pelieyhelders thereby eaHed te be held at tlte 
15 i,rineipal effiee ef the cempany te take actien en the prepesed 
16 omeftdment. A true eepy ef sueh netiee shall be filed with the 
17 Cemmissiener, and e.lse with tlte.t effieial whe perferms the 
18 ftlnetiens ef Cemmissiener in eocli state. ¥trbere the company is 
19 Heensed tei de bttsiHess. Stteh pttblicaHen e.nd filiHg ef netices 
20 she.H be eempleted et lee.st 39 days prier ta the date set therein 
21 · · fer the meeting ef flelicyhelders and d'l:1:e preef thereef shall be 
22 filee with. the CemmissieHer e.t lee.st 15 days prier te the date ef 
23 such meeting. If the meeting at which the proposed amendment 
24 is to be considered is a special meeting, rather than a regular 
25 annual meeting of policyholders, sueh special that meeting can be 
26 called only after the Commissioner has given hts approval in 
27 writiHg, and the pttblished netice shall she\\' the fact ef stteh 
28 eppre"-1'fli; writing:" 
29 Section 40. G.S. 58-8-25 reads as rewritten: 
30 "§ 58-8-25. Dividends to policyholders. 
31 '(a) Any participating or dividend-paying company, stock or mutual or foreign or 
32. domestic, that writes other_ than life insurance or workers' compensation insurance 
33 and employers' liability insurance in connection therewith, may declare and pay a 
34 dividend to policyholders from its sttrpltts, unassigned surplus as reflected in the 
35 company's most recent annual or guarterly statement filed with the Commissioner, 
36 which shall include only its surplus in excess of any required minimum surplus. No 
37 such dividend shall be paid unless it is fair and equitable and for the best interest of 
38 the company and its policyholders. In declaring any dividend to its policyholders, any 
39 such company may make reasonable classifications of policies expiring during a fixed 
40 period, upon the basis of each general kind of insurance covered by Stieh- those 

· 41 policies and by territorial divisions of the location of risks by states, except that in 
42 fixing the amount of dividends to be paid on each general kind of insurance, whica 
43 the dividends shall be uniform in rate and applicable to the majority of risks within 
44 Stieh- that general kind of insurance, and exceptions may be made as to any class or 
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1 classes of risk and. a different rate or amount of dividends paid on Sttelt the class or 
2 classes if the conditions applicable to Sttelt the class or classes differ substantially from 
3 the condition applicable to the kind of insurance as a whole. Every such company 
4 shall have an equal rate of dividend for the same term on all policies insuring risks in 
5 the same classification. The payment of dividends to policyholders shall not be 
6 contingent upon the maintenance or renewal of the policy. All dividends shall be 
7 paid to the policyholder unless a written assignment thereef ee of those dividends is 
8 executed. Neither the payment of dividends nor the rate thereef of the dividends may 
9 be guaranteed by any company, or its agent, r,rier te before the declaration of the 

10 dividend by the board of directors of Sttelt ~ company. The holders of policies of 
11 insurance issued by a company in compliance with the orders of any public official, 
12 bureau or committee, in conformity with any statutory requirement or voluntary 
13 arrangement, for the issuance of insurance to risks not otherwise acceptable to the 
14 company, may be established as a separate class of risks. 
15 {b) Any participating or dividend-paying company, stock or mutual or foreign or 
16 domestic, that writes workers' compensation insurance and employers' liability 
17 insurance in connection therewith may declare and pay a dividend to policyholders 
18 from its surplus, unassi~ed surplus as reflected in the company's most recent 
19 statement filed with the Commissioner under G.S, 58-2-165, which shall include only 
20 its surplus in excess of any required minimum surplus. No such dividend shall be 
21 paid unless it is fair and equitable and for the best interest of the company and its 
22 policyholders. In declaring any dividend to its policyholders, any such company may · 
23 make reasonable classifications of policies expiring during a fixed. period. The 
24 payment of dividends to policyholders shall not be contingent upon the maintenance 
25 · or renewal of the policy. All dividends shall be paid to the policyholder unless a 
26 written assignment thereef l,e of those dividends is executed. Neither the payment of 
27 dividends nor the rate thereef of the dividends may be guaranteed by any company, 
28 or its agent, i,rier te before the declaration of the dividend by the board of directors 
29 of suelt ~ company. The holders of policies of insurance issued by a company in 
30 compliance with the orders of any public official, bureau, or committee, in 
31 conformity with any statutory requirement or voluntary arrangement, for the issuance 
32 . of insurance to risks not otherwise acceptable to the company, may be established as 
33 a separate class of risks. 11 

34 Section 41. G.S. 58-9-6(a) reads as rewritten: 
35 11{a) The Commissioner shall issue an intermediary license or an exemption from 
36 the license, subject to G,S. 58-9-2(b)(2) or G.S. 58-9-2(c)(3), to any person who has 
37 complied with the requirements of this Article. A license issued to a noncorporate 
38 entity authorizes all of the members of the entity and any designated employees to act 
39 as intermediaries under the license, and those persons shall be named in the 
40 application and any supplements. A license issued to a corporation authorizes all of 
41 the officers and any designated employees and directors of the corporation to act as 
42 intermediaries on behalf of the corporation, and those persons shall be named in the 
43 application and any supplements. 11 

44 Section 42. G.S. 58-9-ll(b) reads as rewritten: 
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1 "{b) An insurer shall not engage the services of any person to act as a broker on 
2 its behalf unless the person is licensed ttnder G.S. 58 ~ 6. or exempted under this 
3 Article. An insurer shall not employ an individual who is employed by a broker with 
4 which it transacts business, unless the broker is under common control with the 
5 insurer under Article 19 of this Chapter." 
6 Section 43. G.S. 58-9-21(a) reads as rewritten: 
7 "(a) A reinsurer shall not engage the services of any person to act as a manager 
8 on its behalf unless the person is licensed ttnder G.S. 58 9 6. or exempted under this 
9 Article, II 

10 Section 44. G.S. 58-12-2(3) reads as rewritten: 
11 "(3) Domestic insurer. -- Any insurance company organized in this 
12 State under Artiele 7 Article 7 or Article 15 of this Chapter." 
13 Section 45. G.S. 58-13-10 reads as rewritten: 
14 "§ 58-13-10. Scope. 
15 W This Article applies to all domestic insurers and to all kinds of insurance 
16 written by those insurers ttnder .Acrtieles 1 throttgl:i 66 of this Chapter. Foreign 
17 insurers are to shall comply in substance with the requirements and limitations of this 
18 section .. This .!uticle does not apply to variaale eontraets £er Vt'ftiel:i separate aeeottnts 
19 are · reqttired to be maintained nor to stattttory deposits tl:iat are required to be 
20 maintained ey insttranee regttlatory ageneies as a reqttirement £er doing ettsiness in 
21 ·. suel:i jttrisdietions. 
22 (b) This Article does not apply to: 
23 · ill Variable contracts for which separate accounts are required to be 
24 maintained. 
25 ill Statutory deposits that are required to be maintained by 
26 insurance regulatory agencies as a reguirement for doing business. 
27 ill Real estate authorized under G.S. 58-7-187 and encumbered by a 
28 mortgage loan with a first lien. 11 

29 Section 46. G.S. 58-13-15 reads as rewritten: 
30 11 § 58-13-15. Definitions. 
31 As used in this Article: 
~2 (1) 'Assets' means all property, real or personal, tangible or 
33 intangible, legal or equitable, owned by an insurer. 
34 (2) 'Claimants' means any owners, beneficiaries, assignees, certificate 
35 holders, or third-party beneficiaries of any insurance benefit or 
36 right arising out of and within the coverage of an insurance policy 
37 covered by this Article. 
38 (3) 'Reserve assets' means those assets of an insurer that are 
39 authorized investments for policy reserves in accordance with 
40 Articles 1 tlirottgl:i 64 of tl:iis Cl:iapter and G.S. 58 65 95. this 
41 Chapter. 
42 ( 4) 'Policyholder-related liabilities' means those liabilities that are 
43 required to be established by an insurer for all of its outstanding 
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1 · . insurance policies in accordance with Articles 1 Utrottgh 64 of 
2 this Che:Pter ene C.S. 58 65 95. this Chapter." 
3 Section 47. G.S. 58-13-20(b) reads as rewritten: 
4 "(b) The Commissioner hes the right to ™ examine any of Stteh- these assets, 
5 reinsurance agreements, or deposit arrangements at any time in accordance with his 
6 the Commissioner's authority to make examinations of insurers as conferred by other 
7 provisions ef l·.&:..---tieles 1 threttgh 64 of this Chapter." 
8 Section 48. G.S. 58-19-5(5) reads as rewritten: 
9 "(5) 'Person' means an individual, corporation, partnership, limited 

10 liability company. association, joint stock company, trust, 
11 unincorporated organization, or any similar entity or any 
12 · · combination of the foregoing acting in concert." 
13 Section 49. G . .S. 58-19-l0(b)(l) reads as rewritten: 
14 "(1) Invest, in common stock, preferred stock, debt obligations, and 
15 other securities of one or more subsidiaries, amounts that do not 
16 exceed the lesser of ten percent (10%) of Stteh- the insurer's 
17 admitted assets or fifty percent (50%) of Stteh- the insurer's 
18 s~rplus as regards policyholders, provided that after Stteh-· those 
19 investments, the insurer's surplus as regards policyholders will be 
20 reasonable in relation to the insurer~s outstanding liabilities and 
21 adequate to its financial needs. In calculating the amount of Stteh-
22 the investments, investments in domestic or foreign insurance 
23 subsidiaries and health maintenance or2anizations shall be 
24 excluded, and there shall be included: (i) total net monies or 
25 other consideration expended and obligations assumed in the 
26 acquisition or formation of a subsidiary, including all 
27 organizational expenses and contributions to capital and surplus 
28 of Stteh- the subsidiary whether or not represented by the purchase 
29 of capital stock or issuance of other securities; and (ii) all 
30 amounts expended in acquiring additional common stock, 
31 preferred stock, debt obligations, and other securities, and all 
32 contributions to the capital or surplus, of a subsidiary subsequent 
33 to its acquisition or formation;". 
34 . PART VI. HANDICAPPED PERSONS. 
35 Section 50. G.S. 168-10 reads as rewritten: 
36 "§ 168-10. Eliminate discrimination in treatment of handicapped and disabled. 
37 Each handicapped person shall have the same consideration as any other person 
38 for individual accident and health insurance coverage, and no insurer, service 
39 corporation, multiple employer welfare arrangement. or health maintenance 
40 or2anization subject to Chapter 58 of the General Statutes solely on the basis of Sttelt 
41 the person's handicap, shall deny Sttelt coverage or benefits. The availability of Sttelt 
42 msttrenee covera~e or benefits shall not be denied solely atte to because of the 
43 henaie&:P, :PrO"'li:Sea, however, that ftO stteh i:ftSttrer shall ee J:}fOhieitea HOffl CJEdttaing 
44 ey '\\1&i:"'t1Cf ef ethenvtse, ftfty f)fC eJfi:sHng eena:i:Hons ff'Offl St:l:Cft C07/Cfftge, ftft0 fflfthcf 
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1 previeee the:t. handicap; however, any such insurer may charge the appropriate 
2 premiums or fees for the risk insured on the same basis and conditions as insurance 
3 issued to other perseBs. persons, in accordance with actuarial and underwriting 
4 principles prescribed in Chapter 58 of the General Statutes. NethiBg eeftte:iBee 
5 hereift er ift Mty ether ste:tttte she:H restriet er preelttee e:By iBsttrer ge .. 1erBee ey 
6 Chftf)ter 58 ef the GeBere:l Ste:ttttes ffem settiftg e:Be ehe:rgi:Bg e: premittm er fee ee:see 
7 ttpeB the cle:ss er cle:sses ef rislts e:Be eft settfte e:ettte:rie:l e:Be ttfteeftlt•ritiBg priBeiples 
8 8:S eeteffltiftee ey stteh iftsttrer, er ffem e:pplyiBg its regttle:r tift6efW'fitiftg ste:ftee:res 
9 a:ppliee:ele te a:H ele:sses ef risks. The pre?i:siefts ef this seetieft she:H e:pply te beth 

10 eerpera:tieBs ge,r;erftee ey Che:pter 58 ef the GeBera:l Ste:ttttes. 11 

11 Section 51. G.S. 168-22(b} reads as rewritten: 
12 11 (b) A family care home she:H be is deemed a residential use of property for the 
13 purposes of determining charges or assessments imposed by political subdivisions or 
14 businesses for water, sewer, power, telephone service, cable television, garbage and 
15 trash collection, repairs or improvements to roads, streets, and sidewalks, and other 
16 services, utilities, and impre.-..•emeftts, e:Be fer pttrpeses ef ele:ssifiee:tieft fer iBsttre:Bee. 
17 improvements. 11 

18 PART VII. AUTOMOBILE INSURANCE. 
19 Section 52. G.S. 58-36-75(c) is repealed. 
20 Section 53. G.S. 58-36-85(a) reads as rewritten: 
21 ·. 11 (a) Definitions. -- The following definitions apply in this section: 
22 (1) Policy. -- A nonfleet private passenger motor vehicle liability 
23 insurance policy, including· a: peliey one that provides medical 
24 payments, uninsured motorist, or underinsured motorist coverage, 
25 . whese Be:mee iBsttree is efte iBei .. 1iette:l er twe er mere 
26 i:Bei .. Aette:ls whe resiee ift the se:me hettsehele. that is under the 
27 jurisdiction of the Rate Bureau. 
28 (2) Terminate. -- To cancel or refuse to renew a policy. 11 

29 Section 54. G.S. 58-37-40(£) reads as rewritten: 
30 11(t) The plan of operation shall provide that every member shall, following 
31 payment of any pro rata assessment, eemmeftee begin recoupment of that assessment 
32 by way of a surcharge on motor vehicle insurance policies issued by the member or 
33 through the Facility until the assessment has been recouped. Stteh- The surcharge 
34 shall be a percentage of premium adopted by the Board of Governors of the Facility; 
35 and the charges determined on,Jhe basis of the surcharge shall be combined with and 
36 displayed as a part of the applicable premium charges. Pre .. 1ieee, heweYer, the:t 
37. reeettpmeftt Recoupment of losses sustained by the Facility siftee September 1, 1977, 
38 with respect to nonfleet private passenger motor vehicles may be recouped only by 
39 surcharging policies ~ that are subject to the classification plan premttlge:tee 
40 r,ttrstte:ftt te G.S. 58 36 65 e:Be (ii) te .. .vhieh eBe er mere eriviBg reeere r,eiBts he: .. 1e 
41 beeft e:ssigBee pttrstte:ftt te se:ie r,la.B, sttbjeet te the pre,r;isiefts ef G.S. 58 36 75. under 
42 G.S. 58-36-65. If the amount collected during the period of surcharge exceeds 
43 assessments paid by the member to the Facility, the member shall pay over the excess 
44 to the Facility on a date specified by the Board of Governors. If the amount collected 
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1 during the period _of surcharge is less than the assessments paid by the member to the 
2 Facility, the Facility shall pay the difference to the member. Except as hereiHe:&er 
3 preYided, otherwise provided in this Article, the amount of recoupment shall not be 
4 considered or treated as a rate or premium for any purpose. The Board of Governors 
5 shall .adopt and implement a plan for compensation of agents of Facility members 
6 when recoupment surcharges are imposed; Sttelt that compensation shall not exceed 
7 the compensation or commission rate normally paid to the agent for the issuance or 
8 renewal · of the automobile liability policy issued through the North Carolina 
9 Reinsurance Facility affected by sttch sttrche:rge; pre7rided, hev.'eter, the:t the 

10 surchar~e. However. the surcharge provided for in this section shall include an 
11 amount necessary to recover the amount of the assessment to member companies and 
12 the compensation ·paid by each member, pttrstte:ftt te under this section, to agents. 11 

13 Section 55. G.S. 58-37-35(b)(8) reads as rewritten: 
14 11 (8) To establish fair and reasonable procedures for the sharing among 
15 members of any loss on Facility business which that cannot be 
16 recouped pttrstte:ftt te under G.S. 58-37-40(f) or which CB:ftftet 'ee 
17 recettpcd er e:Hecetce uHeer G.S. 58 37 75, allocated, and other 
18 ~osts, charges, expenses, liabilities, income, .property and other 
19 assets of the Facility and for assessing or distributing to members 
20 their appropriate shares. Stteft. The shares may be based on the 
21 member's premiums for voluntary business for the appropriate 
22 category of motor vehicle insurance or by any other fair and 
23 reasonable method. 11 

24 Section 56. G.S. 58-37-35(1) reads as rewritten: 
25 11 (1} The classifications, rules, rates, rating plans and policy forms used on 
26 motor vehicle insurance policies reinsured by the Facility may be made by the 
27 Facility or by any licensed or statutory rating organization or bureau on its behalf and 
28 shall be filed with the Commissioner. The Board of Governors shall establish a 
29 separate subclassification within the Facility for 'clean ri:slts' es hereift defi:Hee. risks'. 
30 For the purpose of this Article, a 'clean risk' she:H be is any owner of a nonfleet 
31 private passenger motor vehicle as defined in G.S. 58-40-10, if the owner, principal 
32 operator, and each licensed operator in the owner's household have two years' 
33 driving experience as licensed drivers and if none of the persons has been assigned 
34 any Safe Driver Incentive Plan points under Article 36 of this Chapter during the 
35 three-year period immediately preceding either (i) the date of application for a motor 
36 vehicle insurance policy or (ii) the date of preparation of a renewal of a motor 
37 vehicle insurance policy. Stteft. The filings may incorporate by reference any other 
38 material on file with the Commissioner. Rates shall be neither excessive, inadequate 
39 nor unfairly discriminatory. If the Commissioner finds, after a hearing, that a rate is 
40 either excessive, inadequate or unfairly discriminatory, he the Commissioner shall 
41 issue an order specifying in what respect it is deficient and stating when, within a 
42 reasonable period thereafter, sttch rete she:H be deemed the rate is no longer effective. 
43 Sttie- The order is subject to judicial review as set out in Article 2 of this Chapter . 
44 Pending judicial review of stttd- the order, the filed classification plan and the filed 
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1 rates may be· .used, charged and collected in the same manner as set out in G.S . 
2 58-40-45 of this Chapter. Sei& The order shall not affect any contract or policy made 
3 or issued :Prier te before the expiration of the period set forth in the order. All rates 
4 shall be on an actuarially sound basis and shall be calculated, insofar as is possible, to 
5 produce neither a ·profit nor a loss. However, the rates made by or on behalf of the 
6 Facility with respect to 'clean risks', as clef:i.necl a-ee¥e, risks' shall not exceed the 
7 rates charged 'clean risks' who are not reinsured in the Facility. The difference 
8 between the actual rate charged and the actuarially sound and self-supporting rates 
9 for 'clean risks' reinsured in the Facility may be recouped in similar manner as 

10 assessments l'ttrstttmt te G.S. 58 37 4O(t) er alleeatecl J'ttrsttant te G.S. 58 37 75. under 
11 G,S, 58-37-40(0, Rates shall not include any factor for underwriting profit on Facility 
12 business, but shall provide an allowance for contingencies. There shall be a strong 
13 presumption that the rates and premiums for the business of the Facility are neither 
14 unreasonable nor excessive." 
15 Section 57. G.S. 58-37-75 is repealed. 
16 PART VIII. WORKERS' COMPENSATION SELF-INSURANCE. 
17 Section 58. G.S. 58-50-60 reads as rewritten: 
18 "§ 58-50-60. Rul~ for precertification practices. 
19 (a) This section applies to all accident and health insurers under Articles 1 
20 through 64 of this Chapter, all third-party administrators and preferred provider 
21 ·. arrangements, all entities subject to Articles 65 through 67 of this Chapter, and all 
22 · self-funded health eenef:i.t workers' compensation insurance plans . 
23 (b) The Commissioner shall adopt reasonable rules governing J'feeertif:i.eatien 
24 l'raeti:ees ancl ferm:s utilization review and utilization review organizations aff:i.Hatecl 
25 that do business with the entities subject to this section." 
26 Section 59. G.S. 58-50-65(a) reads as rewritten: 
27 "(a) Nethi:ng Except as provided in this subsection, nothing in Articles 50 through 
28 55 of this Chapter shall apply applies to er affeet any l'eli:ey ef liability or workers' 
29 compensation insure.nee, exeept that insurance policy, Except for G.S. 58-50-55(a), 
30 the provisions of G.S. 58 SO SO ancl sttbseeti:ens (b) ana (e) ef G.S. 58 SO 55 shall this 
31 Article and Articles 65 and 67 of this Chapter and any administrative rules adopted 
32 under those Articles relating to preferred providers and utilization review apply to 
33 peli:ei:es ef workers' compensation insttre.nee. insurance policies and to individual 
34 and group self-funded workers' compensation insurance plans. If there is any conflict 
35 between managed care rules adopted by the Commissioner under this Chapter and 
36 managed care rules adopted by the Industrial Commission under G.S. 97-25.2. the 
37 Industrial Commission's rules govern. If there is any conflict between managed care 
38 provisions in this Chapter and in Chapter 97 of the General Statutes with respect to 
39 workers' compensation, the provisions in Chapter 97 govern." 
40 PART IX. CERTIFICATE OF AUTHORITY CONFORMING NAME CHANGE. 
41 Section 60; The phrase "certificate of authority" is deleted and replaced 
42 by the word "license" wherever it occurs in each of the following sections of the 
43 General Statutes: 
44 G.S. 58-4-15. Revocation of certificate of authority. 
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1 G.S.- 58-7-55. ·. Exceptions to requirements of G.S. 58-7-50. 
2 G.S. 58-7-70. Effects of redomestication.· 

Definitions. 3 G .S. 58-15-5. 
4 G.S. 58-16-35. 
5 G .S. 58-24-45. 
6 G.S. 58-24-145. 
7 G.S. 58-28-5. 

Unauthorized Insurers Process Act. 
Organization. 
Injunction -- Liquidation -- Receivership of domestic society. 
Transacting business without certificate of authority prohibited; 
exceptions. 8 

9 G .S. 58-28-15. 
10 

Validity of acts or contracts of unauthorized company shall not 
impair obligation of contract as to the company; maintenance of 
suits; right to defend. 11 

12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 

G .S. 58-28-45. 
G.S. 58-30-10. 
G.S. 58-30-55. 
G.S. 58-30-260. 

· · Uniform Unauthorized Insurers Act. 
Definitions. 
Condition on release from delinquency proceedings. 
Conservation of property of foreign or alien insurers found in this 
State. 

G.S. 58-33-132. Qualifications of instructors. 
G.S. 58-41-55. Penalties; restitution. 
G.S. 58-48-35. Powers and duties of the Association. 
G.S. 58-48-45. Duties and powers of the Commissioner. 
G.S. 58-57-80. Penalties. 
PART X. RISK SHARING PLAN SUNSET EXTENSION. 

Section 61. G.S. 58-42-55 reads as rewritten: 
"§ 58-42-55. Expiration. 

This Article shell e~:i:re ex;pires on July 1, ~ 1222..." 
PART XI. EFFECT OF HEADINGS. 

Section 62. The headings to the parts of this act are a convenience to the 
reader and are for reference only. The headings do not expand, limit, or define the 
text of this act. 
PART XII. EFFECTIVE DATE. 

31 Section 63. Sections 30-32 of this act become effective September 1, 1997. 
32 The remainder of this act is effective when it becomes law. 
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MEMORANDUM 

Thomas L. Covington, Director 
Fiscal Research Division 
Suite 619, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-4910 

July 5, 1997 

TO: House Insurance Committee 

FROM: Linwood Jones. Counsel 

Donald W. Fulford, Director 
Information Systems Division 
Suite 400, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-6834 

RE: Senate Bill 843 (Insurance Technical Amendments) 

Terrence D. Sullivan, Director 
Research Division 
Suite 545, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-2578 

The proposed House Committee Substitute for SB 843 makes numerous changes to 
the insurance laws. These changes are generally technical in nature,· such as repeals 
of obsolete or unnecessary provisions, clarifications of existing laws; and similar 
changes. The bill is an agency bill of the Department of Insurance. · 

The substitute bill does the following: 

Part I. Deletes obsolete or unnecessary provisions, including a provision that prevents 
a fire and rescue unit from receiving workers ' compensation coverage for the fiscal 
year under the Fund that was set up for these units last year if they have not made their 
required contribution by July 1. 

Part II. Makes changes in various statutes to conform to the changes made in 1995 to 
GS 58-2-50, concerning examinations and investigations by the Commissioner of 
Insurance and his staff. Provides that the Commissioner, through rules; will determine 
procedures governing recording of appeal hearings in the Beach and FAIR plans and 
how costs for those ~earings and the transcripts will be divided. 

Part Ill. Changes the name of continuing care retirement centers to .continuing care 
retirement communities (also refers to them as "facilities") and provides that OHR may 
approve beds for a continuing care retirement community coming out of receivership if 
it's in the best interest of the facility, its residents, or prospective residents. This 
creates a limited exception to the possible moratorium on adult care beds still under 
consideration by the legislature. 

AN EQUAL OPPORTUNITY/AFFIRMATIVE ACTION EMPLOYER 



Part IV. Makes conforming changes to several statutes due to the move two years ago 
from manual rating to loss cost rating for workers' compensation insurance. 

Part V. Makes technical changes concerning insurance company financial operations. 

Part VI. Makes clear that anti-discrimination law for the handicapped applies not only to 
insurers, but to HMOs, service corporations, and MEWAs. Eliminates provision that 
allowed for exclusion of pre-existing conditions. 

Part VII. Makes several conforming and technical changes to auto insurance statutes, 
including raising the amount of UM and UIM coverage in a policy that can be ceded to 
the Reinsurance Facility to $1,000,000 - the amount that a driver can already obtain in 
such coverage. 

Part VIII. Makes changes concerning workers' compensation self-insureds. 
Provides that if the Industrial Commission and the Department of Insurance both have 
rules on the use of managed care principles by self-insureds, the Industrial 
Commission's rules will control. 

Part IX. Changes references to "certificate of authority" to license in several statutes. 

Part X. Extends the sunset on the Department's ability to create. joint underwriting 
associations another two years. 

Part XI. Makes several changes to clarify provisions.in the recently-enacted House Bill 
434 on federal health insurance changes. These changes make clear that HB 434 
does not allow late enrollees in small group plans to be completely excluded from 
coverage, clarifies that that self-employed individuals remain entitled to guaranteed­
issue on basic and standard health care plans under the small group laws, and makes 
clear that the mental illness provisions do not apply to long-term care policies, disability 
policies, specialized disease policies, and similar types of limited benefit policies that 
are exempted by federal law. 

Part XII. Provides that the Commissioner may allow certain commercial insurance 
documents to be retained instead of being filed by the insurer. · 

S843-SM RN-001 
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NORTH CAROLINA DEPARTMENT OF INSURANCE 

TO: 

FROM: 

SUBJECT: 

MEMORANDUM 

July 16, 1997 

Members of the House Insurance Committee 

William K. Hale 
· Deputy Commissioner 

Senate Bill 843 -- Insurance Technical Amendments and 
Corrections and Risk Sharing Plan Expiration Date Extension 

This bill is divided into fourteen parts. The bill sections in all but two parts repeal 
obsolete or unnecessary laws, make technical amendments to existing laws, or 
make corrections in existing laws. 

PARTS I through III: Sections 1 through 21.1 (pages 1 through 8) repeal obsolete 
or unnecessary laws, make conforming changes in a number of laws because of a 
1995 amendment to one statute (G.S. 58-2-50), and correct the name given to 
continuing care retirement communities. These changes also include a provision 
that allows a fire and rescue unit to receive workers ' compensation coverage 
during the fiscal year under the Fund that was set up for these units last year if it 
has not made its required contribution by July 1; and provide that the 
Commissioner, through rules, will determine procedures governing recording of 
appeals from the Beach and FAIR plans and the costs for those recordings and the 
transcripts. Finally, this provides that DHR may approve beds for a continuing care 
retirement community in receivership if it's in the best interest of the facility, its 
residents, or prospective residents. This creates a limited exception to the possible 
moratorium on adult care beds still under consideration by the Legislature. 

PART IV: Sections 22 through 32.1 (pages 8 through 12) add references in the 
Rate Bureau laws to the 1995 workers' compensation loss costs legislation. These 
references were inadvertently omitted in the 1995 legislation. 

PART V: Sections 33 through 49 (pages 12 through 18) make technical changes 
in laws affecting insurance company financial operations and solvency. 

\ 
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PART VI: Sections 50 and 51 (page 18) make a technical change and a correction 
in laws affecting the handicapped, by making it clear that anti-discrimination law 
for the handicapped applies not only to insurers, but to HMOs, service 
corporations, and MEW As. It also eliminates a provision that allowed for 
exclusion of pre-existing conditions, to conform with recent federal and North 
Carolina legislation. 

PARTS VII and VIII: Sections 52 through 59 (pages 18 through 19) make 
technical amendments and corrections in laws on automobile insurance and 
workers' compensation self-insurance, including raising the amount of UM and _ 
UIM coverage in a policy that can be ceded to the Reinsurance Facility to 
$1,000,000-the amount that a driver can already obtain in that coverage; make 
changes concerning workers' compensation self-insureds, and provide that if the 
Industrial Commission and the Department of Insurance both have rules on the use 
of managed care principles by self-insureds, the Industrial Commission's rules will 
control. 

PART IX: Section 60 (pages 19 and 20) change the reference from "certificate of 
authority" to "license" for insurance companies to make use of the term consistent 
throughout the insurance statutes. 

PART X: Section 61 extends for two years the expiration date of the 1986 Risk 
Sharing Plan Act. This has been done every regular long session since 1986. 

PART XI. Sections 62 through 63.3 make several changes to clarify provisions in 
the recently-enacted House Bill 434 on federal health insurance changes (S.L. 
1997-259). These changes make clear that HB 434 does not allow late enrollees in 
small group plans to be completely excluded from coverage, clarifies that that self­
employed individuals remain entitled to guaranteed-issue on basic and standard 
health care plans under the small group laws, and makes clear that the mental 
illness provisions do not apply to long-term care policies, disability policies, 
specific disease policies, and similar types of limited benefit policies that are 
exempted by federal law. 
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PART XII. Provides that the Commissioner may allow certain commercial 
insurance documents (manuscript policies) to be retained instead of being filed by 
the insurer. , 

PART XIII: States that the headings in the bill do not affect the substance of the 
bill. 

PART XIV: Provides for a September I effective date for some of the loss costs 
changes, which conform with the delayed effective date of changes in those 
statutes from the 1995 loss costs legislation. The risk sharing plan expiration date.. 
extension from July I, 1997, to July I, 1999, is effective June 30, 1997. The 
provisions amending the health insurance provisions in HB 434 are effective July 
I, 1997. The provisions amending the mental health parity provisions in HB 434 
are effective January I, 1998. The rest of the changes are effective when they 
become law. 
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1 A BILL TO BE ENTITLED 
2 AN ACT TO REPEAL OBSOLETE LAWS AND MAKE TECHNICAL AND 
3 CLARIFYING AMENDMENTS AND CORRECTIONS IN VARIOUS 
4 INSURANCE STATUTES; AND TO EXTEND THE EXPIRATION DATE OF 
5 THE 1986 RISK SHARING PLAN LAW. 
6 The General Assembly of North Carolina enacts: 
7 PART I. REPEALS OF OBSOLETE OR UNNECESSARY PROVISIONS. 
8 Section 1. G.S. 58-3-125, 58-6-10, 58-7-150, 58-41-35, and 58-71-90 are 
9 repealed. 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 

Section 2. G.S. 58-2-120 reads as rewritten: 
"§ 58-2-120. Reports of Commissioner to the Governor and General Assembly. 

The Cefflfflissiaftef shell eieftftittlly sttefflit ta the Geftefttl Assefflely, thrnttgh the 
G ar;efftaf, ft fepaft af his afficittl acts, iftclttdiftg ft Sttfflftl:ftf)' af affieittl fttliftgs ttftd 
fegttltttiafts. The Commissioner shall, from time to time, report to the Governor and 
the General Assembly any change which that in his- the Commissioner's opinion 
should be made in the laws relating to insurance and other subjects pertaining to hts­
def'ttftffleftt. Oft af eefafe the fifst day af Feemery af each yettf ift which the Geftefttl 
Asseftl:ely is ift sessiaft he shell ftl:tt:k:c ta the Ga1t•crftaf the fCCaftl:mcftdatiafts callee far 
ift this sectieft, te ee tfaftsfflitted ta the Gefterttl ,c\ssefflely, with the last ftftftttal ref'art 
af this Def'ttftffleftt, iftclttdiftg feccif;'tS tmd disettrseftl:eftts. the Department." 

Section 3. G.S. 58-87-lO(e) reads as rewritten: 
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1 "(e) Revenue Source. -- Revenue is credited to the Workers' Compensation Fund 
2 from appropriations made to the Department of Insurance for this purpose. In 
3 addition, every eligible unit that elects to participate shall pay into the Fund an 
4 amount set annually by the State Fire and Rescue Commission to ensure that the 
5 Fund will be able to meet its payment obligations under this section. The amount 
6 shall be set as a per capita fixed dollar amount for each member of the roster of the 
7 eligible unit. 
8 The payment shall be made to the State Fire and Rescue Commission on or before 
9 July 1 of each year. The Commission shall remit the payments it receives to the State 

10 Treasurer, who shall credit the payments to the Fund. If the Commissio11 does 11ot 
11 Feeei:·;e e:11 e:1111tte:l pe:yme11t ffom e:11 eligiale t1:11it ay Jttly 1, the11 the:t t1:11it she:H 11ot 
12 Feeeir;e woFkeFs' eompe11se:tio11 eor1ernge ffom the Ft1:11d H>f the fisee:l yee:f the:t aegi11s 
13 the:t Jttly 1." 
14 Section 4. G.S. 120-123(55) and (65) are repealed. 
15 Section 5. G.S. 58-36-15(e) reads as rewritten: 
16 "(e) The Commissioner may require the filing of supporting data including: 
17 (1) The Bureau's interpretation of any statistical data relied upon; 
18 (2) Descriptions of the methods employed in setting the rates; 
19 (3) Analysis of the incurred losses submitted on an accident year or 
20 policy year basis into their component parts; to wit, paid losses, 
21 reserves for losses and loss expenses, and reserves for losses 
22 incurred but not reported; 
23 ( 4) The total number and dollar amount of paid claims; 
24 (5) The total number and dollar amount of case basis reserve claims; 
25 (6) Earned and written premiums at current rates by rating territory; 
26 (7) Earned premiums and incurred losses according to classification 
27 plan categories; and 
28 (8) Income from investment of unearned premiums and loss and loss 
29 expense reserves generated by business within this State. 
30 PFo"lided, hower;ef, the:t with Fespect to at1:si11ess wFitte11 pFiof to Je:11t1:e:ry 1, 1980, the 
31 Commissio11ef she:H 11ot Fectttife the filiag of sttch st1:pp0Fti11g de:te: which he:s 11ot aee11 
32 Fectttifed to ae FecoFded t1:11def ste:tistice:l ple:11s e:ppFoYed ay the Commissio11ef. 11 

33 Section 6. G.S. 58-3-115 reads as rewritten: · 
34 "§ 58-3-115. Twisting with respect to insurance policies; penalties. 
35 No insurer shall make or issue, or cause to be issued, any written or oral statement 
36 that willfully misrepresents or willfully makes an incomplete comparison as to the 
37 terms, conditions, or benefits contained in any policy of insurance for the purpose of 
38 inducing or attempting to induce a policyholder in any way to terminate or 
39 surrender, exchange, or convert any insurance policy. Any person who violates this 
40 section is subject to the provisions of G .S. 58 2 70, 58 3 90 thfottgh 58 3 100, e:11d 
41 58 3 125. G.S. 58-2-70 or G.S. 58-3-100." 
42 Section 7. G.S. 58-30-75(7) reads as rewritten: 
43 "(7) Without first obtaining the written consent of the Commissio11cf 
44 pt1:Fst1:e:11t to G.S. 58 7 150, Commissioner. the insurer has (i) 
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1 transferred, or attempted to transfer, in a manner contrary to 
2 Article 19 of this Chapter, substantially its entire property or 
3 business, or (ii) has entered into any transaction, the effect of 
4 which is to merge, consolidate, or reinsure substantially its entire 
5 property or business in or with the property or business of any 
6 other person. 11 

7 Section 8. G.S. 58-41-40(a) reads as rewritten: 
8 "(a) There is no liability on the part of and no cause of action for defamation or 
9 invasion of privacy arises against any insurer or its authorized representatives, agents, 

10 or employees, or any licensed insurance agent or broker, for any communication or 
11 statement made, unless shown to have been made in bad faith with malice, in any of 
12 the following: 
13 (1) A written notice of cancellation under G.S. 58 41 15, G.S. 58-41-15 

or of nonrenewal under G.S. 58-41-20, er ef ecssatioft ef eusiftcss 14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

PART II. 
2-50. 

(2) 

(3) 

through ftft agcHey uftdcr G.S. 58 41 35, specifying the reasons 
therefor; for cancellation. 
Communications providing information pertaining to sueh 
eaftecllatioft, HOftfCftcwal, er ccssatieft of eusiftcss threugh ftft 
agcftcy; the cancellation or nonrenewal. 
Evidence submitted at any court proceeding, administrative 
hearing, or informal inquiry in which sueh ettftecllatioft, 
ft6ftfCftC\\1ftl, or ecssatioft ef eusiHcss through ftft agcftey the 
cancellation or nonrenewal is an issue. 11 

AMENDMENTS NECESSARY BECAUSE OF 1995 REWRITE OF G.S. 58-

Section 9. G.S. 58-34-2U) reads as rewritten: 
IIU) The Commissioner shall disapprove any such contract that: 

(1) Does not contain the required contract provisions specified in 

(2) 

(3) 

(4) 

(5) 

subsection ( d) of this section; 
Subjects the insurer to excessive charges for expenses or 
commission; 
Vests in the MGA any control over the management of the affairs 
of the insurer to the exclusion of the board of directors of the 
insurer; 
Is entered into with any person · if the person or its officers and 
directors are of known bad character or have been affiliated 
directly or indirectly through ownership, control, management, 
reinsurance transactions, or other insurance or business 
relationships with any person known to have been involved in the 
improper manipulation of assets, accounts, or reinsurance; or 
Is determined by the Commissioner to contain provisions that are 
not fair and reasonable to the insurer. 

Failure of the Commissioner to disapprove any such contract within 30 days after the 
contract has been filed with the Commissioner constitutes the Commissioner's 
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1 approval of the contract. An insurer may continue to accept business from Stteft' the 
2 person until the Commissioner disapproves the contract. Any disapproval shall be in 
3 writing. The Commissioner ma:y, a:fter a: hea:ring held ttnder G.S. 58 2 50, may 
4 withdraw approval of any contract the Commissioner has previously approved ~ 

· 5 anding if the Commissioner determines that the basis of the original approval no 
6 longer exists or that the contract has, in actual operation, shown itself to be subject to 
7 disapproval on any of the grounds in this subsection. If the Commissioner withdraws 
8 approval of a contract, the Commissioner shall ~ive the insurer notice of. and written 
9 reasons for, the withdrawal of approval. The Commissioner shall grant any party to 

10 the contract a hearing upon request." · 
11 Section 10. G.S. 58-34-15(b) reads as rewritten: 
12 11 (b) If the Commissioner disapproves any management contract, notice of sttch 
13 action sha:H ee gi74•en to the insttrer assigning the reasons therefor in writing. the 
14 Commissioner shall ~ive notice of, and written reasons for, the disapproval to the 
15 insurer. The Commissioner shall grant any party to the contract a hearing upon 
16 reqttest a:ccording to G.S. 58 2 50. request. 11 

17 Section 11. G .S. 58-40-100 reads as rewritten: 
18 11 § 58-40-100. Request for review of rate, rating plan, rating system or underwriting 
19 rule. 
20 (a) Any person aggrieved by any rate charged, rating plan, rating system, or 
21 underwriting rule followed or adopted by an insurer or rating organization may 
22 request in writin~ that the insurer or rating organization t& review the manner in 
23 which the rate, plan, system, or rule has been applied with respect to insttrnnee 
24 afferded him. Stteh reqttest may ee ma:de ey his attthori~ed revresentati·1e, and shall 
25 be in '¥t'Fiting. the person's insurance. The person's authorized representative may 
26 make the request. If the request is not granted within 30 days after it is made, the 
27 requestor may treat it as rejected. Any person aggrieved by the action of an insurer 
28 or rating organization in refusing the review requested or in failing or refusing to 
29 grant all or part of the relief requested, may file a written complaint and request for 
30 hearing with the Commissioner, and shall specify the grounds relied upon. If the 
31 Commissioner has information concerning a similar eomvlaint he complaint, the 
32 Commissioner may deny the hearing. If the Commissioner believes that probable 
33 cause for the complaint does not exist or that the complaint is not made in good 
34 faith, lte the Commissioner shall deny the hearing. If the Commissioner finds that the 
35 complaint charges a violation of this Article and that the complainant would be 
36 aggrieved if the violation is proven, he the Commissioner shall proceed as provided 
37 in G.S. 58 2 50 or 58-2-70. 
38 (b) Repealed by Session Laws 1985 (Regular Session, 1986), c. 1027, s. 15." 
39 Section 12. G.S. 58-42-1 reads as rewritten: 
40 11 § 58-42-1. Establishment of plans. 
41 If the Commissioner finds, after a hea:ring held in accordance with G.S. 58 2 50, 
42 hearing, that in all or any part of this State, any amount or kind of insurance 
43 authorized by G.S. 58-7-15(4) through G.S. 58-7-15(22) is not readily available in the 
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1 voluntary market and that the public interest requires the availability of that 
2 insurance, he the Commissioner may either: 
3 (1) Promulgate plans to provide insurance coverage for any risks in 
4 this State that are, based on reasonable underwriting standards, 
5 entitled to obtain but are otherwise unable to obtain coverage; or 
6 (2) Call upon insurers to prepare plans for his the Commissioner's 
7 approval. 11 

8 Section 13. G.S. 58-45-50 reads as rewritten: 
9 "§ 58-45-50. Appeal from acts of Association to Commissioner; appeal from 

10 Commissioner to superior court. 
11 Any person or any insurer who may be aggrieved by an act, ruling or decision of 
12 the Association other than an act, ruling or decision relating to the cause or amount 
13 of a claimed loss, may, within 30 days after stteh rttliHg the ruling, appeal to the 
14 Commissioner. Any hearings held by the Commissioner pttrsttaH:t to sttch aft under 
15 the appeal shall be in accordance with the procedttre set k>rth iH: G.S. 58 2 50: rules 
16 adopted by the Commissioner: Provided, however, the Commissioner is authorized 
17 to appoint a member of his the Commissioner's staff as deputy commissioner for the 

. 18 purpose of hearing Sttelt those appeals and a ruling based upon Sttelt the hearing SftftH 
19 lttwe has the same effect as if heard by the Commissioner. All persons or insureds 
20 aggrieved by any order or decision of the Commissioner may appeal as is- provided ey 
21 the f'l'O 71iSiOH:S of in G.S. 58-2-75. 
22 No later than 20 days before each hearing, the appellant shall file with the 
23 Commissioner or his designated hearing officer and shall serve on the appellee a 
24 written statement of his the appellant's case and any evidence he that the appellant 
25 intends to offer at the hearing. No later than five days before Sttelt the hearing, the 
26 appellee shall file with the Commissioner or his the designated hearing officer and 
27 shall serve on the appellant a written statement of his the appellant's case and any 
28 evidence he that the appellee intends to offer at the hearing. Each :mch heariH:g shall 
29 be recofded aH:d tfaH:scribed. The cost of sttch reeordiH:g aH:d traH:scribiH:g shall be 
30 borH:e eqttally by the a1313ellaH:t aH:d a1313ellee; pror1ided that ttf'OH: aH:y fiH:al 
31 adjttdieatioH: the 13re·¥ailiH:g party shall be reimbttrscd k>r his share of sttch costs by 
32 the ether 13arty. The procedures governing recordings of hearings and, if necessary, 
33 transcripts of recordings, as well as the fees for copies of recordings and transcripts, 
34 shall be determined by rules adopted by the Commissioner. Each party shall, on a 
35 date determined by the Commissioner or his designated hearing officer, but not 
36 sooner than 15 days after delivery of the completed transcript to the party, submit to 
37 the Commissioner or his designated hearing officer and serve on the other party, a 
38 proposed order. The Commissioner or his designated hearing officer shall then issue 
39 an order. 11 

40 Section 14. G.S. 58-45-70 reads as rewritten: 
41 "§ 58-45-70. Commissioner may examine affairs of Association. 
42 The Commissioner may from time to time make an examination into the affairs of 
43 the Association when he the Commissioner deems it to be 13rttdeH:t aH:d in 
44 ttneertaking sttch examinotioH: he prudent. and as part of the examination the 
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· 1 Commissioner may hold a public heariHg pursuant to the pro,.;isions of G.S. 58 2 50. 
2 hearing. The eJfPenses of such ex0.mit1ation shall ae aort1e and paid ay the 
3 Association. The Association shall pay the expenses of the examination." 
4 Section 15. G.S. 58-46-20(c) reads as rewritten: 
5 "(c) The Commissioner may designate the kinds of property insurance policies on 
6 principal residences to be offered by the association, including insurance policies 
7 under Article 36 of this Chapter, and the commission rates to be paid to agents or 
8 brokers for these policies, if he the Commissioner finds, after a hearing held in 
9 accordance with G.S. 58 2 50, hearing, that the public interest requires the 

10 designation. The provisions of Chapter 150B of the General Statutes do not apply to 
11 any procedure under this subsection, except that G.S. 150B-39 and G.S. 150B-41 shall 
12 apply to a hearing under this subsection. Within 30 days after the receipt of 
13 notification from the Commissioner of a change in designation pursuant to under this 
14 subsection, the association shall submit a revised plan and articles of association for 
15 approval in accordance with subsection (b) of this section." 
16 Section 16. G.S. 58-46-30 reads as rewritten: 
17 "§ 58-46-30. Appeals; judicial review. 
18 The association shall provide reasonable means, to be approved by the 
19 Commissioner, whereby any person or insurer affected by any act or decision of the 
20 administrators of the Plan or underwriting association, other than an act or decision 
21 relating to the cause or amount of a claimed loss, may be heard in person or by an 
22 authorized representative, before the governing board of the association or a 
23 designated committee. Any person or insurer aggrieved by any decision of the 
24 governing board or designated committee, may be appealed to the Commissioner 
25 within 30 days from the date of sueh- the ruling or decision. The Commissioner, after 
26 hearing held pursttant to the procedure set forth in G.S. 58 2 50, under rules adopted 
27 by the Commissioner, shall issue an order approving or disapproving the act or 
28 decision with respect to the matter which that is the subject of appeal. The 
29 Commissioner is attthorized to may appoint a member of his- the Commissioner's staff 
30 as deputy commissioner for the purpose of hearing sueh- the appeals and a ruling 
31 based on sueh- the hearing shall have has the same effect as if heard by the 
32 Commissioner personally. Commissioner. All persons or insurers or their 
33 representatives aggrieved by any order or decision of the Commissioner may appeal 
34 as provided ay the :provisioBs of in G .S. 58-2-75. 
35 No later than 20 days before each hearing, the appellant shall file with the 
36 Commissioner or his- the designated hearing officer and shall serve on the appellee a 
37 written statement of his- the appellant's case and any evidence he that the appellant 
38 intends to offer at the hearing. No later than five days before sueh- the hearing, the 
39 appellee shall file with the Commissioner or his- the designated hearing officer and 
40 shall serve on the appellant a written statement of his- the appellee's case and any 
41 evidence he that the appellee intends to offer at the hearing. Ee.eh such heoriBg shall 
42 ae recorded and traBseriaed. The cost of such recording aBd transcribing shall ae 
43 aome e(1:tt&Hy ay the op:pelloHt oBd ap:pellee; pro,.;idecl that upon nBy final 
44 ndjttclieotion the :pre·,ailing party shall ae reimattrsed for his shore of stteh costs ay 
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1 the ether fl8:rty. The proceHures governing recordings of hearings and. if necessary, 
2 transcripts of recordings, as well as the fees for copies of recordings and transcripts, 
3 shall be determined by rules adopted by the Commissioner. Each party shall, on a 
4 date determined by the Commissioner or Im the designated hearing officer, but not 
5 sooner than 15 days after delivery of the completed transcript to the party, submit to 
6 the Commissioner or Im the designated hearing officer and serve on the other party, 
7 a proposed order. The Commissioner or Im the designated hearing officer shall then 
8 issue an order." 
9 PART ill. CONTINUING CARE RETIREMENT COMMUNITY NAME 

10 CORRECTION AND RECEIVERSHIPS. 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

Section 17. G.S. 58-30-10(14) reads as rewritten: 
"(14) 'Insurer' means any entity licensed under Articles 7, 16, 26, 49, 

65, or 67 of this Chapter and any employer that has furnished to 
the Commissioner satisfactory proof of its financial responsibility 
under G.S. 97-93(a)(2). For purposes of this Article, 'insurer' also 
includes continuing care retirement ee1Hers communities licensed 
under Article 64 of this Chapter." 

Section 18. The title of Article 64 of Chapter 58 of the General Statutes 
reads as rewritten: 

"ARTICLE 64. 
"Registre:tioa, Diselosure, Contre:et, e:ad Fiae:aeie:I Moaitoring Requiremeats fer 
Continuing Care Fe:eilities. Retirement Communities. 11 

Section 19. G.S. 58-64-1 reads as rewritten: 
"§ 58-64-1. Definitions. 

As used in this Article, unless otherwise specified: 
(1) 'Continuing care' means the furnishing to an individual other 

than an individual related by blood, marriage, or adoption to the 
person furnishing the care, of lodging together with nursing 
services, medical services, or other health related services, 
flUrsue:nt to under an agreement effective for the life of the 

(2) 

(3) 

(4) 

(5) 

-(6) 

Senate Bill 843 

individual or for a period iB e:X:eess of longer than one year. 
'Entrance fee' means a payment that assures a resident a place in 
a facility for a term of years or for life. 
'Facility' means the flle:ee or flle:ees retirement community or 
communities in which a provider undertakes to provide 
continuing care to an individual. 
'Health related services' means, at a minimum, nursing home 
admission or assistance in the activities of daily living, exclusive 
of the provision of meals or cleaning services. 
'Living unit' means a room, apartment, cottage, or other area 
within a facility set aside for the exclusive use or control of one 
or more identified residents. 
'Provider' means the promoter, developer, or owner of a 
eoatiauiag ee:re facility, whether a natural person, partnership, or 
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other unincorporated association, however organized, trust, or 
corporation, of an institution, building, residence, or other place, 
whether operated for profit or not, or any other person, that 
solicits or undertakes to provide continuing care under a 
continuing care facility contract, or that represents himself 
himself. herself. or itself as providing continuing care or 'life 
care.' 

(7) 'Resident' means a purchaser of, a nominee of, or a subscriber to, 
a continuing care contract. 

(8) 'Hazardous financial condition' means a provider is insolvent or 
in eminent danger of becoming insolvent. 11 

Section 20. G.S. 58-64-40(b) reads as rewritten: 
11 (b) The board of directors or other governing body of a coHtiHuiHg cafc facility 

or its designated representative shall hold annual meetings with the residents of the 
contiftuiHg cttfc facility for free discussions of subjects including, but not limited to, 
income, expenditures, and financial trends and problems as they apply to the facility 
and discussions of proposed changes in policies, programs, and services. Residents 
shall be entitled to at least seven days advance notice of each meeting. An agenda 
and any materials that will be distributed by the governing body at the meetings shall 
remain available upon request to residents. 11 

Section 21. G.S. 58-64-80 reads as rewritten: 
11 § 58-64-80. Advisory Committee. 

There shall be a nine member Continuing Care Advisory Committee appointed by 
the Commissioner. The Committee shall consist of at least two residents of 
eoHtiftuiHg ettfc eommuHitics, facilities. two representatives of the North Carolina 
Association of Nonprofit Homes for the Aging, one individual who is a certified 
public accountant and is licensed to practice in this State, one individual skilled in 
the field of architecture or engineering, and one individual who is a health care 
professional. 11 

Section 21.1. Article 64 of Chapter 58 of the General Statutes is 
amended by adding a new section to read: 
11 § 58-64-46. Receiverships; exception for facility beds. 

When the Commissioner has been appointed as a receiver under Article 30 of this 
Chapter for a provider or facility subject to this Article, and if it appears to the court, 
upon petition of the Commissioner or the provider, or on the court's own motion, 
that the best interests of the facility or the welfare of persons who have previously 
contracted with the provider or may contract with the facility may be best served by 
the addition of adult care home beds, the Department of Human Resources may, 
notwithstanding any other provision of law, accept and approve the addition of beds 
for that facility. 11 

PART IV. WORKERS' COMPENSATION LOSS COSTS CONFORMING CHANGES. 

Page 8 

Section 22. G.S. 58-36-1(2) reads as rewritten: 
11 (2) The Bureau shall provide reasonable means to be approved by 

the Commissioner whereby any person affected by a rate or loss 
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costs made by it may be heard in person or by ms the person's 
authorized representative before the governing committee or 
other proper executive of the Bureau." 

Section 23. G.S. 58-36-1(5)c. reads as rewritten: 
"c. Failure or refusal by any assigned employer risk to make full 

disclosure to the Bureau, servicing carrier, or insurer writing 
a policy of information regarding the employer's true 
ownership, change of ownership, operations, or payroll, or 
any other failure to disclose fully any records pertaining to 
workers' compensation insurance shall be sufficient grounds 
for the Bttreatt te atttheri2e the termination of the policy of 
that employer." 

Section 24. G.S. 58-36-10 reads as rewritten: 
"§ 58-36-10. Method of rate making; factors considered. 

The following standards fflttH apply to the making and use of ~ rates or loss 

(1) Rates or loss costs shall not be excessive, inadequate or unfairly 
discriminatory. 

(2) Due consideration shall be given to actual loss and expense 
experience within this State for the most recent three-year period 
for which Stteh that information is available; to prospective loss 
and expense experience within this State; to the hazards of 
conflagration and catastrophe; to a reasonable margin for 
underwriting profit and to contingencies; to dividends, savings, or 
unabsorbed premium deposits allowed or returned by insurers to 
their policyholders, members, or subscribers; to investment 
income earned or realized by insurers from their unearned 
premium, loss, and loss expense reserve funds generated from 
business within this State; to past and prospective expenses 
specially applicable to this State; and to all other relevant factors 
within this State: Provided, however, that countrywide expense 
and loss experience and other countrywide data may be 
considered only where credible North Carolina experience or 
data is not available. 

