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MINUTES
HOUSE COMMITTEE ON INSURANCE

FEBRUARY 26, 2003

The House Committee on Insurance met at 1:05PM on February 26, 2003. The
following Representatives attended: Hugh Holliman, Mitchell Setzer, John Hall,
Lucy Allen, Bobby Barbee, Howard Hunter, Charles Johnson, Linda Johnson,
David Lewis, Drew Saunders, William Wainwright, Connie Wilson, Pete
Cunningham.

Chair Hugh Holliman called the meeting to order. Introduced Senator Kerr to
speak on SB 8. He spoke on the urgency of passing SB 8

Rep. Saunders spoke to who determines what is a major disaster.

Franklin Freeman encouraged the committee to do whatever is needed to get this
bill to the Governor and the Gov. is prepared to sign it.

Rep. LaRoque thanked everyone for his or her assistance and support for the
people in his district.

Former Commissioner Harry Payne expressed his appreciation for the tlme,ly
manner on moving SB 8.

Rep. Hall and Rep. Saunders moved for a favorable report. Rep. Hunter seconded
the motion.

SB 8 was sent to the clerk’s office with a favorable report.
Meeting adjourned at 1:25PM,

T Al M

C{fy. L. Hugh Holliman, Chair

Whts et foz o

Rep. Mitchell Setzer, Chair

@w\xﬂés:%\

Carol Bowers, Committee Clerk




HOUSE INSURANCE COMMITTEE
February 26, 2003
1:00 P.M.
ROOM 1228 LB

Chairs
Representative Hugh Holliman
Representative Mitchell Setzer

Vice Chair
Representative John Hall

AGENDA

Senate Bill 8: Industrial Disaster Unemployment Benefits

Sponsors: Senators Kerr; and Purcell
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GENERAL ASSEMBLY OF NORTH CAROLINA
' SESSIOV 2003

SEN ATE BILL 8

(Public)

Short Title: Industrial Disaster Uhetnb]oyfn__ent 'Beneﬁt-s.

Sponsors: Senator_s_Ker_r;" and Purcell.

Referred to: Finance... = .-

* February 10, 2003

ABILLT O BE ENTITLED

AN ACT PROVIDING IMMEDIATE ELIGIBILITY FOR UNEMPLOYMENT
BENEFITS TO INDIVIDUALS UNEMPLOYED DUE TO A MAJOR

INDUSTRIAL DISASTER. : T
The General Assembly of North Carolma enacts: -~ .. -

SECTION 1. G.S. 96-13 is amended by adding a new subsectlon to read:
"(c]) As to claims filed on or after January 29, 2003, the waiting period for a

benefit vear shall not be required of a claimant if all of the following conditions are met:

(1)  The benefits are to be paid for unemployment due directly to a major

industrial disaster that destroys substantially all of the physical

facilities of a manufacturing plant,

2) The Governor has acknowledged the disaster through the creation of

such task forces as are needed to eoordmate State assistance to the

manufacturer and its employees.

(3) The Governor has issued an Executive Order directing and authorizing
~ the Employment Security Comumission to waive the waiting week for

employees of the manufacturer.

(4) The Employment Security Commission shall implement regulations

prescribing the procedure for the waiver of the waiting period week in

accordance with G.S. 96-4(b).".
'SECTION 2. This act is effective when it becomes law.




NORTH CAROLINA GENERAL ASSEMBLY
LEGISLATIVE FISCAL NOTE
BILL NUMBER: SB8 (First Edition)
SHORT TITLE: Industrial Disaster Unemployment Benefits.

SPONSOR(S): Senators Kerr, Purcell

FISCAL IMPACT

Yes (X) No () No Estimate Available ()

FY 2003-04 FY 2004-05 FY 2005-06 FY 2006-07 FY 2007-08
REVENUES - - - - -

EXPENDITURES
Unemployment Insurance
Trust Fund ** See Assumptions and Methodology**

k POSITIONS: None

|
PRINCIPAL DEPARTMENT(S) &
PROGRAM(S) AFFECTED: Employment Security Commission, Unemployment

) Insurance Division
EFFECTIVE DATE: This Act is effective when it becomes law.

BILL SUMMARY: The Act removes the one-week waiting period for unemployment insurance
(UT) benefit claimants who are unemployed due directly to a major industrial disaster that destroys
substantially all of the physical facilities of a manufacturing plant. Under current statute, an
unemployed person seeking Ul benefits from the Employment Security Commission (ESC) must
wait one week after an initial claim is filed before receiving benefits.

ASSUMPTIONS AND METHODOLOGY:

Risk of Overpayment

The primary purpose of the one-week waltmg period is to allow ESC to confirm the validity of an
individual’s benefit claim. Waiving the waiting period for UI benefits in situations where there is
uncertainty regarding the validity of a claim, would increase the risk of overpayment of benefits
due to fraudulent or otherwise ineligible claims. This overpayment would increase costs to the
Unemployment Insurance Trust Fund. In situations where there is no uncertainty regarding the
validity of a claim, there is virtually no risk of overpayment. This analysis assumes that any
claims filed pursuant to the Act will be clearly valid (i.e., the reason for separation from
employment will be well established) and will, thus, pose no nsk of overpayment. The Act will,
therefore, impose no cost on the UI Trust Fund as a result of overpayment.

Effect on Weeks of Benefits Paid
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The Act does not affect the total number of weeks of State unemployment insurance benefits for
which targeted workers are eligible. No individual may receive greater than 26 weeks of benefits
per benefit year. By waiving the one-week waiting period required by current statute, however,
the Act does ensure that individuals receive benefit payments sooner than they would under
current statute. Assuming an individual does not use the maximum number of weeks of benefits
for which she is eligible, this expedited receipt of benefits will increase the number of weeks of
‘benefits received by the individual prior to returning to work. Regardless of how long the
individual receives benefits (short of the maximum for which the individual is eligible) before
returning to work, they will have received one more week of benefits than they would have in the
absence of the Act. This payout of “additional” benefits will have some fiscal impact on the
UI Trust Fund. Based on the assumptions described below, this analysis estimates that impact to
be up to approximately $40,800 for FY 2002-03.

The effects on the UI Trust Fund in a given fiscal year will depend primarily upon several factors:
(1) number of qualifying disaster events, (2) number of workers eligible for waiver of the waiting
period pursuant to the Act, and (3) number of workers who file claims for benefits for fewer than
the maximum for which they are eligible. According to staff at ESC, an industrial disaster at a
plant that causes 225 workers to be unemployed and eligible for Ul benefits is likely to produce
approximately 100 workers who file claims for fewer than the maximum weeks of benefits for
which they are eligible. If each of these workers were to receive the State maximum weekly
benefit each week, the total impact of their “additional” week would be $40,800. The following
calculation illustrates how this amount is reached:

100 workers X $408 (maximum weekly benefit) = $40,800 in “additional” benefits paid
It is unlikely that all 100 workers would receive the maximum weekly benefit. Therefore,
assuming only one qualifying industrial disaster in FY 2002-03, the total payout may well be less
than $40,800.
Since it is not possible to predicf accurately the number of qualifying industrial disasters that
will occur in future years, an estimate of fiscal impact on the UI Trust Fund going forward is
not available.

SOURCES OF DATA: Employment Security Commission

FISCAL RESEARCH DIVISION: (919) 733-4910
PREPARED BY: Adam Levinson, Fiscal Analyst

APPROVED BY: James D. Johnson, Director, Fiscal Research Division

@(‘ Q&N,J

DATE: February 11, 2003

SB 8 (First Edition) 2




INDUSTRIAL DISASTER UN EMPLOYMENT
BENEFITS:

Senate Bill 8
BILL ANALYSIS
Committee: House Insurance Introduced by: Sen. Kerr
Date: February 26, 2003 : Summary by:  Cindy Avrette
Version: 1% Edition Staff Attorney

SUMMARY: Senate Bill 8 removes the one-week waiting period for claimants who are unemployed
due directly to a major industrial disaster that destroys substantially all of the physical facilities of a
manufacturing plant. The bill is effective when it becomes law.

CURRENT LAW:  An unemployed person seeking unemployment benefits from the Employment
Security Commission must wait one week after a claim is filed before receiving benefits. This period is
known as the "wait week period". Since 1977, the wait week period has served as an investigation period
for ESC to verify with the claimant's employer the circumstances surrounding the unemployment to
prevent fraudulent claims. ' E

BILL ANALYSIS: Senate Bill 8 removes the wait week period for claims filed on or after January 29,
2003, if all of the following conditions are met: ~

v’ The unemployment is due directly to a major industrial disaster that destroys substantially all of
the physical facilities of a manufacturing plant.

v" The Govemor has acknowledged the disaster through the creation of a task force to coordinate
State assistance to the manufacturer and its employees.

v" The Governor has issued an Executive Order directing and authorizing ESC to waive the waiting
week for employees of the manufacturer. ’

The bill is effective when it becomes law.

Only one fact circumstance meets these conditions at this time and that circumstance is the explosion of
the West Pharmaceutical plant in Kinston, North Carolina. The explosion on January 29, 2003,
substantially destroyed the physical facilities of the West Pharmaceutical plant. The Governor has created
a Disaster Task Force consisting of Crime Control and Public Safety, the Department of Health and
Human Services, the Employment Security Commission, the Industrial Commission, and the Department
of Labor. Finally, if the General Assembly enacts this legislation, the Governor will be able to direct ESC
to waive the wait week period for the employees of West Pharmaceutical.

The General Assembly enacted similar legislation in 1999 for individuals unemployed due directly to a
major natural disaster as part of the Hurricane Floyd Recovery Act of 1999. Under that legislation, the
President of the United States must declare a disaster under the Disaster Relief Act of 1970 for ESC to
waive the wait week period. In these disaster circumstances, the need for the wait week period is
diminished because the circumstances surrounding the unemployment are undisputed. P

Legzlslatiﬁe Sefvices;O)ﬁce : : " North Carolina General Assembly - ‘Rese‘arch Divisi'o'n’, 733-25 78.
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BACKGROUND:  The severely damaged West Pharmaceutical facility in Kinston hosts the
Automated Compounding System where bulk rubber materials are mixed into formulations for molding
into medical device components as well as a molding and finishing area where finished components are
produced. The Kinston facility is the largest of West's five US rubber compounding facilities and one of
tén worldwide. The facility employs 255 people. Four people have died as a result of the explosion and

| « .
thany others were injured.’

West Pharmaceutical plans to pay its employees of the Kinston facility through the end of February.
Therefore, the employees will not be eligible to file for unemployment insurance benefits until March 1.
If this legislation is enacted before March 1%, the employees will be able to receive up to 26 weeks of
unemployment insurance benefits without an interruption. If the legislation is not enacted before March
1%, the employees will have to wait a week from the time they file their claim for unemployment benefits

until they receive a payment.”

L]

il

. | Employees injured or killed by the industrial disaster of the West Pharmaceutical facility are eligible for workers'
compensation benefits. An employee is not eligible for both workers' compensation and unemployment benefits for the same

' time period.
! 2 Unemployment benefits are subject to federal and State individual income tax. G.S. 96-1 2(g). IRC 104(a)(1) excludes

) workers' compensation benefits from gross income.

Legislative Services Office North Carolina General Assembly Research Division, 733-2578
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2003 COMMITTEE REPORT
HOUSE OF REPRESENTATIVES

The following report(s) from standing committee(s) is/are presented:
-By Representative(s) Holliman and Setzer (Chair/Chairs) for the Committee on
INSURANCE.

] Committee Substitute for

S.B.8 A BILL TO BE ENTITLED AN ACT PROVIDING IMMEDIATE ELIGIBILITY
FOR UNEMPLOYMENT BENEFITS TO INDIVIDUALS UNEMPLOYED DUE TO A
MAJOR INDUSTRIAL DISASTER. .

X With a favorable report.

[[] With a favorable report and recommendation that the bill be re-reéferred to the Committee on
Appropriations [_] Finance [] 1.

[] With a favorable report, as amended.

[] With a favorable report, as amended, and recommendatlon that the bill be re-referred to the

Committee on Appropriations [_] Finance [_] .

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

[ With a favorable report as to House committee substitute bill (# ), [J which changes _

‘the title, unfavorable as to Senate committee substitute bill. _
[J With an unfavorable report.
[] With recommendation that the House concur.
N Withl recommendation that the House do hot concur.
[} with recommendation that the House do not concur; reqﬁest conferees.
[] With reéommendation that the House concur; committee believes bill to be maferial.
(] With an unfavorable report, with a Minority Report attached.
[J Without prejudice.
[ with an indefinite postponemeﬂt repbrt.
] with én indefinite postponemenf répoﬁ, with a Minorit}{ Report attached..

[[] With recommendation that it be adopted. (HOUSE RESOLUTION ONLY) .
: 1/29/03



MINUTES
HOUSE COMMITTEE ON INSURANCE

MARCH 27,2003

The House Committee on Insurance met at 10:00 AM on March 27, 2003. The following
Representatives attended: Mitchell Setzer, Hugh Holliman, John Hall, Lucy Allen,
Bobby Barbee, Robert Grady, Charles Johnson, Linda Johnson, David Lewis, David
Miner, Karen Ray, Drew Saunders, Connie Wilson and Tom Wright.

Chair Mitchell Setzer called the meeting to order. He introduced the page, Heaven
Gouch from Harnett Co. who was sponsored by Rep. Lewis. He also introduced the Sgt.-
At-Arms, Walter Spell and Brian Doherty. Rep. Setzer then turned the meeting over to
Representative Holliman in order to present his bill-House Bill 270-INSURANCE
TECHNICAL CORRECTIONS/AB.

Representative Setzer called on Frank Folger, Legislative Counsel for the Department of
Insurance to explain the bill section-by-section. See attachment #3. Rep. Saunders made
motion for a favorable report and it was sent to the clerk’s office.

The Chair was turned back to Representative Setzer who called on Representative Edgar
Starnes to explain the PROPOSED COMMITTEE SUBSTITUTE FOR HOUSE BILL
358. See attachment 6 for explanation of the committee substitute. Representative
Connie Wilson made the motion for a favorable report. It passed and was sent to the
clerk’s office with a favorable report.

The Meeting was adjournegrat 10:30 AM

Rep. Mitchell Setzer, Chair

a7

W. Huéﬁ Holliman, Chair




HOUSE INSURANCE COMMITTEE
March 27, 2003
ROOM 425 LOB

Chairs:

Representative Hugh Holliman
Representative Mitchell Setzer

Vice Chair:
Representative John Hall

AGENDA

House Bill-270-AN ACT TO MAKE TECHNICAL CORRECTIONS TO THE
INSURANCE LAWS.
Sponsor: Representative Mitchell Setzer

House Bill-358- AN ACT TO INCREASE THE DAMAGE AMOUNTS ON DEFINED
MOTOR VEHICLE ACCIDENTS.

Sponsors: Representatives Starnes and Saunders
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JIM LONG
COMMISSIONER OF INSURANCE
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DEPARTMENT OF INSURANCE
State of North Qarplina

P. O. Box 26387

MEMORANDUM

TO: House Committee on Insurance
FROM: Frank W. Folger, Legislative Counseli

DATE: March 27, 2003

HOUSE BILL 270 - INSURANCE TECHNICAL CORRECTIONS/AB |
Section-by-Section Bill Summary

Section 1. Corrects an erroneous statutory reference in S.L. 2002-144 (HB 1105 -
Insurance Regulatory Fund Changes. Section 4 of the bill incorrectly stated that
“G.S. 143-10(a) reads as rewritten” in making changes regarding fees collected by
the North Carolina Manufactured Housing Board. The amended statute should
have been G.S. 143-143.10(a). This corrects it.

Section 2. Clarifies that, under the newly created G.S. 58-26-31, which requires
premium reserves of real estate title insurance companies be held in trust to protect
title policyholders in case of insolvency, the trust account is not subject to the
statutory rule against perpetuities, which invalidates property interests that do not
vest within certain time periods.

