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TO: Representative Luebke 

FROM: Representative Daniel F. McComas, Chairman 
INSURANCE/Subcommittee on Health 

DA TE: October 2, 1998 

SUBJECT: HB 1223, Family Health-Care Program. 

House Rule 36 speaks to reporting bills out of standing committees or permanent 
subcommittees by the last adjournment of the 1997-98 legislative session. -- 11 All House 
bills and resolutions shall be reported from the standing committee or permanent 
subcommittee to which referred with such recommendations as the standing committee or 
permanent subcommittee may desire to make except in the case where the principal 
introducer requests in writing to the Chair of the standing committee or permanent 
subcommittee that the bill not be considered. 11 If it is your intent that the bill listed 
above not be considered by subcommittee this legislative session, please sign and date 
the form and return it to the Subcommittee Clerk, Dee Bagley for the Committee on 
INSURANCE/Subcommittee on Health in Room 2123 by October 9, 1998 . 

00000000000000 

Mr. Chairman: 

I request that the above-mentioned House Bill # JJ. Z, 3, for which I am the principal 
t be considered by your committee for the 1997-98 legislative session. 

Representative 

___ I o_--_t_-_r_P ___ (Date) 

PLEASE DO NOT DETACH THE FORM FROM THE MEMORANDUM 
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AGENDA 

HOUSE INSURANCE COMMITTEE 
Subcommittee On Health 

I. OPENING REMARKS 

July 9, 1998 
Room643 LOB 

12:00Noon 

Representative Daniel F. McComas, Chairman 
Subcommittee on Health 

II. BILLS TO BE CONSIDERED 

SB 400, Mental Health Parity 

III. ADJOURNMENT 
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HOUSE INSURANCE 
SUBCOMMITTEE ON HEALTH 

MINUTES 

July 9, 1998 

The House Insurance/Subcommittee on Health met on July 9, 1998, at 12:00 noon in Room 643 
of the Legislative Office Building. 

Representative Daniel F. McComas, Chairman, presided, and the following members were 
present: 

Representatives: Wainwright, Barbee, Bowie, Cole, Dickson, Esposito, Hardy, 
Hensley, Holmes, Ives, Luebke, Miller, Miner, Preston, Russel and Wright. 
Representative Dockham, Chairman, House Insurance Committee was also 
present. 

Visitors present were as follows: (see Attachment 1). 

Staff Counsel Linda Attarian, Linwood Jones and Ed Rossi were present to assist the 
Subcommittee . 

Chairman McComas called the meeting to order, introduced the Pages and Sergeant-at-Arms 
serving the Subcommittee and welcomed guests. The following bills were considered: 

HB 1455, An Act To Create Medicare Provider Sponsored Organization 
Licensing. (See Attachment 2): A proposed Committee Substitute for HB 1455 
was presented to the Subcommittee for consideration (see Attachment 3). 
Representative Dockham moved to adopt the proposed Committee Substitute for 
discussion. The motion passed. Representative Lanier Cansler, Bill Sponsor, was 
recognized to explain the bill. Representative Bowie sent forth an amendment 
(see Attachment 4) and moved that it be adopted. The motion passed. 
Representative Bowie then moved that the amendment be incorporated into the 
proposed committee substitute and the proposed committee substitute be given a 
favorable report. After some discussion and questions, Representative Bowie's 
motion passed. HB 1455 was reported to the House Floor as follows: (see 
Attachments 5 and 6). 

Pensions and Retirement and Insurance Committee Substitute for SB 400, An Act 
To Require Parity In Health Insurance For Mental Illness. (See Attachment 7): 
Senator Leslie Winner, Bill Sponsor, was recognized to explain the bill. A 
proposed House Committee Substitute was presented to the Subcommittee (see 
Attachment 8). Representative Bowie moved to adopt the proposed House 
Committee Substitute for discussion. The motion passed. Senator Winner 
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Minutes Continued 
Page2 

explained the differences in the proposed House Committee Substitute and the 
Senate Committee Substitute. After her explanation, Senator Winner entertained 
questions from the Subcommittee members. 

After extensive discussion and questions, Mr. Ron Bachman, a Principal at Price, 
Waterhouse, Coopers, was recognized to speak. Mr. Bachman stated that he is in 
charge of the Health Care Consulting Practice out of their Atlanta, Georgia office. 
He is an Actuary with certifications of FSA (Fellow Society of Actuaries) and 
MAA (Member of the American Academy of Actuaries), and he acts as a broad 
based consultant with clients on both sides of the issue. He stressed that he was 
before the Subcommittee not as an advocate or lobbyist for the legislation but to 
give factual information and answer any questions they may have. He then 
proceeded with his comments and entertained questions from the Subcommittee. 
No action was taken on the bill during this meeting. 

Jane M. "Dee" Bagley 
Subcommittee Clerk 
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ATTACHMENT 2 

GENERAL ASSEMBLY OF NORTH CAROLl~A 

SESSION 1997 

H 

HOUSE BILL 1455* 

Short. Title: PSO Medicare Licensing. 

Sponsors: Representatives Cansler and Bowie. 

Ref erred to: Insurance, if favorable, Finance. 

May 25, 1998 

1 A BILL TO BE ENTITLED 

1 

(Public) 

2 AN ACT TO CREATE MEDICARE PROVIDER SPONSORED ORGANIZATION 
3 LICE~SI~G. 
4 The General Assembly of North Carolina enacts: 
5 Section 1. Chapter 131E of the General Statutes is amended by adding a 
6 new Article to read: 
7 
8 
9 

"ARTICLE 17. 
"Provider Sponsored Organization Licensing. 

"§ 131E-275. General provisions. 
10 (a) The General Assembly acknowledges that section 1855. et seg., of the federal 
11 Social Security Act permits provider sponsored organizations that are organized and 
12 licensed under State law as risk-bearing entities, or that are otherwise certified as 
13 such by the federal government. to be eligible to offer health insurance or health 
14 benefits coverage in each State in which the provider sponsored organiz_ation offers a 
15 Medicare+ Choice plan. The General Assembly decJares that provider sponsored 
16 organizations are beneficial to North Carolina citizens who are Medicare beneficiaries 
17 and should be encouraged, subject to appropriate regulation by the Department of 
18 Health and Human Services, acting through the Medical Care Commission. The 
19 General Assembly further declares that, because provider sponsored organizations 
20 provide hea1th care directly and assume responsibility for the provision of Health 
21 Care Services to Medicare beneficiaries under the requirements of the federal 
22 Medicare program, they reguire different regulatory oversight to protect the public 
23 than health maintenance organizations and insurance companies. The General 
24 Assernbl)' further declares that the organizers and operators of provider sponsored 
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1 orbanizations which are licensed under the terms of this Article as risk-bearing 
2 entitie5- authorized to contract directly with the federal Medicare+ Choice pro~ram 
3 shall not be subject to Chapter 58 or the insurance laws of this State, unless otherwise 
4 specified in this Article. 
5 (M · As set forth in this Article, the Department of Health and Human Services. 
6 acting through the Medical Care Commission. shall be the agency of the State 
7 authorized to license provider sponsored oreanizations to contract with.Medicare to 
8 prO\·ide health care services to Medicare beneficiaries and to en&a~e in the other 
9 related activities described in this Article. 

1 O (c;) Each provider sponsored oreanization shall obtain a license from the 
11 Department or shall otherwise be certified by the federal &overnmentJ)rior to 
12 establishing. maintaining, and operating a health care plan in this State for 
13 Medicare+ Choice beneficiaries. 
14 "§ 131E-276. Definitions. 
]5 As used in this Article. unless the context clearly implies otherwise, the following 
16 definitions appl\": 
] 7 ill 'Beneficiary' or 'beneficiaries' means a beneficiary or____b_eneficiari,e_s 

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. 

18 
19 
20 

24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
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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 pa:rroll. claims, and taxes that will need to b~ 
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 actin& through the North Carolina Medical Care 
Commission. 

ill 'Emergency services' shall have the same meanin& 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 facilitie~ afil! 
their ancillary eguipment. and any property that may reasonably ~ 
required for the PSO's principal office or for any purposes that 
may be necessary in the transaction of the business of the PSO. 

L2.l 'Health plan contract' or 'Medicare contract' means a PSO'~direct 
contract with the United States Department of Health and Hum.fill 
Services under section 1857 of the federal Social Security Act . 

House Bill 1455 
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LJ..Q.l '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. 

Ull '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 controlling number of 
the &overnin& board of a sponsorin& provider or that has the power 
to direct the mana&ement policy and decisions of the sponsoring 
provider. 

(1l} 'Provider' or 'health care provider' means: <i) any individual that 
is engaged in the deliven· of health care services and that · is 
reguired by North Carolina law or re&ulation 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 deliven· of health 
care services and that is reguired by North Carolina law or 
regulation to be licensed to engage in the deliven' 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. 

.(1l} '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 organized by a health care provider or group of 
affiliated health care 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 govemin& board or body. unless 
otherwise prohibited by law; (iii) that provides a substantial 
proportion of the services under each Medicare contract directly 
through the provider or ~oup of affiliated providers; and (iv) in 
which the provider or affiliated providers directly or indirectly 
share substantial financial risk and have at least a majority 
financial interest. 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 Cii) due to temporary 
vacancies on its governing board or body. 

House Bi11 1455 Page 3 
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Ll.fl 'Secretar)·' means the Secretary of the Department of Health and 
Human Services . 

~ 'Sponsorinfl providers' of a PSO means the health care provider 
domiciled in this State that assumes. or &roup of affiliaw,i health 
care providers that directly or indirectly shares, substant_ial 
financial risk in the PSO and that has at least a majQrity financial 
interest in the PSO. 

ilfil 'Substantial proportion of the services', as that term is used in G.S..,. 
131E-276(n) and G,S. 131E-309(a), means at least seventy percent 
(70%). or sixty percent (60%) for PSOs whose beneficiaries reside 
primarily in rural areas, of the annual cost of health car~ servi~s. .. 

ilZ} A health care provider is affiliated with another provider .if 
through contract, ownership, or otherwise, when: (i} one provider 
directly controls, is controlled by, or is under common control with 
the other provider: (ii) each provider participates in a lawful 
combination under which they share substantial financial risk for 
the organization's operation: (iii) both providers are part of a . 
controlled &roup of corporations as defined under section 1563 of 
the Internal Revenue Code of 1986; or (iv) both providers are 12art 
of an affiliated service &roup under section 414 of this Code. 
Control is presumed if one partv directlv or indirectlY owns. 
controls. or holds the power to vote. or proxies for, at least fifty-

23 one percent (51 %) of the voting or governance ri~hts of another. 
24 "§ 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 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
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ill Provide services under its Medicare contract at a capitated rate: 
ill Provide designated services or classes of services under its 

ill 

ill 

Medicare contract for a predetermined percenta&e of premium or 
revenue from the Medicare program: 
Use si&nificant financial incentives for its sponsorin& providers, as a 
group to achieve specified cost-containment goals either by: 
~ Withholdin& from all sponsorin& providers a substantial 

b. 

amount of the compensation due to them, with distribution 
of that amount to the sponsorin& providers based on 
performance of all sponsorin~ providers in meetin2 the cost­
containment eoals of the network as a whole: or 
Establishin& overall cost or utilization tareets for the PSO. 
with the sponsorine providers subject to subsegyent 
substantial financial rewards or penalties based on flTO'!,!D 
performance in meetin& the tar~ets; or 

Agree to provide a complex or extended course of treatment that 
reguires the substantial coordination of care by sponsoril'.li 
providers in different specialties offerini. a complementary mix of 

House Bill 1455 
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services,· for a fixed, predetermined payment. when the costs of 
that course· of treatment for any individual patient can vary greatly 

3 due to the individual patient's treatment or other factors: or 
4 ill Agree to any other arrangement that the Department determines to 
5 provide for the sharing of substantia1 financia1 risk by the 
6 sponsoring providers. 
7 It is the intent of the General Assembly to encourage innovative methods by which 
8 sponsoring providers can directly or indirectly share substantial financial risk in the 
9 PSO in any lawful manner. 

10 "§ t3tE-278. Applicability or other laws. 
11 (a) Unless otherwise reguired ·by federal law. provider sponsored organizations 
12 licensed pursuant to the terms of this Article are exempt from all regulation under 
13 Chapter 58 of the General Statutes. Plan contracts, provider contracts. and other 
14 arrangements related to the provision of covered services by these licensed networks 
15 or by hea1th care providers of these PSOs when operating through these PSOs shall 
16 likewise be exempt from regulation under Chapter 58 of the General Statutes. 
17 "§ 131E-279. Approval. 
18 (a) Unless otherwise required by federal law, the Department shall be the agency 
19 of the State that shall license provider sponsored organizations that seek to contract 
20 with the federal government to provide health care services directly to Medicare 
2 J ~eneficiaries under the Medicare+ Choice program. 

(b) Provider sponsored organizations which have been granted a waiver pursuant 
23 to 42 U.S.C. § 1395w-25(a)(2), or any successor thereof, and which otherwise meet 
24 the reguirements of the PSO's Medicare contract shall be deemed by the State to be 
25 licensed under this Article for so long as the waiver or Medicare contract remains in 
26 effect. The foregoing shall not limit the Department's authority to regulate such 
27 PSOs and their respective sponsoring providers and affiliated providers as may be 
28 permitted in 42 U.S.C. § 1395w-25(a)(2)(G), or any successor thereof, or the PSO's 
29 Medicare contract. 
30 (c) The Department shall license a PSO as a risk-bearing entity eligible to offer 
31 health benefits coverage in this State to Medicare beneficiaries if the PSO complies 
32 with the requirements of this Article. This license shall be granted or denied by the 
33 Department not longer than 90 days after the receipt of a substantially complete 
34 application for licensing. Within 45 days after the Department receives an 
35 application for licensing, the Department shall either notify the applicant that the 
36 application is substantially complete, or clearly and accurately specify in writing to 
37 the applicant all additional specific information required by the applicant to make the 
38 application a substantially completed application. This agency response shall set 
39 forth a date and time for a meetini within 30 days after it is sent to the applicant. at 
40 which a representative of the Department will e;mlain with particularity the 
41 additional information required by the Department in the response to make the 
42 application substantially complete. The Department shall be bound by the response 
43 unless the Secretary determines that it must be modified in order to meet the 
44 purposes of this Article. The Secretary shall not dele~ate the authority to modify the 

House Bill 1455 Page 5 
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1 respomc. If an applicant provides the additional information set forth in the 
2 response, the application shall be considered substantially complete. . If the 
3 Department has not acted on an application within 90 days after it is deemed 
4 substantially complete, the Department shall immediately issue a license _to the 
5 applicant. and the applicant shalJ be considered to have been licensed by the 
6 ·Department. Any reapplication which corrects the deficiencies which were 5.Decified 
7 by the Department in the response shall be approved by the Department. 
8 (d) For purposes of determinin&, under 42 U,S.C, § 1395w-25(a)(2)B, or any 
9 successor thereof,. the date of receipt by the State of a substantially complete 

10 a12plication, the date the Department receives the a:tmlicant's written response to the 
11 a~ency response or an earlier date considered by the Department shall be conjidered 
12 to be that date. The fore&oin& shalf not limit the Department's authority to consi<kr 
13 an application not substantia11y complete under subsection (c) of this section if the 
14 applicant's response to the response does not provide substantially the information 
15 specified in the response. 
16 (e) The standards in G.S. 131E-279 throu&h G.S. 131E-288 and in G.S. 131E-290 
17 through G.S. 131E-308 shall apply to PSOs, unless federal law specifies standards 
18 more favorable to PSOs or unless otherwise preempted by federal Jaw. 
19 (f) A license shall be denied only after the Department complies with the 
20 reguirements of G.S. 131E-312. 
21 "§ 131£-280. Applicants for license. ..,.., ..... (a) Each application for licensing as a provider sponsored organization authorized 
23 to do l°'usiness in North Carolina shall be certified by an officer or authorized 
24 representati\'e of the applicant. shalJ be in a form prescribed by the Department~ and 
25 shall be set forth or be accompanied by the following: 
26 W A copy of the basic or&anizational document. if any._ of the 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
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ill 

(31 

ill 

applicant and each sponsorin& or&anization that holds greater than 
a five percent (5%) interest in the PSO. such as the articles of 
incorporation, articles of or&anization, partnership a~reement~Jrust 
agreement. or other applicable documents. and all amendments 
thereto: 
A copy of the respective bylaws, rules and re&ulations. or similar 
documents, if any, re&ulatin& the conduct of the internal affairs of 
the applicant and each sponsorin& provider which · hold~ greater 
than a five percent (5%) interest in the PSO: 
Copies of the document evidencin& the arran&ements between the 
applicant and each· sponsorin& provider that create the 
relationships and obli&ations described in G.S. 131E-276(n); 
A list of the names. addresses, and official positions of persons who 
are to be responsible for the conduct of the· affairs of the applicant 
and of each sponsorin& provider that holds &reater than a five 
percent (5%) interest in the PSO, respectively, includin& all 
members of the respective boards of directors, boards of trustee,s,. 
executive committees, or other &overnin& boards or committee__s_, 
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the principal officers in the case of a corporation, and the partners 
or members in the case of a partnership or association: 

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-partv administrators. marketin& 
consultants. or persons listed in subdivision (3) of this subsection 
and the PSO: 

ill A statement eenerally 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 he]d by any other licensed sponsoring provider: 

(.fil Financial statements showing the applicant's assets. liabilities. 
sources of financial support. and the financia] statements of each 
sponsoring provider that holds greater than a five percent (5%) 
interest m the PSO showing the sponsoring provider's assets. 
liabilities. and sources of support. If the applicant's or any such 
sponsorin~ 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: 

l2.) If the applicant's obligations under G.S, 131E-282. 131E-283, 131E-
297, 131E-298, or 131£-299 are guaranteed by one or more 
guarantors. financial statements showing each guarantor's assets. 
liabilities, and sources of financial support. If a guarantor's 
financial affairs are audited by independent certified public 
accountants. a copy of the &uarantor's most re·cent regular audited 
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: 

.(lQ} A financial plan, satisfactory to the Department, covering the first 
12 months of operation under the PSO's Medicare contract and· 
which meets the reguirements of G.S. 131£-283. If the financial 
plan projects losses, the financial plan must cover the period 
through 12 months beyond the projected breakeven: 

Ull A statement reasonably describing the geographic area or areas to 
be served: 
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(.Llj A description of the procedures to be implemented to meet the 
protection a~ainst insolvenC}:· reguirements of G.S. 131£-298; and 

.(.1l). Any other information the Department may reguire to make the 
determinations reguired in G.S. 131E-282. 

5 (h) The .Department may adopt rules exempting from the filing reguirements of 
6 suhsection (a) of this section those items it considered unnecessan. 
7 "§ 131E-281. Additional Information. 
8 (a) In addition to the information filed under G.S, 131E-280(a), each a,pplication 
9 shall include a description of the followin&: 

10 ill . The proiram to be used to evaluate whether the applicant's 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

24 
25 
26 

ill 

ill 
ill 

ill 

network of sponsorin~ providers and contracted providers is 
sufficient, in numbers and t~es of providers, to assure that all 
health care services will be accessible without unreasonable d~ 
The program used to evaluate whether the sponsoring providers 
providers provide a substantial portion of services under each 
Medicare contract of the PSO: 
The program to be used for verifying provider credentials: 
The utilization review program for the review and control of 
health care services provided or paid for by the applicant: 
The guality mana~ement pro~ram to assure guality of care and 
health care services managed· and provided through the health care 
plan: and 
The applicant's network of sponsoring providers and contracted 
providers and evidence of the ability of that network to provide all 
health . care services other than out-of-network services and 
emer~ency services to the applicant's prospective beneficiaries. 

27 (l"') The department ma)· promul~ate rules and re~ulations exemptin~ from the 
28 filing reguirements of subdivision (a) those items it deems unnecessary. 
29 "§ 131E-282. Issuance of license. 
30 (a) Before issuing any such license, the Department may make such an 
31 examination or investi~ation as it deems expedient. The Department shall issue a 
32 license after receipt of a substantially complete application, upon the payment of the 
33 application fee prescribed in G,s, 131E-307 and upon satisfaction of the following 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 

reguirements: 
ill 

ill 

Page 8 

The applicant is duly orianized as a provider sponsored 
organization as defined by the Article. 
That the· PSO has initially a minimum net worth of one million 
five hundred thousand dollars ($1,500,000), In the even_t 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 amQ.unt as 
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1 determined by the Department if the PSO operates primarily in 
2 rural areas. 
3 ill The PSO shall have at least seven hundred fifty thousand dollars 
4 ($750,000) in cash or eguivalents on its balance sheet. except that 
5 the Department mav permit a PSO operating primarily in rural 
6 areas to have a lesser amount held· in cash or eguivalents on its 
7 balance sheets, 
8 ill The applicant submits a financial plan satisfactozy to the 
9 Department which covers the first 12 months of operation of the 

10 PSO's Medicare contract and which meets the reguirements of 
11 G.S, 131E-283. If the plan projects losses, the financial plan shall 
12 cover the period throuih 12 months beyond projected break-even, 
13 ill The Department determines that the applicant has sufficient cash 
J 4. flow to meet its obliiations as they become due. In makin~ that 
J 5 determination, the Department shall consider the following: 
16 a:. The timeliness of payment: 
17 b. The extent to which the current ratio is maintained at one 
18 to one, or whether there is a chanie in the current ratio 
19 over a period of time: and 
20 £:. The availability of outside financial resources. 
21 (b) In calrulatin~ the net worth of a PSO, the Department shall admit the 
22 followin~: 
23 
24 
.., -
.:.) 

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

ill One hundred percent (100%) of the book value of health care 
delivery assets on the balance sheet of the applicant. 

ill One hundred percent (100%) of the value of cash and cash 
eguivalents on the balance sheet of the applicant. 

ill 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 intaniible 
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 
eguivalents or if the Department has used its discretion to reduce 
the initial net worth reguirement below one million five hundred 
thousand dollars ($1,500,000). then the Department shall admit one 
hundred percent (100%) of the book value of intan,:ible assets of 
the PSO up to ten percent (10%) of the minimum net worth 
amount required, 

ill Standard accountin& principles treatment shall be· given to other 
assets of the PSO not used in the delivezy of health care for the 
purposes of meetin~ the minimum net worth reguirement. 