(3) In the case of fire insurance rates, as are subject to the ratemaking 
authority of the Bureau, consideration may be given to the 
experience of such fire insurance business during the most recent 
five-year period for which Stteh that experience is available. In 
the case of fire insurance rates that are subject to the ratemaking 
authority of the Bureau, consideration shall be given to the 
insurance public protection classifications of rural fire districts 
based upon standards established by the Commissioner. To the 
extent credits are provided for proximity to fire hydrants, the 
Bureau may also provide appropriate credits in public protection 
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1 classifications for optional water sources, such as ponds, lakes, or 
2 other bodies of water, in accordance with standards and 
3 procedures filed with and approved by the Commissioner. 
4 ( 4) Risks may be grouped by classifications and lines of insurance for 
5 establishment of retes rates, loss costs, and base premiums. 
6 Classification rates may be modified to produce rates for 
7 individual risks in accordance with rating plans which that 
8 establish standards for measuring variations in hazards or expense 
9 provisions or both. £tteh- Those standards may measure any 

10 differences among risks that can be demonstrated to have a 
11 probable effect upon losses or expenses. The Bureau is directed 
12 te shall establish and implement a comprehensive classification 
13 rating plan for motor vehicle insurance under its jurisdiction 
14 within 90 days of September 1, 1977. No such classification plans 
15 shall base any standard or rating plan for private passenger 
16 (nonfleet) motor vehicles, in whole or in part, directly or 
17 indirectly, upon the age or sex of the persons insured. The 
18 Bureau shall at least once every three years make a complete 
19 review of the filed classification rates to determine whether they 
20 are proper and supported by statistical evidence, and shall at least 
21 once every 10 years make a complete review of the territories for 
22 nonfleet private passenger motor vehicle insurance to determine 
23 whether they are proper and reasonable. 
24 (5) In the case of workers' compensation insurance and employers' 
25 liability insurance written in connection therewith, due 
26 consideration shall be given to the past and prospective effects of 
27 changes in compensation benefits and in legal and medical fees 
28 that are provided for in General Statutes Chapter 97." 
29 Section 25. G.S. 58-36-15(a) reads as rewritten: 
30 "(a) The Bureau shall file with the Commissioner copies of the rates, loss costs, 
31 classification plans, rating plans and rating systems used by its members. Each rate or 
32 loss costs filing shall become effective on the date specified in the filing, but not 
33 earlier than 105 days ff'effi- after the date the filing is received by the Commissioner: 
34 Provided that (1) rate or loss costs filings for workers' compensation insurance and 
35 employers' liability insurance written in connection therewith shall not become 
36 effective earlier than 120 days from the date the filing is received by the 
37 Commissioner or on the date ~ provided ttftder in G.S. 58-36-100, whichever is 
38 earlier; and (2) any filing may become effective on a date earlier than that specified 
39 in this subsection upon agreement between the Commissioner and the Bureau." 
40 Section 26. G.S. 58-36-15(t) reads as rewritten: 
41 "(f) On or before September 1 of each calendar year the Bureau shall submit to 
42 the Commissioner the experience, data, statistics, and information referred to in 
43 subsection (c) of this section and required under G.S. 58-36-100 and a residual 
44 market rate M and prospective loss costs review based on Stteh- those data for 
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1 workers' compensation insurance and employers' liability insurance written in 
2 connection therewith. Any rate or loss costs increase for Stteft' that insurance that is 
3 implemented pursutuH te under this Article shall become effective solely to Stteft' 
4 insura:nee a:s is written hE1:·1ing insurance with an inception date on or after the 
5 effective date of the rate or loss costs increase." 
6 Section 27. G.S. 58-36-15(g) reads as rewritten: 
7 "(g) The following information must be included in policy form, rule, and rate or 
8 loss costs filings under this Article and under Article 37 of this Chapter: 
9 (1) A detailed list of the rates, loss costs. rules, and policy forms filed, 

10 accompanied by a list of those superseded; and 
11 (2) A detailed description, properly referenced, of all changes in 
12 policy forms, rules, prospective loss costs, and rates, including the 
13 effect of each change." 
14 Section 28. G.S. 58-36-30(a) reads as rewritten: 
15 "(a) Ne insurer, effieer, agent er representa:ti·,,.e thereef Except as permitted by 
16 G.S. 58-36-100 for workers' compensation loss costs filings. no insurer and no officer. 
17 agent. or representative of an insurer shall knowingly issue or deliver or knowingly 
18 permit the issuance or delivery of any policy of insurance in this State which: that 
19 does not conform to the rates, rating plans, classifications, schedules, rules and 
20 standards made and filed by the Bureau. Hewe-,,.er, an An insurer may deviate from 
21 the rates pramttlgated adopted by the Bureau pre-,,.ided i.f the insurer has filed the 
22 proposed deviation te be applied beth with the Bureau and the Commissioner, ane-
23 praY'ided th:e ae-,,.iatien is ttnifentt in its appliea:tien te _all risks in th:e Sta:te af the 
24 ela:ss ta which the ae-,,.ia:tien is te apply; anti previaea stteh aeviatimt is appre·,,.ee. ey 
25 th:e Cammissianer. if the proposed deviation is based on sound actuarial principles. 
26 and if the proposed deviation is approved by the Commissioner. The Cammissiener 
27 sh:a:H a:ppre·,,.e prepesed deviatiens if th:ey de net renEler the rates exeessi-,,.e, 
28 iHaaeqttate ar uftfaifly diserim:inatery. If appre'+'ea, the Ele-,,.iatien may thereafter ee 
29 amene.eEI, suejeet ta th:e pre"lisiens ef th.is sttbseetien. Amendments to deviations are 
30 subject to the same requirements as initial filings. The Ele-,,.ie:tien may be terminated 
31 An insurer may terminate a deviation only if the deviation has been in effect for a 
32 period of six months before the effective date of the termination and the insurer 
33 notifies the Commissioner of the termination no later than 15 days before the 
34 effective date of the termination." 
35 Section 29. G.S. 58-36-30(c) reads as rewritten: 
36 " ( c) Any Ele·,,.iatien vlith respect te werkers' eompensatien anEI employers' liability 
37 iHsttraHee writteft ift eenneetien therev♦1ith as fileEI unEler subseetien (a) ef this seetioft 
38 sh.all apply ttftifermly to all elfl:ssifieatiens. Any approved rate under subsection (b) of 
39 this section with respect to workers' compensation and employers' liability insurance 
40 written in connection therewith shall be furnished to the Bureau." 
41 Section 30. Effective September 1, 1997, G.S. 58-36-l00(a) reads as 
42 rewritten: 
43 "(a) NathiHg in this seetien requires the Bttreau er its member insttrers ta refile 
44 rates prev-ieusly implemented eefere twe years after the effecti·,,.e a.ate ef this sectian. 
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1 Any memeer insttrer ef the Bureau may eentintte te ttse all rates and deviatiens filed 
2 and appreved fer its ttse until disapproved, er the insurer makes its eWfl: filing te 
3 change its rates, either ey making an independent filing er by filing a reference filing 
4 adeptien ferm adapting the Bureau's prnspeeth•e less easts, er medifieatieft thereef. 
5 Except as provided in stteseetien subsections (k) and (m) of this section, with the 
6 initial prespeetive less easts reference filiftg, the Bureau shall no longer develop or 
7 file any minimum premiums, minimum premium formulas, or expense constants. If an 
8 insurer wishes to amend minimum premium fermttlas, formulas or expense constants. 
9 it must file the minimum premium rules, formulas, or amounts it proposes to use. A 

10 co12y of each filing submitted to the Commissioner under subsections (e) and (g) of 
11 this section shall also be sent to the Bureau. 11 

12 Section 31. Effective September 1, 1997, G.S. 58-36-l00(b)(l) reads as 
13 rewritten: 
14 11 (1) 'Expenses'. -- · That portion of a rate attributable to acquisition, 
15 field supervision, collection expenses, any tax levied by the State 
16 or by any political subdivision of the State. licensing costs. fees, 
17 and general expenses, as determined by the insurer. 11 

18 Section 32. Effective September 1, 1997, G.S. 58-36-l00(c) reads as 
19 rewritten: 
20 11 (c) Except as provided in subsection .(m) of this section, for workers' 
21 compensation and employers' liability insurance written in connection with workers' 
22 compensation insurance, the Bureau shall no longer develop or file advisory final 
23 rates that contain provisions for expenses (other than loss adjustment expenses) and 
24 profit. The Bureau shall instead develop and file for approval with the Commissioner, 
25 in accordance with this section, reference filings containing advisory prospective loss 
26 costs and the underlying loss data and other supporting statistical and actuarial 
27 information for any calculations or assumptions underlying these loss costs. Loss-
28 based assessmeftts, fifty tax levied by the State er afty political sttedivisieft ef the 
29 State, lieeftsiftg easts, aftd fees assessments will be included in prospective loss costs. 11 

30 Section 32.1. Effective September 1, 1997, G.S. 58-36-l00(k) reads as 
31 rewritten: 
32 11 (k) The Bureau shall file with the Commissioner, for approval, filings containing 
33 a revision of rules and supplementary rating information. This includes policy-writing 
34 rules, rating plans, classification codes and descriptions, and rules that include factors 
35 or relativities, such as empleyers' liability increased limits meters, factors and related 
36 minimum 12remiums, classification relativities, or similar meters, bttt c1telttdes 
37 miftimttm premittms. factors. The Bureau may print and distribute manuals of rules 
38 and supplementary rating infurmatien, excluding miftimum premittms. information. 11 

39 PART V. INSURANCE COMPANY FINANCIAL OPERATIONS. 
40 Section 33. G.S. 58-5-63(a) reads as rewritten: 
41 11 (a) All insurance companies making deposits under this Article are entitled to 
42 interest on those depesits, which shall remaift ift the deposit aeeettftts. deposits. The 
43 right to interest is subject to a company paying its insurance policy liabilities. If any 
44 company fails to pay those liabilities, interest accruing after the failure is payable to 
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1 the Commissioner for the ·payment of those liabilities under subsection (b) of this 
2 section." 
3 Section 33.1. G.S. 58-3-Sl(d) reads as rewritten: 
4 "(d) The minimum reserves for outstanding losses and loss expenses under 
5 policies of workers' compensation it1:sttfe.ftee, insurance in cases involving tabular 
6 reserves, except as provided in subsection (e) of this section, shall be computed as 
7 follows: 
8 (1) For all such compensation policies where losses were incurred 
9 more than three years prior to the date of determination, such 

10 reserves shall be the sum of the present values, at three and one-
11 half percent (3 1/2%) interest per annum, of the determined and 
12 estimated unpaid losses computed on an individual case basis plus 
13 the estimated unpaid loss expenses computed in accordance with 
14 subsection (b) of this section. 
15 (2) Where losses were incurred during the three years immediately 
16 preceding the date of determination, such reserves shall be the 
17 sum of the reserves for each year, which shall be calculated in 
18 accordance with any method adopted or approved by the NAIC 
19 and shall be not less than the sum of the present values, at three 
20 and one-half percent (3 1/2%) interest per annum, of the 
21 determined and estimated unpaid losses computed on an 
22 individual case basis plus the estimated unpaid loss expenses 
23 computed in accordance with subsection (b) of this section. 11 

24 Section 34. G.S. 58-7-21(a) reads as rewritten: 
25 "(a) As used in this section and in G.S. 58 7 26, 58 7 30, e.ftcl 58 7 31: 58-7-26 and 
26 G.S. 58-7-30: 
27 (1) 'Reinsurance' means a transfer of insurance risk from a ceding 
28 insurer to an assuming insurer. 
29 (2) 'Insurance risk' means an uncertainty regarding the ultimate 
30 amount of any claim payment (underwriting risk) or an 
31 uncertainty regarding the timing of the payments (timing risk), or 
32 both." 
33 Section 35. G.S. 58-7-31(b)(3) reads as rewritten: 
34 "(3) The ceding insurer is required to reimburse the reinsurer for 
35 negative experience under the reinsurance agreement; except that 
36 neither offsetting experience refunds against current and prior 
37 years' losses under the reinsurance agreement nor payment by the 
38 ceding insurer of an amount equal to the current and prior years' 
39 losses under the reinsurance agreement upon voluntary 
40 termination of in-force reinsurance by the ceding insurer are a 
41 reimbursement to the reinsurer for negative experience. 
42 Voluntary termination does not include situations where 
43 termination occurs because of unreasonable provisions that allow 
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1 the reinsurer to reduce its risk or increase its risk charge under 
2 the reinsurance agreement." 
3 Section 36. G.S. 58-7-31(d)(l) reads as rewritten: 
4 "(1) Reinsurance agreements entered into after October 1, 1993, that 
5 involve the reinsurance of business issued prier te before the 
6 effective date of the reinsurance agreements, along with any 
7 subsequent amendments thereto, shall be filed by the ceding 
8 company with the Commissioner within 30 days after its date of 
9 execution. Each filing shall include data detailing the fiftnl impnet 

10 financial effect of the transaction. The ceding insurer's actuary 
11 who signs the financial statement actuarial opinion with respect to 
12 valuation of reserves shall consider this statute section and any 
13 applicable actuarial standards of practice when determining the 
14 proper credit in financial statements filed with the Commissioner . 
.15 The actuary shettld shall maintain adequate documentation and 
16 be prepared upon request to describe the actuarial work 
17 performed for inclusion in the financial statements and to 
18 demonstrate that SUeft that work conforms to this statute. section." 
19 Section 37. G.S. 58-7-173(12) reads as rewritten: 
20 "(12) Secured obligations of duly constituted churches and of church-
21 holding companies; and the cost of investments made under this 
22 subdivision shall not exceed the lesser of one percent (1 % ) of the 
23 insurer's admitted assets ef or five percent (5%) of the insurer's 
24 capital and surplus." 
25 Section 38. The catchline of G.S. 58-7-177 reads as rewritten: 
26 "§ 58-7-177. Investments in subsidiaries and affiliated corporations. subsidiaries." 
27 Section 39. G.S. 58-8-5(a)(3) reads as rewritten: 
28 "(3) Said effieers shnll enuse snid eertifiente te be published eHee n 
29 week fer twe eenseettti·.;e weeks ift n H:ewspnJ:ler iH: Raleigh &H:d iH: 
30 the eeuH:ty where the eempnH:y's J:lriH:eipnl effiee is leented, er 
31 f:lested nt the eottrtheuse deer if H:e H:eWSf'&f'er be published 
32 withiH: the eeuH:ty. Snid J:lriH:ted er pasted H:etiees shall be iH: sueh 
33 farm nH:d ef sueh size ns the CemmissieH:er mny &f'J:lre·.;e, &ftd ift 
34 ndditieft te setting ferth ift full the eertifiente reEJ:uired ift 
35 subdhrisieft (2) shnll state that &f'f:llientieft fer nmeftdiftg the 
36 eempnfty's ehnrter in the m&H:H:er SJ:leeified hos been J:lrepesed by 
37 the beard ef direeters, nnd shnH nlse state the time set fer n 
38 meetiH:g ef pelicyhelders thereey cnlled te ee held nt the 
39 priH:Cif'&l effiee ef the eempnfty te toke nctieH: eH: the preJ:lesed 
40 nmeH:dmeH:t. /'i tme eef'y ef sueh netice shall ee filed with the 
41 Cemmissiener, nnd nlse with thnt efficinl whe J:lerferms the 
42 funetiens ef Cemmissiener iH ench stnte where the eemJ:l&H:y is 
43 liceH:sed te de ettsiness. Such puelientieH: ttH:d filiH:g ef Hetiees 
44 shnH ee eemJ:lleted nt lenst 39 days prier te the dnte set thereiH 
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1 fof the meetit1g ef :pelicyheldefs e.ftd dtte f}feef thefeef she.H ee 
2 filed with the Cemmissieftef at lee.st 15 days !}fief te the date ef 
3 sttch: meetiftg. If the meeting at which the proposed amendment is 
4 to be considered is a special meeting, rather than a regular annual 
5 meeting of policyholders, sttch s:pecie.l that meeting can be called 
6 only after the Commissioner has given ltts approval in writing, 
7 and the :pttblish:ed ftetice shaH shew the fact ef sttch B.f}f}f8"1ttl; 
8 writing:" 
9 Section 40. G.S. 58-8-25 reads as rewritten: 

10 "§ 58-8-25. Dividends to policyholders. 
11 (a) Any participating or dividend-paying company, stock or mutual or foreign or 
12 domestic, that writes other than life insurance or workers' compensation insurance 
13 and employers' liability insurance in connection therewith, may declare and pay a 
14 dividend to policyholders from its Sttff}ltts, unassigned surplus as reflected in the 
15 company's most recent annual or quarterly statement filed with the Commissioner, 
16 which. shall include only its surplus in excess of any required minimum surplus. No 
17 such dividend shall be paid unless it is fair and equitable and for the best interest of 
18 the company and its policyholders. In declaring any dividend to its policyholders, any 
19 such company may make reasonable classifications of policies expiring during a fixed 
20 period, upon the basis of each general kind of insurance covered by stteh- those 
21 policies and by territorial divisions of the location of risks by states, except that in 
22 fixing the amount of dividends to be paid on each general· kind of insurance, which 
23 the dividends shall be uniform in rate and applicable to the majority of risks within 
24 stteh- that general kind of insurance, and exceptions may be made as to any class or 
25 classes of risk and a different rate or amount of dividends paid on stteh- the class or 
26 classes if the conditions applicable to stteh- the class or classes differ substantially from 
27 the condition applicable to the kind of insurance as a whole. Every such company 
28 shall have an equal rate of dividend for the same term on all policies insuring risks in 
29 the same classification. The payment of dividends to policyholders shall not be 
30 contingent ~pon the maintenance or renewal of the policy. All dividends shall be 
31 paid to the policyholder unless a written assignment thefeef ee of those dividends is 
32 executed. Neither the payment of dividends nor the rate th:efeef of the dividends may 
33 be guaranteed by any company, or its agent, !}fief te before the declaration of the 
34 dividend by the board of directors of stteh- the company. The holders of policies of 
35 insurance issued by a company in compliance with the orders of any public official, 
36 bureau or committee, in conformity with any statutory requirement or voluntary 
37 arrangement, for the issuance of insurance to risks not otherwise acceptable to the 
38 company, may be established as a separate class of risks. 
39 (b) Any participating or dividend-paying company, stock or mutual or foreign or 
40 domestic, that writes workers' compensation insurance and employers' liability 
41 insurance in connection therewith may declare and pay a dividend to policyholders 
42 from its Sttff}ltts, unassigned surplus as reflected in the company's most recent 
43 statement filed with the Commissioner under G.S. 58-2-165, which shall include only 
44 its surplus in excess of any required minimum surplus. No such dividend shall be 
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1 paid unless it is fair and equitable and for the best interest of the company and its 
2 policyholders. In declaring any dividend to its policyholders, any such company may 
3 make reasonable classifications of policies expiring during a fixed period. The 
4 payment of dividends to policyholders shall not be contingent upon the maintenance 
5 or renewal of the policy. All dividends shall be paid to the policyholder unless a 
6 written assignment thereof be of those dividends is executed. Neither the payment of 
7 dividends nor the rate thereof of the dividends may be guaranteed by any company, 
8 or its agent, J'rior to before the declaration of the dividend by the board of directors 
9 of stteh- the company. The holders of policies of insurance issued by a company in 

10 compliance with the orders of any public official, bureau, or committee, in 
11 conformity with any statutory requirement or voluntary arrangement, for the issuance 
12 of insurance to risks not otherwise acceptable to the company, may be established as 
13 a separate class of risks." 
14 Section 41. G.S. 58-9-6(a) reads as rewritten: 
15 "(a) The Commissioner shall issue an intermediary license or an exemption from 
16 the license, subject to G.S. 58-9-2(b)(2) or G.S. 58-9-2(c)(3). to any person who has 
17 complied with the requirements of this Article. A license issued to a noncorporate 
18 entity authorizes all of the members of the entity and any designated employees to act 
19 as intermediaries under the license, and those persons shall be named in the 
20 application and any supplements. A license issued to a corporation authorizes all of 
21 the officers and any designated employees and directors of the corporation to act as 
22 intermediaries on behalf of the corporation, and those persons shall be named in the 
23 application and any supplements." 
24 Section 42. G.S. 58-9-ll(b) reads as rewritten: 
25 "(b) An insurer shall not engage the services of any person to act as a broker on 
26 its behalf unless the person is licensed ttfl:der G.S. S8 9 6. or exempted under this 
27 Article. An insurer shall not employ an individual who is employed by a broker with 
28 which it transacts business, unless the broker is under common control with the 
29 insurer under Article 19 of this Chapter." 
30 Section 43. G.S. 58-9-21(a) reads as rewritten: 
31 "(a) A reinsurer shall not engage the services of any person to act as a manager 
32 on its behalf unless the person is licensed ttfl:der G.S. S8 9 6. or exempted under this 
33 Article.'' 
34 Section 44. G.S. 58-12-2(3) reads as rewritten: 
35 "(3) Domestic insurer. -- Any insurance company org~nized in this 
36 State under ,c\ftide 7 Article 7 or Article 15 of this Chapter." 
37 Section 45. G.S. 58-13-10 reads as rewritten: 
38 "§ 58-13-10. Scope. 
39 W This Article applies to all domestic insurers and to all kinds of insurance 
40 written by those insurers ttfl:der ,c\ftieles 1 throttgh 66 of this Chapter. Foreign 
41 insurers ere to shall comply in substance with the requirements and limitations of this 
42 section. This ,c\ftiele does Rot B:f'f'ly to ¥B:rittble eofl:treets for whieh sef'&rB:te tteeottfl:ts 
43 B:fe reqttired to be mttifl:tB:iRed Hor to stB:ttttory deposits that ttre reqttired to be 
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1 mointoinecl ey insuroaee regulatory ogeaeies es o requiremeat for cloiag eusiaess in 
2 sueli jurisclietions. 
3 (b) This Article does not apply to: 
4 ill Variable contracts for which separate accounts are required to be 
5 maintained. 
6 ill Statutory deposits that are required to be maintained by 
7 insurance regulatory agencies as a requirement for doing business. 
8 ill Real estate authorized under G.S. 58-7-187 and encumbered by a 
9 mortgage loan with a first lien. 11 

10 Section 46. G.S. 58-13-15 reads as rewritten: 
11 11 § 58-13-15. Definitions. 
12 As used in this Article: 
13 (1) 'Assets' means all property, real or personal, tangible or 
14 intangible, legal or equitable, owned by an insurer. 
15 (2) 'Claimants' means any owners, beneficiaries, assignees, certificate 
16 holders, or third-party beneficiaries of any insurance benefit or 
17 right arising out of and within the coverage of an insurance policy 
18 covered by this Article. 
19 (3) 'Reserve assets' means those assets of an insurer that are 
20 authorized investments for policy reserves in accordance with 
21 Articles 1 tluough 64 of this Chapter oad G.S. 58 65 95. this 
22 Chapter. 
23 ( 4) 'Policyholder-related liabilities' means those liabilities that are 
24 required to be established by an insurer for all of its outstanding 
25 insurance policies in accordance with Artie1es 1 t.h:reugh 64 ef 
26 this Chapter oacl G . S. 58 65 95. this Chapter. 11 

27 Section 47. G.S. 58-13-20(b) reads as rewritten: 
28 "(b) The Commissioner lies tlie riglit to may examine any of suelt these assets, 
29 reinsurance agreements, or deposit arrangements at any time in accordance with hts-
30 the Commissioner's authority to make examinations of insurers as conferred by other 
31 provisions of At-tielcs 1 tluougli 64 of this Chapter." 
32 Section 48. G.S. 58-19-5(5) reads as rewritten: 
33 11 (5) 'Person' means an individual, corporation, partnership, limited 
34 liability company. association, joint stock company, trust, 
35 unincorporated organization, or any similar entity or any 
36 combination of the foregoing acting in concert. 11 

37 Section 49. G.S. 58-19-l0(b)(l) reads as rewritten: 
38 11 (1) Invest, in common stock, preferred stock, debt obligations, and 
39 other securities of one or more subsidiaries, amounts that do not 
40 exceed the lesser of ten percent (10%) of suelt the insurer's 
41 admitted assets or fifty percent (50%) of suelt the insurer's 
42 surplus as regards policyholders, provided that after suelt those 
43 investments, the insurer's surplus as regards policyholders will be 
44 reasonable in relation to the insurer's outstanding liabilities and 
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1 adequate to its financial needs. In calculating the amount of Stteh 
2 the investments, investments in domestic or foreign insurance 
3 subsidiaries and health maintenance organizations shall be 
4 excluded, and there shall be included: (i) total net monies or 
5 other consideration expended and obligations assumed in the 
6 acquisition or formation of a subsidiary, including all 
7 organizational expenses and contributions to capital and surplus 
8 of Stteh the subsidiary whether or not represented by the purchase 
9 of capital stock or issuance of other securities; and (ii) all 

10 amounts expended in acquiring additional common stock, 
11 preferred stock, debt obligations, and other securities, and all 
12 contributions to the capital or surplus, of a subsidiary subsequent 
13 to its acquisition or formation;". 
14 PART VI. HANDICAPPED PERSONS. 
15 Section 50. G.S. 168-10 reads as rewritten: 
16 "§ 168-10. Eliminate discrimination in treatment of handicapped and disabled. 
17 Each handicapped person shall have the same consideration as any other person 
18 for individual accident and health insurance coverage, and no insurer, service 
19 corporation, multiple employer welfare arrangement, or health maintenance 
20 or~anization subject to Chapter 58 of the General Statutes solely on the basis of Stteh 
21 the person's handicap, shall deny Stteh coverage or benefits. The availability of Stteh 
22 ittsurattee coverage or benefits shall not be denied solely due te because of the 
23 hattdieap, J_:)fe"lided, heT;;e:r,,er, that Be sttch iBsuref shall ee vrnhieited ffem eJEelttdiBg 
24 ey wah•ef ef ethefWise, aH:y vre eJEistiBg eeBditieBs ffem sueh eeT1erage, aH:d ftuther 
25 vre"lided that handicap; however, any such insurer may charge the appropriate 
26 premiums or fees for the risk insured on the same basis and conditions as insurance 
27 issued to other verseBs. persons. in accordance with actuarial and underwriting 
28 principles prescribed in Chapter 58 of the General Statutes. NethiBg eeH:taiBed 
29 hefeitt ef iH: aBy ether statute shall restriet er f)feelude aBy iBsurer geT1erH:ed ey 
30 Chavtef 58 ef the GeH:ernl Statutes ffem settiH:g aH:d ehargiBg a vremium er fee eased 
31 ttf)ett the elass er classes ef risks aH:d eH: souH:d actuafial aH:d uBdervt1ri:tiH:g vriBeivles 
32 as determiBed ey sueh iBsurer, er frem avviyiBg its fegular uBderwritiBg staBdards 
33 apvlieaele te all elasses ef risks. The vmvisieHs ef this seetieH shall avvly te eeth 
34 eefpefatieH:s geT1erHed ey Chavter 58 ef the GeHeral Statutes." 
35 Section 51. G.S. 168-22(b) reads as rewritten: 
36 "(b) A family care home shall ee is deemed a residential use of property for the 
37 purposes of determining charges or assessments imposed by political subdivisions or 
38 businesses for water, sewer, power, telephone service, cable television, garbage and 
39 trash collection, repairs or improvements to roads, streets, and sidewalks, and other 
40 services, utilities, and imvrn:r,,emeBts, aH:d fer vurveses ef elassifieatieB fer iBsuraHee. 
41 improvements." 
42 PART VII. AUTOMOBILE INSURANCE. 
43 Section 52. G.S. 58-36-75(c) is repealed. 
44 Section 53. G.S. 58-36-5(c) reads as rewritten: 
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1 11 (c) The Bttree.tt, wheH eree.ted, Bureau shall adopt Stteh- rules B:Hd regttle.tioHs for 
2 its orderly procedure e.s shall ee that are necessary for its maintenance and operation. 
3 No Stteh- rules aHd regttlatieHs shall discriminate against any type of insurer because 
4 of its plan of operation, nor shall any insurer be prevented from returning any unused 
5 or unabsorbed premium, deposit, savings or earnings to its policyholders or 
6 subscribers. The expeHse ef stteh Bttreatt shall ee eerHe ey its members ey qttaftefly 
7 eoHtrietttiOflS ta ee me.de ifl B:d7taflee, stteh eeHtrietttioHS to ee made ift B:dVB:flCe ey 
8 profa:tiHg stteh expeHse amoHg the memeers iH e.eeordaHee w-ith the amottHt of gross 
9 pfemittms derh•ed from the aeoT,e liHes of iHsttraHee iH North Carolina dttring the 

10 preee~iHg yee.f aHd memeers eHteriHg the Bttreatt siHee that date to e.dve.Hee e.n 
11 e.mottnt to ee fufed ey the goverHing committee. After the first fiscal year of 
12 opefation of the Bttree.tt the The necessary expense of the Bureau shall be advanced 
13 by the members in accordance with rules B:Rd regttla.tioRs to ee established and 
14 adopted by the governing committee. The Bureau she.II ee empowered ta may 
15 subscribe for or purchase any necessary service, ttfltl employ and fix the salaries of 
16 such personnel and assistants as are Heeessary. necessary, charge reasonable fees for 
17 its products and services, and engage in any lawful activities related to the objects. 
18 functions, duties, responsibilities. or authority of the Bureau. 11 

19 Section 53.1. G.S. 58-37-1(7) reads as rewritten: 
20 11 (7) 'Motor vehicle insurance' means direct insurance against liability 
21 arising out of the ownership, operation, maintenance or use of a 
22 motor vehicle for bodily injury including death and property 
23 damage and includes medical payments and uninsured and 
24 underinsured motorist coverages. 
25 With respect to motor carriers who are subject to the financial 
26 responsibility requirements established under the Motor Carrier 
27 Act of 1980, the term, 'motor vehicle insurance' includes coverage 
28 with respect to environmental restoration. As used in this 
29 subsection the term, 'environmental restoration' means restitution 
30 for the loss, damage, or destruction of natural resources arising out 
31 of the accidental discharge, dispersal, release, or escape into or 
32 upon the land, atmosphere, water course, or body of water of any 
33 commodity transported by a motor carrier. Environmental 
34 restoration includes the cost of removal and the cost of necessary 
35 measures taken to minimize or mitigate damage to human health, 
36 the natural environment, fish, shellfish, and wildlife. 11 

37 Section 53.2. G.S. 58-37-35(b)(2) reads as rewritten: 
38 11 (2) Additional ceding privileges for motor vehicle insurance shall be 
39 provided by the Board of Governors if there is a substantial public 
40 demand for a coverage or coverage limit of any component of 
41 motor vehicle insurance up to the following: 
42 Bodily injury liability: one hundred thousand dollars ($100,000) 
43 each person, three hundred thousand dollars ($300,000) each 
44 accident; 
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1 Property damage liability: fifty thousand dollars ($50,000) each 
2 accident; 
3 Medical payments: two thousand dollars ($2,000) each person; 
4 Underinsured motorist: one li:ttndFcd tl:J:ettsand million dollars 
5 ($100,000) ($1,000.000) each person and tl:J:Fcc li:ttndFcd tl:J:ettsand 
6 dellal's ($300,000) each accident for bodily injury liability; 
7 Uninsured motorist: one li:ttndFcd tl:J:ettsand million dollars 
8 ($100,000) ($1,000.000) each person and each accident for bodily 
9 injury and fifteen fifty thousand dollars ($15,000) ($50,000) for 

10 property damage (one hundred dollars ($100.00) deductible)." 
11 Section 53.3. G.S. 58-37-35(e) reads as rewritten: 
12 "(e) The Commissioner and member companies shall provide for a Board of 
13 Ge"lcl'nel's witl:J:in 30 days aficl' May 24, 1973. If any mcmecl' scat en tl:J:c initial 
14 Beal'd ef Ge7+'Cl'neFs is net filled in e.cceFdancc witl:J: tl:J:is ,c\l'tielc v.'itl:J:in sttcli: time, 
15 tl:J:cn, in tl:J:at event tl:J:c Cemmissiencl' sl:J:e.11 appeint natttFal pcFsens fl'em any ef tl:J:c 
16 classificatiens specified in sttescctien (d) ef tl:J:is scctien ta scFVc tl:J:c initial tcFm en 
17 tl:J:c Beal'd ef GevcFneFs. As seen as pessielc aficl' its sclcctien, tl:J:c Cemmissiencl' 
18 sl:J:all call fel' tl:J:c initial meeting ef tl:J:c Beal'd. Governors. .Aftcl' tl:J:c The Board of 
19 Governors haYc eccn selected it shall tften- elect from its membership a chairman and 
20 shall tften- meet tl:J:cFcaficl' as eftcn as at the call of the chairman sl:J:all l'C<:J:ttil'c or at 
21 the request of tMee four members of the Board of Governors. The chairman shall 
22 retain the right to vote on all issues. Five members of the Board of Governors shall 
23 constitute a quorum. The same member may not serve as chairman for more than 
24 two consecutive ycaFs. years; provided. however. that a member may continue to 
25 serve as chairman until a successor chairman is elected and qualified." 
26 Section 53.4. G.S. 58-37-40(e) reads as rewritten: 
27 "(e) Upon approval of the Commissioner of the plan so submitted or 
28 promulgation of a plan deemed approved by the Commissioner, all insurance 
29 companies licensed to write motor vehicle insurance in this State or any component 
30 thereof as a prerequisite to further engaging in writing the insurance shall formally 
31 subscribe to and participate in the plan so approved. 
32 The plan of operation shall provide for, among other matters, (i) the establishment 
33 of necessary facilities; (ii) the management of the Facility; (iii) the preliminary 
34 assessment of all members for initial expenses necessary to commence operations; (iv) 
35 the assessment of members if necessary to defray losses and expenses; (v) the 
36 distribution of gains to defray losses incurred since September 1, 1977; (vi) the 
37 distribution of gains by credit or reduction of recoupment el' allecatien surcharges to 
38 policies subject to recoupment el' e.Hecatien surcharges pursuant to this Article (the 
39 Facility may apportion the distribution of gains among the coverages eligible for 
40 cession pursuant to this Article); (vii) the recoupment or allocation of losses sustained 
41 by the Facility since September 1, 1977, pursuant to this Article, which losses may be 
42 recouped by equitable pro rata assessment of member cempanics; companies or by 
43 way of a surcharge on motor vehicle policies issued by member companies or through 
44 the Facility: (viii) the standard amount ( one hundred percent (100%) or any 
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1 equitable lesser amount) of coverage afforded on eligible risks which a member 
2 company may cede to the Facility; and (ix) the procedure by which reinsurance shall 
3 be accepted by the Facility. The plan shall further provide that: 
4 (1) Members of the Board of Governors shall receive reimbursement 
5 from the Facility for their actual and necessary expenses incurred 
6 on Facility business, en route to perform Facility business, and 
7 while returning from Facility business plus a per diem allowance of 
8 twenty-five dollars ($25.00) a day which may be waived. 
9 (2) In order to obtain a transfer of business to the Facility effective 

10 when the binder or policy or renewal thereof first becomes 
11 effective, the company must within 30 days of the binding or policy 
12 effective date notify the Facility of the identification of the insured, 
13 the coverage and limits afforded, classification data, and premium. 
14 The Facility shall accept risks at other times on receipt of 
15 necessary information, but acceptance shall not be retroactive. The 
16 Facility shall accept renewal business after the member on 
17 underwriting review elects to again cede the business." 
18 Section 54. G.S. 58-37-40(f) reads as rewritten: 
19 "(f) The plan of operation shall provide that every member shall, following 
20 payment of any pro rata assessment, eommettee begin recoupment of that assessment 
21 by way of a surcharge on motor vehicle insurance policies issued by the member or 
22 through the Facility until the assessment has been recouped. Stte¼t Any surcharge 
23 under this subsection or under subsection (e) of this section shall be a percentage of 
24 premium adopted by the Board of Governors of the Facility; and the charges 
25 determined on the basis of the surcharge shall be combined with and displayed as a 
26 part of the applicable premium charges. Pfovided, ho¥.1evef, that feeottpmettt 
27 Recoupment of losses sustained by the Facility sittee Septemeef 1, 1977, with respect 
28 to nonfleet private passenger motor vehicles may be feeottped made only by 
29 surcharging nonfleet private passenger motor vehicle insurance policies. polieies (i) 
30 that afe sttejeet to the elassifieatiott platt pFomttlgated pttfsttattt to G .S. 58 36 65 attd 
31 (ii) to whieh otte Of mofe dfivittg feeofd poittts have eeett assigtted pttfstttmt to said 
32 plan, sttejeet to the pfo•;isions of G.S. 58 36 75. If the amount collected during the 
33 period of surcharge exceeds assessments paid by the member to the Facility, the 
34 member shall pay over the excess to the Facility on a date specified by the Board of 
35 Governors. If the amount collected during the period of surcharge is less than the 
36 assessments paid by the member to the Facility, the Facility shall pay the difference 
37 to the member. Except as hefeittaftef pFovided, otherwise provided in this Article, the 
38 amount of recoupment shall not be considered or treated as a rate or premium for 
39 any purpose. The Board of Governors shall adopt and implement a plan for 
40 compensation of agents of Facility members when recoupment surcharges are 
41 imposed; Stteh- that compensation shall not exceed the compensation or commission 
42 rate normally paid to the agent for the issuance or renewal of the automobile liability 
43 policy issued through the North Carolina Reinsurance Facility affected by Stteh-
44 Sttfehafge; pFo"+·ided, howevef, that the surcharge. However, the surcharge pfo•rided 
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1 for in this section shall include an amount necessary to recover the amount of the 
2 assessment to member companies and the compensation paid by each member, 
3 flt:1:rsue:nt te under this section, to agents. 11 

4 Section 55. G.S. 58-37-35(b)(8) reads as rewritten: 
5 11 (8) To establish fair and reasonable procedures for the sharing among 
6 members of any loss on Facility business which that cannot be 
7 recouped pursuant te under G.S. 58-37-40ffl .(el er which ce:nnet 
8 be recouped er e:Hoee.ted under G.S. 58 37 75, allocated, and other 
9 costs, charges, expenses, liabilities, income, property and other 

10 assets of the Facility and for assessing or distributing to members 
11 their appropriate shares. £uelt The shares may be based on the 
12 member's premiums for voluntary business for the appropriate 
13 category of motor vehicle insurance or by any other fair and 
14 reasonable method. 11 

15 Section 56. G.S. 58-37-35(1) reads as rewritten: 
16 "(I) The classifications, rules, rates, rating plans and policy forms used on 
17 motor vehicle insurance policies reinsured by· the Facility may be made by the 
18 Facility or by any licensed or statutory rating organization or bureau on its behalf and 
19 shall be filed with the Commissioner. The Board of Governors shall establish a 
20 separate subclassification within the Facility for 'clean risks' e.s herein defined. risks'. 
21 For the purpose of this Article, a 'clean risk' she.ll be is any owner of a nonfleet 
22 private passenger motor vehicle as defined in G.S. 58-40-10, if the owner, principal 
23 operator, and each licensed operator in the owner's household have two years' 
24 driving experience as licensed drivers and if none of the persons has been assigned 
25 any Safe Driver Incentive Plan points under Article 36 of this Chapter during the 
26 three-year period immediately preceding either (i) the date of application for a motor 
27 vehicle insurance policy or (ii) the date of preparation of a renewal of a motor 
28 vehicle insurance policy. £uelt The filings may incorporate by reference any other 
29 material on file with the Commissioner. Rates shall be neither excessive, inadequate 
30 nor unfairly discriminatory. If the Commissioner finds, after a hearing, that a rate is 
31 either excessive, inadequate or unfairly discriminatory, he the Commissioner shall 
32 issue an order specifying in what respect it is deficient and stating when, within a 
33 reasonable period thereafter, sueli rnte shall be deemed the rate is no longer effective. 
34 &tlitl The order is subject to judicial review as set out in Article 2 of this Chapter. 
35 Pending judicial review of Sftt€l- the order, the filed classification plan and the filed 
36 rates may be used, charged and collected in the same manner as set out in G.S. 
37 58-40-45 of this Chapter. 58:ttl The order shall not affect any contract or policy made 
38 or issued prier te before the expiration of the period set forth in the order. All rates 
39 shall be on an actuarially sound basis and shall be calculated, insofar as is possible, to 
40 produce neither a profit nor a loss. However, the rates made by or on behalf of the 
41 Facility with respect to 'clean risks', e.s defined e:ber,e, risks' shall not exceed the 
42 rates charged 'clean risks' who are not reinsured in the Facility. The difference 
43 between the actual rate charged and the actuarially sound and self-supporting rates 
44 for 'clean risks' reinsured in the Facility may be recouped in similar manner as 
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assessments pttf9ttaHt to G.S. 58 37 40(f) or alloeated pursuafl:t to G.S. 58 37 75. under 
G.S. 58-37-40(0. Rates shall not include any factor for underwriting profit on Facility 
business, but shall provide an allowance for contingencies. There shall be a strong 
presumption that the rates and premiums for the business of the Facility are neither 
unreasonable nor excessive." 

Section 57. G.S. 58-37-75 is repealed. 
PART VIII. WORKERS' COMPENSATION SELF-INSURANCE. 

Section 58. G.S. 58-50-60 reads as rewritten: 
11 § 58-50-60. Rules for precertification practices. 

(a) This section applies to all accident and health insurers under Articles 1 
through 64 of this Chapter, all third-party administrators and preferred provider 
arrangements, all entities subject to Articles 65 through 67 of this Chapter, and all 
self-funded ftealth. beHefit workers' compensation insurance plans. 

{b) The Commissioner shall adopt reasonable rules governing preeertifieatiofl: 
praetiees aHti fflrffls utilization review and utilization review organizations affiliatetl 
that do business with the entities subject to this section. 11 

Section 59. G.S. 58-50-65(a) reads as rewritten: 
11 (a) NotftiHg Except as provided in this subsection, nothing in Articles 50 through 

55 of this Chapter sJ:taH apply applies to or affeet any poliey of liability or workers' 
compensation iHsttraHee, e:X'eept tJ:tat insurance policy. Except for G .S. 58-50-55(a,), 
the provisions of G.S. 58 50 50 ttfld subseetioHs (b) ttHd (e) of G.S. 58 50 55 shall this 
Article and Articles 65 and 67 of this Chapter and any administrative rules adopted 
under those Articles relating to preferred providers and utilization review apply to 
polieies of workers' compensation iflsttrnnee. insurance policies and to individual 
and group self-funded workers' compensation insurance plans. If there is any conflict 
between mana,~ed care rules adopted by the Commissioner under this Chapter and 
mana~ed care rules adopted by the Industrial Commission under G.S. 97-25.2, the 
Industrial Commission's rules govern. If there is any conflict between managed care 
provisions in this Chapter and in Chapter 97 of the General Statutes with respect to 
workers' compensation, the provisions in Chapter 97 govern." 
PART IX. CERTIFICATE OF AUTHORITY CONFORMING NAME CHANGE. 

Section 60. The phrase "certificate of authority" is deleted and replaced 
by the word "license" wherever it occurs in each of the following sections of the 
General Statutes: 
G.S. 58-4-15. 
G.S. 58-7-55. 
G.S. 58-7-70. 
G.S. 58-15-5. 
G.S. 58-16-35. 
G.S. 58-24-45. 
G.S. 58-24-145. 
G.S. 58-28-5. 

Senate Bill 843 

Revocation of certificate of authority. 
Exceptions to requirements of G.S. 58-7-50. 
Effects of redomestication. 
Definitions. 
Unauthorized Insurers Process Act. 
Organization . 
Injunction -- Liquidation -- Receivership of domestic society. 
Transacting business without certificate of authority prohibited; 
exceptions. 
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1 G.S. 58-28-15. 
2 

Validity of acts or contracts of unauthorized company shall not 
impair obligation of contract as to the company; maintenance of 
suits; right to defend. 3 

4 G.S. 58-28-45. 
5 G.S. 58-30-10. 
6 G.S. 58-30-55. 
7 G.S. 58-30-260. 
8 

Uniform Unauthorized Insurers Act. 
Definitions. 
Condition on release from delinquency proceedings. 
Conservation of property of foreign or alien insurers found in this 
State. 

9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 

G.S. 58-33-132. Qualifications of instructors. 
G.S. 58-41-55. Penalties; restitution. 
G.S. 58-48-35. Powers and duties of the Association. 
G.S. 58-48-45. Duties and powers of the Commissioner. 
G.S. 58-57-80. Penalties. 
PART X. RISK SHARING PLAN SUNSET EXTENSION. 

Section 61. G.S. 58-42-55 reads as rewritten: 
"§ 58-42-55. Expiration. 

This Article shall expire expires on July 1, ~ 1999." 
PART XI. HEALTH INSURANCE CLARIFYING CHANGES. 

Section 62. G.S. 58-50-130(a), as amended by S.L. 1997-259, is amended 
by adding the following new subdivision: 

"ill Late enrollees may only be excluded from coverage for the greater 
of 18 months or an 18-month preexisting-condition exclusion: 
however, if both a period of exclusion from coverage and a 
preexisting-condition exclusion are applicable to a late enrollee, 
the combined period shall not exceed 18 months. If a period of 
exclusion from coverage is applied, a late enrollee shall be enrolled 
at the end of such period in the health benefit plan currently held 
by the small employer. 11 

Section 63. G.S. 58-68-40(e)(2), as enacted by S.L. 1997-259, reads as 
30 rewritten: 
31 "(2) A self-employed individual as ·defined in G.S. 58 50 110(21&). G.S. 

58-50-110(21a). except as otherwise provided for the basic and 
standard health care plans under the North Carolina Small 
Employer Group Health Coverage Reform Act." 

32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 

Section 63.1. G.S. 58-51-SS(d), as amended by S.L. 1997-259, reads as 
rewritten: 

"(d) Applicability. -- Subsection (bl) of this section applies only to group health 
insurance eeHtraets contracts, other than excepted benefits as defined in G.S. 58-68-
25, covering more than 50 employees. The remainder of this section applies only to 
group health insurance contracts covering 20 or more employees. For purposes of 
this section, 'group health insurance contracts' include MEWAs, as defined in G.S. 
58-49-30(a), II 

Section 63.2. G.S. 58-65-90(d), as amended by S.L. 1997-259, reads as 
44 rewritten: 
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1 "(d) Applicability. -- Subsection (bl) of this section applies only to subscriber 
2 eefttraets contracts. other than excepted benefits as defined in G.S. 58-68-25. covering 
3 more than 50 employees. The remainder of this section applies only to group 
4 contracts covering 20 or more employees." 
5 Section 63.3. G.S. 58-67-75(d), as amended by S.L. 1997-259, reads as 
6 
7 
8 
9 

10 
11 
12 

rewritten: 
"(d) Applicability. -- Subsection (bl) of this section applies only to group 

eefttraets contracts. other than excepted benefits as defined in G.S. 58-68-25. covering 
more than 50 employees. The remainder of this section applies only to group 
contracts covering 20 or more employees." 
PART XII. COMMERCIAL INSURANCE FORM DOCUMENT RETENTION. 

Section 64. G.S. 58-41-50(g) reads as rewritten: 
13 "(g) An insurer subject to this Article may develop and use an individual form or 
14 rate as a result of the uniqueness of a particular risk. The form or rate shall be 
15 developed, filed, and used in accordance with rules adopted by the Commissioner. 
16 Rules adopted by the Commissioner under this section may provide for retention of 
17 certain documents and data by insurers instead of insurers filing those records with 
18 the Commissioner." 
19 PART XIII. EFFECT OF HEADINGS. 
20 
21 
22 
23 
24 
25 
26 
27 

Section 65. The headings to the parts of this act are a convenience to the 
reader and are for reference only. The headings do not expand, limit, or define the 
text of this act. 
PART XIV. EFFECTIVE DATE. 

Section 66. Sections 30 through 32 of this act become effective September 
1, 1997. Section 61 of this act becomes effective June 30, 1997. Sections 62 and 63 
become effective July 1, 1997. Sections 63.1, 63.2, and 63.3 become effective January 
1, 1998. The remainder of this act is effective when it becomes law. 
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MINUTES 

HOUSE COMMITTEE ON INSURANCE 

August 6, 1997 

The House Committee on Insurance met around the Chamber desk of Chairman Jerry 
Dockham after the Legislative Session on August 6, 1997. A quorum was present and 
Senate Bill 273 was considered. Representative McComas moved that the bill be given a 
favorable report. The motion passed. 

5::'C\~'r\'"f'f\~. 
Mary H~ore, Acting Clerk 
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GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1997 

SENATE BILL 273 

Short Title: Mastectomy/Hospital Stay. 

Sponsors: Senators Forrester; Cochrane, Hoyle, Lucas, and Perdue. 

Referred to: Pensions & Retirement and Insurance. 

March 3, 1997 

1 

(Public) 

1 A BILL TO BE ENTITLED 
2 AN ACT PERTAINING TO THE COVERAGE OF POSTMASTECTOMY 
3 INPATIENT CARE UNDER HEALTH INSURANCE PLANS. 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 

The General Assembly of North Carolina enacts: 
Section 1. Chapter 58 of the General Statutes is amended by adding the 

following new section to read: 
"§ 58-3-171.1. Coverage for postmastectomy inpatient care. 

(a) Every entity providing a health benefit plan that provides coverage for 
mastectomy, including coverage for postmastectomy inpatient care, shall ensure that 
the decision whether to discharge the patient following mastectomy is made by the 
attending physician in consultation with the patient. and shall further ensure that the 
length of postmastectomy hospital stay is based on the unique characteristics of each 
patient taking into consideration the health and medical history of the patient. 

(b) As used in this section, 'health benefit plans' means accident and health 
insurance policies or certificates: nonprofit hospital or medical service corporation 
contracts: health. hospital, or medical service corporation plan contracts: health 
maintenance organization (HMO) subscriber contracts: and plans provided by a 
MEW A or plans provided by other benefit arrangements. to the extent permitted by 
ERISA." 

Section 2. This act is effective when it becomes law and applies to health 
benefit plans issued, renewed, or amended on and after that date. 



1997 COMMITTEE REPORT 
HOUSE OF REPRESENTATIVES 

The following report(s) from standing committee(s) is/are presented: 
By Representative(s) Jerry C. Dockham for the Committee on INSURANCE. 

15;1 Committee Substitute for 
S.B. 273 A BILL TO BE ENTITLED AN ACT PERTAINING TO THE COVERAGE OF 

POSTMASTECTOMY INPATIENT CARE UNDER HEAL TH INSURANCE PLANS. 

IX] With a favorable report. 

i-·1 With a favorable report and recommendation that the bill be re-referred to the Committee on 
[]Appropriations[] Finance [J 

[J With a favorable report, as amended. 

[J With a favorable report, as amended, and recommendation that the bill be re-referred to the 
Committee on □ Appropriations □ Finance □ 

□ Wtth a favorable report as to committee substitute bill (# ), D which changes the title, 
unfavorable as to original bill (Committee Substitute Bill# ), (and recommendation 
that the committee substitute bill # ) be re-referred to the Committee on .) 

□ With a favorable report as to House committee substitute bill (# 
the title, unfavorable as to Senate committee substitute bill. 

), O which changes 

[] And having received a unanimous vote in committee, is placed on the Consent Calendar. 
(PUBLIC BILLS ONLY) 

[] With an unfavorable report. 

O With recommendation that the House concur. 

[] With recommendation that the House do not concur. 

O With recommendation that the House do not concur; request conferees. 

□ With recommendation that the House concur; committee believes bill to be material. 

□ With an unfavorable report, with a Minority Report attached. 

[] Without prejudice. 

[l With an indefinite postponement report. 

[] With an indefinite postponement report, with a Minority Report attached. 

[I With recommendation that it be adopted. (HOUSE RESOLUTION ONLY) 
4/24/97 
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MINUTES 

INSURANCE COMMITTEE 

JUNE 18, 1998 

Jerry C. Dockham, Chairman of the Insurance Committee called the 
meeting to order at 1,1:00. He introduced the pages and welcomed the 
members. Members present were: Rep. Jerry C. Dockham, Rep. Bobby H. 
Barbee, Rep. James Black, Rep. Robert Brawley, Rep. Nelson Cole, Rep. 
Andrew Debmon, Rep. Dub Dickson, Rep. Charlotte Gardner, Rep. Thomas 
Hardaway, Rep. Sandy Hardy, Rep. Bob Hensley, Rep. John Hurley, Rep. 
William Ives, Rep. Paul Luebke, Rep. Danny McComas, Rep. William 
Wainwright, Rep. Thomas Wright, Rep. Mickey Michaux and Rep. Carolyn 
Russell. The visitor registration sheet is included and made a part of these 
minutes. (Attachment 1) 

The first bill before the committee was HB-1590- AMEND INSURANCE 
FINANCE/FEES explained by Rep. McComas. This was a highly technical 
bill that was summarized by Mr. Bill Hale, Deputy Commissioner of 
Insurance. Mr. Hale's summary and explanation is enclosed. (See 
Attachment II) The Proposed Committee Substitute is also enclosed. (See 
Attachment III) The Committee had a lengthy question and answer session 
and there were several unanswered questions; therefore, the bill was 
displaced by Chairman Dockham. 

The next bill on the agenda was HB-1588-Revise Insurer Assessments. This 
was another technical bill that the Department of Insurance wanted to add 



Insurance Committee 
June 18, 1998 
Page2 

that would amend finance and fees. See the memorandum from Linwood 
Jones which explains the changes requested. Section 1 changed 
fees charged by the Department of Insurance; Section 2 increased the annual 
license fee; Sections 3, 4, 5, and 6 make the same increase applicable to risk 
retention groups; Section 7 amends the current law on the payment of 
dividends by domestic insurance companies; Section 8 revises the limits on 
insurance company investments in mortgage loans; Section 9 repeals the 
provision in 
GS 59-7-185; Section 10 revises the allowable investments in real estate for 
insurance companies; Section 11 rewrites the prohibition on insurance 
companies loaning money to directors, officers, and controlling 
shareholders; Section 12 removes the current limit on the number of votes 
that may be cast by a proxy in a mutual insurance company; Section 13 
allows a domestic mutual insurance company to convert to a domestic stock 
insurance company if approved by the Commissioner; Section 14 makes 
primarily technical changes in the law governing allowable reserves and 
investments of hospital, medical, and dental service corporations; Section 15 
makes this act effective October 1, 1998. (Attachment IV & V) After 
discussion Representative Dub Dixon made the motion for a favorable 
report, unfavorable to original bill. 

Representative Hurley explained Senate Bill 577 stating that Senate Bill 577 
makes several changes to the laws regulating insurance premium financing 
companies and insurance premium financing agreements, primarily to 
update and modernize those laws, and exempts charitable annuities from 
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the insurance laws. Linwood Jones, Counsel for the Insurance Committee 
further explained the bill. (Attachment VI) There was a great deal of 
discussion as well as questions that could not be answered; therefore, the 
Chairman withdrew the bill. 

Representative Connie Wilson presented the Proposed House Committee 
Substitute for Senate Bill 577-AN ACT TO SET THE INSURANCE 
REGULATORY CHARGE FOR CALENDAR YEAR 1998, TO AMEND 
JPROVISIONS IN THE INSURANCE LAWS DEALING WITH 
EXAMINATIONS OF INSURANCE COMPANIES AND AUDITS OF 
THEIR FINANCIAL STATEMENTS, AND TO CLARIFY THE LAW ON 
INSURERS' FUNDING AGREEMENT RESERVES. Ed Rossi, 
Committee Counsel for the House Insurance Committee distributed a 
memorandum that explained the bill. The bill sets rate used to calculate the 
insurance regulatory charge; creates additional provisions that permit 
domestic insurers to maintain records or assets outside NC; provides for the 
reimbursement of expenses to the Department of Insurance which it 
conducts examinations; allows the Commissioner to use relevant 
professional actuarial standards; and allows the Commissioner to adopt 
auditing requirements that are substantially similar to those set forth in the 
NAIC model rules. (Attachment VIII, X & XI) The Proposed Committee 
Substitute for HB-1429 passed favorable to committee substitute; 
unfavorable to original bill. 

Chairman Jerry Dockham adjourned the Insurance Committee Meeting at 
1:13 PM. 
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NORTH CAROLINA DEPARTMENT OF INSURANCE I 
MEMORANDUM ,~ 

TO: 

FROM: 

SUBJECT: 

June 18, 1998 

House Insurance Committee 

William K. Hale 
Deputy Commissioner 

H.B. 1590: Insurance Company Fee and Financial Bill 

Sections 1 through 7: These repeal a number of miscellaneous fees collected from 
insurance companies by the Department. The most notable of these is the twenty 
dollar policy form filing fee, which has caused insurance companies and the 
Department a lot of trouble to administer. To make up for the revenue lost by these 
repeals, insurance company license annual renewal fees are increased from $500 to 
$1,500. 

Section 8: Forbids a domestic stock insurance company from declaring dividends 
to stockholders except from the unassigned surplus of the company. 

Section 9: Changes the limitations on investments by domestic companies in 
mortgage loans by replacing the present rule with a rule restricting investment with 
any one person or single collateral package to 5% of the insurer's assets and by 
limiting all such investments to 60% of the assets. If the investments exceed these 
limits, the insurer must submit a plan to the Commissioner by January 31, 1999, 
and comply by January 1, 2004. 

Section 10: Contains a conforming amendment for the change in Section 8 of the 
bill. 

Section 11: Allows a domestic insurer to acquire, develop, and dispose of income­
producing real estate, other than real estate to be used primarily for development of 
oil or mineral resources, located in United States or Canada. 



Memorandum 
House Insurance Committee 
June 18, 1998 
H.B. 1590 
Page2 

Section 12: Rewrites the law prohibiting investments in or loans to insurance 
company officers, directors, or stockholders. 

Section 13: Removes the 20-vote limit on proxies in domestic mutual company 
voting and changes the time for proxies to be exercised from three months to one 
year. 

Section 14: Adds a procedure allowing a domestic mutual insurer to convert to a 
domestic stock insurer under a plan approved by the Commissioner. 

Section 15 : Rewrites the law on investments and reserves by hospital, medical, 
and dental service corporations. 

The bill has an October 1, 1998, effective date. 
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GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1997 

HOUSE BILL 1590 

Proposed Committee Substitute 
Hl590-CSRN-00 1 

THIS IS A DRAFT 

D 

Short Title: Amend Insurance Finance/Fees. (Public) 

Sponsors: 

Referred to: Insurance, if favorable, Finance . 

May 28, 1998 

A BILL TO BE ENTITLED 
AN ACT TO REPEAL POLICY FORM FILING FEES AND HEALTH MAINTENANCE 

ORGANIZATION ANNUAL REPORT FEES; TO INCREASE CERTAIN COMPANY 
LICENSE RENEWAL FEES COLLECTED BY THE DEPARTMENT OF INSURANCE; 
AND TO MAKE NECESSARY CHANGES IN INSURER FINANCE LAWS. 

The General Assembly of North Carolina enacts: 
Section 1. G.S. 58-6-5 reads as rewritten: 

"S 58-6-5. Schedule of fees and charges. 
ill The Commissioner shall collect and pay into the State 

treasury fees and charges as follows: 
(1) For filing and examining an insurance company 

application for admission, licensing or for filing 
and examining a workers' compensation self­
insurer's application for licensing, a 
nonrefundable fee of two hundred fifty dollars 
( $250. 00), to be submitted with such filing; for 
filing and auditing annual statement, one hundred 
dollars ($100.00); for filinc_; any other papers 
required by law, twenty-five dollars ($JS.00); for 
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( 2) 
( 3 ) 

( 4 ) 

ea.ch certificate of examination, condition, or 
qya.lif ica.tion of company or association, fifteen 
dollars ($15.00); for ea.ch seal when required, ten 
dollars ($10.00); for a list of licensed insyra.nce 
companies, ten dollars ($10.0.0). the filing. 
Repealed by Session Laws 1977, c. 376, s. 2. 
The Commissioner shall receive for copy For a copy 
of any record or paper in his off ice the 
Commissioner's office, a charge of fifty cents 
(50¢) per copy sheet and ten dollars ($10.00) for 
certifying same, or any fa.ct or data from the 
records of his office and for the examination and 
approval of charters of companies, twenty-five 
dollars ($J5.00). sheet. 
He shall collect all All other fees 
and payable into the ita.te treasury 
any company, association, order, 
under his Cepa.rtment. this Chapter. 

and charges due 
General Fund by 
or individual 

The Commissioner shall charge and insYrers shall 
pay, as a prereqyisite to receipt and review by the 
Commissioner of filings of policy forms or rates, a 
fee of twenty dollars ($JO. 00) per policy form 
filed and sybmitted for approval; a fe;e of twenty 
dollars ($20.00) for ea.ch property or ca.sya.lty rate 
filing sybmitted; and a fee of twenty dollars 
( $JO • 0 O ) for ea.ch life, a.cc ident, or health rate 
filing submitted. Payment of the fee shall be ma.de 
at the time the form or rate filing is sybmitted. 
All fees a.re nonrefynda.ble. If an insyrer fails to 
pay the proper fee at the time of sybmitta.l, the 
Commissioner shall not be reqyired to review the 
form or rate filed Yntil the insyrer remits the 
proper fee; and any statutory time periods relating 
to the filing shall be tolled yntil the insyrer 
remits the proper fee. As ysed in this sYbdivision, 
"insyrer" inclydes an entity sybject to Articles 65 
throygh 67 gf this Chapter; any rating 
organization, advisory organization, joint 
ynderwriting association~ or joint reinsyrance 
organization subject to Articles 1 throygh 64 of 
this Chapter; a.ad the North Ca.roliaa. Rate ~yreay 
a.ad the North Ca.roliaa Motor Vehicle Reiasuraace 
Facility. As Ysed ia this sYbdivisioa, "policy 
form" iaclYdes an a.pplica.tioa form, a decla.ra.tieas 

House Bill 1590 
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page, a policy jac:ket, a policy or contract of 
ins1:1rance, or an endorsement, rider, or any 
amendment to a policy form that has already been 
appro,.,·ed by the Commissioner; pro'lided that an 
initial policy filing made by an ins1:1rer shall 
cons.t:it.1:1te one pol icy form. 

ill One hundred dollars ($100.00) per day late charge 
for any company that fails to file the financial 
statements required by G.S. 58-2-165 by the 
required filing date or that fails to make those 
filings within any extended filing period approved 
by the Commissioner. 

ill One hundred dollars ($100.00) for filing and 
examining an application for a third-party 
administrator license issuance or renewal under 
G.S. 58-47-215, to be submitted with the filing. 

(b) All fees and charges collected by the Commissioner under 
18 this Chapter are nonrefundable." 
19 Section 2. G.S. 58-6-7 reads as rewritten: 
20 "§ 58..:.6-7. Annual license fees for insurance companies. 
21 (a) As a condition precedent. to doing In order to do business 
22 in this State, an insurance company llll:l&t- shall apply for and 
23 obtain a license from the Commissioner of Ins1:1rance by March 1 of 
24 each year. The license shall become effective the following July 
25 1 and shall remain in effect for one year. Except as provided in 
26 s1:1bsections (b) and (c) subsection (b) of this section, the 
27 insurance company shall pay an annual fee for the license as 
28 follows: 
29 For each domestic farmer's mutual assessment fire 
30 insurance company ••••••••••••.•••••••••.••••••• $ 25.00 
31 For each fraternal order •••.••••••..•••.••...••••.••• 100.00 
32 For each of all other insurance companies, except 
33 mutual burial associations taxed under G.S. 
34 1os-121.1 ................................ . aco.oo 1,soo 
35 The fees levied in this subsection shall be are in addition to 
36 those specified in G.S. 58-6-5. 
37 (b) When the paid-in capital stock and/or s1:1rpl1:1s or surplus, 
38 or both of an insurance company company, other than a farmer's 
39 mutual assessment company or a fraternal order order, does not 
40 exceed one hundred thousand dollars ($100,000), the fee levied in 
41 this section shall be one half one-half the amount abo'le 
42 specified. 
43 (c) Ypon payment oft.he fee specified abo'le and t.he fees and 
44 taxes elsewhere specified each ins1:1rance company, exchange, 

House Bill 1590 Page 3 
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1 bureau, or agency, shall be entitled to do the types of business 
2 specified in Chapter 58, of the General Statutes of North 
3 Carolina as amended, to the extent authori3ed therein, except 
4 that: Insurance companies authori3ed to do either the types of 
5 business specified for (i) life insurance companies, or (ii) for 
6 fire and marine companies, or (iii) for casualty and fidelity and 
7 surety companies, in C. S. 58-7-75, ·which shall also do the types 
8 of business authori3ed in one or both of the other of the above 
9 classifications shall in addition to the fees above specified pay 

10 one hundred dollars ( $100. 00) for each such additional 
11 classification of business done. 
12 ( d) Any rating bureau established by action of the General 
13 Assembly of North Carolina shall be exempt from the fees above 
14 levied. levied in this section." 
15 Section 3. G.S. 58-22-70 reads as rewritten: 
16 "S 58-22-70. Registration and renewal fees. 
17 Every risk retention group and purchasing group that registers 
18 with the Commissioner under this Article shall pay the following 
19 fees: 
20 Risk retention group registration $250.00 
21 Purchasing group registration 50.00 
22 Risk retention group renewal 500.00 1,500 
23· Purchasing group renewal 50.00 
24 Registration fees are nonrefundable, shall not be prorated, 
25 prorated and must be submitted with the application for 
26 registration. Renewal fees are nonrefundable, shall not be 
27 prorated, prorated and shall be paid on or before January 1 of 
28 each year." 
29 Section 4. G.S. 58-27-10 reads as rewritten: 
30 "S 58-27-10. Licenses. 
31 Any domestic land mortgage company, or title insurance company, 
32 wishing to do business under the provisions of this Article upon 
33 making written application and submitting proof satisfactory to 
34 the Commissioner that its business, capital and other 
35 qualifications comply with the provisions of this Article, upon 
36 paying to the Commissioner, the sum of five hundred dollars 
37 ( $500. 00) as a license fee and all other fees assessed against 
38 -suGa the company may be licensed to do business in this State 
39 under the provisions of this Article until the first day of the 
40 following July, and may have its license renewed for each year 
41 thereafter so long as it complies with the provisions of this 
42 Article and -suGa rules adopted by the Commissioner. For each. 
43 such renewal such renewal, the company shall pay to the 
44 Commissioner the sum of five hundred dollars ($500.00), one 
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1 thousand five hundred dollars ($1,500) and all other fees 
2 assessed against .SQGh. the company and .SQGh. the renewal shall 
3 continue in force and effect until a new license~ is issued or 
4 specifically refused, unless revoked for good cause. The 
5 Commissioner, or any person appointed by hlm.r the Commissioner, 
6 shall have :the power a:Ad aathority to make saoh may adopt rules 
7 and regulations and examinations not inconsistent with the 
8 provisions of this Artiole, as may be i:A his disoretio:A Article 
9 that are necessary or proper to enforce the provisions hereof a:Ad 

10 of this Article and to secure compliance with the terms of this 
11 Article. For any examination made hereunder the Commissioner 
12 shall charge the land mortgage companies or title insurance 
13 companies examined with the actual expense of .SQGh. the 
14 examination." 
15 Section 5. G.S. 58-65-55 reads as rewritten: 
16 "S 58-65-55. Issuance of certificate. 
17 Before issuing any .SQGh. license or oertifioate certificate, the 
18 Commissioner may make saoh a:A conduct any examination or 
19 investigation as ae the Commissioner deems expedient. The 
20 Commissioner shall issue a certificate of authority or license 
21 upon the payment of an annual fee of five ha:Adred dollars 
22 ($500.00) one thousand five hundred dollars ($1,500) and upon 
23 being satisfied O:A the followi:Ag poi:Ats: that: 
24 (l) The applicant is established as a bona fide 
25 nonprofit hospital service corporation as defined 
26 by this Article and Article 66 of this Chapter. 
27 (2) The rates charged and benefits to be provided are 
28 fair and reasonable. 
29 ( 3) The amounts provided as working capital of the 
30 corporation are repayable only out of earned income 
31 in excess of amounts paid and payable for operating 
32 expenses and hospital a:Ad medioal a:Ad/or de:Atal for 
33 hospital, medical, and dental expenses and .SQGh. any 
34 reserve as the Department deems adequate, as 
35 provided hereinafter. 
36 ( 4) That the amount of money actually available for 
37 working capital ~ is sufficient to carry all 
38 acquisition costs and operating expenses for a 

.39 reasonable period of time from the date of the 
40 issuance of the certificate." 
41 Section 6. G.S. 58-67-160 reads as rewritten: 
42 "S 58-67-160. Fees. 
43 Every health maintenance organization subject to this Article 
44 shall pay to the Commissioner the followi:Ag fees: a fee of two 
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1 hundred fifty dollars ($250.00) for filing an application for a 
2 license and a fee of one thousand five hundred dollars ($1,500) 
3 for each license renewal. 
4 ~*F~o~r~~t~i~lHi~R~g~~a~R-~a~p~p~l~iocea~t:-:1i~o~R~~f~oHr~~a-~c~e~rHt~ir·f~ibCea~t~e~~o~f 
5 e&,tt\l,-t,t..-.h""'o ..... r-:t:i""'t...,y"T,--tat<¥1w~o~ht-t:1\l.....iR,t:,1dk¼r~el'=ld~f""i"""'fe-4:t~y'----"'dK.O""'l:-:1l,1'aH:r~s~( .... $ ... Jn5H01-..MO~o,,,_)t--iir--lfHO~r 
6 1:::1e1e1a ... crt,ht----:1r,-te:HR~e~~,,..t,t&9-l::1:----bt.Yh,t:1e1tr~e~0Hf;...,,...----,f1:-:ir0 .,...l'es--Hh,t,1\l,flRKidH.r:'te~d:1--~dc1<0B-::rl,.,l-e11a,Er:.s.s 
7 ($500.00); 
8 -fl+ For filiRg each &RR\lal report, oRe hYRdred dollars 
9 ($100.00)." 