Sections 3. and 4. Corrects an antiquated reference to Article 17A the former
article in Chapter 58 governing insurer supervision, rehabilitation and liquidation.
This section changes the reference to Article 30, the current article governing
insurer supervision, rehabilitation and liquidation.

) AN EQUAL OPPORTUNITY/AFFIRMATIVE ACTION EMPLOYER

RALEIGH, N. C. 2761 1 LEGISLATIVE COUNSEL
{(919) 733-4529



Sections 5. through 10. Corrects various references to “the Department of
Insurance Fund” under G.S. 58-6-25 to reflect its current name “the Insurance
Regulatory Fund”.

Section 11. Corrects an inconsistency in percentages used for funding the North
Carolina State Volunteer Firemen’s Association. G.S. 58-84-25 directs the
Commissioner of Insurance to remit 3% of the fire tax (imposed pursuant to G.S.
105-228.5(d)(4) to the treasurer of the State Firemen’s Association. G.S. 58-85-30
incorrectly refers to this remittance as 5%. This section corrects this inconsistent
percentage to reflect “3% “. This section also amends 58-85-30: by deleting the
unnecessary word “Insurance” before “Commissioner”, clarifying to which
treasurer the 3% is remitted, rewording for clarity and brevity, and organizing the
statute into two subsections.

Section 12. Codifies existing uncodified law by placing in the statute, G.S. 58-51-
80, which defines group accident and health insurance and establishes limitations
on those policies, that the 90 day deadline for adding employees to group coverage
does not apply with regards to disability income coverage.

Section 13. Corrects an incorrect reference to “Commission” in G.S. 58-33-83 to
make it “Commissioner”.

Section 14. Corrects an incorrect reference in 58-30-200. The reference, which is
to the recommendations to the Court by the liquidator, incorrectly cites G.S. 58-
30-125 ( Notice to creditors and others). The corrected reference is to G.S. 58-30-
225 (Liquidator’s recommendations to the Court.)

Section 15. Repeals G.S. 97-195(b)(4) as a basis for revocation of a workers’
compensation license because it cites as a basis for revocation the failure of a self-
insurer to pay the maintenance fund tax (“assessment under G.S. 97-100” —
specifically 97-100(j)). This maintenance fund tax provision G.S. 97-100(j) was
repealed in 1995 by S.L. 1995-360, s.1.

Section 16. Makes the act effective when it becomes law.
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GENERAL ASSEMBLY OF NORTH CAROLINA

- SESSION 2003
H 1

HOUSE BILL 270 .
Short Title: Insurance Technical Corrections.-AB (Public)
Sponsors:  Representative Setzer.
Referred to: Insurance.

March 6, 2003
A BILL TO BE ENTITLED

AN ACT TO MAKE TECHNICAL CORRECTIONS TO THE INSURANCE LAWS.
The General Assembly of North Carolina enacts:

SECTION 1. The introductory clause of Section 4 of S.L. 2002-144 reads as
rewritten: ‘

"SECTION 4. G-5—143-10¢a)-G.S. 143-143.10(a) reads as rewritten:"

SECTION 2. G.S. 58-26-31(a) reads as rewritten:

"(a) Each domestic title insurance company shall withdraw from use funds to be
used by the Commissioner in the event of the insurer's insolvency, the funds being equal
to the statutory premium reserve and the supplemental reserve pursuant to G.S.
58-26-25. The amount shall be held in a trust account, as approved by the
Commissioner. The trust account will be held in favor of the holders of title policies in
the event of the insolvency of the insurer—insurer, and is not subject to G.S. 41-15.
Nothing in this section precludes the insurer from investing the reserve in investments
authorized by law for that insurer, and the income from the invested reserve shall be _
included in the general income of the insurer to be used by the insurer for any lawful
purpose.” '

SECTION 3. G.S. 1-507.7 reads as rewritten:
"§ 1-507.7. Report on claims to court; exceptions and jury trial.

It is the duty of the receiver to report to the session of the superior court subsequent
to a finding by him as to any claim against the corporation, and exceptions thereto may
be filed by any person interested, within 10 days after notice of the finding by the
receiver, and not later than within the first three days of the said term; and, if, on an
exception so filed, a jury trial is demanded, it is the duty of the court to prepare a proper
issue and submit it to a jury; and if the demand is not made in the exceptions to the
report the right to a jury trial is waived. The judge may, in his discretion, extend the
time for filing such exceptions. Provided, that no court shall issue any order of
distribution or order of discharge of a receiver until said receiver has proved to the
satisfaction of the court that written notice has been mailed to the last known address of
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GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 2003

every claimant who has properly filed claim with the receiver, to the effect that such
orders will be applied for at a certain time and place therein set forth and by producing a
receipt issued by the United States post office, showing that such notice has been mailed
to each of such claimant's last known address at least 20 days prior to the time set for
hearing and passing upon such application to the court for said orders of distribution
and/or discharge.

As to delinquency proceedings for insurance companies under Article +#A 30 of
General Statutes Chapter 58, such prior notice need be given only to those claimants
whose presented claims have been denied or have not been adjudicated; and notice is
satisfied by mailing either a general notice of application for distribution showing
disposition of the claims or a copy of the application to such claimants. Proof of mailing
with the United States Postal Service may be made by the receiver's certificate of
service without either the necessity of postal receipt or the listing of individual
claimants names and addresses."

SECTION 4. G.S. 1-339.1(8) reads as rewritten:

"(8) A sale made in the course of liquidation of an insurance company
pursuant to Article +7A 30 of Chapter 58 of the General Statutes, or".

SECTION 5. G.S. 58-33-133(c) reads as rewritten:

"(c) Fees collected by the Commissioner under this section shall be credited to the
Departmnent-of Insurance Regulatory Fund created under G.S. 58-6-25."

SECTION 6. G.S. 143-138(g) reads as rewritten:

"(g) (Effective until June 30, 2003) Publication and Distribution of Code. — The
Building Code Council shall cause to be printed, after adoption by the Council, the
North Carolina State Building Code and each amendment thereto. It shall, at the State's
expense, distribute copies of the Code and each amendment to State and local
governmental officials, departments, agencies, and educational institutions, as is set out
in the table below. (Those marked by an asterisk will receive copies only on written
request to the Council.)

OFFICIAL OR AGENCY NUMBER OF COPIES

State Departments and Officials
GOVEINIOT ......oeievieneciureeeeeneeesnesiesasnessesseessansssassnesssesssasssessesssessasssssesneessssessns 1
Lieutenant (GOVEIMOL.........cccevererieereeerrreerenreseeeeeessaseessassssessssssseasssessssssesses 1
AUGILOT ...ceeeeiceeeiiieeictecreessesstessaeesessesessessatesassssassssassesssssssassasaesssaesssenssasne 1
TTCASUTET ...coeeereieiieieeeceteeereteeccreerssaneesneeeessnesessnseessnenesssssesanessssnssasessanses 1
Secretary 0f STAte ......ccvcveeiiiieiee et ccere ettt s saeesa s e saeee 1
Superintendent of Public InStruction .........cccceceeveveveeceecveceererrcereeeeeseeeenninn 1
Attorney General (LIDIAry) .......c.coveveeerevreereereereernreneeressesressesseessessnessesssesens 1
Commissioner 0f AGHCUItUTE .........ccceeveerrreeeieeeieieeeereesesteeetessessessesaeseas 1
CommuiSSioner Of LaDOT ......ccoocuveiieecieeeceeteeeerreteeeeeeeeeevesssessaessaessreneas 1
Commissioner Of INSUTANCE .........ccceververirrerenreseerninieseessenseressneesssessessessassanes 1
Department of Environment and Natural Resources ..........c.ccoeceeveeerervernenne 1
Department of Health and Human Services ........cccceecveeveeerrecreeeecreesenenen. |
Department of Juvenile Justice and Delinquency Prevention....................... 1

Page 2 _ House Bill 270-First Edition
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Board of TranSportation ..........ccceceeeveuertrresesrerirnesisseieresseessesesseessssssessessessines 1
UtilitieS COMIMISSION .....c.coveerrrerierrreneerentesenseassenesserestssesassesesessesassenseseoseass 1
Department of AdMInNIStration .........coceeeveriveiceininneninincsncnneneereceesaeees 1
Clerk of the Supreme COUTt ...........cccovvrierininiicninennncstiecesensessestsseeseenens 1
Clerk of the Court 0f APPEaLS .....o.eveueevercenencrireeeirtnneeeeeeeeeceeeeseseneeseeneas 1
Department of Cultural Resources [State Library]....ccoccveeeveenecrenencerceeenen 1
Supreme Court LiDIary ........cccocoveeeeiviiciniencnineneinneeereesesssisssssessssenes 1
Legislative LIDIary ......ccccoceeeereveeennercneestssieneneneneseesesseseesenne reeenreretenaeeseeseens 1
Office of Administrative HEarings .........ccccouevereceviiinininrcinieneneiereneennnes 1
Rules Review COMMUSSION. .......ecvereeiereercerirrnrrneeerrersersersessessessacssesseasecesnenes 1
Schools -
All state-supported colleges and universities in the State of North
CATOLINA.......c.veeteeeerreceecteeeeeseesees e et essaeseeseseessesssensnessnensessnnennnes *1 each
Local Officials
Clerks of the SUPETIOr COUTLS ........evevererrererrreererssesecsesssesaesesssssssessessssssses 1 each
Chief Building Inspector of each incorporated
MUNICIPality OF COUDLY ....vovevievruitiniiiciienircce et ssesene 1

In addition, the Building Code Council shall make additional copies available at
such price as it shall deem reasonable to members of the general public. The proceeds
from sales of the Building Code shall be credited to the Department—ef-Insurance
Regulatory Fund under G.S. 58-6-25."

SECTION 7. G.S. 58-69-40 reads as rewritten:
"§ 58-69-40. Disposition of fees. ‘

All fees collected by the Commissioner under this Article shall be credited to the
Pepartment-ofInsurance Regulatory Fund created under G.S. 58-6-25."

SECTION 8. G.S. 58-70-45 reads as rewritten:
"§ 58-70-45. Disposition of permit fees.

All permit fees collected under this Article shall be credited to the Pepartment-of

Insurance Regulatory Fund created under G.S. 58-6-25."
SECTION 9. G.S. 58-71-180 reads as rewritten:
"§ 58-71-180. Disposition of fees.

Fees collected by the Commissioner pursuant to this Article shall be credited to the

Department-of Insurance Regulatory Fund created under G.S. 58-6-25."
SECTION 10. G.S. 143-151.21 reads as rewritten:
"§ 143-151.21. Disposition of fees.

Fees collected by the Commissioner under this Article shall be credited to the

Department-of Insurance Regulatory Fund created under G.S. 58-6-25." '
SECTION 11. G.S. 58-85-30 reads as rewritten:
"§ 58-85-30. Treasurer to pay fund to Volunteer Firemen's Association.

(@  The treasurer of the North Carolina State Firemen's Association shall pay to
the treasurer of the North Carolina State Volunteer Firemen's Association one sixth of
the funds arising from the five-percent-(5%)-three percent (3%) paid him-the treasurer of
the North Carolina State Firemen's Association by the Iasurance-Commissioner each

House Bill 270-First Edition . Page 3



0 3O N A W=

t.l:..p..;;.p.uwwwuwwwuumNNNNNNNNN-—,—“—-.—»-nH._-._-..-.._a
W N O WOV HWN= OOV OAW AEWN=~O VOO IO WVisdh W = O \O

GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 2003

year to be used by said-the North Carolina State Volunteer Fuemen s Association for the
purposes set forth in G.S. 58-84-35.
(b)  Local units of the North Carolina State Volunteer Firemen's Association shall
maintain records and report to the North Carolma State Firemen's Association in the
FRe-Fanne th . ed-forin-accordance with G.S. 58-84-40,
and shall be subject to the sanctlons as—set—fefﬂa-ﬁaefem-m G.S. 58-84-40."
SECTION 12. G.S. 58-51-80(c) reads as rewritten:

"(c) The term "employees" as used in this section shall be deemed to include, for
the purposes of insurance hereunder, employees of a single employer, the officers,
managers, and employees of the employer and of subsidiary or affiliated corporations of
a corporation employer, and the individual proprietors, partners, and employees of
individuals and firms of which the business is controlled by the insured employer
through stock ownership, contract or otherwise. Employees—With the exception of
disability income insurance, employees shall be added to the group coverage no later
than 90 days after their first day of employment. Employment shall be considered
continuous and not be considered broken except for unexcused absences from work for
reasons other than illness or injury. The term "employee" is defined as a nonseasonal
person who works on a full-time basis, with a normal work week of 30 or more hours
and who is otherwise eligible for coverage, but does not include a person who works on
a part-time, temporary, or substitute basis. The term "employer" as used herein may be
deemed to include the State of North Carolina, any county, municipality or corporation,
or the proper officers, as such, of any unincorporated municipality or any department or
subdivision of the State, county, such corporation, or municipality determined by
conditions pertaining to the employment."

SECTION 13. G.S. 58-33-83 reads as rewritten:

' "§ 58-33-83. Assumed names.

An insurance producer doing business under any name other than the producer's
legal name shall notify the Cemmission—Commissioner before using the assumed
name."

SECTION 14. G.S. 58-30-200(c) reads as rewritten:

"(c) The liquidator shall make his recommendations to the Court under G-S-
58-30-125;-G.S. 58-30-225 for the allowance of an insured's claim under subsection (b)
of this section after consideration of the probable outcome of any pending action against
the insured on which the claim is based, the probable damages recoverable in the action,
and the probable costs and expenses of defense. After allowance by the Court, the
liquidator shall withhold any dividends payable on the claim, pending the outcome of
litigation and negotiation with the insured. Whenever it seems appropriate, he shall
reconsider the claim on the basis of additional information and amend his
recommendations to the Court. The insured shall be afforded the same notice and
opportunity to be heard on all changes in the recommendation as in its initial
determination. The Court may amend its allowance as it thinks appropriate. As claims
against the insured are settled or barred, the insured shall be paid from the amount
withheld the same percentage dividend as was paid on other claims of like property,
based on the lesser of (i) the amount actually recovered from the insured by action or

Page 4 House Bill 270-First Edition
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paid by agreement plus the reasonable costs and expense of defense, or (ii) the amount
allowed on the claims by the Court. After all claims are settled or barred, any sum
remaining from the amount withheld shall revert to the undistributed assets of the
insurer. Delay in final payment under this subsection shall not be a reason for
unreasonable delay of final distribution and discharge of the liquidator."

SECTION 15. G.S. 97-195(b)(4) is repealed.

SECTION 16. This act is effective when it becomes law.

House Bill 270-First Edition Page 5
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HOUSE BILL 270:
Insurance Technical Changes/AB

BILL ANALYSIS
Committee: House Insurance Introduced by: Representative Setzer
Date: March 26, 2003 Summary by: Tim Hovis
Version: First Edition Committee Counsel

SUMMARY: House Bill 270 makes various technical changes and corrections to the laws governing
insurance.

Section 1 of the bill amends S.L. 2002-144 (HB 1105-Insurance Regulatory Fund Changes) to correct the
introductory clause. The clause incorrectly reads "G.S. 143-10(a) reads as rewritten." The correct statute
1s G.S. 143-143.10(a).

Section 2 of the bill clarifies G.S. 58-26-3. This statute creates a trust account from premium reserves of
real estate title companies to be held in favor of title policy holders in case of insolvency. Section 2
provides ‘that this trust account is not subject to the statutory rule against perpetuities as provided in G.S.
41-15.

The rule against perpetuities provides that a nonvested property interest (such as the trust account) is
invalid unless, at the time of creation, it is certain to vest or terminate no later than 21 years after the death
of an individual then alive, or terminates within 90 years of creation.