42 ill Deferred acguisition costs shall not be admitted. 
43 "§ 131E-283. Financial plan. · 
44 (a) The financial plan shall include the following: 
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ill A detailed marketing plan: 
ill Statements of revenue and expense on an accrual basis_: 
ru Cash flow statements: 
~ Balance sheets; and 

5 ill . The assumptions in support of the financial plan. 
6 (~) In the financial plan, the PSO shall demonstrate that it has the resources 
7 available to meet the projected losses for the entire period to break even, J;xcept f.9.r 
8 the use of guaranties as provided in subsection <c) of this section, letters~Lc.redit as 
9 provided in subsection (d) of this section. and other means as provided in subsection 

10 (e) of this section, the resources must be assets on the balance sheet of the PSQ)n a 
11 form that is either cash or convertible to cash in a timely manner. pursuant to the 
12 financial plan. 
13 (c) Guaranties shall be acceptable as a resource to meet projected losses, under 
14 the following conditions: 
15 ill For the first year of the PSO's operation of the PSO's Medicare 
16 
17 
18 
19 
20 
21 

contract, the guarantor must provide the PSO with cash or cash 
equivalents to fund the projected losses, as follows: 
a. Prior to the beginning of the first guarter. in the amount of 

the projected losses for the first two quarters: 
Prior to the beginning of the second guarter, in the amount 
of the projected losses through the end of the third guarter: 
and 

23 c. Prior to the beginning of the third guarter, in the amount of 
24 the projected losses through the end of the fourth guarter. 
25 ill If the guarantor provides the cash or cash eguivalen1~ 
26 in a timely manner on the above schedule. this funding, sha.lL,he 
27 considered in compliance with the guarantor's commitment to the 
28 PSO. In the third guarter. the PSO shall notify the Department if 
29 the PSO intends to reduce the period of funding of projected 
30 losses. The Department shall notify the PSO within 60 days of 
31 receiving the PSO's notice if the reduction is not acceptabl~ 
32 ill If the above guaranty reguirements are not met, the ll™nment 
33 may take appropriate action, such as reguiring fundinLQf projected 
34 losses through means other than a euaranty. The ~Department 
35 retains discretion which shall be reasonably exercised .J.QJeg:uire 
36 other methods or timin& of funding, considering factors such as the 
37 financial condition of the guarantor and the accuracy of the 
38 financial plan. 
39 (d) The Department may modify the conditions in subsection <c) of tqis secti.Q.n in 
40 order to clarify the acceptability of &uaranty arran&ements. 
41 (e) An irrevocable, clean, unconditional letter of credit may be used in place Qf 
42 cash or cash equivalents if satisfactory to the Department. 
43 (f) If approved by the Department, based on appropriate standards nromulgat~ 
44 by the Department, PSOs may use the followin& to fund projected losses fQL~ 
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1 after the first year: lines of credit from regulated financial institutions, legally binding 
2 agreements for capital contributions, or other legally binding contracts of a similar 
3 leYel of reliability. · 
4 (&;) The exceptions in subsections (c), {d), and (e) of this section may be used in 
5 .in appropriate combination or seguence. 
6 "§ 131E-284. Modifications. 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

(a) A provider sponsored or&;anization shall file a notice describinfl any si&;nificant 
chanfle in the information regµired by the Department µnder G,S, 131E-280, Such 
notice shall be filed with the Department prior to the chanfle. If the Department 
does not disapprove within 90 days after the filinfl, this modification shall be 
considered approved, Chanfles subject to the terms of this section include e:x;pansion 
of service area, addition or deletion of sponsorinfl providers, chanfleS in provider 
contract forms. and group contract forms when the distribution of risk is significantly 
changed, and an\' other changes that the Department describes in properly adopted 
rules. Even· 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 

:? 1 an subseguent changes in the information or forms that are reguired b)· this Article to 
.,.., be filed with the Department . 
23 (b) The Department may adopt rules exempting from the filing reguirements of 
24 subsection (a) of this section those items it considers unnecessary. 
25 "§ 131E-285. Deposits. 
26 (a) The Department shall require a deposit of one hundred thousand dollars 
27 (S 100,000) for all provider sponsored organizations.· Said deposits shall be included 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

in the calculations of a PSO's or applicant's net worth. 
(b) All deposits reguired by this section shall be administered in accordance with 

procedures established by the Department. 
"§ 131E-286. Ongoing financial standards - net worth. 

(a) Beflinninfl the first day of operation of the PSO and except as otherwise 
provided in subsection (d) of this section. every PSO shall maintain a minimum net 
worth egual to the flreater of the followinfl amounts: 

ill One million dollars ($1,000.000); 
ill Two percent (2%) of annual premium revenues as reported on the 

ru 

House Bill 1455 

most recent annual financial statement filed with the Department 
on the first one hundred fifty million dollars ($150,000,000) of 
premium and one percent (1%) of annual premium on the 
premium in excess of one hundred fifty million dollars 
{$150,000,000): 
An amount egual to the sum of three months uncovered health 
care expenditures as reported on the most . recent financial 
statement filed with the Department: 
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An amount egual to the sum of: 
.e... Eight percent (8%) of annual health care expenditures_paid 

on a noncapitated basis to nonaffiliated providers as 
reported on the most recent financial statement filed with 
the Department: and ' 

b. Four percent ( 4%) of annual health care expenditures paid 
on a capitated basis to nonaffiliated providers plus annual 
health care expenditures paid on a noncapitated basis to 
affiliated providers; and 
Zero percent (0%) of annual health care expenditures paid 
on a capitated basis to affiliated providers re~ardless of 
downstream arran&ements from the affiliated provider. 

10 
11 
12 
13 (b) In cakulating net worth, liabilities shalJ not incJude fulJy subordinated debt or 
14 sul:iordinated liabilities. For purposes of this provision, subordinated liabilities are 
15 claims liabilities otherwise due to providers that are retained by the PSO to meet net 
16 worth reguirements and are fully subordinated to all creditors. 
17 (c) In calculating net worth for purposes of this section, the items des_cribed in 
18 G.S. 131E-282(b) shalJ be admitted, except as folJows: 
19 ill For intangible assets. if at least the greater of one million dollars 
20 ($1,000.000) or sixty-seven percent (67%) of the ongoing minimum 
21 
22 
23 
24 
25 
26 
27 
28 
29 

net worth requirement is met by cash or cash equivalents, then the 
Department shall admit the book value of intangible_assets up to 
twenty percent (20%) of the minimum net worth amount reguired. 
If less than the greater of one million dollars ($1,000,000) or sixty­
seven percent (67%) of · the ongoing minimum net worth 
requirement is met b:y cash or cash eguivalents. then the 
Department shall admit the book value of intangible.,assets up to 
ten percent (10%) of the minimum net worth amount reguireq_; 
and 

30 ill Deferred acguisition costs shall not be admitted. 
31 (d) The Department may lower the minimum ongoing net worththreshold fur 
32 PSOs that operate primarily in rural areas. 
33 (e) During the start-up phase of the PSO, the pre-break-even financial plan 
34 reguirements shall apply. After the point of break-even, the financial plan 
35 reguirement shall address cash needs and the financing reg:uired for ... Jh~ next three 
36 years. 
37 (fl If a PSO, or the legal entity of which the PSO is a component. did not earn.A 
38 net operating surplus during the most recent fiscal year, the PSO shall submit a 
39 financial plan, satisfactory to the Department. meeting all of the reguirements 
40 established for the initial financial plan. 
41 "§ 131E-287. Reporting. 
42 The PSO shall file with the Department financial information relatin1; to PSO 
43 solvency standards described in this Article, according to the following schedule: 
44 ill On a guarterly basis until break-even; and 
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ill 

ill 

On an annual basis after break-even, if the PSO has a net 
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. 

5 "§ 131E-288. Liguidit\'. . 
6 (a) Each PSO shall have sufficient cash flow to meet its obligations as the\' 
7 become due. In determining the ability of a PSO to meet this reguirement, the 
8 Department shall consider the following: 
9 ill The timeliness of payment: 

10 ill The extent to which the current ratio is maintained at one to one 
11 or whether there is a change in the current ratio over a period of 
12 time: and 

14 
15 
16 
17 
18 
19 
20 
:? 1 
22 
23 
24 
25 
26 

ill The availability of outside financial resources. 
(b) The following corresponding remedies apply: 

ill If the PSO fails to pay obligations as they become due. the 

ill 

ill 

Department shall require the PSO to initiate corrective action to 
pay all overdue obligations. 
The Department mav reguire the PSO to initiate corrective action 
if any of the following are evident: (i) the current ratio declines 
significantly: or (ii} 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. 
If there is a change in the availability of the outside resources, the 
Department shall require · the PSO to obtain funding from 
alternative financial resources. 

28 (c) Nothing in the foregoing liquidity requirements shall be interpreted to reguire 
29 the PSO to maintain a current ratio of one to one if the PSO can demonstrate to the 
30 Department that it is able to pay its obligations as they become due and the current 
31 ratio maintained by the PSO has neither declined significantly nor is on a continued 

. 32 downward trend. 
33 "§ 131E-289. Minimum of net worth that must be in cash or cash equivalents. 
34 (a) Except as otherwise provided in subsection (b) of this section, each PSO shall, 
35 . on an ongoing basis, maintain a minimum net worth in cash or cash eguivalents of 
36 the greater of: 
37 ill Seven hundred fifty thousand dollars ($750,000) cash or cash 

eguivalents: or 38 
39 
40 
41 
42 
43 
44 

ill Forty percent (40%) of the minimum net worth reguired. 
(b) The Department may lower the threshold for minimum net worth held in cash 

or cash eguivalents 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. 
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1 ( a) No provider sponsored or&anization or sponsorin& provider, unless licensed as 
2 an insurer under Chapter 58 of the General Statutes may use in its name. contracts. 
3 or literature an\· of the words 'insurance'. 'casualty'. 'suret{. 'mutual'-&--9Lany other 
4 words· descriptive of the insurance, casualty, or surety business or deceptively similar 
5 to the name or description of any insurance or surety corporation doing business in 
6 thi" State. 
7 (b) No provider sponsored or&anization or sponsorin& provider shall en&age in 
8 any activity or conduct which is prohibited by the terms of the PSO's Medicsire 
9 contract. 

10 "§ 131E-291. Collaboration with local health departments. 
11 A· provider sponsored or&anization and a local health department shall collaborate 
12 and cooperate within available resources re&ardin& health promotion and disease 
J 3 rrevention efforts that are necessan1 to protect the public health. 
14 "§ 131£-292. Co"eragc. 
15 (a) Provider sponsored organizations subject to this Article shall provide covera~e 
16 for the medic all)· appropriate and necessar)' services specified under the PSO ·s 
17 Medicare contract. . 
18 (b) In the event a PSO's Medicare contract or federal law, regulations,. or rules 
19 governing coverage by the PSO of items or services to Medicare beneficiaries permits 
20 a PSO. sponsoring provider. or participatin& provider to object on moral or religious 
~ 1 gro~md~ to providing an item or service to Medicare beneficiaries. it is the polic\" of 
22 thi<> State to permit this objection and allow the participating provider to refuse to 
23 proYide the item or sen·ice. 
24 "§ 131E-293. Rates. 
25 Rates charged by ·provider sponsored organizations to the Medicare pro&ram and 
26 charges by PSOs and sponsorin& providers for items or services to beneficiaries shall 
27 be governed b)· the terms of the PSO's Medicare contract. 
28 "§ 131E-294. Consumer protection and quality standards. 
29 (a) Unless otherwise preempted by federal law or mandated by the Medicare 
30 program, the Department shall apply to provider sponsored or2anizations the same 
31 standards and reguirements that the Department · of Insurance applies to health 
32 maintenance or&anizations under Chapter 58 of the General Statutes with resp,e-£1 1Q 
33 the followin2 consumer protection and guality matters: 
34 ill Quality mana2ement pro&rams: 
35 ill Utilization review procedures: 
36 ill Unfair or deceptive trade practices: 
37 ill Antidiscrimination: 
38 ill Provider accessibility and availability; and 
39 ill Network provider credentialiri&. 
40 "§ 131E-295. Powers of insurers and medical service corporations. 
41 Notwithstanding any provision of the insurance and hospital or medical service 
42 corporation laws contained in Articles 1 throu2h 66 of Chapter 58 of the_ General 
43 Statutes. an insurer or a hospital or medical service corporation may contract with a 
44 provider sponsored organization to provide insurance or similar protection a~ainst 
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1 the cost of ·care provided through provider sponsored organizations and their 
2 sponsoring providers to beneficiaries and to provide coverage in the event of the 
3 failure of the provider sponsored organization or its sponsoring providers to meet its 
4 obligations under the PSO's Medicare contract, The beneficiaries of a provider 
5 sponsored organization constitute a permissible group under these la\\'S. Amon~ 
6 other things, under these contracts. the insurer or hospital or medical service 
7 corporation may make benefit payments to provider sponsored organizations for 
8. health care services rendered by providers pursuant to the health· care plan. 
9 "§ 131E-296. Examinations. 

10 The Department inay make an examination of the affairs of any provider 
11 sponsored organization and the contracts, agreements, or other arrangements 
12 pursuant to its health care plan as often as the Department considers necessary for 
13 the protection of the interest_s of the people of this State but not less freguently than 
14 once ever)' three years. 
15 "§ 131E-297. Hazardous financial condition. 
16 (a) Whenever the financial condition of any provider sponsored organization 
17 indicates a condition such that the continued operation of the provider sponsored 
18 organization might be hazardous to its beneficiaries, creditors, or the general public. 
19 then the Department may order the provider sponsored organization to take any 
20 action that may be reasonably necessary to rectify the existing condition, including 
""

1 o:·1c or more of the following steps: 
ill To reduce the total amount of present and potential liability for 

23 benefits by reinsurance: 
To reduce the volume of new business being accepted; 
To reduce the expenses by specified methods: 25 

26 

ill 
ill 
ill To suspend or limit the writing of new business for a period of 

27 time: 
28 ill To reguire an increase to the provider sponsored organization's 
29 net worth by contribution: 
30 @ To add or delete sponsoring providers: 
31 ill To increase the amount of payments from the PSO which 
32 sponsoring providers agree to forego: or 
33 (fil To reguire additional guaranties from sponsoring providers or from 
34 parents of sponsoring providers. 
35 lb) If the Department determines that the lig_uidity standards in G.S. 131E-286. 
36 131E-288, and 131E-289 do not provide sufficient early warning that the continued 
37 operation of any provider sponsored organization might be hazardous to its 
38 beneficiaries, creditors. or the general public. the Department may adopt rules to set 
39 uniform standards and criteria for such an early warnin& and to set standards for 
40 evaluating the financial conditipn of any provider sponsored organization, which 
41 standards shall be consistent with the purposes emressed in subsection (a) of this 
42 section. 
43 "§ 131E-298. Protection against insolvency . 
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1 (a, The Department shall reguire deposits in accordance with the provisions of 
2 G.S. 131E-285. 
3 (b) If a provider sponsored organization fails to comply with the n.~..t worth 
4 reguirements of Q.S. 131£-286, the Department may take appropriate action to assure 
5 th[H the continued operation of the prm1ider sponsored organization wil1 not be 
6 haiardous to the beneficiaries enrolled with the PSO. 
7 le) Every provider sponsored organization shall have and ·maintain at an times an 
8 · adeguate plan for protection against insolvency acceptable to the Department. Jn 
9 determining the adeguacy of such a plan, the Department shall consider: 

10 ill A reinsurance aueement preapproved by the Department_c,overing 
11 excess loss, stop-loss. or catastrophies. The agreement shall 
12 provide that the Department will be notified no less than 60 days 
13 prior to cancellation or reduction of coverage: 
14 ill A · conversion policy or policies that will be offered by an insurer 
15 to the beneficiaries in the event · of the provider sponsored 
16 oq;anizqtion's insolvency: 
17 ill Legal1y binding unconditional guaranties by adeguately camtalized 
18 sponsoring provider or adeguately capitalized sponsoring 
19 corporations of sponsoring providers: 
20 ill Legally binding obligations of sponsoring providers to forego 
2 J pavment for items or services provided b)' the sponsoring provider 
22 in order to avoid the financial insolvency of the PSO: 
23 ill Legal1)· binding obligations of sponsoring providers or parents of 
24 sponsoring providers to make capital infusions to the PSO: and 
25 ill Any other arrangements offering protection against insolvency that 
26 the Department may reguire. 
27 "§ 131E-299. Hold harmless agreements or special deposit. 
28 (a) Unle~s the PSO maintains a special deposit in accordance with subsection (b) 
29 of this section. each contract between every PSO and a participating provider of 
30 health care services shall be in writing and shall set forth that in the event the PSO 
31 fails · to pay for health care services as set forth in the contract. the MedicM.s 
32 subscriber or beneficiary shall not be liable to the provider for any sums owe.d by t~ 
33 PSO, No other provisions of such contracts shall, under any circumstances. change 
34 the effect of such a provision. No participating provider or agent. trustee, or assigne~ 
35 thereof may maintain any action at law against a subscriber or beneficiary to conw 
36 sums owed by the PSO. . 
37 lb) In the event that the participating provider contract has not been redu£e.Q lQ 
38 writin& or that the contract fails to contain the regyired prohibition. the PSOilm!l 
39 maintain a special deposit in cash or cash eguivalent as follows: 
40 ill If at any time uncovered expenditures exceed ten percent (10%) of 
41 total health care e,menditures the PSO shall either: 
42 ~ Place an uncovered expenditures insolvency deposit with t~ 
43 Department. or with any organization or trustee ace~~ 
44 to the Department through which a custodial or controlled 
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(c) 

ill 

ill 

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 outstandin& liability for 
uncovered expenditures for enrol1ees. including incurred but 
not reported claims, and shal1 be calculated as of the first 
day of the month and maintained for the remainder of the 
month. If a PSO is not otherwise required to file a quarterly 
report. it shall file a report within 45 days of the end of the 
calendar g:uarter with information sufficient to demonstrate 
compliance with this section; or 
Maintain adequate insurance or a &uaranty arran&ement 
approved in writing by the Department, to pay for any loss 
to beneficiaries claiming reimbursement due to . the 
insoh;ency of the PSO. The Department shall approve a 
~uaranty arrangement if the ~uarantying organization is a 
sponsorin& provider, has been opera tin~ for at least 10 years . 
and has a net worth, includin~ or~anization-related · land, 
buildings, and equipment of at least fifty million dollars 
($50,000,000). unless the Department finds that the approval 
of this guarantv mav be financiallv hazardous to 
beneficiaries. 

The deposit reguired under sub-subdivision a. of subdivision 0) of 
this section is an admitted asset of the PSO in the determination of 
net worth. All income from such deposits or trust accounts shall 
be assets of the PSO and may be withdrawn from such deposit or 
account guarterly with the approval of the Department; 
A PSO that has made a deposit may withdraw that deposit or any 
part of the deposit if (i) a substitute deposit of cash or securities of 
equal amount and value is made, (ii) the fair market value exceeds 
the amount of the required deposit, or (iii) the required deposit 
:under . this subsection is reduced or eliminated. Deposits, 
substitutions. or withdrawals may be made only with the prior 
written approval of the Department; 

ill The deposit reguired under sub-s:ubdivision a. of subdivision (1) of 
this section is in trust and may be used only as provided under this 
section. The Department may use the deposit of an insolvent PSO 
for administrative costs associated with administerin& the deposit 
and payment of claims of enrollees of the PSO. 

Whenever the reimbursements described in this section exceed 
41 percent ( %) of the PSO's total costs for health care 
42 services over the immediately precedin& six months, the PSO shal1 file a written 
43 report with the Department containing the information necessary to determine 
44 compliance with sub-division a. of subdivision (1) of this section no later than 30 
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1 busints~ da)·s from the first day of the month. Upon an adeguate showing b~ the 
2 PSO that the reguirements of this section should be waived or reduced. the 
3 Department mav waive or reduce these reguirements to such an amount as i_t deems 
4 sufficient to protect beneficiaries of the PSO consistent with the intent and purpose Qf 
5 thi~ Article. 
6 "§ UlE-300. Continuation of benefits. 
7 The Department shall regµire that each PSO have a plan for handling insolvency, 
8 which plan allows for continuation of benefits for the duration of the contractperiQil 
9 for which premiums have been paid and continuation of benefits to beneficiaries whQ 

10 are confined in ail inpatient facility until their discharge or en,iration of bene~ 
11 considering such a plan, the Department may reguire: 
12 ill Insurance to cover the expenses to be paid for benefits after ..an 
13 inso]venC)': 
14 
15 
16 
17 
18 
19 
20 

., .., ... ., 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 

· 38-
39 
40 
41 
42 
43 

ill 

ill 
ill 
ill 

(fil 

ill 

Provisions in provider contracts that obligate theJrovider to 
provide services for the duration of the period after the PSO's 
insolvenc)· for which premium payment has been made and until 
the beneficiaries' discharge from inpatient facilities: 
Insolvency reserves as the Department may reguire: 
Letters of credit acceptable to the Department: 
Additional guaranties from a sponsoring provider of the PSO ru: 
from the parent of a sponsoring provider: 
Legally binding obligations of sponsoring providers to forego 
pa)·ment from the PSO for services provided to beneficiaries in 
order to avoid the insolvency of the PSO: and 
Any other arrangements to assure that benefits are continued as 
specified. 

"§ 131E-301. Insolvency. 
(a) In the event of an insolvency of a PSO upon order of the Department ... all 

providers that were sponsoring providers of the PSO within the previous 12 months 
from the order of the Department shall, for 30 days after the order, offer all 
beneficiaries enrolled with the insolvent PSO covered services without charge other 
than for any · applicable co-payments. deductibles, or coinsurance permitted to be 
charged to beneficiaries under the PSO's Medicare contract. 