10 Section 7. G.S. 58-7-130 reads as rewritten: 
11 "S 58-7-130. PaymeRt of divideRds impairiRg fiRaRcial souRdRess 
12 of compaRy or detrimeRtal to policybolders. Dividends and 
13 distributions to stockholders. 
14 ..@1 Each domestic insurance company in North Carolina shall be 
15 restricted by the Commissioner from the payment of any dividends 
16 or other distributions to its stockholders whenever the 
17 Commissioner determines from examination of -6-\lGa the company's 
18 financial condition that the payment of future dividends or other 
19 distributions would cause a hazardous financial condition, impair 
20 the financial soundness of the compaRy company, or be detrimental 
21 to its policyholders, &Rd sych policyholders. Those restrictions. 
22 shall continue in force until S\lch fytyre date wheR the 
23 Commissioner may specifically permit permits the payment of 
24 dividends or other distributions to stockholders by the company 
25 through a written authorization. NothiRg coRtaiRed iR this 
26 sectioR aRd Ro actioR tak.eR by the CommissioRer shall iR &Ry way 
27 restrict the liability of stock.holders YRder c.~. 50 7-1:25. 
28 (b) No domestic stock insurance company shall declare 
29 dividends to its stockholders except from the unassigned surplus 
30 of the company as reflected in the company's most recent 
31 financial statement filed with the Commissioner under G.S. 58-2-
32 165. 
33 (c) The Commissioner shall permit a transfer out of paid-in and 
34 contributed surplus to common or preferred capital stock when the 
35 Commissioner determines that the transfer is necessary. A 
36 transfer shall not be made without the Commissioner's prior 
37 approval. 
38 (d) Nothing in this section and no action taken by the 
39 Commissioner pursuant to this section or otherwise shall restrict 
40 the liabilities of stockholders under G.S. 58-7-125. 
41 (e) Dividends and other distributions paid to stockholders are 
42 subject to the requirements and limitations of G.S. 58-19-25(d). 
43 and G.S. 58-19-30(c)." 
44 Section 8. G.S. 58-7-170(c) reads as rewritten: 
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1 " ( c) Tae sost of investments made by insurers in mortgage 
2 loans, autaoriged by G.s. 5S-7-179, wit.a any one person saall not 
3 exseed tae lesser of five persent (5%) of the insurer's admitted 
4 assets or ten persent (10%) of tae insurer's sapital and surplus. 
5 An insurer saall not invest in additional mortgage loans witaout 
6 tae Commissioner's sonsent if tae admitted value of all mortgage 
7 loans aeld by tae insurer exseeds an aggregate of sixty persent 
8 (a0%) of tae admitted assets of tae insurer, if (i) tae admitted 
9 value of all mortgage pass-tarouga sesurities permitted by G. s. 

10 5S 7 17J(17) does not exseed twenty-five persent (35%) of tae 
11 admitted assets of tae insurer and (ii) the admitted value of 
12 ot.her mort.9a9e loaas permit.t.ed by C. S. 58 7 179 does not. exseed 
13 forty persent (40%) of the admitted assets of tae insurer. 
14 An insurer t.aat, as of Ostober 1, 199J, aas mortgage 
15 investments taat exseed the aggresate limitation spesified in 
16 this subsestion shall submit to the Commissioner no later taan 
17 January Jl, 1994, a plan to bring the amount of mortgage 
18 investments into somplianse with the limitations by January 1, 
19 3001. 
20 The cost of investments made by an insurer in mortgage loans 
21 authorized by G.S. 58-7-179 with any one person, or in mortgage 
22 pass-through securities and derivatives of mortgage pass-through 
23 securities authorized by G.S. 58-7-173(1), (2), (8), or (17), and 
24 backed by a single collateral package, shall not exceed five 
25 percent (5%) of the insurer's admitted assets. An insurer shall 
26 not invest in additional mortgage loans or mortgage pass-through 
27 securities and derivatives of mortgage pass-through securities 
28 without the Commissioner's consent if the admitted value of all 
2 9 those investments held by the insurer exceeds an aggregate of 
30 sixty percent (60%) of the admitted assets of the insurer. 
31 Within the aggregate sixty percent (60%) limitation, the admitted 
32 value of all mortgage pass-through securities and derivatives of 
33 mortgage pass-through securities permitted by G.S. 58-7-173(17) 
34 shall not exceed thirty-five percent (35%) of the admitted assets 
35 of the insurer. The admitted value of other mortgage loans 
36 permitted by G.S. 58-7-179 shall not exceed forty percent (40%) 
37 of the admitted assets of the insurer. Mortgage pass-through 
38 securities authorized by G.s. 58-7-173(1), (2), or (8) shall only 
39 be subject to the single collateral package limitation and the 
40. sixty percent ( 60%) aggregate limitation. No later than January 
41 31, 1999, an insurer that has mortgage investments that exceed 
42 the limitations specified in this subsection shall submit to the 
43 Commissioner a plan to bring the amount of mortgage investments 
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1 into compliance with the specified limitations by January 1, 
2 2004." 
3 Section 9. G.S. 58-7-185(a)(3) is repealed. 
4 Section 10. G.S. 58-7-187(c) reads as rewritten: 
5 " ( c) AR iasarer may acqaire aad hold real property for 
6 iavest.meat., sabject. t.o t.he followiag coadit.ioas: An insurer may 
7 acquire, improve, develop, manage, lease, mortgage, and dispose 
8 of real estate situated in any state of the United States or 
9 province of Canada subject to the following limitations and 

10 conditions: 
11 ( 1) 
12 
13 
14 
15 
16 
17 
18 
19 

( 2 ) 

( 3 ) 

The amount shall not exceed in the aggregate the 
lesser of five percent (5%) of the insurer's 
admitted assets or fifteen percent ( 15%) of the 
insurer's capital and surplus. 
The amount in any one property shall not exceed one 
percent (1%) of the insurer's admitted assets. 
The amount in unimproved land shall not exceed one­
half of one percent (0.5%) of the insurer's 
admitted assets. 

20 ( 4) There shall be no time limit for the disposal of 
21 investment real estate. 
22 An insurer may acquire, improve, develop, manage, lease, 
23 mortgage, or dispose of real estate pursuant to this section 
24 either directly or indirectly through limited partnership 
25 interests, general partnership interests where all other partners 
26 in the general partnership are subsidiaries of the insurer, 
27 limited liability companies, joint ventures, stock of an 
28 investment subsidiary, trust certificates, or other similar 
29 instruments. The real estate shall be income-producing or to be 
30 improved or developed for investment purposes under an existing 
31 program, in which case the property shall be deemed to be income-
32 producing. The real estate may be subject to mortgages, liens, 
33 or other encumbrances and, to the extent that the obligations 
34 secured by the mortgages, liens, or encumbrances are without 
35 recourse to the insurer, the amount thereof shall be deducted 
36 from the amount of the investment of the·· insurer in the real 
37 estate for purposes of determining compliance with this 
38 subsection and G. S. 58-7-187 ( d). As used in this subsection, 
39 'investment subsidiary' means a subsidiary of an insurer engaged 
40 or organized to engage exclusively in real estate investments 
41 authorized in this subsection. This subsection does not apply to 
42 real estate to be used rimaril for minin or develo ment of oil 
43 or mineral resources." 
44 Section 11. G.S. 58-7-200(c) reads as rewritten: 
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"(c) No insarer shall mak;e any ~irect or ind.irect:. loan to any 
of its d.irectors, officers, or controlling stock;hold.ers; nor 
shall the insarer mak;e any loan to any other person in which the 
officer, d.irector, or stock;hold.er is sabst:.antially interested.; 
nor shall any sach d.irector, officer, or stock;hold.er d.irectly or 
ind.irectly accept any sach loan. Insurers shall not directly or 
indirectly invest in or lend funds to any of its directors, 
officers, stockholders, or any other person in which an officer, 
director, or stockholder is interested substantially. Directors, 
officers, and stockholders of insurers shall not directly or 
indirectly accept funds from insurers." 

Section 12. G.S. 58-8-10 reads as rewritten: 
"S 58-8-10. Policyholders are members of mutual companies. 

Every person insured by a mutual insurance company is a member 
while h-i-& that person's policy is in force, entitled to one vote 
for each policy he that person holds, and must be notified of the 
time and place of holding -i--t-& the company's meetings by a written 
notice or by an imprint upon the back of each policy, receipt, or 
certificate of renewal, as follows: 

The insured is hereby notified that by virtue of this 
policy he the insured is a member of the • • • • . • • . • • insurance 
company, and that the annual meetings of the company are held at 
its home office on the ••••••.. day of •••...••.• , in each year, 
at ••.••••• o'clock. 

The blanks shall be duly filled in print and are a sufficient 
notice. A corporation which that becomes a member of &Q.C.h a 
mutual insurance company may authorize any person to represent 
~ the corporation; and this representative has all the rights 
of an individual member. A person holding property in trust may 
insure it in &Q.C.h a mutual insurance company, and as trustee 
assume the liability and be entitled to the rights of a member, 
member; but is not personally liable upon the contract of 
insurance. Members may vote by proxies, dated and executed within 
three months, months after receipt, and returned and recorded on 
the books of the company three days or more before the meeting at 
which they are to be ased.; bat no person as prmcy or otherwise 
may cast more than :ZO ,,rotes. used." 

Section 13. Article 10 of Chapter 58 of the General 
Statutes is amended by adding a new section to read: 
"S 58-10-10. Conversion to stock insurer. 

(a) A domestic mutual insurer may convert to a domestic stock 
insurer under a plan that is approved in advance by the 
Commissioner. 

(b) The Commissioner shall not approve the plan unless: 
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ill It is fair and equitable to the insurer's 
policyholders. 

ill It is adopted by the insurer's board of directors 
in accordance with the insurer's bylaws and 
approved by a vote of not less than two-thirds of 
the insurer's members voting on it in person, by 
proxy, or by mail at a meeting called for the 
purpose of voting on the plan, pursuant to 
reasonable notice and procedure as approved by the 
Commissioner. If the company is a life insurer, 
the right to vote may be limited, as its bylaws 
provide, to members whose policies are other than 
term or group policies and have been in effect for 
more than one year. 

ill Each policyholder's equity in the insurer is 
determinable under a fair and reasonable formula 
approved by the Commissioner. The equity shall be 
based upon the insurer's entire statutory surplus 
after deducting certificates of contribution, 
guaranty capital certificates, and similar 
evidences of indebtedness included in an insurer's 
statutory surplus. 

ill The policyholders entitled to vote on the plan and 
participate in the purchase of stock or 
distribution of assets include all policyholders on 
the date the plan was adopted by the insurer's 
board of directors. 

ill The plan provides that each policyholder specified 
in subdivision ( 4) of this subsection receives a 
preemptive right ( i) to acquire a proportionate 
part of all of the proposed capital stock of the 
insurer or of all of the stock of a corporation 
affiliated with the insurer within a designated 
reasonable period as the part is determinable under 
the plan of conversion; and (ii) to apply toward 
the purchase of the stock the amount of the 
policyholder's equity in the insurer under 
subdivision (3) of this subsection. The plan shall 
provide for an equitable distribution of fractional 
interests. 

ill The plan provides for payment to each policyholder 
of the olic holder's entire e uit in the insurer. 
The payment shall be applied toward the purchase of 
stock to which the policyholder is entitled 
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( C) 

preemptively or to be made in cash, or both. The 
cash payment shall not exceed fifty percent (50%) 
of each policyholder's equity. The stock 
purchased,,. together with the cash payment, if any, 
shall constitute full payment and discharge of the 
policyholder's equity as an owner of the mutual 
insurer. 

ill Shares are to be offered to policyholders at a 
price not greater than that of shares to be 
subsequently offered to others. 

ill The Commissioner finds that the insurer's 
management has not sought, through reduction of 
volume of new business written, through policy 
cancellations, or through any other means, (i) to 
reduce, limit, or affect the number or identity of 
the insurer's members entitled to participate in 
the plan or (ii) to secure for the individuals 
constituting management any unfair advantage 
through the plan. 

ill The plan, when completed, provides that the 
insurer's capital and surplus are not less than the 
minimum required of a domestic stock insurer 
transacting the same kinds of insurance, are 
reasonable in relation to the insurer's outstanding 
liabilities, and are adequate to meet its financial 
needs. 

With respect to an insurer with a guaranty capital, the 
conversion plan shall be approved by a vote of not less than two­
thirds of the insurer's guaranty capital shareholders and 
policyholders as provided for in subdivision (b)(2) of this 
section. The plan may provide for the issuance of stock in 
exchange for outstanding guaranty capital shares at their 
redemption value subject to the conditions in subsection {b) of 
this section. 

(d) The Commissioner may schedule a public hearing on the 
proposed conversion plan. 

(e) At the mutual insurer's expense, the Commissioner may 
retain attorneys, actuaries, economists, accountants, and other 
experts who are not otherwise a part of the Commissioner's staff 
and who are reasonably necessary to assist the Commissioner in 
reviewing proposed conversion plans. 

(f) The corporate existence of the mutual company continues in 
the stock company created under this section. All assets, 
rights, franchises, and interests of the former mutual insurer in 
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1 and to real or personal property are deemed to be transferred to, 
2 and vested in, the stock insurer, without any other deed or 
3 transfer. The stock insurer simultaneously assumes all of the 
4 obligations and liabilities of the former mutual insurer. 
5 ( g) No director, officer, or employee of the insurer shall 
6 receive: 
7 
8 
9 

10 
11 
12 
13 
14 
15 

ill 

ill 

Any fee, commission, compensation, or other 
valuable consideration for aiding, promoting, or 
assisting in the conversion of the mutual insurer 
to a domestic stock insurer, other than 
compensation paid to any director, officer, or 
employee of the insurer in the ordinary course of 
business; or 
Any distribution of the assets, surplus, or capital 
of the insurer as part of a conversion. 

16 (h) The Commissioner may adopt rules to carry out the 
17 provisions of this section." 
18 Section 14. G.S. 58-65-95 reads as rewritten: 
19 "S 58-65-95. Investments and reserves. 
20 ill No corporation subject to this Article shall invest in any 
21 securities other than securities permitted by tae laws of tais 
22 State by Article 7 of this Chapter for the investment of assets 
23 of life iasa:aace compaaies, baaks, trast compaRies, execators, 
24 admiaistrators aad gaardiaas. assets. 
25 ill Every &QGl:}. corporation after tae first fall year of doiag 
26 basiaess after tae passage of tais Article aad Article 99 of tais 
27 Chapter subject to this Article shall accumulate and maintain, in 
28 addition to proper reserves for current administrative 
29 liabilities and whatever reserves are deemed to be adequate and 
30 proper by the Commissioner of Iasaraace for unpaid aospital 
31 aad/or medical aad/or hospital, medical, or dental bills, and 
32 unearned membership dues, a special contingent surplus or reserve 
33 at the following rates annually of its gross annual collections 
34 from membership dues, exclusive of receipts from cost plus plans, 
35 until -sa-iG the reserve saall eqaal equals an amount that is three 
36 times its average monthly expenditures for aospital aad/or 
37 medical aad/or deatal claims and administrative and selling 
38 expenses: 
39 (1) First $200,000 •••••••••••••••••••••••••••••••• 4% 
40 (2) Next $200,000 ••••••••••••••••••••••••••••••••• 2% 
41 (3) All above $400,000 •••••••••••••••••••••••••••• 1% 
42 1£l Any &QGl:}. corporation subject to this Article may 
43 accumulate and maintain a contingent reserve in excess of the 
44 reserve hereiaabove provided for, reserve required in subsection 
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1 (b) of this section, not to exceed an amount equal to six times 
2 the average monthly expenditures 'for hospital a.Rod/or medical 
3 a.Rod/or deR.ta.l claims and administrative and selling expenses. 
4 ill IR. the eveR.t If the Commissioner of IR.sura.R.ce finds that 
5 special conditions exist warranting an increase or decrease in 
6 the reserves or schedule of reserves, hereiR.a.bove provided for, 
7 it ma.y be modified by reserves in subsection (b) of this section, 
8 the Commissioner of IR.sura.R.ce a.ccordiR.gly, may modify them 
9 accordingly. provided Provided, however, when special conditions 

10 exist warranting an increase in &a-id the schedule of reserves, 
11 &a-id the schedule shall not be increased by the Commissioner Q.£. 

12 IR.sura.R.ce until a reasonable length of time shall have has 
13 elapsed after notice of .&UGl} the increase." 
14 Section 15. This act becomes effective October 1, 1998, 
15 and applies to fees due and payable, reports required, and 
16 actions taken on or after that date. 
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RE: House Bill 1590 (Amend lnst'rance Finance/Fees) 

Sections 1 changes the following fees charged by the Department of Insurance: 

• The following fees are eliminated: $100 fee for filing and auditing an annual 
statement; $25 fee for filing other papers; $15 fee for each certificate of 
examination, condition, or qualification; $10 fee for each seal required; $1 O fee 
for a list of insurers; $10 fee for certifying copies; $25 fee for examining and 
approving charters; and $20 for each policy form or rate filing. 

• The following fees are·added: .. $100 perday late charge for any insurance 
company that files its required financial statements late; $100 application and 
renewal fee for third party administrators. 

• All fees are nonrefundable. 

Section 2 increases the annual license fee for insurance companies (other than farm 
mutuals and fraternal orders) from $500 to $1,500. This section also eliminates the 
$100 additional fee that multi-line insurance companies are charged for additional lines 
of business. . 

Sections 3, 4, 5, and 6 make the same increase (from $500 to $1,500) applicable to risk 
retention groups (Sec. 3), title insurance companies (Sec. 4), hospital, medical, and 
dental service corporations (Sec. 5); and HMOs (Sec. 6). Section 6 also eliminates the 
$100 fee that each HMO pays to file its annual report. 

AN EQUAL OPPORTUNITY/AFFIRMATIVE ACTION EMPLOYER 



Section 7 amends the current law on the payment of dividends by domestic insurance 
companies .. The law already prohibits the payment of dividends to stockholders if the 
payment would financially impair the company or be detrimental to the policyholders. 
Section 7 extends this standard to "other distributions" of the company to the 
stockholders and adds a third basis for prohibiting such payments or distributions - the 
payment or distribution would cause a hazardous financial condition. Section 7 also 
provides that a domestic insurer can declare dividends only from its unassigned 
surplus. The Commissioner can approve a transfer from the company's paid-in and 
contributed surplus if he determines it is necessary. 

Section 8 revises the limits on insurance company investments in mortgage loans and 
mortgage pass-through securities and derivatives of those securities. 

Section 9 repeals the provision in GS 59-7-185 that regulates insurance company loans 
to directors, officers, or controlling stockholders. Another provision in the law, GS 58-7-
200(c), prohibits insurance companies from loaning money to its directors, officers, and 
controlling stockholders. (See Section 11 for changes to GS 58-7-200(c)). 

Section 1 0 revises the allowable investments in real estate for insurance companies, 
including restricting such holdings to US and Canadian properties and requiring that it 
be either income-producing or under or soon to be under development or improvement. 

Section 11 rewrites the prohibition on insurance companies loaning money to directors, 
officers, and controlling shareholders. The prohibition is extended to apply to both 
loans and investments and to all shareholders. 

Section 12 removes the current limit on the number of votes that may be cast by a 
proxy in a mutual insurance company. The current limit is 20 votes. 

Section 13 allows a domestic mutual insurance company to convert to a domestic stock 
···· insurance company if approved by the Commissioner-:-· ·-In-order-to approve the ·· · 

conversion, the Commissioner must find that the conversion is fair to the policyholders, 
has been approved by the board and 2/3 of the members, fairly accounts for each 
policyholder's equity and provides for payment of that equity to the policyholder (in the 
form of stock and/or cash, but no more than 50% can be cash), gives policyholders a 
preemptive right to acquire a proportionate share of the proposed stock of the stock 
company at a price no greater than what the stock will be offered for later, and provides 
for adequate capital and surplus to operate as a domestic stock insurer. 

The conversion plan must provide for the payment of all policyholders who owned 
policies as of the date the board of the mutual voted to convert to a stock company. 
The mutual cannot, through cancellation of policies, reduction of new business, etc., 
attempt to reduce the number of policyholders eligible to receive a distribution from the 
mutual upon conversion or attempt to give management an unfair advantage. In 
addition, no director, officer, or employee of the insurer can receive any financial reward 
(other than ordinary compensation) for assisting in the conversion. 

2 • 



• 

Section 14 makes primarily technical changes in the law governing allowable reserves 
and investments of hospital, medical, and dental service corporations. 

Section 15 makes this act effective October 1, 1998 . 
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Referred to: Insurance, if favorable, Finance. 

May 28, 1998 

1 

(Public) 

1 A BILL TO BE ENTITLED 
2 AN ACT TO REPEAL POLICY FORM FILING FEES AND HEALTH 
3 MAINTENANCE ORGANIZATION ANNUAL REPORT FEES; TO INCREASE 
4 CERTAIN COMPANY LICENSE RENEWAL FEES COLLECTED BY THE 
5 DEPARTMENT OF INSURANCE; AND TO MAKE NECESSARY CHANGES 
6 IN INSURER FINANCE LAWS. 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

The General Assembly of North Carolina enacts: 
Section 1. G.S. 58-6-5 reads as rewritten: 

"§ 58-6-5. Schedule of fees and charges. 
W The Commissioner shall collect and pay into the State treasury fees and 

charges as follows: 
(1) For filing and examining an insurance company application for 

admissiott, licensing or for filing and examining a workers' 
compensation self-insurer's application for licensing, a 
ttOttl'cfttadaelc fee of two hundred fifty dollars ($250.00), to be 
submitted with stteh filittg; fol' filittg attd attditittg 8ftftttal statement, 
otte httadt'ed dollal's ($100.00); fol' filittg aay othel' pa.pet's required 
by law, tv,ettty fhie dollars ($25.00); for each eertifiee.te of 
cxe.miae.tiott, eoaditiott, Ol' qttnlifiee.tion of company or assoeie.tioa, 
fifteen dollars ($15.00), for ea.eh seal when required, teR dollars 
($10.00), for a list of licensed insttre.nee companies, teR dollars 
($10.00). the filing. · 

(2) Repealed by Session Laws 1977, c. 376, s. 2. 
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1 (3) Tlle Cemmissiefl.er sllsll reeeive fer eepy For a copy of any record 
2 or paper in llis effiee the Commissioner's office, a charge of fifty 
3 cents (50¢) per eepy slleet &fld tefl deHsrs ($10.00) fer eertifyiflg 
4 same, er &fly feet er date ft=em tlle reeerds ef llis effiee ftfl.d fer the 
5 eJ1:smifl.stiefl. &fl.d spprer1sl ef ellsrters ef eempsflies, t"n•eflty five 
6 dollars ($25.00). sheet. · 
7 ( 4) He sllsll eelleet ell All other fees and charges due and payable into 
8 the State treesttry General Fund by any company, association, 
9 order, or individual under llis Depsrtmeflt. this Chapter. 

10 f5)- Tlle Commissiofler sllsll · ellsrge ftfld iflsttrers sllsll f!BY, es a 
11 prereqttisite ta reeeipt &fld review ey tlle Cemmissiefler ef filiflgs 
12 ef peliey farms er rates, a fee of tweftty dellsrs ($20.00) per peliey 
13 farm filed &ftd sttemitted fer approval; a fee ef tv,eftty dellsrs 
14 ($20.00) fer esell preperty er essttslty rate filiftg sttemitted; &ftd a 
15 fee ef tweftty dellsrs ($20.00) fer esell life, seeideftt, er health rate 
16 filiftg sttemitted. Psymeftt of the fee shell ee made st the time the 
17 form or rete filiag is sttemitted. All fees ere aoarefttadeele. If ea 
18 iasttrer feils to pey the f!FOf!er fee st the time ef sttemittsl, the 
19 Cemmissiener shell ftet ee reqttired ta review the farm er rate 
20 filed ttfltil the iftsttrer remits the preper fee; sad any ststtttery time 
21 perieds relstiftg ta the filiftg shell ee telled ttntil the iftsttrer remits -
22 the preper fee. As ttsed ifl this suedivisiefl, "iflsttrer" ineludes &fl 
23 efl.tity sttejeet ta Artieles 65 threugh 67 ef this Chapter; &fly rstiflg 
24 orgeaizetim:i, edvisory orgeaizetioft, joiftt ttadcrwritiftg essoeiatioft, 
25 or jeiHt reiftsttrenee orgeaizstioft sttejeet to Artieles 1 throttgh 64 
26 of this Chef!ter; &ftd the ~forth Csrelifle Rete Bttreett sad the 
27 ~lorth Cerolins Meter Vehiele Reiftsttrsaee Fecility. ,c\s ttsed ift 
28 this sttedivisien, "f!eliey farm" iftelttdes en spplieetioR form, a 
29 deeleretieas pege, a poliey jaeket, a pol:iey er eontraet ef insttraaee, 
30 or e:n eadorsemeat, rider, or e:ay 0:meHdmeHt to a pel:icy form thet 
31 he:s e:lree:dy eeea epprer1ed ey the Cemmissioftcr; previded thet an 
32 initial peliey filiflg me:de ey en ifl.sttrer shall eoHstitttte efte peliey 
33 ferflr. 
34 (fil One hundred dollars ($100.00) per day late charge for any 
35 company that fails to file the financial statements required by G.S. 
36 58-2-165 by the required filing date or that fails to make those 
37 filings within any extended filing period approved by the 
38 Commissioner, 
39 ill One hundred dollars ($100.00) for filing and examining an 
40 application for a third-party administrator license issuance or 
41 · renewal under G.S. 58-47-215, to be submitted with the filing. 
42 (b) All fees and charges collected by the Commissioner under this Chapter are 
43 nonrefundable." 
44 Section 2. G .S. 58-6-7 reads as rewritten: 
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1 "§ 58-6-7. Annual license fees for insurance companies. 
2 (a) ,:\s ft eonelition pfeeeclent to cloing In order to do business in this State, an 
3 insurance company ffltt5t shall apply for and obtain a license from the Commissioner 
4 of lnsttfttnee by March 1 of each year. The license shall become effective the 
5 following July 1 and shall remain in effect for one year. Except as provided in 
6 sttescetiens (e) enel (e) subsection (b) of this section, the insurance company shall pay 
7 an annual fee for the license as follows: 
8 For each domestic farmer's mutual assessment fire 
9 insurance company .................................................................................... $ 25.00 

10 For each fraternal order .................................................................................... 100.00 
11 For each of all other insurance companies, except 
12 mutual burial associations taxed under G.S. 
13 105-121.1 ............................................................................................. 500.00 1,500 
14 The fees levied in this subsection slmll ee are in addition to those specified in G.S. 
15 58-6-5. 
16 (b) When the paid-in capital stock enel,1ef Sttfpltts or surplus, or both of an 
17 insurance eempeny company, other than a farmer's mutual assessment company or a 
18 fraternal ~ order, does not exceed one hundred thousand dollars ($100,000), the 
19 fee levied in this section shall be enc half one-half the amount eeer1c specified. 
20 (e) Upon payment of the fee speeificd eeer1c end the fees end tfl.Jfcs clscwhefc 
21 specified ceeh insttfttnec eefflpttny, exchange, ettfCfttt, Of egeney, shell ~e entiHeel to 
22 clo the types of ettsiness spccificel in Chapter 58, of the General Stettttcs of 'Nortfl 
23 Caroline es emcnclcd, to tflc extent ftttthoriz:cd tHercin, except that: lnsttrenec 
24 companies fttttheriz:cd to cle either the types of ettsincss spccificcl for (i) life insttrencc 
25 cofflpttnics, or (ii) for fire encl marine eofflpanics, or (iii) fof casualty encl ficlclity and 
26 sttrety eefflpanics, in G.S. 58 7 75, whiefl shall also do the types of ettsiness 
27 attthoriz:cel in one Of eeta of the othef of the aee¥e classifications sHaH in aclelitien to 
28 the fees eee¥e spceified pay enc httndrcd dollars ($100.00) for each sttch edditimtal 
29 elassifieation of ettsincss clone. 
30 (d) Any rating bureau established by action of the General Assembly of North 
31 Carolina shall be exempt from the fees eee¥c lcr1icd. levied in this section." 
32 Section 3. G.S. 58-22-70 reads as rewritten: 
33 "§ 58-22-70. Registration and renewal fees. 
34 Every risk retention group and purchasing group that registers with the 
35 Commissioner under this Article shall pay the following fees: 
36 Risk retention group registration $250.00 
37 Purchasing group registration 50.00 
38 Risk retention group renewal 500.00 1,500 
39 Purchasing group renewal 50.00 
40 Registration fees ere nonrcfttndaele, shall not be prorated, prorated and must be 
41 submitted with the application for registration. Renewal fees arc nenrcfttnclaelc, shall 
42 not be preretecl, prorated and shall be paid on or before January 1 of each year." 
43 Section 4. G.S. 58-27-10 reads as rewritten: 
44 "§ 58-27-10. Licenses. 
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1 Any domestic land mortgage company, or title insurance company, wishing to do 
2 business under the provisions of this Article upon making written application and 
3 submitting proof satisfactory to the Commissioner that its business, capital and other 
4 qualifications comply with the provisions of this Article, upon paying to the 
5 Commissioner, the sum of five hundred dollars ($500.00) as a license fee and all 
6 other. fees assessed against Sttelt the company may be licensed to do business in this 
7 State under the provisions of this Article until the first day of the following July, and 
8 may have its license renewed for each year thereafter so long as it complies with the 
9 provisions of this Article and Sttelt rules adopted by the Commissioner. For each 

10 stteh feftewal stteh renewal, the company shall pay to the Commissioner the sum of 
11 fir;e httftdfed dolle.fs ($500.00), one thousand five hundred dollars ($1,500) and all 
12 other fees assessed against Sttelt the company and Sttelt the renewal shall continue in 
13 force and effect until a new license ee is issued.or specifically refused, unless revoked 
14 for good cause. The Commissioner, or any person appointed · by htm; the 
15 Commissioner, shall har;e the po~•ef aftd attthofity to make sttch may adopt rules and 
16 regulations and examinations not inconsistent with the provisions of this Afticle, · as 
17 may be ift his discfetioft Article that are necessary or proper to enforce the provisions 
18 hefeof aftd of this Article and to secure compliance with the terms of this Article. 
19 For any examination made hereunder the Commissioner shall charge the land 
20 mortgage companies or title insurance companies examined with the actual expense 
21 of Sttelt the examination. 11 

22 Section 5. G.S. 58-65-55 reads as rewritten: 
23 11 § 58-65-55. Issuance of certificate. 
24 Before issuing any Sttelt license or ecftificate certificate. the Commissioner may 
25 make such aft conduct any examination or investigation as he the Commissioner 
26 deems expedient. The Commissioner shall issue a certificate of authority or license 
27 upon the payment of an annual fee of five huadfed dollafs ($500.00) one thousand 
28 five hundred dollars ($1,500) and upon being satisfied oft the followiftg poiftts: that: 
29 (1) The applicant is established as a bona fide nonprofit hospital 
30 service corporation as defined by this Article and Article 66 of this 
31 Chapter. 
32 (2) The rates charged and benefits to be provided are fair and 
33 reasonable. 
34 (3) The amounts provided as working capital of the corporation are 
35 repayable only out of earned income in excess of amounts paid 
36 and payable for operating expenses and hospital aftd medical 
37 aftd,'of defttal for hospital. medical, and dental expenses and Sttelt 
38 any reserve as the Department deems adequate, as provided 
39 hereinafter. 
40 ( 4) That the amount of money actually available for working capital 
41 ee is sufficient to carry all acquisition costs and operating expenses 
42 for a reasonable period of time from the date of the issuance of the 
43 certificate. 11 

44 Section 6. G.S. 58-64-30(b) reads as rewritten: 
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1 "(b) The annual disclosure statement required to be filed with the Commissioner 
2 under this section shall be accompanied by an annual filing fee of ene httndrcd 
3 deUars ($100.00). one hundred seventy-five dollars ($175.00). 11 

4 Section 7. G.S. 58-67-160 reads as rewritten: 
5 "§ 58-67-160. Fees. 
6 Every health maintenance organization subject to this Article shall pay to the 
7 Commissioner the fellewing fees: a fee of two hundred fifty dollars ($250.00) for 
8 filing an application for a license and a fee of one thousand five hundred dollars 
9 ($1,500) for each license renewal.· 

1 O f1,- Fer filing an applieatien fflr a ecrtificate ef atttherity, twe httndrcd 
11 fifty dollars ($250.00); fflr each renewal thcreef, fiye httndred 
12 dollars ($500.00); 
13 ~ Fer filing eacli annttal rcpert, enc littndrcd dollafs ($100.00)." 
14 Section 8. G.S. 58-7-130 reads as rewritten: 
15 11 § 58-7-130. Pa:,ment of dhidends impailing financial soundness of eompan:, 01 

16 detrimental te pelieykelders. Dividends and distributions to stockholders. 
17 W Each domestic insurance company in North Carolina shall be restricted by the 
18 Commissioner from the payment of any dividends or other distributions to its 
19 stockholders whenever the Commissioner determines from examination of Stteh- the 
20 company's financial condition that the payment of future dividends or other 
21 distributions would cause a hazardous financial condition, impair the financial 
22 soundness of the cempany company. or be detrimental to its pelicyheldcrs, and sttch 
23 policyholders. Those restrictions shall continue in force until sttch future date v;hen 
24 the Commissioner may specifically permit permits the payment of dividends or other 
25 distributions to stockholders by the company through a written authorization. 
26 Neth:i:ng eentaincd in this scctien and no actien tak:cn by the Cemmissiener shall in 
27 any way restrict the liability ef steck:heldcrs ttnder G.S. 58 7 125. 
28 (b) No domestic stock insurance company shall declare dividends to its 
29 stockholders except from the unassigned surplus of the company as reflected in the 
30 company's most recent financial statement filed with the Commissioner under G.S. 
31 58-2..:165. 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

(c) The Commissioner · shall permit a transfer out of paid-in and contributed 
surplus to common or preferred capital stock when the Commissioner determines 
that the transfer is necessary. A transfer shall not be made without the 
Commissioner's prior approval. 

(d) Nothing in this section and no action taken by the Commissioner pursuant to 
this section or otherwise shall restrict the liabilities of stockholders under G.S. 58-7-
125. 

(e) Dividends and other distributions paid to stockholders are subject to the 
requirements and limitations of G.S. 58-19-25(d) and G.S. 58-19-30(c). 11 

Section 9. G.S. 58-7-170(c) reads as rewritten: 
11 

( c) The cost of in•;cstmcnts made by insttrcrs in mertgage leans, attthori:zcd by 
G.S. 58 7 179, with any enc person shall not exceed the lesser ef fi,·c percent (5%) ef 
the insttrer's aelmitted assets or ten percent (10%) of tne insttrcr's capital and sttrpltts. 
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1 .A.ft iHsttrer slte.11 Het iHr1est iH e.dditieHe.l mertge.ge lee.Rs witltettt tlte CemmissieHer's 
2 eeftseftt if tlte admitted ¥&1tte ef e.11 mertge.ge lee.Rs lteld by tlte iHsttrer exeeeds &ft 
3 aggregate ef sifiy J}ereeHt (60%) ef tlte admitted assets ef tlte iHsttrer, if (i) tlte 
4 admitted r1e.ltte ef e.ll mertge.ge J}&Ss tltrettglt seettrities permitted by G.S. 58 7 173(17) 
5 dees Bet exeeed w.1eftty fiye J}ereeftt (25%) ef tlte admitted assets ef tlte iHsttrer e.Hd 
6 (ii) tlte admitted r1e.ltte ef etlter mertge.ge lee.Rs :Permitted by G.S. 58 7 179 dees :aet 
7 exeeee ferty J}eree:at (40%) ef tlte admitted assets ef tlte iftsttrer. 
8 Aft i:asttrer that, e.s ef Oeteber 1, 1993, he.s mertge.ge iHr1estmeHts tlte.t exeeed the 
9 aggregate limite.tieft SJ}eeified iH tltis sttbseetie:a slte.11 sttbmit te tlte CemmissieHer He 

10 later the.ft Je.:atte.ry 31, 1994, e. :Pl~:a te bri:ag tlte e.mett:at ef mertge.ge iHrtestmeHts iHte 
11 eemJ}li&:aee '\\'Ith tlte limite.tieHs by Je.:atte.ry 1, 2001. 
12 The cost of investments made by an insurer in mortgage loans authorized by G.S. 
13 58-7-179 with any one person, or in mortgage pass-through securities and derivatives 
14 of mortgage pass-through securities authorized by G.S. 58-7-173(1). (2). (8), or (17), 
15 and backed by a single collateral package, shall not exceed three percent (3%) of the 
16 insurer's admitted assets. An insurer shall not invest in additional mortgage loans or 
17 mortgage pass-through securities and derivatives of mortgage pass-through securities 
18 without the Commissioner's consent if the admitted value of all those investments 
19 held by the insurer exceeds an aggregate of sixty percent (60%) of the admitted assets 
20 of the insurer. Within the aggregate sixty percent (60%) limitation, the admitted 
21 value of all mortgage pass-through securities and derivatives of mortgage pass-through 
22 securities permitted by G.S. 58-7-173(17) shall not exceed thirty-five percent (35%) of 
23 the admitted assets of the insurer. The admitted value of other mortgage loans 
24 permitted by G .S. 58-7-179 shall not exceed forty percent ( 40%) of the admitted 
25 assets of the insurer. Mortgage pass-through securities authorized by G.S. 58-7-
26 173(1), (2), or (8) shall only be subject to the single collateral package limitation and 
27 the sixty percent (60%) aggregate limitation. No later than January 31, 1999. an 
28 insurer that has mortgage investments that exceed the limitations specified in this 
29 subsection shall submit to the Commissioner a plan to bring the amount of mortgage 
30 investments into compliance with the specified limitations by January 1, 2004. 11 

31 Section 10. G.S. 58-7-185(a)(3) is repealed. 
32 Section 11. G.S. 58-7-187(c) reads as rewritten: 
33 "(c) AB i:asttrer may aeEJttire aHd hold real J'fOJ}erty fer iH¥estmeftt, sttajeet to the 
34 feHe'\\'iHg eeHditieHs: An insurer may acquire, improve, develop, manage, lease. 
35 mortgage, and dispose of real estate situated in any state of the United States or 
36 province of Canada subject to the following limitations and conditions: 
37 (1) The amount shall not exceed in the aggregate the lesser of five 
38 percent (5%) of the insurer's admitted assets or fifteen percent 
39 (15%) of the insurer's capital and surplus. 
40 (2) The amount in any one property shall not exceed one percent 
41 (1 % ) of the insurer's admitted assets. 
42 (3) The amount in unimproved land shall not exceed one-half of one 
43 percent (0.5%) of the insurer's admitted assets. 
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( 4) There shall be no time limit for the disposal of investment real 
estate. 

An insurer may acquire. improve, develop. manage, lease. mortgage. or dispose of 
real estate pursuant to this section either directly or indirectly through limited 
partnership interests. general partnership interests where all other partners in the· 
general partnership are subsidiaries of the insurer, limited liability companies, joint 
ventures, stock of an investment subsidiary, trust certificates, or other similar 
instruments. The real estate shall be income-producing or to be improved or 
developed for investment purposes under an existing program, in which case the 
property shall be deemed to be income-producing. The real estate may be subject to 
mortgages, liens, or other encumbrances and, to the extent that the obligations 
secured by the mortgages, liens, or encumbrances are without recourse to the insurer, 
the amount thereof shall be deducted from the amount of the investment of the 
insurer in the real estate for purposes of determining compliance with this subsection 
and G.S. 58-7-187{d). As used in this subsection, 'investment subsidiary' means a 
subsidiary of an insurer engaged or organized to engage exclusively in real estate 
investments authorized in this subsection. This subsection does not apply to real 
estate to be used primarily for mining or development of oil or mineral resources." 

Section 12. G.S. 58-7-200(c) reads as rewritten: 
"(c) No insurer shall make any direet or indireet loan to any of .its direetors, 

offiecrs, or eontrolling stockholders; nor shall the iRsurcr me.kc e.Ry lee.fl: to &Ry other 
persoH ifl which the offieer, dircetor, or stockholder is substa:Rtie.lly itltcrcstcd; Hor 
shall e:Hy such directer, effieer, er steekhelder direetly or iHdircetly e.eeept e:ny sueh 
letttr. Insurers shall not directly, or indirectly invest in or lend funds to any of its 
directors, officers, stockholders, or any other person in which an officer, director. or 
stockholder is interested substantially. Directors. officers. and stockholders of insurers 
shall not directly or indirectly accept funds from insurers." 

Section 13. G.S. 58-8-10 reads as rewritten: 
"§ 58-8-10. Policyholders are members of mutual companies. 

Every person insured by a mutual insurance company is a member while ~ that 
person's policy is in force, entitled to one vote for each policy lte that person holds, 
and must be notified of the time and place of holding tts- the company's meetings by a 
written notice or by an imprint upon the back of each policy, receipt, or certificate of 
renewal, as follows: 

The insured is hereby notified that by virtue of this policy lte the insured 
is a member of the .......... insurance company, and that the annual meetings of the 
company are held at its home office on the ........ day of .......... , in each year, at ....... . 
o'clock. 

The blanks shall be duly filled in print. and are a sufficient notice. A corporation 
which that becomes a member of stteh a mutual insurance company may authorize 
any person to represent tt, the corporation; and this representative has all the rights 
of an individual member. A person holding property in trust may insure it in stteh .e. 
mutual insurance company, and as trustee assume the liability and be entitled to the 
rights of a member, member; but is not personally liable upon the contract of 
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1 insurance. Members may vote by proxies, dated and executed within three maHths, 
2 months after receipt. and returned and recorded on the books of the company three 
3 days or more before the meeting at which they are to be ttsed; ettt Ha persafl es prO:X"J 
4 er otherwise may east mere theH 20 r.rates. used." 
5 Section 14. Article 10 of Chapter 58 of the General Statutes is amended 
6 by adding a new section to read: 
7 "§ 58-10-10. Conversion to stock insurer. 
8 (a) A domestic mutual insurer may convert to a domestic stock insurer under a 
9 plan that is approved in advance by the Commissioner. 

10 {b) The Commissioner shall not approve the plan unless: 
11 ill It is fair and equitable to the insurer's policyholders. 
12 ill It is adopted by the insurer's board of directors in accordance with 
13 the insurer's bylaws and approved by a vote of not less than two-
14 thirds of the insurer's members voting on it in person. by proxy. or 
15 by mail at a meeting called for the purpose of voting on the plan, 
16 pursuant to reasonable notice and procedure as approved by the 
17 Commissioner. If the company is a life insurer, the right to vote 
18 may be limited, as its bylaws provide, to members whose policies 
19 are other than term or group policies and have been in effect for 
20 more than one year. . 
21 ill Each policyholder's equity in the insurer is determinable under a 
22 fair and reasonable formula approved by the Commissioner. The 
23 equity shall be based upon the insurer's entire statutory surplus 
24 after deducting certificat,s of contribution. guaranty capital 
25 certificates, and similar evidences of indebtedness included in an 
26 insurer's statutory surplus. 
27 .(4). The policyholders entitled to vote on the plan and participate in 
28 the purchase of stock or distribution of assets include all 
29 policyholders on the date the plan was adopted by the insurer's 
30 board of directors. 
31 ill The plan provides that each policyholder specified in subdivision 
32 ( 4) of this subsection receives a preemptive right (i) to acquire a 
33 proportionate part of all of the proposed capital stock of the 
34 insurer or of all of the stock of a corporation affiliated with the 
35 insurer within a designated reasonable period as the part is 
36 determinable under the plan of conversion: and (ii) to apply 
37 toward the purchase of the stock the amount of the policyholder's 
38 equity in the insurer under subdivision (3) of this subsection. The 
39 plan shall provide for an equitable distribution of fractional 
40 interests. 
41 .(fil The plan provides for payment to each policyholder of the 
42 policyholder's entire equity in the insurer. The payment shall be 
43 applied toward the purchase of stock to which the policyholder is 
44 entitled preemptively or to be made in cash, or both. The cash 

Page 8 House Bill 1590 



•· 

GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1997 

1 payment shall not exceed fifty percent (50%) of each 
2 policyholder's equity. The stock purchased, together with the cash 
3 payment, if any, shall constitute full payment and discharge of the 
4 policyholder's equity as an owner of the mutual insurer. 
5 ill Shares are to be offered to policyholders at a price not greater than 
6 that of shares to be subsequently offered to others. 
7 ail The Commissioner finds that the insurer's management has not 
8 sought, through reduction of volume of new business written, 
9 through policy cancellations, or through any other means, (i) to 

10 reduce, limit. or affect the number or identity of the insurer's 
11 members entitled to participate in the plan or (ii) to secure for the 
12 individuals constituting management any unfair advantage through 
13 the plan. 
14 .(2). The plan, when completed, provides that the insurer's capital and 
15 surplus are not less than the minimum reguired of a domestic stock 
16 insurer transacting the same kinds of insurance, are reasonable in 
17 relation to the insurer's outstanding liabilities, and are adeguate to 
18 meet its financial needs. 
19 (c) With respect to an insurer with a guaranty capital, the conversion plan shall be 
20 approved by a vote of not less than two-thirds of the insurer's guaranty capital 
21 shareholders and policyholders as provided for in subdivision (b)(2) of ·this section. 
22 The plan may provide for the issuance of stock in exchange for outstanding guaranty 
23 capital shares at their redemption value subject to the conditions in subsection (b) of 
24 this section. 
25 (d) The Commissioner may schedule a public hearing on the proposed conversion 
26 plan. 
27 (e) At the mutual insurer's ex.pense, the Commissioner may retain attorneys, 
28 actuaries, economists, accountants, and other ex.perts who are not otherwise a part of 
29 the Commissioner's staff and who are reasonably necessary to assist the 
30 Commissioner in reviewing proposed conversion plans. 
31 (0 The corporate existence of the mutual company continues in the stock 
32 company created under this section. All assets, rights, franchises, and interests of the 
33 former mutual insurer in and to real or personal property are deemed to be 
34 transferred to, and vested in, the stock insurer, without any other deed or transfer. 
35 The stock insurer simultaneously assumes all of the obligations and liabilities of the 
36 former mutual insurer. 
37 (g) No director, officer, or employee of the insurer shall receive: 
38 ill Any fee. comm1ss1on, compensation. or other valuable 
39 consideration for aiding, promoting, or assisting in the conversion 
40 of the mutual insurer to a domestic stock insurer, other than 
41 compensation paid to any director, officer, or employee of the 
42 insurer in the ordinary course of business; or 
43 ill Any distribution of the assets. surplus. or capital of the insurer as 
44 part of a conversion. 
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1 (h) The Commissioner may adopt rules to carry out the provisions of this section." 
2 Section 15. G.S. 58-65-95 reads as rewritten: 
3 11 § 58-65-95. Investments and reserves. 
4 (a) Except as provided in subsection (e) of this section, no Ne corporation subject 
5 to this Article shall invest in any securities other than securities permitted ey the laws 
6 ef tlt:is State by Article 7 of this Chapter for the investment of assets ef life insttre.nee 
7 eempe.nies, ee.nks, trttst eempe.nies, e:X:eettters, e.dministre.ters and gtte.rdie.ns. assets. 
8 .(];u Every Stleft corporation e.fier the first mll year ef deing 'ettsiness e.fier the 
9 passage ef this Artiele and 2«\rtiele 66 ef this Chapter subject to this Article shall 

10 accumulate and niaintain, in addition to proper reserves for current administrative 
11 liabilities and whatever reserves are deemed to be adequate and proper by the 
12 Commissioner ef lnsttre.nee for unpaid hespite.1 e.nd,'er mediee.1 e.ndfer hospital. 
13 medical, or dental bills, and unearned membership dues, a special contingent surplus 
14 or reserve at the following rates annually of its gross annual collections from 
15 membership dues, exclusive of receipts from cost plus plans, until se.tti the reserve 
16 shall eqtte.l eguals an amount that is three times its average monthly expenditures for 
17 hespite.l e.ndfer mediee.l e.ndier dental claims and administrative and selling expenses: 
18 (1) First $200,000 ................................................................................. 4% 
19 (2) Next $200,000 ................................................................................. 2% 
20 (3) All above $400,000 ........................................................................ 1 % 
21 W Any Stleft corporation subject to this Article may accumulate and maintain a 
22 contingent reserve in excess of the reser¥e hereine.ee"•'e pre"tidecl fer, reserve reguired 
23 in subsection (b) of this section, not to exceed an amount equal to six times the 
24 average monthly expenditures for hespite.1 e.nclfor mecliee.l e.ndfor dental claims and 
25 administrative and selling expenses. 
26 @ In the e"tent If the Commissioner ef lnsttre.nee finds that special conditions 
27 exist warranting an increase or decrease in the reserves or schedule of resen·es, 
28 hereine.ee"te pre"t1ided fer, it may ee medified ey reserves in subsection (b) of this 
29 section, the Commissioner ef lnsttre.nee e.eeerdingly, may modify them accordingly. 
30 pre,.lided Provided, however, when special conditions exist warranting an increase in 
31 se.tti the schedule of reserves, se.tti. the schedule shall not be increased by the 
32 Commissioner ef lt1:sttre.nee until a reasonable length of time she.II he.Ye has elapsed 
33 after notice of Stleft the increase. 
34 (e) The cost of investments· made by service corporations in mortgage loans 
35 authorized by G.S. 58-7-179, with any one person, shall not exceed the lesser of five 
36 percent (5%) of the service corporation's admitted assets of ten percent (10%) of the 
37 service corporation's capital and surplus. A service corporation shall not invest in 
38 additional mortgage loans without the Commissioner's consent if the admitted value 
39 of all additional mortgage loans held by the service corporation exceeds an aggregate 
40 of sixty percent (60%) of the admitted assets of the service corporation, if: 
41 ill The admitted value of all mortgage pass-through securities 
42 permitted by G.S. 58-7-173(17) does not exceed twenty-five percent 
43 (25%) of the admitted assets of the service corporation; and 
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1 ill The admitted value of other mortgage loans permitted by G.S. 58-
2 7-179 does not exceed forty percent ( 40%) of the admitted assets of 
3 the service corporation. 
4 No later than January 31. 1999, a service corporation that has mortgage investments 
5 that exceed the aggregate limitation specified in this subsection as of October 1. 1998, 
6 shall submit to the Commissioner a plan to bring the amount of mortgage investments 
7 into compliance with the limitations by January 1, 2002." 
8 Section 16. This act becomes effective October 1, 1998, and applies to 
9 fees due and payable, reports required, and actions taken on or after that date. 
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June 18, 1998 

MEMORANDUM 

TO: House Insurance Committee 

FROM: 

RE: 

Linwood Jones, Counsel 1· /Y 
'/ 

Senate Bill 577 - Proposed House Committee Susbtitute 
(Insurance Premium Financing) 

Senate Bill 577 makes several changes to the laws regulating insurance premium 
financing companies and insurance premium financing agreements, primarily to update 
and modernize those laws, and exempts charitable annuities from the insurance laws. 

Insurance premium financing 

Section 1 allows premium financing companies to use microfilm , microfiche, and 
imaging systems, in addition to photographic reproductions, to store records that are 
required to be kept on file for inspection by the··Commissioner. · ·Current· law allows only- · · · 
the originals and photographic reproductions. 

Section 2 makes several technical and grammatical changes to the law that sets out 
the required contents of a premium financing agreement and allows the agreement to 
list any mailing address specified by the insured (in lieu of the insured's residence or 
place of business) . 

Section 3 provides that when the insured finances more than one insurance contract 
under a premium financing agreement, the service charge is computed from the earlier 
of the date the premium was advanced and the inception date of the insurance 
contract. 

Section 4 provides that the premium financing company or agent can have the 
agreement delivered to the insured before the due date of the first installment payment. 
Current law requires the company or agent to deliver it. 

AN EQUAL OPPORTUNITY/AFFIRMATIVE ACTION EMPLOYER 



Section 5 provides that when the amount of a refund credit for anticipation of 
payment is less than $5.00; no refund is required to be made. Under current law, this 
threshold is $1.00. The unrefunded money goes to the escheat fund at the State 
Treasurer's office. 

Section 6 allows the premium financing company to notify the insured of 
cancellation of its insurance contract (assuming the premium financing company has 
been authorized to cancel) by mail, personal delivery, e-mail, and fax. Currently, the 
delivery must be by mail. The premium financing company, in its request to the insurer 
to cancel the insurance contract, must specify the effective date of cancellation. The 
insurer must cancel it effective that date. A copy of this request must also be sent to 
the agent. An insurance policy is considered invalid and void if the agent or premium 
financing company informs the insurer that the initial down payment for the premium 
has been dishonored. 

Section 6 also requires that the return of unearned premiums from the insurer to the 
premium financing company when the insurance policy is canceled must be refunded 
within 30 days of the effective date of the cancellation. If the premium is subject to an 
audit to determine the final premium amount, the gross unearned premium will be 
calculated on the deposit premium. The insurer cannot offset the return premiums 
against other debts that the insured owes the insurer on other policies. If the return 
premiums credited to the insured exceed what the insured owes by $5.00 or more, the 
premium finance company must refund the excess to the insured as soon as possible 
and in any event within 30 days. An unpaid balance owed by the insured after 
cancellation of his or her policy earns interest at the rate specified in the agreement. 

Section 7 rewrites the anti-rebate law for insurance premium financing. The current 
law prohibits premium financing companies and their employees from offering a rebate 
or any other kind of inducement to an agent, an agent's employee, or any other person 
as an inducement to the financing of the premium with that company. The bill restates 

· this prohibition in a different manner. ----------- ···· ····· · · ·· · · · ··· · 

Charitable Annuities 

Many public and private universities, as well as other nonprofit organizations, give 
annuities to donors in exchange for the donation of stocks, bonds, real estate, or other 
property. The annuity is paid to the donor until his or her death. The issuance of an 
annuity in these cases technically requires the university or other organization to be 
licensed as an insurance company and anyone soliciting donations on behalf of the 
university or other organization in exchange for an annuity to be licensed as an 
insurance agent. 

Section 8 of the bill amends the law to state that nonprofit organizations that have 
been active for 5 or more years and public educational institutions are not required to 
become licensed as insurance companies in order to issue annuities in exchange for 
charitable donations, nor are their officers, directors, employees, or agents required to 

2 
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be licensed as insurance agents. However, each such charitable annuity agreement 
entered into on or after October 1, 1998, must contain a statement disclosing that 
charitable annuities are not regulated by the State of North Carolina and that they are 
not backed up by the State or by any insurance guaranty fund. 

Effective Date 

The insurance premium financing amendments take effect October 1, 1998. The 
charitable annuity provision takes effect when it becomes law, except that the 
disclosure statement is required only in new annuity agreements on or after October 1, 
1998. 

S577-SMRN-004 
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THIS IS A DRAFT 

Short Title: Insurance Premium Financing. 

Sponsors: 

Referred to: 

April 1, 1997 

1 A BILL TO BE ENTITLED 

D 

(Public) 

2 AN ACT TO AMEND THE LAW GOVERNING INSURANCE PREMIUM FINANCING AND 
3 TO EXEMPT CERTAIN CHARITABLE ANNUITIES FROM THE INSURANCE LAWS. 
4 The General Assembly of North Carolina enacts: 
5 Section 1. G.s. 58-35-30(a) reads as rewritten: 
6 " (a) The licensee shall keep and use in his business -6-aGh- any 
7 books, accounts, and records as that will enable the Commissioner 
8 to determine whether -6-aGh- the licensee is complying with the 
9 provisions of this Article and with the rules and regulations 

10 lawfully made by the Commissioner hereunder. Every licensee 
11 shall preserve such books, accounts, and records, including cards 
12 used in a card system, if any, for at least three years after 
13 making the final entry in respect to any insurance premium 
14 finance agreement recorded therein; provided, however, the 
15 preservation of photographic reproductions thereof or records in 
16 photographic photographic, imaging, microfilm, or microfiche form 
17 shall constitute compliance with this reqairement. requirement by 
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1 any licensee. The Commissioner may require of licensees under 
2 oath and in the form prescribed by him regular or special reports 
3 as he may deem necessary to the proper supervision of licensees 
4 under this Article." 
5 Section 2. G.S. 58-35-50 reads as rewritten: 
6 "§ 58-35-50. Form, contents and execution of insurance premium 
7 finance agreements. 
8 (a) An insurance premium finance agreement shall be in writing, 
9 dated, signed by the insured, and the printed portion thereof 

10 shall be in at least eight point type. It shall contain the 
11 entire agreement of the parties with respect to the insurance 
12 contract, the premiums for which are advanced or to be advanced 
13 under it, and: 
14 ( 1) At its top, the words 'INSURANCE PREMIUM FINANCE 
15 AGREEMENT' or similar wording in at least 10 point 
16 bold type; and the insurance premium finance 
17 company license number shall also appear, and: 
18 (2) A notice in at least eight point bold type, reading 
19 as follows: 'NOTICE': 
20 a. Do not sign this agreement before you read it. 
21 b. You are entitled to a copy of this agreement. 
22 c. Under the law, you have the right to pay off 
23 in advance the full amount due and under 
24 certain conditions to obtain a partial refund 
25 of the service charge. 
26 (b) An insurance premium finance .. agreement shall: 
27 (l) Contain the following: 
28 a. The name and place of business of the 
29 insurance agent or broker negotiating the 
30 related insurance contract, contract; 
31 b. The .the name of the insured and either the 
32 residence or residence, the place of business 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
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c. 

d. 

e. 

business, or any other mailing address of the 
insured as specified by hlm.r the insured; 
The .the name and place of business of the 
insurance premium finance company to which 
installments or other payments are to be made, 
made; 
A brief a description of the insurance 
contract, contract; 
The .the premiums for which are advanced or to 
be advanced under the agreement, agreement;. 
and 
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6 
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8 
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10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

• 21 
22 
23 
24 
25 
26 
27 
28 
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30 
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33 
34 
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( 2 ) 

f. The .:t;ae. amount of the 
insurance contract; and 
forth the following 

premiums for 

Set items: items 
applicable: 
a. The total amount of the premiums; 
b. The amount of the down payment; 

such 

where 

c. The principal balance, which is the difference 
between items a and b; 

d. The amount of the service charge; 
e. The balance, which is the sum of items c and 

Gr payable by the insured, meaning the sum of 
the amounts stated under items c. and d. of 
this subdivision. 

f. the number of installments required, the 
amount of each installment expressed in 
dollars and the due date or period thereof. 

(c) The items set forth in subsection (b) of this section need 
not be stated in the sequence or order set forth above, 
inapplicable items may be omitted; in which they appear in that 
subsection, and additional items may be included to explain the 
computations made in determining the amount to be paid by the 
insured. 

(d) No insurance premium finance agreement shall be signed by 
an insured when it contains any blank space to be filled in after 
it has been signed; however, if the insurance contract, the 
premiums •· for--.--which .. are advanced or .... to be advanced under the 
agreement, has not been issued at the time of its signature by 
the insured and it so provides, the name of . the authorized 
insurer by whom such insurance contract is issued and the policy 
number and the due date of the first installment may be left 
blank and later inserted in the original of the agreement after 
it has been signed by the insured." 

Section 3. G.S. 58-35-55(d) reads as rewritten: 
"(d) The provisions of subsection (c) of this section apply if 

the premiums under only one insurance contract are advanced or 
are to be advanced under an insurance premium finance agreement; 
agreement. If -i-t- premiums under more than one insurance contract 
are advanced or are to be advanced under an insurance premium 
finance agreement, the service charge shall be computed from the 
earlier of the following: 

ill The date that the premium is advanced on behalf of 
the insured. 

ill The inception date of SYGa the insurance contracts, 
or from contract. 
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1 due date of such premiums; however, not more than 
2 Only one minimum service charge shall apply to each insurance 
3 premium finance agreement." 
4 Section 4. G.S. 58-35-65 reads as rewritten: 
5 "§ 58-35-65. Delivery of copy of insurance premium finance 
6 agreement to insured. 
7 Before the due date of the first installment payable under an 
8 insurance premium finance agreement, the insurance premium 
9 finance company holding the agreement or the insurance agent 

10 shall deliver cause to be delivered to the insured, or mail to 
11 hlm the insured at a-i-s- the insured' s address as shown in the 
12 agreement, a copy of the agreement." 
13 Section 5. G.S. 58-35-80(b) reads as rewritten: 
14 " ( b) The amount of any such refund credit shall represent at 
15 least as great proportion of the service charge, if any, as the 
16 sum of the periodic balances after the month in which prepayment 
17 is made bears to the sum of all periodic balances under the 
18 schedule of installments in the agreement. Where the amount of 
19 the refund credit for anticipation of payment is less than ~ 
20 dolla.r ($LOO), five dollars ($5.00), no refund need be made. 
21 This section does not relieve the rerniurn finance corn an of its 
22 duty to report and deliver these unrefunded monies to the State 
23 Treasurer in accordance with G.S. 116B-29(b)." 
24 Section 6. G.S. 58-35-85 reads as rewritten: 
25 "§ 58-35-85. Procedure for cancellation of insurance contract 
26 upon default; return of unearned premiums;. collection of cash 
27 surrender value. 
28 When an insurance premium finance agreement contains a power of 
29 attorney or other authority enabling the insurance premium 
30 finance company to cancel any insurance contract or contracts 
31 listed in the agreement, the insurance contract or contracts 
32 shall not be cancelled unless the cancellation is effectuated in 
33 accordance with the following provisions: 
34 (1) Not less than 10 days' written notice be·mailed is 
35 sent by personal delivery, first-class mail, 
36 electronic mail, or facsimile transmission to the 
37 last known address of the insured or insureds shown 
38 on the insurance premium finance agreement of the 
39 intent of the insurance premium finance company to 
40 cancel his or their insurance contract or contracts 
41 unless the defaulted installment payment is 
42 received. A notice Notification thereof shall also 
43 be &eat. provided to the insurance agent. 
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( 2) After expiration of the 10-day period, the 
insurance premium finance company shall send the 
insurer a request for cancellation specifying the 
effective date of cancellation and shall ma-i-l- send 
a. copy of the request for notice of the 
cancellation to the insured by personal delivery, 
first-class mail, electronic mail, electronic 
transmission or facsimile transmission at his last 
known address as shown on the records of the 
insurance premium finance a.greement. company and to 
the agent. Upon written request of the insurance 
company, ~ the premium finance company shall 
include furnish a copy of the power of a.ttorney 
with the request for ca.ncellation if the insurer 
has not a.lready received a copy of the power of 
attorney with the application. attorney to the 
insurance company. The written request shall be 
sent by mail, personal delivery, electronic mail, 
or facsimile transmission. The insurer's failure 
to comply with this request does not invalidate the 
cancellation. 