Sections 3 and 4 of the bill delete references to Article 17A of Chapter 58 of the General Statutes, which
- formerly governed insurance supervision, rehabilitation and changes these references to Article 30.
Article 17 has been repealed. Article 30 is the current article governing insurance supervision,
rehabilitation, and liquidation.

Sections S through 10 replace various statutory references to the "Department of Insurance Fund" with
the fund's correct name, the "Insurance Regulatory Fund."

Section 11 corrects a reference.to the percentage of funds to be paid by the Commissioner of Insurance to
the North Carolina State Firemen's Association. G.S. 58-85-30 incorrectly refers to a percentage of 5% of
the fire tax to be remitted by the Commissioner of Insurance to the Firemen's Association (of which an
amount is forwarded to the Volunteer Firemen's Association. G.S. 58-85-25 directs the Commissioner to
remit, not 5%, but 3% of the tax.

Section 12 clarifies that the 90-day deadline for adding employees to group accident and health insurance
coverage does not apply to disability income insurance.

Section 13 corrects an incorrect reference to "Commission" in G.S. 58-33-83. The word should be
"Commissioner."

Legislative Services Office : North Carolina General Assembly Research Division, 733-2578
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" Section 14 corrects a reference in Article 30 of Chapter 58 governing recommendations to a court upon

liquidation of an insurer. G.S. 58-30-200, Special provisions for third party claims, incorrectly refers to
G.S. 58-30-125, Notice to creditors and others. This reference should be to G.S. 58-30-225, Liquidator's

recommendations to the court.

Section 15 repeals G.S. 97-195(b)(4). This subsection authorizes the revocation of a workers
compensation license if a self-insurer fails to pay the maintenance fund tax under G.S.97-100(j). The

maintenance fund tax was repealed in 1995 (S.L. 1995-360).

EFFECTIVE DATE: House Bill 270 is effective when it becomes law.

This summary was contributed to by the N.C. Department of Insurance.

Legislative Services Office North Carolina General Assembly Research Division, 733-2578
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HOUSE BILL 358: . ¢
Increase Damage Limits for MV Accidents

BILL ANALYSIS

Committee: House Insurance Introduced by: Rep. Starnes
Date: March 26, 2003 Summary by: Kory J. Goldsmith
Version: H358-CSRC-4[v.1] Committee Counsel

SUMMARY: HB 358 would increase the property damage amounts that determine whether and how
many insurance points a driver will be charged under the Safe Driver Incentive Plan.

CURRENT LAW:  G.S. 58-36-75(a) sets monetary property damage limits and defines the types of at-
fault accidents. They are:

e Major accident - $2,500 dollars or more.
e Intermediate accident — Less than $2,500, but more than $1,500.
e Minor accident — $1,500 or less.

Under the plan, the accident classification determines the number of points assessed and therefore the
percentage increase for insurance premiums. They are:

e Major accident = 3 points = 65% rate of increase.
o Intermediate accident = 2 points = 45% rate of increase.
¢~ e Minor accident = 1 point = 25% rate of increase.

The increases may be charged for at-fault accidents occurring during the experience period. The
experience period is the three years immediately preceding the date of the application or the preparation
of the renewal.

BILL ANALYSIS:  The Proposed Committee Substitute to HB 358 increases the property damage
limits that define the types of at-fault accidents. Under the bill, the categories would be:

e Major accident - $3,000 dollars or more.
e Intermediate accident — Less than $3,000, but more than $1,800.
e Minor accident — $1,800 or less.
BACKGROUND: In 1987, the statutory rates were:
e Major accident - $2,000 dollars or more.
e Intermediate accident — Less than $2,000, but more than $1,000.

. Minof accident — $1,000 or less.

These limits were increased to the current levels in 1997.
H358-SMRC-001(H358-CSRC-4)

Legislative Services Office North Carolina General Assembly Research Division, 733-2578



00 2O W bW

[\ I S I N T T e e e e e e T
N = OOV~ Hh W — O\

GENERAL ASSEMBLY OF NORTH CAROLINA

SESSION 2003
H 1
HOUSE BILL 358
Short Title: Increase Damage Limits for MV Accidents. (Public)

Sponsors:  Representatives Starnes, Saunders (Primary Sponsors); and Culp.

Referred to: Insurance.

March 10, 2003

A BILL TO BE ENTITLED

AN ACT TO INCREASE THE DAMAGE AMOUNTS ON DEFINED MOTOR

VEHICLE ACCIDENTS.
The General Assembly of North Carolina enacts:

SECTION 1. G.S. 58-36-75(a) reads as rewritten;

"(a) The subclassification plan promulgated pursuant to G.S. 58-36-65(b) may
provide for separate surcharges for major, intermediate, and minor accidents. A "major
accident" is an at-fault accident that results in either (i) bodily injury or death or (ii)

only property damage of two-theusand-five-hundred-doHars($2,500)four thousand

dollars ($4,000) or more. An "intermediate accident" is an at-fault accident that results
in only property damage of more than ene-theusand-five-hundred-dolHars($1:500)-three
thousand five hundred dollars ($3.500) but less than twe-theusand-five-hundred-delars
£$2;500)-four thousand dollars ($4.000). A "minor accident" is an at-fault accident that
results in only property damage of ene-theusand-five-hundred-doHars—($1,500)-three
thousand dollars ($3,000) or less. The subclassification plan may also exempt certain
minor accidents from the Facility recoupment surcharge. The Bureau shall assign
varying Safe Driver Incentive Plan point values and surcharges for bodily injury in
at-fault accidents that are commensurate with the severity of the injury, provided that
the point value and surcharge assigned for the most severe bodily injury shall not
exceed the point value and surcharge assigned to a major accident involving only
property damage."
SECTION 2. This act becomes effective October 1, 2003.
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HOUSE BILL 358-CSLT-2
House Proposed Committee Substitute
PROPOSED COMMITTEE SUBSTITUTE H358-CSLT-2-CSRC-4 [v.1]
3/26/2003 5:14:07 PM

Short Title: Increase Damage Limits for MV Accidents. (Public)

Sponsors:

Referred to:

March 10, 2003

A BILL TO BE ENTITLED

AN ACT TO INCREASE THE DAMAGE AMOUNTS ON DEFINED MOTOR

VEHICLE ACCIDENTS.
The General Assembly of North Carolina enacts:

SECTION 1. G.S. 58-36-75(a) reads as rewritten:

"(a) The subclassification plan promulgated pursuant to G.S. 58-36- 65(b) may
provide for separate surcharges for major, intermediate, and minor accidents. A "major
accident" is an at-fault accident that results in either (i) bodily injury or death or (ii)

only property damage of twe-thousand—five-hundred-doHars{$2;500)-three thousand

dollars ($3.000) or more. An "intermediate accident" is an at-fault accident that results
in only property damage of more than ene-theusand-five-hundred-doHars($1-500)-one
thousand eight hundred dollars ($1.800) but less than twe-thousand-five-hundred-dollars
$2,500)three thousand dollars ($3.000). A "minor accident” is an at-fault accident that
results in only property damage of ene-theusand—five-hundred-dolars+($1:500)-one
thousand eight hundred dollars ($1,800) or less. The subclassification plan may also
exempt certain minor accidents from the Facility recoupment surcharge. The Bureau
shall assign varying Safe Driver Incentive Plan point values and surcharges for bodily
injury in at-fault accidents that are commensurate with the severity of the injury,
provided that the point value and surcharge assigned for the most severe bodily injury
shall not exceed the point value and surcharge assigned to a major accident involving

- only property damage."

SECTION 2. This act becomes effective October 1, 2003.

(R
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2003 COMMITTEE REPORT
HOUSE OF REPRESENTATIVES

The following report(s) from standing committee(s) is/are presented:
By Representatlves Holliman and Setzer, (Chairs) for the Committee on INSURANCE.

(] Committee Substitute for

HB. 270 A BILL TO BE ENTITLED AN ACT TO MAKE TECHNICAL CORRECTIONS
TO THE INSURANCE LAWS

X With a favorable report.

(] With a favorable report and recommendation that the bill be re- referred to the Committee on
Appropriations (1 Finance [

(] with a favorable report, as amended.

(] With a favorable report, as amerided, and recommendatlon that the bill be re- referred to the

Committee on Appropriations (JFinance (] - - [J.

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

(] With a favorable report as to House committee substitute bill (# ), L] which changes

the title, unfavorable as to Senate committee substitute bill.
] With an unfavorable report.
O Wi.th recommendation that the Horlse concur. -
O Wirh recommendation that the Heuse do not concur.
E]. With recommendation that the House do not concur; request conferees.'
J With reeommendation that the House concur; committee believes bill to be méterial.
[J With an unfavorable report, with a Min_ority Report attached. .
[J Without prejudice. |
(] With an indefinite postponement report.
[J With an indefinite postponement report, with a Minority Report attached.

(] With recommendation that it be adopted. (HOUSE RESOLUTION bNLY)
. 03/19/03



MINUTES
HOUSE COMMITTEE ON INSURANCE

April 1, 2003

The House Committee on Insurance met at 10:00 AM on April 1, 2003. The following Representatives
attended: Mitchell Setzer, Hugh Holliman, John Hall, Lucy Allen, Bobby Barbee, Charles Johnson, David
Lewis, David Miner, Karen Ray, Drew Saunders, and Ex-officio Pete Cunningham.

Chair Hugh Holliman called the meeting to order. He introduced the page; Sarah Robertson form Danbury
in Stokes County who was sponsored by Rep. Rex Baker. He then called on the bill sponsor to introduce
the bill. Chairman Mitchell Setzer presented HB-253-AN ACT TO MAKE TECHNICAL AND
RELATED SUBSTANTIVE CHANGES TO THE CONTINUING CARE RETIREMENT (CCR) LAWS
TO ELIMINATE THE UNNECESSARY PROVISION ALLOWING FOR ACCREDITED BUT
UNLICENSED PROVIDERS OF CCR SERVICES; CHAN REFERENCES FROM “FACILITY” TO
“PROVIDER” WHERE APPROPRIATE TO ACCOMMODATE THE SITUATION WHERE AN
ENTITY OPERATES MORE THAN ONE FACILITY; CHANGE “FORECAST” TO “FORECASTED”
WHERE FOUND; CHANGE THE OPERATING RESERVES STATUTE BY REWORDING SOME
PROVISIONS TECHNICALLY; CHANGE REFERENCES TO “REGISTRATION” OF A FACILITY
TO “LICENSURE”; MAKE GENDER NEUTRAL CHANGES TO THE CCR LAWS: CLARIFY THAT
A PROVIDER MUST HOLD SEMI-ANNUAL MEETINGS WITH THE RESIDENTS OF EACH
FACILITY OPERATED BY THE PROVIDER; AND MAKE OTHER TECHNICAL AND
CONFORMING CHANGES TO ARTICLE 64.

Representative Setzer called on Frank Folger, Legislative Counsel for the Department of Insurance to
explain the bill section-by-section. See attachment #1. Rep. Saunders made motion for a favorable report
and it was sent to the clerk’s office.

Chairman Holliman called on Chairman Setzer to explain HB-276- AN ACT TO MAKE SUBSTANTIVE
AND TECHNICAL AMENDMENTS IN THE LAWS CONCERNING INSURANCE COMPANY
SOLVENCY. Frank Folger explained the bill section by section. See attachment #2 for explanation. Co-
Chair Hall made a motion to postpone the voting on this bill until the next Insurance Committee Meeting,

The Meeting was adjourned at

Rep. Mitchell Setzer, Chair

%%WM

ép. 1. Hugh Holliman, Chair _
2




HOUSE INSURANCE COMMITTEE

April 1, 2003

10:00 AM
Room 425 LOB
Chairs
Rep. Hugh Holliman
Rep. Mitchell Setzer
Vice Chair
Rep. John Hall
AGENDA

House Bill 253- Continuing Care Ret./Tech. Changes.-AB
Sponsor: Rep. Setzer

House Bill 276 — Insurance Financial Amendments Omnibus.-AB
Sponsor: Rep. Setzer
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JIM LONG

DEPARTMENT OF .INSURANCE
State of North Qarolina

P. O. Box 26387

RALEIGH, N. C. 2761 LEGISLATIVE COUNSEL
COMMISSIONER OF INSURANCE (919) 733-4529
MEMORANDUM
TO: Members of House Committee on Insurance

FROM: Frank W. Folger, Legislative Counsel

DATE: April 1, 2003

HOUSE BILL 253 - CONTINUING CARE RETIREMENT/TECHINICAL
CHANGES/AB '
Section-by-Section Bill Summary

Section 1. Repeals an unused, and likely unusable, provision (G.S. 58-64-5(¢))
allowing for a continuing care retirement facility that is accredited under a process
approved by the Commissioner to be issued a license based on that accreditation.

Sections 2. through 4. Replaces the word “facility” with “provider” to clarify
that it is the provider that operates the facility that is responsible for meeting these
various statutory requirements.

Section 5. Changes the word “forecast” to “forecasted” when it appears and
replaces the word “facility” with “provider” consistent with the changes and

rationale for Sections 2. through 4.

Sections 6 and 7. Changes the word “forecast” to “forecasted” in G.S. 58-64-
20(a)(14) b. and 58-64-30(a) whenever-it appears.

Section 8. Rewords for clarity language in G.S. 58-64-33, governing operating
reserves for continuing care retirement facilities and providers, including:

AN EQUAL OPPORTUNITY/AFFIRMATIVE ACTION EMPLOYER é)é’



* Changing the wording in subsection (a) to reflect the fact that a provider is to
calculate and maintain a separate operating reserve for each continuing care
facility operated by the provider.

* Changing the words “annual statement” to “disclosure statement” in subsection

(a).
= Changing the words “invested cash” to “cash equivalents” in subsection (a).

Section 9. Makes the following changes to G.S. 58-64-40 governing the rights of
residents of continuing care retirement facilities to organize:

= Changes “registered under this Article” to “operated by a provider licensed
under this Article” in G.S. 58-64-40(a). No entity is “registered” under G.S.
58-64.

= Makes gender neutral corrections.
»  Changes the word “facility” to “provider” where appropriate.

» (Clarifies that the governing body of a provider must hold semi-annual
meetings with the residents of each facility operated by the provider.

Section 10. Makes various changes to G.S. 58-64-45, governing supervision,
rehabilitation and liquidation of continuing care retirement providers including:

» Replacing the word “projected” with “forecasted” in subsection (a).

* Changing the words “facility” and “facilities” to “provider” and “providers”,
respectively, throughout the statute, where appropriate. :

» Adding the words “or facilities owned by, or operated by, the provider” or
otherwise amending the statute as necessary to accommodate the fact that a
provider can own or operate more than one facility.

Section 11. Amends G.S. 58-64-46, on receiverships, to reflect the fact that the
Commissioner would be appointed as receiver for a provider not a facility.

Section 12. Replaces twice the word “facility” with “provider” in G.S. 58-64-55,
governing examinations and financial statements.

Section 13. Replaces the word “agreements” with “contracts” for consistency of
wording within Article 64.

[\



Section 14. Removes unnecessary language from G.S. 58-64-65 to conform with
the removal of the “accredited facility” provision in Section 1. of the bill.

Section 15. Amends G.S. 58-64-70, governing civil liability, to:

* Remove the misleading words “facility, or person violating this Article” in
subsection (a) because the provider is the entity entering into a contract for
continuing care, not the facility or other person.

* Remove the words “or person liable” because the provider is the only entity
that is required to deliver a disclosure statement to the contracting party.

= Remove the words “facility, or person” since payment is made to the provider,
and the provider is the entity responsible for the dissemination of the disclosure
statement.

Section 16. Is a severability clause to protect the remaining provisions of the bill
if a portion is declared unconstitutional, unenforceable, or otherwise invalid.