(b) If the Department determines that the sponsoring providers lack sufficient 
health care delivery resources to assure that health care services will be available and 
accessible to all of the beneficiaries of the insolvent PSO, then, in the event the 
Health Care Financing Administration of the United States Department of H~ 
and Human Services fails to make such allocations in a timely ma.nner. the 
Department shall ·allocate the insolvent PSO's contracts for these groups among all 
other PSOs that operate within a portion of the insolvent PSO's service ,Drea. taking 
into consideration the health care delivery resources of each PSO. Each PSO to 
which beneficiaries are so allocated by the Department shall offer such group or 
~roups that PSO's existing coverage that is most similar to each benefici_ct~ 
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coYerage with the insolvent PSO at rates determined in accordance with the successor 
2 Pso·s existin~ rating methodolo~y. 
3 · (c) Taking into consideration the health care delivery resources of each such PSO. 
4 then in the event the Health Care Financin~ Administration of the U.S. Department 
5 of Health and Human Services fails to make such allocations in a timeh· manner, the 
6 Department shall also allocate among all PSOs that operate within a portion of the 
7 insolvent PSO's service area the insolvent PSO's beneficiaries who are unable to 

· 8 obtain other covera~e. Each PSO to which beneficiaries are so allocated by the 
9 Department shall offer such beneficiaries that PSO's existin~ covera~e for individual 

10 or conversion covera~e as determined by his we of covera~e in the insolvent PSO at 
11 rates determined in accordance with the successor PSO's Medicare contract. 
12 "§ 131E-3Q2. Replacement coverage. 
13 (a) Anv carrier providing replacement coverage with respect to hospital. medical. 
14 • or surgical expense or service benefits, within a period of 60 days from the date of 
15 discontinuance of a prior PSO contract or policy providing these hospital. medical, or 
16 surgical expense or service benefits, shall immediately cover all beneficiaries who 
17 ,vere valid!)' covered under the previous PSO contract or policy at the date of 
18 discontinuance and who would otherwise be eligible for coverage under the 
19 succeeding carrier's contract, regardless of any provisions of the contract relating to 
20 hospital confinement or pregnancy. 
~ J (h'} Except to the extent benefits for the condition would have been reduced or 
2:i excluded under the prior carrier's contract or policy, no provision in a succeeding 
23 carrier's contract of replacement coverage that would operate to reduce or exclude 
24 benefits on the basis that the condition giving rise to benefits preceded the effective 
25 date of the succeeding carrier's contract shall be applied with respect to those 
26 beneficiaries validly covered under the prior carrier's contract on the date of 
27 discontinuance. 
28 "§ 131E-303. Incurred but not reported claims. 
29 (a) Every PSO shall. when determinin~ liability, include an amount estimated in 
30 the aggregate to provide for any unearned premium and for the payment of an claims 
31 for health care eXl)enditures that have been incurred, whether reported or 
32 unreported, that are unpaid and for which such PSO is or may be liable; and to 
33 provide for the expense of adjustment or settlement of such claims. 
34 (b) Such liabilities shall be computed in accordance with rules adopted by the 
35 Department upon reasonable consideration of the ascertained eXl)erience and 
36 character of the PSO. 
37 "§ 131E-304. Suspension or revocation of license. 
38 (a) The Department may suspend, revoke, or refuse to renew a PSO license if the· 
39 Department finds that the PSO: 
40 ill Is operatin~ si~nificantly in contravention of its basic or~anizational 
41 document, or in a manner contrary to that described in and 
42 reasonably inferred from any other information submitted under 
43 G.S. 131E-280, unless amendments to these submissions have been -
44 filed with and approved by the Department: 
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1 desi-i from enga~in~ m an)· act or practice m violation of the provisions of this 
2 Artil.:'lt. 
3 \Vithin 30 days after service of the order of cease and desist, the reS.129ndent m~ 
4 reguest a hearin~ on the guestion of whether acts or practices in violation of this 
5 Article have occurred. These hearings shal1 be conducted pursuant to Chapter 150B 
6 of the General Statutes, and judicial review shall be a,·ailable as provided b~ this 
7 Chapter. 
8 {e) In the case of any violation of the provisions of this Article, if the Department 
9 elects not to issue a cease and desist order, or in the event of noncompliang with a 

10 cease and desist order · issued pursuant to subsection (d) of this section. the 
1 l Department may institute a proceeding to obtain injunctive relief, or ~e.king Qther 
12 appropriate relief. in the Superior Court of Wake County. 
13 "§ 131E-309. Statutory construction and relationship to other laws. 
14 (a) Except as otherwise provided in this Article. provisions of the insurance_ laws 
15 and provisions of hospital or medical service corporation laws shal1 not be applicable 
16 to an)' provider sponsored organization granted a license under this Article or to_ its 
17 sponsoring providers when operatin~ under such a license. This provision shall not. 
18 appl)· to an insurer or hospital or medical service corporation licensed and regulated 
19 pursuant to the insurance laws or the hospital or medical service corporation laws of 
20 this State except with respect to its provider· sponsored or~anization activities 
21 authori?ed and regulated pursuant to this Article. 
22 (b) Solicitation of beneficiaries by a provider sponsored organization i;ranted a 
23 license. or its representatives. shall not be construed to violate any provision of law 
24 relating to solicitation or advertisin~ by health professionals or health care providers. 
25 (c) Any provider sponsored or~anization licensed under this Article shall not be 
26 considered to be a provider of medicine or dentistry and shall be exempt from th~ 
27 provisions of Chapter 90 of the General Statutes relatin~ to the practice of medicine 
28 and dentistzy; provided. however. that this exemption does not apply to individui!J. 
29 providers under contract with or employed by the provider sponsored oi:ganization or 
30 sponsoring providers or to the sponsorin& providers, · 
31 II§ 131E-310. Filines and reports as public documents. 
32 Except for information that . constitutes a bona fide trade secret. propri£t.m 
33 information or competitively sensitive information of a sponsorin~ provider or parent 
34 of a sponsorin& provider, all applications, filin~s. and reports reguired under this 
35 Article shall be treated as public documents, 
36 "§ 131E-311. Confidentiality of medical information. 
37 Any. data or information pertainin& to the dia&nosis. treatment, or health of any 
38 beneficiazy · or applicant obtained from the person or from any pro:ride,r by any 
39 provider sponsored ore;anization or by any provider actine; pursuant to its provider 
40 contract with a provider sponsored or&anization shall be held in confidence and shall 
41 not be disclosed to any person except to the extent that it may be necessary to carry 
42 out the purposes of this Article: or upon the express consent of the beneficiary or 
43 applicant: or pursuant to statute or court order for the production of evidence or the 
44 discovery thereof: or in the event of claim or liti~ation between such persg.n and the 
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1 pro\'ider sponsored or~anization wherein such • data or information is pertinent. A 
2 pro\'ider sponsored or~anization shall be entitled to claim any statuton· privile~es 
3 against such disclosure which the provider who furnished such information to the-
4 provider sponsored or&anization is entitled to claim. 
5 "§ 131E-312. Conflicts; severability. 
6 To the extent that the provisions of this Article may be in conflict with any other 
7 provision of this Chapter~ the provisions of this Article shall prevail and apply with 
8 respect to provider sponsored or&anizations, Notwithstandin~ the absence of adopted 
9 rules, the Department shall continue to process auplications for provider sponsored 

1 o or&anization licenses as describec! in this Article, If any section, term, or provision of 
11 this Article shall be adjud~ed invalid for any reason, these jud&ments shall not affect, 
12 impair. or invalidate any other section, term, or provision of this Article, but the 
13 remaining sections. terms. and provisions shall be and remain in fulJ force and effect. 
14 "§ 131E-313. Regulations. 
15 This Article shall be self-implementin~. No later than six months after the date of 
J 6 enactment of this Article, the Department may adopt rules consistent with this Article 
17 to authorize and regulate provider sponsored organizations to contract directly with 
18 the federal Medicare program to provide health care services to the beneficiaries of 
19 such programs. The Department shall· issue permanent rules and, may issue 
20 temporarv rules, to the extent these rules may be necessary. The Department shall 
21 limit its regulation of provider sponsored organizations to the licensing and regulating 
22 of these organizations as risk bearing entities contractin~ directly with the Medicare 
23 program and to the consumer protection and guality standards as provided in G.S. 
24 131E-294. and shall not regulate any matters described in 42 U.S.C. § 1395W-
25 26(b)(3), or any successor thereof." 
26 Section 2. G.S. 58-67-l0(b) reads as rewritten: 
27 "(b) (1) It is specifically the intention of this section to permit such persons 
28 as were providing health services on a prepaid basis on July 1, 
29 1977, or receiving federal funds under Section 254( c) of Title 42, 
30 U.S. Code, as a community health center, to continue to operate in 
31 the manner which they have heretofore operated. 
32 (2) Notwithstanding anything contained in this Article to the contrary, 
33 any person can provide health services on a fee for service basis to 
34 individuals who · are not enrollees of the organization, and to 
35 enrollees for services not covered by the contract, provided that 
36 the volume of services in this manner shall not be such as to affect 
37 the ability of the health maintenance organization to provide on an 
38 adequate and timely basis those services to its enrolled members 
39 which it has contracted to fur:nish under the enrollment contract. 
40 (3) This Article shall not apply to any employee benefit plan to the 
41 extent that the Federal Employee Retirement Income Security Act 
42 of 1974 preempts State regulation thereof. 
43 (3a) This Article does not apply to any prepaid health service or 
44 capitation arrangement implemented or administered by the 
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(4) 

Department of Health and Human Services or its representatives, 
pursuant to 42 U.S.C. § 1396n or Chapter 108A of the General 
Statutes, a provider sponsored or~anization or other organization 
certified, gpalified, or otherwise approved by the Department of 
Health and Human Sen'ices pursuant to Article 17 of Chapter 
131E of the General Statutes, or to any provider of health care 
services participating in such a prepaid health service or capitation 
arrangement. Article; provided, however, that ·to the extent this 
Article applies to any such person acting as a subcontractor to a 
Health · Maintenance Organization licensed in this State, that 
person shall be considered a single service Health Maintenance 
Organization for the purpose of G.S. 58-67-20(4), G.S. 58-67~25, 
and G.S. 58-67-110. 
Except as provided in paragraphs (1), (2), (3), and (3a) of this 
subsection, the persons to whom these paragraphs are applicable 
shall be required to comply with all provisions contained in this 
Article." 

18 Section 3. There is appropriated from the General Fund to the 
19 Department of Health and Human Services the sum of ------- for the 1998-99 fiscal 
20 year to implement this act. 
21 Section 4. This act is effective when it becomes law. 
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Short Title: PSO Medicare Licensing. 
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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 Or&anization Licensin~. 
"§ 131E-27S. General provisions. 

(a) The General Assembly acknowled&es that section 1855. et seg., of the federal 
Social Security Act permits provider sponsored or&anizations that are or&anized and 
licensed under State law as risk-bearin~ entities. or that are otherwise certified as 
such by the federal eovernment, to be eli&i,ble to offer Medicare health insurance or 
health benefits coveraee in each state in which the provider s,ponsored or&anization 
offers a Medicare+ Choice plan. The General Assembly declares that provider 
sponsored or&anizations are beneficial to North Carolina citizens who are Medicare 
beneficiaries and should be encoura1:ed, subject to smpropriate remlation by the 
Department of Health and Human Services, The General Assembly further declares 
that, because provider sponsored or&anizations provide health care directly and 
assume responsibility for the provision of health care services to Medicare 
beneficiaries under the reguirements of the federal Medicare pro,uam. they reguire 
different remlatozy oversieht to protect the public than health maintenance 
oreanizations and insurance companies. The General Assembly further declares that 
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the or&anizers and operators of provider sponsored or&anizations which are licensed 
under the terms of this Article as risk-bearin& entities authorized to contract directly 
with the federal Medicare+ Choice pro&ram 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 encoura&e innovative methods by which 
sponsorin& 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 a&ency of the State authorized to license provider sponsored 
or&anizations to contract with Medicare to provide health care services to Medicare 
beneficiaries and to en&a&e in the other related activities described in this Article. 

(c) Each provider sponsored or&anization shall obtain a license from the 
Department or shall otherwise be certified by the federal &overnment prior to 
establishin&, maintainin&, and operatin& a health care plan in this State for 
Medicare+ Choice beneficiaries. Nothin~ in this Article shall be construed to 
authorize a provider sponsored or&anization to establish. maintain, or operate a 
health care plan other than exclusively for Medicare+ Choice beneficiaries, 
"§131E-276. Definitions. 

As used in this Article, unless the context clearly implies otherwise, the followin~ 
definitions apply: 

Page 2 

ill 

ill 

ill 

ill 

ill 

!6l 

ill 

00 

'Beneficiary' or 'beneficiaries' means a beneficiary or beneficiaries 
of the Medicare+ Choice pro&ram who are enrolled with the 
provider sponsored or&anization (PSO) under the terms of a 
contract between the PSO and the Medicare pro&ram, 
'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, 
'Current liabilities' means accounts payable and other accrued 
liabilities, includin& payroll, claims, and taxes that will need to be 
paid within 12 months. 
'Current ratio' means the ratio of current assets divided by current 
liabilities calculated at the end of any accountin& period, 
'Department' means the De.partment of Health and Human 
Services. 
'Emei:ienc;:y services' shall have the same meanin& as for that term 
defined in G;S, 58-50-61(a)(5), 
'Health care delivezy assets' means any tan&ible asset that is part of 
a PSO operation, includin& hospitals, medical facilities, and their 
andllary eguipment, and any property that may reasonably be 
required 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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.(21 '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. 

ilfil '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. 

illl . 'Parent of a sponsorin& provider' means the public or private 
entity that owns or controls a controllin& interest in the sponsorin& 
provider or that has the power to appoint a controllin& number of 
the 2ovemin& board of a sponsorin& provider or that has the power 
to direct the mana2ement policy and decisions of the sponsorin& 
provider, 

LID 'Provider' or 'health care provider' means: (i) any individual that 
is en2a2ed in the delivery of health care services and that is 
reguired by North Carolina law or remlation to be licensed to 
en2a2e in the delivery of these health care services and is so 
licensed; (ii) any entity that is en2a2ed in the delivery of health 
care services and that is reguired by North Carolina law or 
re~ation to be licensed to en2a2e 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.). 'Provider s,ponsored or2anization' or 'PSO' means a public or 
private entity domiciled in this State, includin& 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 hos,pital, a 
hospital authority, a hos,pital district, or a body politic; (i) that is 
established. or2anized. 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 (SQ%) of the eovemin& board 
or body, unless otherwise prohibited by law; and (iii) that provides 
a substantial proportion of the services under each Medicare 
contract directly throuih the monsorin& provider. The 
reguirement in suqpart (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 homital's tax-exempt 
status, A PSO shall not be out of compliance with the 
reguirement in subpart (ii) due · to temporary vacancies on its 
eovemin& 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 sponsorinr provider or a member of the .-
3 1aoup of affiliated health care providers that comprises the 
4 sponsorinr provider. 
5 L1il 'Secretazy' means the Secretazy of the Department of Health and 
6 Human Services. 
7 ~ 'Sponsorinr providers' of a PSO means the health care provider 
8 domiciled in this State that assumes. or 1aoup 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 gpenditures. 
16 iln A health care provider is affiliated with another provider if 
17 throurh 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 orranization's operation; (iii) both providers are part of a 
22 controlled 1aoup 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 1aoup 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 (Sl %) of the votinr or rovemance rirhts of another. 
28 "§ 131E-277, Direct or indirect sharing of substantial financial risk. 
29 In order for sponsorinr providers to directly or indirectly share substantial 
30 financial risk in the PSO. the PSO shall do one or more of the followinr: 
31 ill Provide services under its Medicare contract at a capitated rate; 
32 a). Provide desi&n,ated services or classes of services under its 
33 Medicare contract for a predetermined percentare of premium or 
34 revenue from the Medicare pro1aam; 
35 ill Use siW,ificant financial incentives for its sponsorinr providers, as a 
36 m>YP to achieve mecified cost-containment and utilization 
37 management goals either by; 
38 ls. Withhnldinr from all sponsorinr providers a substantial 
39 amount of the compensation due to them. with distribution 
40 of that amount to the sponsorinr providers based on 
41 performance of all s,ponsorin,g providers in meetin.r the cost-
42 coptajpment goals of the network as a whole; or 
43 ha. Establishing overall cost or utilization' targets for the PSO, • 44 with the sponsorinr providers subject to subsequent 
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1 substantial financial rewards or penalties based on ,:roup 
2 performance in meetin,: the tar,:ets; or 
3 ~ A,:ree to provide a complex or extended course of treatment that 
4 reguires the substantial coordination of care by sponsorin,: 
5 providers in different specialties offerin,: a complementazy mix of 
6 services. for a fixed. predetermined payment. when the costs of 
7 that course of treatment for any individual patient can vazy ,:reatly 
8 due to the individual patient's treatment or other factors; or 
9 ill A,:ree to any other arrana:ement that the Department determines to 

10 provide for the sharin&: of substantial financial risk by the 
11 sponsorin&: providers. 
12 "§ 131E-278. Applicability of other laws. 
13 . Unless otherwise reguired by federal law, provider sponsored or,:anizations 
14 licensed pursuant to the terms of this Article are exempt from all rewlation under 
15 Chapter 58 of the General Statutes. Plan contracts. provider contracts. and other 
16 arrana:ements related to the provision of covered services by these licensed networks 
17 or by health care providers of these PSOs when operatin&: throua:h these PSOs shall 
18 likewise be exempt from re&:ulation under Chapter 58 of the General Statutes, 
19 "§ 131E-279. Approval. 
20 (a) Unless otherwise reguired by federal law. the Department shall be the a1:ency 
21 of the State that shall license provider sponsored ora:anizations that seek to contract 
22 with the federal ,:ovemment to provide health care services directly to Medicare 
23 beneficiaries under the Medicare+ Choice pro,:ram. 
24 (b) Provider sponsored or,:anizations which have been ,:ranted 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 Iona: as the waiver or Medicare contract remains in effect, The 
28 fore~in.& shall not limit the Department's authority to re&Ulate such PSOs and their 
29 respective sponsorin,: 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-bearin,: entity eli,:ible to offer 
32 health benefits coveraa:e in this State to Medicare beneficiaries if the PSO complies 
33 with the reg,uirements of this Article. This license shall be ,:ranted or denied by the 
34 De,partment not lon&:er than 90 days after the receipt of a substantially complete 
35 application for licensin&, Within 45 days after the Department receives an 
36 application for licensin&, the Department shall either noti{y the applicant that the 
37 application is substantially complete, or clearly and accurately specify in writina: to 
38 the am,licant all additional s,pecific information regpired qy the applicant to make the 
39 application a spbstantially completed application, This a.&:ency response shall set 
40 forth a date and time for a meetina: within 30 days after it is sent to the applicant. at 
41 which a representative of the Department will emJain with particularity the 
42 additional information regpired b_y the De,partment in the response to make the 
43 application substantially complete. The De,partment shall be bound by the response 
44 unless the Secretazy determines that it must be modified in order to meet the 
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1 · pumoses of this Article, The Secretary shall not dele2ate 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 pumoses of determinin2, 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 a2ency response or an earlier date considered by the Department shall be considered 
13 to be that date. The fore2oin2 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 licensin2 as a provider sponsored or2anization 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 followin&; 
24 ill A cony of the basic orf:anizational document. if any, of the 
25 applicant and each sponsorinf: oq~anization that holds f:I:eater than 
26 a five percent (S%) interest in the PSO, such as the articles of 
27 -·· · - · · incomoration, articles of oreanization, partnership af:I:eement, trust 
28 af:I:eement, or other applicable documents. and all amendments 
29 thereto; 
30 al A copy of the respective bylaws, rules and ~f:Ulations, or similar 
31 documents, if any, rewlatine the conduct of the internal affairs of 
32 the applicant and each sponsorinf: provider which holds ueater 
33 than a five percent (5%) interest in the PSO; 
34 ill Copies of the document evidencine the arraneements between the 
35 applicant and each sponsonne· provider that create the 
36 relationships and oblieations described in G,S, 131E-276<17); 
37 ~ 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 sponsorin.e provider that holds f:I:eater 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 eovemine 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 cQpy Qf any cQntract form made Qr to be made between any 
class Qf prQviders and the PSO and a copy of any contract form 
made or to be made between third-party administrators, marketin, 
consultants. Qr persons listed in subdivision (3) of this subsection 
and the PSO; 

ill A statement ,enerally describin& the provider monsored 
orianization. its sponsQrin& prQviders. its health care plan or plans, 
facilities. and persQnnel; 

ill · A copy of the hospital license of each sponsorin& prQvider that is a 
hospital, a copy of the license to practice medicine of each 
sponsorin& provider or owner of a sponsorin, provider that is a 
licensed physician, and a copy Qf the health care service or facility 
license held by any other licensed sponsorin& provider; 

Lfil Financial statements showin& the applicant's assets, liabilities, 
sources of financial support, and the financial statements of each 
sponsorin& provider that holds p:eater than a five percent (S%) 
interest in the PSO showin& the sponsorin& provider's assets, 
liabilities, and sources Qf support. H the applicant's or any such 
sponsorin& provider's financial affairs are audited by independent 
certified public accountants. a copy of the applicant's or 
sponsorin& provider's most recent re&Jllar 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 Qf this 
Article; 

00 H the applicant's obli&ations under G,S, 131E-282, 131E-283, 131E-
297, 131E-298, and 131E-299 are &Jlaranteed by one or more 
'1,larantors: 

House Bill 1455 

L DQcumentation that each marantor meets the followin& 
reguirements: 
L The narantor is a le&al entity authorized to conduct 

business in North Carolina, 
~ The narantor is not under federal bankruptcy or 

State receivership or rehabilitation proceeding. 
i The '1,larantor has a net worth. not includin& other 

&11arantees. intan&ibles. and restricted reserves. egual 
to three tjmes the amount of the PSO's &Jlarantee, 

~ Financial statements showin,i each marantor's assets, 
liabilities, and source of financial mpport, 

~ Ha &11arantor's financial affairs are audited by independent 
certified public accountants, a copy of the marantor's most 
recent · rem}ar audited financial statement shall be 
considered to satisfy this reQJlirement 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 eµarantee document. includin& a statement of the 
4 financial obli&ation covered by the eµarantee, an aueement 
5 to unconditionally fulfill the financial obli&ations covered by 
6 the &uarantee. an aueement not to subordinate the 
7 &uarantee to any other claim on the resources of the 
8 eµarantor and a declaration that the eµarantor must act on a 
9 timely basis to satisfy the financial obli&ations covered by 

10 the &uarantee: 
11 ilfil A financial plan. satisfactory 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 UU A statement reasonably describin& the geouaphic area or areas to 
17 be served: 
18 @ A description of the procedures to be implemented to meet the 
19 protection a&ainst insolvency reguirements of G.S. 131E-298; and 

. 20 . . (Ul Any other information the Department may reguire to make the 
. ,.,.~ ·" 2i ... Jo? ·· · 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 prouam to be used to evaluate whether the applicant's 
26 network of sponsorin& providers and contracted providers is 
27 sufficient. · in numbers· and ty:pes of providers, to assure that all 
28 health care services will be accessible without unreasonable delay; 
29 ill The prouam 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 verifying provider credentials; 
33 ~ The utilization review prouam for the review and control of 
34 health care services provided or paid for by the applicant; 
35 m The quality mana&ement prouam to assure quality of care and 
36 health care services managed and provided through 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 anplicant's prospective beneficiaries. 
42 (b) The De,partment may promulpte rules and renlations exemptin& from the 
43 filing reguirements of subsection (a) of this section those items it deems unnecessazy, 
44 "§ 131E-282. Ismance of license. 
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1 (a) Before issuin~ a PSO license. the Department may make an examination or 
2 investi&ation as it deems expedient. The Department shall issue a license after 
3 receipt of a substantially complete application and upon satisfaction of the followin& 
4 requirements: 
5 ill The smplicant is duly or&anized as a provider sponsored 

or&anization as defined by this Article. 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 

ill 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, 

ill 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 operatin& primarily in rural 
areas to have a lesser amount held in cash" or eguivalents on its 
balance sheets. 

ill The applicant submits a financial plan satisfactozy to the 
De_partment 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 throu&h 12 months beyond projected breakeven. 

ill The Department determines that the applicant has sufficient cash 
flow to meet its obli&ations as they .become. due. In makin& that 
determination. the Department shall consider the followin&; 
1a. The timeliness of payment: 
Do& 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 

£a. The availability of outside financial resources. 
(b) In calculatin& the net worth of a PSO. the Department shall admit the 

followine: 
ill 

House Bill 1455 

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 
egpivalents on the balance sheet of the applicant. 
U at least one million dollars ($1,000.000J 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 intan&i,ble 
assets up to twenty percent (20%) of the minimum net worth 
amount reguired, If less than one million dollars (Sl,000,00Q) of 
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1 the initial minimum net worth reguirement is met by cash or cash 
2 eguivalents or if the Department has used its discretion to reduce 
3 the initial net worth reguirement 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 intan&ible assets of 
6 the PSO up to ten percent (10%) of the minimum net worth 
7 amount required. 
8 ill Standard accountin& principles treatment shall be &iven to other 
9 assets of the PSO not used in the delivery of health care for the 

10 pumoses of meetin& the minimum net worth requirement. 
11 ill Deferred acguisition costs shall not be admitted. 
12 11 § 131E-283. Financial plan. 
13 (a) The financial plan shall include the followin&: 
14 ill A detailed marketin& plan: 
15 ill Statements of revenue and en,ense 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 piaranties 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 (f) 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 followin& conditions: ... _____ .. ______ . ______ . _ .. 
28 ill For the first year of the PSO's operation of the PSO's Medicare 
29 contract. the piarantor must provide the PSO with cash or cash 
30 eguivalents to fund the projected losses. as follows: 
31 it. Prior to the be&innin& of the first gyarter, in the amount of 
32 the projected losses for the first two guarters; 
33 ~ Prior to the be&innin& of the second guarter, in the amount 
34 of the projected losses throu&h the end of the third gµarter; 
35 mg 
36 ~ Prior to the be&innin& of the third guarter. in the amount of 
37 the projected losses throu&h the end of the fourth guarter. 
38 ill H the &11arantor provides the cash or cash eguivalents to the PSO 
39 in a timely manner on the above schedule. this fundin& shall be 
40 considered in compliance with the marantor's commitment to the 
41 PSO, In the third quarter. the PSO shall notify the Department if 
42 the PSO intends to reduce the period of fundin& of projected 
43 losses, The Department shall notify the PSO within 60 days of 
44 receivin& the PSO's notice if the reduction is not acceptable, 
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1 ill If the above ~aranty reguirements are not met. the Department 
2 may take apprQpriate action. such as reguirin&: fundin&: of projected 
3 losses throu&h means other than a ~aranty. The Department 
4 retains discretion which shall be reasonably exercised to reguire 
5 other methods or timin&: of fundin&:, considerin&: factors such as the 
6 financial condition of the ~arantor and the accuracy of the 
7 financial plan. 
8 (d) The Department may mQdify the conditions in subsection (c) of this section in 
9 order to clarify the acceptability of ~aranty arraneements. 