(3) Upon receipt of a copy of the request for 
cancellation notice by the insurer, the insurance 
contract shall be cancelled as of the date 
specified in the cancellation notice with the same 

- -force and effect as---if the aforesaid request for 
cancellation had been submitted by the insured 
himself, insured, without requiring the return of 
the insurance contract or contracts. 

(4) All statutory, regulatory, and contractual 
restrictions providing that the insured may not 
cancel h--i-s- the insurance contract unless he- the -- --
insurer first satisfies the restrictions by giving 
a prescribed notice to a governmental agency, the 
insurance carrier, an individual, or a person 
designated to receive the notice for said 
governmental agency, insurance carrier, or 
individual shall apply where cancellation is 
effected under the provisions of this section. If a 
mortgagee or other loss payee is shown on the 
insurance contract, the insurer shall notify the 
mortgagee or loss payee in accordance with G.S. 58-
41-lS(b). 
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~ If an insurer receives notification from an 
insurance agent or premium finance company that the 
initial down payment for the premium being financed 
has been dishonored by a financial institution or 
is otherwise unpaid, there is not a valid contract 
for insurance and the policy will be voided. 

(5) Whenever an insurance contract is cancelled in 
accordance with this section, the insurer shall 
promptly return whatever gross unearned premiums 
are due under the contract to the insurance premium 
finance company effecting the cancellation for the 
benefit of the insured or insureds. insureds, no 
later than 30 days after the effective date of 
cancellation. Whenever the return premium is in 
excess of the amount due the insurance premium 
finance company by the insured under the agreement, 
the excess shall be remitted promptly to the order 
of the insured, subject to the minimum service 
charge provided for in this Article. In the event 
that a premium is subject to an audit to determine 
the final remium amount, the ross unearned 
premium shall be calculated upon the deposit 
premium and the insurer shall return the gross 
unearned premium to the premium finance company no 
later than 30 days after the effective date of 
cancellation. 

(6) The provisions of this section relating to request 
for cancellation by the insurance premium finance 
company of an insurance contract and the return by 
an insurer of unearned premiums to the insurance 
premium finance company, also apply to the 
surrender by the insurance premium finance company 
of an insurance contract providing life insurance 
and the payment by the insurer of the cash value of 
the contract to the insurance premium finance 
company, except that the insurer may require the 
surrender of the insurance contract. 

ill The insurer shall not deduct from any return 
premiums any amount owed to the insurer for any 
other indebtedness owed to the insurer by the 
insured on any policy or policies other than those 
bein financed under the remium finance a reement. 

ill In the event that the crediting of return premiums 
to the account of the insured results in a surplus 
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over the amount due from the insured, the premium 
finance company shall refund the excess to the 
insured as soon as possible, but in no event later 
than 30 days of receipt of the return premium, 
provided that no refund shall be required if it is 
in an amount less than five dollars ($5.00). This 
subdivision does not relieve the premium finance 
company of its duty to report and deliver these 
unrefunded monies to the State Treasurer in 
accordance with G.S. 116B-29(b). 

ill In the event that a balance due the premium finance 
company remains on the account after the 
cancellation of the agreement, the outstanding 
balance may earn interest at the rate stated in the 
agreement until paid in full." 

Section 7. G.S. 58-35-40 reads as rewritten: 
"§ 58-35-40. Rebates and inducements prohibited; assignment of 
insurance premium finance agreements. 

(a) No insurance premium finance company, and no employee of 
such a company shall pay, allow, or offer to pay or allow in any 
manner whatsoever payment to an insurance agent or any employee 
of an insurance a.gent, or to any other person, or a.s an 
inducement to the financing of a.n insurance policy with the 
insurance premium f ina.nce company or after a.ay such policy has 
been financed, and no insurance agent or other person shall 
accept from ·--a-··-··G0mpany, ... any - -rebate whatsoever, either from the 
service charge for financing specified in the insurance premium 
finance agreement or otherwise, or otherwise. No . insurance 
premium finance company shall pay, allow, or offer to pay or 
allow payment to an insurance agent, and no insurance agent shall 
accept from a company, a rebate as an inducement to the financing 
of an insurance policy with the company. No insurance ·premium 
finance company shall give or offer to give to an insurance 
agent, and rio insurance agent shall accept from a company, any 
valuable consideration or inducement of any~ kind, directly 
or indirectly, other than an article of merchandise not exceeding 
one dollar ($1.00) in value which shall have thereon the 
advertisement of the insurance premium finance company; but a.a 
company. An insurance premium finance company may purchase or 
otherwise acquire an insurance premium finance agreement provided 
tha.t it conforms to tbis Article ia a.11 respects, from another 
insurance premium finance company with recourse against the 
insurance premium finance company on such terms and conditions as 
may be mutually agreed upon by the parties, if the agreement 
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1 complies with the requirements of this Article. and such terms 
2 The terms and conditions of the agreement shall be subject to the 
3 approval of the Commissioner. 
4 (b) No filing of the assignment or notice thereof to the 
5 insured shall be necessary to the validity of the written 
6 assignment of an insurance premium finance agreement as against 
7 creditors or subsequent purchases, pledges, or encumbrancers of 
8 the assignor. 
9 (c) As used in this section, the term 'insurance premium 

10 finance company' includes employees of the company and the term 
11 'insurance agent' includes employees of the insurance agent. The 
12 word 'company' means an insurance premium finance company." 
13 Section 8. G.S. 58-3-5 reads as rewritten: 
14 "§58-3-5. No insurance contracts except under Articles 1 
15 through 64 of this Chapter. 
16 ~ a Except as provided in subsection (b) of this section, it 
17 is unlawful for any company to make any contract of insurance 
18 upon or concerning any property or interest or lives in this 
19 State, or with any resident thereof, or for any person as 
20 insurance agent or insurance broker to make, negotiate, solicit, 
21 or in any manner aid in the transaction of such insurance, unless 
22 and except as authorized under the provisions of Articles 1 
23 though 64 of this Chapter. 
24 (b) A charitable, religious, benevolent, or educational 
25 corporation, not operating for profit and in active operation for 
26 at least five years, or a public educational inst-itu.tion ... may ..... 
27 receive a transfer of property contingent upon its agreement to 
28 pay an annuity or lump-sum benefit to the transferor or the 
29 transferor's nominee without being subject to this Chapter. The 
30 annuity agreement must contain the following disclosure clause: 
31 'This annuity is not is sued by an insurance company, is not 
32 subject to regulation by the State of North Carolina, and is not 
33 protected or otherwise guaranteed by any government agency or 
34 insurance guaranty fund.'" 
35 Section 9. Sections 1 through 7 of this act become 
36 effective October 1, 1998, and apply to premium finance 
37 agreements or contracts entered into on or after that date. 
38 Section 8 of this act and this section are effective upon 
39 becoming law, provided that the disclosure statement required by 
40 G.S. 58-3-5(b) is required only in agreements entered into on or 
41 after October 1, 1998. 
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June 16, 1998 

MEMORANDUM 

TO: House Insurance Committee 

FROM: Ed Rossi, Committee Counsel 

George R. Hall, Legislative Services Officer 
(919) 733-7044 

Donald W. Fulford, Director 
Information Systems Division 
Suite 400, LOB 
300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-6834 

Terrence D. Sullivan, Director 
Research Division 
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300 N. Salisbury St. 
Raleigh, NC 27603-5925 
(919) 733-2578 

RE: Proposed Committee Substitute for HB 1429 

This bill sets rate used to calculate the insurance regulatory charge; creates 
additional provisions that permit domestic insurers to maintain records or assets 
outside NC; provides for the reimbursement of expenses to the Department of 
Insurance (DOI) when it conducts examinations; allows the Commissioner to 
use relevant professional actuarial standards; and allows the Commissioner to 
adopt auditing requirements that are substantially similar to those set forth in the 
NAIC model rules. 

Section 1. 
This section sets the annual insurance regulatory charge fot 1998 at 8.75% of an 
insurance company's premium tax liability. This is the charge that is levied on 
companies to fund the Insurance Regulatory Fund. 

Section 2. 
This section amends G.S. § 58-7-50 by adding an additional provision that allows 
the Commissioner to permit domestic insurers to maintain certain records or 
assets outside of North Carolina. 

Section 3 & 3.1. 
This section amends G.S. § 58-2-131(a) by making a technical correction that is 
required by section 4. 

AN EQUAL OPPORTUNITY/AFFIRMATIVE ACTION EMPLOYER 



Section 4. 
This section amends Article 2 of Chapter 58 of the General Statutes by adding a 
new section. This new section, G.S. § 58-2-134, adds the requirement that 
insurers must pay for the actual costs of their examinations. These costs are 
capped at $100,000 unless: 

• the insurer's records are outside of the state the examination occurs 
outside the state; 

• the insurer requests the examination; or 
• the examination involves an impaired or insolvent insurer. 

Section 5. 
This section amends G.S. § 58-7-16(f) by adding a new provision relating to 
minimum valuation reserves maintained by insurers that issue funding 
agreements. This new provision allows the Commissioner to use relevant 
actuarial guidelines, regulations, interpretations, or papers published by the 
Society of Actuaries or the American Academy of Actuaries when determining 
minimum valuation reserves. 

Section 6. 
This section amends G.S. § 58-2-131 (d) to allow for insurer examinations every 
five years. Currently, the statute requires examinations in three year 
increments. 

Section 7. 
This section amends G.S. § 58-2-205 by allowing the Commissioner to adopt 
rules that are substantially similar to the NAIC model rule for annual audited 
financial reports. This new provision permits the Commissioner to adopt 
expedited temporary rules under G.S. § 1508-21.1 in order to keep these rules 
consistent with the NAIC model rule. 

PCS H1429 Bill Summary 2 
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GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1997 

HOUSE BILL 1429* 

Short Title: Insurance Reg. Charge/Company Exams. 

Sponsors: Representative C. Wilson. 

Referred to: Insurance. 

May 25, 1998 

A BILL TO BE ENTITLED 

1 

(Public) 

AN ACT TO SET THE INSURANCE REGULATORY CHARGE FOR 
CALENDAR YEAR 1998, TO AMEND PROVISIONS IN THE INSURANCE 
LAWS DEALING WITH EXAMINATIONS OF INSURANCE COMPANIES 
AND AUDITS OF THEIR FINANCIAL STATEMENTS, AND TO CLARIFY 
THE LAW ON INSURERS' FUNDING AGREEMENT RESERVES. 

The General Assembly of North Carolina enacts: 
Section 1. The percentage rate to be used in calculating the insurance 

regulatory charge under G.S. 58-6-25 is eight and seventy-five hundredths percent 
(8.75%) for the 1998 calendar year. 

Section 2. G.S. 58-7-50(d) reads as rewritten: 
"( d) This section is subject to the exceptions provided in G.S. 58-7-55. The 

Commissioner may allow a domestic insurer to maintain certain records or assets 
outside this State." 

Section 3. G.S. 58-2-131(k) reads as rewritten: 
"(k) 'Nhcfl m:ttkit1g ttfl cxttm:ifltttiofl, For any examination of an insurer, if the 

Commissioner determines that appropriated resources within the Department are 
insufficient to conduct or complete the examination properly. the Commissioner may 
retain attorneys, appraisers, it1dcpcttdct1t actuaries, it1dcpct1dct1t certified public 
accountants, or other professionals and specialists as cxam:iflcrs. to assist the 
Commissioner in the examination, the cost of which shall be paid by the insurer 
pursuant to G.S. 58-2-134." 

Section 4. Article 2 of Chapter 58 of the General Statutes is amended by 
adding a new section to read: 
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(a) For an examination of records or assets maintained in the State pursuant to 
G.S. 58-2-131, 58-2-132, or 58-2-133, the insurer shall pay the actual expenses 
incurred by the Department in conducting the examination. Except as provided in 
subsection (b) of this section, the amount paid by an insurer for an examination shall 
not exceed one hundred thousand dollars ($100,000). 

(b) An insurer shall reimburse the Department for the actual expenses incurred by 
the Department in any examination of those records or assets conducted pursuant to 
G.S. 58-2-131, 58-2-132, or 58-2-133 when: 

ill The insurer maintains part of its records or assets outside this State 

ill 
-ill 

pursuant to G.S. 58-7-50 or G.S. 58-7-55 .. 
The insurer requests an examination of its records or assets. 
The Commissioner examines an insurer that is impaired or 
insolvent or is unlikely to be able to meet obligations with respect 
to known or anticipated claims or to pay other obligations in the 
normal course of business." 

Section 5. G.S. 58-7-16(f) reads as rewritten: 
"(f) The Commissioner has sole authority to regulate the issuance and sale of 

funding agreements on behalf of insurers. In addition to the authority in G.S. 58-2-40, 
the Commissioner may adopt rules relating to: 

(1) Standards to be followed in the approval of forms of funding., 

(2) 
(3) 

(4) 

(5) 

agreements. 
Reserves to be maintained by insurers· issuing funding agreements. 
Accounting and reporting of funds credited under funding 
agreements. 
Disclosure of information to be given to holders and prospective 
holders of funding agreements. 
Qualification and compensation of persons selling funding 
agreements on behalf of insurers. 

In determining minimum valuation reserves to be maintained by insurers issuing 
funding agreements, the Commissioner may use any relevant actuarial guideline, 
regulation, interpretation, or paper published by the Society of Actuaries or the 
American Academy of Actuaries that the Commissioner considers reasonable." 

Section 6. G.S. 58-2-131(d) reads as rewritten: 
"(d) The Commissioner may conduct an examination of any insurer whenever the 

Commissioner deems it to be prudent for the protection of policyholders but shall at 
a minimum conduct tttt a regular examination of every domestic insurer not less 
frequently than once every Htfee five years. In scheduling and determining the nature, 
scope, and frequency of examinations, the Commissioner shall consider such matters 
as the results of financial statement analyses and ratios, changes in management or 
ownership, actuarial opinions, reports of independent certified public accountants, 
and other criteria as set forth in the NAIC Examiners' Handbook." 

Section 7 .. G.S. 58-2-205 reads as ·rewritten: 
"§ 58-2-205. CPA audits of financial statements. 

Page 2 House Bill 1429 



1 
2 ,, 
3 ,, 

4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 

• 43 

' ' 

GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1997 

Tfle CommissioHer is autfloriz!ed to adopt rules to provide for audits aHd opiHiOHS 
of iHsurers' fiHaHc:i:al statemeHts by eertified publie aeeouHtaHts. Suefl: rules sflall be 
iH aeeorclaHee v1itfl tfle NAIC model rule that reEJ:uires a.uditecl fiHa.Heia.l reports, a.s 
a.meHded. (a) The NAIC model rule reguiring annual audited financial reports as 
provided for in the annual statement instructions is incorporated into this section by 
reference, except as specified in subsections (b) through (g) of this section. 

(b) The annual audited financial report shall be filed with the Commissioner on 
or before May 10 for the previous calendar year. Two copies of this report shall be 
filed with the Chief Examiner in the Field Audit Section of the Department. An 
extension of the May 10 filing date may be granted by the Commissioner for a period 
of up to 45 days. The reguest for extension must be submitted in writing no sooner 
than 15 days before the due date. 

(c) This requirement applies to all insurers; provided that insurers having direct 
premiums written in North Carolina of less than two hundred fifty thousand dollars 
($250,000) in any year and having fewer than 500 policyholders in North Carolina at 
the end of any year are exempt from this requirement for that year unless the 
Commissioner makes a specific finding that compliance is necessary for the 
Commissioner to carry out the Commissioner's statutory responsibilities. 

(d) Certified public accountants that intend to practice pursuant to the provisions 
of the annual statement instructions shall file a notice to that effect with the 
Commissioner by October 1 of each year. The Commissioner may reject the filing if 
the certified public accountant does not meet the reguirements. The filing shall 
contain a statement from the certified public accountant affirming that the certified 
public accountant is aware of and will comply with the provisions of the annual 
statement instructions related to the definition, availability, and maintenance of 
certified public accountant workpapers and evidence of the certified public 
accountant's expertise in the areas of insurance auditing and insurance accounting. 
This evidence shall also demonstrate experience in the areas of insurance auditing 
and insurance accounting for the certified public accountant's staff members who are 
assigned to the audit. 

(e) The certified public accountant may be deemed to be experienced in the areas 
of insurance auditing and accounting if the office filing with the Department pursuant 
to this section has existing audit clients in the insurance industry. 

· (f) The staff assigned to an audit under this section may be considered by the 
Commissioner to be experienced in the areas of insurance auditing and accounting if 
they meet the following criteria: 

ill Managerial staff that has been assigned or has had responsibility 
for audit engagements in the insurance industry in an amount 
averaging at least thirty percent (30%) of its chargeable time 
during the last three years. 

ill Nonmanagerial staff that has been assigned or has had 
responsibility for audit engagements in the insurance industry in an 
amount averaging at least fifteen percent (15%) of its chargeable 
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1 time during the last three years or during the staff members' 
2 periods of employment if employed fewer than three years. 
3 . (g) An audit performed by a certified public accountant under this section shall 
4 be staffed by managerial staff experienced in the areas of insurance auditing and 
5 accounting and by a majority or an equal number of nonmanagerial staff experienced 
6 in the areas of insurance auditing and accounting. 
7 (h) As used in this section, 'insurance' includes financial services." 
8 Section 8. This act becomes effective July 1, 1998. 
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NORTH CAROLINA DEPARTMENT OF INSURANCE 

MEMORANDUM 

June 18, 1998 

TO: House Insurance Committee 

FROM: Bill Hale 
Deputy Commissioner 

SUBJECT: PCS for HB 1429 

Section 1: Sets the percentage rate for the insurance regulatory charge in G.S. 58-
6-25 for calendar year 1998. This is done by the General Assembly every year. 

Section 2: Amends the law that requires every North Carolina insurance company 
to maintain its records and assets in this State by making it clear that the 
Commissioner may permit a domestic insurer to maintain a part of its records or 
assets outside of the State. 

Sections 3 and 3.1 are technical. They amend two statutory provisions to include 
a cross-reference to the new statute section in Section 4 of the bill. 

Section 4: Adds a new section to the Examination Law that would provide that the 
Department of Insurance may bill an insurance company for an examination of its 
records and assets, up to a maximum billing of $100,000 (unless there is a mutual 
agreement for a higher amount), in only three situations: (1) When a North 
Carolina insurer keeps records and assets out of North Carolina and the 
Department needs to examine those out-of-state records or assets; (2) when an 
insurer requests an examination (usually this happens when another company 
wants to acquire or merge with the insurer and the insurer wants an official "stamp 
of approval" on its financial situation; and (3) when an insurer is financially 
unstable. The last item is important because intervention by the Department 
through an examination can keep the insurer from becoming insolvent, thus 
avoiding a liquidation and assessments by a guaranty fund on all other insurers. 
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June 18, 1998 
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Billing an impaired insurer does not cause further deterioration in the insurer's 
financial situation. 

Section 5: Amends the law that gives the Commissioner authority to regulate the 
issuance and sale of funding agreements. In determining the appropriate level of 
reserves to be required by the Commissioner, the Commissioner's actuarial staff 
has determined that the statute should reference and permit the Commissioner to 
use relevant guidelines published by the Society of Actuaries or the American 
Academy of Actuaries, when determined by the Commissioner to be reasonable. 

Section 6: Changes the schedule for regular examinations of North Carolina 
(domestic) insurers from at least once every three years to every five years. 

Sections 7 and 8: Amend the law on CPA audits of insurance company financial 
statements and amend the Administrative Procedure Act to allow the 
Commissioner to make changes in the existing CPA audit rules under the AP A's 
temporary rulemaking provisions whenever North Carolina needs to keep current 
with changes in the National Association of Insurance Commissioners Model 
Rule. The Department needs this flexibility to maintain its accreditation with the 
NAIC, which is critical for our North Carolina insurance companies. This 
approach will make any rule changes subject to scrutiny through the permanent 
rulemaking process, which follows the temporary rulemaking process. It just 
allows changes to go into effect on a temporary basis before the next session of the 
General Assembly. 

Section 9: This bill has a July 1, 1998, effective date. 
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MINUTES 

INSURANCE COMMITTEE 

JUNE 25, 1998 

Chairman Jerry Dockham called the meeting to order at 12:00 Noon. He 
introduced the pages and welcomed the members. Members present were: 
Rep. Jerry Dockham, Rep. Cary Allred, Rep. Bobby Barbee, Rep. Robert 
Brawley, Rep. Nelson Cole, Rep. Dub Dixon, Rep. Charlotte Gardner, Rep. 
Sandy Hardy, Rep. John Hurley, Rep. William Ives, Rep. Paul Luebke, Rep. 
Danny McComas, Rep. Thomas Wright, Rep. Joni Bowie and Rep. Carolyn 
Russell. The visitor registration sheet is included and made a part of these 
minutes. (Attachment I) 

Chairman Dockham called on Representative Dennis Reynolds to explain 
The Committee Substitute for House Bill 1495. Rep. Bobby Barbee made 
the motion to accept the substitute and it was voted favorably by the 
Committee Members. Representative Reynolds explained that he has taught 
classes in computers and is very familiar with electronic medical records. 
He stated that electronic records are safer than.paper records. He then 
introduced Mr. Holt Anderson, Executive Director of North Carolina / 
Healthcare Information and Communications Alliance, Inc . 
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Mr. Anderson explained that the purpose of the legislation is to establish 
rules for when a person's confidential health information may be disclosed 
and to whom. It defines rules for security to protect confidentiality while 
information is stored and when it is disclosed to others. It articulates certain 
rights of patients, including the right to view health information and to 
suggest corrections or amendments to that information. It requires secure 
computerized systems that control access and provide audit trails, and 
integrates state requirements for information systems with those at the 
federal level. Mr. Holt explained that patients, providers, integrated 
delivery systems, ancillary service providers, payers, researchers, lawyers, 
state agencies, and licensing bodies and everyone involved in health care 
needs this legislation.. "This legislation is first and foremost consumer 
legislation with a primary focus on the individual patient", said Mr. 
Anderson. It also provides more privacy protection to patients than is 
available today in North Carolina. Mr. Anderson gave the members a 
handout which explains the background, key points and questions and 
answers. Attachment II and III. 

Linwood Jones, Staff Attorney, gave a summary ofHouse Bill 1495. See 
Attachment IV. 

Representative Hurley explained that he has a small amendment which does 
not take anything away from the bill. Mr. Hurley made the motion to add, 
"The provisions of G.S. 90-411 shall apply to any request made pursuant to 
this subsection". Staff explained the amendment and it was passed by the 
Committee. 
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Representative Luebke offered an amendment which added the words, "in 
accordance with federal law," on page 9, line 26. Linwood Jones explained 
and it was passed. 

Representative Brawley made a motion to strike lines 42, 43 and 44 on page 
9 and to replace it with the wording "To an employer pursuant to Chapter 
97 of the General Statutes." Dr. Levine, DIIBS, explained the General 
Statutes and exactly what changing this wording would mean in regard to 
the amendment. Representative Cole asked about the availability to 
medical records while traveling. Dr. Levine explained the profile of 
medical records on the computer. After much discussion about the privacy 
element and the reporting of communicable diseases and the "right to 
know" the motion was made by Representative Brawley for adoption and 
Representative Dixon moved to have the three amendments rolled into one, 
with a favorable report and re-referred to Judiciary II. It was given a 
favorable report by the Insurance Committee. Attachment V 

Representative Jerry Dockham adjourned the meeting at 1 :00 PM. 

Jt?ahna Mills, 

( ,! 
' , 
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Health Care Information Privacy 

BACKGROUND 

• The continuing pressures to improve the quality of health care while at the same time dealing 
with the increasing complexity and cost has led to an acceleration in the use of computers and 
communications to manage health information. Because of this, the health care industry is 
experiencing the same explosion in the use of computers and communications as all other 
industry and government sectors. 

• Citizens and health care institutions alike are concerned about maintaining the confidentiality, 
privacy and security of health information while providing for effective and timely care and 
improving the practice of medicine through appropriate research. 

• Existing statutes and regulations at the federal and state level have not kept pace with the use of 
information technology and therefore, the public and health care institutions do not know with 
reasonable certainty what the law allows and requires. 

• Patients are reluctant to share sensitive information with health care providers when the rules 
governing the use of this information are unclear. Similarly, it is difficult to develop software 
and systems to protect the information when the rules are uncertain. 

• The situation demands rules that protect patient privacy while ensuring that providers have 
legitimate and timely access to information for purposes of care. 

• Legislation appears to be the only effective solution to address these concerns. 

KEY POINTS 

• Establishes rules for when a person's confidential health information may be disclosed and to 
whom, 

• Defines rules for security to protect confidentiality while information is stored and when it is 
disclosed to others, 

• Articulates certain rights of patients, including the right to view health information and to 
suggest corrections or amendments to that information, 

• Requires secure computerized systems that control access and provide audit trails, and 

• Integrates state requirements for information systems with those at the federal level. 
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COMMON QUESTIONS WITH ANSWERS 

What is the purpose of the legislation? 

The purpose of the legislation is to: 
• establish rules for when a person's confidential health information may be disclosed and to 

whom, 
• define rules for security to protect confidentiality while information is stored and when it is 

disclosed to others, 
• articulate certain rights of patients, including the right to view health information and to 

suggest corrections or amendments to that information, 
• require secure computerized systems that control access and provide audit trails, and 
• integrate state requirements for information systems with those at the federal level. 

Who needs this legislation? 

Patients, providers, integrated delivery systems, ancillary service providers, payers, researchers, 
lawyers, state agencies, and licensing bodies--everyone involved in health care needs this 
legislation. 

How does the legislation protect privacy? 

The legislation is first and foremost consumer legislation with a primary focus on the 
individual patient. It provides more privacy protection to patients than is available today in North 
Carolina. 

A fundamental concern for each citizen is the privacy of individual health care information. 
Health information is personal and sensitive information such that the inaccurate collection or 
improper use or release of the information may do significant harm to a patient's interests in privacy, 
health care, or other interests. 

The legislation strives to provide individuals with protections concerning the use, privacy, 
and confidentiality of their personal health information and to provide a high degree of confidence 
in health information systems by: 

(i) establishing clear and consistent rules, and hence enhancing legal certainty, related 
to the collection, storage, compilation, disclosure and use of health information; 

(ii) assuring that health information is secure, private, and accurate and that such 
information is not improperly disclosed or modified; and 

(iii) limiting access to health information to those with a legitimate, verified need for 
such information. 

The importance of these rules is reinforced by civil damages that arise when these rules are 
broken. 

The legislation also establishes the public policy that a patient's interest in the proper use and 
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disclosure of the patient's health information survives even when the information is held by persons 
other than the original health care provider. In this respect the legislation proposes a focus on the 
utilization of health information that does not identify individual patients. 

The legislation ensures patients access to their own health information, enables them to 
make informed decisions about their health care and provides a mechanism to correct inaccurate or 
incomplete information about themselves. 

The legislation also addresses legitimate privacy interests of health care providers and health 
care facilities while at the same time accommodating the interests of managed care in a modem 
health care setting. 

The legislation also recognizes that under current North Carolina law others have legitimate 
needs to·collect, use, and disclose health information in different contexts and for different purposes, 
including providers, integrated delivery systems, ancillary service providers, payers, researchers, 
lawyers, state agencies and licensing bodies. The legislation balances those needs with the privacy 
interests of individuals; the emphasis of the legislation is on the establishment and preservation of 
the privacy of the individual when health information is accessed in ways permitted by law. 

Are there similar initiatives going on in the surrounding states? 

Some 40 states are working with new legislation in some way. 

Why not rely on federal legislation in this area? 

It is not clear that federal legislation or regulation in the area of health care confidentiality will 
become a reality, and, if it does, what form it will take and whether it will preempt more protective 
state laws. Each of the states that have already proposed or passed legislation in this area has 
recognized that confidentiality of health information is both a core issue of local concern and, 
because of the implications for the reduction of health care costs, a significant national issue. These 
states have opted to act now in order to ensure the protection of the public's health care privacy for 
the future. 

Who may be uncertain or uneasy about this legislation? 

Public interest groups and privacy advocates have expressed concerns regarding the security 
of computerized medical records and the security of transmitting these records over networks. 
Many of these concerns are alleviated when the advocates understand that the primary purpose of 
this legislation is to address these very same concerns. 

How would the legislation improve care? 

The legislation would facilitate the utilization of computerized health information systems 
by organizing relevant law related to the use of health information so as to minimize the confusion 
and uncertainty in existing law. In tum, computerized health information systems facilitate timely 
access by health care providers and others to more complete health information than is now 
available through paper-based systems, improve the accuracy and integrity of health information, 
enable quicker response times, provide access to knowledge bases otherwise unavailable, facilitate 
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• 
medical research and health care quality assurance, and increase opportunities to discover new 
treatments, methods and drugs. 

What is the difference between paper-based systems and electronic systems? 

Although the methods of protection vary between physical and electronic forms of 
information, health care providers and others who handle health care information must deal with 
both. Designers of health information systems need clearly defined rules to accommodate and 
facilitate the concerns of privacy and use of health information; consequently, it is impossible to 
address privacy issues for electronic forms of health information until the law related to privacy 
issues for all health information, including paper-based information is consolidated and organized. 
The legislation accomplishes this objective. 

What will be the fiscal impact? 

The fiscal impact will be different for various groups. The legislation states what must be 
done, but does not state how it must be done. There is a two year window for implementation. 
Resources will need to be committed for the education and training of staff but much if not all of 
this is done currently. Existing systems may require modification to comply with the security and 
tracking standards. Savings will be realized because the development of complex systems is made 
much easier with known rules. 

Currently costs are being incurred in the normal course of system upgrades and to comply 
with federal laws. As a result, the incremental impact of the state legislation is less significant. 

Some of the costs will be offset by decreased liability due to the organized framework for 
compliance afforded by the Act. Other costs may be reduced due to the efficiencies of 
computerized systems over paper systems and due to increases in the quality of care provided. As 
an example, some insurers are offering discounts on medical malpractice insurance premiums to 
physicians who maintain electronic records. In this regard, a 1994 Government Accounting Office 
noted: 

On average, physicians lack access to patient's medical records in 30%+ of all visits. 

Hospital medical records typically are 70% incomplete. 

On average, physicians spend 38% of their time writing notes by hand in patient's 
charts. 

One 1992 study prepared for the Secretary of the U.S. Department of Health and Human 
Services indicated that immediate savings from simplified billing alone could be between $4 billion 
and $10 billion in the United States. 

Other significant cost savings arise outside of the administrative arena. Costs are also 
reduced in areas such as clinical research associated with development and approval of medical 
devices and beneficial drugs, utilization studies, analysis of public health trends and regulatory 
review. Also, as noted below, computerized information systems improve the effectiveness of 
health care delivery, and when this is done, health care costs are reduced. 
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By working together to adopt standards for systems, North Carolina is reducing the overall 
cost of implementation and compliance with confidentiality laws and regulations. 

What is the Status of Medical Records Under Current North Carolina Law? 

Current North Carolina laws and regulations provide, at best, an inconsistent and incomplete 
treatment of laws and policies related to the subject of health care information in any format, much 
less that created, stored and transmitted by electronic means. North Carolina law relies heavily on 
the health care industry to self-regulate through medical ethics principals, licensure and forms of 
professional review. The system has worked in the past, but many believe that to facilitate the 
proper use of electronic health information, legislation is needed to provide clearer rules. 

Although the privacy of medical information arises in a significant number of settings, 
North Carolina law currently provides only detailed provisions regulating the privacy of medical 
information in three settings: health information held by mental health facilities, health information 
used in the insurance industry, and the prescription practices of pharmacies. Of these three areas, 
only the laws and regulations regulating pharmacies recognize and address the potential benefits and 
risks associated with electronic communications, demonstrating that the benefits and risks 
associated with health information can be controlled through appropriate treatment in the law. 

North Carolina laws and regulations affecting health information generally were drafted 
before health information was commonly stored in electronic form. Yet today most forms of health 
information are stored in an electronic form, including mental health records, communicable disease 
information, as well as physicians notes and claims information. Without significant changes in 
North Carolina law, it will be very difficult for the health care industry to respond in a consistent 
manner to protect the privacy of patients' health information. 

While voluminous, incomplete, and sometimes conflicting in nature, current North Carolina 
law concerning privacy of health information also negatively impacts the ability of the health care 
industry to address adequately the technological issues associated with developing confidence in the 
privacy of health care information and making it difficult to achieve the benefits of the technology. 
The uncertainty created by current North Carolina law increases the costs and risks associated with 
utilizing computerized health information, and hampers the investment commitments necessary to 
develop and implement appropriate systems in North Carolina. 

The legislation is a response to this inconsistent statutory and regulatory framework and is 
designed to comprehensively protect patient records in today's information age. 
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TO: 
FROM: 

Members, House Insurance Committee 
Linda Attarian, Staff Attorney 

RE: 
ATE: 

Summary of House Bill 1495 -Health Care Information Privacy Act 
June 25, 1998 

Statute Section & 
Page/Line Number 

132A-1-l, Page I, lines 
13-23, page 2 lines 1-10 

132A-l-2, Page 2, lines 
13-44 

Page 3, lines 1-24 

Page 4, lines 24-44, Page 
5, linesl-15 

Page 5, lines 16-44, Page 
6, Ines 1-13 

132A-2-I(a), 
Page 6, lines 4-8 

132A-2-2(a), 
Page 6, lines 22~24 

132A-2-3(a) 
Page 6, lines 34-36 

132A-2-3(e) & (f) 
Page 7, lines 1-8 

132A-2-3(c) 
Page 6, lines 39-41 

132A-2-3(h) 
Page 7, lines 17-22 

132A-3-l(a), 
Page 7, lines 33-38 

132A-3-l(b) 
Page 7, lines 39-41 

· age 7, lines 42-44~ 
ge 8, lines 1-6 

132A-3-1-(d) & (e) 
Page 8, lines 18-22 

Bill Summary 

Purpose: 
To facilitate the benefits of electronic information and to establish a clear legislative 
policy to. ensure the accuracy, security, integrity and reliability of health 
information. 

Definitions: 
The following terms are defined: Audit, Custodian, 

J:?irectory information, Electronic, Electronic agent, Electronic record, Electronic 
signatures, 

Facility, Health care, Health information, 

Healt:p qversight_ age,;icy, HeaJth research, Identifying health information, 
Identlfymg provider information, 

Master person index, Medical record, Patient, Payer, Person, Provider, Sign. 

Patient's privacy interests: 
~stablis4es patient's right of access to examine and copy the patient's own health 
information. . 

~stablishes pi:ocedure to request to amend information the patient believes is 
. maccurate or mcomplete. ______ --··-· __________ . _ .... 

Places a duty to maintain the confidentiality of identifying health information upon 
the custodian of that information, and the custodian's employees, and agents. 

Pr~vides prote9tions against linking non-identifying information to identify the 
patient or provider. 

prohibi~ unauthorized use by the recipient of disclosed identifying health 
information. 

The recipient may use or redisclose identifving information only for the purpose · 
and under the authority of the original disclosure. 

Authorization to disclose health information: 
Prohibits custodian from disclosing identifying health information without patient's 
authorization, unless disclosure is otherwise authorized by law. 

Requir~s the c~todian to keep a patient's authorization to disclose with the patient's 
health information. 

Establishes the minimum requirements for a patient's authorization to disclose to be 
valid. 

Provides that the patient may revoke or amend authorization, except to the extent 
cus~odian µas relied µpon it. Authorization is effective for time specified by the 
patient or if not specified, one year. , 



132A-3-2(a) 
Page 8, lines 24-28 

132A-3-2 (b) 
Page 8, lines 29-32 

132A-3-2(c) Page 8, lines 
33-43, Page 9, lines 1-44 

132A-3-2 (c)(l) & (c)(2) 
Pages 8, lines 35-43, 
Page 9, lines 1-2 

132A-3-2( c)(3) 
Page 9, lines 3-4 

132A-3-2( c)( 4)&( c)(5) 
Page 9, lines 5-15 

132A-3-2( c)(6) 
Page 9, line 16 

132A-3-2( c)(7) 
Page 9, lines 17-18 

132A-3-2( c)(9) 
Page 9, lines 21-25 

132A-3-2(c)(10) 
Page 9, lines 26-27 

132A-3-2(c)(8) 
Page 9, lines 19-20 

132A-3-2(c)(14) 
Page 9, lines 35-41 

132A-3-2(c)(13) 
Page 9, lines 33-34 

132A-3-2(c)(ll) 
Page 9, lines 28-29 

132A-3-2(c)(l2) 
Page 9, lines 30-32 

132A-3-3(a) 
Page 10, lines 2-9 

132A-3-3(b) 
Page 10, lines 10-33 

Rules of disclosure and use of health information: 
Obligates disclosini party to make a reasonable effort to disclose or use non­
identifying health information whenever sufficient to achieve the purpose of the 
disclosure. 

Requires mandatory disclosures as currently required by law (to law enforcement, 
to report suspected abuse, pursuant to a court order). 

When disclosure is allowed without consent: 
Sets forth circumstances in which identifying health information may be disclosed, 
including: 

* to provide health care to the patient: 
* to a provider currently caring for the patient 
* to a referring provider (if the patient does not object); 
* to another provider in the same group practice or provider network. 

* to provide care in case of an immediate threat to the patient's health; 

* to protect against serious and imminent danger; 

* to protect against violent felony or misdemeanor; 

* to the custodian that originally reported the information to verify the accuracy 
of the information; 

* to a health oversight agency for audit functions; 

* to a&e:r:its, e~ploye~s of the custodian if necessary to patient care or to perform 
adrnm1strative services; · 

* to a health researcher for health research if permitted by federal or State law; 

* for custodian's internal audit; 

* directory information; 

* to a group policyholder when necessary for audit of a service already provided; 

* to a provider to confirm or compare treatment; 

* to a custodian's successor in interest (e.g., Executor or Administrator of Estate) 

Subpoenas, search warrants, discovery requests, and court orders: 
Provides that identifying health information is to be treated as if the information 
were medical records. 

Access to health information for legal purposes requires: 
* patient authorization 
* authorization from deceased patient's representative or 
* a court order. 



132A-3-4(a) 
. ge 10, lines 39-44 

32A-3-4(a)(3) 
Page 11, lines 7-8 

132A-3-4(a)(l) 
Page 11, lines 1-3 

132A-3-4(a)(S) 
Page 11, lines 13-15 

132A-3-4(a)( 4) 
Page 11, lines 10-12 

132A-3-5 
Page 11, lines 23-43 

132A-3-6 
Page 12, lines 1-7 

2A-3-7 
age 12, lines 9-19 

Custodian responsibilities: 
• Re@ires custodians to develop policies and safeguards to protect the 

conlidentiality, security, accuracy, and integrity of health information; 

• training of employees having access to identifying health information; 

• internal punishment for violation; 

• limiting disclosure to information needed to accomplish purpose; 

• audit trails showing disclosure ( except disclosures made for the pµrpose of 
providing ongoing nealth care to the patient unless communicated 
electronically, or oral disclosures to a patient or to family members if the 
patient lacks mental capacity). 

Patient Information Locator: 
Permits the creation by a custodian of an index that: 
• points to the location of medical records held by the custodian· 
* enable~ access to c~m;iplett: patient record for health care if authorized; 
• custodian may _part1c1pate m locator; 
* does not inclucfe "sensitive" information, unless authorized. 

Electronic medical records: 
Allows a custodian to maintain and preserve health information solely in electronic 
form, (paper records are no longer required). 

Electronic signatures: 
Provides that electronic authentication of individuals, entities and associated health 
information is authorized. 

Prohibits the disclosure of an individual's security code (password) . 

. .. Safe harbors (from liability): 
132A-4-1, Pages 12, lines Provides safe harbor for compliance with standards. 
23-44 Page 13.lines 1-34 

132A-4-2 
Page 13, lines 36-44, 
Page 14, lines 1-2 

132A-4-3(a) 
Pages 14, lines 4-14 

132A-4-3(a) 
Page 14, lines 4-14 

132A-4-3(a) 
age 14, lines 4-14 

Civil remedies: 
pr_ovid(?s civil liability for violation of the law, including negligence action and 
mJunctions. 

Criminal liability under computer crimes law and statutes governing mental health 
facilities are not affected. 

Conflict of existing laws: 
Does not preempt disclosure obligations imposed by federal health care payment 
programs. 

Does not preempt State and federal law compelling or prohibiting disclosure. 
(Does nof affect federal law regarding substance a6use J. 

To the extent the provisions of this Chapter conflict with existing State law the 
provisions of this Chapter will control unless: 
* the other State law is specifically exempted ; OR 

* the State law governs the nondisclosure of identifying health information held 
by ~ health oversight ag~ncy fqr tµe purposes of pe~r revi~w, professional 
review, or other profess1omil d1sc1phnary or corrective action. 



132A-4-3(b) 
Page 14, lines 15-19 

132A-4-3(c) 
Page 14, lines 20-21 

132A-4-3( d) 
Page 14, lines 22-24 

132A-4-3(e) 
Page 14, lines 25-29 

132A-4-4 
Page 14, lines 33-34 

132A-4-4 
Page 14,lines 35-38 

Conflict of existing laws, continued: 
The following_provisions do not apply to insurance information governed by 
Article 39 ofChaP.ter 58: 
* patient's examination and copying 
* request for amendment 
* authorization requirement for disclosure · 
* custodian responsibilities 
* civil remedies 

All other provisions apply. 

Conflict of existing laws, continued 
The following provisions do not apply to mental health information governed by 
Chapter 122C: 
* P.atient's examination and copying 
* c:lisclosures without consent LI32A-3-2(c)] 

All other provisions apply. 

The ~hapter does not apply to disclosures governed by Chapter 130A to protect the 
public's health. 

Does not a_pply to a telecommunications common carrier or an enhanced service 
m-ovider ffthey are certified and subject to regulation under ChaP.ter 62 of the 
General Statutes (Public Utilities) or by the Federal Communications Commission. 

Rules of construction: 
This Cha~ter is to be construed as NOT requiring the disclosure of trade secrets or 
other confidential commercial information. 

Effective dates: 
The act will become effective July: 1, 1999, except that G.S. 132A-3-3 (subpoenas, c urt 
etc.)., 137A-?-5 (master patient.index), p2A-3-6 (electro~c and paper records), and 32 
(authentication of persons and information by electroruc signatures), are effective w n t 
becomes law. 
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GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1997 

HOUSE BILL 1495* 
Proposed Committee Substitute H1495-PCS7487-RM 

Short Title: Health Care Information Privacy. 

Sponsors: 

Referred to: 

May 25, 1998 

D 

(Public) 

1 A BILL TO BE ENTITLED 
2 AN ACT TO PROTECT THE PRIVACY OF HEALTH INFORMATION, AS 
3 RECOMMENDED BY THE JOINT LEGISLATIVE HEALTH CARE 
4 OVERSIGHT COMMITTEE. 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

The General Assembly of North Carolina enacts: 
Section 1. The General Statutes are amended by adding a new Chapter 

to read: 
"Chapter 132A. 

"Health Information Privacy Act. 
"ARTICLE 1. 

"Legislative Findings and Definitions. 
"§ 132A-1-1. Legislative findings. 

(a) The General Assembly finds that health information is personal and sensitive 
information which, if inaccurately collected, documented, or improperly used or 
released may cause significant harm to a patient's interests in privacy and health care. 
Benefits of electronic health information include: 

ill Facilitating timely, authorized communications of more complete 
health information that is now available through paper-based 

ill 

ill 
ill 

systems; 
Improving the accuracy. integrity, and 
information; 
Providing access to medical knowledge bases; 
Enhancing efficiencies of health care; and 

security of health 
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1 ill Facilitating health care research and health care quality 
2 improvement. 
3 {b) The General Assembly finds that it is in the public interest to establish 
4 legislative policies and guidelines to ensure that health information is: 
5 ill Secure, private. accurate. and reliable; 
6 ill Properly disclosed or modified; and 
7 ill Accessible only to those with a legitimate need for the information. 
8 (c) Certain types of information, such as information about HIV infection, AIDS, 
9 mental health. or substance abuse, are so highly sensitive that more strict 

10 requirements for disclosure are needed. 
11 "§ 132A-1-2. Definitions. 
12 As used in this Chapter, unless the context otherwise requires: 
13 ill 'Audit' means an assessment, communication evaluation, analysis 
14 determination, investigation, or prosecution of a custodian, 
15 provider, or facility. to identify. determine. evaluate, or monitor 
16 practices, services, or products concerning the applicability of. 
17 compliance with, or availability of: 
18 a. Legal, fiscal, quality assurance, quality control, risk 
19 management. utilization review, medical, professional, or 
20 scientific standards or practices, or aspects of performance 
21 or potential liability relating to: 
22 .L The delivery of or payment for present or future 
23 health care, health care services, health care products. 
24 or health care equipment: 
25 2. Health care fraud or fraudulent claims regarding 
26 health care, health care services or equipment. or 
27 related activities and items: 
28 3. Security of health information: and 
29 4. Coordination of or planning for present or future 
30 services among providers or facilities; 
31 b. Requirements for and oversight of licensing and professional 
32 discipline, accreditation, credentialing, or certification, 
33 including peer review: or 
34 c. Future health care services or health care products provided 
35 by the custodian, provider, or facility to. or case 
36 management related to, a patient currently or previously 
37 served by the custodian, provider, or facility. 
38 ill 'Custodian' means any person operating in a business, professional, 
39 or ~overnmental capacity that collects, creates, receives. obtains. 
40 maintains, uses, analyzes, or transmits identifying health 
41 information, including a college, employer, facility. payer, health 
42 oversight agency, health researcher, penal institution. provider, 
43 public health authority. school. State agency, third-party 
44 administrator. or university. 

Page 2 House Bill 1495 

i 



1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1997 

ill 'Directory information' means the· following information 
concerning a patient who is an inpatient or outpatient or who is 
currently receiving emergency health care in a health care facility: 
a. The presence of the patient at the facility, including room, 

bed number, or telephone number: 
b. Date of admission: and 
c. The patient's health status whether 'critical', 'poor', 'fair', 

'good', 'excellent', or a term denoting a similar condition. 
ill 'Electronic' means electrical, digital, magnetic. optical, 

electromagnetic, or other form of technology that entails 
capabilities similar to these technologies. 

ill 'Electronic agent' means a computer program or other electronic 
or automated means used, selected, or programmed by a person to 
initiate or respond to electronic records or performances in whole 
or in part without review by an individual. 

.(fil 'Electronic record' means a record created, stored, generated, 
received, or communicated by electronic means such as computer 
eguipment or programs. electronic data interchange. electronic 
voice mail, facsimile, telex, telecopying, scanning, and similar 
technologies. 

ill 'Electronic signatures' means any signatures in electronic form, 
attached to or logically associated with an electronic record, 
executed or adopted by a person or the person's electronic agent 
with an intent to sign the electronic record. 

(fil 'Facility' means any place where health care is regularly provided 
by a provider. 

.(2). 'Health care' means: 
a. Preventive, diagnostic, therapeutic, rehabilitative, 

maintenance, investigational, experimental, cosmetic, 
reconstructive, or palliative care, including assistance with 
disease or symptom management and maintenance, 
counseling, service, laboratory test, or procedure: 
.1. With respect to the physical or mental condition of a 

patient; or 
2. Affecting the structure or function of the human body 

or any part of the human body including the banking 
of blood, sperm, ova, organs, or any other tissue. 

b. Any sale or dispensing of a drug, device, durable or 
disposable goods or eguipment, or other health care related 
item to a patient, or for the use of a patient pursuant to a 
prescription, a purpose specified in a. of this subdivision. 

(1Ql 'Health information' means any data, information, or orders, 
including advance directives, documents granting anatomical gifts, 
biological samples from the human body from which information 
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can be drawn, films, videotapes, consent forms. genetic seguences. 
digitized images, sound recordings. and demographic information 
recorded or stored in any form that: 
a. Relates to a specific patient's past. present. or future health 

care or condition, including the patient's individual cells 
and their components or personal and family medical 
history; 

b. Was created or obtained by a custodian in connection with 
health care diagnosis. treatment, screening. counseling, 
intake, or discharge of a patient or related to the application 
for, or enrollment of, a patient in a reimbursement plan. or 
for insurance use: or 

c. Was obtained by or from a provider, a facility, a patient, a 
member of the patient's family, or any other person about a 
patient and in connection with a patient's health care. 

(1ll 'Health oversight agency' means a public agency or other person 
that receives a disclosure of, uses, maintains, or discloses health 
information while acting in the capacity of a person authorized by 
law or recognized by a government agency to perform or oversee 
the performance of an audit. 

(12} 'Health research' means scientific, actuarial, survey, or statistical 
research based upon health information. including clinical 
investigations governed by the Code of Federal Regulations, 
Chapter I of Title 21. Health research does not include disclosure 
of health information for purposes of providing health care, peer 
review. audit functions, or reporting to State and federal 
authorities. 

.(.Ll,l 'Identifying health information' means a collection of health 
information that includes the name, address, social security 
number, unigue identifier established by State or federal law. 
likenesses or other information which readily identifies a patient's 
personal identity, could be used or manipulated to identify a 
patient by foreseeable method with reasonable accuracy and speed, 
or could be linked or matched by a foreseeable method to any 
other information in order to identify a patient. Identifying health 
information includes information stored in a master person index 
authorized by G.S. 132A-3-5. Health information shall not be 
considered identifying health information solely based on the 
inclusion in a collection of health information of a code assigned to 
a patient by a custodian if that code does not consist of or contain 
symbols that could be used to readily identify a patient with 
reasonable accuracy and speed from sources external to the 
custodian. 
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@ 'Identifying provider information' means the collection of health 
information that includes the name, address, social security 
number, medical billing number. employer identification number, 
likenesses, or other information by which the identity of a health 
care provider can readily be determined_ with reasonable accuracy 
and speed. or could be linked or matched by a foreseeable method 
to any other information in order to identify a provider. The term 
does not include a unique identification code assigned to a 
provider by a custodian and used and disclosed only internally to 
the custodian if that code does not consist of or contain symbols 
that could be used to identify readily a health care provider with 
reasonable accuracy and speed from sources external to the 
custodian. 

ilfil 'Master person index' means an index indicating the existence and 
general location of medical records of patients held by a custodian 
to facilitate the request for the information under circumstances 
permitted by this Chapter. 

.(1fil 'Medical record' means identifying health information which is 
maintained in a health information collection, storage, and 
retrieval system of the custodian in the usual course of health care 
in accordance with applicable standards of practice. 

.(11}. 'Patient' means an individual who is requesting, receives, or has 
received health care, or another person legally empowered to 
authorize the disclosure of a patient's identifying health 
information to the extent necessary to effect the terms or purposes 
of the individual's grant of authority. 

(1fil 'Payer' means a person acting in a business capacity who 
undertakes to furnish health insurance, disability insurance, life 
insurance, workers' compensation insurance, or otherwise to pay 
for all or some of health care services rendered to the patient. 

il2l 'Person' means an individual, government, governmental 
subdivision, agency or authority, association, corporation, firm, 
limited liability company, partnership, society, estate, trust, joint 
venture, or any other legal entity. 

(20) 'Provider' means: 
a. A person licensed, certified, registered, or otherwise 

authorized by State or federal law to provide health care in 
the ordinary course of business or practice of profession; 

b. A State or federal program that directly provides health 
care; or 

c. A student training to provide health care acting under the 
supervision of a provider described in a. of this subdivision . 

.all 'Sign' means the execution or adoption of a signature by a person 
or the person's electronic agent. 
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1 "ARTICLE 2. 
2 "Patient Interests. 
3 "§ 132A-2-l. Patient's examination and copying of health information. 
4 (a) Upon a written reguest from a patient to examine or copy the patient's 
5 medical record, a custodian who is a provider or facility shall, within a reasonable 
6 time of the receipt of the reguest, at the custodian's option, make the patient's 
7 medical record available for examination during regular business hours or provide a 
8 copy to the patient. 
9 (b) If, in the professional jud~ment of the provider, it would be injurious to the 

10 mental or physical health of the patient who is the subject of the health information 
11 or in violation of the provider's professional ethical responsibilities to disclose, 
12 pursuant to subsection (a) of this section, certain identifying health information to the 
13 patient; the provider is not reguired to provide the information to the patient, but 
14 shall upon written reguest of the patient disclose the information to another provider 
15 designated by the patient. 
16 (c) A patient shall not have a right of access to health information compiled and 
17 used by a custodian solely for purposes of audit. peer review, or other administrative 
18 functions, to information protected by an evidentiary privilege of a person other than 
19 the patient. or information collected about the patient for or during a clinical trial 
20 monitored by an institutional review board when such trial is not complete. 
21 "§ 132A-2-2. Request for amendment. 
22 (a) A patient or provider treating a patient may reguest that a facility or provider 
23 amend identifying health information in a p<1tient's medical record maintained by the 
24 provider or facility. 
25 (b) Upon a reguest for an amendment. the custodian shall either amend the 
26 medical record or inform the patient or provider in writing of the reasons for refusal 
27 to amend the medical record. If the custodian refuses to amend the record, the 
28 patient or provider shall be entitled to add a statement about the disagreement to the 
29 disputed identifying health information. 
30 (c) When amending a medical record, the custodian shall add the amending 
31 information to the patient's identifying health information without affecting the 
32 original information. 
33 "§ 132A-2-3. Health information confidentiality; public records. 
34 (a) A custodian shall maintain, as confidential, identifying health information. 
35 Disclosures of identifying health information may be made only as authorized by this 
36 Chapter. 
37 (b) Unless otherwise provided by this section or by other law, identifying health 
38 information is not a public record. 
39 (c) No recipient of identifying health information shall use or redisclose 
40 identifying health information except for the purpose and authority under which the 
41 disclosure was made, or as otherwise authorized in this Chapter. 
42 (d) A custodian's employees, agents, and contractors shall be subject to this 
43 Chapter to the same extent as the custodian. 
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1 (e) No person shall use health information that is not identifying health 
2 information for the purpose of identifying an individual patient unless the person is 
3 authorized under this Chapter to receive disclosures of the information as identifying 
4 health information. 
5 (0 No person shall use health information that is not identifying provider 
6 information for the purpose of identifying an individual provider unless the person is 
7 authorized under this Chapter to receive disclosures of the information as identifying 
8 provider information. 
9 (g) The records established pursuant to G.S. 132A-3-4(a)(4) may only be disclosed 

10 as follows: 
11 ill To a patient, subject to G.S. 132A-2-l(c); 
12 ill To a custodian for audit functions, except for records recording 
13 peer review functions: 
14 ill To health oversight agencies to the extent these records relate to 
15 the performance of authorized audit function: or 
16 ® By order pursuant to G.S. 132A-3-3(b)(4). 
17 (h) When practicable, disclosures of identifying health information shall be limited 
18 only to information which the disclosing party reasonably believes is necessary to 
19 accomplish the purpose of the disclosure, except to the extent that disclosure is 
20 authorized by a patient or compelled by G.S. 132A-3-2{b) or G.S. 132A-3-3{b){4), in 
21 which case all information so authorized or compelled to be disclosed shall be 
22 disclosed. 
23 (i) A disclosing custodian may in good faith rely upon representations made by a 
24 requesting person pursuant to this Chapter as to the authority and purpose for which 
25 a disclosure is being sought. A requesting person is in violation of this Chapter for 
26 misrepresenting the authority and purpose for which a disclosure is being sought. for 
27 seeking a disclosure for a purpose that is not authorized by this Chapter, or for 
28 seeking a disclosure for a purpose that is authorized by this Chapter but that does not 
29 apply to the role, position, or authority of the requesting person. 
30 "ARTICLE 3. 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

"Health Information Communications. 
"§ 132A-3-1. Authorization to disclose health information. 

(a) Exce.pt for disclosures otherwise authorized by this Chapter. a custodian may 
disclose a patient's identifying health information only with authorization of the 
patient. A custodian shall not condition coverage or treatment of a patient based on 
the patient's refusal to authorize disclosures not permitted by this Chapter, except 
when this disclosure is essential to the health and safety of the provider or to the 
patient's treatment, coverage, or payment. 

{b) A custodian shall retain a patient's authorization to disclose identifying health 
information with the patient's health information. A patient's authorization, to be 
valid, shall have the following: 

ill The patient's identity: 
ill A dated written or electronic signature of the patient: 
ill A description of the health information to be disclosed: 
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ill 

ill 

The name or title of a person or either (i) the description of a 
group to whom the information is to be disclosed or (ii) the 
description of the class of persons to whom the information is to be 
disclosed: and 
A statement of the purposes for which the information is to be 
used. 

7 (c) A patient's authorization to disclose identifying health information may also 
8 . include any of the following: 
9 ill Any limitation on the scope of disclosure that may be made by the 

10 recipient in carrying out the authorized purpose for which the 
11 disclosure is requested: 
12 ill An acknowledgment from the patient that the patient understands 
13 that the authorization is valid for the time period stated unless 
14 revoked:or 
15 ill Any other information believed by the custodian to be needed to 
16 facilitate the authorization or to inform the patient as to the 
17 patient's rights with respect to the authorization. 
18 (d) A patient may revoke or amend an authorization at any time, except to the 
19 extent that the custodian has acted in reliance on the authorization. 
20 (e) An authorization under subsection (b) of this section shall remain effective for 
21 the time specified by the patient in the authorization. If no time is specified, an 
22 authorization shall remain effective for one year. 
23 "§ 132A-3-2. Disclosures and uses of health information. 
24 (a) When a disclosure authorized pursuant to this section, other than as 
25 

--26 
~7 

28 
29 
30 
31 
-32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 

authorized by the patient or mandated by other law, may be accomplished without 
undue burden by disclosing health information that is not identifying health 
information. a custodian shall in good faith use reasonable efforts to disclose only 
health information that is not identifying health information. 

(b) A custodian shall disclose identifying health information to federal, State, or 
local law enforcement authorities or to other federal or State authorities only as 
provided in G.S. 132A-3-3 or pursuant to mandatory disclosure obligations as 
otherwise provided by State or federal law. 

(c) A custodian may disclose identifying health information about a patient 
without the patient's authorization if the disclosure is to be to the patient or: 

Page 8 

ill To a provider currently providing authorized health care to a 
patient or to a referring provider who continues to provide 
authorized health care to a patient if the information is necessary 
to provide health care to the patient. and the patient does not 
object to the disclosure. This subdivision shall not impose on the 
custodian a duty to inguire of or inform the patient of the 
disclosure either before or after the disclosure is made: 

ill To another provider in the same group practice or provider 
network, or to a custodian under contract with the group practice 
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or provider network. for the purpose of providing patient health 
care within the practice or network: 

ill To a provider with a need for information to treat a condition that 
poses an immediate threat to a patient's health: 

ill Unless otherwise limited by G.S. 90-21.4. to a member of a 
patient's immediate family. a legal guardian of a patient. or to a 
person with whom the patient is known to have a close personal 
relationship. when the attending provider reasonably believes that 
notification is necessary to avoid serious jeopardy to the health of a 
patient and the patient lacks the capacity to authorize the 
disclosure: 

ill Necessary because in a provider's opinion, a person is in serious 
and imminent danger or a person is likely to commit a violent 
felony or violent misdemeanor. This subdivision shall not impose 
a duty upon the provider to disclose health information: 

ill To a custodian that originally disclosed the information: 
ill To a health oversight agency performing authorized audit 

functions: 
(.fil To perform internal audit functions within a custodian's 

(2l 

ilill 

ill). 

(ill 

(ill 

organization: 
To agents, employees, and contractors of a custodian for the 
purpose of: 
a. Providing health care to a patient: or 
b. Performing administrative services for or on behalf of a 

·•---. 
federal or State law to a health researcher for 

To a provider to confirm a past method or outcome of a course of 
treatment performed by the provider: 
To a successor in interest of a custodian that is or was a provider, 
facility, or payer for the patient whose information is being 
disclosed: 
To a payer for the purpose of conducting an audit of provider's 
operation or service related to services billed or care provided: and 
Directory information, unless the patient has instructed the 
custodian not to make the disclosure or unless the disclosure of the 
location of the patient would reveal that the patient may be 
receiving mental health or substance abuse treatment. This 
subdivision shall not impose on the custodian a duty to inquire of 
or inform the patient of the disclosure either before or after the 
disclosure is made. 

None of the limitations prescribed in this section shall relieve any person of any 
mandatory disclosure obligation concerning health information as otherwise 
prescribed by law. 
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1 11 § 132A-3-3. Subpoenas, search warrants, requests for discovery, and court orders. 
2 (a) The provisions of G.S. lA-1, Rule 45(c), shall apply to all identifying health 
3 information authorized to be disclosed under subdivisions (1) and (2) of subsection 
4 (b) of this section as if this information were hospital medical records. If this 
5 authorization is refused or is not obtainable, the requesting party must obtain an 
6 order as provided in subdivision ( 4) of subsection (b) of this section requiring 
7 disclosure before identifying health information may be released by the custodian for 
8 use in discovery, a hearing, or a trial except when this information is to be disclosed 
9 pursuant to subdivision (3) of subsection (b) of this section. 

10 (b) A patient's medical record or other health information shall be disclosed by a 
11 custodian pursuant to a civil, criminal, or administrative subpoena, search warrant, or 
12 request for discovery in any federal or State judicial or administrative investigation or 
13 proceeding only if: 
14, ill The patient, or the patient's attorney, acting with the consent of 
15 the patient, has authorized the disclosure in writing; 
16 ill The patient is deceased and the disclosure is authorized in writing 
17 by the executor or administrator of the patient's estate. or, if the 
18 estate is unadministered, by the next of kin; 
19 ill The information disclosed is to be used in the patient's involuntary 
20 commitment. adjudication of incompetency. or guardianship 
21 proceeding; 
22 ® A federal or State court or an administrative agency having 
23 subpoena power over the custodian and having jurisdiction of a 
24 matter in which the health information may be relevant, orders the 
25 disclosure as necessary for the proper administration of justice or 
26 health oversight as reg_uired by law, in which case, unless an 
27 original is compelled, a copy of the medical record shall suffice; or 
28 · ill The information is disclosed to a presiding judge or designee by a 
29 presiding judge pursuant to G.S. lA-1, Rule 45, for purposes of 
30 determining use of identifying health information in discovery or at 
31 trial. This information shall not be open for inspection or copying 
32 by any person. including the parties to a case. until the order has 
33 been entered and then only in accordance with the order. 
34 (c) Nothing in this section shall be construed to waive the privilege between a 
35 patient and a provider or to reg_uire any communications privileged under law to be 
36 disclosed, unless a patient's authorization or court order pursuant to subdivision ( 4) 
37 of subsection (b) of this section is obtained. 
38 11 § 132A-3-4. Responsibilities of custodians as to disclosures. 
39 (a) Custodians shall adopt and implement technical, contractual, and physical 
40 policies and safeguards to effect the requirements of this Chapter and shall undertake 
41 to carry out these policies and safeguards to protect against reasonably anticipated 
42 threats to the confidentiality, security, accuracy, and integrity of health information 
43 maintained, used, or disclosed by the custodian. These policies and safeguards shall 
44 include: 
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ill 

SESSION 1997 

Providing for internal disciplinary and corrective measures for 
violations of the custodian's policy for implementing the 
requirements of this Chapter: 
Requiring that each employee, agent. or contractor having access 
to identifyin~ health information sign a statement agreeing to 
comply with the policies and safeguards adopted by the custodian: 
Providin~ periodic training of employees, agents. and contractors 
having access to identifying health information as to their 
obli~ations and liabilities under this Chapter: 
Maintainin~ a record of the creation, revision, or disclosure of 
identifying health information. including without limitation to 
whom an authorized disclosure is made: and 
Limiting, to the extent practicable, the disclosure to that which is 
le~itimately needed to be known in order to perform authorized 
functions. 