Section 17. Makes the act effective when it becomes law.
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Joanna Mills (Rep. Setzer)

From: Carol Bowers (Rep. Holliman)

Sent:  Tuesday, March 25, 2003 10:20 AM

To: Joanna Mills (Rep. Setzer)

Subject: Summary HB 253 Continuin\g Care Retirement Tech. Changes.doc

HOUSE BILL 253 - CONTINUING CARE RETIREMENT/TECHINICAL
CHANGES/AB
Section-by-Section Bill Summary

Section 1. repeals an unused, and likely unusable, provision (G.S. 58-64-5(e)) allowing for a
continuing care retirement facility that is accredited under a process approved by the
Commissioner to be issued a license based on that accreditation.

Sections 2. through 4. Replace the word “facility” with “provider” to clarify that it is the
provider that operates the facility that is responsible for meeting these various statutory
requirements.

Section 5. changes the word “forecast” to “forecasted” when it appears and replaces the word
“facility” with “provider” consistent with the changes and rationale for Sections 2. through 4.

Sections 6 and 7. change the word “forecast” to “forecasted” in G.S. 58-64-20(a)(14) b. and 58-
64-30(a) whenever it appears.

Section 8. rewords for clarity language in G.S. 58-64-33, governing operating reserves for

continuing care retirement facilities and providers, including.

» Changing the wording in subsection(a) to reflect the fact that a provider is to calculate and
maintain a separate operating reserve for each continuing care facility operated by the
provider.

* Changing the words “annual statement” to “disclosure statement” subsection (a).

* Changing the words “invested cash” to “cash equivalents” in subsection (a).

Section 9. makes the following changes to G.S. 58-64-40 governing the rights of residents of

continuing care retirement facilities to organize:

= Changed “registered under this Article” to “operated by a provider licensed under this
Article” in G.S. 58-64-40(a). No entity is “registered” under G.S. 58-64.

* Made gender neutral corrections.

* Changed the word “facility” to “provider” where appropriate.

* (Clarified that the governing body of a provider must hold semi-annual meetings with the
residents of each facility operated by the provider.

Section 10. makes various changes to G.S. 58-64-45, governing supervision, rehabilitation and
liquidation of continuing care retirement providers including:

» Replacing the word “projected” with “forecasted” in subsection (a).

* Changing the words “facility” and “facilities” to “provider” and “providers”, respectively,
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throughout the statute, where appropriate.

» Adding the words “or facilities owned by, or operated by, the provider” or otherwise
amending the statute as necessary to accommodate the fact that a provider can own or
operate more than one facility. '

Section 11. amends G.S. 58-64-46, on receiverships, to reflect the fact that the Commissioner

would be appointed as receiver for a provider not a facility.

Section 12. replaces twice the word “facility” with “provider” in G.S. 58-64-55, governing

examinations and financial statements.

Section 13. replaces the word “agreements” with “contracts” for consistency of wording within

Article 64.

Section 14. removes unnecessary language from G.S. 58-64-65 to conform with the removal of

the “accredited facility” provision in Section 1. of the bill.

Section 15. amends G.S. 58-64-70, governing civil liability, to:

» Remove the misleading words “facility, or person violating this Article” in subsection (a)
because the provider is the entity entering into a contract for continuing care, not the facility
or other person.

* Remove the words “or person liable” because the provider is the only entity that is required
to deliver a disclosure statement to the contracting party.

*» Remove the words “facility, or person” since payment is made to the provider, and the
provider is the entity responsible for the dissemination of the disclosure statement.

Section 16. is a severability clause to protect the remaining provisions of the bill if a portion is

declared unconstitutional, unenforceable, or otherwise invalid.

Section 17. makes the act effective when it becomes law.
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Short Title: Continuing Care Ret./Tech. Changes.-AB (Public)

Sponsors::  Representative Setzer.

Referred to:

A BILL TO BE ENTITLED _

AN ACT TO MAKE TECHNICAL AND RELATED SUBSTANTIVE CHANGES TO
THE CONTINUING CARE RETIREMENT (CCR) LAWS TO ELIMINATE THE
UNNECESSARY PROVISION ALLOWING FOR ACCREDITED BUT
UNLICENSED PROVIDERS OF CCR SERVICES; CHANGE REFERENCES
FROM "FACILITY" TO "PROVIDER" WHERE APPROPRIATE TO
ACCOMMODATE THE SITUATION WHERE AN ENTITY OPERATES MORE
THAN ONE FACILITY; CHANGE "FORECAST" TO "FORECASTED" WHERE
FOUND; CHANGE THE OPERATING RESERVES STATUTE BY
REWORDING SOME PROVISIONS TECHNICALLY; CHANGE REFERENCES
TO "REGISTRATION" OF A FACILITY TO "LICENSURE"; MAKE GENDER
NEUTRAL CHANGES TO THE CCR LAWS; CLARIFY THAT A PROVIDER
MUST HOLD SEMI-ANNUAL MEETINGS WITH THE RESIDENTS OF EACH
FACILITY OPERATED BY THE PROVIDER; AND MAKE OTHER
TECHNICAL AND CONFORMING CHANGES TO ARTICLE 64.

The General Assembly of North Carolina enacts:

SECTION 1. G.S. 58-64-5(e) is repealed.
SECTION 2. G.S. 58-64-5(g) reads as rewritten:

"(g) The Commissioner may require a faeiity-provider to: (i) prov1de the report of
an actuary that estimates the capacity of the provider to meet its contractual obligation
to the resident, or (ii) give consideration to expected rates of mortality and morbidity,
expected refunds, and expected capital expenditures in accordance with standards
promulgated by the American Academy of Actuaries, within the five-year forecast
statements, as required by G.S. 58-64-20(a)(12)."

SECTION 3. G.S. 58-64-20(a)(7)d. reads as rewritten:
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"d.  The conditions under which a living unit occupied by a resident
may be made available by the faelity-provider to a different or
new resident other than on the death of the prior resident; and".

SECTION 4. G.S. 58-64-20(a)(11) reads as rewritten:

"(11) In the event the faeility-provider has had an actuarial report prepared
within the prior two years, the summary of a report of an actuary that
estimates the capacity of the provider to meet its contractual
obligations to the residents."

SECTION 5. G.S. 58-64-20(a)(12) reads as rewritten:

"(12) Fereeast-Forecasted financial statements for the facility-provider of the
next five years, including a balance sheet, a statement of operations, a
statement of cash flows, and a statement detailing all significant
assumptions, compiled by an independent certified public accountant.
Reporting routine, categories, and structure may be further defined by
regulations or forms adopted by the Commissioner."

SECTION 6. G.S. 58-64-20(a)(14)b. reads as rewritten:

"b.  Narrative disclosure detailing all significant assumptions used
in the preparation of the foreeast—forecasted financial
statements, including:

1. Details of any long-term financing for the purchase or
construction of the facility including interest rate,
repayment terms, loan covenants, and assets pledged;

2. Details of any other funding sources that the provider
anticipates using to fund any start-up losses or to provide
reserve funds to assure full performance of the
obligations of the provider under contracts for the
provision of continuing care;

3. The total life occupancy fees to be received from or on
behalf of, residents at, or prior to, commencement of
operations along with anticipated accounting methods
used in the recognition of revenues from and expected
refunds of life occupancy fees;

4, A description of any equity capital to be received by the
facility;

5. The cost of the acquisition of the facility or, if the
facility is to be constructed, the estimated cost of the
acquisition of the land and construction cost of the
facility;

6. Related costs, such as financing any development costs
that the provider expects to incur or become obligated
for prior to the commencement of operations;

7. The marketing and resident acquisition costs to be
incurred prior to commencement of operations; and

DRH70078-LN-51 (2/27)
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8. A description of the assumptions used for calculating the
estimated occupancy rate of the facility and the effect on
the income of the facility of government subsidies for
health care services."

SECTION 7. G.S. 58-64-30(a) reads as rewritten:

"(a) Within 150 days following the end of each fiscal year, the provider shall file
with the Commissioner a revised disclosure statement setting forth current information
required pursuant to G.S. 58-64-20. The provider shall also make this revised disclosure
statement available to all the residents of the facility. This revised disclosure statement
shall include a narrative describing any material differences between (i) the foreeast
forecasted statements of revenues and expenses and cash flows or other fereecast
forecasted financial data filed pursuant to G.S. 58-64-20 as a part of the disclosure
statement recorded most immediately subsequent to the start of the provider's most
recently completed fiscal year and (ii) the actual results of operations during that fiscal
year, together with the revised foreeast-forecasted statements of revenues and expenses
and cash flows or other foreeast-forecasted financial data being filed as a part of the
revised disclosure statement. A provider may also revise its disclosure statement and
have the revised disclosure statement recorded at any other time if, in the opinion of the
provider, revision is necessary to prevent an otherwise current disclosure statement from

containing a material misstatement of fact or omitting a material fact required to be

stated therein. Only the most recently recorded disclosure statement, with respect to a
facility, and in any event, only a disclosure statement dated within one year plus 150
days prior to the date of delivery, shall be considered current for purposes of this Article
or delivered pursuant to G.S. 58-64-20."

SECTION 8. G.S. 58-64-33 reads as rewritten:
"§ 58-64-33. Operating reserves.

(a) All-continuing—care—faciliies—A provider shall maintain after epening:-the
opening of a facility: an operating reserves-reserve equal to fifty percent (50%) of the
total operating costs of the facility prejected—forecasted for the 12-month period
following the period covered by the most recent annual-disclosure statement filed with
the Department. The forecast statements as required by G.S. 58-64-20(a)(12) shall serve
as the basis for computing the operating reserve. In addition to total operating expenses,
total operating costs will include debt service, consisting of principal and interest
payments along with taxes and insurance on any mortgage loan or other long-term
financing, but will exclude depreciation, amortized expenses, and extraordinary items as
approved by the Commissioner. If the debt service portion is accounted for by way of
another reserve account, the debt service portion may be excluded. Faeilities—that
maintain-If a facility maintains an occupancy level in excess of ninety percent {90%)
(90%), a provider shall only be required to maintain a twenty-five percent (25%)
operating reserve upon approval of the Commissioner, unless otherwise instructed by
the Commissioner. The operating reserves—may-reserve must be funded by cash, by
invested—eash,—cash _equivalents, or by investment grade securities, including bonds,
stocks, U.S. Treasury obligations, or obligations of U.S. government agencies.

DRH70078-LN-51 (2/27) Page 3
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(b) A provider that has begun construction or has permanent financing in place or
is in operation on the effective date of this section has up to five years to meet the
operating reserve requirements.

(c)  Operating—reserves—An operating reserve shall only be released upon the
submittal of a detailed request from the provider or facility and must be approved by the
Commissioner. Such requests must be submitted in writing for the Commissioner to
review at least 10 business days prior to the date of withdrawal."

SECTION 9. G.S. 58-64-40 reads as rewritten:

"§ 58-64-40. Right to organization.

(@) A resident living in a facility registered—under—this—Article—operated by a
provider licensed under this Article has the right of self-organization, the right to be
represented by an individual of his-the resident's own choosing, and the right to engage
in concerted activities to keep informed on the operation of the facility in which he-is-a
resident-the resident resides or for other mutual aid or protection.

(b)  The board of directors or other governing body of a faeility-provider or its
designated representative shall hold semiannual meetings with the residents of the
faeility-each facility operated by the provider for free discussions of subjects including,
but not limited to, income, expenditures, and financial trends and problems as they
apply to the facility and discussions of proposed changes in policies, programs, and
services. Upon request of the most representative residents' organization, a member of
the governing body of the provider, such as a board member, a general partner, or a
principal owner shall attend such meetings. Residents shall be entitled to at least seven
days advance notice of each meeting. An agenda and any materials that will be
distributed by the governing body at the meetings shall remain available upon request to
residents."”

SECTION 10. G.S. 58-64-45 reads as rewritten:

"§ 58-64-45. Supervision, rehabilitation, and liquidation.

(a) If, at any time, the Commissioner determines, after notice and an opportunity
for the provider to be heard, that:

(1) A portion of an entrance fee escrow account required to be maintained
under this Article has been or is proposed to be released in violation of
this Article;

(2) A provider has been or will be unable, in such a manner as may
endanger the ability of the provider, to fully perform its obligations
pursuant to contracts for continuing care, to meet the prejected
forecasted financial data previously filed by the provider;

(3) A provider has failed to maintain the escrow account required under
this Article; or

(4) A faeility-provider is bankrupt or insolvent, or in imminent danger of
becoming bankrupt or insolvent;

the Commissioner may commence a supervision proceeding pursuant to Article 30 of
this Chapter or may apply to the Superior Court of Wake County or to the federal
bankruptcy court that may have previously taken jurisdiction over the provider or
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facility for an order directing the Commissioner or authorizing the Commissioner to
rehabilitate or to liquidate a facility in accordance with Article 30 of this Chapter.

(b)  The definition of "insolvency" or "insolvent" in G.S. 58-30-10(13) shall not
apply to faeilities-providers under this Article. Rules adopted by the Commissioner shall
define and describe "insolvency" or "hazardous financial condition" for faeHities
providers under this Article. G.S. 58-30-12 shall not apply to facilities under this
Article.

(c) If, at any time, the Court finds, upon petition of the Commissioner or
provider, or on its own motion, that the objectives of an order to rehabilitate a faeility
provider have been accomplished and that the facility or facilities owned by, or operated
by, the provider can be returned to the provider's management without further jeopardy
to the residents of the faeility-facility or facilities, the Court may, upon a full report and
accounting of the conduct of the faeilitys-provider's affairs during the rehabilitation and
of the faeility's-provider's current financial condition, terminate the rehabilitation and,
by order, return the facility or facilities owned by, or operated by, the provider, along
with the and-its-assets and affairs of the provider, to the provider's management.

(d), (e) Repealed by Session Laws 1995 (Regular Session, 1996), c. 582, s. 3.

® In applymg for an order to rehabilitate or liquidate a faeility;—provider, the
Commissioner shall give due consideration in the application to the manner in which the
welfare of persons who have previously contracted with the prov1der for continuing care
may be best served.

(g)  An order for rehabilitation shall be refused or vacated if the provider posts a
bond, by a recognized surety authorized to do business in this State and executed in
favor of the Commissioner on behalf of persons who may be found entitled to a refund
of entrance fees from the provider or other damages in the event the provider is unable
to fulfill its contracts to provide continuing care at the faeility-facility or facilities, in an
amount determined by the Court to be equal to the reserve funding that would otherwise
need to be available to fulfill such obligations."

SECTION 11. G.S. 58-64-46 reads as rewritten:
"§ 58-64-46. Receiverships; exception for facility beds.

When the Commissioner has been appointed as a receiver under Article 30 of this
Chapter for a provider or facility subject to this Article, the Department of Health and
Human Services may, notwithstanding any other provision of law, accept and approve
the addition of adult care home beds for-that-faeility-for a facility owned by, or operated
by, the provider, if it appears to the court, upon petition of the Commissioner or the
provider, or on the court's own motion, that (i) the best interests of the fac—}hw—provxder
or (ii) the welfare of persons who have previously contracted with the provider or may
contract with the faeility—provider, may be best served by the addition of adult care
home beds."

SECTION 12. G.S. 58-64-55 reads as rewritten:
"§ 58-64-55. Examinations; financial statements.

The Commissioner or the Commissioner's designee may, in the Commissioner's
discretion, visit a faeility-provider offering continuing care in this State to examine its
books and records. Expenses incurred by the Commissioner in conducting examinations

DRH70078-LN-51 (2/27) Page 5
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under this section shall be paid by the faeility-provider examined. The provisions of

G.S. 58-2-131, 58-2-132, 58-2-133, 58-2-134, 58-2-155, 58-2-165, 58-2-180, 58-2-185,

58-2-190, and 58-6-5 apply to this Article and are hereby incorporated by reference.”
SECTION 13. G.S. 58-64-60 reads as rewritten:

"§ 58-64-60. AgreementsContracts as preferred claims on liquidation.