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 satisfactozy to the Department. 
13 : (0 If approved by the Department. based on appropriate standards promul&ated 
14 by the Department. PSOs may use the followin&: to fund projected losses for periods 
15 after the first year: lines of credit from re~lated financial institutions, Ieeally bindin&: 
16 a&:Ieements for capital contributions, or other leeally bindin&: contracts of a similar 
17 level of reliability. 
18 (&:,) The exceptions in subsections (c), (d), and (e) of this section may be used in 
19 an appropriate combination or seguence. 
20 "§ 131E-284. Modifications. 
21 (a) A provider sponsored oreanization shall file a notice describin& any simificant 
22 chan&e in the information reguired by the Department under G.S. 131E-280. Such 
23 notice · shall be filed with the Department prior to the chanee. If the Department 
24 does not disapprove within 90 days after the filin&:, this modification shall be 
25 considered approved, Chanees subject to the terms of this section include mansion 
26 of service area. addition or deletion of sponsorin& providers. chanees in provider 
27 contract forms, and &:Ioup contract forms when the distribution of risk is simificantly 
28 chan&ed. and any other chan,es that the Department describes in properly adopted 
29 rules. Evezy PSO shall report to the Department for the Department's information 
30 material chanees in the network of sponsorin& providers and affi1iated providers of 
31 services to beneficiaries enrQlled with the PSO. the addition or deletion of any 
32 Medicare contracts of the PSO or any other information the Department may reguire. 
33 This information shall be filed with the Pcmartment within 15 days after 
34 implementation of the reported chanees, Evezy rso shall file with the Department 
35 all subseguent chan&es in the information or forms that are reguired by this Article to 
36 be filed with the Department, 
37 (b) The P<a>artment may adopt rules exemptin& from the filin& reguirements of 
38 subsection (a) of this section those items it considers unnecessazy, 
39 "§ 131E-285. Deposits, 
40 (a) At the time of AJ2plication, the Department shall reguire a deposit of one 
41 hundred thousand dollars ($100,00Q) in cash or securities or a combination thereof 
42 for all provider s,ponsored oreanizations, The deposits shall be included in the 
43 calculations of a PSO's or applicant's net worth, 
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(b) All deposits required by this section shall be restricted to use in the event of 
insolvency to help assume continuation of services or pay costs associated with 
receivership or liquidation. 
"§ 131E-286. Ongoing financial standards - net worth. 

(a) Be,nnnin& the first day of operation of the PSO and except as otherwise 
provided in subsection (d) of this section, evezy PSO shall maintain a minimum net 
worth egual to the &reatest of the followin& amounts: 

ill One million dollars ($1,000.000); 
ill Two percent (2%) of annual premium revenues as reported on the 

most recent annual financial statement filed with the Department 
on the first one hundred fifty million dollars ($150,000,000) of 
premium and one percent (1%) of annual premium on the 
premium in excess of one hundred fifty million dollars 
($150,000.000); 

ill An amount egual to the sum of three months uncovered health 
care e:x;penditures as reported on the most recent financial 
statement filed with the Department; 

ill An amount egual to the sum of: 
& Ei&ht percent (8%) of annual health care e:x;penditures paid 

on a noncapitated basis to nonaffiliated providers as 
reported on the most recent financial statement filed with 
the Department: and 
Four percent ( 4%) of annual health care e:x;penditures paid 
on a capitated basis to nonaffiliated providers plus annual 
health care e:x;penditures paid on a noncapitated basis to 
affiliated providers; and 

··27 · ------ ·- Zero percent (0%) of annual heaith care e:x;penditures paid 
on a capitated basis to affiliated providers re1:ardless of 28 

29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

downstream arran1:ements from the affiliated provider. 
{b) In calculatin& net worth. liabilities shall not include fully subordinated debt or 

subordinated liabilities. For pµmoses of this provision, subordinated liabilities are 
claims liabilities otherwise due to providers that are retained by the PSO to meet net 
worth reguirements and are fully subordinated to all creditors, 

(c) In calculatin& net worth for puwoses of this section, the items described in 
G,S. 131E-282(b) shall be admitted. except as follows: 
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ill For intane;ible assets. if at least the &reater of one million dollars 
($1,000,000) or sixty-seven percent (67%) of the on2oin& minimum 
net worth regµirement is met by cash or cash eguivalents, then the 
Department shall admit the book value of intan&ible assets up to 
twenty percent (20%) of the minimum net worth amount reguired. 
H less than the &reater of one million dollars ($1,000,000) or sixty­
seven percent (67%) of the on&9in& minimum net worth 
regµirement is met by cash or cash eguivalents. then the 
Department shall admit the book value of intan&ible assets up to 
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1 ten percent (10%) of the minimum net worth amount reguired; 
2 and 
3 ill Deferred acguisition costs shall not be admitted. 
4 (d) The DC,Partment may lower the minimum oneoin& net worth threshold, and 
5 the amount held in cash or cash eguivalents 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) Durin& the start-up phase of the PSO. the pre-break-even financial plan 

reguirements shall apply, After the point of break-even, the financial plan 
reguirement shall· address cash needs and the financin& reguired for the next three 
years. 

(0 If a PSO, or the le&al 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, satisfactozy to the Department, meetin& 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 gµarterly basis until break-even; and 
ru On an annual basis after break-even, if . the PSO has a net 

operating surplus; or 
O} On a gµarterly 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 l:zy federal law or otherwise mandated by the 

Medicare pro~am. the PSO shall annually, on or before the first day of March of 
each year, file in the office of the Secretary the followin& information for the previous 
calendar year: 

ill 
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The number of and reasons for mevances received from Medicare 
beneficiaries enrolled with the PSO under the PSO's Medicare 
contract regardin& medical treatment. The report shall include the 
number of covered lives, total number of mevances cateeorized by 
reason for the mevance, the number of mevances referred to the 
second level mevance review, the number of mevances 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 mevances received, Evezy PSO shall file with 
the Department, as part of its annual mevance report, a certificate 
of compliance stating that the PSO has established and follows. for 
its Medicare contract, mevance procedµres that comply with G,S. 
131E-314, 
The number of Medicare beneficiaries enrolled with the PSO 
µnder the PSO's Medicare contract who terminated their 
enrollment with the PSO for any reason, 
The nmnber of provider contracts between the PSO and network 
providers for the provision of covered services to Medicare 

Page 13 



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 

Page 14 

beneficiaries that were terminated and reasons for termination. 
This information shall include the number of providers Ieavin& the 
PSO network and the number of new providers in the network. 
The report shall show voluntary and involuntary terminations 
separately, 
Data relatin& to the utilization. guality, availability, and 
accessibility of service. The report shall include the followin&: 
iL. Information on the PSO's pro&ram 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 methodolo&Y under its Medicare+ Choice pro&ram 
for: 
L Establishin& performance tar&ets for the numbers and 

types of providers by specialty, area of practice, or 
facility type, for each of the followin& cate&ories: 
primazy care physicians, specialty care physicians, 
nonphysician health care providers, hospitals, and 
nonhospital health care facilities. 
Determinin& when chan&es in PSO 
Medicare+ Choice pro&ram enrollees will necessitate 
chan&es in the provider network. 

The report shall also include: the availability performance tariets 
for the previous and current years: the numbers and types of 
providers currently participatin& in the PSO's provider network; 
and an evaluation of actual plan performance a~ainst performance 

- ·tar&ets; - -- -· ---- · 
~ The PSO's method for arranwi& or providin& 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 pro&f8.Ill under its 
Medicare+ Choice pro&ram to determine the level of 
provider network accessibility necessazy to serve its 
Medicare enrollees. This information shall include the 
PSO's methodolo&Y for establishin& performance tar&ets for 
member access to covered services from primary care 
physicians. specialty care physicians, nonphysician health 
care providers, hospitals, and nonhos,pital health care 
facilities, The methodolo&Y shall establish tar&ets for; 
.L The proximity of network providers to members, as 

measured by member drivin& distance, to access 
primary care, specialty care, hos,pital-based services, 
and services of nonhospital facilities. 
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2. E:x;,;pected waitin& time for appointments for ur&ent 
care, acute care, specialty care, and routine services 
for prevention and wellness. 

The report shall also include: the accessibility performance 
tar&ets for the previous and current years: data on actual 
overall accessibility as measured by drivin& distance and 
avera&e appointment waitin& time; and an evaluation of 
actual Medicare+ Choice plan performance a&ainst 
performance tar&ets. Measures of actual accessibility may be 
developed µsin& scientifically valid random sample 
technigues. 

sL A statement of the PSO's methods and standards for 
determinin& whether in-network services are reasonably 
available and accessible to a Medicare enrollee for the 
puepose of determinin& whether such enrollee should 
receive the in-network level of covera&e for services 
received from a nonnetwork provider. 

S:. A description of the PSO's pro&ram to monitor the 
adeguacy of its network availability and accessibility 
methodolo&i,es and performance tar&ets. Medicare+ Choice 
plan performance, and network provider performance. 

f:. A summazy of the PSO's utilization review pro&ram 
activities for the previous calendar year under its 
Medicare+ Choice prowm, The report shall include the 
number of: each type of utilization review performed, 
non certifications for each type of review, each type of 
review cmpealed, and ftllpeals 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 A&&re&ate financial compensation data, includin& the percenta&e of 
providers paid under a capitation arran&ement, discounted fee-for­
service or salazy, the services included in the capitation payment, 
and the ran&e of compensation paid by withhold or incentive 
payments, This information shall be submitted on a form 
prescribed by the Department, 

The name, or uoup 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 
eood faith and do not constitute uoss neeli&ence, willful or wanton misconduct, or 
intentional wronedoin&, 

(c) Disclosure Regµirements. - To the extent not otherwise prohibited by federal 
law or under the terms of the PSO's Medicare contract, each PSO shall provide the 
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1 following applicable information to Medicare beneficiaries enrolled with the PSO 
2 under the PSO's Medicare contract and bonafide prospective enrollees upon reguest: 
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 ill An e:x;planation of the utilization review criteria and treatment 
7 protocol under which treatments are provided for conditions 
8 specified by the prospective enrollee. This e:x;planation shall be in 
9 writing if so reguested; 

10 ill If denied a recommended treatment. written reasons for the denial 
11 and an e:x;planation of the utilization review criteria or treatment 
12 protocol upon which the denial was based: 
13 ill, The plan's restrictive formularies or prior approval reguirements 
14 for obtaining prescription drugs. whether a particular drug or 
15 therapeutic class of drugs is excluded from its formulary, and the 
16 circumstances under which a nonformulary drug may be covered; 
17 and 
18 ill The procedures and medically based criteria under the PSO's 
19 Medicare contract for determining whether a specified procedure. 
20 test, or treatment is e:x;perimental. 
21 {d) Effective Januai:y 1, 1999, PSOs shall make the reports that are reguired under 
22 subsection {b) of this section and that have been filed with the Department available 
23 on their business premises and shall provide any Medicare beneficiary enrolled with 
24 the PSO access to them upon reguest. unless otherwise prohibited by federal law or 
25 under the terms of the PSO's Medicare contract, 
26 (e) Evei:y PSO licensed under this Article shall annually on or before the first day 
27----of March of each year, file in the office of the Secretary a- swern-statement verified by 
28 at least two of the principal officers of the PSO showing its condition on the thirty-
29 first day of December, then next preceding; which shall be in such form as the 
30 Secretary shall prescribe, In case the PSO fails to file the annual statement as herein 
31 reguired, the Secretary is authorized to suspend the license issued to the PSO until 
32 the statement shall be properly filed, 
33 11 § 131E-288. Liquidity, 
34 (a.) Ea.ch PSO shall ha.ve sufficient cash flow to meet its obliga.tions a.s they 
35 become due, In determining the aj>ility of a. PSO to meet this reguirement, the 
36 Department shall consider the following: 
37 ill The timeliness of payment; 
38 ill The extent to which the current ratio is maintained at one to one 
39 or whether there is a change in the current ratio over a period of 
40 time; and 
41 Ul The availability of outside financial resources, 
42 (b) The following corresponding remedies 8Jlply: 
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1 ill If the PSO fails to pay obligations as they become due. the 
2 De,partment shall reguire the PSO to initiate corrective action to 
3 pay all overdue obligations. 
4 ill The Department may reguire the PSO to initiate corrective action 
5 if either of the following is evident: (i) the current ratio declines 
6 significantly; or (ii) there is a continued downward trend in the 
7 current ratio. The corrective action may include a change in the 
8 distribution of assets, a reduction of liabilities, or alternative 
9 arram:;:ements to secure additional funding reguirements to restore 

10 the current ratio to one to one. 
11 ill If there is a change in the availability of the outside resources, the 
12 Department shall reguire the PSO to obtain funding from 
13 alternative financial resources. 
14 (c) Nothing in the foregoing liguidity 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 De,partment that it is able to pay its obligations as they become due and the current 
17 ratio maintained by the PSO has neither declined sii:;nificantly nor is on a continued 
18 downward trend. 
19 11 § 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 on&oin& basis. maintain a minimum net worth in cash or cash eguivalents of 
22 the ~eater of: 
23 ill Seven hundred fifty thousand dollars ($750,000) cash or cash 
24 eguivalents; or 
25 ill Forty percent ( 40%) of the minimum net worth reguired. 
26 {b) The Department may lower the threshold for minimum net worth held in cash 

.. 27 .. or cash eguivalents by PSOs that operate primari,ly in rural areas, 
28 (c) Cash or cash eguivalents held to meet the net worth reguirement shall be 
29 current assets of the PSO, 
30 11 § 131E-290. Proluoited practice. 
31 (a) No provider s.ponsored organization or sponsoring provider, unless licensed as 
32 an insurer under Chapter 58 of the General Statutes may use in its name. contracts. 
33 or literature any of the words 'insurance', 'casualty', 'surety', 'mutual', or any other 
34 words descriptive of the insurance. casualty, or surety business or deceptively similar 
35 to the name or description of any insurance or surety corporation doing business in 
36 this State, 
37 (b) No provider sponsored organization or s,ponsoring provider shall enpge in 
38 any activity or conduct which is prohibited by the terms of the PSO's Medicare 
39 contract, 
40 (c) Unless otherwise preempted by federal law or mandated by the Medicare 
41 pro~am. a PSO shall not discriminate with respect to participation, reimbursement, 
42 or indemnification as to any provider who is acting within the scope of the provider's 
43 license or certification under 1pplicable State faw, solely on the basis of that license 
44 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 or2anization 's enrollees or from 
2 establishin& any measure desi~ed to maintain guality and control costs consistent 
3 with the responsibilities of the or2anization. 
4 "§ 131E-291. Collaboration with local health departments. 
5 A provider s.ponsored or&anization and a local health department shall collaborate 
6 and cooperate within available resources re&ardin&; health promotion and disease 
7 prevention efforts that are necessary to protect the public health. 
8 "§ 131E-292. Coverage, 
9 (a) Provider sponsored or&anizations subject to this Article shall provide covera&e 

10 for the medically appropriat~ and necessary services specified under the PSO's 
11 Medicare contract. 
12 (b) In the event a PSO's Medicare contract or federal law, ree:µlations, or rules 
13 &ovemin& covera&e by the PSO of items or services to Medicare beneficiaries permits 
14 a PSO, sponsorin& provider, or participatin& provider to object on moral or reli~ous 
15 ,uounds to providin& an item or service to Medicare beneficiaries, it is the policy of 
16 this State to permit this objection and allow the participatin& provider to refuse to 
17 provide the item or service. 
18 "§ 131E-293. Rates. 
19 Rates char2ed by provider sponsored or2anizations to the Medicare proeram and 
20 char2es by PSOs and sponsorin& providers for items or services to beneficiaries shall 
21 be &ovemed 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 proeram, the Department shall apply to provider sponsored or&anizations the same 
25 standards and reguirements that the Department of Insurance applies to health 
26 maintenance or&anizations under Chapter 58 of the General Statutes with respect to 

---27- the followin& consumer protection and guality matters; ·· -· ---
28 ill Quality mana&ement proerams (11 NCAC 20.0500, et seg,); 
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 W Antidiscrimination (G.S. 58-3-25<b) and (c). 58-3-120; 58-63-15(7), 
33 and 58-67-75); 
34 (21 Provider accessibility and availability (11 NCAC 20.0300, et seg,); 
35 ill Network provider credentialin& (11 NCAC 20.0400, et seg,}; and 
36 ill Data reportin& reguirements under G,S, 58-67-S0(e). 
37 "§ 131E-295. Powers of insurers and medical service corporations. 
38 Notwithstandin& any provision of the insurance and hospital or medical service 
39 comoration laws contained in Articles 1 throu&h 67 of Chapter 58 of the General 
40 Statutes, an insurer or a hospital or medical service corporation may contract with a 
41 provider s,ponsored or&anization to provide insurance or similar protection a&ainst 
42 the cost of care provided throu&h provider s.ponsored organizations and their 
43 s,ponsorin& providers to beneficiaries and to provide covera1e in the event of the 
44 failure of the provider sponsored or&anization or its §ponsorin& providers to meet its 
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1 obliptions under the PSO's Medicare contract. The beneficiaries of a provider 
2 sponsored orpnization constitute a permissible ~oup under these laws. Am.on& 
3 other thin&s, under these contracts. the insurer or hospital or medical service 
4 comoration may make benefit payments to provider sponsored orianizations 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 monsored orianization and the contracts, a~eements, or other arran&ements 
9 pursuant to its health care plan as often as the Department considers necessazy for 

10 the protection of the interests of the people of this State but not less freguently than 
11 once evezy 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 or&anization mi&ht be hazardous to its beneficiaries, creditors, or the &eneral public, 
16 then the Department may order the provider sponsored or&anization to take any 
17 action that may be reasonably necessazy to rectify the existin~ condition, includin& 
18 one or more of the followin& 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 bein& accepted: 
22 ill To reduce the gpenses by specified methods: 
23 ill To suspend or limit the writin& of new business for a period of 
24 time: 
25 ill To reguire an increase to the provider $l)onsored or&anization's 
26 net worth by contribution; 
27 · ill To add or delete s_ponsorin& providers;- · 
28 ill To increase the amount of payments from the PSO which 
29 $l)onsorin& providers a~ee to fore&o; or 
30 !fil To reguire additional waranties from sponsorin& providers or from 
31 parents of §ponsorin& providers, 
32 (b) H the PC!>artment determines that the standards in G,s, 131E-286, 131E-288, 
33 and 131E-289 do not provide sufficient early warnin& that the continued operation of 
34 any provider sponsored orianization mi&ht be hazardous to its beneficiaries, 
35 creditors, or the ieneral public, the PC!>artment may ado.pt rules to set uniform 
36 standards and criteria for such an early wamin& and to set standards for evaluatin& 
37 the financial condition of any provider sponsored orpnization. which standards shall 
38 be consistent with the purposes eu,ressed in subsection (a) of this section. 
39 "§ 131E-298. Protection against insolvency, 
40 (a) The D<cpartment shall reguire de.posits in accordance with the provisions of 
41 G,s. 131E-285, 
42 (b) If a provider sponsored ormization fails to comply with the net ·worth 
43 reguirements of G,S, t31E-286, the Department may take ap_pro.priate action to assure 
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1 · that the continued operation of the provider sponsored oq~anization will not be 
2 hazardous to the beneficiaries enrolled with the PSO. 
3 (c) Every provider sponsored organization shall have and maintain at all times an 
4 adeguate plan for protection against insolvency acceptable to the Department. In 
5 determining the adeguacy of such a plan, the Department shall consider: 
6 ill A reinsurance a&reement preapproved by the Department covering 
7 excess loss. stop-loss. or catastrophies. The a&reement shall 
8 provide that the Department will be notified no less than 60 days 
9 prior to cancellation or reduction of coverage: 

10 ill A conversion policy or policies that will be offered by an insurer 
11 to the beneficiaries in the event of the provider sponsored 
12 organization's insolvency: 
13 ill Legally binding unconditional guaranties by adeguately capitalized 
14 sponsoring provider or adeguately capitalized sponsoring 
15 corporations of sponsoring providers; 
16 ill Legally binding obligations of sponsoring providers to forego 
17 payment for items or services provided by the sponsoring provider 
18 in order to avoid the financial insolvency of the PSO; 
19 ill }&gally binding obligations of sponsoring providers or parents of 
20 sponsoring providers to make capital infusions to the PSO; and 
21 .(fil Any other arrangements offering protection against insolvency that 
22 the Department may require. 
23 "§ 131E-299. Hold harmless agreements or special deposit. 
24 (a) Unless the PSO maintains a special deposit in accordance with subsection (b) 
25 of this section, each contract between every PSO and a participating provider of 
26 health care services shall be in writing and shall set forth that in the event the PSO 
27 · fails-t-o -pay- for health---care -services as set -forth - in-the contract. the Medicare 
28 subscriber or beneficiary shall not be liable to the provider for any sums owed by the 
29 PSO, No other provisions of these contracts shall, under any circumstances. change 
30 the effect of this provision, No participating provider or agent, trustee, or assignee 
31 thereof may maintain any action at law against a subscriber or beneficiary to collect 
32 sums owed by the PSO. 
33 {b) In the event that the participating provider contract has not been reduced to 
34 writing or that the contract fails to contain the reguired prohibition, the PSO shall 
35 maintain a special deposit in cash or cash eguivalent as follows: 
36 ill H at any time uncovered wenditures exceed ten percent (10%) of 
37 total health care emenditures the PSO shall either: 
38 .iL. Place an uncovered wenditures insolvency deposit with the 
39 Department, or with an,y organization or trustee acceptable 
40 to the Department through which a custodial or controlled 
41 account is maintained, cash or securities that are acceptable 
42 to the Department, This deposit shall at all times have a 
43 fair market value in an amount of one hundred twenty 
44. percent (120%) of the PSO's outstanding liability for 
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1 uncovered e:x;penditures for enrollees, includin& incurred but 
2 not reported claims, and shall be calculated as of the first 
3 da,y of the month and maintained for the remainder of the 
4 month. If a PSO is not otherwise reguired to file a guarterly 
5 report. it shall file a report within 45 days of the end of the 
6 calendar guarter with information sufficient to demonstrate 
7 compliance with this section; or 
8 h:. Maintain adeguate insurance or a maranty arran&ement 
9 approved in writin& by the Department, to pay for any loss 

10 to beneficiaries claimin& reimbursement due to the 
11 insolvency of the PSO. The Department shall approve a 
12 maranty arran&ement if the marantyin& or&anization is a 
13 sponsorin& provider, has been operatin& for at least 10 years 
14 and has a net worth. includin& or&anization-related land, 
15 buildin&s, and eguipment of at least fifty million dollars 
16 ($50,000,00Q), unless the Department finds that the approval 
17 of this maranty may be financially hazardous to 
18 beneficiaries. 
19 .G} 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 guarterly with the approval of the 
24 Department: 
25 .(Jl A PSO that has made a deposit may withdraw that deposit or any 
26 part of the de_posit if (i) a substitute de.posit of cash or securities of 
27 egual amount-and value-is made,-(ii) the fair market value exceeds 
28 the amount of the reguired deposit. or (iii) the reguired 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 reguired 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 u_se the deposit of an insolvent PSO 
35 · for administrative costs associated with administerin& 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 precedin& six months, the PSO shall file a written report with the Department 
40 containin& the information necessary 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 adeguate showin& ID' the PSO that the 
43 reg,uirements of this section should be waived or reduced, the Department may waive 

House Bill 1455 Page 21 



GENERAL ASSEMBLY OF NORTII CAROLINA SESSION 1997 

1 or reduce these reguirements 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 reguire 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 e:x;piration of benefits. In 
8 considering such a plan, the Department may reguire: 
9 ill Insurance to cover the e:x;penses 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 reguire: 
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 ill 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:;shaH,- fot--30--days·· after -the order, offer an-- · 
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) H 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 methodolo&:Y, • 
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 beneficiazy's t_me of coverage in the 
7 insolvent PSO at rates determined in accordance with the successor PSO's Medicare 
8 contract. 
9 "§ 131E-302. Replacement coverage. 