16 (b) A custodian need not maintain a record of: 
17 ill Access or disclosures made pursuant to G.S. 132A-3-2(c)(1), (2), 
18 (9), or (14) unless the information is maintained as an electronic 
19 record: or 
20 ill Oral disclosures made to a patient or made pursuant to G.S. 132A-
21 3-2(c)(l), (2), (4), or (9)a. 
22 11 § 132A-3-5. Master person index. 
23 (a) A custodian may maintain or participate in and use, directly or through a 
24 contractor, a master person index. A custodian utilizing a master person index shall 
25 disclose or permit access to the index only to a custodian who has entered into a 
26 written a~reement requiring protection of confidentiality of health information as 
27 required in this Chapter with the disclosing custodian. A master person index may 
28 utilize a unique identifier to identify patients and custodians. 
29 (b) Notwithstandin~ subsection (a) of this section, the existence of the following 
30 medical records shall not be disclosed in a master person index unless the requesting 
31 party has authority under State or federal law to receive a disclosure of the 
32 information: 
33 ill Confidential information as defined in G.S. 122C-3(9): 
34 ill Information and records regulated by G.S. 130A-143: and 

Identifyin~ health information that is otherwise maintained by a 
health care provider or health care facility and is identified by the 
provider as being related to a patient's evaluation, diagnosis, or 
treatment of HIV infection. AIDS, substance abuse, or mental 
health condition. 

35 ill 
36 
37 
38 
39 
40 
41 
42 
43 
44 

(c) Access to an entry in a master person index indicating the existence of 
identifying health information shall not be permitted except to the extent that the 
disclosure of the information sought is authorized pursuant to G.S. 132A-3-1, 132A-3-
2, or 132A-3-3. 
11 § 132A-3-6. Electronic and other medical records. 
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1 Notwithstanding any other State law, if a custodian maintains and preserves health 
2 information or signatures utilizing electronic, optical, or other technology and media, 
3 a custodian shall not be reguired to maintain a separate paper copy of the health 
4 information or signatures. However, if a person receiving a disclosure reguests the 
5 disclosure in a paper form, the custodian shall not refuse to provide the reguested 
6 information in a paper form, unless another medium is reguired by State or federal 
7 law. 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

"§ 132A-3-7. Authentication of persons and information; electronic signatures. 
(a) When used in connection with health information, health care delivery, or 

transactions involving health care, health care services, equipment, or supplies, or 
payments therefor, electronic signatures shall have the same legal effect as written 
signatures. Other authentication techniques recognized as having comparable or 
superior reliability to written or electronic signatures shall be acceptable for 
identification of any individual, entity, or health information associated with an 
individual or entity. 

(b) All individuals authorized by a custodian to authenticate health information 
utilizing an authentication technigue reguiring a secure code shall sign an agreement 
with the custodian to the effect that only the individual will use or permit access to 
the code assigned to the individual. 

"ARTICLE 4. 
"General Provisions. 

"§ 132A-4-1. Safe harbors. 
(a) Notwithstanding any other provision of this Chapter, no custodian or employee, 

agent, or contractor of a custodian shall be liable for actions authorized to be taken 
under this Chapter when the custodian or employee, agent, or contractor of the 
custodian: 

ill 

ill 

ill 

ill 

ill 

ill 
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Acted in good faith and in reliance upon health information 
disclosed consistent with this Chapter: 
Disclosed health information in good faith and in reliance upon a 
request for disclosure when the request identified a purpose for 
which disclosure is authorized under this Chapter; 
Disclosed health information as authorized by this Chapter, and 
the transmission of the information was interrupted, or an error in 
the transmission otherwise was caused, by a common carrier or 
enhanced service provider while facilitating the disclosure; 
Disclosed identifying health information in good faith reliance on 
an authorization provided by this Chapter: 
Is protected by a statutory immunity related to identifying health 
information: or 
Acted in good faith and in reliance upon recommendations, 
guidelines, or specifications implemented by the custodian that 
address the subject matter of this Chapter and that are designed to 
protect patients from the damages complained of, in whole or in 
part, and which recommendations, guidelines, or specifications are: 
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a. Adopted by the United States Secretary of Health and✓, 
Human Services; or 
To the extent not preempted by or inconsistent with 
recommendations, guidelines, or specifications authorized by 
subdivision (1) of subsection (a) of this section, 
recommendations, guidelines, or specifications 
recommended by the following organizations as model 
standards or specifications if adopted by the Office of State 
Plannini: or the Department of Health and Human Services 
pursuant to the rule-making procedures of the 
Administrative Procedures Act, Chapter 150B of the 
General Statutes, which agency may rely on the temporary 
rule-making procedures to utilize technology on a timely 
basis: 
L The National Committee on Vital and 

Statistics; 
The National Uniform Billing Committee; 
The National Uniform Claim Committee; 
The North Carolina Health Care Information and 

20 Communications Alliance, Inc.; 
21 5. The Workgroup for Electronic Data Interchange; or 
22 6. Other public purpose organizations created under 
23 section 501(c) of the Internal Revenue Code a11d 
24 certified by Executive Order of the Governor as 
25 having the technical capability and breadth of 
26 representation in the health care community to 
27 address the subject matter of this Chapter in the 
28 public interest. 
29 (b) Until the time that these recommendations. specifications, or guidelines are 
30 adopted as set forth in sub-subdivision b. of subdivision (6) of subsection (a) of this 
31 section, the recommendations, guidelines, or specifications recommended by the 
32 organizations set forth in this sub-subdivision as model standards or specifications 
33 shall constitute prima facie evidence of an appropriate standard of care that may be 
34 relied on by a custodian. 
35 "§ 132A-4-2. Civil remedies. 
36 (a) Subject to G.S. 132A-4-1 and Chapter lD of the General Statutes, a custodian 
37 or an employee, agent, or contractor of a custodian shall be subject to civil liability 
38 for damai:es incurred by a person with respect to the patient's identifying health 
39 information to the extent that these damages arise out of the intentional or negligent 
40 act or omission of a custodian in violation of the requirements of this Chapter . 
41 (b) If a patient believes that a custodian, employee, agent, or contractor of a 
42 custodian has failed to comply with its obligations under this Chapter with respect to 
43 the patient's identifying health information, a patient may apply to a court of 
44 competent jurisdiction for appropriate equitable relief. 
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1 (c) Any agreement purporting to limit the liability arising from violations of this 
2 Chapter, other than pursuant to a settlement agreement. is void. 
3 "§ 132A-4-3. Conflicting laws. 
4 (a) This Chapter does not restrict a custodian from complying with obligations 
5 imposed by federal health care payment programs, federal law, or State law 
6 compelling disclosure. This Chapter shall not apply if and to the extent portions of it 
7 may be preempted by the Employee Retirement Income Security Act of 1974. To the 
8 extent the provisions of this Chapter conflict with other State law, the provisions of 
9 this Chapter shall control unless the other State law specifically states that it is an 

10 exception to a specific provision of this Chapter or unless this Chapter conflicts with 
11 another State statute governing the nondisclosure of identifying health information 
12 held by a health oversight agency for the purposes of peer review, professional 
13 review, or other professional disciplinary or corrective action. In these two cases, 
14 that other statute shall control. 

J,)-5 (b) G.S. 132A-2-1. 132A-2-2, 132A-3-4(a)(4), and 132A-4-2 shall not apply to 
16 disclosures of identifying health information regulated by Article 39 of Chapter 58 of 
17 the General Statutes. Health information regulated by Article 39 of Chapter 58 of 
18 the General Statutes may also be disclosed as permitted by that Article or G.S. 132A-

vl'9 3-1 and G.S. 132A-3-2(b) and (c). 
20 (c) G.S. 132A-2-1 and G.S. 132A-3-2(c) shall not apply to disclosures of 
21 identifying health information regulated by Chapter 122C of the General Statutes. 
22 (d) G.S. 132A-3-2(c) shall not apply to disclosures of identifying health 
23 information regulated by G.S. 130A-143 when a custodian is acting pursuant to that 
24 section. This Chapter does not prohibit disclosures of identifying health information 
25 that are authorized or required by Chapter 130A for the protection of the public's 
26 health. 
27 (e) This Chapter does not apply to a telecommunications common carrier or an 
28 enhanced service provider if they are certified or subject to regulation: 
29 ill Under Chapter 62 of the General Statutes: or 
30 ill By the Federal Communications Commission pursuant to federal 
31 law. 
32 (f) Except as provided in G.S. 132A-2-3(e) and (f), this Chapter does not regulate 
33 the disclosure of health information that is not identifying health information. 
34 11 § 132A-4-4. Rules of construction. 
35 Except as otherwise required by law, this Chapter does not require the disclosure 
36 of trade secrets or other commercial information. 11 

37 Section 2. This act becomes effective July 1, 2000, except that G.S. 
38 132A-3-3, 132A-3-5, 132A-3-6, and 132A-3-7 become effective when this act becomes 
39 law. Custodians who comply with this act prior to its effective date may rely on G.S. 
40 132A-4-1 as to causes of action that accrue after their compliance. 
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The following report(s) from standing committee(s) is/are presented: 
By Representative(s) JERRY DOCKHAM for the Committee on INSURANCE. 

D Committee Substitute for 
H.B. 1495 A BILL TO BE ENTITLED AN ACT TO PROTECT THE PRJVACY OF 

HEAL TH INFORMATION, AS RECOMMENDED BY THE JOINT LEGISLATIVE 
HEAL TH CARE OVERSIGHT COMMITTEE. 

D With a favorable report. 

□ With a favorable report and recommendation that the bill be re-referred to the Committee on 
□ Appropriations D Finance D 

□ With a favorable report, as amended. 

□ With a favorable report, as amended, and recommendation that the bill be re-referred to the 
Committee on D Appropriations D Finance D 

™' With a favorable report as to committee substitute bill(# ), O rnl;i,ieh okttngesthe titt~ 
unfavorable as to original bill (Committee Substitute Bill# ), (and recommendation 
that the committee substitute bill # ) be re-referred to the Committee on tJtt.ct,,l.clw1.,1 

D With a favorable report as to House committee substitute bill (# ), D which changes 
the title, unfavorable as to Senate committee substitute bill. 

D And having received a unanimous vote in committee, is placed on the Consent Calendar. 
(PUBLIC BILLS ONLY) 

D With an unfavorable report. 

D With recommendation that the House concur. 

D With recommendation that the House do not concur. 

D With recommendation that the House do not concur; request conferees. 

D With recommendation that the House concur; committee believes bill to be material. 

□ With an unfavorable report, with a Minority Report attached. 

D Without prejudice. 

D With an indefinite postponement report. 

□ With an indefinite postponement report, with a Minority Report attached. 

0 With recommendation that it be adopted. (HOUSE RESOLUTION ONLY) 
4/24/97 
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MINUTES 

INSURANCE COMMITTEE MEETING 

JULY 2, 1998 

The House Committee on Insurance met in Room 643 of the Legislative Office Building 
on July 2, 1998 at 12:00 p. m. Chairman Dockham presided. Members present were: 
Representatives Barbee, Brawley, Cole, Dickson, Gardner, Hardaway, Hardy, Hensley, 
Hurley, Ives, Luebke, McComas, Miller, Minor, Wainwright, Wright, Bowie, Esposito, 
and Russell. A list of visitors attending is attached, Attachment I. 

Chairman Dockham called the meeting to order at 12:00 p.m.; thanked everyone for 
being present and introduced the pages to the committee. He also informed the 
committee that there would be no vote on this bill today; however this meeting would be 
devoted to explanation of the bill and a question and answer session. 

Linda Attarian, Staff Attorney, explained House Bill 1455-A BILL TO BE ENTITLED 
AN ACT TO CREATE MEDICARE PROVIDER SPONSORED ORGANIZATION 
LICENSING. General Provisions: I. Contains general declarations oflegislative intent 
including: PSOs require different regulatory oversight to protect the public than do 
HM Os and insurance companies. 2. Appoints the Department of Health and Human 
Resources as the State agency to regulate PSOs. 3. Codifies Medicare requirement that a 
PSO must be State licensed as a risk-bearing entity or otherwise be certified by the 
federal government prior to operation a health care plan for Medicare beneficiaries 
enrolled in the Medicare+Choice program. See Attachments II and III. 

William Hale, Deputy Commissioner of the Insurance Department shared his concerns 
and the Department's position in regard to HB-1455. He said the Department's position 
is that PSOs engaged only in Medicare+Choice business should continue to be regulated 
by the Department oflnsurance and that the proposed regulatory structure in H.B. 1455 
represents a duplication of current State efforts. Some of the reasons for this position are: 
1. Current state law already provides for the licenser of Medicare+Choice PSOs. 2. 
Special treatment of Medicare+Choice-only PS Os is not warranted based on the fact that 
they will only engage in Medicare programs and therefore are not engaged in insurance. 
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3. Special licenser ofMedicure+Choice-only PSOs is not warranted based on the fact 
that they are PSOs or based on the guidance provided in federal law. 

Mr. Hale said that H.B. 1455 would have the Department of Health and Human Services 
(DHHS) apply and enforce the Department oflnsurance's standards for HMOs and 
managed care plans to PSOs. He also said that H.B. 1455 would have the Department of 
Insurance review the financial information that a PSO submits to DHHS and advise 
DHHS on whether the PSO meets the solvency standards in DHHS' laws. The 
Department of Insurance strongly feels that it should have full regulatory authority over 
Medicare+Choice PSOs, or no involvement at all. 

Finally, Mr. Hale said, if no changes are made to North Carolina law, any PSO that 
applied for an HMO license but was refused because of an inability to meet existing 
solvency standards would be eligible to apply to HCF A for a waiver of it s licensure 
requirement. Therefore, North Carolina law would not be an impediment to any PSO's 
ability to participate in the Medicare+Choice program. The General Assembly could 
amend the HMO Act to include special solvency standards for Medicare+Choice PSOs if 
the General Assembly wants to eliminate the need for any PSO to request a waiver of 
HCFA's licensing requirement. See Attachment IV. 

After a lengthly discussion and numerous questions asked by members of the Insurance 
Committee concerning this bill, Chairman Dockham stated that there would be further 
discussion of the bill at the next meeting on July 9. 
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G.S. 13 lE-275 

Page 1 and 
Page 2, lines 1-
16. 

G.S. 13 lE-276 

Page 2, line 1 7 
to page 4, line 
23. 

Bill Summary 

General Provisions: 

• ,Con,tains general declarations of legislaJive intent~jncluding: _PSOs require difft::rent 
regulatory oversight to protect the pubhc than do .t1MOs ana msurance companies. 

• Appoints the Department of Health and Human Resources as the State agency to 
regulate PSOs. 

• Codifies Medicare requirement that a PSO must be State licensed as a risk -bearing 
entity or otherwise be certified bY. the federal government prior to operating a health 
care plan for Medicare beneficiaries enrolled m the Medicare+Choice program. 

Definitions 

• The section generally incorporates federal definitions into the State PSO licensure law 
to meet Medicare contract requirements. These include financial terms and such terms 
as "provider", "substantial proportion of services", "affiliated provider", etc .. However, 
the following do not mirror federal law: 

* "Parent of a sponsoring provider" means the entity that owns, controls, or directs 
the management policies of the sponsoring provider or that has the power to 
appoint a controlling number of the sponsoring provider's governing board. 

* The definition of provider sponsored organization" includes a requirement that 
at least 50% of a PSO's governing body must be composed of licensed 
physicians (licensed in any state), and also includes a provision designed to 
ensure the ability of a tax-exempt hospital to retain control over the distribution 
of the PSO's assets so as to protect the hospital's tax-exempt status. 

G.S. 131E-277 Directly or indirectly share substantial financial risk 

Page 4, line 24.· • Under federal law, the PSO must demonstrate to the Health Care Financing 
Administration's (HCFA's) satisfaction that it apportions a significant part of the 
financial risk of the PSO enterprise to each affiliated provider. This section outlines 5 
mechanisms that will constitute "substantial" financial risk-sharing arrangements. Four 
of the five are incorporated into the bill from federal law. 

G.S. 13 lE-278 
Page 5, line 8. Applicability of other laws. 

• Exempts licensed PSOs, their plan contracts, provider contracts, and other arrangements 
related to the delivery of health care services by the PS Os, or by their health care 
providers when operating through these PSOs, from regulation by the Department of 
Insurance. 

G.S. 13 lE-279 Licensure Approval 

e 5, line 15. • ApQ_oints the Department of Health and Human Services as the state licensing agency 
for1'SOs. 

• Subsection (a) provides that any PSO contracting with Medicare+Choice pursuant to a 
federal waiver shall be deemed as licensed under this Article for the duration of the 
waiver. 



• Subsection ( c) includes a specific time line and procedures for the processing of 
applications for State PSOlicense. The time line is different than the corresponding 
provisions in the State's HMO Act. If the State fails to process a substantially complete 
~p_plication within 90 days, the Department must immediately issue a license to the 
PSO. 

• Subsection ( d) describes when an aP.plication is deemed substantially complete so that 
the federal waiver time line can begin at a clearly defined time. 

• Subsection ( e) allows federal standards to supersede State standards if federal standards 
.,. are P,10re favorable to the PSO o~ if State stanc;iards 8:fe qthe1!Vise preempted py federal 

law: Note: The State standards mcorporated mto this bill mirror current available 
federal standards. 

G.S. 13 lE-280 Requirements for Applicants 

Page 6, line 15. • Describes the information PSOs and their sponsorin_g providers must provide in the 
licensing a1;,plication. The section generally tracks State statutory_re(luirements for 
applicants for a certificate of authonty to establish and operate a HMO, [G.S. 58-67-
IU(c)], and the federal law where applicable. 

G.S. 131E-281 Additional Information 
Page 8, line 18. • Describes additional information (generally relating to consumer protection guarantees) 

PSOs and their sponsoring providers must _provide m the licensing application. The 
section tracks State HMO requirements. [G.S. 58-67-11]. 

• Dep_artment JJ:1;ay promul_gat~ ~es exem_gting any of the requirements listed in this 
. section . (Similar authonty is given to DUI). 

S. 131E-282 Issuance of License 
age 8, line 40. • Describes the financial standards which PSOs must meet in order to receive a license. 

These standards mirror federal law. 

• . Requires initial net worth of $1.5 million, reduced to $1.0 million if the PSO 
demonstrates that it has a sufficient administrative infrastructure in Qlace. A 
lo~er (un~pecified) amount may be set (by the Department) if the PSO operates 
pnmanly m.rural areas. _ 

• At least $750,,000 of net worth must be in cash or cash equivalents. A portion of 
intangible vame may be included in the net worth calculation. 

• The PSO must demonstrate that it has a sufficient cash flow to meet its obligations as 
they become due. (See G.S. 13 lE-288). 

• The PSO must submit a financial f.lan that shows it can cover the first 12 months of 
operation of the Medicare contrac. (See detailed explanation below). 

G.S. 131E-283 Financial Plan 

Page 10, line 8. • The elements which must be included within the financial plan mirror federal law and 
include: ll detailed marketing plan 

2 statements of revenue and expenses on an accrual basis 
3 cash flow statements · 
4 balance sheets 
5 assumptions in support of the plan. 

• Statements about funding for projected losses for the entire period to break-even must 
also be included. The following components related to the funding of projected losses 
do not mirror federal standards. . 

• An irrevocable, clean, unconditional letter of credit may be used in place of cash or cash 
equivalents resources available to meet projected losses. 



G.S. 131E-284 

Page 11, line 
16. 

G.S. 13 lE-285 

Page 11, line 
35. 

.S. 13 lE-286 

Page 11, line 
43. · . 
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• Also describes the extent to which guarantees may be included as an acceptable resource 
to meet projected losses. 

• The Department has the discretion to approve the use of lines of credit, capital 
contributions, and other legally binding contracts it finds to be reliable. 

• The Department may consider factors such as the financial condition of the guarantor 
and the accuracy of the financial J?lan and may, in its discretion, may require other 

·:methods or timmg of funding proJected losses (This provision is not found in the 
federal law). 

Modifications 

• Describes the filing requirements for licensed PSOs when there are modifications to the 
PSO's initial application. The section is almost identical to State HMO requirements. 
[G.S. 58-67-IO(d)(l)]. 

Deposits 

• Requires PSOs to make a deposit of $100,000. (NC HMO Act requires a $500,000 
deposit). The deposit will be included as part of the calculation of the PSO's net worth. 
This section mirror federal standards. The use of the deposit be restricted to help assure 
continuation of services or pay costs associated with receivership or liquidation m the 
event of insolvency. 

Ongoing Financial Standards 

• Establishes an "equal to the greater of' test for determining ongoing net worth 
requirements which a PSO must meet once it is licensed and begins operations. This 
section mirrors federal standards. 

• On an ongoing basis, PS Os are required.to hav·e a· miminu.in ii.et worth 'in the greater 
amount or: 

(a) $1 million in cash or cash equivalents; (NC HMO Act requires $I million); or 

(b) 2% of premiums on first $150 million and 1 % thereafter; 

( c) an amount equal to three months uncovered health care expenditures; or 

( d) a specified percentage of annual health care expenditures. 

• In calculating ·minimum net worth, a certain percentage of the PS O's intangible assets 
may be admitted. 

• T4e D(?p~ent has discretion to lower the fmancial threshold for PSOs operating 
pnmanly m rural areas. 

• Requires an ongoing minimum net worth in cash or cash equivalents of either $750,000 
or 40% of minimum net worth. (NC HMO Act = $1 million). 

• A lower amount may be allowed for PSOs operating primarily in rural areas. 

• This section incorporates federal law. 



ge 13, line 

G.S. 13 IE-288 

Page 16, line 
31. 

Reporting 

• Requires PSOs to file quarterly reports on financial information relating to PSO 
solvency until break-even, then annually if the PSO has a net operating surplus, or as 
often as monthly if the PSO continues to operate without a net operating surplus. 

• Requires PSOs to report to the Secre~ (unless preempted by federal law, or other wise 
mandated by the Medicare program) data relating to: grievances; enrollment history; 
provider satisfaction; utilization, quality, availability, and accessibility of health care 
services; provider networks; plan performance compared to plan targets; network 

' sufficiency; etc. This provision is identical to the current State law applicable to 
managed health care p1ans. · 

• Requires PSOs to disclose (unless preempted by federal law, or other wise mandated by 
the Medicare program) its policies related to covera_ge, utilization review, restrictions on 
i;,rescription drugs, experimental treatment, etc. This provision is identical to the current 
State law applicab1e to managed health care plans. 

L~quidity. 

• Requires each PSO to have sufficient cash flow to meet its obligations as they become 
due and provides for remedies in the event the PSO is unable to pay its obligations as 
they become due. This section incorporates federal law. 

G.S. 13 lE-289 Minimum of net worth that must be in cash or cash equivalents 

Page 17, line • Requires an ongoing minimum net worth in cash or cash equivalents of either $750,000 
16. or 40% of minimum net worth. (NC HMO Act= $1 million). 

• A lower amount may be allowed for PSOs operating primarily in rural areas. 

• This section incorporates federal law. 

G.S. 13 lE-290 Prohibited Practice 

Page 17 line • Prohibits PSOs and their sponsoring providers, not C>therwi_se licensed under Chapter 58 
27. to describe themselves as being in the insurance casualty, or surety business. 

• Prohibits PSOs from discriminating with respect to participation or reimbursement 
among providers acting within the scope of there practice solely on the basis of the 

• provider's license or certification. Thus, the PSO must contract with any willing__ . 
provider as long as that provider's scoP.e of practice includes a covered service. ~This 
:i;,rovision expands UQOn a similar provision applicable to HMOs that offer a Point of 
Service Plan, in that PSOs will be required to contract with any willing provider. 

G.S. 13 lE-291 Collaboration with local health departments 

Page 17, line Requires PS Os and their sponsoring providers to collaborate with local health departments 
26 in health promotion and disease prevention. Corresponds to an identical provision 

applicable to HMOs. 

G.S. 13 lE-292 Coverage Requirements 

Page 18, line 1. • PSOs are required to meet the coverage requirements of their Medicare contract. 

• If Medicare allows PSOs or their participatj,_ng providers to object on moral or religious 
grounds to providing items or services to a Medicare beneficiary~ the PSO/provider may 
make such objection, including advanced directives. This provision is not m the State 
HMO Act nor in the federal law. 



G.S. 13 lE-294 

Page 18, line 
19 .. 

G.S. 131E-295 

Page 18, line 
34. 

Reimbursement Rates 

• Rates under PSO's Medicare contracts are governed by the terms of the contract. 

Consumer Protection and Quality Standards 

• Applies to PS Os the same standards and requirements that the Department of Insurance 
·= appµes to health maintenance organizations under Chapter 58 with respect to: 

1. consumer protection and quality management programs, 
2. utilization review procedures, 
3. unfair or deceptive trade practices, 
4. antidiscrimination, 
5. provider accessibility and availability, 
6. and network provider credentialing. 
7. Data reporting and disclosures to consumers 

Powers of Insurers and Medical Service Providers 

• Permits an insurer or a hospital or medical service corporation to contract with a PSO to 
provide insurance against the cost of care and to provide covera~e in the event of the 
failure of the PSO or its sponsoring providers to meet its obligations. 

S. 13 lE-296 Examinations 

• Allows ( does not require) the Department to perform examinations of PSOs at least once 
every three (3) years or more often as it deems necessary for the_protection of the 
interests of the people ofthis State. This section tracks the HMO Act. ·(G.S. 58-67-
100.). 

G.S. 13 lE-297 Hazardous Financial Conditions 

Page 19, line 9. • . Authorizes the Department to take one or more of eight specified actions if it believes 
that the PSO is in a hazardous financial condition. 

• Permits the Department to adopt rules to set uniform standards and criteria for early 
warning for financial P.roblems and to set standards for evaluating the financial 
condition of any PSO if the standards do not provide sufficient early warning of 
hazardous conditions of PS Os. 

G.S. 131E-298 Protection Against Insolvency 

Page 19, line • Requires that each PSO maintains at all times an adequate plan for protection against 
36. insolvency acceptable to the Department. 

G.S. 131E-299 

e 20, line 

• Describes the elements of an acceptable P.lan of protection in order to avoid insolvency. 
This section tracks the HMO Act. (G.S. 58-67-Il0). 

Hold Harmless Agreements or Special Deposits 

• Requires that PSO's include in their contracts with participatin_g providers the 
re_g!_l.irement that the provider hold the Medicare subscriber or oenefici~ harmless if the 
PSO fails to pay the provider. This provision tracks the HMO Act. (G.S. 58-67-115). 
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• If there is no participating provider contract, then the PSO must keep special deposits in 
cash or cash equivalents or through reinsurance in uncovered health care expenditures 
reach a specified threshold. This provision tracks the HMO Act 

• The Department may allow the PSO to make withdraws from the deposit under certain 
circumstances. This provision is not in the HMO Act. 

• The Department may waive or reduce requirements. Tracks the HMO Act. 

~· 

G.S. 131E-300 Continuation of Benefits 

Page 21,line • Requires each PSO to have a plan, in the event of insolvency1 for continuing benefits for 
44. the duration of the contract period for which premiums have oeen paid and for the 

continuation of benefits to oeneficiaries who are confined in an i!}_pa_tient facilicy until 
their discharge or expiration of benefits. This section tracks the HMO Act. (G.S. 58-
67-120). 

G.S. 131E-301 In the Event of Insolvency 

Page 22, line • All providers which were sponsoring providers of an insolvent PSO within the _previous 
21. 12 months are required to offer all beneficiaries enrolled with the insolvent PSO covered 

services without charge for thirty (30) days. 

• In addition, requires the Department to allocate the insolvent PSO's contracts to other 
PSOs operating in the area and to allocate the insolvent PSO's beneficiaries who are 
unable to obtam other coverage. 

S. 13 lE-302 Replacement Coverage 

ge 23, line 6. • Requires immediate covera_ge of beneficiaries by carriers ,providing replacement 
coverage within a period or60 days of discontinuance of _prior PSO contract or policy 
providmg and witliout reducing benefits otherwise availa6le under the prior PSO 
contract or policy. This section tracks HMO Act. (G.S. 58-67-130). 

G.S. 13 lE-303 Incurred BiifNofReported Claims 

Page 23, line • Reguires PS Os to make estimates of their liability for incurred by not reported claims. 
22. This section tracks HMO Act. (G.S. 58-67-135). 

G.S. 13 lE-304 

Page 23, line 
31. 

G.S. 13 lE-305 

Page 24, line 
29. 

G.S. 131E-306 

e 24, line 

Suspension or Revocation of License 

• Permits the Department to susp~_nd., revoke, or refuse to renew a PSO license in certain 
events. This section tracks the .t1.MO Act. (G.S. 58-67-140) 

Administrative Procedures 

• Requires the Department to notifv PSOs if their applications are denied or if their 
licenses are revolced or suspendea and provides tliem with. _p.ghts to a hearin_g_ on the 
denial, suspension or revocation. This section tracks the HMO Act. (G.S. 58-67-155). 

Department of Insurance 

• Permits the Department to reguest that the Department oflnsurance evaluate a PSO's 
compliance with any or all orthe solvency standards. 

• Even so, the Department retains fmal authority to license PSOs 



ge 25, line 

Penalties and Enforcement 

• Imposes P.enalties (Class 1 misdemeanor) if the provisions ofthis Article are violated or 
threatened to be violated 

• Authorizes the Department to institute proceedings for cease and desist orders or 
injunctive relief. 

• Authorizes the Department to institute a proceeding in the Superior Court of Wake 
.. County to obtain injunctive or other appropriate relief. This section tracks the HMO 
. Act· (G.S. 58-67-165) 

G.S. 13 lE-308 Statutory Construction and Relationship to Other Laws 

Page 25, line • Provides that, unless specified, insurance laws and provisions of hospital or medical 
44. service CO!])Oration laws are not be applicable to any provider sponsored organization 

granted .a license under this Article or to its sponsoring providers when operating under 
such a license. 

G.S. 13 lE-309 

Page 26, line 

• Licensed PS Os are not deemed to be practicing medicine or dentistry. 

• PS9 _soljcitation shall not be construed to violate professional prohibitions on 
solic1tat10n. 

• This section tracks the HMO Act. (G.S. 58-67-170). 

Filings and Reports are Public Documents 

• Exempts PSO and sponsoring provider trade secrets and comp~itively sensitive 
information from pul>lic record rules. This section tracks the EMO Act. (G.S. 58-67-
175). . 

G.S. 131E-310 · Confidentiality of Medical Information 

Page 26 line 
26. . 

• . Medical information given to PSO or its providers is confidential, but m~y Qe released 
under limited circumstances specified in statute. This section tracks the HMO Act. 
(G.S.58-67-180). · ··-··-- ·· ............ ·· .... ...... ·-· 

G.S. 13 lE-311 Conflicts and Severability 

Page 26, line • The provisions of the PSO Act prevail when there is a conflict with other provisions of 
39. Chapter 131E of the General Statutes. 

• Requir~s the Department to process PSO applications in the absence of promulgated 
regulations. 

• Severs any section of the Article which is determined to be invalid. This provision 
tracks the HMO Act. (G.S. 58-67-185). 

G.S. 131£-312 Regulations 

Page 27, line 4. • The Article is self-implementing 

Page 26, line 
40 

• The Department may promulgate rules and regulations no later than 6 months after the 
enactment of the bill. 

Utilization Review and Grievances 

• Provides that State law pertaining to utilization review and grj.evances shall apply to 
PSOs and that the Department oflnsurance shall have the authority to regulafe 
com liance under this section. 



Sections 2 and Conforming changes to current law. 
of the bill. 

ge 27-29. 

Section 4. Effective Date 

Pa e 29 line 6. The act is effective when it becomes law. 



• 

H 

GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1997 

HOUSE BILL 1455* 
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Short Title: PSO Medicare Licensing. 

Sponsors: 
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D 

(Public) 

1 A BILL TO BE ENTITLED 
2 AN ACT TO CREATE MEDICARE PROVIDER SPONSORED ORGANIZATION 
3 LICENSING. 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

The General Assembly of North Carolina enacts: 
Section 1. Chapter 131E of the General Statutes is amended by adding a 

new Article to read: 
"ARTICLE 17. 

"Provider Sponsored Organization Licensing. 
"§ 131E-27S. General provisions. 

(a) The General Assembly acknowledges that section 1855, et seg., of the federal 
Social Security Act permits provider sponsored organizations that are organized and 
licensed under State law as risk-bearing entities, or that are otherwise certified as 
such by the federal government, to be eligible to offer Medicare health insurance or 
health benefits coverage in each state in which the provider sponsored organization 
offers a Medicare+ Choice plan. The General Assembly declares that provider 
sponsored organizations are beneficial to North Carolina citizens who are Medicare 
beneficiaries and should be encouraged, subject to appropriate regulation by the 
Department of Health and Human Services. The General Assembly further declares 
that, because provider sponsored organizations provide health care directly and 
assume responsibility for the provision of health care services to Medicare 
beneficiaries under the reguirements of the federal Medicare program, they reguire 
different regulatory oversight to protect the public than health maintenance 
organizations and insurance companies. The General Assembly further declares that 
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the organizers and operators of provider sponsored organizations which are licensed 
under the terms of this Article as risk-bearing entities authorized to contract directly 
with the federal Medicare+ Choice program shall not be subject to Chapter 58 of the 
General Statutes or the insurance laws of this State, unless otherwise specified in this 
Article. 

It is the intent of the General Assembly to encourage innovative methods by which 
sponsoring providers can directly or indirectly share substantial financial risk in the 
PSO in any lawful manner. 

(b) As set forth in this Article, the Department of Health and Human Services 
shall be the agency of the State authorized to license provider sponsored 
organizations to contract with Medicare to provide health care services to Medicare 
beneficiaries and to engage in the other related activities described in this Article. 

(c) Each provider sponsored organization shall obtain a license from the 
Department or shall otherwise be certified by the federal government prior to 
establishing. maintaining, and operating a health care plan in this State for 
Medicare+ Choice beneficiaries. 
"§ 131E-276. Definitions. 

As used in this Article, unless the context clearly implies otherwise, the following 
definitions apply: 

Page 2 

ill 

ill 

'Beneficiary' or 'beneficiaries' means a beneficiary or beneficiaries 
of the Medicare+ Choice program who are enrolled with the 
provider sponsored organization (PSO) under the terms of a 
contract between the PSO and the Medicare program. 
'Commissioner' means the Commissioner of Insurance of North 
Carolina. 

ill 'Current assets' means cash, marketable securities, accounts 
receivable, and other current items that will be converted into cash 
within 12 months. 

Gl 'Current liabilities' means accounts payable and other accrued 
liabilities, including payroll, claims, and taxes that will need to be 
paid within 12 months. 

ill 'Current ratio' means the ratio of current assets divided by current 
liabilities calculated at the end of any accounting period . 

.(.fil 'Department' means the Department of Health and Human 
Services. 

ill 'Emergency services' shall have the same meaning as for that term 
defined in G.S. 58-50-61(a)(5). 

00 'Health care delivery assets' means any tangible asset that is part of 
a PSO operation, including hospitals, medical facilities, and their 
ancillary eguipment, and any property that may reasonably be 
reguired for the PSO's principal office or for any purposes that 
may be necessary in the transaction of the business of the PSO. 

House Bill 1455 
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00 
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illl 

House Bill 1455 

'Health plan contract' or 'Medicare contract' means a PSO's direct 
contract with the United States Department of Health and Human 
Services under section 1857 of the federal Social Security Act. 
'Out-of-network services' means health care items or services that 
are covered services under a PSO's Medicare contract and that are 
provided to beneficiaries by health care providers that are not 
participating providers in the PSO's network of health care 
providers. 
'Parent of a sponsoring provider' means the public or private 
entity that owns or controls a controlling interest in the sponsoring 
provider or that has the power to appoint a controlling number of 
the governing board of a sponsoring provider or that has the power 
to direct the management policy and decisions of the sponsoring 
provider. 
'Provider' or 'health care provider' means: (i) any individual that 
is , engaged in the delivery of health care services and that is 
reguired by North Carolina law or regulation to be licensed to 
engage in the delivery of these health care services and is so 
licensed: (ii) any entity that is engaged in the delivery of health 
care services and that is reguired by North Carolina law or 
regulation to be licensed to engage in the delivery of these health 
care services and is so licensed: or (iii) any entity that is owned or 
controlled entirely by individuals or entities described in subparts 
(i) or (ii) of this definition. 
'Provider sponsored or~anization' or 'PSO' means a public or 
private entity domiciled in this State, including a business 
corporation, a nonprofit corporation, a partnership, a limited 
liability company, a professional limited liability company, a 
professional corporation, a sole proprietorship, a public hospital, a 
hospital authority. a hospital district. or a body politic: (i) that is 
established, organized, and operated by sponsoring providers: (ii) 
in which physicians licensed pursuant to Article 1 of Chapter 90 of 
the General Statutes or to the laws of any state of the United States 
comprise no less than fifty percent (50%) of the governing board 
or body, unless otherwise prohibited by law; and (iii) that provides 
a substantial proportion of the services under each Medicare 
contract directly through the sponsoring provider. The 
reguirement in subpart (ii) of this definition shall not preclude a 
PSO that includes a tax-exempt hospital from adopting a bylaw 
provision that provides a veto for the tax-exempt hospital over 
actions of the PSO necessary to maintain the hospital's tax-exempt 
status. A PSO shall not be out of compliance with the 
requirement in subpart (ii) due to temporary vacancies on its 
governing board or body. 
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1 ~ 'Secretary' means the Secretary of the Department of Health and 
2 Human Services. 
3 ~ 'Sponsoring providers' of a PSO means the health care provider 
4 domiciled in this State that assumes, or group of affiliated health 
5 care providers that directly or indirectly shares, substantial 
6 financial risk in the PSO and that has at least a majority financial 
7 interest in the PSO. 
8 (1.fil 'Substantial proportion of the services' means at least seventy 
9 percent (70%), or sixty percent (60%) for PSOs whose 

10 beneficiaries reside primarily in rural areas, of the annual health 
11 care ex_penditures. 
12 !.11l A health care provider is affiliated with another provider if 
13 through contract, ownership, or otherwise, when: (i) one provider 
14 directly controls, is controlled by, or is under common control with 
15 the other provider: (ii) each provider participates in a lawful 
16 combination under which they share substantial financial risk for 
17 the organization's operation: (iii) both providers are part of a 
18 controlled group of corporations as defined under section 1563 of 
19 the Internal Revenue Code of 1986: or (iv) both providers are part 
20 of an affiliated service group under section 414 of this Code. 
21 Control is presumed if one party directly or indirectly owns, 
22 controls, or holds the power to vote. or proxies for, at least fifty-
23 one percent (51%) of the voting or governance rights of another. 
24 11 § 131E-277. Direct or indirect sharing of substantial financial risk. 
25 In order for sponsoring providers to directly or indirectly share substantial 
26 financial risk in the PSO, the PSO shall do one or more of the following: 
27 ill Provide services under its Medicare contract at a capitated rate: 
28 ill Provide designated services or classes of services under its 
29 Medicare contract for a predetermined percentage of premium or 
30 revenue from the Medicare program: 
31 ill Use significant financial incentives for its sponsoring providers, as a 
32 group to achieve specified cost-containment and utilization 
33 management goals either by: 
34 a. Withholding from all sponsoring providers a substantial 
35 amount of the compensation due to them, with distribution 
36 of that amount to the sponsoring providers based on 
37 performance of all sponsoring providers in meeting the cost-
38 containment goals of the network as a whole: or 
39 b. Establishing overall cost or utilization targets for the PSO, 
40 with the sponsoring providers subject to subsequent 
41 substantial financial rewards or penalties based on group 
42 performance in meeting the targets: or 
43 @ Agree to provide a complex or extended course of treatment that 
44 requires the substantial coordination of care by sponsoring • 
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1 providers in different specialties offering a complementary mix of 
2 services, for a fixed, predetermined payment. when the costs of 
3 that course of treatment for any individual patient can vary greatly 
4 due to the individual patient's treatment or other factors; or 
5 ill Agree to any other arrangement that the Department determines to 
6 provide for the sharing of substantial financial risk by the 
7 sponsoring providers. 
8 "§ 131E-278. Applicability of other laws, 
9 Unless otherwise required by federal law, provider sponsored organizations 

10 licensed pursuant to the terms of this Article are exempt from all regulation under 
11 Chapter 58 of the General Statutes. Plan contracts, provider contracts. and other 
12 arrangements related to the provision of covered services by these licensed networks 
13 or by health care providers of these PSOs when operating through these PSOs shall 
14 likewise be exempt from regulation under Chapter 58 of the General Statutes: 
15 "§ 131E-279. Approval. 
16 (a) Unless otherwise required by federal law, the Department shall be the agency 
17 of the State that shall license provider sponsored organizations that seek to contract 
18 with the federal government to provide health care services directly to Medicare 
19 beneficiaries under the Medicare+ Choice program. 
20 (b) Provider sponsored organizations which have been granted a waiver pursuant 
21 to 42 U.S.C. § 1395w-25(a)(2) and which otherwise meet the requirements of the 
22 PSO's Medicare contract shall be deemed by the State to be licensed under this 
23 Article for so long as the waiver or Medicare contract remains in effect. The 
24 foregoing shall not limit the Department's authority to regulate such PSOs and their 
25 respective sponsoring providers and affiliated providers as may be permitted in 42 
26 U.S.C. § 1395w-25(a)(2)(G) or the PSO's Medicare contract. 
27 (c) The Department shall license a PSO as a risk-bearing entity eligible to offer 
28 health benefits coverage in this State to Medicare beneficiaries if the PSO complies 
29 with the requirements of this Article. This license shall be granted or denied by the 
30 Department not longer than 90 days after the receipt of a substantially · complete 
31 application for licensing. Within 45 days after the Department receives an 
32 application for licensing, the Department shall either notify the applicant that the 
33 application is substantially complete, or clearly and accurately specify in writing to 
34 the applicant all additional specific information required by the applicant to make the 
35 application a substantially completed application. This agency response shall set 
36 forth a date and time for a meeting within 30 days after it is sent to the applicant. at 
37 which a representative of the Department will explain with particularity the 
38 additional information required by the Department in the response to make the 
39 application substantially complete. The Department shall be bound by the response 
40 unless the Secretary determines that it must be modified in order to meet the 

· 41 purposes of this Article. The Secretary shall not delegate the authority to modify the 
42 response. If an applicant provides the additional information set forth in the 
43 response, the application shall be considered substantially complete. If the 
.44 Department has not acted on an a12plication within 90 days after it is deemed 
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1 substantially complete, the Department shall immediately issue a license to the 
2 applicant, and the applicant shall be considered to have been licensed by the 
3 Department. Any reapplication which corrects the deficiencies which were specified 
4 by the Department in the response shall be approved by the Department. 
5 (d) For purposes of determining, under 42 U.S.C. § 1395w-25(a)(2)(B). or any 
6 successor thereof. the date of receipt by the State of a substantially complete 
7 application. the date the Department receives the applicant's written response to the 
8 agency response or an earlier date considered by the Department shall be considered 
9 to be that date. The foregoing shall not limit the Department's authority to consider 

10 an application not substantially complete under subsection (c) of this section if the 
11 applicant's response to the response does not provide substantially the information 
12 specified in the response. 
13 (e) A license shall be denied only after the Department complies with the 
14 reguirements of G.S. 131E-305. 

· 15 "§ 131E-280. Applicants for license. 
16 Each application for licensing as a provider sponsored organization authorized to 
17 do business in North Carolina shall be certified by an officer or authorized 
18 representative of the applicant, shall be in a form prescribed by the Department, and 
19 shall be set forth or be accompanied by the following: 
20 ill A copy of the basic organizational document, if any, of the 
21 applicant and each sponsoring organization that holds greater than 
22 a five percent (5%) interest in the PSO. such as the articles of 
23 incorporation, articles of organization, partnership agreement, trust 
24 agreement, or other applicable documents, and all amendments 
25 thereto: 
26 ill A copy of the respective bylaws, rules and regulations, or similar 
27 documents, if any, regulating the conduct of the internal affairs of 
28 the applicant and each sponsoring provider which holds greater 
29 than a five percent (5%) interest in the PSO; 
30 ill Copies of the document evidencing the arrangements between the 
31 applicant and each . sponsoring provider that create the 
32 relationships and obligations described in G.S. 131E-276(17); 
33 ill A list of the names, addresses, and official positions of persons who 
34 are to be responsible for the conduct of the affairs of the applicant 
35 and of each sponsoring provider that holds greater than a five 
36 percent (5%) interest in the PSO, respectively, including all 
37 members of the respective boards of directors, boards of trustees, 
38 executive committees, or other governing boards or committees, 
39 the principal officers in the case of a corporation, and the partners 
40 or members in the case of a partnership or association; 
41 ill A copy of any contract form made or to be made between any 
42 class of providers and the PSO and a copy of any contract form 
43 made or to be made between third-party administrators, marketing 
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ID 

ill 

(2l 
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consultants. or persons listed in subdivision (3) of this subsection 
and the PSO: 
A statement generally describing the provider sponsored 
organization, its sponsoring providers. its health care plan or plans, 
facilities, and personnel: 
A copy of the hospital license of each sponsoring provider that is a 
hospital, a copy of the license to practice medicine of each 
sponsoring provider or owner of a sponsoring provider that is a 
licensed physician, and a copy of the health care service or facility 
license held by any other licensed sponsoring provider: 
Financial statements showing the applicant's assets, liabilities, 
sources of financial support. and the financial statements of each 
sponsoring provider that holds greater than a five percent (5%) 
interest in the PSO showing the sponsoring provider's assets. 
liabilities, and sources of support. If the applicant's or any such 
sponsoring provider's financial affairs are audited by independent 
certified public accountants. a copy of the applicant's or 
sponsoring provider's most recent regular certified financial 
statement shall be considered to satisfy this reguirement unless the 
Department directs that additional or more recent financial 
information is reguired for the proper administration of this 
Article: 
If the applicant's obligations under G.S. 131E-282, 131E-283, 131E-
297, 131E-298, and 131E-299 are guaranteed by one or more 
guarantors: 
a... Documentation that each guarantor meets the following 

reguirements: 
L. The guarantor is a legal entity authorized to conduct 

business in North Carolina. 
2. The guarantor is not under federal bankruptcy or 

State receivership or rehabilitation proceedings. 
3. The guarantor has a net worth, not including other 

guarantees, intangibles, and restricted reserves. equal 
to three times the amount of the PSO's guarantee. 

b. Financial statements showing each guarantor's assets. 
liabilities, and source of financial support. 

c. If a guarantor's financial affairs are audited by independent 
certified public accountants. a copy of the guarantor's most 
recent regular audited financial statement shall be 
considered to satisfy this requirement unless the Department 
directs that additional or more recent financial information 
is required for the proper administration of this Article. 

d. The guarantee document. including a statement of the 
financial obligation covered by the guarantee, an agreement 
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1 to unconditionally fulfill the financial obli~ations covered by 
2 the guarantee. an agreement not to subordinate the 
3 ~uarantee to any other claim on the resources of the 
4 guarantor and a declaration that the guarantor must act on a 
5 timely basis to satisfy the financial obligations covered by 
6 the guarantee; 
7 ilQl A financial plan, satisfactory to the Department. coverin~ the first 
8 12 months of operation under the PSO's Medicare contract and 
9 which meets the reguirements of G.S. 131E-283. If the financial 

10 plan projects losses. the financial plan must cover the period 
11 through 12 months beyond the projected breakeven; 
12 (1ll A statement reasonably describing the geographic area or areas to 
13 be served; 
14 !111 A description of the procedures to be implemented to meet the 
15 protection against insolvency reguirements of G.S. 131E-298; and 
16 (Ll). Any other information the Department may reguire to make the 
17 determinations reguired in G.S. 131E-282. 
18 11 § 131E-281. Additional information. 
19 (a) In addition to the information filed under G.S. 131E-280. each application 
20 shall include a description of the following: 
21 ill The program to be used to evaluate whether the applicant's 
22 network of sponsoring providers and contracted providers is 
23 sufficient, in numbers and types of providers, to assure that all 
24 health care services will be accessible without unreasonable delay; 
25 ill The program used to evaluate whether the sponsoring providers 
26 provide a substantial portion of services under each Medicare 
27 contract of the PSO: 
28 ill The program to be used for verifying provider credentials: 
29 ill The utilization review program for the review and control of 
30 health care services provided or paid for by the applicant; 
31 ill The guality management program to assure guality of care and 
32 health care services managed and provided through the health care 
33 plan: and 
34 .(fil The applicant's network of sponsoring providers and contracted 
35 providers and evidence of the ability of that network to provide all 
36 health care services other than out-of-network services and 
37 emergency services to the applicant's prospective beneficiaries. 
38 (b) The Department may promulgate rules and regulations exempting from the 
39 filing reguirements of subsection (a) of this section those items it deems unnecessary. 
40 11 § 131E-282. Issuance of license. 
41 (a) Before issuing a PSO license, the Department may make an examination or 
42 investigation as it deems expedient. The Department shall issue a license after 
43 receipt of a substantially complete application and upon satisfaction of the following 
44 reguirements: 
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1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

ill 

ill 

ill 

ill 

The applicant is duly organized as a provider sponsored 
organization as defined by this Article. 
The PSO has initially a minimum net worth of one million five 
hundred thousand dollars ($1,500,000). In the event the PSO 
submits a financial plan that demonstrates that the PSO does not 
have to create but has or has available to it an administrative 
infrastructure that shall reduce the PSO's start-up costs, the 
Department may lower the initial minimum net worth required to 
one million dollars {$1,000,000) or to any lower amount as 
determined by the Department if the PSO operates primarily in 
rural areas. 
The PSO shall have at least seven hundred fifty thousand dollars 
($750,000) in cash or eguivalents on its balance sheet, except that 
the Department may permit a PSO operating primarily in rural 
areas to have a lesser amount held in cash or equivalents on its 
balance sheets. 
The applicant submits a financial plan satisfactory to the 
Department which covers the first-12 months of operation of the 
PSO's Medicare contract and which meets the requirements of 
G.S. 131E-283. If the plan projects losses, the financial plan shall 
cover the period through 12 months beyond projected breakeven. 
The Department determines that the applicant has sufficient cash 
flow to meet its obligations as they become due. In making that 
determination, the Department shall consider the following: 
!L. The timeliness of payment: 
b. The extent to which the current ratio is maintained at one 

to one, or whether there is a change in the current ratio 
over a period of time: and 

29 C. The availability of outside financial resources. 
30 {b) In calculatin" the net worth of a PSO, the Department shall admit the 
31 following: 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

ill 

ill 
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One hundred percent (100%) of the book value of health care 
delivery assets on the balance sheet of the applicant. 
One hundred percent (100%) of the value of cash and cash 
equivalents on the balance sheet of the applicant. 
If at least one million dollars ($1,000,000) of the initial minimum 
net worth requirement is met by cash or cash equivalents, then one 
hundred percent (100%) of the book value of the PSO's intangible 
assets up to twenty percent (20%) of the minimum net worth 
amount required. If less than one million dollars ($1,000.000) of 
the initial minimum net worth reguirement is met by cash or cash 
equivalents or if the Department has used its discretion to reduce 
the initial net worth requirement below one million five hundred 
thousand dollars ($1,500,000), then the Department shall admit one 
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1 hundred percent (100%) of the book value of intangible assets of 
2 the PSO up to ten percent (10%) of the minimum net worth 
3 amount required. 
4 ill, Standard accounting principles treatment shall be given to other 
5 assets of the PSO not used in the delivery of health care for the 
6 purposes of meeting the minimum net worth requirement. 
7 ill Deferred acquisition costs shall not be admitted. 
8 "§ 131E-283. Financial plan. 
9 (a) The financial plan shall include the following: 

10 ill A detailed marketing plan: 
11 ill Statements of revenue and expense on an accrual basis: 
12 .(fil Cash flow statements; 
13 ill, Balance sheets; and 
14 ill The assumptions and justifications in support of the financial plan. 
15 (b) In the financial plan, the PSO shall demonstrate that it has the resources 
16 available to meet the projected losses for the entire period to breakeven, Except for 
17 the use of guaranties as provided in subsection (c) of this section, letters of credit as 
18 provided in subsection (e) of this section, and other means as provided in subsection 
19 (0 of this section, the resources must be assets on the balance sheet of the PSO in a 
20 form that is either cash or convertible to cash in a timely manner, pursuant to the 
21 financial plan, 
22 (c) Guaranties shall be acceptable as a resource to meet projected losses, under 
23 the following conditions: 
24 ill For the first year of the PSO's operation of the PSO's Medicare 
25 contract, the guarantor must provide the PSO with cash or cash 
26 equivalents to fund the projected losses, as follows: 
27 a. Prior to the beginning of the first quarter, in the amount of . 
28 the projected losses for the first two quarters; 
29 b. Prior to the beginning of the second quarter, in the amount 
30 of the projected losses through the end of the third quarter; 
31 and 
32 ~ Prior to the beginning of the third quarter, in the amount of 
33 the projected losses through the end of the fourth quarter. 
34 ill If the guarantor provides the cash or cash equivalents to the PSO 
35 in a timely manner on the above schedule, this funding shall be 
36 considered in compliance with the guarantor's commitment to the 
37 PSO. In the third quarter, the PSO shall notify the Department if 
38 the PSO intends to reduce the period of funding of projected 
39 losses. The Department shall notify the PSO within 60 days of 
40 receiving the PSO's notice if the reduction is not acceptable. 
41 .(fil If the above guaranty requirements are not met, the Department 
42 may take appropriate action, such as requiring funding of projected 
43 losses through means other than a guaranty, The Department • 
44 retains discretion which shall be reasonably exercised to require 
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1 other methods or timing of funding, considering factors such as the 
2 financial condition of the guarantor and the accuracy of the 
3 financial plan. 
4 (d) The Department may modify the conditions in subsection (c) of this section in 
5 order to clarify the acceptability of guaranty arrangements. 
6 (e) An irrevocable, clean, unconditional letter of credit may be used as an 
7 acceptable resource to fund projected losses in place of cash or cash equivalents if 
8 satisfactory to the Department. 
9 (t) If approved by the Department. based on appropriate standards promulgated 

10 by the Department, PSOs may use the following to fund projected losses for periods 
11 after the first year: lines of credit from regulated financial institutions, legally binding 
12 agreements for capital contributions, or other legally binding contracts of a similar 
13 level of reliability. 
14 (g) The exceptions in subsections (c), (d), and (e) of this section may be used in 
15 an appropriate combination or sequence. 
16 "§ 131E-284, Modifications. 
17 (a) A provider sponsored organization shall file a notice describing any significant 
18 change in the information reguired by the Department under G.S. 131E-280. Such 
19 notice shall be filed with the Department prior to the change. If the Department 
20 does not disapprove within 90 days after the filing. this modification shall be 
21 considered approved. Changes subject to the terms of this section include expansion 
22 of service area, addition or deletion of sponsoring providers. changes in provider 
23 contract forms, and group contract forms when the distribution of risk is significantly 
24 changed, and any other · changes that the Department describes in properly adopted 
25 rules. Every PSO shall report to the Department for the Department's information 
26 material changes in the network of sponsoring providers and affiliated providers of 
27 services to beneficiaries enrolled with the PSO. the addition or deletion of any 
28 Medicare contracts of the PSO or any other information the Department may require. 
29 This informottion shall be filed with the Department within 15 days after 
30 implementation of the reported changes. Every PSO shall file with the Department 
31 all subsequent changes in the information or forms that are required by this Article to 
32 be filed with the Department. 
33 (b) The Department may adopt rules exempting from the filing requirements of 
34 subsection (a) of this section those items it considers unnecessa:r:y. 
35 "§ 131E-285. Deposits. 
36 (a) At the time of application, the Department shall require a deposit of one 
37 hundred thousand dollars ($100,000) in cash or securities or a combination thereof 
38 for all provider sponsored organizations. The deposits shall be included in the 
39 calculations of a PSO's or applicant's net worth. 
40 (b) All deposits required by this section shall be restricted to use in the event of 
41 insolvency to help assume continuation of services or pay ·-costs associated with 
42 receivership or liquidation. 
43 "§ 131E-286, Ongoing financial standards - net worth. 
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1 (a) Beginning the first day of operation of the PSO and except as otherwise 
2 provided in subsection (d) of this section. every PSO shall maintain a minimum net 
3 worth equal to the greatest of the following amounts: 
4 ill One million dollars ($1,000,000): 
5 ill Two percent (2%) of annual premium revenues as reported on the 
6 most recent annual financial statement filed with the Department 
7 on the first one hundred fifty million dollars ($150,000,000) of 
8 premium and one percent (1%) of annual premium on the 
9 premium in excess of one hundred fifty million dollars 

10 ($150,000,000): 
11 ill An amount egual to the sum of three months uncovered health 
12 care ex,penditures as reported on the most recent financial 
13 statement filed with the Department: 
14 ill An amount egual to the sum of: 
15 a. Eight percent (8%) of annual health care expenditures paid 
16 on a noncapitated basis to nonaffiliated providers as 
17 reported on the most recent financial statement filed with 
18 the Department; and 
19 b. Four percent (4%) of annual health care ex,penditures paid 
20 on a capitated basis to nonaffiliated providers plus annual 
21 health care ex,penditures paid on a noncapitated basis to 
22 affiliated providers: and 
23 c. Zero percent (0%) of annual health care ex,penditures paid 
24 on a capitated basis to affiliated providers regardless of 
25 downstream arrangements from the affiliated provider. 
26 (b) In calculating net worth, liabilities shall not include fully subordinated debt or 
27 subordinated liabilities. For purposes of this provision, subordinated liabilities are 
28 claims liabilities otherwise due to providers that are retained by the PSO to meet net 
29 worth reguirements and are fully subordinated to all creditors. 
30 (c) In calculating net worth for purposes of this section, the items described in 
31 G.S. 131E-282(b) shall be admitted, except as follows: 
32 ill For intangible assets. if at least the greater of one million dollars 
33 ($1,000.000) or sixty-seven percent (67%) of the ongoing minimum 
34 net worth reguirement is met by cash or cash eguivalents. then the 
35 Department shall admit the book value of intangible assets up to 
36 twenty percent (20%) of the minimum net worth amount reguired. 
37 If less than the greater of one million dollars ($1,000.000) or sixty-
38 seven percent (67%) of the ongoing minimum net worth 
39 reguirement is met by cash or cash eguivalents. then the 
40 Department shall admit the book value of intangible assets up to 
41 ten percent (10%) of the minimum net worth amount reguired: 
42 and 
43 ill Deferred acguisition costs shall not be admitted. 

Page 12 House Bill 1455 



1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1997 

(d) The Department may lower the minimum ongoing net worth threshold, and 
the amount held in cash or cash equivalents for PSOs that operate primarily in rural 
areas. 

(e) During the start-up phase of the PSO, the pre-break-even financial plan 
requirements shall apply. After the point of break-even, the financial plan 
requirement shall address cash needs and the financing reguired for the next three 
years. 

(0 If a PSO, or the legal entity of which the PSO is a component. did not earn a 
net operating surplus during the most recent fiscal year, the PSO shall submit a 
financial plan, satisfactory to the Department, meeting all of the reguirements 
established for the initial financial plan. 
"§ 131E-287. Reporting. 

(a) The PSO shall file with the Department financial information relating to PSO 
solvency standards described in this Article, according to the following schedule: 

ill On a guarterly basis until break-even; and 
ill On an annual basis after break-even, if the PSO has a net 

ill 
operating surplus: or 
On a guarterly or monthly basis. as specified by the Department, 
after break-even, if the PSO does not have a net operating surplus. 

{b) To the extent not preempted by federal law or otherwise mandated by the 
Medicare program, the PSO shall annually, on or before the first day of March of 
each year, file in the office of the Secretary the following information for the previous 
calendar year: 

ill The number of and reasons for grievances received from Medicare 
beneficiaries enrolled with the PSO under the PSO's Medicare 
contract regarding medical treatment. The report shall include the 
number of covered lives, total number of grievances categorized by 
reason for the grievance, the number of grievances referred to the 
second level grievance review. the number of grievances resolved 
at each level and their resolution and a description of the actions 
that are being taken to correct the problems that have been 
identified through grievances received. Every PSO shall file with 
the Department, as part of its annual grievance report, a certificate 
of compliance stating that the PSO has established and follows, for 
its Medicare contract. grievance procedures that comply with G .S. 
131E-314. 

ill The number of Medicare beneficiaries enrolled with the PSO 
under the PSO's Medicare contract who terminated their 
enrollment with the PSO for any reason. 

ill The number of provider contracts between the PSO and network 
providers for the provision of covered services to Medicare 
beneficiaries that were terminated and reasons for termination. 
This information shall include the number of providers leaving the 
PSO network and the number of new providers in the network. 
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The report shall show voluntary and involuntary terminations 
separately. 
Data relating to the utilization, g_uality, availability, and 
accessibility of service. The report shall include the following: 
a. Information on the PSO's program to determine the level of 

network availability, as measured by the numbers and types 
of network providers, reguired to provide covered services 
to covered persons. This information shall include the 
PSO's methodology under its Medicare+ Choice program 
for: 
L Establishing performance targets for the numbers and 

types of providers by specialty, area of practice, or 
facility type, for each of the following categories: 
primary · care physicians, specialty care physicians, 
nonphysician health care providers, hospitals, and 
nonhospital health care facilities. 
Determining when changes in PSO 
Medicare+ Choice program enrollees will necessitate 
changes in the provider network. 