In the event of liquidation of a provider, all contracts for continuing care agreements
executed by the provider shall be deemed preferred claims against all assets owned by
the provider; provided, however, such claims shall be subordinate to the liquidator's cost
of administration or any secured claim."

SECTION 14. G.S. 58-64-65 reads as rewritten:
"§ 58-64-65. Rule-making authority; reasonable time to comply with rules.

(@ The Commissioner is authorized to promulgate rules to carry out and enforce
the provisions of this Article. |

(b)  Any provider who is offering continuing care may be given a reasonable
time, not to exceed one year from the date of publication of any applicable rules
promulgated pursuant to this Article, within which to comply with the rales—and—te
obtain-alicense:rules."

SECTION 15. G.S. 58-64-70 reads as rewritten:
"§ 58-64-70. Civil liability.

(@) A provider who enters into a contract for continuing care at a facility without
having first delivered a disclosure statement meeting the requirements of G.S. 58-64-20
to the person contracting for this continuing care, or enters into a contract for continuing
care at a facility with a person who has relied on a disclosure statement that omits to
state a material fact required to be stated therein or necessary in order to make the
statements made therein, in light of the circumstances under which they are made, not
misleading, shall be liable to the person contracting for this continuing care for actual
damages and repayment of all fees paid to the provider;—facility;—or-persen—provider
violating this Article, less the reasonable value of care and lodging provided to the
resident by or on whose behalf the contract for continuing care was entered into prior to
discovery of the violation, misstatement, or omission or the time the violation,
misstatement, or omission should reasonably have been discovered, together with
interest thereon at the legal rate for judgments, and court costs and reasonable attorney
fees. . '

(b)  Liability under this section exists regardless of whether the provider er-persen
liable-had actual knowledge of the misstatement or omission.

(c) A person may not file or maintain an action under this section if the person,
before filing the action, received a written offer of a refund of all amounts paid the
provider, facility,—or—person—violating—this—Article-together with interest at the rate
established monthly by the Commissioner of Banks pursuant to G.S. 24-1.1(c), less the
current contractual value of care and lodging provided prior to receipt of the offer, and
if the offer recited the provisions of this section and the recipient of the offer failed to
accept it within 30 days of actual receipt.

Page 6 DRH70078-LN-51 (2/27)
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(d  An action may nof be maintained to enforce a liability created under this
Article unless brought before the expiration of three years after the execution of the
contract for continuing care that gave rise to the violation."

SECTION 16. If any section or provision of this act is declared
unconstitutional, preempted, or otherwise invalid by the courts, it does not affect the
validity of the act as a whole or any part other than the part so declared to be
unconstitutional, preempted, or otherwise invalid.

SECTION 17. This act is effective when it becomes law.

DRH70078-LN-51 (2/27) Page 7
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SECTION-BY SECTION SUMMARY - PCS for HOUSE BILL 276-INSURANCE
FINANCIAL AMENDMENTS OMNIBUS

Sections 1. through 3. Amendments to Initial Deposits Laws.

Section 1. Increases initial deposit required from foreign or alien fire, marine,
and fire and marine insurers from $25,000 to $100,000.

Section 2. Increases initial deposit required from foreign or alien fidelity, surety
or casualty insurers from $50,000 to $200,000.

Section 3. Increases initial deposit required from foreign life insurers from
$100,000 to $400,000 and an additional $200,000 rather than $100,000 when the insurer
cannot show three years of operational gains before admission.

Sections 4. through 13. Conform N.C. Law in Article 7- General Domestic
Insurance Companies — to the Statements of Statutory Accounting Principles
adopted by the NAIC. Note: pursuant to G.S. 58-2-165(c), all financial statements
filed under that section must be in accordance with the appropriate procedures and
standards adopted by the NAIC unless a different standard or procedure is set
forth. These changes remove conflicts between N.C. law and the NAIC SSAPs.

Section 4. Repeals G.S. 58-7-162(2)(a),(b),(c),(d),(e),(f), and (g) to remove all
specially designated provisions regarding certain investments, securities, properties and
loans acquired or held governing assets allowable or admitted for determining the
financial condition of an insurer.

Section 5. repeals G.S. 58-7-162 (5) and G.S. 58-7-162 (7) to conform NC law to
the SSAPs regarding non-admission of uncollected direct bill premiums and installment
premiums more than 90 days old.

Section 6. Removes a provision in G.S. 58-7-162(12) placing certain criteria on
the counting of electronic and mechanical machines in order to conform to the respective
SSAP.

Section 7. repeals G.S. 58-7-163(1),(4), and (7), to eliminate NC’s deviations
from the SSAPs regarding the-admissibility of assets such as “goodwill”, “furniture,
fixtures, other equipment” and the like, and “prepaid and deferred expenses” and amends
subsection (8) to provide that certain debt-related instruments must be non-admitted
assets to the extent that admissibility would allow them to be “double-counted.”

Section 8. repeals G.S. 58-7-192(a),(b),(c),(e) and portions of (d), governing the
valuation of securities and investments, to remove certain inconsistencies with the
SSAPs, to clarify that the valuations limitations are not restricted to that particular statute
but apply throughout the Chapter, and to update cross-reference to the appropriate NAIC
publication. _ .
Section 9. Repeals G.S. 58-7-193(a) and (b) governing valuation of real property
to remove conflicts with SSAPs.




Section 10. Repeals G.S. 58-7-195, governing valuation of purchase money
mortgages to default to the applicable SSAP rules.

Section 11. amends G.S. 58-7-179 (d) to remove reference to G.S. 58-7-195,
which is repealed by Section 10 of the bill.

Section 12. amends G.S. 58-23-26(c) to remove reference to G.S. 58-7-195,
which is repealed by Section 10 of the bill.

Section 13. amends G.S. 58-47-80 to remove reference to G.S. 58-7-195, which is
repealed by Section 10 of the bill.

Sections 14. through 16. Amendments to Article 8 - Mutual Insurance Companies.

Section 14. Amends G.S. 58-8-15, governing directors of mutual insurers, to
prohibit more than one half of directors of guaranty capital companies from being elected
by guaranty capital holders (investors) unless those guaranty capital holders are also
policyholders. The amendment further provides that, for guaranty capital companies,
policyholders who are also guaranty capital holders are entitle to one vote for each policy
the person holds and one vote for each unit of guaranty capital the person holds.

Section 15. Amends G.S. 58-8-20, which sets forth special rules for mutual
insurers with guaranty capital, to:

e Make minor technical wording changes.

e Codify an existing rule to only allow a domestic mutual insurer to issue
guaranty capital if: (i) it will aid a financially troubles insurer otherwise facing
rehabilitation or liquidation by the Department; or (ii) for any reason presented
in a petition to the Commissioner and which the Commissioner finds to be
reasonable, justifiable and in the best interest of policyholders. This
codification included notice —to-policyholder provisions required if the insurer
has to petition the Commissioner to be eligible to issue guaranty capital.

» Clarify that holders of guaranty capital receive “interest” not “dividends’ and
that the distribution of interest must be in accordance with the insurer filing
with the Commissioner.

* Reorganize the statute by moving two provisions, one in subsection (c)
governing repayment of guaranty capital in the event the insurer is merged,
demutualized or otherwise ceases to exist, and another in subsection (e)

-restricting asset distribution until all policy obligations have been met, to two
new subsections, (g) and (f) respectively.

e Amend subsection (d) of the statute consistent with previous changes
regarding voting rights of guaranty capital holders and prohibit guaranty
capital holders, unless they are also policyholders, from participating in a vote
to petition the Commissioner to allow issuance of more guaranty capital stock




and from participating in any vote to reduce or retire guaranty capital, when
the criteria for such a vote have been satisfied pursuant to subsection (e).

Section 16. Increases the penalty from a maximum fine of $100 to $1000 for a
director, officer or agent of a guaranty capital insurer who gives a policyholder a guaranty
against an assessment in violation of G.S. 58-8-50.

Section 17. Amends G.S. 58-65-1, setting forth regulations and definitions
applicable to the insurance laws governing hospital, medical and dental service
corporations (BCBS) to clarify that the definitions of “hospital service plan”, “medical
service plan”, "dental service plan”, “hospital service corporation”, and “preferred
provider” in Article 65 also apply in Article 66 — Readable Insurance Certificates. This
section also makes technical changes and eliminates two “printing” errors inadvertently in
the statute due to previous bill drafting anomalies. This section also clarifies that a
preferred provider’s special reimbursement terms and conditions must be consistent both
with Article 65 and Article 66 provisions.

Section 18. Rewords G.S. 58-65-95(a), limiting the kinds of assets and
investments that a hospital, medical and dental service corporation can hold to the same
as permitted for life and health insurance companies as set forth in Article 7 of Chapter
58.

Section 19. Removes the provision governing the allowance of office furniture
as part of net worth to the extent it is less than 10% of an HMOs net worth. The relevant
SSAP does not allow furniture and equipment to be included in net worth. This is an .
additional change to conform NC’s law to rules of the SSAP.

Sections 20. through 23. — Amends Article 67- Health Maintenance Organizations.

Section 20. Repeals the reserve requirements for HMOs under G.S.58-67-40
because they are unnecessary due to the risk-based capital (RBC) laws in Article 12.

Section 21. Amends G.S. 58-67-110, governing protection agé_inst HMO
insolvency to replace old net worth requirements and impose new ones that a full service
HMO must maintain a net worth equal to the greater of $1 million or the amount
required under RBC and single service HMO must maintain a net worth equal to the
greater of $50,000 or the amount required under RBC. The PCS corrects an inadvertent
drafting error in the First Edition (which accidentally removed an existing and necessary
requirement that every full service HMO maintain a plan of insolvency acceptable to the
Commissioner.)



Section 22. Eliminates reference to G.S. 58-67-40, which is repealed by Section
19. of the bill. '

Section 23. Technically corrects a cross-reference to G.S. 58-3-210, a non-
existent section, to reflect the correct cross-reference, G.S. 58-3-191, Managed care

reporting and disclosure requirements.

Sections 24. and 25. Codify Departmental policy that the initial licensing
requirements for groups and employers that self-insure for workers' compensation do not
apply to entities that existed prior to the adoption of the new laws but do apply if the
entity has subsequently terminated and later seeks to reactivate.

Sections 26.(a). through 26.(m.) amend numerous statutes throughout Chapter 58
to change the process from annual licensing of companies to perpetual licensing of
companies. There is no change in the criteria for issuance of a license. It will save the
Department and likely the companies administrative costs and will change the process
from "renewal" of licensure to "continuation" of licensure. These changes apply to

companies (and fraternal benefit societies) not agents.

Section 27. Is a severability clause.

Section 28. Makes Sections 26.(a.) through (m.) of the act effective January 1,
2004. The remainder of the act is to become effective October 1, 2003.
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Short Title: Insurance Financial Amendments Omnibus.-AB (Public)
Sponsors:
Referred to:
March 6, 2003
A BILL TO BE ENTITLED

AN ACT TO MAKE SUBSTANTIVE AND TECHNICAL AMENDMENTS IN THE

LAWS CONCERNING INSURANCE COMPANY SOLVENCY.

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

"§ 58-5-5. Amount of deposits required of foreign or alien fire and/or marine
insurance companies.

Unless otherwise provided in this Article, every fire, marine, or fire and marine
insurance company chartered by any other state or foreign government shall make and
maintain deposits of securities with the Commissioner in the amount of twenty-five
theusand-doHars{($25;000)-one hundred thousand dollars ($100,000) market value."

SECTION 2. G.S. 58-5-10 reads as rewritten:
"§ 58-5-10. Amount of deposits required of foreign or alien fidelity, surety and

casualty insurance companies.
~ Unless otherwise provided in this Article, every fidelity, surety or casualty insurance
company chartered by any other state or foreign government shall make and maintain
deposits of securities with the Commissioner in the amount of fifty-thousand-deHars
£$50.000)-two hundred thousand dollars ($200,000) market value."

- SECTION 3. G.S. 58-5-50 reads as rewritten:

"§ 58-5-50. Deposits of foreign life insurance companies.

In addition to other requirements of Articles 1 through 64 of this Chapter, all foreign
life insurance companies shall deposit securities, as specified in G.S. 58-5-20, having a

market value of ene-hundred-thousand-dotars{($300;000)-four hundred thousand dollars
($400.000) as a prerequisite of doing business in this State. All foreign life insurance

companies shall deposit an additional ene-hundred-theusand-deHars—($100;000)-two

hundred thousand dollars ($200,000) where such companies cannot show three years of
net operational gains prior to admission. Foreign life insurance companies that are
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licensed on or before the effective date of this section shall have one year from that date
to comply with this section."
SECTION 4. G.S. 58-7-162(2) reads as rewritten:
"(2) Investments, securities, properties, and loans acquired or held in
accordance with this S i i i

Colowing

Chapter."
SECTION 5. G.S. 58-7-162(5) and G.S. 58-7-162(7) are repealed. .

SECTION 6. G.S. 58-7-162(12) reads as rewritten:
"(12) Electronic and mechanical machines, including operating and system
software constituting a management information system;—if-the-cost-of

3
d
» 1] D

yeafs:system."
SECTION 7. G.S. 58-7-163 reads as rewritten:

. "§ 58-7-163. Assets not allowed.

~In addition to assets impliedly excluded by the provisions of G.S. 58-7-162, the
following expressly shall not be allowed as assets in any determination of the financial
condition of an insurer:

Page 2 House Bill 276 H276-CSRG-5 [v.1]
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()

€)

(5)

(6)

(8) -

©)

' The amount, if any, by which the aggregate book value of

Advances (other than policy loans) to officers, directors, and
controlling stockholders, whether secured or not, and advances to
employees, agents, and other persons on personal security only.

Stock of the insurer or any material equity therein or loans secured
thereby, or any material proportionate interest in the stock acquired or
held through the ownership by the insurer of an interest in another
firm, corporation, or business unit.

investments
as carried in the ledger assets of the insurer exceeds the aggregate
value of the investments as determined under this Chapter.

Bonds, notes, or other evidences of indebtedness that are secured by
mortgages or deeds of trust that are in default, to the extent of the cost
or carrying value that is in excess of the value as determined pursuant

to other provisions of this Chapter.

?

. Prepaid-and-deferred-expenses:

Certificates of contribution contribution, surplus notes or other similar
evidences of indebtedness- indebtedness. to the extent that admission
of these investments results in the double counting of these
investments in the reporting entity's balance sheet.

Any asset that is encumbered in any manner unless the asset is
authorized under G.S. 58-7-187 or G.S. 58-7-162(13)."

SECTION 8. G.S. 58-7-192 reads as rewritten:

"§ 58-7-192. Valuation of securities and investments.

(a)_. A £

H276-CSRG-5 [v.1] House Bill 276 Page 3
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(d)  No valuations under-this-seetion-shall be greater than any applicable valuation
or method contained in the latest edition of the NAIC publications entitled “Valuations
of Securities""Purposes and Procedures Manual of the NAIC Securities Valuation
Office" or the "Accounting Practices and Procedures Manual", unless the Commissioner
determines that another valuation method is appropriate when it results in a more
conservative valuation.

SECTION 9. G.S. 58-7-193 reads as rewritten:
"§ 58-7- 193 Valuation of property

(c) Personal property acquired pursuant to chattel mortgages made in accordance
with G.S. 58-7-180 shall not be valued at an amount greater than the unpaid balance of
principal on the defaulted loan at the date of acquisition, or the fair market value of the
property, whichever amount is less. ~

(d) If the Commissioner and an insurer do not agree on the value of real or
personal property of an insurer, in carrying out the Commissioner's responsibilities
under this section, the Commissioner may retain the services of a qualified real or
personal property appraiser. The insurer shall reimburse the Commissioner for the costs
of the services of any appraiser incurred with respect to the Commissioner's
responsibilities under this section."