10 (a) Any carrier providing replacement coverage with respect to hospital, medical. 
11 or surgical expense or service benefits. within a period of 60 days from the date of 
12 discontinuance of a prior PSO contract or policy providing these hospital. medical. or 
13 surgical expense or service benefits. shall immediately cover all beneficiaries who 
14 were validly covered under the previous PSO contract or policy at the date of 
15 discontinuance and who would otherwise be eligible for coverage under the 

· 16 succeeding carrier's contract, regardless of any provisions of the contract relating to 
17 hospital confinement or pregnancy. 
18 (b) Except to the extent benefits for the condition would have been reduced or 
19 excluded under the prior carrier's contract or policy, no provision in a succeeding 
20 carrier's contract of replacement coverage that would operate to reduce or exclude 
21 benefits on the basis that the condition giving rise to benefits preceded the effective 
22 date of the succeeding carrier's contract shall be applied with respect to those 
23 beneficiaries validly covered under the prior carrier's contract on the date of 
24 discontinuance, 
25 "§ 131E-303. Incurred but not reported claims, 
26 (a) Evezy PSO shall, when determining liability. include an amount estimated in 
27 the--ag~egate· to ;provide for any unearned premium and for-the payment of all ·claims 
28 for health care e;penditures that have been incurred. whether reported or 
29 unreported. that are unpaid and for which such PSO is or may be liable; and to 
30 provide for the expense of adjustment or settlement of such claims, · 
31 (b} These liabilities shall be computed in accordance with rules adopted by the 
32 De.partment upon reasonable consideration of the ascertained e:xperience and 
33 character of the PSO. . 
34 "§ 131E-304. Suspension or revocation of license, 
35 (a) The De.partment may sus,pend, revoke, or refuse to renew a PSO license if the 
36 Department finds that the PSO: 
37 ill Is operating significantly in contravention of its basic or_ganizational 
38 document. or in a manner contrazy to that described in and 
39 reasonably inferred from any other information submitted under 
40 G,S, 131E-280, unless amendments to these submissions have been 
41 filed with and approved by the De.partment; 
42 al Issues evidences of coverage or uses a schedule of premiums for 
43 health care services that do not comply with Medicare or Medicaid 
44 pro~am reguirements as applicable; 
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1 Q1 No lon2er maintains the financial reserve specified in G.S. 131E-
2 286 or is no lon2er financially responsible and may reasonably be 
3 e:x;pected to be unable to meet its obli&:ations to beneficiaries or 
4 prospective beneficiaries: 
5 ill Knowin&:lY or re_peatedly fails or refuses to comply with any law or 
6 rule a,nplicable to the PSO or with any order issued by the 
7 Department after notice and opportunity for a hearin&; 
8 ill Has knowin&ly made to the Department any false statement or 
9 report: 

10 (.fil Has sponsorin& providers that fail to provide a substantial 
11 proportion of the services under any health plan durin& any 12-
12 month period; 
13 ill Has itself or throu&h any person on its behalf advertised or 
14 merchandised its items or services in an untrue, misrepresentative, 
15 misleadin&, or unfair manner; 
16 .(fil If continuin& to operate would be hazardous to beneficiaries: or 
17 !2.l Has otherwise substantially failed to comply with this Article. 
18 (b) A license shall be suspended or revoked only after compliance with G.S. 
19 131E-305. 
20 (c) When a PSO license is suspended, the PSO shall not, durin& the suspension, 
21 enroll any additional beneficiaries and shall not en&a&:e in any advertisin&: or 
22 solicitation, . 
23 (d) When a PSO license is revoked, the PSO shall proceed, immediately followin& 
24 the effective date of the order of revocation, to wind up its affairs and shall conduct 
25 no further business except as may be essential to the orderly conclusion of the affairs 
26 of the PSO, The PSO shall en2a2e in no advertisin&: or solicitation, The Department 
·27 may; by written--order, permit any further operation of·the·P-SO-that--the-Department 
28 may find to be in the best interest of beneficiaries, to the end that beneficiaries will 
29 be afforded the &:reatest practical opportunity to obtain continuin&: health care 
30 covera&:e, 
31 "§ 131E-305. Administrative procedures. 
32 (a) When the Department has cause to believe that wunds for the denial of an 
33 a.J2plication for a license exist, or that uounds for the suspension or revocation of a 
34 license exist, it shall notify the provider sponsored 01:pnization in writin&: mecifically 
35 statin&: the uounds for denial, suspension, or revocation and fixin&: a time of at least 
36 30 days thereafter for a hearin&; on the matter, 
37 (b) After this hearin&:, or upon the failure of the provider s,ponsored or2anization 
38 to a,ppear at this hearin&:, the De.partment shall take the action it considers advisable 
39 or make written findin&:s that shall be mailed to the provider sponsored or2anization, 
40 The action of the Pe»artment shall be subject to review by the Superior Court of 
41 Wake County, The court may, in· dis.posin&: of the issue before it, modify, affirm, or 
42 reverse the order of the D<c,partment in whole or in part, 
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1 (c) The provisions of Chapter 150B of the General Statutes apply to proceedines 
2 under this section to the extent that they are not in conflict with subsections (a) and 
3 02) of this section. 
4 "§ 131E-306. Department of Insurance. 
5 At the request 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 request, the Department of Insurance shall undertake the 
8 evaluation in accordance with this Article and re~lations 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 or2anization for under2oin2 a similar evaluation. Nothin2 in this 
13 section limits the Department's final authority to license PSOs in accordance with 
14 this Article. 
15 11 § 131E-307. Penalties and enforcement. 
16 (a) The provisions of G.S. 58-2-70, modified to replace the word 'Commissioner' 
17 by the word 'Department', applies to this Article. The Department may, in addition 
18 to or in lieu of suspendine or revokine a license under G.S. 131E-304, proceed under 
19 G.S. 58-2-70. as so modified, provided that the provider sponsored oreanization has a 
20 reasonable time within which to remedy the defect in its operations that eave rise to 
21 the procedure under G.S. 58-2-70. 
22 (b) Any person who violates this Article shall be ~ilty of a Class 1 misdemeanor . 
23 (c) H the Department shall for any reason have cause to believe that any violation 
24 of this Article has occurred or is threatened, the Department may &ive notice to the 
25 provider sponsored oreanization and to the representatives or other persons who 
26 appear to be involved in such suspected violation to arranee a conference with the 
27 alleeed violators or -their ;authorized::representatives for the -pui:pose of-attemptine to 
28 ascertain the facts relatine; to such suspected violation, and, in the event it appears 
29 that any violation has occurred or is threatened, to arrive at an adeguate and effective 
30 means of correctin& or preventin& such violation. 
31 Proceedin&s under this subsection shall not be eoverned by any formal procedural 
32 requirements and may be conducted in such manner as the Department may deem 
33 ;mpropriate under the circumstances, 
34 (d) The Department may issue an order directin& a provider sponsored 
35 organization or a representative of a provider sponsored oreanization to cease and 
36 desist from enea&ine in any act or practice in violation of the provisions of this 
37 Article, 
38 Within 30 days after service of the order of cease and desist, the respondent may 
39 reguest a hearin& on the question of whether acts or practices in violation of this 
40 Article have occurred, These hearin&s shall be conducted pursuant to Ch;mter 150B 
41 of the General Statutes, and judicial review shall be available as provided by this 
42 Chapter, 
43 (ru In the case of any violation of the provisions of this Article, if the De.partment 
44 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 proceedin& to obtain injunctive relief, or seekin& 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 applicable 
7 to any provider sponsored or&anization ,:ranted a license under this Article or to its 
8 s.ponsorin& providers when operatin& under such a license, This provision shall not 
9 apply to an insurer or hospital or medical service corporation licensed and re1mlated 

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 or&anization activities 
12 authorized and re1mlated pursuant to this Article. 
13 {b) Solicitation of beneficiaries by a provider sponsored or2anization ,:ranted a 
14 license, or its representatives, shall not be construed to violate any provision of law 
15 relatin& to solicitation or advertisin& by health professionals or health care providers. 
16 (c) Any provider sponsored or2anization 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 relatin& 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 or2anization or 
21 sponsorin& providers or to the sponsorin& providers, 
22 {d) Except as otherwise limited b,y this Article, a PSO may orRnize in the same 
23 manner and may exercise the same prero&atives, powers and privile&es as other 
24 entities that are or&anized and existin& 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--sensitiye-information of a s,ponsorin& pro.vider or parent 
28 of a s,ponsorin& provider. all 3J2plications, filin&s, and reports reguired under this 
29 Article shall be treated as public documents, 
30 "§ 131E-310. Confidenti@lity of medical information. 
31 Any data or information pertainin& to the diamosis. treatment, or health ·of any 
32 beneficiary or applicant obtained from the person or from any provider b,y an,y 
33 provider sponsored or,:anization or by any provider actin& pursuant to its provider 
34 contract with a provider s,ponsored or&anization shall be held in confidence and shall 
35 not be disclosed to any person except to the extent that it may be necessazy to carry 
36 out the purposes of this Article; or upon the e;x;press consent of the beneficiazy 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 liti&ation between such person and the 
39 provider s,ponsored oi:pnization wherein such data or information is pertinent, A 
40 provider s.ponsored or&anization shall be entitled to claim any statutozy priyile&es 
41 a.&ain~t such disclosure which the provider who furnished such information to the 
42 provider s.ponsored or&anization is entitled to claim. 
43 "§ 131E-311. Conflicts; seyerability, 
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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 res,pect to provider sponsored or&anizations. Notwithstandin& the absence of adopted 
4 rules, the Department shall continue to process a1mlications for provider sponsored 
5 or&anization licenses as described in this Article. If any section, term, or provision of 
6 this Article shall be adjud&ed invalid for any reason, these judmients shall not affect, 
7 impair, or invalidate any other section. term. or provision of this Article. but the 
8 remainin& sections, terms. and provisions shall be and remain in full force and effect. 
9 11 § 131E-312. Regulations. 

10 This Article shall be self-implementin~. 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 remlate provider sponsored or&anizations to contract directly with 
13 the federal Medicare prolP'.am to provide health care services to the beneficiaries of 
14 such prolP'.ams, 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 relP,llation of provider sponsored or&anizations to the licensin& and re&ulatin& 
17 of these or&anizations as risk bearin~ entities contractin& directly with the Medicare 
18 prolP'.am and to the consumer protection and guality standards as provided in G.S. 
19 131E-294, and shall not relP,llate any matters described in 42 U.S.C. § 1395W-
20 26(b)(3), or any successor thereof. 
21 11 § 131E-313. Utilization review and grievances . 
22 Unless otherwise preempted by federal law or mandated by the Medicare prolP'.am, 
23 the provisions of G.S. 58-50-61 and G.S. 58-50-62 a;tiply 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 relP,llate a PSO's 
26 compliance with those sections. 11 

-27 --------- Section 2. G.S. 58-67-l0(b) reads as--i=ewrittem--- ----- ------- - -· -
28 11 (b) (1) It is specifically the int¥ntion 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 or~anization or other 01:~anization 
6 certified, gualified, 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. 11 

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.S. 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 Gheptet' er Chapter, a PSO licensed under Article 17 of Chapter 
37 131E of the General Statutes, or a hospital licensed under Chapter 122C or Chapter 
38 13 lE 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. S8 S0 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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NORTH CAROLINA GENERAL ASSEMBLY 
AMENDMENT 

House Bill 1455 

AMENDMENT NO. ---=---=------( to be filled in by 
Principal Clerk) 

Hl455-ARM-02 Page 1 of 

Comm. Sub. [Yes] 
Amends Title[] 

Date ,1998 

• Representative 

1 moves to amend the bill on page 25, line 7, 
2 by rewriting that line to read: 
3 "Article. If the Department of Insurance accepts the request, it· 
4 shall undertake the"; and further 
5 moves to amend the bill on page 25, lines 9-12, 
E> by deleting the sentence that begins on line 9 with the word "The" 
7 and ends on line 12. 

SIGNED -------------Amendment Sponsor 

SIGNED 
---,----::---=-=--,-----,,-----;-

Co mm it tee Chair if Senate Committee Amendment 

ADOPTED FAILED TABLED 

. ,~: ..... , ... 
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ATTACHMENT 5 

1998 PERMANENT SUBCOMMITTEE REPORT 
HOUSE OF REPRESENTATIVES 

FOR RECOMMENDING BILLS TO STANDING COMMITTEE OR TO THE FLOOR OF THE HOUSE 
The following report(s) from permanent sub committee(s) is/are presented: 

By Representative( s) Daniel F. Mccomas for the Permanent Subcommittee on Ikfil!h of the Standing 
Committee on INSURANCE. 

~ Committee Substitute for 
H.B. 1455 DA BILL TO BE ENTITLED AN ACT TO CREATE MEDICARE 
PROVIDER SPONSORED ORGANIZATION LICENSING. 

REPORTED TO THE STANDING COMMITTEE ON 

RECOMMENDED ACTION: 
□ With a favorable recommendation. 

□ With a favorable recommendation and recommend that the bill be re-referred to the Committee on 

□ With a favorable recommendation, as amended. 

□ With a favorable recommendation, as amended, and recommend that the bill be re-referred to the 
Committee on 

□ With an unfavorable recommendation. 

□ With a favorable recommendation as to proposed committee substitute bill 
. title, unfavorable as to original bill. 

□ With a favorable recommendation as to proposed House committee substitute bill, 
changes the title, unfavorable as to Senate committee substitute bill. 

□ Without prejudice. 

□ Other recommended action: 

which changes the 

which 

WITH APPROVAL OF STANDING COMMITTEE CHAIR FOR REPORT TO BE MADE DIRECTLY 
TO THE FLOOR OF THE HOUSE: 

□ 

if 

□ 

Rep. Dockham for the Standing Committee on INSURANCE; C 0 
s/ Llt✓?A;r , t/o--cida.r~ 
(I (J With a favorable report. 

With a favorable report, as amended. 
With a favorable report as to committee substitute bill(-# }i E3=which:changes-the:title, 
unfavorable as to original bill{Gommittee-Substitute-Bi:11·#-)': (and-recemmendation-that-the 
1::ommittee-substitute-bill-(-#--·)--be-referred-to-the-Eommittee on .) 
And having received a unanimous vote in committee, be placed on the Consent Calendar. 
(PUBLIC BILLS ONLY) 

3/25/98 
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GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1997 

HOUSE BILL 1455* 
Proposed Committee Substitute H1455-PCS1592-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 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 



GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1997 

1 the organizers and operators of provider sponsored organizations which are licensed 
2 under the terms of this Article as risk-bearing entities authorized to contract directly 
3 with the federal Medicare + Choice program shall not be subject to Chapter 58 of the 
4 General Statutes or the insurance laws of this State. unless otherwise specified in this 
5 Article. 
6 
7 
8 
9 

10 
11 
12 
13 

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 
14 Department or shall otherwise be certified by the federal government prior to 
15 establishing. maintaining. and operating a health care plan in this State for 
16 Medicare+ Choice beneficiaries. Nothing in this Article shall be construed to 
17 authorize a provider sponsored organization to establish. maintain. or operate a 
18 health care plan other than exclusively for Medicare+ Choice beneficiaries. 
19 "§131E-276. Definitions. 
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 

As used in this Article, unless the context clearly implies otherwise, the following 
definitions apply: 

ill 

ill 

ill 

ill 

ill 

ID 

ill 

(fil 

Page 2 

'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. 
'Current liabilities' means accounts payable and other accrued 
liabilities, including payroll, claims, and taxes that will need to be 
paid within 12 months. 
'Current ratio' means the ratio of current assets divided by current 
liabilities calculated at the end of any accounting period, 
'Department' means the Department of Health and Human 
Services. 
'Emergency services' shall have the same meaning as for that term 
defined in G,S. 58-50-61(a)(5), 
'Health care delivery assets' means any tangible asset that is part of 
a PSO operation, including hospitals, medical facilities, and their 
ancillary equipment, and any property that may reasonably be 
required 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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(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. 

(1Ql '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 m the PSO's network of health care 
providers. 

Ull '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 m the delivery of health care services and that is 
required 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 required 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. 

.(1fil '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 
requirement 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. 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 iuoup of affiliated health care providers that comprises the 
4 sponsoring provider. 
5 .CW. 'Secretary' means the Secretary of the Department of Health and 
6 Human Services. .-
7 ,Ujl '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 (1fil. '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 il1l 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 significant 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 subseguent • 
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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 vary greatly 
8 due to the individual patient's treatment or other factors: or 
9 ill Agree 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 purposes 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 determining. 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 a~ency response or an earlier date considered by the Department shall be considered 
13 to be that date. The foregoing 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 sponsoring organization that holds greater than 
26 a five percent {5%) interest in the PSO, such as the articles of 
27 incor_poration. 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, regulating 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 arrangements between the 
35 applicant and each sponsoring 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, including all 
41 members of the respective boards of directors, boards of trustees, 
42 executive committees, or other governing 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 sponsorin,:; 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 reguirement unless the 
Department directs that additional or more recent financial 
information is reguired for the proper administration of this 
Article; 

00 If the applicant's obligations under G.S, 131E-282. 131£-283. 131E-
297. 131£-298, and 131£-299 are guaranteed by one or more 
guarantors: 

House Bill 1455 

& Documentation that each guarantor meets the following 
reguirements: ,. 
!:. The guarantor is a legal entity authorized to conduct 

business in North Carolina. 
2. The ,:;uarantor is not under federal bankruptcy or 

State receivership or rehabilitation proceedin,:;s. 
3. The 1marantor has a net worth, not including other 

guarantees, intangibles, and restricted reserves, egual 
to three times the amount of the PSO's guarantee. 

~ Financial statements showin,:; each ,:;uarantor'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 reguirement 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 ~ The guarantee document. including a statement of the 
4 financial obligation covered by the guarantee, an agreement 
5 to unconditionally fulfill the financial obligations covered by 
6 the guarantee. an agreement not to subordinate the 
7 guarantee to any other claim on the resources of the 
8 guarantor and a declaration that the guarantor must act on a 
9 timely basis to satisfy the financial obligations covered by 

10 the guarantee: 
11 (1fil A financial plan. satisfactory to the Department, covering 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 through 12 months beyond the projected breakeven: 
16 illl A statement reasonably describing the geographic area or areas to 
17 be served; 
18 ill). A description of the procedures to be implemented to meet the 
19 protection against insolvency reguirements of G.S. 131E-298; and 
20 .(1J). 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 program to be used to evaluate whether the applicant's 
26 network of sponsoring 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 program used to evaluate whether the sponsoring providers 
30 provide a substantial portion of services under each Medicare 
31 contract of the PSO; 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

ill The program to be used for verifying provider credentials; 
@ The utilization review program for the review and control of 

health care services provided or paid for by the applicant; 
ill The guality management program to assure guality of care and 

health care services managed and provided through the health care 
plan: and 

ill The applicant's network of sponsoring providers and contracted 
providers and evidence of the ability of that network to provide all 
health care services other than out-of-network services and 
emergency services to the applicant's prospective beneficiaries. 