The report shall also include: the availability performance targets 
for the previous and current years; the numbers and types of 
providers currently participating in the PSO's provider network; 
and an evaluation of actual plan performance against performance 
targets. 
~ The PSO's method for arranging or providing health care 

services from nonnetwork providers, both within and outside 
of its service area, when network providers are not available 
to provide covered services. 
Information on the PSO's program under its 
Medicare+ Choice program to determine the level of 
provider network accessibility necessary to serve its 
Medicare enrollees. This information shall include the 
PSO's methodology for establishing performance targets for 
member access to covered services from primary care 
physicians, specialty care physicians, nonphysician health 
care providers, hospitals, and nonhospital health care 
facilities. The methodology shall establish targets for: 
L The proximity of network providers to members, as 

measured by member driving distance, to access 
primary care, specialty care, hospital-based services, 
and services of nonhospital facilities. 
Expected waiting time for appointments for urgent 
care, acute care, specialty care, and routine services 
for prevention and wellness. 
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1 The report shall also include: the accessibility performance 
2 targets for the previous and current years: data on actual 
3 overall accessibility as measured by driving distance and 
4 average appointment waiting time; and an evaluation of 
5 actual Medicare+ Choice plan performance against 
6 performance targets. Measures of actual accessibility may be 
7 developed using scientifically valid random sample 
8 technigues. 
9 d. A statement of the PSO's methods and standards for 

10 determining whether in-network services are reasonably 
11 available and accessible to a Medicare enrollee for the 
12 pur_pose of determining whether such enrollee should 
13 receive the in-network level of coverage for services 
14 received from a nonnetwork provider. 
15 e. A description of the PSO's program to monitor the 
16 adeguacy of its network availability and accessibility 
17 methodologies and performance targets. Medicare+ Choice 
18 plan performance, and network provider performance. 
19 f.. A summary of the PSO's utilization review program 
20 activities for the previous calendar year under its 
21 Medicare+ Choice program. The report shall include the 
22 number of: each type of utilization review performed, 
23 non certifications for each type of review, each type of 
24 review appealed, and appeals settled in favor of Medicare 
25 enrollees. The report shall be accompanied by a 
26 certification from the carrier that it has established and 
27 follows procedures that comply with G.S, 131E-314. 
28 ill Aggregate financial compensation data, including the percentage of 
29 providers paid under a capitation arrangement. discounted fee-for-
30 service or salary, the services included in the capitation payment. 
31 and the range of compensation paid by withhold or incentive 
32 payments. This information shall be submitted on a form 
33 prescribed by the Department. 
34 The name, or group or institutional name. of an individual provider may not be 
35 disclosed pursuant to this subsection. No civil liability shall arise from compliance 
36 with the provisions of this subsection, provided that the acts or omissions are made in 
37 good faith and do not constitute gross negligence. willful or wanton misconduct. or 
38 intentional wrongdoing. 
39 (c) Disclosure Reguirements. -- To the extent not otherwise prohibited by federal 
40 law or under the terms of the PSO's Medicare contract. each PSO shall provide the 
41 following applicable information to Medicare beneficiaries enrolled with the PSO 
42 under the PSO's Medicare contract and bonafide prospective enrollees upon reguest: 
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1 ill The evidence of coverage under the Medicare+ Choice plan 
2 provided by the PSO to Medicare beneficiaries under the terms of 
3 the PSO's Medicare contract: 
4 ill An explanation of the utilization review criteria and treatment 
5 protocol under which treatments are provided for conditions 
6 specified by the prospective enrollee. This ex;planation shall be in 
7 writing if so reguested: 
8 ill If denied a recommended treatment. written reasons for the denial 
9 and an explanation of the utilization review criteria or treatment 

10 protocol upon which the denial was based: 
11 ill The plan's restrictive formularies or prior approval reguirements 
12 for obtaining prescription drugs, whether a particular drug or 
13 therapeutic class of drugs is excluded from its formulary. and the 
14 circumstances under which a nonformulary drug may be covered: 
15 and 
16 ill The procedures and medically based criteria under the PSO's 
17 Medicare contract for determining whether a specified procedure, 
18 test. or treatment is experimental. 
19 (d) Effective January 1, 1999, PSOs shall make the reports that are reguired under 
20 subsection (b) of this section and that have been filed with the Department available 
21 on their business premises and shall provide any Medicare beneficiary enrolled with 
22 the PSO access to them upon reguest. unless otherwise prohibited by federal law or 
23 under the terms of the PSO's Medicare contract. 
24 (e) Every PSO licensed under this Article shall annually on or before the first day 
25 of March of each year, file in the office of the Secretary a sworn statement verified by 
26 at least two of the principal officers of the PSO showing its condition on the thirty-
27 first day of December, then next preceding: which shall be in such form as the 
28 Secretary shall prescribe. In case the PSO fails to file the annual statement as herein 
29 reguired, the Secretary is authorized to suspend the license issued to the PSO until 
30 the statement shall be properly filed. 
31 "§ 131E-288. Liquidity. 
32 (a) Each PSO shall have sufficient cash flow to meet its obligations as they 
33 become due. In determining the ability of a PSO to meet this requirement, the 
34 Department shall consider the following; 
35 ill The timeliness of payment; 
36 ill The extent to which the current ratio is maintained at one to one 
37 or whether there is a change in the current ratio over a period of 
38 time; and 
39 ill The availability of outside financial resources. 
40 (b) The following corresponding remedies apply: 
41 ill If the PSO fails to pay obligations as they become due, the 
42 Department shall reguire the PSO to initiate corrective action to 
43 pay all overdue obligations. 
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1 ill The Department may require the PSO to initiate corrective action 
2 if either of the following is evident: (i) the current ratio declines 
3 significantly: or (ii) there is a continued downward trend in the 
4 current ratio. The corrective action may include a change in the 
5 distribution of assets. a reduction of liabilities, or alternative 
6 arrangements to secure additional funding requirements to restore 
7 the current ratio to one to one. 
8 ill If there is a change in the availability of the outside resources, the 
9 Department shall require the PSO to obtain funding from 

10 alternative financial resources. 
11 (c) Nothing in the foregoing liquidity requirements shall be interpreted to require 
12 the PSO to maintain a current ratio of one to one if the PSO can demonstrate to the 
13 Department that it is able to pay its obligations as they become due and the current 
14 ratio maintained by the PSO has neither declined significantly nor is on a continued 
15 downward trend. 
16 "§ 131E-289. Minimum of net worth that must be in cash or cash equivalents. 
17 (a) Except as otherwise provided in subsection (b) of this section, each PSO shall, 
18 on an ongoing basis, maintain a minimum net worth in cash or cash equivalents of 
19 the greater of: 
20 ill Seven hundred fifty thousand dollars ($750,000) cash or cash 
21 equivalents: or 
22 ill Forty percent (40%) of the minimum net worth required. 
23 (b) The Department may lower the threshold for minimum net worth held in cash 
24 or cash equivalents by PSOs that operate primarily in rural areas. 
25 (c) Cash or cash equivalents held to meet the net worth requirement shall be 
26 current assets of the PSO. 
27 "§ 131E-290. Prohibited practice. 
28 (a) No provider sponsored organization or sponsoring provider, unless licensed as 
29 an insurer under Chapter 58 of the General Statutes may use in its name, contracts. 
30 or literature any of the words 'insurance', 'casualty', 'surety', 'mutual', or any other 
31 words descriptive of the insurance, casualty, or surety business or deceptively similar 
32 to the name or description of any insurance or surety corporation doing business in 
33 this State. 
34 {b) No provider sponsored organization or sponsoring provider shall engage in 
35 any activity or conduct which is prohibited by the terms of the PSO's Medicare 
36 contract. 
37 (c) Unless otherwise preempted by federal law or mandated by the Medicare 
38 program. a PSO shall not discriminate with respect to participation, reimbursement. 
39 or indemnification as to any provider who is acting within the scope of the provider's 
40 license or certification under applicable State law, solely on the basis of that license 
41 or certification. This subsection does not preclude a PSO from including providers 
42 only to the extent necessary to meet the needs of the organization's enrollees or from 
43 establishing any measure designed to maintain quality and control costs consistent 
44 with the responsibilities of the organization. 
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1 "§ 131E-291. Collaboration with local health departments. 
2 A provider sponsored organization and a local health department shall collaborate 
3 and cooperate within available resources regarding health promotion and disease 
4 prevention efforts that are necessary to protect the public health. 
5 "§ 131E-292. Coverage. 
6 (a) Provider sponsored organizations subject to this Article shall provide coverage 
7 for the medically appropriate and necessary services specified under the PSO's 
8 Medicare contract. 
9 (b) In the event a PSO's Medicare contract or federal law, regulations, or rules 

10 governing coverage by the PSO of items or services to Medicare beneficiaries permits 
11 a PSO, sponsoring provider. or participating provider to object on moral or religious 
12 grounds to providing an item or service to Medicare beneficiaries. it is the policy of 
13 this State to permit this objection and allow the participating provider to refuse to 
14 provide the item or service. 
15 "§ 131E-293. Rates. 
16 Rates charged by provider sponsored organizations to the Medicare program and 
17 charges by PSOs and sponsoring providers for items or services to beneficiaries shall 
18 be governed by the terms of the PSO's Medicare contract. 
19 "§ 131E-294. Consumer protection and quality standards. 
20 (a) Unless otherwise preempted by federal law or mandated by the Medicare 
21 program, the Department shall apply to provider sponsored organizations the same 
22 standards and reguirements that the Department of Insurance applies to health 
23 maintenance organizations under Chapter 58 of the General Statutes with respect to 
24 the following consumer protection and guality matters: 
25 ill Quality management programs (11 NCAC 20.0500. et seg.); 
26 al Utilization review procedures ( G.S. 58-67-61 and G,S. 58-67-62); 
27 ill Unfair or deceptive trade practices (Article 63 of Chapter 58 of the 
28 General Statutes); 
29 ill Antidiscrimination (G.S. 58-3-25(b) and (c), 58-3-120; 58-63-15(7), 
30 and 58-67-75); 
31 ill Provider accessibility and availability (11 NCAC 20.0300. et seg.); 
32 (.fil Network provider credentialing (11 NCAC 20.0400, et seg.); and 
33 ill Data reporting reguirements under G.S. 58-67-50(e). 
34 "§ 131E-295. Powers of insurers and medical service corporations. 
35 Notwithstanding any provision of the insurance and hospital or medical service 
36 corporation laws contained in Articles 1 through 67 of Chapter 58 of the General 
37 Statutes, an insurer or a hospital or medical service corporation may contract with a 
38 provider sponsored organization to provide insurance or similar protection against 
39 the cost of care provided through provider sponsored organizations and their 
40 sponsoring providers to beneficiaries and to provide coverage in the event of the 
41 failure of the provider sponsored organization or its sponsoring providers to meet its 
42 obligations under the PSO's Medicare contract. The beneficiaries of a provider 
43 sponsored organization constitute a permissible group under these laws. Among 
44 other things, under these contracts. the insurer or hospital or medical service 
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1 corporation may make benefit payments to provider sponsored organizations for 
2 health care services rendered by providers pursuant to the health care plan. 
3 "§ 131E-296. Examinations. 
4 The Department may make an examination of the affairs of any provider 
5 sponsored organization and the contracts, agreements. or other arrangements 
6 pursuant to its health care plan as often as the Department considers necessary for 
7 the protection of the interests of the people of this State but not less frequently than 
8 once every three years. 
9 "§ 131E-297. Hazardous financial condition. 

10 (a) Whenever the financial condition of any provider sponsored organization 
11 indicates a condition such that the continued operation of the provider sponsored 
12 organization might be hazardous to its beneficiaries, creditors, or the general public, 
13 then the Department may order the provider sponsored organization to take any 
14 action that may be reasonably necessary to rectify the existing condition, including 
15 one or more of the following steps: 
16 ill To reduce the total amount of present and potential liability for 
17 benefits by reinsurance; 
18 ill To reduce the volume of new business being accepted: 
19 ill To reduce the expenses by specified methods; 
20 ~ To suspend or limit the writing of new business for a period of 
21 time; 
22 ill To require an increase to the provider sponsored organization's 
23 net worth by contribution: 
24 .(§). To add or delete sponsoring providers: 
25 ill To increase the amount of payments from the PSO which 
26 sponsoring providers agree to forego: or 
27 (fil To require additional guaranties from sponsoring providers or from 
28 parents of sponsoring providers. 
29 (b) If the Department determines that the standards in G.S. 131E-286. 131E-288, 
30 and 131E-289 do not provide sufficient early warning that the continued operation of 
31 any provider sponsored organization might be hazardous to its beneficiaries, 
32 creditors, or the general public, the Department may adopt rules to set uniform 
33 standards and criteria for such an early warning and to set standards for evaluating 
34 the financial condition of any provider sponsored organization, which standards shall 
35 be consistent with the purposes expressed in subsection (a) of this section. 
36 "§ 131E-298. Protection against insolvency. 
37 (a) The Department shall reguire deposits in accordance with the provisions of 
38 G.S. 131E-285. 
39 (b) If a provider sponsored organization fails to comply with the net worth 
40 requirements of G.S. 131E-286, the Department may take appropriate action to assure 
41 that the continued operation of the provider sponsored organization will not be 
42 hazardous to the beneficiaries enrolled with the PSO. 
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1 (c) Every provider sponsored organization shall have and maintain at all times an 
2 adeguate plan for protection against insolvency acceptable to the Department. In 
3 determining the adeguacy of such a plan, the Department shall consider: 
4 ill A reinsurance agreement preapproved by the Department covering 
5 excess loss, stop-loss, or catastrophies. The agreement shall 
6 provide that the Department will be notified no less than 60 days 
7 prior to cancellation or reduction of coverage: 
8 ill A conversion policy or policies that will be offered by an insurer 
9 to the beneficiaries in the event of the provider sponsored 

10 organization's insolvency: 
11 ill Legally binding unconditional guaranties by adeguately capitalized 
12 sponsoring provider or adeguately capitalized sponsoring 
13 corporations of sponsoring providers: 
14 ill, Legally binding obligations of sponsoring providers to forego 
15 payment for items or services provided by the sponsoring provider 
16 in order to avoid the financial insolvency of the PSO: 
17 ill Legally binding obligations of sponsoring providers or parents of 
18 sponsoring providers to make capital infusions to the PSO: and 
19 .(fil Any other arrangements offering protection against insolvency that 
20 the Department may reguire. 
21 "§ 131E-299. Hold harmless agreements or special deposit. 
22 (a) Unless the PSO maintains a special deposit in accordance with subsection (b} 
23 of this section, each contract between every PSO and a participating provider of 
24 health care services shall be in writing and shall set forth that in the event the PSO 
25 fails to pay for health care services as set forth in the contract. the Medicare 
26 subscriber or beneficiary shall not be liable to the provider for any sums owed by the 
27 PSO. No other provisions of these contracts shall, under any circumstances, change 
28 the effect of this provision. No participating provider or agent, trustee, or assignee 
29 thereof may maintain any action at law against a subscriber or beneficiary to collect 
30 sums owed by the PSO. 
31 (b} In the event that the participating provider contract has not been reduced to 
32 writing or that the contract fails to contain the reguired prohibition, the PSO shall 
33 maintain a special deposit in cash or cash eguivalent as follows: 
34 ill If at any time uncovered emenditures exceed ten percent (10%) of 
35 total health care expenditures the PSO shall either: 
36 a. Place an uncovered expenditures insolvency deposit with the 
37 Department, or with any organization or trustee acceptable 
38 to the Department through which a custodial or controlled 
39 account is maintained. cash or securities that are acceptable 
40 to the Department. This deposit shall at all times have a 
41 fair market value in an amount of one hundred twenty 
42 percent (120%) •Of the PSO's outstanding liability for 
43 uncovered expenditures for enrollees, including incurred but 
44 not reported claims, and shall be calculated as of the first 
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1 day of the month and maintained for the remainder of the 
2 month. If a PSO is not otherwise required to file a quarterly 
3 report, it shall file a report within 45 days of the end of the 
4 calendar quarter with information sufficient to demonstrate 
5 compliance with this section; or 
6 b. Maintain adequate insurance or a guaranty arrangement 
7 approved in writing by the Department, to pay for any loss 
8 to beneficiaries claiming reimbursement due to the 
9 insolvency of the PSO. The Department shall approve a 

10 guaranty arrangement if the guarantying organization is a 
11 sponsoring provider, has been operating for at least 10 years 
12 and has a net worth. including organization-related land. 
13 buildings. and eguipment of at least fifty million dollars 
14 ($50,000,000), unless the Department finds that the approval 
15 of this guaranty may be financially hazardous to 
16 beneficiaries. 
17 ill The deposit required under sub-subdivision a. of subdivision (1) of 
18 this subsection is an admitted asset of the PSO in the 
19 determination of net worth, All income from these deposits or 
20 trust accounts shall be assets of the PSO and may be withdrawn 
21 from the deposit or account quarterly with the approval of the 
22 Department; 
23 ill A PSO that has made a deposit may withdraw that deposit or any 
24 part of the deposit if (i) a substitute deposit of cash or securities of 
25 egual amount and value is made, (ii) the fair market value exceeds 
26 the amount of the required deposit. or (iii) the required deposit 
27 under this subsection is reduced or eliminated. Deposits. 
28 substitutions, or withdrawals may be made only with the prior 
29 written approval of the Department; 
30 ill The deposit required under sub-subdivision a. of subdivision (1) of 
31 this section is in trust and may be used only as provided under this 
32 section. The Department may use the deposit of an insolvent PSO 
33 for administrative costs associated with administering the deposit 
34 and payment of claims of enrollees of the PSO. 
35 (c) Whenever the reimbursements described in this section exceed ten percent 
36 (10%) of the PSO's total costs for health care services over the immediately 
37 preceding six months, the PSO shall file a written report with the Department 
38 containing the information necessary to determine compliance with sub-subdivision a. 
39 of subdivision (1) of subsection (b) of this section no later than 30 business days from 
40 the first day of the month, Upon an adequate showing by the PSO that the 
41 requirements of this section should be waived or reduced. the Department may waive 
42 or reduce these requirements to an amount it deems sufficient to protect beneficiaries 
43 of the PSO consistent with the intent and purpose of this Article. 
44 "§ 131E-300. Continuation of benefits. 
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1 The Department shall reguire that each PSO have a plan for handling insolvency, 
2 which plan allows for continuation of benefits for the duration of the contract period 
3 for which premiums have been paid and continuation of benefits to beneficiaries who 
4 are confined in an inpatient facility until their discharge or expiration of benefits. In 
5 considering such a plan, the Department may reguire: 
6 ill Insurance to cover the ex,penses to be paid for benefits after an 
7 insolvency: 
8 ill Provisions in provider contracts that obligate the provider to 
9 provide services for the duration of the period after the PSO's 

10 insolvency for which premium payment has been made and until 
11 the beneficiaries' discharge from inpatient facilities; 
12 ill Insolvency reserves as the Department may reguire: 
13 W Letters of credit acceptable to the Department: 
14 ill Additional guaranties from a sponsoring provider of the PSO or 
15 from the parent of a sponsoring provider: 
16 .(fil Legally binding obligations of sponsoring providers to forego 
17 payment from the PSO for services provided to beneficiaries in 
18 order to avoid the insolvency of the PSO; and 
19 ill Any other arrangements to assure that benefits are continued as 
20 specified. 
21 "§ 131E-301. Insolvency. 
22 (a) In the event of an insolvency of a PSO upon order of the Department, all 
23 providers that were sponsoring providers of the PSO within the previous 12 months 
24 from the order of the Department shall, for 30 days after the order, offer all 
25 beneficiaries enrolled with the insolvent PSO covered services without charge other 
26 than for any applicable co-payments, deductibles, or coinsurance permitted to be 
27 charged to beneficiaries under the PSO's Medicare contract. 
28 (b) If the Department determines that the sponsoring providers lack sufficient 
29 health care delivery resources to assure that health care services will be available and 
30 accessible to all of the beneficiaries of the insolvent PSO, then, in the event the 
31 Health Care Financing Administration of the United States Department of Health 
32 and Human Services fails to make such allocations in a timely manner, the 
33 Department shall allocate the insolvent PSO's contracts for these groups among all 
34 other PSOs that operate within a portion of the insolvent PSO's service area, taking 
35 into consideration the health care delivezy resources of each PSO. Each PSO to 
36 which beneficiaries are so allocated by the Department shall offer such group or 
37 groups that PSO's existing coverage that is most similar to each beneficiary's 
38 coverage with the insolvent PSO at rates determined in accordance with the successor 
39 PSO's existing rating methodology. 
40 (c) Taking into consideration the health care delivery resources of each such PSO, 
41 then in the event the Health Care Financing Administration of the U.S. Department 
42 of Health and Human Services fails to make such allocations in a timely manner, the 
43 Department shall also allocate among all PSOs that operate within a portion of the 
44 insolvent PSO's service area the insolvent PSO's beneficiaries who are unable to 
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1 obtain other coverage. Each PSO to which beneficiaries are so allocated by the 
2 Department shall offer such beneficiaries that PSO's existing coverage for individual 
3 or conversion coverage as determined by the beneficiary's type of coverage in the 
4 insolvent PSO at rates determined in accordance with the successor PSO's Medicare 
5 contract. 
6 11 § 131E-302. Replacement coveraee. 
7 (a) Any carrier providing replacement coverage with respect to hospital, medical, 
8 or sur~cal e:xpense or service benefits, within a period of 60 days from the date of 
9 discontinuance of a prior PSO contract or policy providing these hospital. medical, or 

10 surgical e:xpense or service benefits. shall immediately cover all beneficiaries who 
11 were validly covered under the previous PSO contract or policy at the date of 
12 discontinuance and who would otherwise be eligible for coverage under the 
13 succeeding carrier's contract, regardless of any provisions of the contract relating to 
14 hospital confinement or pregnancy. 
15 (b) Except to the extent benefits for the condition would have been reduced or 
16 excluded under the prior carrier's contract or policy, no provision in a succeeding 
17 carrier's contract of replacement coverage that would operate to reduce or exclude 
18 benefits on the basis that the condition giving rise to benefits preceded the effective 
19 date of the succeeding carrier's contract shall be applied with respect to those 
20 beneficiaries validly covered under the prior carrier's contract on the date of 
21 discontinuance. 
22 11 § 131E-303. Incurred but not reported claims. 
23 (a) Every PSO shall. when determining liability. include an amount estimated in 
24 the ag~egate to provide for any unearned premium and for the payment of all claims 
25 for health care e:xpenditures that have been incurred. whether reported or 
26 unreported, that are unpaid and for which such PSO is or may be liable: and to 
27 provide for the e:xpense of adjustment or settlement of such claims. 
28 {b) These liabilities shall be computed in accordance with rules adopted by the 
29 Department upon reasonable consideration of the ascertained e:xperience and 
30 character of the PSO. 
31 11 § 131E-304. Suspension or revocation of license. 
32 (a) The Department may suspend. revoke, or refuse to renew a PSO license if the 
33 Department finds that the PSO: 
34 ill Is operating significantly in contravention of its basic organizational 
35 document. or in a manner contrary to that described in and 
36 reasonably inferred from any other information submitted under 
37 G.S. 131E-280. unless amendments to these submissions have been 
38 filed with and approved by the Department: 
39 ill Issues evidences of coverage or uses a schedule of premiums for 
40 health care services that do not comply with Medicare or Medicaid 
41 program reguirements as applicable: 
42 ill No longer maintains the financial reserve specified in G.S. 131E-
43 286 or is no longer financially responsible and may reasonably be 
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expected to be unable to meet its obligations to beneficiaries or 
prospective beneficiaries; 

~ Knowingly or repeatedly fails or refuses to comply with any law or 
rule applicable to the PSO or with any order issued by the 
Department after notice and opportunity for a hearing; 

ill Has knowingly made to the Department any false statement or 
report; 

ill Has sponsoring providers that fail to provide a substantial 
proportion of the services under any health plan during any 12-
month period; 

ill Has itself or through any person on its behalf advertised or 
merchandised its items or services in an untrue, misrepresentative, 
misleading, or unfair manner; 

.(fil If continuing to operate would be hazardous to beneficiaries: or 

16 (b} A 
17 131E-305. 

(2l Has otherwise substantially failed to comply with this Article. 
license shall be suspended or revoked only after compliance with G.S. 

(c) When a PSO license is suspended, the PSO shall not, during the suspension, 
enroll any additional beneficiaries and shall not engage in any advertising or 
solicitation. 

18 
19 
20 
21 
22 
23 

(d} When a PSO license is revoked. the PSO shall proceed, immediately following 
the effective date of the order of revocation, to wind up its affairs and shall conduct 
no further business except as may be essential to the orderly conclusion of the affairs 

24 of the PSO. The PSO shall engage in no advertising or solicitation. The Department 
25 may, by written order, permit any further operation of the PSO that the Department 
26 may find to be in the best interest of beneficiaries, to the end that beneficiaries will 
27 be afforded the greatest practical opportunity to obtain continuing health care 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

coverage. 
11 § 131E-305. Administrative procedures. 

(a) When the Department has cause to believe that grounds for the denial of an 
application for a license exist. or that grounds for the suspension or revocation of a 
license exist. it shall notify the provider sponsored organization in writing specifically 
stating the grounds for denial, suspension, or revocation and fixing a time of at least 
30 days thereafter for a hearing on the matter. 

(b} After this hearing, or upon the failure of the provider sponsored organization 
to appear at this hearing, the Department shall take the action it considers advisable 
or make written findings that shall be mailed to the provider sponsored organization. 
The action of the Department shall be subject to review by the Superior Court of 
Wake County, The court may, in disposing of the issue before it. modify, affirm, or 
reverse the order of the Department in whole or in part. · 

(c) The provisions of Chapter 150B of the General Statutes apply to proceedings 
under this section to the extent that they are not in conflict with subsections (a) and 
(b) of this section. 
11 § 131E-306. Department of Insurance. 
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1 At the reg_uest of the Department. the Department of Insurance shall evaluate a 
2 PSO's compliance with any or all of the solvency reg_uirements set forth in this 
3 Article. Upon this reg_uest. the Department of Insurance shall undertake the 
4 evaluation in accordance with this Article and regulations adopted pursuant to it and 
5 shall report its evaluation to the Department in a timely manner. The Department of 
6 Insurance may collect from the applicant or PSO subject to the evaluation a fee not 
7 to exceed the fee that the Department of Insurance would be entitled to impose on a· 
8 health maintenance organization for undergoing a similar evaluation. Nothing in this 
9 section limits the Department's final authority to license PSOs in accordance with 

10 this Article. 
11 11 § 131E-307. Penalties and enforcement. 
12 (a) The provisions of G.S. 58-2-70, modified to replace the word 'Commissioner' 
13 by the word 'Department', applies to this Article. The Department may. in addition 
14 to or in lieu of suspending or revoking a license under G.S. 131E-304, proceed under 
15 G.S. 58-2-70, as so modified, provided that the provider sponsored organization has a 
16 reasonable time within which to remedy the defect in its operations that gave rise to 
17 the procedure under G .S. 58-2-70. 
18 (b) Any person who violates this Article shall be guilty of a Class 1 misdemeanor. 
19 (c) If the Department shall for any reason have cause to believe that any violation 
20 of this Article has occurred or is threatened, the Department may give notice to the 
21 provider sponsored organization and to the representatives or other persons who 
22 appear to be involved in such suspected violation to arrange a conference with the 
23 alleged violators or their authorized representatives for the purpose of attempting to 
24 ascertain the facts relating to such suspected violation. and. in the event it appears 
25 that any violation has occurred or is threatened, to arrive at an adeg_uate and effective 
26 means of correcting or preventing such violation. 
27 Proceedings under this subsection shall not be governed by any formal procedural 
28 reg_uirements and may be conducted in such manner as the Department may deem 
29 appropriate under the circumstances. 
30 (d) The Department may issue an order directing a provider sponsored 
31 organization or a representative of a provider sponsored organization to cease and 
32 desist from engaging in any act or practice in violation of the provisions of this 
33 Article, 
34 Within 30 days after service of the order of cease and desist. the respondent may 
35 reg_uest a hearing on the g_uestion of whether acts or practices in violation of this 
36 Article have occurred. These hearings shall be conducted pursuant to Chapter 150B 
37 of the General Statutes, and judicial review shall be available as provided by this 
38 Chapter. 
39 (e) In the case of any violation of the provisions of this Article, if the Department 
40 elects not to issue a cease and desist order, or in the event of noncompliance with a 
41 cease and desist order issued pursuant to subsection (d) of this section, the 
42 Department may institute a proceeding to obtain injunctive relief, or seeking other 
43 appropriate relief, in the Superior Court of Wake County. 
44 11 § 131E-308. Statutory construction and relationship to other laws. 
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1 (a) Except as otherwise provided in this Article, provisions of the insurance laws 
2 and provisions of hospital or medical service corporation laws shall not be applicable 
3 to any provider sponsored organization granted a license under this Article or to its 
4 sponsoring providers when operating under such a license. This provision shall not 
5 apply to an insurer or hospital or medical service corporation licensed and regulated 
6 pursuant to the insurance laws or the hospital or medical service corporation laws of 
7 this State except with respect to its provider sponsored organization activities 
8 authorized and regulated pursuant to this Article. 
9 (b) Solicitation of beneficiaries by a provider sponsored organization granted a 

10 license, or its representatives, shall not be construed to violate any provision of law 
11 relating to solicitation or advertising by health professionals or health care providers. 
12 (c) Any provider sponsored organization licensed under this Article shall not be 
13 considered to be a provider of medicine or dentistry and shall be exempt from the 
14 provisions of Chapter 90 of the General Statutes relating to the practice of medicine 
15 and dentistry: provided, however, that this exemption does not apply to individual 
16 providers under contract with or employed by the provider sponsored organization or 
17 sponsoring providers or to the sponsoring providers. 
18 (d) Except as otherwise limited by this Article, a PSO may organize in the same 
19 manner and may exercise the same prerogatives, powers and privileges as other 
20 entities that are organized and existing under the same laws as the PSO. 
21 "§ 131E-309. Filings and reports as public documents. 
22 Except for information that constitutes a bona fide trade secret, proprietary 
23 information or competitively sensitive information of a sponsoring provider or parent 
24 of a sponsoring provider, all applications, filings. and reports reguired under this 
25 Article shall be treated as public documents. 
26 "§ 131E-310. Confidentiality of medical information. 
27 Any data or information pertaining to the diagnosis. treatment, or health of any 
28 beneficiary or applicant obtained from the person or from any provider by any 
29 provider sponsored organization or by any provider acting pursuant to its provider 
30 contract with a provider sponsored ~rganization shall be held in confidence and shall 
31 not be disclosed to any person except to the extent that it may be necessary to carry 
32 out the pur,poses of this Article: or upon the express consent of the beneficiary or 
33 applicant; or pursuant to statute or court order for the production of evidence or the 
34 discovery thereof: or in the event of claim or litigation between such person and the 
35 provider sponsored organization wherein such data or information is pertinent. A 
36 provider sponsored organization shall be entitled to claim any statutory privileges 
37 against such disclosure which the provider who furnished such information to the 
38 provider sponsored organization is entitled to claim. 
39 "§ 131E-311. Conflicts; severability. 
40 To the extent that the provisions of this Article may be in conflict with any other 
41 provision of this Chapter, the provisions of this Article shall prevail and apply with 
42 respect to provider sponsored organizations. Notwithstanding the absence of adopted 
43 rules, the Department shall continue to process applications for provider sponsored 
44 organization licenses as described in this Article. If any section, term, or provision of 
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1 this Article shall be adjudged invalid for any reason, these judgments shall not affect, 
2 impair, or invalidate any other section, term, or provision of this Article, but the 
3 remaining sections, terms, and provisions shall be and remain in full force and effect. 
4 11 § 131E-312. Regulations. 
5 This Article shall be self-implementing. No later than six months after the date of 
6 enactment of this Article, the Department may adopt rules consistent with this Article 
7 to authorize and regulate provider sponsored organizations to contract directly with 
8 the federal Medicare program to provide health care services to the beneficiaries of 
9 such programs, The Department shall issue permanent rules and, may issue 

10 temporary rules, to the extent these rules may be necessary. The Department shall 
11 limit its regulation of provider sponsored organizations to the licensing and regulating 
12 of these organizations as risk bearing entities contracting directly with the Medicare 
13 program and to the consumer protection and g_uality standards as provided in G .S. 
14 131E-294, and shall not regulate any matters described in 42 U.S.C. § 1395W-
15 26(b)(3), or any successor thereof. 
16 "§ 131E-313. Utilization review and grievances. 
17 Unless otherwise preempted by federal law or mandated by the Medicare program, 
18 the provisions of G.S. 58-50-61 and G.S. 58-50-62 apply to a PSO licensed under this 
19 Article as if the PSO was an 'insurer' under those sections, except that the 
20 Department rather than the Commissioner of Insurance shall regulate a PSO's 
21 compliance with those sections. 11 

22 Section 2. G.S. 58-67-l0(b) reads as rewritten: 
23 "(b) (1) It is specifically the intention of this section to permit such persons 
24 as were providing health services on a prepaid basis on July 1, 
25 1977, or receiving federal funds under Section 254( c) of Title 42, 
26 U.S. Code, as a community health center, to continue to operate in 
27 the manner which they have heretofore operated. 
28 (2) Notwithstanding anything contained in this Article to the contrary, 
29 any person can provide health services on a fee for service basis to 
30 individuals who are not enrollees of the organization, and to 
31 enrollees for services not covered by the contract, provided that 
32 the volume of services in this manner shall not be such as to affect 
33 the ability of the health maintenance organization to provide on an 
34 adequate and timely basis those services to its enrolled members 
35 which it has contracted to furnish under the enrollment contract. 
36 (3) This Article shall not apply to any employee benefit plan to the 
37 extent that the Federal Employee Retirement Income Security Act 
38 of 1974 preempts State regulation thereof. 
39 (3a) This Article does not apply to any prepaid health service or 
40 capitation arrangement implemented or administered by the 
41 Department of Health and Human Services or its representatives, 
42 pursuant to 42 U.S.C. § 1396n or Chapter 108A of the General 
43 Statutes, a provider sponsored organization or other organization 
44 certified, g_ualified, or otherwise approved by the Department of 
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1 Health and Human Services pursuant to Article 17 of Chapter 
2 131E of the General Statutes, or to any provider of health care 
3 services participating in such a prepaid health service or capitation 
4 arrangement. Article; provided, however, that to the extent this 
5 Article applies to any such person acting as a subcontractor to a 
6 Health Maintenance Organization licensed in this State, that 
7 person shall be considered a single service Health Maintenance 
8 Organization for the purpose of G.S. 58-67-20( 4), G.S. 58-67-25, 
9 and G.S. 58-67-110. 

10 (4) Except as provided in paragraphs (1), (2), (3), and (3a) of this 
11 subsection, the persons to whom these paragraphs are applicable 
12 shall be required to comply with all provisions contained in this 
13 Article." 
14 Section 3. G.S. 90-21.22A reads as rewritten: 
15 "§ 90-21.22A. Medical review committees. 
16 (a) As used in this section, "medical review committee" means a committee 
17 composed of health care providers licensed under this Chapter that is formed for the 
18 purpose of evaluating the quality of, cost of, or necessity for health care services, 
19 including provider credentialing. "Medical review committee" does not mean a 
20 medical review committee established under G.S. 131E-95. 
21 (b) A member of a duly appointed medical review committee who acts without 
22 malice or fraud shall not be subject to liability for damages in any civil action on 
23 account of any act, statement, or proceeding undertaken, made, or performed within 
24 the scope of the functions of the committee. 
25 ( c) The proceedings of a medical review committee, the records and materials it 
26 produces, and the materials it considers shall be confidential and not considered 
27 public records within the meaning of G.S. 132 1 G,S. 132-1, 131E-309, or G:& 58-2-
28 100; and shall not be subject to discovery or introduction into evidence in any civil 
29 action against a provider of health care services who directly provides services and is 
30 licensed under this Choptef ef Chapter, a PSO licensed under Article 17 of Chapter 
31 131E of the General Statutes. or a hospital licensed under Chapter 122C or Chapter 
32 131E of the General Statutes or that is owned or operated by the State, which civil 
33 action results from matters that are the subject of evaluation and review by the 
34 committee. No person who was in attendance at a meeting of the committee shall be 
35 required to testify in any civil action as to any evidence or other matters produced or 
36 presented during the proceedings of the committee or as to any findings, 
37 recommendations, evaluations, opinions, or other actions of the committee or its 
38 members. However, information, documents, or records otherwise available are not 
39 immune from discovery or use in a civil action merely because they were presented 
40 during proceedings of the committee. A member of the committee may testify in a 
41 civil action but cannot be asked about his or her testimony before the committee or 
42 any opinions formed as a result of the committee hearings. 
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1 ( d) This section applies· to a medical review committee, including a medical 
2 review committee appointed by one of the entities licensed under Articles 1 through 
3 67 of Chapter 58 of the General Statutes. . 
4 ( e) Subsection ( c) of this section does not apply to proceedings initiated under 
5 G.S. 58 50 61 er G.S. 58 50 62. G.S. 58-50-61, 58-50-62, or 131E-313." 
6 Section 4. This act is effective when it becomes law. 
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TO: 

FROM: 

NORTH CAROLINA DEPARTMENT OF INSURANCE 
MEMORANDUM 

July 2, 1998 

Members of the House Insurance Committee 

William K. Hale 
Deputy Commissioner 

SUBJECT: House Bill 1455 - Medicare+Choice Provider Sponsored 
Organizations (PSOs) 

The Department's position is that PSOs engaged only in Medicare+Choice business 
should continue to be regulated by the Department of Insurance and that the proposed 
regulatory structure in H.B. 1455 represents a duplication of current State efforts. Some 
of the reasons for this position are outlined below: 

Current state law already provides for the licensure of Medicare+Choice PSOs. The 
HMO Act applies to any entity, including a PSO, that provides health care services on a 
prepaid basis. Federal laws and regulations and Health Care Financing Administration's 
(HCF A) requirements call for all Medicare+Choice carriers to hold a state license as a 
"risk bearing entity". This requirement, along with the lack of any language preempting 
state regulation, is an indication that all Medicare+Choice carriers are to be licensed under 
state law. Therefore, a PSO engaged in Medicare+Choice business is and will continue to 
be subject to The HMO Act absent any new state laws that establish separate licensing for 
PSOs. 

Special treatment of Medicare+Choice-only PSOs is not warranted based on the fact 
that they will only engage in Medicare programs and therefore are not engaged in 
insurance. All indications from HCF A are that all Medicare+Choice carriers are to be 
treated the same as all state-licensed insurance carriers, with the exception of benefit 
requirements, coverage determinations, and non-discrimination of providers. (These 
exceptions, which are effectuated through federal preemption of state law, apply to all 
Medicare+Choice carriers, not just PSOs.) This approach, along with the requirement for 
state licensure, indicates that the creation of special or separate state regulation of any 
entity based on the fact that it is engaged only in Medicare+Choice business is not 
consistent with the intent of federal law or HCF A. 

Special licensure of Medicare+Choice-only PSOs is not warranted based on the fact 
that they are PSOs or based on the guidance provided in federal law. The only case 
where federal law and regulations provide for differential treatment of PSOs is in PSO 
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Medicare+Choice business may request that HCF A waive its requirement for a state 
license if: the state does not act upon an application within 90 days; the state's solvency 
requirements for licensing differ from federally established solvency standards; or the state 
applies additional requirements to PSOs that do not apply to other carriers engaged in 
Medicare+Choice business. Therefore, the argument that state regulation of PSOs 
engaged in Medicare+Choice business should be special or separate from state regulation 
of all other carriers engaged in Medicare+Choice business is not consistent with the 
approach taken in federal laws and regulations. 

Additional concerns about the proposed legislation (H.B. 1455) follow: 

H.B. 1455 would have the Department of Health and Human Services (DHHS) apply and 
enforce the Department oflnsurance's standards for HMOs and managed care plans to 
PSOs. It is doubtful that any additional benefit would be provided to consumers by having 
DHHS perform this function for one type of health plan while Department of Insurance 
performs the same function all other types of health plans. Furthermore, a bifurcated 
regulatory system is likely to result in differences in the way each agency interprets, 
applies, and enforces the same laws, simply because of the fact that different individuals 
and organizations will be trying to so the same job. 

H.B. 1455 would have the Department oflnsurance review the financial information that a 
PSO submits to DHHS and advise DHHS on whether the PSO meets the solvency 
standards in DHHS' laws. Although the Department of Insurance would have some level 
of responsibility of solvency regulation, it would not have authority over the PSO. The 
Department of Insurance strongly feels that it should have full regulatory authority over 
Medicare+Choice PSOs, or no involvement at all. 

Finally, if no changes are made to North Carolina law, any PSO that applied for an HMO 
license but was refused because of an inability to meet existing solvency standards would 
be eligible to apply to HCF A for a waiver of its licensure requirement. Therefore, current 
North Carolina law would not be an impediment to any PSO's ability to participate in the 
Medicare+Choice program. The General Assembly could amend the HMO Act to include 
special solvency standards for Medicare+Choice PSOs if the General Assembly wants to 
eliminate the need for any PSO to request a waiver ofHCFA's licensing requirement. 
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MINUTES 

INSURANCE COMMITTEE 

October 21, 1998 

The House Committee on Insurance met at Chairman Dockham's desk in the House 
Chamber. Members present were: Representative Brawley, Cole, Dickson, Barefoot, 
Hardy, Hensley, Hurley, Wainwright, and Wright. 

Chairman Dockham called the meeting to order. He handed out a list of the House Bills 
that remain in the Insurance Committee and asked for a motion to postpone them 
indefinitely. Representative Dub Dixon made the motion and it passed unanimously . 

The meeting was adjourned. 



1998 COMMITTEE REPORT 
HOUSE OF REPRESENTATIVES 

The following report(s) from standing committee(s) is/are presented: 
By Representative(s) Dockham for the Committee on INSURANCE. 

HB276 REDUCE TAX ON NONPRESCRIPTION DRUGS 

HB 291 AUTOPSY IF AMIL Y NOTICE 

HB350 GENETIC INFO/NO DISCRIMINATION 

HB 358 OB-GYN ACCESS/MEDICAID RECIPIENTS 

HB405 ELIMINATE MEDICAID PRESCRIPTION LIMIT 

HB 421 RESPIRATORY CARE PRACTICE ACT 

HB436 STA TE HEALTH PLAN SUBSTANTIVE 

HB 541 IMPROVE HMO SERVICES 

HB 562 DIRECT PAYMENT/SUBSTANCE ABUSE PROFESSIONALS 

HB 563 MENTAL HEALTH PARITY 

HB 796 PRESCRIPTION DRUGS/COMPETITION 

HB 803 HEALTH INSURANCE/RISK POOL 

HB 914 BONE MASS MEASUREMENT/COVERAGE 

HB 923 WINDSTORM DEDUCTIBLES 

HB 1020 INSURANCE SETTLEMENTS 

HB 1058 HEALTH CARE FACILITIES/ANY WILLING PROVIDER 

HB 1162 CERTIFICATE OF NEED MODIFICATIONS 

HB 1399 NO INSURANCE POINTS/15 MPH OVER LIMIT 

HB 1476 AMEND PHARMACY PRACTICE ACT 

HB 1569 EXPAND INSURANCE REGULATORY CHARGE 

HB 1588 REVISE INSURER ASSESSMENTS 

HB 1590 AMEND INSURANCE FINANCE/FEES 

X With an indefinite postponement report. 



MINUTES 

HOUSE COMMITTEE ON INSURANCE 

JULY 7, 1998 

The House Committee on Insurance met in room 643 of the Legislative Office Building 
on July 7, 1998 at 11 :50 p.m. Chairman Dockham presided. Members present were: 
Representative Allred, Barbee, Black, Brawley, Cole, Debmon, Dickson, Gardner, 
Hardaway, Hardy, Hensley, Holmes, Hurley, Ives, Luebke, McComas, Miller, Miner, 
Wainwright, Bowie, Esposito, and Russell. The visitor registration list is made a part of 
the minutes. 

Chairman Dockham stated that discussion of HB-1455- AN ACT TO CREATE 
MEDICARE PROVIDER SPONSORED ORGANIZATION LICENSING would 
continue. The bill was considered by the Insurance Committee on July 2, 1998. 
Representative Cansler explained his bill and answered questions from members of the 
committee. He called on Mr. Bob Fitzgerald, Deputy Commissioner of Health and 
Human Services, to answer the concerns about having this agency in the Department of 
Insurance verses the Department of Health and Human Services. 

Representative Brawley's proposed substitute (PCS1578), which would have put this 
agency under the Department of Insurance, failed by a show of hands, 12 to 10. His 
proposed committee substitute is included in and made a part of the minutes. 

Representative Russell presented a committee substitute (PCS8355)to amend the bill on 
page 3, line 44, by adding the following sentence: This subdivision applies only if a 
hospital licensed under Chapter 131 E or Chapter l 22C of the General Statues is the 
sponsoring provider or a member of the group of affiliated health care providers that 
comprises the sponsoring provider. Also, on page 2, line 16, by adding the following 
sentence: "Nothing in this Article shall be construed to authorize a provider sponsored 
organization to establish, maintain, or operate a health care plan other than exclusively 
for Medicare+Choice beneficiaries. On page 25, line 1, by deleting the word "shall" and 
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inserting the word "may". The Committee amended it and asked that the amendments be 
incorporated into this committee substitute. 

House Bill 1455 passed with a favorable report as to committee substitute bill and 
unfavorable as to original bill. This bill was later referred to the Insurance Sub 
Committee on Health for further consideration. 

There being no further discussion, Chairman Dockham adjourned the meeting. 

-~ 

C. Dockham 



1998 COMMITTEE REPORT 
HOUSE OF REPRESENTATIVES 

The following report(s) from standing committee(s) is/are presented: 
By Representative(s) Jerry C. Dockham for the Committee on INSURANCE. 

~ommittee Substitute for 
H.B. 1455 A BILL TO BE ENTITLED AN ACT TO CREATE MEDICARE PROVIDER 

SPONSORED ORGANIZATION LICENSING. 

D With a favorable report. 

□ With a favorable report and recommendation that the bill be re-referred to the Committee on 
□ Appropriations □ Finance □ 

D With a favorable report, as amended. 

□ With a favorable report, as amended, and recommendation that the bill be re-referred to the 
Committee on D Appropriations D Finance D 

~With a favorable report as to committee substitute bill(# ), O-whieh-ehanges-the-tit;le; 
Wlfavorable as to original bill (€onmrittee.Substitute·Btll # ), ~recemmemtatron 

..that"the-committee-substimte-bill,.# )..be.re,,.referred.towthe.Gemm·ittee-vn . 'f" · 

D With a favorable report as to House committee substitute bill(# 
the title, unfavorable as to Senate committee substitute bill. 

), D which changes 

□ And having received a unanimous vote in committee, is placed on the Consent Calendar. 
(PUBLIC BILLS ONLY) 

□ With an unfavorable report. 

D With recommendation that the House concur. 

□ With recommendation that the House do not concur. 

D With recommendation that the House do not concur; request conferees. 

D With recommendation that the House concur; committee believes bill to be material. 

D With an unfavorable report, with a Minority Report attached. 

D Without prejudice. 

D With an indefinite postponement report. 

D With an indefinite postponement report, with a Minority Report attached. 

□ With recommendation that it be adopted. (HOUSE RESOLUTION ONLY) 
4/24/97 
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GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1997 

HOUSE BILL 1455* 
Proposed Committee Substitute H1455-PCS1590-RN 

Short Title: PSO Medicare Licensing. 

Sponsors: 

Referred to: 

May 25, 1998 

D 

(Public) 

1 A BILL TO BE ENTITLED 
2 AN ACT TO CREATE MEDICARE PROVIDER SPONSORED ORGANIZATION 
3 LICENSING. 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

The General Assembly of North Carolina enacts: 
Section 1. Chapter 131E of the General Statutes is amended by adding a 

new Article to read: 
"ARTICLE 17. 

"Provider Sponsored Organization LicensinJ:. 
"§ 131E-275. General provisions. 

(a) The General Assembly acknowledges that section 1855, et seg., of the federal 
Social Security Act permits provider sponsored organizations that are organized and 
licensed under State law as risk-bearing entities, or that are otherwise certified as 
such by the federal government. to be eligible to offer Medicare health insurance or 
health benefits coverage in each state in which the provider sponsored organization 
offers a Medicare+ Choice plan. The General Assembly declares that provider 
sponsored organizations are beneficial to North Carolina citizens who are Medicare 
beneficiaries and should be encouraged, subject to appropriate regulation by the 
Department of Health and Human Services. The General Assembly further declares 
that, because provider sponsored organizations provide health care directly and 
assume responsibility for the provision of health care services to Medicare 
beneficiaries under the reguirements of the federal Medicare program, they reguire 
different regulatory oversight to protect the public than health maintenance 
organizations and insurance companies. The General Assembly further declares that 
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the organizers and qperators of provider sponsored organizations which are licensed 
under the terms of this Article as risk-bearing entities authqrized tQ contract directly 
with the federal Medicare+ Choice program shall not be subject to Chapter 58 of the 
General Statutes or the insurance laws of this State. unless otherwise specified in this 
Article. 

It is the intent of the General Assembly to encourage innovative methods by which 
sponsoring providers can directly or indirectly share substantial financial risk in the 
PSO in any lawful manner, 

(b) As set forth in this Article, the Department of Health and Human Services 
shall be the agency of the State authorized to license provider sponsored 
organizations to contract with Medicare to provide health care services to Medicare 
beneficiaries and to engage in the other related activities described in this Article. 

(c) Each provider sponsored organization shall obtain a license from the 
Department or shall otherwise be certified by the federal government prior to 
establishing, maintaining, and operating a health care plan in this State for 
Medicare+ Choice beneficiaries. Nothing in this Article shall be construed to 
authorize a provider spqnsored organization to establish. maintain. or operate a 
health care plan other than exclusively for Medicare+ Choice beneficiaries. 
11 §131E-276. Definitions. 

As used in this Article, unless the context clearly implies otherwise. the following 
definitions apply: 
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ill 

ill 

ill 

'Beneficiary' or 'beneficiaries' means a beneficiary or beneficiaries 
of the Medicare+ Choice program who are enrolled with the 
provider sponsored organization (PSO) under the terms of a 
contract between the PSO and the Medicare program. 
'Commissioner' means the Commissioner of Insurance of North 
Carolina. 
'Current assets' means cash, marketable securities, accounts 
receivable, and other current items that will be converted into cash 
within 12 months. 

ill 'Current liabilities' means accounts payable and other accrued 
liabilities, including payroll, claims, and taxes that will need to be 
paid within 12 months. 

(5). 'Current ratio' means the ratio of current assets divided by current 
liabilities calculated at the end of any accounting period, 

ill 'Department' means the Department of Health and Human 
Services. 

ill 'Emergency services' shall have the same meaning as for that term 
defined in G.S, 58-50-61(a)(5) • 

.(fil 'Health care delivery assets' means any tangible asset that is part of 
a PSO operation, including hospitals, medical facilities, and their 
ancillary eguipment. and any property that may reasonably be 
reguired for the PSO's principal office or for any purposes that 
may be necessary in the transactiqn of the business qf the PSO. 

House Bill 1455 
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(2). 'Health plan contract' or 'Medicare contract' means a PSO's direct 
contract with the United States Department of Health and Human 
Services under section 1857 of the federal Social Security Act. 

ilQl 'Out-of-network services' means health care items or services that 
are covered services under a PSO's Medicare contract and that are 
provided to beneficiaries by health care providers that are not 
participatin& providers in the PSO's network of health care 
providers, 

.(1ll 'Parent of a sponsoring provider' means the public or private 
entity that owns or controls a controllin~ interest in the sponsoring 
provider or that has the power to appoint a controllin& number of 
the &ovemin& board of a sponsorin& provider or that has the power 
to direct the management policy and decisions of the sponsoring 
provider, 

(12l 'Provider' or 'health care provider' means: (i) any individual that 
is engaged in the delivery of health care services and that is 
reguired by North Carolina law or regulation to be licensed to 
en&a~e in the delivery of these health care services and is so 
licensed; (ii) any entity that is en&a~ed in the delivery of health 
care services and that is reguired by North Carolina law or 
regulation to be licensed to engage in the delivery of these health 
care services and is so licensed; or (iii) any entity that is owned or 
controlled entirely by individuals or entities described in subparts 
(i) or (ii) of this definition. 

ilJl 'Provider sponsored organization' or 'PSO' means a public or 
private entity domiciled in this State, including a business 
corporation. a nonprofit corporation, a partnership. a limited 
liability company, a professional limited liability company. a 
professional corporation. a sole proprietorship. a public hospital, a 
hospital authority, a hospital district, or a body politic: (i) that is 
established, or&anized, and operated by sponsorin& providers; (ii) 
in which physicians licensed pursuant to Article 1 of Chapter 90 of 
the General Statutes or to the laws of any state of the United States 
comprise no less than fifty percent (SO%) of the &overnin& board 
or body, unless otherwise prohibited by law; and (iii) that provides 
a substantial proportion of the services under each Medicare 
contract directly through the sponsorin& provider. The 
reguirement in subpart (ii) of this definition shall not preclude a 
PSO that includes a tax-exempt hospital from adoptin& a bylaw 
provision that provides a veto for the tax-exempt hospital over 
actions of the PSO necessary to maintain the hospital's tax-exempt 
status. A PSO shall not be out of compliance with the 
reguirement in subpart (ii) due to temporary vacancies on its 
&overnin& board or body. This subdivision applies only if a 
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1 hospital licensed under Chapter 131E or Chapter 122C of the 
2 General Statutes is the sponsoring provider or a member of the 
3 group of affiliated health care providers that comprises the 
4 sponsoring provider. 
5 !141 'Secretazy' means the Secretazy of the Department of Health and 
6 Human Services, 
7 ~ 'Sponsoring providers' of a PSO means the health care provider 
8 domiciled in this State that assumes, or group of affiliated health 
9 care providers that directly or indirectly shares, substantial 

10 financial risk in the PSO and that has at least a majority financial 
11 interest in the PSO. 
12 ilfil. 'Substantial proportion of the services' means at least seventy 
13 percent (70%), or sixty percent (60%) for PSOs whose 
14 beneficiaries reside primarily in rural areas, of the annual health 
15 care e.x;;penditures, 
16 (11). A health care provider is affiliated with another provider if 
17 through contract. ownership. or otherwise, when: (i) one provider 
18 directly controls, is controlled by. or is under common control with 
19 the other provider; (ii) each provider participates in a lawful 
20 combination under which they share substantial financial risk for 
21 the organization's operation; (iii) both providers are part of a 
22 controlled group of corporations as defined under section 1563 of 
23 the Internal Revenue Code of 1986; or (iv) both providers are part 
24 of an affiliated service group under section 414 of this Code. 
25 Control is presumed if one party directly or indirectly owns, 
26 controls, or holds the power to vote, or proxies for, at least fifty-
27 one percent (51 %) of the voting or governance rights of another. 
28 "§ 131E-277. Direct or indirect sharing of substantial financial risk. 
29 In order for sponsoring providers to directly or indirectly share substantial 
30 financial risk in the PSO. the PSO shall do one or more of the following: 
31 ill Provide services under its Medicare contract at a capitated rate; 
32 ill Provide designated services or classes of services under its 
33 Medicare contract for a predetermined percentage of premium or 
34 revenue from the Medicare program; 
35 ill Use siwificant financial incentives for its sponsoring providers, as a 
36 group to achieve specified cost-containment and utilization 
37 management goals either by: 
38 a.:. Withholding from all sponsoring providers a substantial 
39 amount of the compensation due to them, with distribution 
40 of that amount to the sponsoring providers based on 
41 performance of all sponsoring providers in meeting the cost-
42 containment goals of the network as a whole; or 
43 b. Establishing overall cost or utilization targets for the PSO, 
44 with the sponsoring providers subject to subsequent • 
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1 substantial financial rewards or penalties based on group 
2 performance in meeting the targets: or 
3 @ Agree to provide a complex or extended course of treatment that 
4 reguires the substantial coordination of care by sponsoring 
5 providers in different specialties offering a complementary mix of 
6 services. for a fixed, predetermined payment, when the costs of 
7 that course of treatment for any individual patient can var_y greatly 
8 due to the individual patient's treatment or other factors: or 
9 ill · A~ee to any other arrangement that the Department determines to 

10 provide for the sharing of substantial financial risk by the 
11 sponsoring providers. 
12 "§ 131E-278. Applicability of other laws. 
13 Unless otherwise reguired by federal law. provider sponsored organizations 
14 licensed pursuant to the terms of this Article are exempt from all regulation under 
15 Chapter 58 of the General Statutes. Plan contracts, provider contracts, and other 
16 arrangements related to the provision of covered services by these licensed networks 
17 or by health care providers of these PSOs when operating through these PSOs shall 
18 likewise be exempt from regulation under Chapter 58 of the General Statutes. 
19 "§ 131E-279. Approval. 
20 (a) Unless otherwise reguired by federal law, the Department shall be the agency 
21 of the State that shall license provider sponsored organizations that seek to contract 
22 with the federal government to provide health care services directly to Medicare 
23 beneficiaries under the Medicare+ Choice program. 
24 (b) Provider sponsored organizations which have been granted a waiver pursuant 
25 to 42 U.S.C. § 1395w-25(a)(2) and which otherwise meet the reguirements of the 
26 PSO's Medicare contract shall be deemed by the State to be licensed under this 
27 Article for so long as the waiver or Medicare contract remains in effect. The 
28 foregoing shall not limit the Department's authority to regulate such PSOs and their 
29 respective sponsoring providers and affiliated providers as may be permitted in 42 
30 U.S.C. § 1395w-25(a)(2)(G) or-the PSO's Medicare contract. 
31 (c) The Department shall license a PSO as a risk-bearing entity eligible to offer 
32 health benefits coverage in this State to Medicare beneficiaries if the PSO complies 
33 with the reguirements of this Article. This license shall be granted or denied by the 
34 Department not longer than 90 days after the receipt of a substantially complete 
35 application for licensing. Within 45 days after the Department receives an 
36 application for licensing, the Department shall either notify the applicant that the 
37 application is substantially complete, or clearly and accurately specify in writing to 
38 the applicant all additional specific information reguired by the applicant to make the 
39 application a substantially completed application. This agency response shall set 
40 forth a date and time for a meeting within 30 days after it is sent to the applicant, at 
41 which a representative of the Department will explain with particularity the 
42 additional information reguired by the Department in the response to make the 
43 application substantially complete. The Department shall be bound by the response 
44 unless the Secretary determines that it must be modified in order to meet the 
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1 pur.poses of this Article. The Secretary shall not dele~ate the authority to modify the 
2 response. If an applicant provides the additional information set forth in the 
3 response, the application shall be considered substantially complete. If the 
4 Department has not acted on an application within 90 days after it is deemed 
5 substantially complete, the Department shall immediately issue a license to the 
6 applicant, and the applicant shall be considered to have been licensed by the 
7 Department. Any reapplication which corrects the deficiencies which were specified 
8 by the Department in the response shall be approved by the Department. 
9 {d} For pur.poses of determinin~. under 42 U.S.C. § 1395w-25(a)(2){B}, or any 

10 successor thereof, the date of receipt by the State of a substantially complete 
11 application, the date the Department receives the applicant's written response to the 
12 agency response or an earlier date considered by the Department shall be considered 
13 to be that date. The fore~oin~ shall not limit the Department's authority to consider 
14 an application not substantially complete under subsection (c) of this section if the 
15 applicant's response to the response does not provide substantially the information 
16 specified in the response. 
17 (e) A license shall be denied only after the Department complies with the 
18 reguirements of G.S. 131E-305. 
19 "§ 131E-280. Applicants for license. 
20 Each application for licensing as a provider sponsored organization authorized to 
21 do business in North Carolina shall be certified by an officer or authorized 
22 representative of the applicant, shall be in a form prescribed by the Department, and 
23 shall be set forth or be accompanied by the following: 
24 ill A copy of the basic organizational document. if any. of the 
25 applicant and each sponsorin~ organization that holds greater than 
26 a five percent (5%) interest in the PSO. such as the articles of 
27 incorporation, articles of organization, partnership agreement, trust 
28 agreement. or other applicable documents, and all amendments 
29 thereto; 
30 ill A copy of the respective bylaws. rules and regulations, or similar 
31 documents. if any. regulatin~ the conduct of the internal affairs of 
32 the applicant and each sponsoring provider which holds greater 
33 than a five percent (5%) interest in the PSO; 
34 ill Copies of the document evidencing the arran~ements between the 
35 applicant and each sponsorin~ provider that create the 
36 relationships and obligations described in G.S. 131E-276(17); 
37 ill A list of the names, addresses, and official positions of persons who 
38 are to be responsible for the conduct of the affairs of the applicant 
39 and of each sponsoring provider that holds greater than a five 
40 percent (5%) interest in the PSO, respectively. includin,: all 
41 members of the respective boards of directors, boards of trustees, 
42 executive committees, or other ~overnin~ boards or committees, 
43 the principal officers in the case of a corporation, and the partners 
44 or members in the case of a partnership or association; 
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ill A copy of any contract form made or to be made between any 
class of providers and the PSO and a copy of any contract form 
made or to be made between third-party administrators. marketing 
consultants. or persons listed in subdivision (3) of this subsection 
and the PSO; 

ill A statement generally describing the provider sponsored 
organization. its sponsoring providers. its health care plan or plans. 
facilities, and personnel; 

ill A copy of the hospital license of each sponsoring provider that is a 
hospital, a copy of the license to practice medicine of each 
sponsoring provider or owner of a sponsoring provider that is a 
licensed physician. and a copy of the health care service or facility 
license held by any other licensed sponsoring provider: 

.(fil Financial statements showing the applicant's assets. liabilities, 
sources of financial support. and the financial statements of each 
sponsoring provider that holds greater than a five percent (5%) 
interest in the PSO showing the sponsoring provider's assets. 
liabilities, and sources of support. If the applicant's or any such 
sponsoring provider's financial affairs are audited by independent 
certified public accountants. a copy of the applicant's or 
sponsoring provider's most recent regular certified financial 
statement shall be considered to satisfy this requirement unless the 
Department directs that additional or more recent financial 
information is required for the proper administration of this 
Article: 

.(2l If the applicant's obligations under G.S, 131E-282. 131E-283. 131E-
297. 131E-298. and 131E-299 are guaranteed by one or more 
guarantors: 
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~ Documentation that each guarantor meets the following 
requirements: 
L The guarantor is a legal entity authorized to conduct 

business in North Carolina. 
~ The guarantor is not under federal bankruptcy or 

State receivership or rehabilitation proceedings, 
~ The guarantor has a net worth, not including other 

guarantees. intangibles. and restricted reserves. egual 
to three times the amount of the PSO's guarantee. 

b. Financial statements showing each guarantor's assets, 
liabilities, and source of financial support. 