SECTION 10. G.S. 58-7-195 is repealed.
SECTION 11. G.S. 58-7-179(d) reads as rewritten:

"(d) In the case of a purchase money mortgage given to secure the purchase price
of real estate sold by the insurer, the amount lent or invested shall not exceed the unpaid
part of the purchase me&aad—shaﬂ—b&%ed&aeee*danee%h—@—%%w_"

SECTION 12. G.S. 58-23-26(c) reads as rewritten:

"(¢) Each pool is subject to G.S. 58-2-131, 58-2-132, 58-2- 133 58-2-134,
58-2-150, 58-2-155, 58-2-165, 58-2-180, 58-2-185 58-2-190, 58-2-200, 58-3-71,
58-3-75, 58-3-81, 58-3-105, 58-6-5, 58-7-21, 58-7-26, 58-7-30, 58-7-31, 58-7-50,
58-7-55, 58-7-140, 58-7-160, 58-7-162, 58-7-163, 58-7-165, 58-7-167, 58-7-168,

Page 4 House Bill 276 H276-CSRG-5 [v.1]
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58-7-170, 58-7-172, 58-7-173, 58-7-175, 58-7-179, 58-7-180, 58-7-183, 58-7-185,
58-7-187, 58-7-188, 58-7-192, 58-7-193, 587395-58-7-197, 58-7-200, and Articles
13, 19, and 34 of this Chapter. Annual financial statements required by G.S. 58-2-165
shall be filed by each pool within 60 days after the end of the pool's fiscal year, subject
to extension by the Commissioner." ,

SECTION 13. G.S. 58-47-80 reads as rewritten:

| "§ 58-47-80. Assets and invested assets.

Funds shall be held and invested by the board under G.S. 58 7-160, 58-7-162,
58-7-163, 58-7-165, 58-7-167, 58-7-168, 58-7-170, 58-7-172, 58-7-173, 58-7-178,
58-7-179, 58-7-180, 58-7-183, 58-7-185, 58-7-187, 58-7-188, 58-7—192, 58-7-193,
58-7195,-58-7-197, 58-7-200, and 58-19-10."

SECTION 14. G.S. 58-8-15 reads as rewritten:
"§ 58-8-15. Directors in mutual companies.
Every mutual insurance company shall elect by ballot a board of not less than seven

- directors, who shall manage and conduct its business and hold office for one year or for

such term as the bylaws provide and until their successors are qualified. The directors
need not be residents of this State or members of the company. In companies with a
guaranty capital, no more than-ene-half one-half of the directors shall be ehesen-elected
by and-frem-the stoekhelders-holders of guaranty capital, except where guaranty capital
holders are policyholders. Policyholders which are holders of guaranty capital shall be
entitled to one vote for each policy that person holds and one vote for each unit of
guaranty capital that person holds." -

SECTION 15. G.S. 58-8-20 reads as rewritten:

"§ 58-8-20. Mutual companies with a guaranty capital.

(8 A mutual insurance company formed as provided in Articles 1 through 64 of
this Chapter, in lieu of the contributed surplus required for the organization of mutual
companies under the provisions of G.S. 58-7-75, or a mutual insurance company now
existing, may, with the prior approval of the Commissioner, establish-tender a guaranty
capital offering of not less than fifty thousand dollars ($50,000), divided into shares
units of one hundred dollars ($100.00) each, which shall be invested in the same manner
as is provided in this Chapter for the investment of the capital stock of insurance
companies.

(al) Guaranty capital may be issued by an existing domestic mutual insurance
company only under the following terms and conditions:

(1) To aid and assist a financially troubled domestic mutual insurance

' company which otherwise faces rehabilitation or liquidation by this
Department; or :

(2) For any other reason as presented in a petition to the Commissioner
and which is found by the Commissioner to be reasonable, justifiable,
and in the best interest of all the policyholders of the company.

Guaranty capital issued under subdivision (2) of this subsection shall require written
notification of the action proposed by the board of directors of the company to be
mailed to the policyholders of the company not less than 30 days before the meeting
when the action may be taken. The written notification shall be advertised in two

H276-CSRG-5 [v.1] House Bill 276 Page 5
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newspapers of general circulation, approved by the Commissioner, not less than three
times a week for a period of not less than four weeks before the meeting. The written
notification to policyholders shall include a proxy statement to allow policyholders to
vote_on the proposed action without personal attendance at the meeting., and the
Commissioner shall approve both the written notification and the proxy statement. The
proposed action shall be effected by a vote of two-thirds of the policyholders voting
thereon in person or by proxy.

(b) The board of drrectors of a company may dee}afe—aﬂd-paydmdeﬂds—te—the

58-}9—39(69- dlstrlbute mterest to the holders of guaranty camtal in accordance w1th the
guaranty capital filing approved by the Department.

(c)  Fhe-guaranty-Guaranty capital shall be applied to the payment of losses only
when the company has exhausted its cash in hand and the invested assets, exclusive of
uncollected premiums, and when thus impaired, the directors may make good the whole
or any part of it by assessments upon the contmgent ﬁmds of the company at the date of
such 1mpa1rment n-the : a-merger—demutualizati th SRt

entitled to one Vote per unit of guaranty camtal Guaranty capital holders who are not

“policyholders are not entitled to- participate in the policyholder votes prescribed under

subdivision (al)(2) and subsection (e) of this section.

()  This—guaranty-Guaranty capital may be reduced or retired by vote of the
policyholders of the company and the assent of the Commissioner, if the net assets of
the company above its reserve and all other claims and obligations, exclusive of
guaranty capital, for two years immediately preceding and including the date of its last
annual statement, is not less than twenty-five percent (25%) of the guaranty capital. Due
notice of such proposed action on the part of the company must be mailed to each
policyholder of the company not less than 30 days before the meeting when the action
may be taken, and must also be advertised in two papers of general circulation,
approved by the Commissioner, not less than three times a week for a period of not less

than four weeks before such meetmg Ne—msaf&ﬁee—eempany—wﬁh—a—guafamy—eapna}

Page 6 House Bill 276 H276-CSRG-5 [v.1]
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(f)  No insurance company with guaranty capital shall distribute to its holders of
guaranty capital its assets, except as provided in the guaranty capital filing as approved
by the Commissioner.

(g) In the event of a merger, demutualization, or other event where the entity
ceases to exist, guaranty capital shall only be returned or repaid to the holders of
guaranty capital to the extent that the guaranty capital has been contributed together
with accrued interest as specified in the filing approved by the Commissioner."

SECTION 16. G.S. 58-8-50 reads as rewritten:
"8 58-8-50. Guaranty against assessments prohibited.

If any director, officer, or agent of a mutual insurance company, either officially or
privately, shall-give-gives a guarantee to a policyholder thereef-of the company against
an assessment to which sueh—that policyholder would otherwise be liable, he—the
director, officer, or agent shall be punished by a fine not exceeding ene-hundred-dolazs
£$1006-00)-one thousand dollars ($1.000) for each offense."

SECTION 17. G.S. 58-65-1 reads as rewritten:
"§ 58-65-1. Regulation and definitions; application of other laws; profit and
foreign corporations prohibited.

(a)  Any corporation organized under the general corporation laws of the State of
North Carolina for the purpose of maintaining and operating a nonprofit hospital or
medical or dental service plan whereby hospital care or medical or dental service may
be provided in whole or in part by the corporation or by hospitals, physicians, or
dentists participating in the plan, or plans, shall be governed by this Article and Article
66 of this Chapter and shall be exempt from all other provisions of the insurance laws of
this State, unless otherwise provided. -

The term "hospital service plan" as used in this Article and-Asticle-66-of this-Chapter
includes the contracting for certain fees for, or furnishing of, hospital care, laboratory
facilities, X-ray facilities, drugs, appliances, anesthesia, nursing care, operating and
obstetrical equipment, accommodations or any other services authorized or permitted to
be furnished by a hospital under the laws of the State of North Carolina and approved
by the North Carolina Hospital Association or the American Medical Association.

The term "medical service plan" as used in this Article and-Article-66-of this-Chapter
includes the contracting for the payment of fees toward, or furnishing of, medical,
obstetrical, surgical or any other professional services authorized or permitted to be
furnished by a duly licensed physician or other provider listed in G.S. 58-50-30. The
term "medical services plan" also includes the contracting for the payment of fees
toward, or furnishing of, professional medical services authorized or permitted to be
furnished by a duly licensed provider of health services licensed under Chapter 90-of the
General Statutes.

The term "dental service plan" as used in this Article and-Asticle-66-of this-Chapter

includes contracting for the payment 2ef of fees toward, or furnishing of dental or any
other professional services authorized or permitted to be furnished by a duly licensed
dentist.

The term "hospital service corporatlon as used in this Article and-Asrticle-66-of this
Chapter-is intended to mean any nonprofit corporation operating a hospital or medical

H276-CSRG-5 [v.1] House Bill 276 Page 7
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or dental service plan, as defined in this section. Any corporation organized and subject
to the provisions of this Asticle-and-Article-66-of this-Chapter-Article, the certificate of
incorporation of which authorizes the operation of either a hospital or medical or dental
service plan, or any or all of them, may, with the approval of the Cemmissioner—of
Insuranee;-Commissioner, issue subscribers' contracts or certificates approved by the
Commissioner of Insurance, for the payment of either hospital or medical or dental fees,
or the furnishing of such services, or any or all of them, and may enter into contracts
with hospitals for physicians or dentists, or any or all of them, for the furnishing of fees
or services respectively under a hospital or medical or dental service plan, or any or all
of them.

The term "preferred provider" as used in this Article and-Asticle-66-of this-Chapter

with respect to contracts, organizations, policies or otherwise means a health care

service provider who has agreed to accept, from a corporation organized for the

purposes authorized by this Article and-Asticle-66-ofthis-Chapter-or other applicable

law, special reimbursement terms in exchange for providing services to beneficiaries of

a plan administered pursuant to this Article—and-Asticle-66—of—this—Chapter—Article.
Except to the extent prohibited either by G.S. 58-65-140 or by rules premuleated
adopted by the Department—ofInsurance—Commissioner not inconsistent with this
Article-and-Article-66-of this-Chapter-Article, the contractual terms and conditions for

special reimbursement shall be those which the corporation and preferred provider find
to be mutually agreeable.
. 5 1

(b)  through (c) Repealed by Session Laws 2001-297.
5 g | Social Work and Li

(d)  No foreign or alien hospital or medical or dental service corporation as herein
defined shall be authorized to do business in this State." -

SECTION 18. G.S. 58-65-95(a) reads as rewritten:

"(a) Ne—eerperation—Corporations subject to this Article shall invest in amy
seeurtties-other-than-seeurities-_or hold only those assets permitted by Article 7 of this

Chapter for the-tnvestment-ofassets-oflife and health insurance companies.
SECTION 19. G.S. 58-67-5(i) reads as rewritten:

"(1) "Net worth" means the excess of total assets over the total 11ab111t1es and may
include borrowed funds that are repayable only from the net earned income of the health
maintenance organization and repayable only with the advance permission of the
Commissioner. For the purposes of this subsection, "assets" means (i) tangible assets

and (11) other investments permltted under G—S—S&é?—é&—pfei&deé—hewwef—{hat—the

5 8-67-60."
SECTION 20. G.S. 58-67-40 is repealed.
SECTION 21. G.S. 58-67-110 reads as rewritten:
"§ 58-67-110. Protection against insolvency.
(a)  The Commissioner shall require deposits in accordance with the provisions of
G.S. 58-67-25.

Page 8 House Bill 276 H276-CSRG-5 [v.1]
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(b)  Each full service med}eal—health mamtenance orgamzatlon shall maintain a
mlmmum net worth ef-s 3 hich chall he

efgam%aﬁeﬂ—vall—ﬂet—be—ha%afée&s—te—&s—eme}}ees- equal to the greater of one rmlhon

dollars ($1.000,000) or the amount required pursuant to the risk-based capital provisions
of Article 12 of this Chapter. Each single service health maintenance organization shall

maintain a minimum net worth equal to the greater of fifty thousand dollars ($50.000)
or that amount required pursuant to the risk-based capital provisions of Article 12 of this
Chapter.

(¢)  Every full service medical health maintenance organization shall have and
maintain at all times an adequate plan for protection against insolvency acceptable to
the Commissioner. In determining the adequacy of such a plan, the Commissioner may
consider:

(1) A reinsurance agreement preapproved by the Commissioner covering
excess loss, stop loss, or catastrophes. The agreement must provide
that the Commissioner will be notified no less than 60 days prior to
cancellation or reduction of coverage.

H276-CSRG-5 [v.1] House Bill 276 Page 9
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(2) A conversion policy or policies that will be offered by an insurer to, the
enrollees in the event of the health maintenance organization's
insolvency.

(3)  Any other arrangements offering protection against insolvency that the
Commissioner may require."

SECTION 22. G. S 58 67 140(a)(3) reads as rewrltten

"(3)

15-Is no longer ﬁnanc1ally respon81ble and may reasonably be expected
to be unable to meet its obligations to enroliees or prospective
enrollees."
SECTION 23. G.S. 58-67-140(a)(7) reads as rewritten:
"(7)  Has knowingly published or made to the Department or to the public
any false statement or report, including any report or any data that
serves as the basis for any report, required to be submitted under G-S-
38-3-210-G.S. 58-3-191."
SECTION 24. G.S. 58-47-65(a) reads as rewritten:
~“(a)  No group shall self-insure its workers' compensation liabilities under the Act
unless it is licensed by the Commissioner under this Part. This subsection does not
apply to a group that was organized and approved under the North Carolina law before
July 1. 1995, and whose authority to self-insure its workers’ compensation liabilities
under the Act has not terminated after that date.”
SECTION 25. G.S. 97-170(a) reads as rewritten: ,
“(a) No employer shall self-insure its workers' compensation liabilities under the
Act unless it is licensed by the Commissioner under this Article. This subsection does
not apply to an employer authorized to self-insure its workers’ compensation liabilities
under the Act prior to December 1, 1997, whose" authority to self-insure its workers’
compensation liabilities under the Act has not terminated after that date.”
SECTION 26(a). G.S. 58-3-100 reads as rewritten:
“§ 58-3-100. Insurance company licensing provisions.
(a)The Commissioner may, after notice and opportunity for
a hearing, revoke, suspend, restrict-orrefuse-to-renew or restrict the
license of any insurer if
(1) The insurer fails or refuses to comply with any
law, order or rule applicable to the insurer.
(2) The insurer's financial condition is unsound, or
its assets above its liabilities, exclusive of
capital, are less than the amount of its capital or
required minimum surplus.
(3) The insurer has published or made to the Department
or to the. public any false statement or report.
(4) The insurer or any of the insurer's officers,
directors, employees, or other representatives
refuse to submit to any examination authorized by
law or refuse to perform any legal obligation in

Page 10 House Bill 276 o H276-CSRG-5 [v.1]




0~} N bW —

H b DA A DB W W LW W WL W W WULWN RN DNDNDRNRDNDDNNDNN = e e e el bk et e d

GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 2003

relation to an examination.
(5) The insurer is found to make a practice of unduly
engaging in litigation or of delaying the
investigation of claims or the adjustment or
payment of valid claims.
(b) Any suspension-revecation-orrefusal-to-renrew suspension or revocation of an
insurer's license under this section may also be made applicable
to the license or registration of any individual regulated under
this Chapter who is a party to any of the causes for licensing
sanctions listed in subsection (a) of this section.”
SECTION 26(b). G.S. 58-4-15 reads as rewritten:
“§ 58-4-15. Revocation_or suspension of license.
The Commissioner may suspend—reveke—orrefuse-to-renew suspend or revoke the
license of any insurer failing to file its financial statement when due or within any
extension of time that the Commissioner, for good cause, may have granted.”