(b) The Department may promulgate rules and regulations exempting from the 
filing reguirements of subsection (a) of this section those items it deems unnecessary. 
"§ 131E-282, muance 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 ·expedient, The Department shall issue a license after 
3 receipt of a substantially complete application and ypon 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 

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 satisfactory 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 

33 
34 
35 
36 
37 
38 
39 
40 
41 
42 

~ 

(b) In calculating 
The availability of outside financial resources. 

the net worth of a PSO, the Department shall admit the 
following: 

ill 

ill 

ill 

43 
44 
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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 
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 reguirement is met by cash or cash 
2 eguivalents or if the Department has used its discretion to reduce 
3 the initial net worth reguirement 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 intan~ble assets of 
6 the PSO up to ten percent (10%) of the minimum net worth 
7 amount reguired. 
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 reguirement. 
11 ill Deferred acguisition 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 ey,ense 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 ~uaranties 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 followin~ conditions: 
28 ill For the first year of the PSO's operation of the PSO's Medicare 
29 contract, the ~uarantor must provide the PSO with cash or cash 
30 eguivalents to fund the projected losses. as ·follows: 
31 a. Prior to the beginning of the first guarter, in the amount of 
32 the projected losses for the first two guarters; 
33 b. Prior to the beginnin~ of the second guarter, in the amount 
34 of the projected losses through the end of the third guarter: 
35 and 
36 ~ Prior to the beginning of the third guarter, in the amount of 
37 the projected losses through the end of the fourth guarter. 
38 ill If the guarantor provides the cash or cash eguivalents 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 guarter, 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 "§ 131E-284, Modifications. 
21 (a) A provider sponsored organization shall file a notice describing any significant 
22 change in the information reguired by the Department under G.S, 131E-280. Such 
23 notice shall be filed with the Department prior to the change. If the Department 
24 does not disapprove within 90 days after the filing, this modification shall be 
25 considered approved. Changes subject to the terms of this section include expansion 
26 of service area, addition or deletion of sponsoring providers, changes in provider 
27 contract forms, and group contract forms when the distribution of risk is significantly 
28 changed, and any other changes that the Department describes in properly adopted 
29 rules. Every PSO shall report to the Department for the Department's information 
30 material changes in the network of sponsoring providers and affiliated providers of 
31 services to beneficiaries enrolled with the PSO, the addition or deletion of any 
32 Medicare contracts of the PSO or any other information the Department may reguire. 
33 This information shall be filed with the Department within 15 days after 
34 implementation of the reported changes. Every PSO shall file with the Department 
35 all subseguent changes in the information or forms that are reguired by this Article to 
36 be filed with the Department, 
37 (b) The Department may adopt rules exempting from the filing reguirements of 
38 subsection (a) of this section those items it considers unnecessary. 
39 "§ 131E-285. Deposits. 
40 (a) At the time of application. the Department shall reguire a deposit of one 
41 hundred thousand dollars ($100,000) in cash or securities or a combination thereof 
42 for all provider sponsored organizations. The deposits shall be included in the 
43 calculations of a PSO's or a1wlicant's net worth . 
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1 (b) All deposits required 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 liquidation. 
4 "§ 131E-286. Ongoing financial standards - net worth. 
5 (a) Be~nning the first day of operation of the PSO and except as otherwise 
6 provided in subsection (d) of this section, every PSO shall maintain a minimum net 
7 worth equal to the ~eatest 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 equal to the sum of three months uncovered health 
16 care expenditures as reported on the most recent financial 
17 statement filed with the Department; 
18 ill An amount equal to the sum of: 
19 a. Eight percent (8%) of annual health care e,menditures paid 
20 on a noncapitated basis to nonaffiliated providers as 
21 reported on the most recent financial statement filed with 
22 the Department: and 
23 b. Four percent (4%) of annual health care e,menditures paid 
24 on a capitated basis to nonaffiliated providers plus annual 
25 health care e,menditures paid on a noncapitated basis to 
26 affiliated providers: and 
27 £& Zero percent (0%) of annual health care e,menditures 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 equivalents, then the 
39 Department shall admit the book value of intangible assets up to 
40 twenty percent (20%) of the minimum net worth amount required, 
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 equivalents, then the 
44 Department shall admit the book value of intan~ble assets up to 

Page 12 House Bill 1455 

• 

• 

• 



• 

• 

• 

GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1997 

1 ten percent (10%) of the minimum net worth amount reguired; 
2 and 
3 ill Deferred acguisition 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 eguivalents 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-yp phase of the PSO. the pre-break-even financial plan 

regyirements shall apply. After the point of break-even. the financial plan 
regyirement 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 

operating surplus: or · 
ill 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 pro~am. 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 
nymber of covered lives. total number of grievances categorized by 
reason for the ~ievance. 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 throygh grievances received. Every PSO shall file with 
the Department. as part of its annyal 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 
ynder 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: 
& 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 methodolon 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. 
:th 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 methodolon 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 methodolon 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 ~ Expected 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 technigues. 
12 d. A statement of the PSO's methods and standards for 
13 determining 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 adeguacy 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 program. The report shall include the 
25 number of: · each type of utilization review performed, 
26 noncertifications 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 Reguirements. -- 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 followin~ applicable 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 covera~e under the Medicare+ Choice plan 
4 provided by the PSO to Medicare beneficiaries under the terms of 
5 the PSO's Medicare contract; 
6 ill An explanation of the utilization review criteria and treatment 
7 protocol under which treatments are provided for conditions 
8 specified by the prospective enrollee. This explanation shall be in 
9 writin~ if so reQuested: 

10 ill If denied a recommended treatment, written reasons for the denial 
11 and an explanation of the utilization review criteria or treatment 
12 protocol upon which the denial was based; 
13 ill The plan's restrictive formularies or prior approval reQ,uirements 
14 for obtainin~ prescription drugs, whether a particular drug or 
15 therapeutic class of drugs is excluded from its formulazy, and the 
16 circumstances under which a nonformulazy drug may be covered; 
17 and 
18 ill The procedures and medically based criteria under the PSO's 
19 Medicare contract for determining whether a specified procedure, 
20 test, or treatment is experimental, 
21 (d) Effective Januazy 1, 1999, PSOs shall make the reports that are reQuired under 
22 subsection (b) of this section and that have been filed with the Department available 
23 on their business premises and shall provide any Medicare beneficiazy enrolled with 
24 the PSO access to them upon reQuest, unless otherwise prohibited by federal law or 
25 under the terms of the PSO's Medicare contract. 
26 (e) Evezy PSO licensed under this Article shall annually on or before the first day 
27 of March of each year, file in the office of the Secretazy a sworn statement verified by 
28 at least two of the principal officers of the PSO showing its condition on the thirty-
29 first day of December, then next preceding; which shall be in such form as the 
30 Secretazy shall prescribe, In case the PSO fails to file the annual statement as herein 
31 reQuired. the Secretazy is authorized to suspend the license issued to the PSO until 
32 the statement shall be properly filed. 
33 "§ 131E-288. Liquidity. 
34 (a) Each PSO shall have sufficient cash flow to meet its obligations as they 
35 become due. In determinin~ the ability of a PSO to meet this reQuirement, the 
36 Department shall consider the following: 
37 ill The timeliness of payment; 
38 ill The extent to which the current ratio is maintained at one to one 
39 or whether there is a chan~e in the current ratio over a period of 
40 time: and 
41 ill The availability of outside financial resources. 
42 (b) The following corresponding remedies apply: 
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1 ill If the PSO fails to pay obligations as they become due, the 
2 Department shall reguire the PSO to initiate corrective action to 
3 pay all overdue obligations. 
4 al The Department may reguire the PSO to initiate corrective action 
5 if either of the following is evident: (i) the current ratio declines 
6 si~ificantly: or (ii) there is a continued downward trend in the 
7 current ratio. The corrective action may include a change in the 
8 distribution of assets. a reduction of liabilities. or alternative 
9 arrangements to secure additional funding reguirements to restore 

10 the current ratio to one to one. 
11 ill If there is a change in the availability of the outside resources, the 
12 Department shall reguire the PSO to obtain funding from 
13 alternative financial resources. 
14 (c) Nothing in the foregoing liguidity 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 
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 

Department that it is able to pay its obligations as they become due and the current 
ratio maintained by the PSO has neither declined significantly nor is on a continued 
downward trend. 
11 § 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 
equivalents; or 

al 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 equivalents held to meet the net worth requirement shall be 

current assets of the PSO, 
11 § 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', 'surety', 'mutual', 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 cor_poration 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 guality and control costs consistent 
3 with the responsibilities of the or~anization. 
4 "§ 131E-291. Collaboration with local health departments. 
5 A provider sponsored or~anization and a local health department shall collaborate 
6 and cooperate within available resources re~ardin~ health promotion and disease 
7 prevention efforts that are necessary to protect the public health. 
8 "§ 131E-292. Coverage. 
9 (a) Provider sponsored or~anizations subject to this Article shall provide covera~e 

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, re&ulations, or rules 
13 governin& covera&e by the PSO of items or services to Medicare beneficiaries permits 
14 a PSO, sponsorin~ provider, or participating provider to object on moral or religious 
15 &rounds to providin& an item or service to Medicare beneficiaries, it is the policy of 
16 this State to permit this objection and allow the participatin~ provider to refuse to 
17 provide the item or service. 
18 "§ 131E-293, Rates. 
19 Rates char~ed by provider sponsored organizations to the Medicare pro~ram and 
20 charges by PSOs and sponsorin& 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 reguirements that the Department of Insurance applies to health 
26 maintenance or~anizations under Chapter 58 of the General Statutes with respect to 
27 the followin~ consumer protection and guality matters: 
28 ill Quality mana~ement pro~rams (11 NCAC 20.0500, et seg.): 
29 ill 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 m Provider accessibility and availability (11 NCAC 20,0300, et seg,): 
35 .(6l Network provider credentialin~ (11 NCAC 20,0400, et seg.); and 
36 ill Data reportin~ reguirements under G.S. 58-67-50(e). 
37 "§ 131E-295. Powers of insurers and medical service corporations. 
38 Notwithstandin~ 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 or~anization to provide insurance or similar protection a~ainst 
42 the cost of care provided throu~h provider sponsored or~anizations and their 
43 sponsorin~ providers to beneficiaries and to provide covera~e in the event of the 
44 failure of the provider sponsored or~anization or its sponsorin~ 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 corporation may make benefit payments to provider sponsored organizations for 
5 health care services rendered by providers pursuant to the health care plan. 
6 "§ 131E-296. Examinations. 
7 The Department may make an examination of the affairs of any provider 
8 sponsored organization and the contracts, agreements. 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 "§ 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 oq~anization might be hazardous to its beneficiaries. creditors. or the general public. 
16 then the Department may order the provider sponsored organization 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 .a} To reduce the volume of new business being accepted: 
22 ill To reduce the expenses by specified methods: 
23 fil 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 organization's 
26 net worth by contribution: 
27 ill To add or delete sponsoring providers: 
28 ill To increase the amount of payments from the PSO which 
29 sponsoring providers agree to forego: or 
30 .(fil To require additional guaranties from sponsoring providers or from 
31 parents of sponsoring providers. 
32 (b) If the Department determines that the standards in G.S. 131E-286. 131E-288, 
33 and 131E-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 organization, which standards shall 
38 be consistent with the purposes expressed in subsection (a) of this section. 
39 "§ 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. 131E-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 (c) Every provider sponsored organization shall have and maintain at all times an 
4 adequate plan for protection against insolvency acceptable to the Department, In 
5 determining the adequacy of such a plan. the Department shall consider: 
6 ill A reinsurance agreement preapproved by the Department covering 
7 excess loss, stop-loss, or catastrophies, The agreement shall 
8 provide that the Department will be notified no less than 60 days 
9 prior to cancellation or reduction of coverage; 

10 ill A conversion policy or policies that will be offered by an insurer 
11 to the beneficiaries in the event of the provider sponsored 
12 organization's insolvency: 
13 ill Legally binding unconditional guaranties by adequately capitalized 
14 sponsoring provider or adequately capitalized sponsoring 
15 corporations of sponsoring providers; 
16 .(!l Legally binding obligations of sponsoring providers to forego 
17 payment for items or services provided by the sponsoring provider 
18 in order to avoid the financial insolvency of the PSO; 
19 ill Legally binding obligations of sponsoring providers or parents of 
20 sponsoring providers to make capital infusions to the PSO; and 
21 @ Any other arrangements offering protection against insolvency that 
22 the Department may require, 
23 "§ 131E-299. Hold harmless agreements or special deposit. 
24 (a) Unless the PSO maintains a special deposit in accordance with subsection (b) 
25 of this section, each contract between every PSO and a participating provider of 
26 health care services shall be in writing and shall set forth that in the event the PSO 
27 fails to pay for health care services as set forth in the contract. the Medicare 
28 subscriber or beneficiary shall not be liable to the provider for any sums owed by the 
29 PSO. No other provisions of these contracts shall, under any circumstances, change 
30 the effect of this provision, No participating provider or agent. trustee, or assignee 
31 thereof may maintain any action at law against a subscriber or beneficiary to collect 
32 sums owed by the PSO. 
33 (b) In the event that the participating provider contract has not been reduced to 
34 writing or that the contract fails to contain the required prohibition, the PSO shall 
35 maintain a special deposit in cash or cash equivalent as follows: 
36 (ll If at any time uncovered e:x;penditures exceed ten percent (10%) of 
37 total health care e:x;penditures the PSO shall either: 
38 a... Place an uncovered expenditures insolvency deposit with the 
39 Department, or with any organization or trustee acceptable 
40 to the Department through which a custodial or controlled 
41 account is maintained, cash or securities that are acceptable 
42 to the Department. This deposit shall at all times have a 
43 fair market value in an amount of one hundred twenty 
44 percent (120%) of the PSO's outstanding liability for 

Page 20 House Bill 1455 

• 

• 

• 



• 
.. 

• 

• 

• 

GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1997 

1 uncovered expenditures 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 reguired to file a guarterly 
5 report. it shall file a report within 45 days of the end of the 
6 calendar guarter with information sufficient to demonstrate 
7 compliance with this section; or 
8 ~ Maintain adeguate 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 eguipment 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 ill 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 g_uarterly 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 equal amount and value is made, (ii) the fair market value exceeds 
28 the amount of the reg_uired deposit. or (iii) the reg_uired 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 ill The deposit reg_uired 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 adeg_uate showing by the PSO that the 
43 reg_uirements 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 ill. 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 a;gplicable co-payments. deductibles, or coinsurance ;germitted 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 delivei:y 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 De;gartment shall allocate the insolvent PSO's contracts for these groups among all 
37 other PSOs that operate within a ;gortion of the insolvent PSO's service area, taking 
38 into consideration the health care delivei:y 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 beneficiai:y'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 delivei:y 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 

contract. 
11 § 131E-302. Replacement coverage. 

10 
11 
12 

(a) Any carrier providing replacement coverage with respect to hospital, medical, 
or sur~cal emense 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 

13 sur,:ical expense or service benefits. shall immediately cover all beneficiaries who 
14 were validly covered under the previous PSO contract or policy at the date of 
15 discontinuance and who would otherwise be eligible for coverage under the 
16 succeeding carrier's contract, regardless of any provisions of the contract relating to 
17 hospital confinement or pregnancy. 
18 (b) Except to the extent benefits for the condition would have been reduced or 
19 excluded under the prior carrier's contract or policy, no provision in a succeeding 
20 carrier's contract of replacement coverage that would operate to reduce or exclude 
21 benefits on the basis that the condition giving rise to benefits preceded the effective 
22 date of the succeeding carrier's contract shall be applied with respect to those 
23 beneficiaries validly covered under the prior carrier's contract on the date of 
24 discontinuance. 
25 11 § 131E-303, Incurred but not reported claims. 
26 (a) Every PSO shall. when determining liability, include an amount estimated in 
27 the aggregate to provide for any unearned premium and for the payment of all claims 
28 for health care expenditures that have been incurred, whether reported or 
29 unreported, that are unpaid and for which such PSO is or may be liable: and to 
30 provide for the emense of adjustment or settlement of such claims. 
31 (b) These liabilities shall be computed in accordance with rules adopted by the 
32 Department upon reasonable consideration of the ascertained emerience and 
33 character of the PSO. 
34 11 § 131E-304. Suspension or revocation of license. 
35 (a) The Department may suspend, revoke. or refuse to renew a PSO license if the 
36 Department finds that the PSO: 
37 ill Is operating significantly in contravention of its basic organizational 
38 document. or in a manner contrary to that described in and 
39 reasonably inferred from any other information submitted under 
40 G.S. 131E-280. unless amendments to these submissions have been 
41 filed with and approved by the Department; 
42 ill Issues evidences of coverage or uses a schedule of premiums for 
43 health care services that do not comply with Medicare or Medicaid 
44 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 
e:y,ected to be unable to meet its obligations to beneficiaries or 
prospective beneficiaries: 

ill 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 

(fil 
report: 
Has sponsoring providers that fail to provide a substantial 
proportion of the services under any health plan during any 12-
month period: 
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 

.(2). Has otherwise substantially failed to comply with this Article. 
18 (b) A 
19 131E-305. 

license shall be suspended or revoked only after compliance with G.S. 

20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 

(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 
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. 
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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, If the Department of Insurance accepts the reguest. it 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, Nothing in this 

10 section limits the Department's final authority to license PSOs in accordance with 
11 this Article, 
12 "§ 131E-307, Penalties and enforcement. 
13 (a) The provisions of G.S. 58-2-70, modified to replace the word 'Commissioner' 
14 by the word 'Department', applies to this Article. The Department may. in addition 
15 to or in lieu of suspending or revoking a license under G.S. 131E-304, proceed under 
16 G,S, 58-2-70, as so modified, provided that the provider sponsored organization has a 
17 reasonable time within which to remedy the defect in its operations that gave rise to 
18 the procedure under G.S. 58-2-70. 
19 (b) Any person who violates this Article shall be guilty of a Class 1 misdemeanor. 
20 (c) If the Department shall for any reason have cause to believe that any violation 
21 of this Article has occurred or is threatened, the Department may give notice to the 
22 provider sponsored organization and to the representatives or other persons who 
23 appear to be involved in such suspected violation to arrange a conference with the 
24 alleged violators or their authorized representatives for the purpose of attempting to 
25 ascertain the facts relating to such suspected violation, and. in the event it appears 
26 that any violation has occurred or is threatened. to arrive at an adeguate and effective 
27 means of correcting or preventing such violation, 
28 Proceedings under this subsection shall not be governed by any formal procedural 
29 reguirements and may be conducted in such manner as the Department may deem 
30 appropriate under the circumstances. 
31 (d) The Department may issue an order directing a provider sponsored 
32 organization or a representative of a provider sponsored organization to cease and 
33 desist from engaging in any act or practice in violation of the provisions of this 
34 Article. 
35 Within 30 days after service of the order of cease and desist. the respondent may 
36 reguest a hearing on the gyestion of whether acts or practices in violation of this 
37 Article have occurred. These hearings shall be conducted pursyant to Chapter 150B 
38 of the General Statutes. and judicial review shall be available as provided by this 
39 Chapter. 
40 (e) In the case of any violation of the provisions of this Article, if the Department 
41 elects not to issue a cease and desist order, or in the event of noncompliance with a 
42 cease and desist order issued pursuant to subsection (d) of this section, the 
43 Department may institute a proceeding to obtain injunctive relief. or seeking other 
44 appropriate relief. in the Superior Court of Wake County, 
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1 11 § 131E-308. Statutory construction and relationship to other laws. 
2 (a) Except as otherwise provided in this Article, provisions of the insurance laws 
3 and provisions of hospital or medical service corporation laws shall not be a1mlicable 
4 to any provider sponsored organization granted a license under this Article or to its 
5 sponsoring providers when operating under such a license. This provision shall not 
6 apply to an insurer or hospital or medical service corporation licensed and regulated 
7 pursuant to the insurance laws or the hospital or medical service corporation laws of 
8 this State except with respect to its provider sponsored organization activities 
9 authorized and regulated pursuant to this Article. 

10 (b) Solicitation of beneficiaries by a provider sponsored organization granted a 
11 license. or its representatives. shall not be construed to violate any provision of law 
12 relating to solicitation or advertising by health professionals or health care providers. 
13 (c) Any provider sponsored organization licensed under this Article shall not be 
14 considered to be a provider of medicine or dentistry and shall be exempt from the 
15 provisions of Chapter 90 of the General Statutes relating to the practice of medicine 
16 and dentistry; provided. however, that this exemption does not apply to individual 
17 providers under contract with or employed by the provider sponsored organization or 
18 sponsoring providers or to the sponsoring providers. 
19 (d) Except as otherwise limited by this Article, a PSO may organize in the same 
20 manner and may exercise the same prerogatives. powers and privileges as other 
21 entities that are organized and existing under the same laws as the PSO. 
22 11 § 131E-309. Filines and reports as public documents. 
23 Except for information that constitutes a bona fide trade secret. proprietary 
24 information or competitively sensitive information of a sponsoring provider or parent 
25 of a sponsoring provider, all applications, filings, and reports reguired under this 
26 Article shall be treated as public documents. 
27 11 § 131E-310. Confidentiality of medical information. 
28 Any data or information pertaini~g to the diagnosis. treatment. or health of any 
29 beneficiary or applicant obtained from the person or from any provider by any 
30 provider sponsored organization or by any provider acting pursuant to its provider 
31 contract with a provider sponsored organization shall be held in confidence and shall 
32 not be disclosed to any person except to the extent that it may be necessary to carry 
33 out the purposes of this Article; or upon the express consent of the beneficiary or 
34 applicant; or pursuant to statute or court order for the production of evidence or the 
35 discovery thereof: or in the event of claim or litigation between such person and the 
36 provider sponsored organization wherein such data or information is pertinent. A 
37 provider sponsored organization shall be entitled to claim any statutory privileges 
38 against such disclosure which the provider who furnished such information to the 
39 provider sponsored organization is entitled to claim. 
40 11 § 131E-311, Conflicts; severability. 
41 To the extent that the provisions of this Article may be in conflict with any other 
42 provision of this Chapter, the provisions of this Article shall prevail and apply with 
43 respect to provider sponsored organizations. Notwithstanding the absence of adopted 
44 rules, the Department shall continue to process applications for provider sponsored 
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1 organization licenses as described in this Article. If any section, term, or provision of 
2 this Article shall be adjudged invalid for any reason, these judgments shall not affect, 
3 impair, or invalidate any other section, term, or provision of this Article, but the 
4 remaining sections, terms, and provisions shall be and remain in full force and effect. 
5 "§ 131E-312. Replations. 
6 This Article shall be self-implementing, No later than six months after the date of 
7 enactment of this Article, the Department may adopt rules consistent with this Article 
8 to authorize and regulate provider sponsored organizations to contract directly with 
9 the federal Medicare prouam to provide health care services to the beneficiaries of 

10 such programs, The Department shall issue permanent rules and, may issue 
11 temporary rules, to the extent these rules may be necessary. The Department shall 
12 limit its regulation of provider sponsored organizations to the licensing and regulating 
13 of these organizations as risk bearing entities contracting directly with the Medicare 
14 program and to the consumer protection and guality standards as provided in G.S. 
15 131E-294. and shall not regulate any matters described in 42 U,S,C, § 1395W-
16 26(b)(3), or any successor thereof. 
17 "§ 131E-313. Utilization review and grievances, 
18 Unless otherwise preempted by federal law or mandated by the Medicare program, 
19 the provisions of G,S, 58-50-61 and G,S. 58-50-62 apply to a PSO licensed under this 
20 Article as if the PSO was an 'insurer' under those sections, except that the 
21 Department rather than the Commissioner of Insurance shall regulate a PSO's 
22 compliance with those sections. 11 

23 Section 2. G.S. 58-67-l0(b) reads as rewritten: 
24 "(b) (1) It is specifically the intention of this section to permit such persons 
25 as were providing health services on a prepaid basis on July 1, 
26 1977, or receiving federal funds under Section 254( c) of Title 42, 
27 U.S. Code, as a community health center, to continue to operate in 
28 the manner which they have heretofore operated. 
29 (2) Notwithstanding anything contained in this Article to the contrary, 
30 any person can provide health services on a fee for service basis to 
31 individuals who are not enrollees of the organization, and to 
32 enrollees for services not covered by the contract, provided that 
33 the volume of services in this manner shall not be such as to affect 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 

(3) 

(3a) 

House Bill 1455 

the ability of the health maintenance organization to provide on an 
adequate and timely basis those services to its enrolled members 
which it has contracted to furnish under the enrollment contract. 
This Article shall not apply to any employee benefit plan to the 
extent that the Federal Employee Retirement Income Security Act 
of 1974 preempts State regulation thereof. 
This Article does not apply to any prepaid health service or 
capitation arrangement implemented or administered by the 
Department of Health and Human Services or its representatives, 
pursuant to 42 U.S.C. § 1396n or Chapter 108A of the General 
Statutes, a provider sponsored organization or other organization 
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1 certified, gualified, or otherwise a1wroved by the Department of 
2 Health and Human Services pursuant to Article 17 of Chapter 
3 131E of the General Statutes, or to any provider of health care 
4 services participating in such a prepaid health service or capitation 
5 arrangement. Article; provided, however, that to the extent this 
6 Article applies to any such person acting as a subcontractor to a 
7 Health Maintenance Organization licensed in this State, that 
8 person shall be considered a single service Health Maintenance 
9 Organization for the purpose of G.S. 58-67-20(4), G.S. 58-67-25, 