~ If a guarantor's financial affairs are audited by independent 
certified public accountants, a copy of the guarantor's most 
recent regular audited financial statement shall be 
considered to satisfy this requirement unless the Department 
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1 directs that additional or more recent financial information 
2 is reguired for the proper administration of this Article. 
3 d. The &uarantee document, includin& a statement of the 
4 financial obli&ation covered by the &uarantee. an a&reement 
5 to unconditionally fulfill the financial obli&ations covered by 
6 the &uarantee. an a&reement not to subordinate the 
7 &uarantee to any other claim on the resources of the 
8 &uarantor and a declaration that the &uarantor must act on a 
9 timely basis to satisfy the financial obli&ations covered by 

10 the &uarantee; 
11 Dfil A financial plan. satisfactmy to the Department, coverin& the first 
12 12 months of operation under the PSO's Medicare contract and 
13 which meets the reguirements of G.S. 131E-283. If the financial 
14 plan projects losses, the financial plan must cover the period 
15 throu&h 12 months beyond the projected breakeven: 
16 Ull A statement reasonably describin& the &eo&raphic area or areas to 
17 be served; 
18 !..121 A description of the procedures to be implemented to meet the 
19 protection a&ainst insolvency reguirements of G.S. 131E-298; and 
20 (13). Any other information the Department may reguire to make the 
21 determinations reguired in G.S. 131E-282. 
22 "§ 131E-281. Additional information. 
23 (a) In addition to the information filed under G.S. 131E-280, each application 
24 shall include a description of the following: 
25 ill The pro&ram to be used to evaluate whether the applicant's 
26 network of sponsorin& providers and contracted providers is 
27 sufficient, in numbers and types of providers. to assure that all 
28 health care services will be accessible without unreasonable delay; 
29 ill The pro&ram used to evaluate whether the sponsorin& providers 
30 provide a substantial portion of services under each Medicare 
31 contract of the PSO; 
32 ill The pro&ram to be used for verifyin& provider credentials; 
33 fil The utilization review program for the review and control of 
34 health care services provided or paid for by the applicant: 
35 ill The guality mana&ement pro&ram to assure guality of care and 
36 health care services mana&ed and provided throu&h the health care 
37 plan: and 
38 ill The applicant's network of sponsorin& providers and contracted 
39 providers and evidence of the ability of that network to provide all 
40 health care services other than out-of-network services and 
41 emer&ency services to the applicant's prospective beneficiaries. 
42 (b) The Department may promul&ate rules and regulations exemptin& from the 
43 filin& reguirements of subsection (a) of this section those items it deems unnecessary. 
44 "§ 131E-282. Issuance of license. 
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1 (a) Before issuing a PSO license, the Department may make an examination or 
2 investigation as it deems ex,pedient. The Department shall issue a license after 
3 receipt of a substantially complete application and upon satisfaction of the following 
4 reguirements: 
5 ill 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 

ill 

ill 

ill 

ill 

The applicant is duly organized as · a provider sponsored 
organization as defined by this Article. 
The PSO has initially a minimum net worth of one million five 
hundred thousand dollars ($1,500.000). In the event the PSO 
submits a financial plan that demonstrates that the PSO does not 
have to create but has or has available to it an administrative 
infrastructure that shall reduce the PSO's start-up costs. the 
Department may lower the initial minimum net worth reguired to 
one million dollars ($1,000,000) or to any lower amount as 
determined by the Department if the PSO operates primarily in 
rural areas. 
The PSO shall have at least seven hundred fifty thousand dollars 
($750,000) in cash or eguivalents on its balance sheet. except that 
the Department may permit a PSO operating primarily in rural 
areas to have a lesser amount held in cash or eguivalents on its 
balance sheets. 
The applicant submits a financial plan satisfactozy to the 
Department which covers the first 12 months of operation of the 
PSO's Medicare contract and which meets the reguirements of 
G.S. 131E-283. If the plan projects losses. the financial plan shall 
cover the period through 12 months beyond projected breakeven. 
The Department determines that the applicant has sufficient cash 
flow to meet its obligations as they become due. In making that 
determination, the Department shall consider the following: 
a. The timeliness of payment; __ 
b. The extent to which the current ratio is maintained at one 

to one, or whether there is a change in the current ratio 
over a period of time; and 

c. The availability of outside financial resources. 
34 (b) In calculating the net worth of a PSO, the Department shall admit the 
35 following: 
36 
37 
38 
39 
40 
41 
42 
43 
44 

ill 

ill 

ill 
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One hundred percent (100%) of the book value of health care 
delivezy assets on the balance sheet of the applicant. 
One hundred percent {100%) of the value of cash and cash 
eguivalents on the balance sheet of the applicant. 
If at least one million dollars ($1,000.000) of the initial minimum 
net worth reguirement is met by cash or cash eguivalents. then one 
hundred percent (100%) of the book value of the PSO's intangible 
assets up to twenty percent (20%) of the minimum net worth 
amount reguired. If less than one million dollars ($1,000,000) of 
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1 the initial minimum net worth reg,uirement is met by cash or cash 
2 eg,uivalents or if the Department has used its discretion to reduce 
3 the initial net worth reg,uirement below one million five hundred 
4 thousand dollars ($1,500,000), then the Department shall admit one 
5 hundred percent (100%) of the book value of intangible assets of 
6 the PSO up to ten percent {10%) of the minimum net worth 
7 amount reg,uired. 
8 ill. Standard accounting principles treatment shall be given to other 
9 assets of the PSO not used in the delivery of health care for the 

10 purposes of meeting the minimum net worth reg,uirement. 
11 ill Deferred acg,uisition costs shall not be admitted. 
12 "§ 131E-283. Financial plan. 
13 (a) The financial plan shall include the following: 
14 ill A detailed marketing plan: 
15 ill Statements of revenue and expense on an accrual basis: 
16 ill Cash flow statements; 
17 ill. Balance sheets; and 
18 ill The assumptions and justifications in support of the financial plan. 
19 {b) In the financial plan, the PSO shall demonstrate that it has the resources 
20 available to meet the projected losses for the entire period to breakeven. Except for 
21 the use of guaranties as provided in subsection (c) of this section, letters of credit as 
22 provided in subsection (e) of this section, and other means as provided in subsection 
23 (0 of this section, the resources must be assets on the balance sheet of the PSO in a 
24 form that is either cash or convertible to cash in a timely manner, pursuant to the 
25 financial plan. 
26 (c) Guaranties shall be acceptable as a resource to meet projected losses, under 
27 the following conditions: 
28 ill For the first year of the PSO's operation of the PSO's Medicare 
29 contract, the guarantor must provide the PSO with . cash or cash 
30 eg,uivalents to fund the projected losses, as follows: 
31 ~ Prior to the beginning of the first g,uarter, in the amount of 
32 the projected losses for the first two g,uarters; 
33 h.. Prior to the beginning of the second g,uarter. in the amount 
34 of the projected losses through the end of the third g,uarter: 
35 and 
36 £.. Prior to the beginning of the third g,uarter, in the amount of 
37 the projected losses through the end of the fourth g,uarter, 
38 ill If the guarantor provides the cash or cash eg,uivalents to the PSO 
39 in a timely manner on the above schedule, this funding shall be 
40 considered in compliance with the guarantor's commitment to the 
41 PSO, In the third g,uarter, the PSO shall notify the Department if 
42 the PSO intends to reduce the period of funding of projected 
43 losses. The Department shall notify the PSO within 60 days of 
44 receiving the PSO's notice if the reduction is not acceptable, 
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1 ill If the above guaranty reguirements are not met. the Department 
2 may take appropriate action. such as reguiring funding of projected 
3 losses through means other than a guaranty. The Department 
4 retains discretion which shall be reasonably exercised to reguire 
5 other methods or timing of funding, considering factors such as the 
6 financial condition of the guarantor and the accuracy of the 
7 financial plan. 
8 {d) The Department may modify the conditions in subsection (c) of this section in 
9 order to clarify the acceptability of guaranty arrangements. 

10 (e) An irrevocable, clean, unconditional letter of credit may be used as an 
11 acceptable resource to fund projected losses in place of cash or cash eguivalents if 
12 satisfactory to the Department. 
13 (0 If approved by the Department, based on appropriate standards promulgated 
14 by the Department. PSOs may use the following to fund projected losses for periods 
15 after the first year: lines of credit from regulated financial institutions, legally binding 
16 agreements for capital contributions, or other legally binding contracts of a similar 
17 level of reliability. 
18 (g) The exceptions in subsections (c), {d), and (e) of this section may be used in 
19 an appropriate combination or seguence. 
20 11 § 131E-284. Modifications. 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 

(a) A provider sponsored organization shall file a notice describing any significant 
change in the information reguired by the Department under G.S. 131E-280. Such 
notice shall be filed with the Department prior to the change. If the Department 
does not disapprove within 90 days after the filing, this modification shall be 
considered approved. Changes subject to the terms of this section include expansion 
of service area, addition or deletion of sponsoring providers, changes in provider 
contract forms. and group contract forms when the distribution of risk is significantly 
changed, and any other changes that the Department describes in properly adopted 
rules. Every PSO shall report to the Department for the Department's information 
material changes in the network of sponsoring providers and affiliated providers of 
services to beneficiaries enrolled with the PSO. the addition or deletion of any 
Medicare contracts of the PSO or any other information the Department may reguire. 
This information shall be filed with the Department within 15 days after 
implementation of the reported changes, Every PSO shall file with the Department 
all subseguent changes in the information or forms that are reguired by this Article to 
be filed with the Department, 

{b) The Department may adopt rules exempting from the filing reguirements of 
subsection (a) of this section those items it considers unnecessary. 
"§ 131E-285. Deposits. 

(a) At the time of application. the Department shall reguire a deposit of one 
hundred thousand dollars ($100,000) in cash or securities or a combination thereof 
for all provider sponsored organizations. The deposits shall be included in the 
calculations of a PSO's or applicant's net worth. 
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1 {b) All deposits reguired by this section shall be restricted to use in the event of 
2 insolvency to help assume continuation of services or pay costs associated with 
3 receivership or liguidation. 
4 "§ 131E-286, Ongoing financial standards - net worth. 
5 (a) Beginning the first day of operation of the PSO and except as otherwise 
6 provided in subsection (d) of this section, evezy PSO shall maintain a minimum net 
7 worth egual to the greatest of the following amounts: 
8 ill One million dollars ($1,000,000): 
9 ill Two percent (2%) of annual premium revenues as reported on the 

10 most recent annual financial statement filed with the Department 
11 on the first one hundred fifty million dollars {$150,000.000) of 
12 premium and one percent (1%) of annual premium on the 
13 premium in excess of one hundred fifty million dollars 
14 ($150,000,000); 
15 ill An amount egual to the sum of three months uncovered health 
16 care e:q,enditures as reported on the most recent financial 
17 statement filed with the Department; 
18 ill An amount egual to the sum of: 
19 a. Eight percent (8%) of annual health care e:q,enditures paid 
20 on a noncapitated basis to nonaffiliated providers as 
21 reported on the most recent financial statement filed with 
ll ~D~~~Af;~d 
23 b. Four percent (4%) of annual health care expenditures paid 
24 on a capitated basis to nonaffiliated providers plus annual 
25 health care e:q,enditures paid on a noncapitated basis to 
26 affiliated providers: and 
27 ~ Zero percent (0%) of annual health care e:q,enditures paid 
28 on a capitated basis to affiliated providers regardless of 
29 downstream arrangements from the affiliated provider. 
30 (b) In calculating net worth, liabilities shall not include fully subordinated debt or 
31 subordinated liabilities. For purposes of this provision, subordinated liabilities are 
32 claims liabilities otherwise due to providers that are retained by the PSO to meet net 
33 worth requirements and are fully subordinated to all creditors. 
34 (c) In calculating net worth for purposes of this section, the items described in 
35 G.S. 131E-282(b) shall be admitted. except as follows: 
36 ill For intangible assets. if at least the greater of one million dollars 
37 ($1,000.000) or sixty-seven percent (67%) of the ongoing minimum 
38 net worth requirement is met by cash or cash eguivalents, then the 
39 Department shall admit the book value of intangible assets up to 
40 twenty percent (20%) of the minimum net worth amount reguired. 
41 If less than the greater of one million dollars ($1,000,000) or sixty-
42 seven percent (67%) of the ongoing minimum net worth 
43 reguirement is met by cash or cash eguivalents. then the 
44 Department shall admit the book value of intangible assets up to 
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ten percent (10%) of the minimum net worth amount required; 
and 

3 ill Deferred acquisition costs shall not be admitted. 
4 (d) The Department may lower the minimum ongoing net worth threshold, and 
5 the amount held in cash or cash equivalents for PSOs that operate primarily in rural 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

areas, 
(e) During the start-up phase of the PSO, the pre-break-even financial plan 

requirements shall apply, After the point of break-even, the financial plan 
requirement shall address cash needs and the financing required for the next three 
years. 

(0 If a PSO, or the legal entity of which the PSO is a component, did not earn a 
net operating surplus during the most recent fiscal year, the PSO shall submit a 
financial plan, satisfactory to the Department. meeting all of the requirements 
established for the initial financial plan. 
"§ 131E-287. Reporting, 

(a) The PSO shall file with the Department financial information relating to PSO 
solvency standards described in this Article, according to the following schedule: 

ill On a guarterly basis until break-even: and 
ill On an annual basis after break-even, if the PSO has a net 

ill 
operating surplus: or 
On a quarterly or monthly basis, as specified by the Department, 
after break-even, if the PSO does not have a net operating surplus. 

(b) To the extent not preempted by federal law or otherwise mandated by the 
Medicare program, the PSO shall annually, on or before the first day of March of 
each year, file in the office of the Secretary the following information for the previous 
calendar year: 

ill 

ill 

ill 
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The number of and reasons for grievances received from Medicare 
beneficiaries enrolled with the PSO under the PSO's Medicare 
contract regarding medical treatment. The report shall include the 
number of covered lives. total number of grievances categorized by 
reason for the grievance, the number of grievances referred to the 
second level grievance review, the number of grievances resolved 
at each level and their resolution and a description of the actions 
that are being taken to correct the problems that have been 
identified through grievances received. Every PSO shall file with 
the Department, as part of its annual grievance report, a certificate 
of compliance stating that the PSO has established and follows, for 
its Medicare contract, grievance procedures that comply with G.S. 
131E-314. 
The number of Medicare beneficiaries enrolled with the PSO 
under the PSO's Medicare contract who terminated their 
enrollment with the PSO for any reason. 
The number of provider contracts between the PSO and network 
providers for the provision of covered services to Medicare 
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beneficiaries that were terminated and reasons for termination. 
This information shall include the number of providers leaving the 
PSO network and the number of new providers in the network. 
The report shall show voluntary and involuntary terminations 
separately. 
Data relating to the utilization, quality, availability. and 
accessibility of service. The report shall include the following: 
a. Information on the PSO's program to determine the level of 

network availability. as measured by the numbers and types 
of network providers, required to provide covered services 
to covered persons. This information shall include the 
PSO's methodology under its Medicare+Choice program 
for: 
L. Establishing performance targets for the numbers and 

types of providers by specialty, area of practice, or 
facility type, for each of the following categories: 
primary care physicians, specialty care physicians, 
nonphysician health care providers, hospitals, and 
nonhospital health care facilities. 
Determining when changes in PSO 
Medicare+ Choice program enrollees will necessitate 
changes in the provider network. 

The report shall also include: the availability performance targets 
for the previous and current years: the numbers and types of 
providers currently participating in the PSO's provider network: 
and an evaluation of actual plan performance against performance 
targets, 
b. The PSO's method for arranging or providing health care 

services from nonnetwork providers, both within and outside 
of its service area, when network providers are not available 
to provide covered services, 
Information on the PSO's program under its 
Medicare+ Choice program to determine the level of 
provider network accessibility necessary to serve its 
Medicare enrollees. This information shall include the 
PSO's methodology for establishing performance targets for 
member access to covered services from primary care 
physicians, specialty care physicians, nonphysician health 
care providers, hospitals, and nonhospital health care 
facilities. The methodology shall establish targets for: 
L. The proximity of network providers to members, as 

measured by member driving distance, to access 
primary care, specialty care, hospital-based services, 
and services of nonhospital facilities. 
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1 2. Ex.pected waiting time for appointments for urgent 
2 care, acute care. specialty care, and routine services 
3 for prevention and wellness. 
4 The report shall also include: the accessibility performance 
5 targets for the previous and current years: data on actual 
6 overall accessibility as measured by driving distance and 
7 average appointment waiting time; and an evaluation of 
8 actual Medicare+ Choice plan performance against 
9 performance targets. Measures of actual accessibility may be 

10 developed using scientifically valid random sample 
11 techniques. 
12 dz. A statement of the PSO's methods and standards for 
13 determinin&; whether in-network services are reasonably 
14 available and accessible to a Medicare enrollee for the 
15 purpose of determining whether such enrollee should 
16 receive the in-network level of coverage for services 
17 received from a nonnetwork provider. 
18 e. A description of the PSO's program to monitor the 
19 adequacy of its network availability and accessibility 
20 methodologies and performance targets, Medicare + Choice 
21 plan performance, and network provider performance. 
22 f:. A summary of the PSO's utilization review program 
23 activities for the previous calendar year under its 
24 Medicare+ Choice pro&ram. The report shall include the 
25 number of: each type of utilization review performed, 
26 non certifications for each type of review, each type of 
27 review appealed, and appeals settled in favor of Medicare 
28 enrollees. The report shall be accompanied by a 
29 certification from the carrier that it has established and 
30 follows procedures that comply with G.S. 131E-314. 
31 ill Aggregate financial compensation data, including the percentage of 
32 providers paid under a capitation arrangement. discounted fee-for-
33 service or salary. the services included in the capitation payment, 
34 and the range of compensation paid by withhold or incentive 
35 payments, This information shall be submitted on a form 
36 prescribed by the Department. 
37 The name. or group or institutional name, of an individual provider may not be 
38 disclosed pursuant to this subsection. No civil liability shall arise from compliance 
39 with the provisions of this subsection, provided that the acts or omissions are made in 
40 good faith and do not constitute gross negligence. willful or wanton misconduct, or 
41 intentional wrongdoing. 
42 (c) Disclosure Requirements. -- To the extent not otherwise prohibited by federal 
43 law or under the terms of the PSO's Medicare contract. each PSO shall provide the 
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1 following aiwlicable information to Medicare beneficiaries enrolled with the PSO 
2 under the PSO's Medicare contract and bonafide prospective enrollees upon request: 
3 ill The evidence of coverage under the Medicare+ Choice plan 
4 provided by the PSO to Medicare beneficiaries under the terms of 
5 the PSO's Medicare contract: 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 

ill 

ill 

ill 

An e.:x;planation of the utilization review criteria and treatment 
protocol under which treatments are provided for conditions 
specified by the prospective enrollee. This e.:x;planation shall be in 
writin& if so requested: 
If denied a recommended treatment, written reasons for the denial 
and an e.:x;planation of the utilization review criteria or treatment 
protocol upon which the denial was based: 
The plan's restrictive formularies or prior approval requirements 
for obtainin& prescription dru&s, whether a particular drug or 
therapeutic class of drugs is excluded from its formulazy, and the 
circumstances under which a nonformulazy dru& may be covered: 
and 

ill The procedures and medically based criteria under the PSO's 
Medicare contract for determinin& whether a specified procedure. 
test. or treatment is experimental. 

(d) Effective Januazy 1, 1999, PSOs shall make the reports that are required under 
subsection (b) of this section and that have been filed with the Department available 
on their business premises and shall provide any Medicare beneficiazy enrolled with 
the PSO access to them upon request, unless otherwise prohibited by federal law or 
under the terms of the PSO's Medicare contract. 

(e) Evezy PSO licensed under this Article shall annually on or before the first day 
of March of each year, file in the office of the Secretazy a sworn statement verified by 
at least two of the principal officers of the PSO showing its condition on the thirty­
first day of December, then next preceding: which shall be in such form as the 
Secretazy shall prescribe, In case the PSO fails to file the annual statement as herein 
reguired, the Secretazy is authorized to suspend the license issued to the PSO until 
the statement shall be properly filed. 
"§ 131E-288. Liquidity. 

(a) Each PSO shall have sufficient cash flow to meet its obligations as they 
become due. In determinin& the ability of a PSO to meet this reguirement. the 
Department shall consider the followin&: 

ill The timeliness of payment: 
ill The extent to which the current ratio is maintained at one to one 

or whether there is a chan&e in the current ratio over a period of 
time: and 

ill The availability of outside financial resources. 
(b) The followin& correspondin& remedies apply: 

Page 16 House Bill 1455 



• 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 

GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1997 

ill If the PSO fails to pay obligations as they become due, the 
Department shall reguire the PSO to initiate corrective action to 
pay all overdue obligations. 

ill The Department may reguire the PSO to initiate corrective action 
if either of the following is evident: (i) the current ratio declines 
si~ificantly; or (ii) there is a continued downward trend in the 
current ratio. The corrective action may include a change in the 
distribution of assets. a reduction of liabilities. or alternative 
arrangements to secure additional funding reguirements to restore 
the current ratio to one to one. 

ill If there is a change in the availability of the outside resources, the 
Department shall require the PSO to obtain funding from 

13 alternative financial resources. 
14 (c) Nothing in the foregoing liquidity reguirements shall be interpreted to reguire 
15 the PSO to maintain a current ratio of one to one if the PSO can demonstrate to the 
16 Department that it is able to pay its obligations as they become due and the current 
17 ratio maintained by the PSO has neither declined significantly nor is on a continued 
18 downward trend. 
19 "§ 131E-289. Minimum of net worth that must be in cash or cash equivalents. 
20 (a) Except as otherwise provided in subsection (b) of this section, each PSO shall, 
21 on an ongoing basis, maintain a minimum net worth in cash or cash eguivalents of 
22 the greater of: 
23 ill Seven hundred fifty thousand dollars ($750,000) cash or cash 

eguivalents; or 24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

ill Forty percent (40%) of the minimum net worth required. 
(b) The Department may lower the threshold for minimum net worth held in cash 

or cash equivalents by PSOs that operate primarily in rural areas, 
(c) Cash or cash eguivalents held to meet the net worth reguirement shall be 

current assets of the PSO. 
"§ 131E-290. Prohibited practice. · 

(a) No provider sponsored organization or sponsoring provider. unless licensed as 
an insurer under Chapter 58 of the General Statutes may use in its name. contracts. 
or literature any of the words 'insurance', 'casualty' 1 'surety', 'mutual' 1 or any other 
words descriptive of the insurance, casualty. or surety business or deceptively similar 
to the name or description of any insurance or surety corporation doing business in 
this State. 

(b) No provider sponsored organization or sponsoring provider shall engage in 
any activity or conduct which is prohibited by the terms of the PSO's Medicare 
contract. 

(c) Unless otherwise preempted by federal law or mandated by the Medicare 
program, a PSO shall not discriminate with respect to participation, reimbursement. 
or indemnification as to any provider who is acting within the scope of the provider's 
license or certification under applicable State law. solely on the basis of that license 
or certification. This subsection does not preclude a PSO from including providers 
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1 only to the extent necessary to meet the needs of the organization's enrollees or from 
2 establishin~ any measure desi~ned to maintain quality and control costs consistent 
3 with the responsibilities of the organization. 
4 "§ 131E-291. Collaboration with local health departments. 
5 A provider sponsored organization and a local health department shall collaborate 
6 and cooperate within available resources regarding health promotion and disease 
7 prevention efforts that are necessary to protect the public health. 
8 "§ 131E-292. Coveraee. 
9 (a) Provider sponsored organizations subject to this Article shall provide coverage 

10 for the medically appropriate and necessary services specified under the PSO's 
11 Medicare contract. 
12 (b) In the event a PSO's Medicare contract or federal law, regulations, or rules 
13 governing coverage by the PSO of items or services to Medicare beneficiaries permits 
14 a PSO, sponsoring provider, or participating provider to object on moral or religious 
15 grounds to providing an item or service to Medicare beneficiaries, it is the policy of 
16 this State to permit this objection and allow the participating provider to refuse to 
17 provide the item or service. 
18 "§ 131E-293. Rates. 
19 Rates charged by provider sponsored organizations to the Medicare program and 
20 charges by PSOs and sponsoring providers for items or services to beneficiaries shall 
21 be governed by the terms of the PSO's Medicare contract. 
22 "§ 131E-294. Consumer protection and quality standards. 
23 (a) Unless otherwise preempted by federal law or mandated by the Medicare 
24 program, the Department shall apply to provider sponsored organizations the same 
25 standards and requirements that the Department of Insurance applies to health 
26 maintenance organizations under Chapter 58 of the General Statutes with respect to 
27 the following consumer protection and quality matters: 
28 ill Quality management programs (11 NCAC 20.0500, et seq.); 
29 al Utilization review procedures ( G,S. 58-67-61 and G.S, 58-67-62); 
30 ill Unfair or deceptive trade practices (Article 63 of Chapter 58 of the 
31 General Statutes); 
32 ill Antidiscrimination (G.S. 58-3-25(b) and (c), 58-3-120; 58-63-15(7). 
33 and 58-67-75); 
34 ill Provider accessibility and availability (11 NCAC 20.0300. et seq.); 
35 (fil Network provider credentialing (11 NCAC 20.0400. et seq.); and 
36 ill Data reporting requirements under G.S. 58-67-50(e). 
37 "§ 131E-295. Powers of insurers and medical service corporations. 
38 Notwithstanding any provision of the insurance and hospital or medical service 
39 corporation laws contained in Articles 1 through 67 of Chapter 58 of the General 
40 Statutes, an insurer or a hospital or medical service corporation may contract with a 
41 provider sponsored organization to provide insurance or similar protection against 
42 the cost of care provided through provider sponsored organizations and their 
43 sponsoring providers to beneficiaries and to provide coverage in the event of the 
44 failure of the provider sponsored or~anization or its sponsoring providers to meet its 
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1 obligations under the PSO's Medicare contract. The beneficiaries of a provider 
2 sponsored organization constitute a permissible group under these laws. Among 
3 other things. under these contracts. the insurer or hospital or medical service 
4 cor_poration may make benefit payments to provider sponsored organizations for 
5 health care services rendered by providers pursuant to the health care plan. 
6 11 § 131E-296. Examinations, 
7 The Department may make an examination of the affairs of any provider 
8 sponsored or~anization and the contracts. a~eements. or other arrangements 
9 pursuant to its health care plan as often as the Department considers necessary for 

10 the protection of the interests of the people of this State but not less frequently than 
11 once every three years, 
12 11 § 131E-297. Hazardous financial condition, 
13 · (a) Whenever the financial condition of any provider sponsored or~anization 
14 indicates a condition such that the continued operation of the provider sponsored 
15 organization might be hazardous to its beneficiaries, creditors, or the general public, 
16 then the Department may order the provider sponsored or~anization to take any 
17 action that may be reasonably necessary to rectify the existing condition. including 
18 one or more of the following steps: 
19 ill To reduce the total amount of present and potential liability for 
20 benefits by reinsurance; 
21 ill To reduce the volume of new business being accepted; 
22 ill To reduce the expenses by specified methods; 
23 ill To suspend or limit the writing of new business for a period of 
24 time; 
25 ill To require an increase to the provider sponsored or~anization's 
26 net worth by contribution; 
27 .(fil To add or delete sponsorin~ providers; 
28 ill To increase the amount of payments from the PSO which 
29 sponsorin~ providers agree to forego: or 
30 W. To require additional ~uaranties from sponsoring providers or from 
31 parents of sponsorin~ providers. 
32 (b) If the Department determines that the standards in G.S. 131E-286. 131£-288. 
33 and 131£-289 do not provide sufficient early warning that the continued operation of 
34 any provider sponsored organization might be hazardous to its beneficiaries, 
35 creditors. or the general public. the Department may adopt rules to set uniform 
36 standards and criteria for such an early warning and to set standards for evaluating 
37 the financial condition of any provider sponsored or~anization. which standards shall 
38 be consistent with the pur_poses expressed in subsection (a) of this section. 
39 11 § 131E-298. Protection against insolvency. 
40 (a) The Department shall require deposits in accordance with the provisions of 
41 G.s, 131E-285, 
42 (b) If a provider sponsored organization fails to comply with the net worth 
43 requirements of G.S. 131£-286. the Department may take appropriate action to assure 
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1 that the continued operation of the provider sponsored organization will not be 
2 hazardous to the beneficiaries enrolled with the PSO. 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
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38 
39 
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44 

(c) Every provider sponsored organization shall have and maintain at all times an 
adequate plan for protection against insolvency acceptable to the Department. In 
determining the adequacy of such a plan. the Department shall consider: 

ill A reinsurance a~eement preapproved by the Department covering 
excess loss, stop-loss. or catastrophies. The agreement shall 
provide that the Department will be notified no less than 60 days 
prior to cancellation or reduction of coverage: 

ill A conversion policy or policies that will be offered by an insurer 
to the beneficiaries in the event of the provider sponsored 
organization's insolvency: 

ill Legally binding unconditional guaranties by adequately capitalized 

(4l 

sponsoring provider or adequately capitalized sponsoring 
corporations of sponsoring providers: 
Legally binding obligations of sponsoring providers to forego 
payment for items or services provided by the sponsoring provider 
in order to avoid the financial insolvency of the PSO; 

ill Legally binding obligations of sponsoring providers or parents of 
sponsoring providers to make capital infusions to the PSO; and 

.(fil Any other arrangements offering protection against insolvency that 
the Department may require. 

"§ 131E-299. Hold harmless agreements or special deposit. 
(a) Unless the PSO maintains a special deposit in accordance with subsection (b) 

of this section, each contract between every PSO and a participating provider of 
health care services shall be in writing and shall set forth that in the event the PSO 
fails to pay for health care services as set forth in the contract, the Medicare 
subscriber or beneficiary shall not be liable to the provider for any sums owed by the 
PSO. No. other provisions of these contracts shall, under any circumstances, change 
the effect of this provision, No participating ·provider or agent. trustee, or assignee 
thereof may maintain any action at law against a subscriber or beneficiary to collect 
sums owed by the PSO. 

{b) In the event that the participating provider contract has not been reduced to 
writing or that the contract fails to contain the required prohibition, the PSO shall 
maintain a special deposit in cash or cash equivalent as follows: 
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ill If at any time uncovered ex;penditures exceed ten percent (10%) of 
total health care ex;penditures the PSO shall either: 
a. Place an uncovered ex;penditures insolvency deposit with the 

Department, or with any organization or trustee acceptable 
to the Department through which a custodial or controlled 
account is maintained, cash or securities that are acceptable 
to the Department, This deposit shall at all times have a 
fair market value in an amount of one hundred twenty 
percent {120%) of the PSO's outstanding liability for 
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1 uncovered eJWenditures for enrollees, including incurred but 
2 not reported claims, and shall be calculated as of the first 
3 day of the month and maintained for the remainder of the 
4 month. If a PSO is not otherwise required to file a quarterly 
5 report. it shall file a report within 45 days of the end of the 
6 calendar quarter with information sufficient to demonstrate 
7 compliance with this section: or 
8 b. Maintain adequate insurance or a guaranty arrangement 
9 approved in writing by the Department, to pay for any loss 

10 to beneficiaries claiming reimbursement due to the 
11 insolvency of the PSO. The Department shall approve a 
12 guaranty arrangement if the guarantying organization is a 
13 sponsoring provider, has been operating for at least 10 years 
14 and has a net worth, including organization-related land, 
15 buildings, and equipment of at least fifty million dollars 
16 ($50,000,000), unless the Department finds that the approval 
17 of this guaranty may be financially hazardous to 
18 beneficiaries, 
19 al The deposit reguired under sub-subdivision a. of subdivision (1) of 
20 this subsection is an admitted asset of the PSO in the 
21 determination of net worth. All income from these deposits or 
22 trust accounts shall be assets of the PSO and may be withdrawn 
23 from the deposit or account quarterly with the approval of the 
24 Department; 
25 ill A PSO that has made a deposit may withdraw that deposit or any 
26 part of the deposit if (i) a substitute deposit of cash or securities of 
27 egual amount and value is made, (ii) the fair market value exceeds 
28 the amount of the required deposit, or (iii) the required deposit 
29 under this subsection is reduced or eliminated. Deposits, 
30 substitutions, or withdrawals may be made only with the prior 
31 written approval of the Department; 
32 @ The deposit required under sub-subdivision a. of subdivision (1) of 
33 this section is in trust and may be used only as provided under this 
34 section. The Department may use the deposit of an insolvent PSO 
35 for administrative costs associated with administering the deposit 
36 and payment of claims of enrollees of the PSO. 
37 (c) Whenever the reimbursements described in this section exceed ten percent 
38 (10%) of the PSO's total costs for health care services over the immediately 
39 preceding six months. the PSO shall file a written report with the Department 
40 containing the information necessazy to determine compliance with sub-subdivision a. 
41 of subdivision (1) of subsection (b) of this section no later than 30 business days from 
42 the first day of the month. Upon an adequate showing by the PSO that the 
43 reguirements of this section should be waived or reduced, the Department may waive 
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1 or reduce these reQuirements to an amount it deems sufficient to protect beneficiaries 
2 of the PSO consistent with the intent and purpose of this Article. 
3 "§ 131E-300. Continuation of benefits. 
4 The Department shall reQuire that each PSO have a plan for handling insolvency, 
5 which plan allows for continuation of benefits for the duration of the contract period 
6 for which premiums have been paid and continuation of benefits to beneficiaries who 
7 are confined in an inpatient facility until their discharge or expiration of benefits. In 
8 considering such a plan, the Department may reQuire: 
9 ill Insurance to cover the expenses to be paid for benefits after an 

10 insolvency: 
11 ill Provisions in provider contracts that obligate the provider to 
12 provide services for the duration of the period after the PSO's 
13 insolvency for which premium payment has been made and until 
14 the beneficiaries' discharge from inpatient facilities: 
15 ill Insolvency reserves as the Department may reQuire: 
16 @ Letters of credit acceptable to the Department; 
17 ill Additional guaranties from a sponsoring provider of the PSO or 
18 from the parent of a sponsoring provider: 
19 .(fil Legally binding obligations of sponsoring providers to forego 
20 payment from the PSO for services provided to beneficiaries in 
21 order to avoid the insolvency of the PSO; and 
22 ill Any other arrangements to assure that benefits are continued as 
23 specified, 
24 "§ 131E-301. Insolvency. 
25 (a) In the event of an insolvency of a PSO upon order of the Department. all 
26 providers that were sponsoring providers of the PSO within the previous 12 months 
27 from the order of the Department shall, for 30 days after the order, offer all 
28 beneficiaries enrolled with the insolvent PSO covered services without charge other 
29 than for any applicable co-payments, deductibles, or coinsurance permitted to be 
30 charged to beneficiaries under the PSO's Medicare contract. 
31 (b) If the Department determines that the sponsoring providers lack sufficient 
32 health care delivery resources to assure that health care services will be available and 
33 accessible to all of the beneficiaries of the insolvent PSO, then, in the event the 
34 Health Care Financing Administration of the United States Department of Health 
35 and Human Services fails to make such allocations in a timely manner, the 
36 Department shall allocate the insolvent PSO's contracts for these groups among all 
37 other PSOs that operate within a portion of the insolvent PSO's service area, taking 
38 into consideration the health care delivery resources of each PSO. Each PSO to 
39 which beneficiaries are so allocated by the Department shall offer such group or 
40 groups that PSO's existing coverage that is most similar to each beneficiary's 
41 coverage with the insolvent PSO at rates determined in accordance with the successor 
42 PSO's existing rating methodology, 
43 (c) Taking into consideration the health care delivery resources of each such PSO, 
44 then in the event the Health Care Financing Administration of the U.S. Department 
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1 of Health and Human Services fails to make such allocations in a timely manner, the 
2 Department shall also allocate among all PSOs that operate within a portion of the 
3 insolvent PSO's service area the insolvent PSO's beneficiaries who are unable to 
4 obtain other coverage, Each PSO to which beneficiaries are so allocated by the 
5 Department shall offer such beneficiaries that PSO's existing coverage for individual 
6 or conversion coverage as determined by the beneficiary's type of coverage in the 
7 insolvent PSO at rates determined in accordance with the successor PSO's Medicare 
8 
9 
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21 
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contract. 
11 § 131E-302. Replacement coverage. 

(a) Any carrier providing replacement coverage with respect to hospital, medical, 
or surgical e:x;pense or service benefits. within a period of 60 days from the date of 
discontinuance of a prior PSO contract or policy providing these hospital, medical, or 
suq~ical e:x;pense or service benefits. shall immediately cover all beneficiaries who 
were validly covered under the previous PSO contract or policy at the date of 
discontinuance and who would otherwise be eligible for coverage under the 
succeeding carrier's contract, regardless of any provisions of the contract relating to 
hospital confinement or pregnancy. 

(b) Except to the extent benefits for the condition would have been reduced or 
excluded under the prior carrier's contract or policy, no provision in a succeeding 
carrier's contract of replacement coverage that would operate to reduce or exclude 
benefits on the basis that the condition giving rise to benefits preceded the effective 
date of the succeeding carrier's contract shall be applied with respect to those 
beneficiaries validly covered under the prior carrier's contract on the date of 
discontinuance. 
11 § 131E-303. Incurred but not reported claims. 

(a) Every PSO shall. when determining liability. include an amount estimated in 
the aggregate to provide for any unearned premium and for the payment of all claims 
for health care expenditures that have been incurred, whether reported or 
unreported, that are unpaid and for which such PSO is or may be liable: and to 
provide for the e:x;pense of adjustment or settlement of such claims. 

(b) These liabilities shall be computed in accordance with rules adopted by the 
Department upon reasonable consideration of the ascertained e:x;perience and 
character of the PSO, 
11 § 131E-304. Suspension or revocation of license. 

(a) The Department may suspend, revoke. or refuse to renew a PSO license if the 
Department finds that the PSO: 

ill Is operating significantly in contravention of its basic organizational 
document, or in a manner contrary to that described in and 
reasonably inferred from any other information submitted under 
G.S, 131E-280, unless amendments to these submissions have been 
filed with and approved by the Department; 

ill Issues evidences of coverage or uses a schedule of premiums for 
health care services that do not comply with Medicare or Medicaid 
program requirements as applicable: 
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ill No longer maintains the financial reserve specified in G.S. 131E-
286 or is no longer financially responsible and may reasonably be 
expected to be unable to meet its obligations to beneficiaries or 
prospective beneficiaries; 

ffi Knowingly or repeatedly fails or refuses to comply with any law or 
rule applicable to the PSO or with any order issued by the 
Department after notice and opportunity for a hearing; 

ill Has knowingly made to the Department any false statement or 
report: 

ill Has sponsoring providers that fail to provide a substantial 
proportion of the services under any health plan during any 12-
month period; 

ill Has itself or through any person on its behalf advertised or 
merchandised its items or services in an untrue, misrepresentative, 
misleading, or unfair manner; 

(fil If continuing to operate would be hazardous to beneficiaries; or 

18 (b} A 
19 131E-305, 

(2l Has otherwise substantially failed to comply with this Article. 
license shall be suspended or revoked only after compliance with G.S. 

20 
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(c) When a PSO license is suspended, the PSO shall not, during the suspension, 
enroll any additional beneficiaries and shall not engage in any advertising or 
solicitation. 

(d) When a PSO license is revoked. the PSO shall proceed, immediately following 
the effective date of the order of revocation, to wind up its affairs and shall conduct 
no further business except as may be essential to the orderly conclusion of the affairs 
of the PSO, The PSO shall engage in no advertising or solicitation. The Department 
may, by written order, permit any further operation of the PSO that the Department 
may find to be in the best interest of beneficiaries, to the end that beneficiaries will 
be afforded the greatest practical opportunity to obtain continuing health care 
coverage, 
"§ 131E-305. Administrative procedures. 

(a) When the Department has cause to believe that grounds for the denial of an 
anplication for a license exist. or that grounds for the suspension or revocation of a 
license exist, it shall notify the provider sponsored organization in writing specifically 
stating the grounds for denial, suspension. or revocation and fixing a time of at least 
30 days thereafter for a hearing on the matter. 

(b} After this hearing. or unon the failure of the provider sponsored organization 
to appear at this hearing. the Department shall take the action it considers advisable 
or make written findings that shall be mailed to the provider sponsored organization. 
The action of the Department shall be subject to review by the Superior Court of 
Wake County, The court may. in disposing of the issue before it, modify. affirm, or 
reverse the order of the Department in whole or in part. 
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1 (c) The provisions of Chapter 150B of the General Statutes apply to proceedings 
2 under this section to the extent that they are not in conflict with subsections (a) and 
3 (b) of this section. 
4 "§ 131E-306. Department of Insurance. 
5 At the reguest of the Department, the Department of Insurance may evaluate a 
6 PSO's compliance with any or all of the solvency reguirements set forth in this 
7 Article, Upon this reguest, the Department of Insurance shall undertake the 
8 evaluation in accordance with this Article and regulations adopted pursuant to it and 
9 shall report its evaluation to the Department in a timely manner. The Department of 

10 Insurance may collect from the applicant or PSO subject to the evaluation a fee not 
11 to exceed the fee that the Department of Insurance would be entitled to impose on a 
12 health maintenance organization for undergoing a similar evaluation. Nothing in this 
13 section limits the Department's final authority to license PSOs in accordance with 
14 this Article. 
15 
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21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

"§ 131E-307. Penalties and enforcement. 
(a) The provisions of G.S. 58-2-70, modified to replace the word 'Commissioner' 

by the word 'Department', applies to this Article. The Department may, in addition 
to or in lieu of suspending or revoking a license under G.S. 131£-304, proceed under 
G,S. 58-2-70. as so modified, provided that the provider sponsored organization has a 
reasonable time within which to remedy the defect in its operations that gave rise to 
the procedure under G.S. 58-2-70. 

(b) Any person who violates this Article shall be guilty of a Class 1 misdemeanor. 
(c) If the Department shall for any reason have cause to believe that any violation 

of this Article has occurred or is threatened, the Department may give notice to the 
provider sponsored organization and to the representatives or other persons who 
appear to be involved in such suspected violation to arrange a conference with the 
alleged violators or their authorized representatives for the pur,pose of attempting to 
ascertain the facts relating to such suspected violation, and, in the event it appears 
that any violation has occurred or is threatened, to arrive at an adeguate and effective 
means of correcting or preventing such violation. 

Proceedings under this subsection shall not be governed by any formal procedural 
reguirements and may be conducted in such manner as the Department may deem 
appropriate under the circumstances. 

(d) The Department may issue an order directing a provider sponsored 
organization or a representative of a provider sponsored organization to cease and 
desist from engaging in any act or practice in violation of the provisions of this 
Article. 

Within 30 days after service of the order of cease and desist, the respondent may 
reguest a hearing on the guestion of whether acts or practices in violation of this 
Article have occurred, These hearings shall be conducted pursuant to Chapter 150B 
of the General Statutes, and judicial review shall be available as provided by this 
Chapter. 

(e) In the case of any violation of the provisions of this Article, if the Department 
elects not to issue a cease and desist order, or in the event of noncompliance with a 
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1 cease and desist order issued pursuant to subsection (d) of this section. the 
2 Department may institute a proceeding to obtain injunctive relief, or seeking other 
3 appropriate relief. in the Superior Court of Wake County. 
4 "§ 131E-308. Statutory construction and relationship to other laws. 
5 (a) Except as otherwise provided in this Article, provisions of the insurance laws 
6 and provisions of hospital or medical service corporation laws shall not be a1mlicable 
7 to any provider sponsored organization granted a license under this Article or to its 
8 sponsoring providers when operating under such a license. This provision shall not 
9 apply to an insurer or hospital or medical service corporation licensed and regulated 

10 pursuant to the insurance laws or the hospital or medical service corporation laws of 
11 this State except with respect to its provider sponsored organization activities 
12 authorized and regulated pursuant to this Article. 
13 (b) Solicitation of beneficiaries by a provider sponsored organization granted a 
14 license. or its representatives, shall not be construed to violate any provision of law 
15 relating to solicitation or advertising by health professionals or health care providers. 
16 (c) Any provider sponsored organization licensed under this Article shall not be 
17 considered to be a provider of medicine or dentistry and shall be exempt from the 
18 provisions of Chapter 90 of the General Statutes relating to the practice of medicine 
19 and dentistry: provided, however, that this exemption does not apply to individual 
20 providers under contract with or employed by the provider sponsored organization or 
21 sponsoring providers or to the sponsoring providers. 
22 (d) Except as otherwise limited by this Article, a PSO may organize in the same 
23 manner and may exercise the same prerogatives, powers and privileges as other 
24 entities that are organized and existing under the same laws as the PSO. 
25 "§ 131E-309. Filings and reports as public documents. 
26 Except for information that constitutes a bona fide trade secret. proprietary 
27 information or competitively sensitive information of a sponsoring provider or parent 
28 of a sponsoring provider, all applications, filings, and reports reguired under this 
29 Article shall be treated as public documents. 
30 "§ 131E-310. Confidentiality of niedicalinformation. 
31 Any data or information pertaining to the diagnosis. treatment, or health of any 
32 beneficiary or applicant obtained from the person or from any provider by any 
33 provider sponsored organization or by any provider acting pursuant to its provider 
34 contract with a provider sponsored organization shall be held in confidence and shall 
35 not be disclosed to any person except to the extent that it may be necessary to carry 
36 out the purposes of this Article; or upon the express consent of the beneficiary or 
37 applicant: or pursuant to statute or court order for the production of evidence or the 
38 discovery thereof: or in the event of claim or litigation between such person and the 
39 provider sponsored organization wherein such data or information is pertinent. A 
40 provider sponsored organization shall be entitled to claim any statutory privileges 
41 against such disclosure which the provider who furnished such information to the 
42 provider sponsored organization is entitled to claim. 
43 "§ 131E-311. Conflicts; severability. 
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1 To the extent that the provisions of this Article may be in conflict with any other 
2 provision of this Chapter, the provisions of this Article shall prevail and apply with 
3 respect to provider sponsored organizations. Notwithstanding the absence of adopted 
4 rules, the Department shall continue to process applications for provider sponsored 
5 organization licenses as described in this Article. If any section, term, or provision of 
6 this Article shall be adjudged invalid for any reason, these judgments shall not affect, 
7 impair, or invalidate any other section, term, or provision of this Article, but the 
8 remaining sections, terms. and provisions shall be and remain in full force and effect, 
9 "§ 131E-312. Regulations. 

10 This Article shall be self-implementing. No later than six months after the date of 
11 enactment of this Article, the Department may adopt rules consistent with this Article 
12 to authorize and regulate provider sponsored organizations to contract directly with 
13 the federal Medicare program to provide health care services to the beneficiaries of 
14 such programs, The Department shall issue permanent rules and, may issue 
15 temporary rules, to the extent these rules may be necessary, The Department shall 
16 limit its regulation of provider sponsored organizations to the licensing and regulating 
17 of these organizations as risk bearing entities contracting directly with the Medicare 
18 program and to the consumer protection and guality standards as provided in G.S. 
19 131E-294, and shall not regulate any matters described in 42 U.S.C. § 1395W-
20 26(b)(3), or any successor thereof. 
21 "§ 131E-313. Utilization review and grievances. 
22 Unless otherwise preempted by federal law or mandated by the Medicare program, 
23 the provisions of G.S. 58-50-61 and G.S. 58-50-62 apply to a PSO licensed under this 
24 Article as if the PSO was an 'insurer' under those sections, except that the 
25 Department rather than the Commissioner of Insurance shall regulate a PSO's 
26 compliance with those sections." 
27 Section 2. G.S. 58-67-l0(b) reads as rewritten: 
28 "(b) (1) It is specifically the intention of this section to permit such persons 
29 as were providing health services on a prepaid basis on July 1, 
30 1977, or receiving federal funds under Section 254( c) of Title 42, 
31 U.S. Code, as a community health center, to continue to operate in 
32 the manner which they have heretofore operated. 
33 (2) Notwithstanding anything contained in this Article to the contrary, 
34 any person can provide health services on a fee for service basis to 
35 individuals who are not enrollees of the organization, and to 
36 enrollees for services not covered . by the contract, provided that 
37 the volume of services in this manner shall not be such as to affect 
38 the ability of the health maintenance organization to provide on an 
39 adequate and timely basis those services to its enrolled members 
40 which it has contracted to furnish under the enrollment contract. 
41 (3) This Article shall not. apply to any employee benefit plan to the 
42 extent that the Federal Employee Retirement Income Security Act 
43 of 1974 preempts State regulation thereof. 
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1 (3a) This Article does not apply to any prepaid health service or 
2 capitation arrangement implemented or administered by the 
3 Department of Health and Human Services or its representatives, 
4 pursuant to 42 U.S.C. § 1396n or Chapter 108A of the General 
5 Statutes, a provider sponsored organization or other organization 
6 certified, qualified, or otherwise approved by the Department of 
7 Health and Human Services pursuant to Article 17 of Chapter 
8 131E of the General Statutes, or to any provider of health care 
9 services participating in such a prepaid health service or capitation 

10 arrangement. Article; provided, however, that to the extent this 
11 Article applies to any such person acting as a subcontractor to a 
12 Health Maintenance Organization licensed in this State, that 
13 person shall be considered a single service Health Maintenance 
14 Organization for the purpose of G.S. 58-67-20(4), G.S. 58-67-25, 
15 and G.S. 58-67-110. 
16 (4) Except as provided in paragraphs (1), (2), (3), and (3a) of this 
17 subsection, the persons to whom these paragraphs are applicable 
18 shall be required to comply with all provisions contained in this 
19 Article. II 

20 Section 3. G.S. 90-21.22A reads as rewritten: 
21 "§ 90-21.22A. Medical review committees. 
22 (a) As used in this section, "medical review committee" means a committee 
23 composed of health care providers licensed under this Chapter that is formed for the 
24 purpose of evaluating the quality of, cost of, or necessity for health care services, 
25 including provider credentialing. "Medical review committee" does not mean a 
26 medical review committee established under G.S. 131E-95. 
27 (b) A member of a duly appointed medical review committee who acts without 
28 malice or fraud shall not be subject to liability for damages in any civil action on 
29 account of any act, statement, or proceeding undertaken, made, or performed within 
30 the scope of the functions of the committee. 
31 ( c) The proceedings of a medical review committee, the records and materials it 
32 produces, and the materials it considers shall be confidential and not considered 
33 public records within the meaning of G.8. 132 1 G.S. 132-1, 131E-309, or 6-:& 58-2-
34 100; and shall not be subject to discovery or introduction into evidence in any civil 
35 action against a provider of health care services who directly provides services and is 
36 licensed under this Chop~er er Chapter, a, PSO licensed under Article 17 of Chapter 
37 131E of the Genera.I Statutes, or a hospital licensed under Chapter 122C or Chapter 
38 131E of the General Statutes or that is owned or operated by the State, which civil 
39 action results from matters that are the subject of evaluation and review by the 
40 committee. No person who was in attendance at a meeting of the committee shall be 
41 required to testify in any civil action as to any evidence or other matters produced or 
42 presented during the proceedings of the committee or as to any findings, 
43 recommendations, evaluations, opinions, or other actions of the committee or its 
44 members. However, information, documents, or records otherwise available are not 
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1 immune from discovery or use in a civil action merely because they were presented 
2 during proceedings of the committee. A member of the committee may testify in a 
3 civil action but cannot be asked about his or her testimony before the committee or 
4 any opinions formed as a result of the committee hearings. 
5 ( d) This section applies to a medical review committee, including a medical 
6 review committee appointed by one of the entities licensed under Articles 1 through 
7 67 of Chapter 58 of the General Statutes. 
8 (e) Subsection (c) of this section does not apply to proceedings initiated under 
9 G.S. 58 50 61 er G.S. 58 50 62. G.S. 58-50-61, 58-50-62, or 131E-313." 

10 Section 3.1. Nothing in this act shall obligate the General Assembly to 
11 appropriate funds to implement this act. 
12 Section 4. This act is effective when it becomes law. 
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1 A BILL TO BE ENTITLED 
2 AN ACT TO CREATE MEDICARE PROVIDER SPONSORED ORGANIZATION 
3 LICENSING. 
4 The General Assembly of North Carolina enacts: 
5 Section 1. Chapter 131E of the General Statutes is amended by adding a 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

new Article to read: 
"ARTICLE 17. 

"Provider Sponsored Organization Licensing. 
"§ 131E-27S. General provisions. 

(a) The General Assembly acknowledges that section 1855, et seg., of the federal 
Social Security Act permits provider sponsored organizations that are organized and 
licensed under State law as risk-bearing entities, or that are otherwise certified as 
such by the federal government, to be eligible to offer Medicare health insurance or 
health benefits coverage in each state in which the provider sponsored oq~anization 
offers a Medicare+ Choice plan. The General Assembly declares that provider 
sponsored organizations are beneficial to North Carolina citizens who are Medicare 
beneficiaries and should be encouraged, subject to appropriate regulation by the 
Department of Health and Human Services. The General Assembly further declares 
that. because provider sponsored organizations provide health care directly and 
assume responsibility for the provision of health care services to Medicare 
beneficiaries under the reguirements of the federal Medicare program. they reguire 
different regulatory oversight to protect the public than health maintenance 
organizations and insurance companies. The General Assembly further declares that 
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the organizers and operators of provider sponsored organizations which are licensed 
under the terms of this Article as risk-bearing entities authorized to contract directly 
with the federal Medicare+ Choice program shall not be subject to Chapter 58 of the 
General Statutes or the insurance laws of this State. unless otherwise specified in this 
Article. 

It is the intent of the General Assembly to encourage innovative methods by which 
sponsoring providers can directly or indirectly share substantial financial risk in the 
PSO in any lawful manner. 

(b) As set forth in this Article, the Department of Health and Human Services 
shall be the agency of the State authorized to license provider sponsored 
organizations to contract with Medicare to provide health care services to Medicare -
beneficiaries and to engage in the other related activities described in this Article. 

(c) Each provider sponsored organization shall obtain a license from the 
Department or shall otherwise be certified by the federal government prior to 
establishing, maintainirig. and operating a health care plan in this State for 
Medicare+ Choice beneficiaries. 
"§ 131E-276. Definitions. 

As used in this Article, unless the context clearly implies otherwise, the following 
definitions apply: · 

Page 2 

ill 'Beneficiary' or 'beneficiaries' means a beneficiary or beneficiaries 
of the Medicare+ Choice program who are enrolled with the 
provider sponsored organization (PSO) under the terms of a 
contract between the PSO and the Medicare program. 

ill 'Commissioner' means the Commissioner of Insurance of North 
Carolina. 

ill 'Current assets' means cash. marketable securities, accounts 
receivable, and other current items that will be converted into cash 
within 12 months. 

ill 'Current liabilities' means accounts payable and other accrued 
liabilities, including payroll, claims, and taxes that will need to be 
paid within 12 months. 

ill 'Current ratio' means the ratio of current assets divided by current 
liabilities calculated at the end of any accounting period. 

ill 'Department' means the Department of Health and Human 
Services. 

ill 'Emergency services' shall have the same meaning as for that term 
defined in G.S. 58-50-61(a)(5). 

(fil 'Health care delivery assets' means any tangible asset that is part of 
a PSO operation. including hospitals, medical facilities, and their 
ancillary eguipment. and any property that may reasonably be 
reguired for the PSO's principal office or for any purposes that 
may be necessary in the transaction of the business of the PSO. 
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.(fil 'Health plan contract' or 'Medicare contract' means a PSO's direct 
contract with the United States Department of Health and Human 
Services under section 1857 of the federal Social Security Act. 

ilQl 'Out-of-network services' means health care items or services that 
are covered services under a PSO's Medicare contract and that are 
provided to beneficiaries · by health care providers that are not 
participating providers in the PSO's network of health care 
providers .. 

U.U 'Parent of a sponsoring provider' means the public or private 
entity that owns or controls a controlling interest in the sponsoring 

· provider or that has the power to appoint a controlling number of 
the governing board of a sponsoring provider or that has the power 
to direct the management policy and decisions of the sponsoring 
provider. 

!.l1l 'Provider' or 'health care provider' means: (i) any individual that 
is engaged in the delivery of health care services and that is 
reguired by North Carolina law or regulation to be licensed to 
engage in the delivery of these health care services and is so 

· licensed; (ii) any entity that is engaged in the delivery of health 
care services and that is reguired by North Carolina law or 
regulation to be licensed to engage in the delivery of these health 
care services and is so licensed; or (iii) any entity that is owned or 
controlled entirely by individuals or entities described in subparts 
(i) or (ii) of this definition. 

!.Ll.l 'Provider sponsored organization' or 'PSO' means a public or 
private entity domiciled in this State. including a business 
corporation, a nonprofit corporation. a partnership, a limited 
liability company, a professional limited liability company, a 
professional corporation, a sole proprietorship. a public hospital. a 
hospital authority, a hospital district, or a body politic: (i) that is 
established, organized, and operated by sponsoring providers: (ii) 
in which physicians licensed pursuant to Article 1 of Chapter 90 of 
the General Statutes or to the laws of any state of the United States 
comprise no less than fifty percent (50%) of the governing board 
or body, unless otherwise prohibited by law; and (iii) that provides 
a substantial proportion of the services under each Medicare 
contract directly through the sponsoring provider. The 
reguirement in subpart (ii) of this definition shall not preclude a 
PSO that includes a tax-exempt hospital from adopting a bylaw 
provision that provides· a veto for the tax-exempt hospital over 
actions of the PSO necessary to maintain the hospital's tax-exempt 
status, A PSO shall not be out of compliance with the 
reguirement in subpart (ii) due to temporary vacancies on its 
governing board or body. 
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1 ili). 'Secretary' means the Secretary of the Department of Health and 
2 Human Services. 
3 ~ 'Sponsoring providers' of a PSO means the health care provider 
4 domiciled in this State that assumes, or group of affiliated health 
5 care providers that directly or indirectly shares, substantial 
6 financial risk in the PSO and that has at least a majority financial 
7 interest in the PSO. 
8 (1fil 'Substantial proportion of the services' means at least seventy 
9 percent (70%), or sixty percent (60%) for PSOs whose 

10 beneficiaries reside primarily in rural areas, of the annual health 
11 care expenditures. 
12 il1l A health care provider is affiliated with another provider if 
13 through contract. ownership, or otherwise, when: (i) one provider 
14 directly controls, is controlled by. or is under common control with 
15 the other provider: (ii) each provider participates in a lawful 
16 combination under which they share substantial financial risk for 
17 the organization's operation; (iii) both providers are part of a 
18 controlled group of corporations as defined under section 1563 of 
19 the Internal Revenue Code of 1986: or (iv) both providers are part 
20 of an affiliated service group under section 414 of this Code. 
21 Control is presumed if one party directly or indirectly owns, 
22 controls, or holds the power to vote, or proxies for. at least fifty-
23 one percent (51 %) of the voting or governance rights of another. 
24 "§ 131E-277. Direct or indirect sharing of substantial financial risk. 
25 In order for sponsoring providers to dir-ectly or indirectly share substantial 
26 financial risk in the PSO, the PSO shall do one or more of the following: 
27 ill Provide services under its Medicare contract at a capitated rate; 
28 ill Provide designated services or classes of services under its 
29 Medicare contract for a predetermined percentage of premium or 
30 revenue from the Medicare program: 
31 ill Use significant financial incentives for its sponsoring providers, as a 
32 group to achieve specified cost-containment and utilization 
33 management goals either by: 
34 a. Withholding from all sponsoring providers a substantial 
35 amount of the compensation due to them, with distribution 
36 of that amount to the sponsoring providers based on 
37 performance of all sponsoring providers in meeting the cost-
38 containment goals of the network as a whole; or 
39 b. Establishing overall cost or utilization targets for the PSO, 
40 with the sponsoring providers subject to subsequent 
41 substantial financial rewards or penalties based on group 
42 performance in meeting the targets: or 
43 ill Agree to provide a complex or extended course of treatment that 
44 reguires the substantial coordination of care by sponsoring 

Page 4 House Bill 1455 



GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1997 

1 providers in different specialties offering a complementazy mix of 
2 services, for a fixed, predetermined payment, when the costs of 
3 'that course of treatment for any individual patient can vazy greatly 
4 due to the individual patient's treatment or other factors: or 
5 ill Agree to any other arrangement that the Department determines to 
6 provide for the sharing of substantial financial risk by the 
7 sponsoring providers. 
8 "§·131E-278. Applicability of other laws. 
9 Unless otherwise reguired by federal law, provider sponsored organizations 

10 licensed pursuant to the terms of this Article are exempt from all regulation under 
11 Chapter 58 of the General Statutes, Plan contracts, provider contracts, and other 
12 arrangements related to the provision of covered services by these licensed networks 
13 or by health care providers of these PSOs. when operating through these PSOs shall 
14 likewise be exempt from regulation under Chapter 58 of the General Statutes. 
15 "§ 131E-279, Approval. 
16 (a) Unless otherwise required by federal law, the Department shall be the agency 
17 of the State that shall license provider sponsored organizations that seek to contract 
18 with the federal government to provide health care services directly to Medicare 
19 beneficiaries under the Medicare+ Choice program, 
20 (b) Provider sponsored oq~anizations which have been granted a waiver pursuant 
21 to 42 U.S.C. § 1395w-25(a)(2) and which otherwise meet the reguirements of the 
22 PSO's Medicare contract shall be deemed by the State to be licensed under this 
23 Article for so long as the waiver o·r Medicare contract remains in effect. The 
24 foregoing shall not limit the Department's authority to regulate such PSOs and their 
25 respective sponsoring providers and affiliated providers as may be permitted in 42 
26 U.S.C. § 1395w-25(a)(2)(G) or the PSO's Medicare contract. 
27 (c) The Department shall license a PSO as a risk-bearing entity eligible to offer 
28 health benefits coverage in this State to Medicare beneficiaries· if the PSO complies 
29 with the requirements of this Article; This license shall be granted or denied by the 
30 Department not longer than 90 days after the receipt of a substantially complete 
31 application for licensing. Within 45 days after the Department receives an 
32 application for licensing, the Department shall either notify the applicant that the 
33 application is substantially complete. or clearly and accurately specizy in writing to 
34 the applicant all additional specific information required by the applicant to make the 
35 application a substantially completed application. This agency response shall set 
36 forth a date and time for a meeting within 30 days after it is sent to the applicant, at 
37 which a representative of the Department will explain with particularity the 
38 additional information reguired . by the Department in the response to make the 
39 application substantially complete. The Department shall be bound by the response 
40 unless the Secretary determines that it must be modified in order to meet the 
41 purposes of this Article. The Secretary shall not delegate the authority to modify the 
42 response. If an applicant provides the additional information set forth in · the 
43 response, the application shall be considered substantially complete. If the 
44 Department has not acted on an application within 90 days after it is deemed 
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1 substantially complete, the Department shall immediately issue a license to the 
2 applicant, and the applicant shall be considered to have been licensed by the 
3 Department. Any reapplication which corrects the deficiencies which were specified 
4 by the Department in the response shall be approved by the Department. 
5 (d) For purposes of determining, under 42 U.S.C. § 1395w-25(a)(2)(B), or any 
6 successor thereof, the • date of receipt by the State of a substantially complete 
7 application, the date the Department receives the a1wlicant's written response to the 
8 agency response or an earlier date considered by the Department shall be considered 
9 to be that date, The foregoing shall not limit the Department's authority to consider 

10 an application not substantially complete under subsection (c) of this section if the 
11 applicant's response to the response does not provide substantially the information 
12 specified in the response. 
13 (e) A license shall be denied only after the Department complies with the 
14 requirements of G.S. 131E-305. 