SECTION 26(c). G.S. 58-6-7 reads as rewritten:
“§ 58-6-7. Licenses: perpetual licensing: annual license continuation Annual-license fees

for insurance companies.
(a)ln order to do business in this State, an insurance company shall apply for and

obtain a license from the Commissioner-by-March—+ ef-each—-year—Cominissioner. The

license shall be perpetual and-become-effective-the-followinsJuly1-and-shall remainin
effectfor-one-year: shall continue in full force and effect. subject to timely paviment of

the annual license continuation fee in accordance with this Chapter and subject to any
other applicable provision of the insurance laws of this State. Except as provided in
subsection (b) of this section, the insurance company shall pay an-annual a fee for each
vear the license is in effect. as follows:

For each domestic farmer's mutual assessment fire insurance company....... $25.00

For each fraternal order............cooii i, 100.00

For each of all other insurance companies, except mutual burial associations taxed
under G.S. 1051210 . 1,000.00

The fees levied in this subsection are in addition to those specified in G.S. 58-6-5.

(b) When the paid-in capital stock or surplus, or both, of an insurance company, other
than a farmer's mutual assessment company or a fraternal order, does not exceed one
hundred thousand dollars ($100,000), the fee levied in this section shall be one-half the
amount specified.

(c) Upon payment of the fee specified above and the fees and taxes elsewhere
specified each insurance company, exchange, bureau, or agency, shall be entitled to do
the types of business specified in Chapter 58, of the General Statutes of North Carolina
as amended, to the extent authorized therein, except that: Insurance companies
authorized to do either the types of business specified for (i) life insurance companies,
or (i1) for fire and marine companies, or (i) for casualty and fidelity and surety
companies, in G.S. 58-7-73, which shall also do the types of business authorized in one
or both of the other of the above classifications shall in addition to the fees above
specified pay one hundred dollars ($100.00) for each such additional classification of

H276-CSRG-5 [v.1] House Bill 276 Page 11
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business done. All fees and charges collected by the Commissioner under this Chapter
are nonrefundable.
(d) Any rating bureau established by action of the General Assembly of North
Carolina shall be exempt from the fees in this section.”
SECTION 26(d). G.S. 58-6-15 reads as rewritten:
“§ 58-6-15. Lieenses—run—froem—July—F- Annual license continuation fee definition;

requirements.

M%LMMW@—%MM%W&—@H%WFm

purposes of this Chapter only, “annual license continuation fee” means the fee specified

in G.S. 58-6-7 submitted to the Commissioner for each vear the license is in effect after
the company’s vear of initial licensing. The annual license continuation fee must be
submitted on or before the first day of March on a form to be supplied by the
Commissioner- Commissioner each vear the license is to remain in effect. If the
Commissioner is satisfied Upen—satisfyring—himself-that the company has met all
requirements of law and appears to be financially selvent-he-shall forward-therenewal
heense—to-the—company: Any-company-which-deesnot-qualifi-—forarenewal-license
befew%ﬂbkdwﬂ—%&ﬁe—ée—b%mess%&am—e%eﬁh—@mehﬂaﬂ%mﬁ
—its—H i ¢ 1554 - solvent. the Commissioner
shall not revoke or quepend the license of the company and the company shall be
authorized to do business in this State, subject to all other applicable provisions of the
insurance laws of this State. Nothing contained in this section shall be interpreted as
applying to licenses issued to individual representatives of insurance companies.”
SECTION 26(e). G.S. 58-6-30 reads as rewritten:
“§ 58-15-30. License, surplus, and deposit requirements.

(a)No reciprocal shall engage in any insurance transaction in this State until it has
obtained a license to do so in accordance with the applicable provisions of Articles ]
through 64 of this Chapter. SuehThe license shall continue in full force and effect,
subject to timely payment of an annual license continuation fee in accordance with G.S.
58-6-7 and subject to any other applicable provisions of the insurance laws of this

State expire-on-the-last-day-of June-of each-year:

(b) No domestic or foreign reciprocal shall be licensed in this State unless it has a |

surplus to policyholders of at least eight hundred thousand dollars ($800,000); and no
abien reciprocal shall be licensed unless it has a trusteed surplus of at least eight hundred
thousand dollars ($800,000).

(c) Each domestic, foreign. or alien reciprocal licensed in this State must maintain a

minimum deposit with the Commissioner of at least one hundred thousand dollars -

($100,000) in cash or in value of securities of the kind specified in G.S. 58-5-15, which
shall be subject to the same conditions as contained in Article 5 of this Chapter.”
SECTION 26(f). G.S. 58-19-65 reads as rewritten:

“§ 58-19-65. Reveeation;-suspension-or-nonrenewal Revocation or suspension of insurer's

license.

Page 12 House Bill 276 H276-CSRG-5 [v.1]
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Whenever it appears to the Comnussioner that any person has committed a violation
of this Article that makes the continued operation of an insurer contrary to the interests
of policyholders or the public, the Commissioner may, after giving notice and an

opportunity to be heard, suspenrd—+eveoke—or-refuse—to—renew suspend or revoke such

insurer's license to do business in this State for such period as he finds is required for
the protection of policyholders or the public. Any such determination shall be
accompanied by specific findings of fact and conclusions of law.

SECTION 26(g). G.S. 58-24-130 reads as rewritten:
“§ 58-24-130. Annual Perpetual license.

v

aaﬂaaH-yub&t-m—&H—eases—%e—temﬁﬂ&te—eﬁ—ﬂaeﬁQ -éa—yef—feheﬁﬁeeeeéme—l&ﬂe——klewevef—
a license se-issued Subject to timely payment of the annual license continuation fee and
subject to anv other applicable provisions of the insurance laws of this State. a license,
other than a preliminary license, to a fraternal benefit society under this Article shall
continue in full force and effect-unti-the nrew-license-be-issued-or-specifically-refused:
effect.For each suech license errenewal the society shall pay the Commissioner the fee
specified in G.S. 58-6-5. The society shall pay the Commissioner, as an annual license
continuation fee and a condition of the continuation of the license, the fee specified in
G.S. 58-6-7 on or_ before the first day of March on a form to be supplied bv the
Commissioner. A duly certified copy or duplicate of suehthe license shall be prima facie
evidence that the licensee is a fraternal benefit society within the meaning of Articles 1
through 64 of this Chapter.”
SECTION 26(h). G.S. 58-26-10 reads as rewritten:

*§ 58-26-10. Financial statements and licenses required.

Title insurance companies are subject to G.S. 58-2-131, 58-2-132, 58-2-133, 58-2-
134, 58-2-165, 58-2-180, and 58-6-5. The Commissioner may require title insurance
companies to separately report their experience in insuring titles and in insuring closing
services. The license to do business in this State issued to a title insurance companyv
shall continue in full force and effect. subject to timely payment of the annual license
continuation fee in accordance with G.S. 58-6-7 and subject to any other applicable
provisions of the insurance laws of this State. The Commissioner shall annually license
such-companies-and-theiragents-the agents of title insurance companies.”

SECTION 26(i). G.S. 58-30-62 reads as rewritten:
“§ 58-30-62. Administrative supervision of insurers.

(a)As used in this section, an insurer has "exceeded its powers" when it: has refused to
permit examination of its books, papers, accounts, records or affairs by the
Commissioner; has in violation of G.S. 58-7-50 removed from this State books, papers,
accounts or records necessary for an examination of the insurer; has failed to comply
promptly with applicable financial reporting statutes or rules and related Department
requests; continues to transact the business of insurance after its license has been

revoked—suspended—or-noet-renewed_revoked or suspended by the Commissioner; by

contract or otherwise, has unlawfully, or has in violation of an order of the

H276-CSRG-S [v.1] House Bill 276 Page 13
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Commissioner, or has without first having obtained any legally required written
approval of the Commissioner, totally reinsured its entire outstanding business or
merged or consolidated substantially its entire property or business with another insurer;
has engaged in any transaction in which it is not authorized to engage under the laws of
this State; has not complied with G.S. 58-7-73; or has refused to comply with a lawful
order of the Commissioner. As used in this section, "Commissioner" includes an
authorized representative or designee of the Commissioner.”
SECTION 26(j). G.S. 58-65-55 reads as rewritten:

*“§ 58-65-55. Issuance of certificate.

(a) Before issuing or continuing any such license or certificate the Commissioner
may make such an examination or investigation as the Commissioner deems expedient.
The Commissioner shall issue a eertifieate-ofauthority-or-license upon the payment of a
an—annual fee of one thousand dollars ($1,000) and upon being satisfied on the
following points:

(1) The applicant is established as a bona fide
nonprofit hospital service corporation as defined
by this Article and Article 66 of this Chapter.

(2) The rates charged and benefits to be provided are
fair and reasonable.

(3) The amounts provided as working capital of the
corporation are repayable only out of eamed income
in excess of amounts paid and payable for operating
expenses and hospital and medical and/or dental
expenses and such reserve as the Department deems
adequate, as provided hereinafter.

(4) That the amount of money actually available for
working capital be sufficient to carry all
acquisition costs and operating expenses for a
reasonable period of time from the date of the
issuance of the certificate.

(b) -The eertificate—of-autherity-er-license shall continue in full force and effect,
subject to payment of an_annual license continuation fee of one thousand dollars
($1000), subject all other provisions of subsection (a) of this section. and subject to any
other applicable provisions of the insurance laws of this State.”

SECTION 26(k). G.S. 58-65-125 reads as rewritten:

“8§ 58-65-125. Revoeation;suspension;-andrefusal te-renew Revocation and suspension of

- license; unfair trade practices.

(a)The Commissioner may reveke-suspend—or+efuse-to-renewrevoke or suspend the

license of any service corporation if:
(1) The service corporation fails or refuses to comply with any law, order, or
rule applicable to the service corporation. '
(2)  The service corporation's financial condition is unsound.
(3)  The service corporation has published or made to the Department or to the
public any false statement or report.

Page 14 House Bill 276 H276-CSRG-5 [v.1]
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(4)  The service corporation refuses to submit to any examination authorized
by law.

(5)  The service corporation is found to make a practice of unduly engaging in
litigation or of delaving the mveqtlzatlon of claims or the adjustment or
paymenl of \ahd claxmq

(b) Any s : suspension or revocation of a service
corporation's hccme undcr '(h1§ section may also be made applicable to the license or
registration of any natural person regulated under this Chapter who is a party to any of the
causes for licensing sanctions listed in subsection (a) of this section.

(c) Article 63 of this Chapter applies to service corporations and their agents and
representatives.”

SECTION 26(1). G.S. 58-67-140 reads as rewritten:
“§ 58-67-140. Suspension or revocation of license.
(a)The Commissioner may suspend;revoke-orrefuseto
renewsuspend or revoke an HMO license if the Commissioner finds that the HMO:
(1) Is operating significantly in contravention of its

basic organizational document, or in a manner

contrary to that described in and reasonably

inferred from any other information submitted under

G.S. 58-67-10, unless amendments to such

submissions have been filed with and approved by

the Commissioner.

(2) Issues evidences of coverage or uses a schedule of
premiums for health care services that do not
comply with G.S. 58-67-30.

(3) No longer maintains the financial reserve specified

in G.S. 58-67-40 or is no longer financially

responsible and may reasonably be expected to be

unable to meet its obligations to enrollees or

prospective enrollees.

(4) Has itself or through any person on its behalf

advertised or merchandised its services in an

untrue, misrepresentative, misleading. deceptive or

unfair manner.

(5) Is operating in a manner that would be hazardous to
its enrollees.

(6) Knowingly or repeatedly fails or refuses to comply

with any law or rule applicable to the HMO or with

any order issued by the Commissioner after notice

and opportunity for a hearing.

(7) Has knowingly published or made to the Department

or to the public any false statement or report,

including any report or any data that serves as the

basis for any report, required to be submitted

under G.S. 58-3-210.”

H276-CSRG-5 [v.1] House Bill 276 Page 15
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SECTION 26(m). G.S. 58-67-160 reads as rewritten:
“§ 58-67-160. Fees.

Every health maintenance organization subject to this Article shall pay to the
Commissioner a fee of two hundred fifty dollars ($250.00) for filing an application for a
license and a an annual license continuation fee of one thousand dollars ($1,000) for
each license remewal license. . The license shall continue in full force and effect.
subject to timely payment of the annual license continuation fee in accordance with G.S.
58-6-7 and subject to any other applicable provisions of the insurance laws of this

State.”

SECTION 27. If any section or provision of this act is declared
unconstitutional, preempted, or otherwise invalid by the courts, it does not affect the
validity of the act as a whole or any part other than the part declared to be
unconstitutional, preempted, or otherwise invalid.

SECTION 28. Sections 26(a) through (m) become effective January 1, 2004,
and apply to all company licenses issued or otherwise eligible for ‘renewal or
continuation after that date. The remainder of this act becomes effective October 1,

2003.

Page 16 House Bill 276 H276-CSRG-5 [v.1]
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NORTH CAROLINA HOUSE OF REPRESENTATIVES Page 1 of 1

Joanna Mills (Rep. Setzer)

From: Carol Bowers (Rep. Holliman)
Sent:  Thursday, March 27, 2003 2:13 PM
Subject: House Insurance Committee Meeting 04-01-03

NORTH CAROLINA HOUSE OF REPRESENTATIVES
COMMITTEE MEETING NOTICE
AND
BILL SPONSOR NOTIFICATION
2003-2004 SESSION

You are hereby notified that the Committee on INSURANCE will meet as follows:

DAY & DATE: Tuesday, April 1, 2003
TIME: 10:00 AM
LOCATION: 425 LOB

The following bills will be considered (Bill # & Short Title & Bill Sponsor):
HB 253 - Continuing Care Ret./Tech. Changes.-AB - Rep. Setzer
HB 276 — Insurance Financial Amendments Omnibus.-AB — Rep. Setzer

Respectfully,

Representatives Holliman and Setzer
Chairs

I hereby certify this notice was filed by the committee assistant at the following offices at 2:15 PM on
March 27, 2003.

___Principal Clerk

___Reading Clerk - House Chamber

Carol Bowers (Committee Assistant)

3/27/2003



2003 COMMITTEE REPORT
HOUSE OF REPRESENTATIVES

The following report(s) from standing committee(s) is/are presented:
By Representatives Holliman and Setzer, (Chairs) for the Committee on INSURANCE.

] Committee Substitute for
HB. 253 A BILL TO BE ENTITLED AN ACT MAKE TECHNICAL AND RELATED
SUBSTANTIVE CHANGES TO THE .

CONTINUING CARE RETIREMENT (CCR) LAWS TO ELIMINATE THE
UNNECESSARY PROVISION ALLOWING FOR ACCREDITED BUT UNLICENSED
PROVIDERS OF CCR SERVICES; CHANGE REFERENCES FROM "FACILITY"
TO "PROVIDER" WHERE APPROPRIATE TO ACCOMMODATE THE SITUATION
'WHERE AN ENTITY OPERATES MORE THAN ONE FACILITY; CHANGE
"FORECAST" TO "FORECASTED" WHERE FOUND; CHANGE THE OPERATING
RESERVES STATUTE BY REWORDING SOME PROVISIONS TECHNICALLY;
CHANGE REFERENCES TO "REGISTRATION" OF A FACILITY TO
"LICENSURE"; MAKE GENDER NEUTRAL CHANGES TO THE CCR LAWS;
CLARIFY THAT A PROVIDER MUST HOLD SEMI-ANNUAL MEETINGS WITH
THE RESIDENTS OF EACH FACILITY OPERATED BY THE PROVIDER; AND
MAKE OTHER TECHNICAL AND CONFORMING CHANGES TO ARTICLE 64.

X With a favorable report.

. [ with a favorable report and recommendation that the bill be re-referred to the Committee on
Appropriations (] Finance [] .

' ] With a favorable report, as amended.

(] With a favorable report, as amended, and recommendation that the bill bé re-referred to the Committee
on Appropriations [_] Finance ]

O

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

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

With an unfavorable report.

With recommendation that the House concur.

With recommendation that the House do not concur.

With recommendation that the House do ﬁot concur; request conferees.

With recommendation that the House concur; committee believes bill to be material.
With an unfavorable report, with a Minority Report attached.