10 and G.S. 58-67-110. . 
11 (4) Except as provided in paragraphs (1), (2), (3), and (3a) of this 
12 subsection, the persons to whom these paragraphs are applicable 
13 shall be required to comply with all provisions contained in this 
14 Article." 
15 Section 3. G.S. 90-21.22A reads as rewritten: 
16 "§ 90-21.22A. Medical review committees. 
17 (a) As used in this section, "medical review committee" means a committee 
18 composed of health care providers licensed under this Chapter that is formed for the 
19 purpose of evaluating the quality of, cost of, or necessity for health care services, 
20 including provider credentialing. "Medical review committee" does not mean a 
21 medical review committee established under G.S. 131E-95. 
22 (b) A member of a duly appointed medical review committee who acts without 
23 malice or fraud shall not be subject to liability for damages in any civil action on 
24 account of any act, statement, or proceeding undertaken, made, or performed within 
25 the scope of the functions of the committee. 
26 ( c) The proceedings of a medical review committee, the records and materials it 
27 produces, and the materials it considers shall be confidential and not considered 
28 public records within the meaning of G.5. 132 1 G,S. 132-1. 131E-309, or G:& 58-2-
29 100; and shall not be subject to discovery or introduction into evidence in any civil 
30 action against a provider. of health care services who directly provides services and is 
31 licensed under this Cl'tor,~er er Chapter, a PSO licensed under Article 17 of Chapter 
32 131E of the General Statutes. or a hospital licensed under Chapter 122C or Chapter 
33 131E of the General Statutes or that is owned or operated by the State, which civil 
34 action results from matters that are the subject of evaluation and review by the 
35 committee. No person who was in attendance at a meeting of the committee shall be 
36 required to testify in any civil action as to any evidence or other matters produced or 
37 presented during the proceedings of the committee or as to any findings, 
38 recommendations, evaluations, opinions, or other actions of the committee or its 
39 members. However, information, documents, or records otherwise available are not 
40 immune from discovery or use in a civil action merely because they were presented 
41 during proceedings of the committee. A member of the committee may testify in a 
42 civil action but cannot be asked about his or her testimony before the committee or 
43 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. SS SO 61 er G.S. SS SO 62. G.S. 58-50-61. 58-50-62. or 131E-313." 
6 Section 3.1. Nothing in this act shall obligate the General Assembly to 
7 appropriate funds to implement this act. 
8 Section 4. This act is effective when it becomes law . 
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Short Title: Mental Health Parity. (Public) 

Sponsors: 

Referred to: 

March 17, 1997 

1 . A BILL TO BE ENTITLED 
2 AN ACT TO REQUIRE PARITY IN HEALTH INSURANCE FOR MENTAL 
3 ILLNESS. 
4 The General Assembly of North Carolina enacts: 
5 Section 1. G.S. 58-50-155 is amended by adding the following new 
6 subsection to read: 
7 "(a2) Notwithstanding G.S. 58-50-125(c), the standard health plan developed and 
8 approved under G.S. 58-50-125 shall provide coverage for the treatment of mental 
9 illness that is at least equal to the coverage required by G.S. 58-51-55. The plan may 

10 use a case management program in accordance with G.S. 58-51-55. 
11 Section 2. G.S. 58-51-55 reads as rewritten: · 
12 "§ 58-51-55. No discrimination against the mentally ill and chemically dependent. 
13 (a) As used in this section, the term: 
14 (1) 'Mental illness' has the same meaning as defined in G.S. 122C-
15 3(21); and 
16 (2) 'Chemical dependency' has the same meaning as defined in G.S. 
17 58-51-50 
18 with a diagnosis found in the Diagnostic and Statistical Manual of Mental Disorders 
19 DSM 3 R DSM-IV or the International Classification of Diseases ICD/9/CM, or a 
20 later edition of those manuals. 
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1 (b) No insurance company licensed in this State under tl'l:e prnvi:si:efts ef Arti:eles 1 
2 tl'l:rettgh 64 ef this Chapter shall, solely because an individual to be insured has or 
3 had a ·mental illness or chemical dependency: 
4 (1) Refuse to issue or deliver to that individual any policy that affords 
5 benefits or coverages for any medical treatment or service for 
6 physical illness or injury; 
7 (2) Have a higher premium rate or charge for physical illness or injury 
8 coverages or benefits for that individual; or 
9 (3) Reduce physical illness or injury coverages or benefits for that 

10 individual. 
11 (c) Nothing in this section prevents any insurance company from excluding from 
12 coverage any physical illness or injury er mefttal i:llftess or chemical dependency 
13 which has existed previous to coverage of the individual by the insurance company or 
14 from refusing to issue or deliver to that individual any policy because of the 
15 underwriting of any physical condition whether or not related to mmttal illHess or 
16 chemical dependency. 
17 (cl) This seeti:oft applies oHly to grottp health i:HsttraHee eoHtraets eoveri:Hg 20 or 
18 more employees. 
19 (d) Eve:r:y insurer that writes a policy or contract of group or blanket health 
20 insurance or group or blanket accident and health insurance shall provide to its 
21 insureds benefits for the necessary care and treatment of mental illness that are not 
22 less favorable than benefits for physical illness generally. Benefits for treatment of 
23 mental illness shall be subject to the same limits as are benefits for physical illness 
24 generally. For purposes of this subdivision, 'limits' includes durational limits, 
25 deductibles, coinsurance factors, copayments, maximum out-of-pocket limits, annual 
26 and ~ifetime dollar limits, and any other dollar limits or fees for covered services. 
27 (e) An insurer may use a case management program for mental illness benefits to 
28 evaluate and determine medically necessary and medically appropriate care and 
29 treatment for each patient, provided that the program complies with rules adopted by 
30 the Commissioner of Insurance. These rules shall ensure that case management 
31 programs are not designed to avoid the reguirements of this section concerning parity 
32 between the benefits for mental illness and those for physical illness generally. 
33 (0 Subsections (d) and (e) of this section apply only to group health insurance 
34 contracts covering 5 or more employees. The remainder of this section applies only to 
35 group health insurance contracts covering 20 or more employees. 
36 (g) Subsections (d) and (e) of this section shall not apply to a policy or contract if 
37 the insurer demonstrates to the Commissioner that compliance has increased the cost 
38 of the policy by two percent (2%) or more on an annual basis." 
39 Section 3. G.S. 58-65-90 reads as rewritten: 
40 ," § 58-65-90. No discrimination against the mentally ill and chemically dependent. 
41 (a) As used in this section, the term: 
42 (1) 'Mental illness' has the same meaning as defined m G.S. 122C-
43 3(21); and 
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(2) 'Chemical dependency' has the same meaning as• defined in G.S. 
58-65-75 

3 with a diagnosis found in the Diagnostic and Statistical Manual of Mental Disorders 
4 DSM 3 R DSM-IV or the International Classification of Diseases ICD/9/CM, or a 
5 later edition of those manuals. 
6 (b) No hospital, t11:etiteal, eental Of health seFVtee corporation governed by this 
7 Chapter shall, solely because an individual to be insured has or had a mental illness 
8 or chemical dependency: 
9 (1) Refuse to issue or deliver to that individual any individual or 

10 group hospital, dental, medical or health service contract in this 
11 State that affords benefits or coverage for medical treatment or 
12 service for physical illness or injury; 
13 (2) Have a higher premium rate or charge for physical illness or injury 
14 
15 
16 

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

17 (c) Nothing in this section prevents any hospital or medical plan from excluding 
18 from coverage any physical illness or injury Of mental illness or chemical dependency 
19 which has existed previous to coverage of the individual by the hospital or medical 
20 plan or from refusing to issue or deliver to that individual any policy because of the 
21 underwriting of any physical condition whether or not related to mental illness Of 
22 chemical dependency. 
23 (a) Thts section appltes only to gfottp eontfaets CO't'Cfing 20 Of mofe employees. 
24 (d) Every group insurance certificate or group subscriber contract under a hospital 
25 or medical plan subject to this Article shall provide to its insureds benefits for the 
26 necessary care and treatment of mental illness that are not less favorable than benefits · 
27 for physical illness generally. Benefits for treatment of mental illness shall be subject 
28 to the same limits as are benefits for physical illness generally. For purposes of this 
29 subsection, 'limits' includes durational limits. deductibles, coinsurance factors, 
30 copayments, maximum out-of-pocket limits, annual and lifetime dollar limits, and any 
31 other dollar limits or fees for covered services. 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 

(e) The service corporation may use a case management program for mental illness 
benefits to evaluate and determine medically necessary and medically appropriate 
care and treatment for each patient, provided that the program complies with rules 
adopted by the Commissioner of Insurance. These rules shall ensure that case 
management programs are not designed to avoid the requirements of this section 
concerning parity between the benefits for mental illness and those for physical illness 
generally. 

(f) Subsections (d) and (e) of this section apply only to group contracts covering 5 
or more employees. The remainder of this section applies only to group contracts 
covering 20 or more employees. 

(g) Subsections (d) and (e) of this section shall not apply to a subscriber contract 
or certificate if the service corporation demonstrates to the Commissioner that 
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1 compliance has increased the cost of the contract or certificate by two percent (2 % ) 
2 or more on an annual basis. 11 

3 Section 4. G.S. 58-67-75 reads as rewritten: 
4 "§ 58-67-75. No discrimination against the mentally ill and chemically dependent. 
5 (a) As used in this section, the term: 
6 (1) 'Mental illness' has the same meaning as defined in G.S. 122C-
7 
8 
9 

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

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

( c) Nothing in this section prevents any health maintenance organization from 
excluding from coverage any physical illness or injury ef mental illness or chemical 
dependency which has existed previous to coverage of the individual by the health 
maintenance organization or from refusing to issue or deliver to that individual any 
policy because of the underwriting of any physical condition whether or not related 
to mental illness ef chemical dependency. 

(d) This seeti:en applies enly ta gfettp eentfaets ee7tCfing 20 ef mefe empleyees. 
(d) Every health maintenance organization that issues a health care plan on a 

group basis for medical and hospitalization care 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 limits as are benefits for physical illness generally. For purposes 
of this subsection, 'limits' includes durational limits, deductibles, coinsurance factors, 
copayments, maximum out-of-pocket limits, annual and lifetime dollar limits, and any 
other dollar limits or fees for covered services. 

(e) A health maintenance organization may use a case management program for 
mental illness benefits to evaluate and determine medically necessary and medically 
appropriate care and treatment for each patient, provided that the program complies 
with rules adopted by the Commissioner of Insurance. These rules shall ensure that 
case management programs are not designed to avoid the requirements of this section 
concerning parity between the benefits for mental illness and those for physical illness 
generally. 

(0 This section applies only to group contracts covering five or more employees. 
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1 (g) Subsections (d) and (e) of this section shall not apply to a health care plan if 
2 the HMO demonstrates to the Commissioner that compliance has increased the cost 
3 of the plan by two percent (2%) or more on an annual basis." 
4 Section 5. This act is effective when it becomes law and applies to 
5 contrac;ts issued, delivered, or renewed on or after January 1, 1998. This act expires 
6 October 1, 2001. 
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Short Title: Mental Health Parity. (Public) 

Sponsors: 

Referred to: 

March 17, 1997 

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

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 

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) Notwithstandin& 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 mental 
illness that is at least equal to the coverage required by G.S. 58-3-220. The plan may 
use a case mana&ement pro&ram in accordance with G.S. 58-3-220." 

Section 2.(a) The following are repealed: G.S. 58-51-55(bl) and (c), 58-
65-90(b1) and (c), and 58-67-75(bl) and (c). 

(b) G.S. 58-51-55(d) reads as rewritten: 
"(d) Applicability. -- Stteseetion (el) of this seetion er,r,lies only to gfottr, health 

insttfttnee eontfeets eo"1efing mofe then SO emr,loyees. The femeindef of this 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)." 

(c) G.S. 58-65-90(d) reads as rewritten: 
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1 "(d) Applicability. -- 8ubseetioft (bl) of this seetioft et}t}lies oftly to subseribcr 
2 eofttreets eo"leriftg more theft SO em13loyccs. The remeifteer of this This section 
3 applies only to group contracts covering 20 or more employees. 11 

4 (d) G.S. 58-67-75(d) reads as rewritten: 
5 11 (d) Applicability. -- 8ubscetioft (bl) of this seetioft et}plies oftly to group 
6 eofttreets eo";eriftg more theft SO employees. The remeifteer of this This section 
7 applies only to group contracts covering 20 or more employees. 11 

8 Section 3. Chapter 58 of the General Statutes is amended by adding the 
9 following new section to read: 

10 11 § 58-3-220. Mental illness benefits coverage. 
11 (a) Mental Parity Reguirement. -- A health insurer shall provide in each group 
12 health benefit plan benefits for the necessai:y care and treatment of mental illness that 
13 are no less favorable than benefits for physical illness generally. Benefits for 
14 treatment of mental illness shall be subject to the same limits as benefits for physical 
15 illness generally. For purposes of this subdivision. 'limits' includes durational limits, 
16 deductibles, coinsurance factors, co-payments. maximum out-of-pocket limits. annual 
17 and lifetime dollar limits. and any other dollar limits or fees for covered services. 
18 (b) Weighted Averages. -- If the plan contains annual limits, lifetime limits, co-
19 payments. deductibles, or coinsurance only on selected physical illness and injui:y 
20 benefits, and these benefits do not represent substantially all of the physical illness 
21 and inju:r:y benefits under the plan, the insurer may impose limits on the mental 
22 health benefits based on a weighted average of the respective annual, lifetime, co-
23 payment, deductible, or coinsurance limits on the selected physical illness and injui:y 
24 benefits. The weighted average shall be calculated in accordance with rules adopted 
25 by the Commissioner. 
26 (c) Case Management. -- An insurer may use a case management program for 
27 mental illness benefits to evaluate and determine medically necessai:y and medically 
28 appropriate care and treatment for each patient, provided that the program complies 
29 with rules adopted by the Commissioner of Insurance. These rules shall ensure that 
30 case management programs are not designed to avoid the reguirements of this section 
31 for parity between the benefits for mental illness and those for physical illness 
32 generally. 
33 (d) Exceptions. -- This section does not apply to either of the following: 
34 ill A group health benefit plan covering fewer than five employees. 
35 .(21 Any other group health benefit plan if the insurer demonstrates to 
36 the Commissioner that compliance with this section has increased 
37 the cost of the policy by two percent (2%) or more on an annual 
38 basis. If the group health plan or contract granted an exemption 
39 under this section nevertheless wants to offer limited mental illness 
40 benefits coverage and there are 50 or more employees in the plan, 
41 the plan may not provide a lesser lifetime or annual dollar 
42 limitation than is provided under the plan for physical illness 
43 generally, unless providing parity in annual and lifetime limits 
44 increases the plan's cost by one percent (1%) or more. 
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(e) Definitions. -- As used in this section: 
ill 'Health benefit plan' has the same meaning as in G.S. 58-3-190 and 

includes a blanket health policy or blanket accident and health 
policy. 

ill 'Insurer' has the same meaning as in G.S. 58-3-190. 
ill 'Mental illness' has the same meaning as in G.S. 122C-3(21), with 

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

Section 4. This act becomes effective January 1, 1999, and applies to 
contracts issued, delivered, or renewed on or after that date. This act expires 
October 1, 2002. 
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HOUSE INSURANCE COMMITTEE 
Subcommittee On Health 

I. OPENING REMARKS 

July 29, 1998 
Room 1228 LB 

15 Minutes after Session 

Representative Daniel F. McComas, Chairman 
Subcommittee on Health 

II. BILLS TO BE CONSIDERED 

SB 400, Mental Health Parity. 

III. ADJOURNMENT 
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HOUSE INSURANCE 
SUBCOMMITTEE ON HEALTH 

MINUTES 

July 29, 1998 

The House Insurance/Subcommittee on Health met on July 29, 1998, 15 minutes after Session in 
Room 1228 of the Legislative Building. · 

Representative Daniel F. McComas, Chairman, presided, and the following members were 
present: 

Representatives: Barbee, Cole, Dickson, Esposito, Hardy, Hensley, Ives, Luebke, 
Miller, Preston, Russel and Wright. Representative Dockham, Chairman of the 
House Insurance Committee, was also present. 

Visitors present were as follows: (see Attachment 1). 

Staff Counsel Linda Attarian, Linwood Jones and Ed Rossi were present to assist the 
Subcommittee . 

Chairman McComas called the meeting to order, introduced the Pages and Sergeant-at-Arms 
serving the Subcommittee and welcomed guests. After some instructions concerning the 
procedures for the meeting, the following bill was considered: 

Pensions and Retirement and Insurance Committee Substitute for SB 400, An Act 
To Require Parity In Health Insurance For Mental Illness. (see Attachment 2) The 
proposed House Committee Substitute for SB 400 was before the Subcommittee 
for discussion (see Attachment 3): Representative McComas introduced the 
following members of the audience to speak on the bill: 

1. Beth Melcher, Director of NOMI North Carolina, spoke in favor of the bill. 

2. Mike Herman, Assistant General Counsel with the Health Insurance 
Association of America, spoke in opposition to the bill. 

3. Marlyn Webb who suffers with Bipolar Disorder spoke in favor of the bill. 

4. Dr. Windy McLeod, a Medical Director with Blue Cross/Blue Shield of 
North Carolina, spoke in opposition to the bill. 

5. Polly Williams, standing in for Evelyn Brendel with the AARP State 
Legislative Committee, read Ms. Brendel's remarks which were in favor of 
the bill. 
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Minutes Continued 
Page 2 

6. Perri Morgan with the National Federation oflndependent Businesses spoke 
in opposition to the bill. 

7. Theo Pitt, President of the Mental Health Association in North Carolina, 
spoke in favor of the bill. 

8. Graham Blanton with Mid South Life Insurance Company spoke in 
opposition to the bill. 

9. Dan Hill with Hill Chesson Associates spoke in opposition to the bill. 

After their remarks, each speaker entertained questions from the Subcommittee. Perri Morgan 
was instructed to provide further information to the Subcommittee regarding how many 
employees and employers of the National Federation oflndependent Businesses would be 
affected statewide by the bill's more stringent requirements on employers covering more than 50 
employees. Graham Blanton was instructed to provide further information to the Subcommittee 
regarding how much Mid South Life Insurance Company's small group plans for mental health 
coverage raised their monthly premium in percentage or dollars. 

Linwood Jones, Subcommittee Counsel, was instructed to provide the Subcommittee with the 
type of mental health plan the State of Georgia has for their review . 

Ron Bachman, an Actuary with Price, Waterhouse, Coopers, was recognized to entertain any 
questions from the Subcommittee. 

No action was taken on the bill during this meeting. 

by Representative Dick on, 7eeting adjourned at 5:15 p.m. 

I ~ JI{ il I/" 
-+-+-+----v'-'1,n--;1'---7+-:!r<------f'--L--f--;'--'I.---

J an e M. "Dee" Bagley 
Subcommittee Clerk 
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GENERAL ASSEMBLY OF NORTH CAROLINA 

SESSION 1997 

SEN ATE BILL 400* 
Pensions & Retirement and Insurance Committee Substitute Adopted 4/28/97 

Third Edition Engrossed 4/30/97 
Proposed House Committee Substitute S400-PCS9602-RN006 

D 

Short Title: Mental Health ·Parity. (Public) 

Sponsors: 

Referred to: 

March 17, 1997 

A BILL TO BE ENTITLED ___ _ 
AN ACT TO REQUIRE PARITY IN HEALTH INSURANCE FOR MENTAL 

ILLNESS. 
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) Notwithstandin& G.S. 58-50-125{c), the standard health plan developed and 
approved under G.S. 58-50-125 shall provide covera~e for the treatment of mental 
illness that is at least egual to the covera~e reguired by G.S. 58-3-220. The plan may 
use a case mana&ement pro&ram in accordance with G.S. 58-3-220." 

Section 2.(a) The following are repealed: G.S. 58-51-55(bl) and (c), 58-
65-90(bl) and (c), and 58-67-75(bl) and (c). 

(b) G.S. 58-51-55(d) reads as rewritten: 
"(d) Applicability. -- Stteseetien (el) ef this seetien 8:flfllies eniy te gf'ettfl heeHh 

insttra:nee eentra:ets eewef'ing mef'e then 50 Cfflflieyees. The f'Cffla:ineef' ef this 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)." 

(c) G.S. 58-65-90(d) reads as rewritten: 
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1 "(d) Applicability. -- St1eseetieH (el) ef tltis seetiett applies eHly te st1eserieer 
2 eoHtre:ets eo•.1eri1tg more dt:e:ft 50 emploiyees. The rem&iHeer of this This section 
3 applies only to group contracts covering 20 or more employees." 
4 (d) G.S. 58-67-75(d) reads as rewritten: 
5 "( d) Applicability. -- St1eseetioH (el) of this seetioH applies oHly to greup 
6 eofttre:ets eo•.1eri1tg more the:B 50 employees. The remaiHeer of this This section 
7 applies only to group contracts covering 20 or more employees." 
8 Section 3. Chapter 58 of the General Statutes is amended by adding the 
9 following new section to read: 

10 "§ 58-3-220. Mental illness benefits coverage. 
11 (a) Mental Parity Reguirement. -- A health insurer shall provide in each 2roup 
12 health benefit plan benefits for the necessary care and treatment of mental illness that 
13 are no less favorable than benefits for physical illness 2enerally. Benefits for 
14 treatment of mental illness shall be subject to the same limits as benefits for physical 
15 illness 2enerally, For purposes of this subdivision, 'limits' includes durational limits, 
16 deductibles, coinsurance factors, co-payments, maximum out-of-pocket limits, annual 
17 and lifetime dollar limits. and any other dollar limits or fees for covered services. 
18 (b) Wei2hted Avera2es. -- If the plan contains annual limits. lifetime limits, co-
19 payments, deductibles. or coinsurance only on selected physical illness and injury 
20 benefits, and these benefits do not represent substantially all of the physical illness 
21 and injury benefits under the plan, the insurer may impose limits on the mental 
22 health benefits based on a wei2hted avera2e of the respective annual, lifetime, co- • 
23 payment, deductible, or coinsurance limits on the selected physical illness and injury 
24 benefits, The wei2hted avera2e shall be calculated in accordance with rules adopted 
25 by the Commissioner. 
26 (c) Case Mana2ement. -- An insurer may use a case mana2ement pro2ram for 
27 mental illness benefits to evaluate and determine medically necessary and medically 
28 appropriate care and treatment for each patient. provided that the pro2ram complies 
29 with rules adopted by the Commissioner of Insurance, These rules shall ensure that 
30 case mana2ement pro2fams are not desi2ned to avoid the reguirements of this section 
31 for parity between the benefits for mental illness and those for physical illness 
32 2enerally. 
33 (d) Exceptions. -- This section does not apply to either of the followin2: 
34 ill A ~oup health benefit plan coverin2 fewer than five employees. 
35 ill Any other ~oup health benefit plan if the insurer demonstrates to 
36 the Commissioner that compliance with this section has increased 
37 the cost of the policy by two percent (2%) or more on an annual 
38 basis, If the 2roup health plan or contract 2ranted an exemption 
39 under this section nevertheless wants to offer limited mental illness 
40 benefits covera2e and there are 50 or more employees in the plan, 
41 the plan may not provide a lesser lifetime or annual dollar 
42 limitation than is provided under the plan for physical illness 
43 2enerally, unless providin2 parity in annual and lifetime· 1imits 
44 increases the plan's cost by one percent (1%) or more, 

· Page 2 Senate Bill 400 
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1 (e) Definitions. -- As used in this section: 
2 ill 'Health benefit plan' has the same meanin~ as in G,S. 58-3-190 and 
3 includes a blanket health policy or blanket accident and health 
4 policy. 
5 ill 'Insurer' has the same meaning as in G.S. 58-3-190. 
6 ill 'Mental illness' has the same meanin~ as in G.S. 122C-3(21), with 
7 a dia~nosis found in the Dia~nostic and Statistical Manual of 
8 Mental Disorders DSM-IV or the International Classification of 
9 Diseases ICD/9/CM, or a later edition of those manuals." 

10 Section 4. This act becomes effective January 1, 1999, and applies to 
11 contracts issued, delivered, or renewed on or after that date. This act expires 
12 October 1, 2002 . 