· 15 "§ 131E-280. Applicants for license. 
16 Each application for licensing as a provider sponsored organization authorized to 
17 do · business in North Carolina shall be certified by an officer or authorized 
18 representative of the applicant, shall be in a form prescribed by the Department, and 
19 shall be set forth or be accompanied by the following: 
20 ill A copy of the basic organizational document, if any, of the 
21 applicant and each sponsoring organization that holds greater than 
22 a five percent {5%) interest in the PSO, such as the articles of 
23 incorporation, articles of organization, partnership agreement. trust 
24 a2'.reement, or other applicable documents, and all amendments 
25 thereto; 
26 · ill A copy of the respective bylaws, rules and regulations, or similar 
27 documents. if any, regulating the conduct of the internal affairs of 
28 the applicant and each sponsoring provider which holds greater 
29 than a five percent (5%) interest in the PSO: 
30 ill Copies of the document evidencing the arrangements between the 
31 applicant and each sponsoring . provider that create the 
32 relationships and obligations described in G.S. 131E-276(17): 
33 ~ A list of the names, addresses. and official positions of persons who 
34 are to be responsible for the conduct of the affairs of the applicant 
35 and of each sponsoring provider that holds greater than a five 
36 percent {5%) interest in the PSO. respectively, including all 
37 members of the respective boards of directors, boards of trustees, 
38 executive committees, or other governing boards or committees, 
39 the principal officers in the case of a corporation, and the partners 
40 or members in the case of a partnership or association: 
41 ill A copy of any contract form made or to be made between any 
42 class of providers and the PSO and a copy of any contract form 
43 made or to be made between third-party administrators, marketing 

Page 6 House Bill 1455 

•• 



1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1997 

ill 

ill 

!2l 

House Bill 1455 

consultants, or persons listed in subdivision (3) of this subsection 
and the PSO; 
A statement generally describing the provider sponsored 
oq~anization. its sponsoring providers, its health care plan or plans, 
facilities. and personnel: · 
A copy of the hospital license of each sponsoring provider that is a 
hospital. a copy of the license to practice medicine of each 
sponsoring provider or owner of a sponsoring provider that is a 
licensed physician. and a copy of the health care service or facility · 
license held by any other licensed sponsoring provider; 
Financial statements showing the applicant's assets. liabilities, 
sources of financial support. and the financial statements of each 
sponsoring provider that holds greater than a five percent (5%) 
interest in the PSO showing the sponsoring provider's assets, 
liabilities, and sources of support. If the· applicant's or any such 
sponsoring provider's financial affairs are audited by independent 
certified public accountants. a copy of the applicant's or 
sponsoring provider's most recent regular certified financial 
statement shall be considered to satisfy this reguirement unless the 
Department directs that additional or more recent financial 
information is reguired for the proper administration of this 
Article; 
If the applicant's obligations under G.S. -131E-282, 131E-283, 131E-
297. 131E-298, and 131E-299 are guaranteed by one or more 
guarantors: 
sh Documentation that each guarantor meets the following 

reguirements: 
.L. The guarantor is a legal entity authorized to conduct 

business in North Carolina. 
2. The guarantor is not under federal bankruptcy or 

State receivership or rehabilitation proceedings. 
3. The guarantor has a net worth, not including other 

guarantees, intangibles, and restricted reserves, egual 
to three times the amount of the PSO's guarantee. 

11. Financial statements showing each guarantor's assets. 
liabilities, and source of financial support. 

~ If a guarantor's financial affairs are audited by independent 
certified public accountants, a COI!Y of the guarantor's most 
recent regular audited financial statement shall be 

· considered to satisfy this reguirement unless the De(!artment 
directs that additional or more recent financial information 
is reguired for the proper administration of this Article. 

~ The guarantee document. including a statement of the 
financial obligation covered by the guarantee. an agreement 
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1 to unconditionally fulfill the financial obligations covered by 
2 the guarantee, an agreement not to subordinate · the 
3 guarantee to any other claim on the resources of the 
4 guarantor and a declaration that the guarantor must act on a 
5 timely basis to satisfy the financial obligations covered by 
6 the guarantee: 
7 ilQl A financial plan, satisfactory to the Department. covering the first 
8 12 months of operation under the PSO's Medicare contract and 
9 which meets the reguirements of G.S. 131E-283. If the financial 

10 plan projects losses, the financial plan must cover the period 
11 through 12 months beyond the projected breakeven: 
12 Ull A statement reasonably describing the geographic area or areas to 
13 be served: 
14 (1ll A description of the procedures to be implemented to meet the 
15 protection against insolvency reguirements of G.S. 131E-298: and 
16 il1l Any other information the Department may reguire to make the 
17 determinations reguired in G.S. 131E-282. 
18 "§ 131E-281. Additional information. 
19 fa) In addition to the information filed under G,S. 131E-280, each application 
20 shall include a description of the following: 
21 ill The program to be used to evaluate whether the applicant's 
22 network of sponsoring providers and contracted providers is 
23 sufficient. in numbers and types of providers, to assure that all 
24 health care services will be accessible without unreasonable delay: 
25 ill The program used to evaluate whether the sponsoring providers 
26 provide a substantial portion of services under each Medicare 
27 contract of the PSO: 
28 Ql The program to be used for verifying provider credentials: 
29 ill The utilization review program for the review and control of 
30 health care services provided or paid for by the applicant: 
31 ill The guality management program to assure guality of care and 
32 health care services managed and provided through the health care 
33 plan: and 
34 @ The applicant's network of sponsoring providers and contracted 
35 providers and evidence of the ability of that network to provide all 
36 health care services other than out-of-network services and 
37 emergency services to the applicant's prospective beneficiaries. 
38 (b) The Department may promulgate rules and regulations exempting from the 
39 filing reguirements of subsection (a) of this section those items it deems unnecessary. 
40 "§ 131E-282. Issuance of license. 
41 (a) Before issuing a PSO license, the Department may make an examination or 
42 investigation as it deems expedient. The Department shall issue a license after 
43 receipt of a substantially complete application and upon satisfaction of the following 
44 reguirements: 
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1 ill The applicant is duly or&anized as a provider sponsored 
2 · or&anization as defined by this Article. 
3 ill. The PSO has initially a minimum net worth of one million five 
4 hundred thousand dollars ($1,500.000}. In the event the PSO 
5 submits. a financial plan that demonstrates that the PSO does not 
6 have to create but has or has available to it an administrative 
7 infrastructure that shall reduce the PSO's start-up costs, the 
8 Department may lower the initial minimum net worth reguired to 
9 one million dollars ($1,000.000) or to any lower amount as 

10 determined by the Department if the PSO operates primarily in 
11 rural areas. 
12 ill The PSO shall have at least seven hundred fifty thousand dollars 
13 ($750,000) in cash or equivalents on its balance sheet, except that 
14 the Department may permit a PSO operatin& primarily in rural 
15 areas to have a lesser amount held in cash or equivalents on its 
16 balance sheets. 
17 ill The applicant submits a financial plan satisfactor:y to the 
18 Department which covers the first 12 months of operation of the 
19 PSO's Medicare contract and which meets the reguirements of 
20 G .S. 13 lE-283. If the plan projects losses, the financial plan shall 
21 cover the period throu&h 12 months beyond projected breakeven. 
22 ill The Department determines that the applicant has sufficient cash 
23 flow to-=meet its obligations as they become due. In making that 
24 determination, the Department shall consider the followin&: 
25 a. The timeliness of payment; 
26 b. The extent to which the current ratio is maintained at one 
27 to one, or whether there is a change in the current ratio 
28 over a period of time: and 
29 £:. The availability of outside financial resources. 
30 (b) In calculating the riet worth of a PSO, the Department shall admit the 
31 following: 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

ill 

ru 
ill 

House Bill 1455 

One hundred percent (100%) of the book value of health care 
deliver:y assets on the balance sheet of the applicant. 
One hundred percent (100%) of the value of cash and cash 
eguivalents on the balance sheet of the applicant. 
If at least one million dollars ($1,000,000) of the initial minimum 
net worth reguirement is met by cash or cash equivalents. then one 
hundred percent (100%) of the book value of the PSO's intangible 
assets up to twenty percent (20%) of the minimum net worth 
amount required. If less than one million dollars ($1,000,000} of 
the initial minimum net worth requirement is met by cash or cash 
eguivalents or if the Department has used its discretion to reduce 
the initial net worth requirement below one million five hundred 
thousand dollars ($1,500,000). then the Department shall admit one 

Page 9 



GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1997 

1 hundred percent (100%) of the book value of intan&ible assets of 
2 the PSO up to ten percent (10%) of the minimum net worth 
3 amount required. 
4 ~ Standard accounting principles treatment shall. be ~iven to other 
5 assets of the PSO not used in the delivery of health care for the 
6 purposes of meetin~ the minimum net worth requirement. 
7 ill Deferred acquisition costs shall not be admitted. 
8 "§ 131E-283. Financial plan. 
9 (a) The financial plan shall include the followin&: 

10 ill A detailed marketin& plan: 
11 ill Statements of revenue and expense on an accrual basis: 
12 ill Cash flow statements; 
13 ~ Balance sheets: and 
14 ill The assumptions and justifications in support of the financial plan. 
15 (b) In the financial plan, the PSO shall demonstrate that it has the resources 
16 available to meet the projected losses for the entire period to breakeven. Except for 
17 the use of ~uaranties as provided in subsection (c) of this section, letters of credit as 
18 provided in subsection (e) of this section, and other means as provided in subsection 
19 (0 of this section, the resources must be assets on the balance sheet of the PSO in a 
20 form that is either cash or convertible to cash in a timely manner, pursuant to the 
21 financial plan. 
22 (c) Guaranties shall be acceptable as a resource to meet projected losses, under 
23 the followin& conditions: 
24 ill For the first year of the PSO's operation of the PSO's Medicare 
25 contract, the ~uarantor must provide the PSO with cash or cash 
26 equivalents to fund the projected ·losses, as follows: 
27 a. Prior to the be~innin& of the first quarter, in the amount of 
28 the projected losses for the first two quarters: 
29 h.. Prior to the be~innin& of the second quarter. in the amount 
30 of the projected losses through the end of the third quarter: 
31 and 
32 ~ Prior to the be&innin& of the third guarter, in the amount of 
33 -the projected losses throu&h the end of the fourth quarter. 
34 ill If the &uarantor provides the cash or cash equivalents to the PSO 
35 in a timely manner on the above schedule. this fundin& shall be 
36 considered in compliance with the &uarantor's commitment to the 
37 PSO, In the third quarter, the PSO shall notify the Department if 
38 the PSO intends to reduce the period of fundin& of projected 
39 losses, The Department shall notify the PSO within 60 days of 
40 receivin~ the PSO's notice if the reduction is not acceptable. 
41 ill If the above &uaranty requirements are not met, the Department 
42 may take appropriate action. such as requirin& fundin& of projected 
43 losses throu&h means other than a &uaranty, The Department 
44 retains discretion which shall be reasonably exercised to require 
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1 other methods or timing of funding, considering factors such as the 
2 financial condition of the guarantor and the accuracy of the 
3 financial plan. 
4 (d) The Department may modify the conditions in subsection (c) of this section in 
5 order to clarify the acceptability of guaranty arrangements. 
6 (e) An irrevocable, clean, unconditional letter of credit may be used as an 
7 acceptable resource to fund projected losses in place of cash or cash eguivalents if 
8 satisfactory to the Department. 
9 (0 If approved by the Department, based on appropriate standards promulgated 

10 by the Department, PSOs may use the following to fund projected losses for periods 
11 after the first year: lines of credit from regulated financial institutions, legally binding 
12 agreements for capital contributions, or other legally binding contracts of a similar 
13 level of reliability. 
14 (g) The exceptions in subsections (c), (d), and (e) of this section may be used in 
15 an appropriate combination or seguence. 
16 ."§ 131E-284. Modifications. 
17 (a) A provider sponsored organization shall file a notice describing any significant 
18 change in the information reguired by the Department under G.S. 131E-280. Such 
19 notice shall be filed with the Department prior to the change. If the Department 
20 does not disapprove within 90 days after the filing. this modification shall be 
21 considered approved, Changes subject to the terms of this section include expansion 
22 of service area, addition or deletion of sponsoring providers, changes in provider 
23 contract forms, and group contract· forms when the distribution of risk is significantly 
24 changed, and any other changes that the Department describes in properly adopted 
25 rules, Every PSO shall report to the Department for the Department's information 
26 material changes in the network of sponsoring providers and affiliated providers of 
27 services to beneficiaries enrolled with the PSO, the addition or deletion of any 
28 Medicare contracts of the PSO or any other information the Department may reguire. 
29 This information shall be filed with the Department within 15 days after 
30 implementation of the reported changes. Every PSO shall file with the Department 
31 all subseguent changes in the information or forms that are reguired by this Article to 
32 be filed with the Department. 
33 (b) The Department may adopt rules exempting from the filing reguirements of 
34 subsection (a) of this section those items it considers unnecessary. 
35 "§ · 131E-285. Deposits. 
36 (a) At. the time of application, the Department shall reguire a deposit of one 
37 hundred thousand dollars ($100,000) in cash or securities or a combination thereof 
38 for all provider sponsored organizations. The deposits shall be included in the 
39 calculations of a PSO's or applicant's net worth. 
40 (b) All deposits required by this section shall be restricted to use in the event · of 
41 insolvency to help assume continuation of services or pay costs associated with 
42 receivership or ligµidation. 
43 "§ 131E-286, On,:oing financial standards - net worth. 
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1 (a) Beginning the first day of operation of the PSO and except as otherwise 
. 2 provided in subsection {d) of this section, ever:y PSO shall maintain a minimum net 
3 worth equal to the greatest of the following amounts: · 
4 ill One million dollars ($1,000,000): 
5 ill Two percent (2%) of annual premium revenues as reported on the 
6 most recent annual financial statement filed with the Department 
7 on the first one hundred fifty million dollars ($150,000,000) of 
8 premium and one percent (1%) of annual premium on the 
9 premium in excess of one hundred fifty million dollars 

10 ($150,000,000); 
1 r ill An amount egual to the sum of three months uncovered health 
12 care expenditures as reported on the most recent financial 
13 statement filed with the Department; 
14 ill. An amount egual to the sum of: 
15 a. Eight percent (8%) of annual health care expenditures paid 
16 on a noncapitated basis to nonaffiliated providers as 
17 reported on the most recent financial statement filed with 
18 the Department: and 
19 b. Four percent (4%) of annual health care expenditures paid 
20 on a capitated basis to nonaffiliated providers plus annual 
21 health care expenditures paid on a noncapitated basis to 
22 affiliated providers: and 
23 c. Zero percent (0%) of annual health care expenditures paid 
24 on a capitated basis to affiliated providers regardless of 
25 downstream arrangements from the affiliated provider. 
26 (b) In calculating net worth, liabilities shall not include fully subordinated debt or 
27 subordinated liabilities, For purposes of this provision,· subordinated liabilities are 
28 claims liabilities otherwise due to providers that are retained by the PSO to meet net 
29 worth reguirements · and are fully subordinated to all creditors. · 
30 (c) In calculating net worth for purposes of this section, the items described in 
31 G,S, 131E-282(b) shall be admitted, except as follows: 
32 ill For intangible assets, if at least the greater of one million dollars 
33 {$1,000,000) or sixty-seven percent (67%) of the ongoing minimum 
34 net worth reguirement is met by cash or cash eguivalents. then the 
35 Department shall admit the book value of intangible assets up to 
36 twenty percent (20%) of the minimum net worth amount reguired. 
37 If less than the greater of one million dollars ($1,000,000) or sixty-
38 seven percent (67%) of the ongoing minimum net worth 
39 requirement is met by cash or cash eguivalents. then the 

. 40 Department shall admit the book value of intangible assets up to 
41 ten percent (10%) of the minimum net worth amount reguired; 
42 and 
43 ill Deferred acquisition costs shall not be admitted. 
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(d) The Department may lower the minimum ongoing net worth threshold, and 
the amount held in cash or cash equivalents for PSOs that operate primarily in rural 
areas. 

(e) During the start-up phase of the PSO, the pre-break-even financial plan 
requirements shall apply. After the point of break-even, the financial plan 
reguirement shall address cash needs and the financing reguired for the next three 
years. 

(0 If a PSO, or the legal entity of which the PSO is a component, did not earn a 
net gperating surplus during the most recent fiscal year, the PSO shall submit a 
financial plan, satisfactm:y to the Department, meeting all of the requirements 
established for the initial financial plan. 
"§ 131E-287. Reporting. 

(a) The PSO shall file with the Department financial information relating to PSO 
solvency standards described in this Article, according to the following schedule: 

ill On a quarterly basis until break-even: and 
al On an annual basis after break-even, if the PSO has a net 

ill 
operating surplus: or 
On a quarterly or monthly basis, as specified by the Department, 
after break-even, if the PSO does not have a net operating surplus. 

(b) To the extent not preempted by federal law or otherwise mandated by the 
Medicare program. the PSO shall annually, on or before the first day of March of 
each year, file in the office of the Secretary the following information for the previous 
calendar year: 

ill The number of and reasons for grievances received from Medicare 
· beneficiaries enrolled with the PSO under the PSO's Medicare 
contract regarding medical treatment. The report shall include the 
number of covered lives, total number of grievances categorized by 
reason for the grievance, the number of grievances referred to the 
second level grievance review, the number of grievances resolved 
at each level and their resolution and a description of the actions 
that are being taken to cQrrect the problems that have been 
identified through grievances received. Every PSO shall file with 
the Department. as part of its annual grievance report, a certificate 
of compliance stating that the PSO has established and follows, for 
its Medicare contract. grievance procedures that comply with G.S. 
131E-314. 

al The number of Medicare beneficiaries enrolled with the PSO 
under the PSO's Medicare contract who terminated their 
enrollment with the PSO for any reason, 

ill The number of provider contracts between the PSO and network 
providers for the provision of covered services to Medicare 
beneficiaries that were terminated and reasons for termination. 
This information shall include the number of providers leaving the 
PSO network and the number of new providers in the network. 
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(il 

The report shall show voluntary and involuntary terminations 
separately. 
Data relating to the utilization, quality. availability. and 
accessibility of service. The report shall include the following: 
a. Information on the PSO's program to determine the level of 

network availability. as measured by the numbers and types 
of network providers, required to provide covered services 
to covered persons. This information shall include the 
PSO's methodology under_ its Medicare +Choice program 
for: 
L Establishing performance targets for the numbers and 

types of providers by specialty. area of practice, or 
facility type, for each of the following categories: 
primary care physicians. specialty care physicians, 
nonphysician health care providers, hospitals, and 
nonhospital health care facilities. 
Determinin& when chanc;es in PSO 
Medicare+ Choice program enrollees will necessitate 
changes in the provider network. · 

The report shall also include: the availability performance targets 
for the previous and current years: the numbers and types of 
providers currently participating in the PSO's provider network: 
and an evaluation of actual plan _performance against performance 
tar~ets, 
12.. The PSO's method for arranc;ing or providing health care 

services from nonnetwork providers. both within and outside 
of its service area, when network providers are not available 
to provide covered services. 
Information on the PSO's program under its 
Medicare + Choice program to determine the level of 
provider network accessibility necessary to serve its 
Medicare ·enrollees. This · information shall include the 
PSO's methodology for establishin& performance targets for 
member access to covered services from primary care 
physicians, specialty care physicians, nonphysician health 
care providers, hospitals, and nonhospital health care 

· facilities. The methodoloc;y shall establish taq~ets for: 
L The proximity of network providers to members, as 

measured by member driving distance, to access 
primary care, specialty care. hospital-based services, 
and services of nonhospital facilities, 
Expected waiting time for appointments for urgent 
care, acute care, specialty care, and routine services 
for prevention and wellness. 
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The report shall also include: the accessibility performance 
targets for the previous and current years; data on actual 
overall accessibility as measured by driving distance and 
average appointment waiting time; and an evaluation of 
actual Medicare+ Choice plan performance against 
performance targets. Measures of actual accessibility may be 
developed using scientifically valid random sample 
techniques. 

d. A statement of the PSO's methods and standards for 
determining whether in-network services are reasonably · 
available and accessible to a Medicare enrollee for the 
purpose of determining whether such enrollee should 
receive the in-network level of coverage for services 
received from a nonnetwork provider. 

~ A description of the PSO's program to monitor the 
adeguacy of its network availability and accessibility 
methodologies and performance targets, Medicare+ Choice 
plan performance, and network provider performance. 

L. A summary of the PSO's utilization review program 
activities for the previous calendar year under its 
Medicare+ Choice program. The report shall include the 
number of: each type of utilization review performed, 
noncertifications for each type of review, each type of 
review appealed, and appeals settled in favor of Medicare 
enrollees. The report shall be accompanied by a 
certification from the carrier that it has established and 
follows procedures that comply with G.S. 131E-314. 

ill Aggregate financial compensation data. including the percentage of 
providers paid under a capitation arrangement, discounted fee-for­
service or salary, the services included in the capitation payment, 
and the range of compensation paid by withhold or incentive . 
payments. This information shall be submitted on a form 
prescribed by the Department. 

The name, or group or institutional name, of an individual provider may not be 
disclosed pursuant to this subsection. No civil liability shall arise from compliance 
with the provisions of this subsection, provided that the acts or omissions are made in 
good faith and do not constitute gross negligence, willful or wanton misconduct, or 
intentional wrongdoing. 

(c) Disclosure Requirements. -- To the extent not otherwise prohibited by federal 
law or under the terms of the PSO's Medicare contract, each PSO shall provide the 
following applicable information to Medicare beneficiaries enrolled with the PSO 
under the PSO's Medicare contract and bonafide prospective enrollees upon request: 
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1 ill The evidence of coverage under the Medicare+ Choice plan 
2 provided by the PSO to Medicare beneficiaries under the terms of 
3 the PSO's Medicare contract; 
4 ill An explanation of the utilization review criteria and treatment 
5 protocol under which treatments are provided for conditions 
6 specified by the prospective enrollee. This explanation shall be in 
7 writing if so requested; 
8 ill If denied a recommended treatment. written reasons for the denial 
9 and an ewlanation of the utilization review criteria or treatment 

10 · protocol upon which the denial was based; 
11 ~ The plan's restrictive formularies or· prior approval requirements 
12 for obtaining prescription drugs, whether a particular drug or 
13 therapeutic class of drugs is excluded from its formular:y, and the 
14 circumstances under which a nonformulary drug may be covered; 
15 and · 
16 ill The procedures and medically based criteria under the PSO's 
17 Medicare contract for determining whether a specified procedure, 
18 test. or treatment is experimental. _ 
19 (d) Effective January 1, 1999, PSOs shall make the reports that are required under 
20 subsection (b) of this section and that have been filed with the Department available 
21 on their business premises and shall provide any Medicare beneficiary enrolled with 
22 the PSO access to them upon request. unless otherwise prohibited by federal law or 
23 under the terms of the PSO's Medicare contract. 
24 (e) Every PSO licensed under this Article shall annually on or before the first day 
25 of March of each year, file in the office of the Secretary a sworn statement verified by 
26 at least two of the principal officers of the PSO showing its condition on the thirty-
27 first day of December, then next preceding; which shall be in such form as the 
28 Secretazy shall prescribe. In case the PSO fails to file the annual statement as herein 
29 required, the Secretazy is authorized to suspend the license issued to the PSO until 
30 the statement shall be properly filed. 
31 "§ 131E-288, Liguidity. 
32 (a) Each PSO shall have sufficient cash flow to meet its obligations as they 
33 become due, In determining the ability of a PSO to meet this reguirement. the 
34 Department shall consider the following: 
35 ill The timeliness of payment; 
36 ill The extent to which the current ratio is maintained at one to one 
37 or whether there is a change in the current ratio over a period of 
38 time; and 
39 ill The availability of outside financial resources. 
40 (b) The following corresponding remedies apply: 
41 ill If the PSO fails to pay obligations as they become due, the 
42 Department shall require the PSO to initiate corrective action to 
43 pay all overdue obligations. 
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ill The Department may reguire the PSO to initiate corrective action 
if either of the following is evident: (i) the current ratio declines 
significantly; or (ii) there is a continued downward trend in the 
current ratio. The corrective action may include a change in the 
distribution of assets, a reduction of liabilities, or alternative 
arrangements to secure additional funding reguirements to restore 
the current ratio to one to one. 

ill . If there is a change in the availability of the outside resources. the 
Department shall reguire the PSO to obtain funding from 

· alternative financial resources. 
(c) Nothing in the foregoing liguidity reguirements shall be interpreted to reguire 

the PSO to maintain a current ratio of one to one if the PSO can demonstrate to the 
Department that it is able to pay its obli&ations as they become due and the current 
ratio maintained by the PSO has neither declined significantly nor is on a continued 
downward trend. 
"§ 131E-289. Minimum of net worth that must be in cash or cash equivalents. 

(a) Except as otherwise provided in subsection {b) of this section. each PSO shall. 
on an ongoing basis, maintain a minimum net worth in cash or cash eguivalents of 
the greater of: 

ill Seven hundred fifty thousand dollars ($750,000) cash or cash 
eguivalents; or 

ill Forty percent (40%) of the minimum net worth reguired. 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 (b) The Department may lower the threshold for minimum net worth held in cash 
24 or cash eguivalents by PSOs that operate primarily in rural areas. 
25 (c) Cash or cash equivalents held to meet the net worth reguirement shall be 
26 current assets of the PSO. 
27 "§ 131E-290. Prohibited practice •. 
28 (a) No provider sponsored or&anization or sponsoring provider, unless licensed as 
29 an insurer under Chapter 58 of the General Statutes may use in its name. contracts, 
30 or literature any of the words 'insurance', 'casualty', "surety', 'mutual', or any other 
31 words descriptive of the insurance, casualty. or surety business or deceptively similar 
32 to the name or description of any insurance or surety corporation doin& business in 
33 this State. 
34 (b) No provider sponsored organization or sponsoring provider shall engage in 
35 any activity or conduct which is prohibited by the terms of the PSO's Medicare 
36 contract. 
37 (c) Unless otherwise preempted by federal law or mandated by the Medicare 
38 program, a PSO shall not discriminate with respect to participation, reimbursement. 
39 or indemnification as to any provider who is acting within the scope of the provider's 
40 license or certification under applicable State law, solely on the basis of that license · 
41 or certification, This subsection does not preclude a PSO from including providers 
42 only to the extent necessary to meet the needs of the organization's enrollees or from 
43 establishing any measure designed to maintain guality and control costs consistent 
44 with the responsibilities of the organization. 
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1 11 § 131E-291. Collaboration with local health departments. 
2 A provider sponsored or2anization and a local health department shall collaborate 
3 and cooperate within available resources regarding health promotion and disease 
4 prevention efforts that are necessary to protect the public health. 
5 11 § 131E-292. Coverage. 
6 (a) Provider sponsored oq~anizations subject to this Article shall provide coverage 
7 for the medically appropriate and necessary services specified under the PSO's 
8 Medicare contract. 
9 {b) In the event a PSO's Medicare contract or federal law, re2ulations, or rules 

10 governing coverage by the PSO of items or services to Medicare beneficiaries permits 
a PSO, sponsoring provider, or participatini:; provider to object on moral or religious 
i:;rounds. to providini:; an item ·or service to Medicare beneficiaries. it is the policy of 
this State to permit this objection and allow the participatin~ provider to refuse to 
provide the item or service. 

11 
12 
13 
14 
15 
16 
17 
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11 § 131E-293. Rates. 
Rates charged by provider sponsored organizations to the Medicare proi:;ram and 

. char~es by PS Os and sponsoring providers for items or services to beneficiaries shall 
be governed by the terms of the PSO's Medicare contract. 
11 § 131E-294. Consumer protection and quality standards. 

(a) Unless otherwise preempted by federal law or mandated by the Medicare 
program. the Department shall apply to provider sponsored ori:;anizations the same 
standards and reguirements that the Department of Insurance applies to health 
maintenance ori:;anizations under Chapter 58 of the General Statutes with respect to 
the followini:; consumer protection and guality matters: 

ill Quality manai:;ement programs (11 NCAC 20.0500, et seg,): 
al Utilization review procedures ( G,S, 58-67-61 and G.S. 58-67-62): 
ill Unfair or deceptive trade practices (Article 63 of Chapter 58 of the 

General Statutes): 
ill. 

30 · .. 
Antidiscrimination (G.S. 58-3-25(b) and (c), 58-3-120: 58-63-15(7), 
and 58-67-75): 

31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

· ill Provider accessibility and availability {11 NCAC 20.0300, et seg.); 
(.fil Network provider credentialing {11 NCAC 20.0400. et seg.); and 
ill Data reportini:; reguirements under G,S. 58-67-50(e). 

11 § 131E-29S. Powers of insurers and medical service corporations. 
Notwithstanding any provision of the insurance and hospital or medical service 

corporation laws contained in Articles 1 throui:;h 67 of Chapter 58 of the General 
Statutes. an insurer or a hospital or medical service corporation may contract with a 
provider sponsored ori:;anization to provide insurance or similar protection ai:;ainst 
the cost of care provided through provider sponsored organizations and their 
sponsoring providers to beneficiaries and to provide coverage in the event of the 
failure of the provider sponsored organization or its sponsoring providers to meet its 
obligations under the PSO's Medicare contract. The beneficiaries of a provider 
sponsored organization constitute a permissible group under these laws. Among 
other things. under these contracts. the insurer or hospital or medical service 
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1 corporation may make benefit payments to provider sponsored oq~anizations for 
2 health care services rendered by providers pursuant to the health care plan. 
3 11 § 131E-296. Examinations. 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 

· 40 
41 
42 

The Department may make an examination of the affairs of any provider 
sponsored oq~anization and the contracts, agreements, or other arrangements 
pursuant to its health care plan as often as the Department considers necessary for 
the protection of the interests of the people of this State but not less freguently than 
once every three years. 
11 § 131E-297. Hazardous financial condition. 

(a) Whenever the financial condition of any provider sponsored organization 
indicates a condition such that the continued operation of the provider sponsored 
organization might be hazardous to its beneficiaries, creditors, or the general public, 
then the Department may order the provider sponsored organization to take any 
action that may be reasonably necessary to rectify the existing condition, including 
one or more of the following steps: 

ill To reduce the total amount of present and potential liability for 
benefits by reinsurance; 
To reduce the volume of new business being accepted; 
To reduce the expenses by specified methods; 

ill 
ill 
ill To suspend or limit the writing of new business for a period of 

time: 
ill To reguire an increase to the provider sponsored organization's 

net worth by contribution: 
ill To add or delete sponsoring providers: 
ill To increase the amount of payments from the PSO which 

sponsoring providers_ agree to forego: or 
.(fil To reguire additional guaranties from sponsoring providers or from 

parents of sponsoring providers. 
(J:?) If the Department determines that the standards in G.S. 131E-286. 131E-288, 

and 131E-289 do not provide sufficient early warning that the continued operation of 
any provider sponsored organization might be hazardous to its beneficiaries. 
creditors, or the general public, the Department may adopt rules to set uniform 
standards and criteria for such an early warning and to set standards for evaluating 
the financial condition of any provider sponsored oq~anization, which standards shall 
be consistent with the purposes expressed in subsection (a) of this section. 
"§ 131E-298. Protection against insolvency. 

(a) The Department shall require deposits in accordance with the· provisions of 
G.S. 131£-285, 

(b) If a provider sponsored oq~anization fails to comply with the net worth 
reguirements of G.S, 131E-286, the Department may take appropriate action to assure 
that the continued operation of the provider sponsored organization will not be 
hazardous to the beneficiaries enrolled with the PSO. 
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1 (c) Every provider sponsored oq~anization shall have and maintain at all times an 
2 adeguate plan for protection against insolvency acceptable to the Department. In 
3 determinin& the adeguacy of such a plan. the Department shall consider: 
4 ill A reinsurance agreement preapproved by the Department covering 
5 excess loss. stop-loss, or catastrophies. The agreement shall 
6 provide that the Department will be notified no less than 60 days 
7 prior to cancellation or reduction of coverage: 
8 ill A conversion policy or policies that will be offered by an insurer 
9 to the beneficiaries in the event of the provider sponsored 

10 or&anization's insolvency; 
11 ill Legally binding unconditional guaranties by adeguately capitalized 
12 sponsoring provider or adeguately capitalized sponsoring 
13 corporations of sponsoring providers: 
14 ~ Legally binding obligations of · sponsoring providers to forego 
15 payment for items or services provided by the sponsoring provider 
16 in order to avoid the financial insolvency of the PSO; 
17 ill Legally binding obligations of sponsoring providers or parents of 
18 sponsoring providers to make capital infusions to the PSO: and 
19 (fil Any other arrangements offering protection against insolvency that 
20 the Department may reguire. 
21 "§ 131E-299. Hold harmless agreements or special deposit. 
22 (a) Unless the PSO maintains a special deposit in accordance with subsection (b) 
23 of this section, each contract between every PSO and a participating provider of 
24 health care services shall be in writing and shall set forth that in the event the PSO 
25 fails to pay for health care services as set forth in the contract, the Medicare 
26 subscriber or beneficiary shall not be liable to the provider for any sums owed by the 
27 PSO, No other provisions of these contracts shall. under any circumstances, change 
28 the effect of this provision, No participating provider or agent, trustee, or assignee 
29 thereof may maintain any action at law against a subscriber or beneficiary to collect 
30 sums owed by the PSO. 
31 (b) In the event that the participating provider contract has not been reduced to 
32 writing or that the contract fails to contain the reguired prohibition, the PSO shall 
33 maintain a special deposit in cash or cash eguivalent as follows: 
34 ill If at any time uncovered expenditures exceed ten percent (10%) of 
35 total health. care expenditures the PSO shall either: 
36 a:. Place an uncovered expenditures insolvency deposit with the 
37 Department. or wit_h any organization or trustee acceptable 
38 to the Department through which a custodial or controlled 
39 a·ccount is maintained. cash or securities that are acceptable 
40 to the Department. This deposit shall at all times have a 
41 fair market value in an amount of one hundred twenty 
42 percent (120%) of the PSO's outstanding liability for 
43 uncovered emenditures for enrollees. including incurred but 
44 not reported claims, and shall be calculated as of the first 
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1 day of the month and maintained for the remainder of the 
2 month. If a PSO is not otherwise reguired to file a guarterly 
3 report, it shall file a report within 45 days of the end of the 
4 calendar guarter with information sufficient to demonstrate 
5 compliance with this section: or 
6 b. Maintain adeguate insurance or a guaranty arrangement 
7 approved in writing by the Department, to pay for any loss 
8 to beneficiaries claiming reimbursement due to the 
9 insolvency of the PSO. The Department shall approve a 

10 guaranty arrangement if the guarantying organization is a 
11 sponsoring provider, has been operating for at least 10 years 
12 and has a net worth, including organization-related land, 

-13 buildings, and equipment of at least fifty million dollars 
14 ($50,000,000}, unless the Department finds that the approval 
15 of this guaranty may be financially hazardous ·to 

16 beneficiaries. 
17 ill The deposit required under sub-subdivision a. of subdivision (1) of 
18 this subsection is an admitted asset of the PSO in the 
19 determination of net worth. All income from these deposits or 
20 trust accounts shall be assets of the PSO and may be withdrawn 
21 from the deposit or account quarterly with the approval of the 
22 Department: 
23 ill A PSO that has made a deposit may withdraw that deposit or any 
24 part of the deposit if (i) a substitute deposit of cash or securities of 
25 egual amount and value is made, (ii) the fair market value exceeds 
26 the amount of the reguired deposit, or (iii) the required deposit 
27 under this subsection is reduced or eliminated. Deposits, 
28 substitutions, or withdrawals may be made only with the prior 
29 written approval of the Department: 
30 ill. The deposit reguired under sub-subdivision a. of subdivision (1) of 
31 this section is in trust and may be used only as provided under this 
32 section. The Department may use the deposit of an insolvent PSO 
33 for administrative costs associated with administering the deposit 
34 and payment of claims of enrollees of the PSO. 
35 ·(c) Whenever the reimbursements described in this section exceed ten percent 
36 (10%) of the PSO's total costs for health care services over the immediately 
37 preceding six months, the PSO shall file a written report with the Department 
38 containing the information necessary to determine compliance with sub-subdivision a. 
39 of subdivision (1) of subsection (b) of this section no later than 30 business days from 
40 the first day of the month. Upon an adeguate showing by the PSO · that the 
41 .regµirements of this section should be waived or reduced, the Department may waive 
42 or reduce these requirements to an amount it deems sufficient to protect beneficiaries 
43 of the PSO consistent with the intent and purpose of this Article. 
44 "§ 131E-300, Continuation of benefits. 
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1 The Department shall reguire that each PSO have a plan for handling insolvency, 
2 which plan allows for continuation of benefits for the duration of the contract period 
3 for which premiums have been paid and continuation of benefits to beneficiaries who 
4 are confined in an inpatient facility until their discharge or expiration of benefits. In 
5 considering such a plan, the Department may reguire: 
6 ill Insurance to cover the expenses to be paid for benefits after an 
7 insolvency: 
8 ill Provisions in provider contracts that obligate the provider to 
9 provide services for the duration of the period after the PSO's 

10 insolvency for which premium payment has been made and until 
11 the beneficiaries' dischaq~e from inpatient facilities; 
12 ill Insolvency reserves as the Department may reguire; 
13 ill Letters of credit acceptable to the Department; 
14 ill Additional guaranties from a sponsoring provider of the PSO or 
15 from the parent of a sponsoring provider; 
16 ill Legally binding obligations of sponsoring providers to forego 
17 payment from the PSO for services provided to beneficiaries m 
18 order to avoid the insolvency of the PSO: and 
19 ill Any other arrangements to assure that benefits are continued as 
20 specified. 
21 "§ 131E-301. Insolvency. 
22 (a) In the event of an insolvency of a PSO upon order of the Department, all 
23 providers that were sponsoring providers of the PSO within the previous 12 months 
24 from the order of the Department shall, for 30 days after the order, offer all 
25 beneficiaries enrolled with the insolvent PSO ,;:overed services without charge other 
26 than for any applicable co-payments, deductibles, or coinsurance permitted to be 
27 charged to beneficiaries under the PSO's Medicare contract. 
28 (b) If the Department determines that the sponsoring providers lack sufficient 
29 health care delivery resources to assure that health care services will be available and 
30 accessible to all of the beneficiaries of the insolvent PSO, then, in the event the 
31 Health Care Financing Administration of the United States Department of Health 
32 and Human Services fails to make such allocations in a timely manner, the 
33 Department shall allocate the insolvent PSO's contracts for these groups among all 
34 other PSOs that operate within a portion of the insolvent PSO's service area, taking 
35 into consideration the health care delivery resources of each PSO. Each PSO to 
36 which beneficiaries are so allocated by the Department shall offer such group or 
37 groups that PSO's existing coverage that is most similar to each beneficiary's 
38 coverage with the insolvent PSO at rates determined in accordance with the successor 
39 PSO's existing rating methodology, 
40 (c) Taking into consideration the health care delivery resources of each such PSO, 
41 then in the event the Health Care Financing Administration of the U.S. Department 
42 of Health and Human Services fails to make such allocations in a timely manner, the 
43 Department shall also allocate among all PSOs that operate within a portion of the 
44 insolvent PSO's service area the insolvent PSO's beneficiaries who are unable to 
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1 obtain other coverage. Each PSO to which beneficiaries are so allocated by the 
2 Department shall offer such beneficiaries that PSO's existing coverage for individual 
3 or conversion coverage as determined by the beneficiary's type of coverage in the 
4 insolvent PSO at rates determined in accordance with the successor PSO's Medicare 
5 
6 
7 
8 
9 

10 
11 
12 

contract. 
11 § 131E-302, Replacement coverage. 

(a) Any carrier providin& replacement coverage with respect to hospital, medical. 
or suqp.cal expense or service benefits, within a period of 60 days from the date of 
discontinuance of a prior PSO contract or policy providing these hospital, medical,· or 
sur&ical expense or service benefits, shall immediately cover all beneficiaries who 
were validly covered under the previous PSO contract or policy at the date of 
discontinuance and who would otherwise be eligible for coverage under the 

13 succeeding carrier's contract, regardless of any provisions of the contract relating to 
14 hospital confinement or pregnancy. 
15 (b) Except to the extent benefits for the condition would have been reduced or 
16 excluded under the prior carrier's contract or policy, no provision in a succeeding 
17 carrier's contract of replacement coverage that would operate to reduce or exclude 
18 benefits on the basis that the condition giving rise to benefits preceded the effective 
19 date of the succeeding carrier's contract shall be applied with respect to those 
20 beneficiaries validly covered under the prior carrier's contract on the date of 
21 discontinuance. 
22 11 § 131E-303. Incurred but not reported claims. 
23 (a) Evezy PSO shall. when determining liaoility. include an amount estimated in 
24 the aggregate to provide for any unearned premium and for the payment of all claims 
25 for health care expenditures that have been incurred. whether reported or 
26 unreported. that are unpaid and for which such PSO is or may be liable; and to 
27 provide for the expense of adjustment or settlement of such claims. 
28 (b) These liabilities shall be computed in accordance with rules adopted by the 
29 Department upon reasonable consideration of the ascertained experience and 
30 character of the PSO. 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 

"§ 131E-304. Suspension or revocation of license. 
(a) The Department may suspend. revoke,- or refuse to renew a PSO license if the 

Department finds that ·the PSO; 
ill Is operating significantly in contravention of its basic organizational 

document. or in a manner contrary to that described in and 
reasonably inferred from any other information submitted under 
G.S, 131E-280, unless amendments to these submissions have been 

ill 

ill 
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filed with and approved by the Department: 
Issues evidences of coverage or uses a schedule of premiums for 
health care services that do not comply with Medicare or Medicaid 
program requirements as applicable; 
No longer maintains the financial reserve specified in G.S. 131E-
286 or is no longer financially responsible and may reasonably be 
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(b} A 
131E-305. 

ill 

ill 

ill 

expected to be unable to meet its obligations to beneficiaries or 
prospective beneficiaries: 
Knowingly or repeatedly fails or refuses to comply with any law or 
rule airnlicable to the PSO or with any order issued by the 
Department after notice and opportunity for a hearing; 
Has knowingly made to the Department any false statement or 
report; 
Has sponsoring providers that fail to provide a substantial 
proportion of the services under any health plan during any 12-
month period; 

ill Has itself or through any person on its behalf advertised or 
merchandised its items or services in an untrue, misrepresentative, 
misleading, or unfair manner: 

.(fil If continuing to operate would be hazardous to beneficiaries: or 

.(fil Has otherwise substantially failed to comply with this Article. 
license shall be suspended or revoked only after compliance with G.S. 

(c) When a PSO license is suspended, the PSO shall not, during the suspension. 
enroll any additional beneficiaries and shall not engage in any advertising or 
solicitation. 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

(d) When a PSO license is revoked, the PSO shall proceed, immediately following 
the effective date of the order of revocation, to wind up its affairs and shall conduct 
no further business except as may be essential to the orderly conclusion of the affairs 

24 of the PSO. The PSO shall engage in no advertising or solicitation. The Department 
25 may, by written order, permit any further operation of the PSO that the Department 
26 may find to be in the best interest of beneficiaries. to the end that beneficiaries will 
27 be afforded the greatest practical opportunity to obtain continuing health care 
28 
29 
30 
31 
32 
33 
34 
35 
3,6 
37 
38 
39 
40 
41 
42 
43 
44 

coverage. 
11 § 131E-30S. Administrative procedures. 

(a) When the Department has cause to believe that grounds for the denial of an 
application for a license exist. or that grounds for the suspension or revocation of a 
license exist, it shall notify the· provider sponsored organization in writing specifically 
stating the ~ounds for denial. suspension, or revocation and fixing a time of at least 
30 days thereafter for a hearing on the matter. 

(b} After this hearing, or upon the failure of the provider sponsored organization 
to appear at this hearing, the Department shall take the action it considers advisable 
or make written findings that shall be mailed to the provider sponsored oq~anization. 
The action of the Department shall be subject to review by the Superior Court of 
Wake County, The court may, in disposing of the issue before it, modify, affirm. or 
reverse the order of the Department in whole or in part. 

(£) The provisions of Chapter 150B of the General Statutes apply to proceedings 
under this section to the extent that they are not in conflict with subsections (a) and 
(b) of this section, 
"§ 131E-306. Department of Insurance. 
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1 At the reguest of the Department, the Department of Insurance shall evaluate a 
2 PSO's compliance with any or all of the solvency requirements set forth in this 
3 Article. Upon this request, the Department of Insurance shall undertake the 
4 evaluation in accordance with this Article and regulations adopted pursuant to it and 
5 shall report its evaluation to the Department in a timely manner. The Department of 
6 Insurance may collect from the applicant or PSO subject to the evaluation a fee not 
7 to exceed the fee that the Department of Insurance would be entitled to impose on a 
8 health maintenance organization for undergoing a similar evaluation. Nothing in this 
9 section limits the Department's final authority to license PSOs in accordance with 

10 this Article. 
11 "§ lJlE-307. Penalties and enforcement, 
12 . (a) The provisions of G.S. 58-2-70, modified to replace the word 'Commissioner' 
13 by the word 'Department', applies to this Article. The Department may, in addition 
14 to or in lieu of suspending or revoking a license under G'.S. 131E-304, proceed under 
15 G.S. 58-2-70, as so modified, provided that the provider sponsored organization has a 
16 .reasonable time within which to remedy the defect in its operations that gave rise to 
17 the procedure under G.S. 58-2-70. 
18 (b) Any person who violates this Article shall be guilty of a Class 1 misdemeanor. 
19 . (c) If the Department shall for any reason have cause to believe that any violation 
20 of this Article has occurred or is threatened, the Department may give notice to the 
21 provider sponsored organization and to the representatives or other persons who 
22 appear to be involved in such suspected violation to arrange a conference with the 
23 alleged violators or their authorized representatives for the purpose of attempting to 
24 ascertain the facts relating to such suspected violation, and, in the event it appears 
25 that any violation has occurred or is threatened, to arrive at an adequate and effective 
26 means of correcting or preventing such violation. 
27 Proceedings under this subsection shall not be governed by any formal procedural 
28 requirements and may be conducted in such manner as the Department may deem 
29 appropriate under the circumstances. 
30 (d) The Department may issue an order directing a provider sponsored 
31 organization or a representative of a provider sponsored organization to cease and 
32 desist from engaging in any act or practice in violation of the provisions of this 
33 Article. 
34 Within 30 days after service of the order of cease and desist, the respondent may 
35 reguest a hearing on the guestion of whether acts or practices in violation of this 
36 Article have occurred. These hearings shall be conducted pursuant to Chapter 150B 
37 of the General Statutes, and judicial review shall be available as provided by .this 
38 Chapter. 
39 (e) In the case of any violation of the provisions of this Article. if the Department 
40 elects not to issue a cease and desist order, or in the event of noncompliance with a 
41 cease and desist order issued pursuant to subsection (d) of this section, the 
42 Department may institute a proceeding to obtain injunctive relief. or seeking other 
43 appropriate relief. in the Superior Court of Wake County. 
44 "§ 131E-308. Statutory construction and relationship to other laws. 
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1 · (a) Except as otherwise provided in this Article, provisions of the insurance laws 
2 and provisions of hospital or medical service corporation laws shall not be applicable 
3 to any provider sponsored organization granted a license under this Article or to · its 

· 4 sponsoring providers when operating under such a license. This provision shall not 
5 apply to an insurer or hospital or medical service corporation licensed and regulated 
6 pursuant to the insurance laws or the hospital or medical service corporation laws of 
7 this State except with respect to its provider sponsored organization activities 
8 authorized and regulated pursuant to this Article. 
9 (b) Solicitation of beneficiaries by a provider sponsored organization granted a 

10 license, or its representatives, shall not be construed to violate any provision of law 
11 relating to solicitation or advertising by health professionals or health care providers. 
12 (c) Any provider sponsored organization licensed under this Article shall not be 
13 . considered to be a provider of medicine or dentistr:y and shall be exempt from the 

.14 provisions of Chapter 90 of the· General Statutes relating to the practice of medicine 
15 and dentistry: provided, however, that this exemption does not apply to individual 
16 providers under contract with or employed by the provider sponsored organization or 
17 sponsoring providers or to the sponsoring providers. 
18 (d) Except as otherwise limited by this Article, a PSO may organize in the same 
19 : manner and may exercise the same prerogatives, powers and privileges as other 
20 entities that are organized and existing under the same laws as the PSO. 
21 "§ 131E-309. Filings and reports as public documents. 
22 Except for information that constitutes a bona fide trade secret, proprietar:y 
23 information or competitively sensitive information of a sponsoring provider or parent 
24 of a sponsoring provider, all applications. filings, and reports re4uired under this 
25 Article shall be treated as public documents. 
26 "§ 131E-310. Confidentiality of medical information. 
27 Any data or information pertaining to the diagnosis. treatment. or health of any 
28 beneficiary or applicant obtained from the person or · from any provider by any 
29 provider sponsored organization or by any provider acting pursuant to its provider 
30 contract with a provider sponsored organization shall be held in confidence and shail 
31 not be disclosed to any person except to the extent that it may be necessary to carry 
32 out the purposes of this Article: or upon the express consent of the beneficiar:y or 
33 applicant; or pursuant to statute or court order for the production of evidence or the 
34 discovery thereof: or in the event of claim ot litigation between such person and the 
35 provider sponsored organization wherein such data or information is pertinent. A 
36 provider sponsored organization shall be entitled to claim any statutor:y privileges 
37 against. such disclosure which the provider who furnished such . information to the 
38 provider sponsored organization is entitled to claim. 
39 "§ 131E-311. Conflicts; severability. · 
40 To the extent that the provisions of this Article may be in conflict with any other 
41 provision of this Chapter, the provisions of this Article shall prevail and apply with 
42 respect to provider sponsored organizations. Notwithstanding the absence of adopted 
43 rules, the Department shall continue to process applications for provider sponsored 
44 organization licenses as described in this Article. If any section, term, or provision of 
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1 this Article shall be adjudged invalid for any reason, these judgments shall not affect, 
2 impair, or invalidate any other section, term, or provision of this Article, but the 
3 remaining sections, terms. and provisions shall be and remain in full force and effect. 
4 "§ 131E-312. Regulations. 
5 This Article shall be self-implementing. No later than six months after the date of 
6 enactment of this Article, the Department may adopt rules consistent with this Article 
7 to authorize and regulate provider sponsored organizations to contract directly with 
8 the federal Medicare program to provide health care services to the beneficiaries of 
9 such programs, The Department shall issue permanent rules and, may issue 

10 temporary rules. to the extent these rules may be necessary; The Department' shall 
11 limit its regulation of provider sponsored organizations to the licensing and regulating 
12 of these organizations as risk bearing entities contracting directly with the Medicare 
13 program and to the consumer protection and guality standards as provided in G.S. 
14 131E-294, and shall not regulate any matters described · in 42 U.S.C. § 1395W-
15 26(b)(3), or any successor thereof. 
16 11 § 131E-313. Utilization review and grievances. 
17 Unless otherwise preempted by federal law or mandated by the Medicare program, 
18 the provisions of G.S. 58-50-61 and G.S. 58-50-62 apply to a PSO licensed under this 
19 Article as if the PSO was an 'insurer' under those sections, except that the 
20 Department rather than the Commissioner of Insurance shall regulate a PSO's 
21 compliance with those sections." 
22 Section 2. G.S. 58-67-l0(b) reads as rewritten: 
23 "(b) (1) It is specifically the intention of this section to permit such persons 
24 as were providing health services on a prepaid basis on July 1, 
25 1977, or receiving federal funds under Section 254( c) of Title 42, 
26 U.S. Code, as a community health center, to continue to operate in 
27 the manner which they have heretofore operated. 
28 (2) Notwithstanding anything contained in this Article to the contrary, 
29 any person can provide health services on a fee for service basis to 
30 individuals who are not enrollees of the organization, and to 
31 enrollees for services not covered by the contract, provided that 
32 the volume of services in this manner shall not be such as to affect 
33 the ability of the health maintenance organization to provide on an 
34 adequate and timely basis those services to its enrolled members 
35 which it has contracted to furnish under the enrollment contract. 
36 . (3) This Article shall not apply to any employee benefit plan to the 
37 extent that the Federal Employee Retirement Income Security Act 
38 of 1974 preempts State regulation thereof. 
39 (3a) This Article does not apply to any prepaid health service or 
40 capitation arrangement implemented or administered by the 
41 Department of Health and Human Services or its representatives, 
42 pursuant to 42 U.S.C. § 1396n or Chapter 108A of the General-
43 Statutes, a provider sponsored organization or other organization 
44 certified, gualified, or otherwise approved by the Department of 
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1 Health and Human Services pursuant to Article 17 of Chapter 
2 131E of the General Statutes, or to any provider of health care 
3 services participating in such a prepaid health service or capitation 
4 arrangement. Article; provided, however, that to the extent this 
5 Article applies to any such person acting as a subcontractor to a 
6 Health Maintenance Organization licensed in this State, that 
7 person shall be considered a single service Health Maintenance 
8 Organization for the purpose of G.S. 58-67-20(4), G.S. 58-67-25, 
9 and G.S. 58-67-110. 

10 (4) Except as provided in paragraphs (1), (2), (3), and (3a) of this 
11 subsection, the persons to whom these paragraphs are applicable 
12 shall be required to comply with all provisions contained in this 
13 Article." 
14 Section 3. G.S. 90-21.22A reads as rewritten: 
15 "§ -90-21.22A. Medical review committees. 
16 (a) As used in this section, "medical review committee" means a committee 
17 composed of health care providers licensed under this Chapter that is formed for the 
18 purpose of evaluating the quality of, cost of, or necessity for health care services, 
19 including provider credentialing. "Medical review committee" does not mean a 
20 medical review committee established under G.S. 131E-95. 
21 (b) A member of a duly appointed medical review committee who acts without 
22 malice or fraud shall not be subject to liability for damages in any civil action on 
23 account of any act, statement, or proceeding undertaken, made, or performed within 
24 the scope of the functions of the committee. 
25 ( c) The proceedings of a medical review committee, the records and materials it 
26 produces, and the materials it considers shall be confidential and. not considered 
27 public records wi~hin the meaning of G.S. 132 1 G.S. 132-1, 131E-309, or &.& 58-2-
28 100; and shall nc,t' be subject to discovery or introduction into evidence in any civil 
29 action against a provider of health care services who directly provides services and is 
30 licensed under this Cha:pter er Chapter, a PSO licensed under Article 17 of Chapter 
31 131E of the General Statutes, or a hospital licensed under Chapter 122C or Chapter 
32 131E of the General Statutes or that is owned or operated by the State, which civil 
33 action results from matters that are the subject of evaluation and review by the 
34 _ committee. No person who was in attendance at a meeting of the committee shall be 
35 required to testify in any civil action as to any evidence or other matters produced or 
36 presented during the proceedings of the committee or as to any findings, 

· 37 recommendations, evaluations, opinions, or .:other actions of the committee or its 
38 members. However, information, documents, or records otherwise available are not 
39 immune from discovery or use in a civil action merely because they were presented 
40 during proceedings of the committee. A member of the committee may testify in a 
41 civil .action but cannot be asked about his or her testimony before the committee or 
42 any opinions formed as a result of the committee hearings. 

Page 28 House Bill 1455 

/I 



GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1997 

1 ( d) This section applies to a medical review committee, including a medical 
2 review committee appointed by one of the entities licensed under Articles 1 through 
3 67 of Chapter 58 of the General Statutes. 
4 (e) Subsection (c) of this section does not apply to proceedings initiated under 
5 G.S. 58 50 61 er G.S. 58 50 62. G.S. 58-50-61, 58-50-62, or 131E-313." 
6 Section 4. This act is effective when it becomes law. 
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You are hereby notified that the Committee on INSURANCE will meet as follows: 
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The House Committee on INSURANCE will meet as follows: 

DAY &DATE: 

TIME: 

LOCATION: 

THURSDAY, JULY 2, 1998 

12:00 NOON 

643LOB 

Your Bill (or Bills) will be discussed at this time: 
HB-1455- PSO-MEDICARE LICENSING 

We would like to have you attend this meeting. 

(Committee Clerk) 

Representatives JERRY C. DOCKHAM 
Co-Chairs 
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NORTH CAROLINA HOUSE OF REPRESENTATIVES 
COMMITTEE MEETING NOTICE 

You are hereby notified that the Committee on INSURANCE will meet as follows: 

DAY &DATE: 

TIME: 

JUNE 25, 1998 

12:00NOON 

LOCATION: · ROOM 643 LOB 

The following bills will be considered (Bill# & Short Title): 
HB- 1495 Health Care Information Privacy 

Rep. Reynolds 

HB-1455 PSO Medicare Licensing 
Rep. Cansler 

Respectfully, 

Representative Jerry C. Dockham 
Chairman 

I hereby certify this notice was filed by the committee clerk at the following offices at 
3:15 on June, 1998. 

Principal Clerk 
_Reading Clerk - House Chamber 

Joanna Mills (Committee Clerk) 
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NORTH CAROLINA HOUSE OF REPRESENTATIVES 
NOTIFICATION TO BILL SPONSOR 

BILL SPONSOR: Rep. Cansler 

OFFICE: 419A 

DATE: June 18, 1998 

The House Committee on INSURANCE will meet as follows: 

DAY&DATE: 

TIME: 

THURSDAY, JUNE 25, 1998 

12:00NOON 

LOCATION: 643 LOB 

Your Bill (or Bills) will be discussed at this time: 
HB-1455- PSO-Medicare Licensing- Note: Your Bill will be on the 
calendar to be read if time permits. We are hearing HB-1495 Rep. Reynolds bill 
first and this will more than likely take the full hour. 

Rep. Cansler 

We would like to have you attend this meeting. 

Joanna Mills (Committee Clerk) 

Representative Jerry C. Dockham 
Chairman 
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NORTH CAROLINA HOUSE OF REPRESENTATIVES 
NOTIFICATION TO BILL SPONSOR 

BILL SPONSOR: Rep. Dennis Reynolds 

OFFICE: 533 

DATE: June 18, 1998 

The House Committee on INSURANCE will meet as follows: 

DAY&DATE: 

TIME: 

LOCATION: 

THURSDAY, JUNE 25, 1998 

12:00NOON 

ROOM643LOB 

Your Bill (or Bills) will be discussed at this time: 
HB- 1495- HEALTH CARE INFORMATION PRIVACY 

We would like to have you attend this meeting. 

JOANNA MILLS (Committee Clerk) 

Representative JERRY C. DOCKHAM 
Chairman 
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NORTH CAROLINA HOUSE OF REPRESENTATIVES 
NOTIFICATION TO BILL SPONSOR 

BILL SPONSOR: Rep. Connie Wilson 

OFFICE: 529 LOB 

DATE: June 11, 1998 

The House Committee on Insurance will meet as follows: 

DAY &DATE: 

TIME: 

LOCATION: 

Thursday, June 18, 1998 

12 o'clock Noon 

643 LOB 

Your Bill (or Bills) will be discussed at this time: 
HB-1429-Insurance Reg. Change/Company Exams 

We would like to have you attend this meeting. 

Joanna Mills (Committee Clerk) 

Representative Jerry C. Dockham 
Chairman 



• NORTH CAROLINA HOUSE OF REPRESENTATIVES 
NOTIFICATION TO BILL SPONSOR 

BILL SPONSOR: Rep. Jerry C. Dockham 

OFFICE: 1106 Legislative Bldg. 

DATE: June 11, 1998 

The House Committee on Insurance will meet as follows: 

DAY&DATE: 

TIME: 

LOCATION: 

Thursday, June 18, 1998 

12 o'clock Noon 

643 LOB 

Your Bill (or Bills) will be discussed at this time: 
HB-1590-Amend Insurance Finance/Fees 
HB-1588- Revise Insurer Assesments 

We would like to have you attend this meeting. 

Joanna Mills (Committee Clerk) 

Representative Jerry C. Dockham 
Chairman 
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NORTH CAROLINA HOUSE OF REPRESENTATIVES 
NOTIFICATION TO BILL SPONSOR 

BILL SPONSOR: Senator Reeves 

OFFICE: 2111 

DATE: June 11, 1998 

The House Committee on Insurance will meet as follows: 

DAY&DATE: 

TIME: 

LOCATION: 

Thursday, June 18, 1998 

12 o'clock Noon 

643LOB 

Your Bill (or Bills) will be discussed at this time: 
SB-577- Insurance Premium financing 

We would like to have you attend this meeting. 

Joanna Mills (Committee Clerk) 

Representative Jerry C. Dockham 
Chairman 
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