Senate Bill 400 Page 3 
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SENATE BILL 400* 
Pensions & Retirement and Insurance Committee Substitute Adopted 4/28/97 

Third Edition Engrossed 4/30/97 

3 

Short Title: Mental Health Parity. (Public) 

Sponsors: 

Referred to: 

March 17, 1997 

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

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

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 mental 
illness that is at least equal to the coverage required by G.S. 58-51-55. The plan may 
use a case management program in accordance with G.S. 58.:51-55. · 

Section 2. G.S. 58-51-55 reads as rewritten: 
"§ 58-51-55. 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. 
58-51-50 

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 mariuals. 
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1 (b) No insurance company licensed in this State under tlte f)fOYisiens ef ,r\ttides 1 
2 through 64 ef this Chap.ter shall, solely because an individual to be insured has or 
3 had a mental illness or chemical dependency: 
4 (1) Refuse to issue or deliver to that individual any policy that affords 
5 benefits or coverages for any medical treatment or service for 
6 physical illness or injury; 
7 (2) Have a higher premium rate or charge for physical illness or injury 
8 coverages or benefits for that individual; or 
9 (3) Reduce physical illness or injury . coverages or benefits for that 

10 individual. 
11 (c) Nothing in this section prevents any insurance company from excluding from 
12 coverage any physical illness or injury er mentftl illness or chemical dependency 
13 which has existed previous to coverage of the individual by the insurance company or 
14 from refusing to issue or deliver to that individual any policy because of the 
15 underwriting of any physical condition whether or not related to mentftl illness or 
16 chemical dependency. 
-1 7 (cl) This seetien 8:pplies only to group heftlth insurftnee eontrftets eo·t•ering 20 or 
18 mere empleyees. 
19 (d) Every insurer that writes a policy or contract of group or blanket health 
20 insurance or group or blanket accident and health insurance shall provide to . its 
21 insureds benefits for the necessary care and treatment of mental illness that are not 
22 less favorable than benefits for physical illness generally. Benefits for treatment of 
23 mental illness shall be subject to the same limits as are benefits for physical illness 
24 generally. For purposes of this subdivision, 'limits' includes durational limits, 
25 deductibles, coinsurance factors, copayments. maximum out-of-pocket limits. annual 
26 and lifetime dollar limits, and any other dollar limits or fees for covered services. 
27 (e) An insurer may use a case management program for mental illness benefits to 
28 evaluate and determine medically necessary and medically app.ropriate care and 
29 treatment for each patient. provided that the program complies with rules adopted by 
30 the Commissioner of Insurance. These rules shall ensure that case management 
31 programs are not designed to avoid the reguirements of this section concerning parity 
32 between the benefits for mental illness and those for physical illness generally. 
33 (0 Subsections (d) and (e) of this section apply only to group health insurance 
34 contracts covering 5 or more employees. The remainder of this section applies only to 
35 group health insurance contracts covering 20 or more employees. 
36 (g) Subsections (d) and (e) of this section shall not apply to a policy or contract if 
37 the insurer demonstrates to the Commissioner that compliance has increased the cost 
38 of the policy by two percent (2%) or more on an annual basis." 
39 Section 3. G.S. 58-65-90 reads as rewritten: 
40 "§ 58-65-90. No discrimination against the mentally ill and chemically dependent. 
41 (a) 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. 
58-65-75 

3 with a diagnosis found in the Diagnostic and Statistical Manual of Mental Disorders 
4 DSM 3 R DSM-IV or the. International Classification of Diseases ICD/9/CM, or a 
5 later edition of those manuals. 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 

(b) No hospital, medieal, defl:tal 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, medical or health service contract in this 
State that affords benefits or coverage for medical treatment or 

(2) 

(3) 

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. 

17 (c) Nothing in this section prevents any hospital or medical plan from excluding 
18 from coverage any physical illness or injury ef mefl:tal illfl:ess or chemical dependency 
19 which has existed previous to coverage of the individual by the hospital or medical 
20 plan or from refusing to issue or deliver to that individual any policy because of the 
21 underwriting of any physical condition whether or not related to mefl:tal illfl:ess ef 
22 chemical dependency . 
23 (d) This seetiefl: a_flplies ofl:ly te gfottp eefl:tfaets eevefifl:g 20 Of mefe empleyees. 
24 (d) Every group insurance certificate or group subscriber contract under a hospital 
25 or medical plan subject to this Article shall provide to its insureds benefits for the 
26 necessary care and treatment of mental illness that are not less favorable than benefits 
27 for physical illness generally. Benefits for treatment of mental illness shall be subject 
28 to the same limits as are benefits for physical illness generally. For purposes of this 
29 subsection, 'limits' includes durational limits. deductibles, coinsurance factors, 
30 copayments, maximum out-of-pocket limits, annual and lifetime dollar limits, and any 
31 other dollar limits or fees for covered services. 
32 (e) The service corporation may use a case management program for mental illness 
33 benefits to evaluate and determine medically necessary and medically appropriate 
34 care and treatment for each patient. provided that the program complies with rules 
35 adopted by the Commissioner of Insurance. These rules shall ensure that case 
36 management programs are not designed to avoid the requirements of this section 
37 concerning parity between the benefits for mental illness and those for physical illness 
38 generally. 
39 (0 Subsections (d) and (e) of this section apply only to group contracts covering 5 
40 or more employees. The remainder of this section applies only to group contracts 
41 covering 20 or more employees. 
42 (g) Subsections (d) and (e) of this section shall not apply to a subscriber contract 
43 or certificate if the service corporation demonstrates· to the Commissioner that 

Senate Bill 400 Page 3 
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1 compliance has increased the cost of the contract or certificate by two percent (2%) 
2 or more on an annual basis." 
3 Section 4. G.S. 58-67-75 reads as rewritten: 
4 "§ 58-67-75. No discrimination against the mentally ill and chemically dependent. 
5 (a) 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 58-67-70 

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 

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

(b) No health maintenance organization governed by this Chapter shall, solely 
because an individual. has or had a mental illness or chemical dependency: 

(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 
individual. 

( c) Nothing in this section prevents any health maintenance organization from 
excluding from coverage any physical illness or injury er mental illness or chemical 
dependency which has existed previous to coverage of the individual by the health 
maintenance organization or from refusing to issue or deliver to that individual any 
policy because of the underwriting of any physical condition whether or not related 
to mental illness er chemical dependency. 

(d) This seetien aflplies enly te greup eentraets eeYering 20 er mere empleyees. 
(d) Every health maintenance organization that issues a health care plan on a 

group basis for medical and hospitalization care 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 limits as are benefits for physical illness generally. For purposes 
of this subsection, 'limits' includes durational limits, deductibles. coinsurance factors. 
copayrnents. maximum out-of-pocket limits. annual and lifetime dollar limits. and any 
other dollar limits or fees for covered services. 

(e) A health maintenance organization may use a case management program for 
mental illness benefits to evaluate and determine medically necessary and medically 
appropriate care and treatment for each patient. provided that the program complies 
with rules adopted by the Commissioner of Insurance. These rules shall ensure that 
case management programs are not designed to avoid the requirements of this section 
concerning parity between the benefits for mental illness and those for physical illness 
generally. 

(0 This section applies only to group contracts covering five or more employees. 
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(g) Subsections (d) and (e) of this section shall not apply to a health care plan if 
the HMO demonstrates to the Commissioner that compliance has increased the cost 
of the plan by two percent (2%) or more on an_ annual basis." 

Section 5. This act is effective when it becomes law and applies to 
contracts issued, delivered, or renewed on or after January 1, 1998. This act expires 
October 1, 2001. 

Senate Bill 400 Page 5 
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AGENDA 

HOUSE INSURANCE COMMITTEE 
Subcommittee On Health 

I. OPENING REMARKS 

August 5, 1998 
Room544LOB 

15 Minutes After Session 

Representative Daniel F. McComas, Chairman 
Subcommittee on Health 

II. BILLS TO BE CONSIDERED 

SB 400, Mental Health Parity. 

III. ADJOURNMENT 
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HOUSE INSURANCE 
SUBCOMMITTEE ON HEALTH 

MINUTES 

August 5, 1998 

The House Insurance/Subcommittee on Health met on August 5, 1998, 15 minutes after Session 
in Room 544 of the Legislative Office Building. 

Representative Daniel F. McComas, Chairman, presided, and the following members were 
present: 

Representatives: Barbee, Bowie, Cole, Dickson, Hardy, Hensley, Ives, Luebke, 
Michaux, Miner and Preston. Representative Dockham, Chairman of the House 
Insurance Committee, was also present. 

Visitors present were as follows: (see Attachment 1). 

Staff Counsel Linda Attarian and Ed Rossi were present to assist the Subcommittee. 

Chairman McComas called the meeting to order, introduced the Pages and Sergeant-at-Arms 
serving the Subcommittee and welcomed guests. The following bill was considered: 

Pensions and Retirement and Insurance Committee Substitute for SB 400, 
An Act To Require Parity In Health Insurance For Mental Illness. (see 
Attachment 2) The proposed House Committee Substitute for SB 400 was 
before the Subcommittee for discussion (see Attachment 3): After 
expressing his heartfelt discontent with how childish, personal and 
confrontational the issue had become from both sides; he stated that, in 
order to get an agreeable bill that would be to the satisfaction of most, if 
not all, Subcommittee members; he was appointing a Special 
Subcommittee to study the issue. He reiterated that he was committed to 
seeing the bill come to a vote and, in order to assure that, the Standing 
Subcommittee would be scheduling a meeting on August 19, at which 
time the Special Subcommittee would present legislation to them. He 
encouraged the Special Subcommittee to meet with professionals in all 
areas that they do not know much about (i.e. clinical, biological and 
medical). The members of the Special Subcommittee are as follows: 

Representatives Dockham, Barbee, Miner, Russell, Bowie and 
Miller. Representative Dockham was appointed as chair . 

A question was raised as to where the bill would go after it was voted on 
by the Standing Subcommittee. Representative Dockham, Chairman of 
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Minutes Continued 
Page2 

the Insurance Committee, stated that it was his understanding that it would 
be reported to the House Floor. 

Representative Luebke questioned Representative McComas' directive to 
the Special Subcommittee to reach a consensus, and expressed his fear that 
all bills were not capable of that in terms of their content. Representative 
Mc Comas clarified that he stated to most, if not all members of the 
Standing Subcommittee. He went on to say that he was confident that the 
Special Subcommittee, after addressing the clinical and biological sides of 
the issue, could come up with a reasonable compromise; and the bill could 
be voted on by the Standing Subcommittee. 

No action was taken on the bill durin J~is meeting. 

The meeting adjourned at 4: 13 p. . 

Jane M. "Dee" Bagley 
Subcommittee Clerk 
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Short Title: Mental Health Parity. (Public) 

Sponsors: 

Referred to: 

March 17, 1997 

1 A BILL TO BE ENTITLED 
2 AN ACT TO REQUIRE PARITY IN HEALTH INSURANCE FOR MENTAL 
3 ILLNESS. 
4 The General Assembly of North Carolina enacts: 
5 Section 1. G.S. 58-50-155 is amended by adding the following new 
6 subsection to read: 
7 "(a2) Notwithstanding G.S. 58-50-125(c), the standard health plan developed and 
8 approved under G.S. 58-50-125 shall provide coverage for the treatment of mental 
9 illness that is at least egual to the coverage reguired by G.S. 58-51-55. The plan may 

10 use a case management program in accordance with G.S. 58-51-55 . 
. 11 Section 2. G.S. 58-51-55 reads as rewritten: 
12 "§ 58-51-55. No discrimination against the mentally ill and chemically dependent. 
13 (a) As used in this section, the term: 
14 (1) 'Mental illness' has the same meaning as defined in G.S. 122C-
15 3(21); and 
16 (2) 'Chemical dependency' has the same meaning as defined ·in G.S. 
17 58-51-50 
18 with a diagnosis found in the Diagnostic and Statistical Manual of Mental Disorders 
19 DSM 3 R DSM-IV or the International Classification of Diseases ICD/9/CM, or a 
20 later edition of those manuals . 



GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1997 

1 (b) No insurance company licensed in this State under the provisioHs of Articles 1 
2 throttgh 64 of this Chapter shall, solely because an individual to be insured has or 
3 had a mental illness or chemical dependency: . 
4 (1) Refuse to issue or deliver to that individual any policy that affords 
5 benefits or coverages for any medical treatment or service for 
6 physical illness or injury; 
7 (2) Have a higher premium rate or charge for physical illness or injury 
8 coverages or benefits for that individual; or 
9 (3) Reduce physical illness or injury coverages or benefits for that 

10 individual. 
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 

(c) Nothing in this section prevents any insurance company from excluding from 
coverage any physical illness or injury or meHtal illHess or chemical dependency 
which has existed previous to coverage of the individual by the insurance company or 
from refusing to issue or deliver to that individual any policy because of the 
underwriting of any physical condition whether or not related to meHtal illHess or 
chemical dependency. 

(cl) This sectiofl: applies oHly to grottp health iHsttraHce coHtracts cor1eriHg 20 or 
more employees. 

(d) Eveiy insurer that writes a policy or contract of group or blanket health 
insurance or group or blanket accident and health insurance shall provide to its 
insureds benefits for the necessaiy 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 limits as are benefits for physical illness 
generally. For purposes of this subdivision, 'limits' includes durational limits, 
deductibles, coinsurance factors, copayments, maximum out-of-pocket limits, annual 
and lifetime dollar limits. and any other dollar limits or fees for covered services. 

(e) An insurer may use a case management program for mental illness benefits to 
evaluate and determine medically necessary and medically appropriate care and 
treatment for each patient, provided that the program complies with rules adopted by 
the Commissioner of Insurance. These rules shall ensure that case management 
programs are not designed to avoid the reguirements of this section concerning parity 
between the benefits for mental illness and those for physical illness generally. 

(0 Subsections (d) and (e) of this section apply ·only to group health insurance 
contracts covering 5 or more employees. The remainder of this section applies only to 
group health insurance contracts covering 20 or more employees. 

(g) Subsections (d) and (e) of this section shall not apply to a policy or contract if 
the insurer demonstrates to the Commissioner that compliance has increased the cost 
of the policy by two percent (2%) or more on an annual basis." 

Section 3. 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: 

Page 2 

(1) 'Mental illness' has the same meaning as defined in G.S. 122C-
3(21); and 
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(2) 'Chemical dependency' has the same meaning as defined in G.S. 
58-65-75 

3 with a ·diagnosis found in the Diagnostic and Statistical Manual of Mental Disorders 
4 DSM. 3 R DSM-IV or the International Classification of Diseases ICD/9/CM, or a 
5 later edition of those manuals. 
6 (b) No hesf'ital, medical, dental ef health se£Vice corporation governed oy this 
7 Chapter shall, solely because an individual to be insured has or had a mental illness 
8 or chemical dependency: 
9 (1) Refuse to issue or deliver to that individual any individual or 

10 group hospital, dental, medical or health service contract in this 
11 State that affords benefits or coverage for medical treatment or 
12 service for physical illness or injury; 
13 (2) Have a higher premium rate or charge for physical illness or injury 
14 coverages or benefits for that individual; or 
15 (3) Reduce physical illness or injury cqverages or benefits for that 
16 individual. 
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 

(c) Nothing in this section prevents any hospital or medical plan from excluding 
from coverage any physical illness or injury ef mental illness or chemical dependency 
which has existed previous to coverage of the individual by the hospital or medical 
plan or from refusing to issue or deliver to that individual any policy because of the 
underwriting of any physical condition whether or not related to mental illness Of 
chemical dependency. 

(d) This section af'f'lies only te gfottp contfacts co:r;cfi:ng 20 Of mofe employees. 
(d) Every group insurance certificate or group subscriber contract under a hospital 

or medical plan subject to this Article 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 limits as are benefits for physical illness generally. For purposes of this 
subsection, 'limits' includes durational limits, deductibles, coinsurance factors, 
copayments, maximum out-of-pocket limits, annual and lifetime dollar limits. and any 
other dollar limits or fees for covered services. 

(e) The service corporation may use a case management program for mental illness 
benefits to evaluate and determine medically necessary and medically appropriate 
care and treatment for ·each patient, provided that the program complies with rules 
adopted by the Commissioner of Insurance. These rules shall ensure that case 
management programs are not designed to avoid the requirements of this section 
concerning parity between the benefits for mental illness and those for physical illness 
generally. 

(0 Subsections (d) and (e) of this section apply only to group contracts covering 5 
or more employees. The remainder of this section applies only to group contracts 
covering 20 or more employees. 

(g) Subsections (d) and (e) of this section shall not apply to a subscriber contract 
or certificate if the service corporation demonstrates to the Commissioner that 
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1 compliance has increased the cost of the contract or certificate by two percent (2%) 
2 or more on an annual basis." 
3 Section 4. G.S. 58-67-75 reads as rewritten: 
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 

"§ 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 samC? 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 DSM-IV or the International Classification of Diseases ICD/9/CM, or a 
later edition of those manuals. 

(b) No health maintenance organization g~verned by this Chapter shall, solely 
because an individual has or had a mental illness or chemical dependency: 

(1) Refuse to enroll that individ1:1al 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 
individual. 

( c) Nothing in this section prevents any health maintenance organization from 
excluding from coverage any physical illness or injury or ffletHal ill:aess or chemical 
dependency which has existed previous to coverage of the individual by the health 
maintenance organization or from refusing to issue or deliver to that individual any 
policy because of the underwriting of any physical condition whether or not related 
to ffleHtal illHess or chemical dependency. 

(d) Th:is seetioft applies oHly to grottp eofttraets covcriHg 20 or fflorc cfflployces. 
(d) Every health maintenance organization that issues a health care plan on a 

group basis for medical and hospitalization care 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 limits as are benefits for physical illness generally. For purposes 
of this subsection, 'limits_' includes durational limits. deductibles, coinsurance factors, 
copayments. maximum out-of-pocket limits, annual and lifetime dollar limits. and any 
other dollar limits or fees for covered services. 

(e) A health maintenance organization may use' a case management program for 
mental illness benefits to evaluate and determine medically necessary and medically 
appropriate care and treatment for each patient. provided that the program complies 
with rules adopted by the Commissioner of Insurance. These rules shall ensure that 
case management programs are not designed to avoid the requirements of this section 
concerning parity between the benefits for mental illness and those for physical illness 
generally. 

(0 This section applies only to group contracts covering five or more employees. 
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1 (g) Subsections (d) and (e) of this section shall not apply to a health care plan if 
2 the HMO demonstrates to the Commissioner that compliance has increased the cost 
3 of the plan by two percent (2%) or more on an annual basis." 
4 Section 5. This act is effective when it becomes law and applies to 
5 c_ontracts issued, delivered, or renewed on or after January 1, 1998. This act expires 
6 October 1, 2001. 
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1 A BILL TO BE ENTITLED 
2 AN ACT TO REQUIRE PARITY IN HEALTH INSURANCE FOR MENTAL 
3 ILLNESS. 
4 The General Assembly of North Carolina enacts: 
5 Section 1. G.S. 58-50-155 is amended by adding the following new 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 

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

agproved under G.S. 58-50-125 shall provide covera~e for the treatment of mental 
illness that is at least egual to the covera~e reguired by G.S. 58-3-220. The plan may 
use a case mana~ement pro~ram in accordance with G,S, 58-3-220." 

Section 2.(a) The following are repealed: G.S. 58-51-55(bl) and (c), 58-
65-90(bl) and (c), and 58-67-75(bl) and (c). 

(b) G.S. 58-51-55(d) reads as rewritten: 
"(d) Applicability. -- Sttesectiett (el) ef this sectiett applies ettly te grettp health 

ittsttrettce cefttrects ce"lefittg mere t:hatt 5G empleyees. l)te remaittaer ef this This 
section applies only to group health insurance ~ontr~cts 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)." 

(c) G.S. 58-65-90(d) reads as rewritten: . 



GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 1997 

1 "(d) Applicability. -- Subseetion (bl) of this seetion epplies only to subseriber 
2 eontreets eoYering more then SO employees. The remeinaer of this This section 
3 applies only to group contracts covering 20 or more employees." 
4 (d) G.S. 58-67-75(d) reads as rewritten: 
5 "(d) Applicability. -- Subseetion (bl) of this seetion epphes only to group 
6 eontreets eeYering more then SO employees. The remeinaer of this This section 
7 applies only to group contracts covering 20 or more employees." 
8 . Section 3. Chapter 58 of the General Statutes is amended by adding the 
9 following new section to read: 

10 "§ 58-3-220. Mental illness benefits coverage. 
11 (a) Mental Parity Requirement. .,. A health insurer shall provide in each ~roup 
12 health benefit plan benefits for the necessary care and treatment of mental illness that 
13 are no less favorable than benefits for physical illness ~enerally, Benefits for 
14 treatment of mental illness shall be subject to the same limits as benefits for physical 
15 illness ~enerally. For purposes of this subdivision, 'limits' includes durational limits. 
16 deductibles, coinsurance factors, co-payments. maximum out-of-pocket limits. annual 
17 and lifetime dollar limits, and any other dollar limits or fees for covered services. 
18 (b) Wei~hted Avera~es. -- If the plan contains annual limits, lifetime limits, co-
19 payments, deductibles, or coinsurance only on selected physical illness and injury 
20 benefits, and these benefits do not represent substantially all of the physical illness 
21 and injury benefits under the plan, the. insurer may impose limits on the mental • 
22 health benefits based on a weii:hted averai:e of the respective annual, lifetime, co-
23 payment. deductible, or coinsurance limits on the selected physical illness and injury 
24 benefits. The wei~hted avera~e shall be calculated in accordance with rules adopted 
25 by the Commissioner. 
26 (c) Case Mana~ement. -- An insurer may use a case mana~ement pro~ram for 
27 mental illness benefits to evaluate and determine medically necessary and medically 
28 appropriate care and treatment for each patient, provided that the pro~ram complies 
29 with _rules adopted by the Commissioner of Insurance. These rules shall ensure that 
30 case mana~ement pro~ams are not desi~ned to avoid the requirements of this section 
31 for parity between the benefits for mental illness and those for physical illness 
32 ~enerally, 
33 (d) Exceptions. -- This section does not apply to either of the followin~: 
34 ill A ~oup health benefit plan coverin~ fewer than five employees. 
35 al Any other ~roup health benefit plan if the insurer demonstrates to 
36 the Commissioner that compliance with this section has increased 
37 the cost of the policy by two- percent (2%) or more on an annual 
38 basis, If the ~roup health pl.an or· contract ~ranted an exemption 
39 under this section nevertheless wants to offer limited mental illness 
40 benefits coverai:e and there are 50 or more employees in the plan, 
41 the plan may not provide a lesser lifetime or annual dollar 
42 limitation than is provided under the plan for physical illness • 
43 ~enerally, unless providin~ parity in annual and lifetime limits 
44 increases the plan's cost by one percent (1%) or more. 
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(e) Definitions. -- As used in this section: 
ill 'Health benefit plan' has the same meanin~ as in G,S, 58-3-190 and 

includes a blanket health policy or blanket accident and health 
policy. 

(21 'Insurer' has the same meaning as in G.S. 58-3-190. 
ill 'Mental illness' has the same meanin~ as in G.S. 122C-3(21), with 

a dia~nosis found in the Dia~nostic and Statistical Manual of 
Mental Disorders DSM-IV or the International Classification of 

9 Diseases ICD/9/CM, or a later edition of those manuals." 
I 

10 Section 4. This act becomes effective January 1, 1999, and applie$ to 
11 contracts issued, delivered, or renewed on or after that date. This act expires 
12 October 1, 2002 . 
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