Without prejudice.

With an indefinite postponement report.

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

ODoooooocooo 0O

With recommendation that it be adopted. (HOUSE RESOLUTION ONLY)
: 03/19/03



MINUTES
HOUSE COMMITTEE ON INSURANCE

April 8,2003

The House Committee on Insurance met at 10:00 AM on April 8, 2003. The following Representatives
attended: Mitchell Setzer, Hugh Holliman, John Hall, Lucy Allen, Bobby Barbee, Charles Johnson, David
Lewis, Drew Saunders and William Wainwright.

Chair Hugh Holliman called the meeting to order. He introduced the pages, Brandy Hauser, Sponsored by
Rep. McGee, Amy McClellan, Sponsored by Rep. Marvin Lucas. He then introduced the Sergeant- At-
Arms, Bob Fowler, Charles Williams and Bill Sullivan. He then called on Rep. Hackney to introduce the
bill. HB-744- A BILL TO BE ENTITLED AN ACT TO MAKE SUBSTANTIVE AND TECHNICAL
AMENDMENTS IN THE LAWS CONCERNING INSURANCE COMPANY SOLVENCY. House Bill
744 amends various provisions law governing insurers and managed care organizations to require insurers
and the commissioner of Insurance to inform covered persons about the assistance that is available from the
Managed Care patient Assistance Program, which was established pursuant to S.L. 2001-446, the Managed
Care Patient Bill of Rights. The act becomes effective October 1, 2003. See the attachments.

.Representative Bobby Barbee made the motion for a favorable report. It passed unanimously.

Representative Setzer called on Frank Folger, Legislative Counsel for the Department of Insurance to
explain HB-276 A BILL TO BE ENTITLED AN ACT TO MAKE SUBSTANTIVE AND TECHNICAL
AMENDMENTS IN THE LAWS CONCERNING INSURANCE COMPANY SOLVENCY. Frank Folger
explained the bill. Rep. Saunders questioned the fact that the bill had 10 pages last time it was before the
committee and now it is I7 pages long. Mr. Folger explained that it did have a number of changes; however
these changes simply save the administration a tremendous amount of paper work. See attachment #2.

Representative John Hall moved for a favorable report, unfavorable to original bill. The bill passed
unanimously.

The Meeting was adjourned at 10: 40 AM

(22002 /N2 L
Mills, Committee Clegk
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SESSION 2003
H 1
HOUSE BILL 744*
Short Title: Managed Care Patient Assistance. (Public)

Sponsors:  Representatives Hackney; Alexander, Glazier, Harrell, Insko, Lucas,
Luebke, McLawhorn, Rapp, Ross, Wainwright, Weiss, and Womble.

Referred to: Insurance.

March 27, 2003

A BILL TO BE ENTITLED
AN ACT TO REQUIRE INSURERS TO INFORM COVERED PERSONS ABOUT
ASSISTANCE AVAILABLE FROM THE MANAGED CARE PATIENT
ASSISTANCE PROGRAM.
The General Assembly of North Carolina enacts:
SECTION 1. G.S. 58-50-61(h), (k), and (m) read as rewritten:
"§ 58-50-61. Utilization review.

(h)  Notice of Noncertification. — A written notification of a noncertification shall
include all reasons for the noncertification, including the clinical rationale, the
instructions for initiating a voluntary appeal or reconsideration of the noncertification,
and the instructions for requesting a written statement of the clinical review criteria used
to make the noncertification. An insurer shall provide the clinical review criteria used to
make the noncertification to any person who received the notification of the
noncertification and who follows the procedures for a request. An insurer shall also
inform the covered person in writing about the availability of assistance from the
Managed Care Patient Assistance Program, including the telephone number and address
of the Program.

(k)  Nonexpedited Appeals. — Within three business days after receiving a request
for a standard, nonexpedited appeal, the insurer shall provide the covered person with
the name, address, and telephone number of the coordinator and information on how to
submit written material. For standard, nonexpedited appeals, the insurer shall give
written notification of the decision, in clear terms, to the covered person and the covered
person's provider within 30 days after the insurer receives the request for an appeal. If
the decision is not in favor of the covered person, the written decision shall contain:

(1)  The professional qualifications and licensure of the person or persons
reviewing the appeal.
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(2) A statement of the reviewers' understanding of the reason for the
covered person's appeal.

(3)  The reviewers' decision in clear terms and the medical rationale in
sufficient detail for the covered person to respond further to the
insurer's position.

(4) A reference to the evidence or documentation that is the basis for the
decision, including the clinical review criteria used to make the
determination, and instructions for requesting the clinical review
criteria.

(5) A statement advising the covered person of the covered person's right
to request a second-level grievance review and a description of the
procedure for submitting a second-level grievance under G.S.
58-50-62.

(6) Notice of the availability of assistance from the Managed Care Patient
Assistance Program, including the telephone number and address of

the Program.

(m) Disclosure Requirements. — In the certificate of coverage and member
handbook provided to covered persons, an insurer shall include a clear and
comprehensive description of its utilization review procedures, including the procedures
for appealing noncertifications and a statement of the rights and responsibilities of
covered persons, including the voluntary nature of the appeal process, with respect to
those procedures. An insurer shall also include in the certificate of coverage and the
member handbook information about the availability of assistance from the Managed
Care Patient Assistance Program, including the telephone number and address of the
Program. An insurer shall include a summary of its utilization review procedures in
materials intended for prospective covered persons. An insurer shall print on its
membership cards a toll-free telephone number to call for utilization review purposes."

SECTION 2.(a) G.S. 58-50-62(c) reads as rewritten:

"(¢) Gnevance Procedures. — Every insurer shall have written procedures for
receiving and resolving grievances from covered persons. A description of the grievance
procedures shall be set forth in or attached to the certificate of coverage and member
handbook provided to covered persons. The description shall include a statement
informing the covered person that the grievance procedures are voluntary and shall also
inform the covered person about the availability of the Commissioner's office for
assistance, including the telephone number and address of the office. The description
shall also inform the covered person about the availability of assistance from the
Managed Care Patient Assistance Program, including the telephone number and address
of the Program."

SECTION 2.(b) G.S. 58-50-62(e)(2) reads as rewritten:
"(e) First-Level Grievance Review. — A covered person or a covered person's

‘provider acting on the covered person's behalf may submit a grievance.

Page 2 | House Bill 744*-First Edition
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(2)  An insurer shall issue a written decision, in clear terms, to the covered
person and, if applicable, to the covered person's provider, within 30
days after receiving a grievance. The person or persons reviewing the
grievance shall not be the same person or persons who initially
handled the matter that is the subject of the grievance and, if the issue
is a clinical one, at least one of whom shall be a medical doctor with
appropriate expertise to evaluate the matter. Except as provided in
subdivision (3) of this subsection, if the decision is not in favor of the
covered person, the written decision issued in a first-level grievance
review shall contain:

a.

b.
C.

[

The professional qualifications and licensure of the person or
persons reviewing the grievance.

A statement of the reviewers' understanding of the grievance.
The reviewers' decision in clear terms and the contractual basis
or medical rationale in sufficient detail for the covered person
to respond further to the insurer's position.

A reference to the evidence or documentation used as the basis
for the decision.

A statement advising the covered person of his or her right to
request a second-level grievance review and a description of the
procedure for submitting a second-level grievance under this
section.

Notice of the availability of assistance from the Managed Care
Patient Assistance Program, including the telephone number
and address of the Program."

SECTION 2.(c) G.S. 58-50-62(f)(1) reads as rewritten:

"(f) Second-Level Grievance Review. — An insurer shall establish a second-level
grievance review process for covered persons who are dissatisfied with the first-level
grievance review decision or a utilization review appeal decision. A covered person or
the covered person's provider acting on the covered person's behalf may submit a

second-level grievance.

(1)  An insurer shall, within 10 business days after receiving a request for a
second-level grievance review, make known to the covered person:

a.

b.

The name, address, and telephone number of a person
designated to coordinate the grievance review for the insurer.

A statement of a covered person's rights, which include the
right to request and receive from an insurer all information
relevant to the case; attend the second-level grievance review;
present his or her case to the review panel; submit supporting
materials before and at the review meeting; ask questions of any
member of the review panel; and be assisted or represented by a
person of his or her choice, which person may be without
limitation to: a provider, family member, employer

House Bill 744*-First Edition - Page 3



GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 2003

representative, or attorney. If the covered person chooses to be
represented by an attorney, the insurer may also be represented
by an attorney.

The availability of assistance from the Managed Care Patient \
Assistance Program, including the telephone number and
address of the Program. (

|

1"

SECTION 2.(d) G.S. 58-50-62(h) reads as rewritten:
"(h) Second-Level Grievance Review Decisions. — An insurer shall issue a written
10 decision to the covered person and, if applicable, to the covered person's provider,
11 within seven business days after completing the review meeting. The decision shall
12 include: ' :

00 ~3 O U AWM -

O

13 (1)  The professional qualifications and licensure of the members of the
14 review panel.

15 (2) A statement of the review panel's understanding of the nature of the
16 grievance and all pertinent facts.

17 (3)  The review panel's recommendation to the insurer and the rationale
18 behind that recommendation. ‘

19 (4) A description of or reference to the evidence or documentation
20 considered by the review panel in making the recommendation.

21 (5) In the review of a noncertification or other clinical matter, a written
22 statement of the clinical rationale, including the clinical review
23 criteria, that was used by the review panel to make the
24 recommendation.

25 (6) The rationale for the insurer's decision if it differs from the review
26 panel's recommendation. '

27 (7) A statement that the decision is the insurer's final determination in the
28 matter. In cases where the review concerned a noncertification and the
29 insurer's decision on the second-level grievance review is to uphold its
30 initial noncertification, a statement advising the covered person of his
31 or her right to request an external review and a description of the
32 procedure for submitting a request for external review to the
33 Commissioner of Insurance.

34 (8) Notice of the availability of the Commissioner's office for assistance,
35 including the telephone number and address of the Commissioner's
36 office.

37 (9) Notice of the availability of assistance from the Managed Care Patient
38 Assistance Program, including the telephone number and address of \
39 the Program."

40 SECTION 3. G.S. 58-50-80(b)(3) reads as rewritten: 4
41 "§58-50-80. Standard external review.

42

43 "(b) Upon receipt of a request for an external review under subsection (a) of this

44  section, the Commissioner shall, within 10 business days, complete all of the following:

Page 4 House Bill 744*-First Edition
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3)

Notify in writing the covered person and the covered person's provider
who performed or requested the service whether the request is
complete and whether the request has been accepted for external
review. If the request is complete and accepted for external review, the
notice shall include a copy of the information that the insurer provided
to the Commissioner pursuant to subdivision (b)(1) of this section, and
inform the covered person that the covered person may submit to the
assigned independent review organization in writing, within seven
days after the receipt of the notice, additional information and
supporting documentation relevant to the initial denial for the
organization to consider when conducting the external review. If the
covered person chooses to send additional information to the assigned
independent review organization, then the covered person shall at the
same time and by the same means, send a copy of that information to
the insurer. The Commissioner shall also notify the covered person in
writing of the availability of assistance from the Managed Care Patient
Assistance Program, including the telephone number and address of

the Program."

SECTION 4. This act becomes effective October 1, 2003, and applies to
actions taken by the insurer under the subsections of G.S. 58-50-61, 58-50-62, and
58-50-80 amended by this act, on and after that date. G.S. 58-50-61, as amended by this
act, applies to member handbooks printed after October 1, 2003.

House Bill 744*-First Edition Page §
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Managed Care Patient Assistance

BILL ANALYSIS
Committee: House Insurance . Introduced by: Rep. Hackney
Date: April 8, 2003 Summary by:  Linda Attarian
Version: Introduced ' . Committee Counsel

SUMMARY: House Bill 744 amends various provisions law governing insurers and managed care
organizations to require insurers and the Commissioner of Insurance to inform covered persons about the
assistance that is available from the Managed Care Patient Assistance Program, which was established
pursuant to S.L. 2001-446, the Managed Care Patient Bill of Rights. The act becomes effective October 1,

2003.

CURRENT LAW:  The General Assembly enacted Senate Bill 199, Managed Care Patient Bill of Rights in
the 2001 General Session. The legislation required insurers to implement numerous patient protection
measures and established a managed care patient assistance program (Program) to be administered by an
existing State agency that was to be designated by the Governor. In 2002, the Governor established the
program within the Office of the Attorney General. The Program has been up and operating since. The
purpose of the Program is to provide information and assistance to individuals enrolled in managed care plans.
The Program Director is required to publicize the Office.

BILL ANALYSIS:  The bill requires insurers to inform covered persons about the availability of the
assistance that is available from the Program, including its telephone number and address, at the following
points of communication between the insurer and the covered person: :

e At the time the insurer provides notice of "noncertification" — i.e., a notice that the insure will not
reimburse a particular covered service or admission due to a determination that the requested
covered health care service or admission does not meet the insurer's reimbursement requirements
(e.g., the services or admission does not meet the insurer's requirements of medical necessity,
appropriateness, etc.,).

* At the time the insurer provides written notification of its decision to deny the covered person's
appeal of a noncertification decision.

e In the certificate of coverage and the member's handbook.

 In the insurer's written procedures concerning for receiving and resolving grievances from covered
persons that are required to be included in the certificate of coverage and the member's handbook.

At the time the insurer provides written notification of its decision to deny a first-level grievance.

* At the time the insurer provides written notification of its decision concerning the second level
grievance review. .

The bill also requires the Commissioner of Insurance to notify the covered person about the Program at the
time the Commissioner informs the covered person whether the person's request for external review has been
accepted or not.

The bill is effective October 1, 2003 and the provisions apply to communications on or after that date.

<
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Managed Care Patient Assistance Program
Helping North Carolina - One ®Patient at a Time

What is the Managed Care Patient Assistance Program?

An important part of the Patient's Rights Legislation, the Managed Care Patient Assistance
Program was established in the office of Attorney General Roy Cooper by Governor Michael
Easley in July 2002. The Managed Care Patient Assistance Program serves to:

+ explain your rights as a heaith care consumer;

+ answer your questions about managed care;

+ advise you about the coverage provisions of your specific health care plan; and

* help you understand the utilization review process and grievance, appeal, and external
review procedures.

What is managed care?

Many people today have their health insurance provided through managed care organizations
(MCO). These organizations or plans are commonly called health maintenance.organizations
(HMO), preferred provider organizations (PPO) or point of service providers (POS).
Regardless of the type of MCO, the overall purpose is to enhance the cost-effectiveness and
quality of health care. Essentially, managed care plans act as the financial go-between or mediator
between health care providers, members and employer groups.

Managed care plans do not provide heaith care services, although they often require that your
health care be arranged and approved through a primary care physician. MCOs contract with
select groups of providers (physicians, hospitals, labs, home care, physical therapy and others)
to accept negotiated prices or fees for services. Providers who agree to accept these fees are
referred to as in-network providers and they agree not to bill patients the difference between the
contracted managed care plan fees and their normal charges. Providers who do not agree to
accept the lower fees are considered out- of-network providers. If you receive care from an
out-of-network provider, there is a chance that you may have to pay more money out of your
pocket than you would if you were to receive care from an in-network provider. Additionally, there
is the chance that your claims may not be paid at all. So it is critical to understand the type of
managed care plan that you have.

What can | do to understand my managed care plan?

Your plan has the right to limit certain types of care and will only reimburse your physician for care
that is considered medically necessary. Often disagreements between the insured, also called a
member, and the MCO occur because there is not a clear understanding of the scope of
insurance coverage. You need to understand this information BEFORE a problem arises so you,
the member, will be able to make effective decisions about your care and who will provide it. Read
over your member handbook and make notes regarding:

* When do | need a referral?

* What services and procedures are not covered?

+ Are any services cut off after a certain amount of use?

« What happens if | am traveling outside of the network?

* What are my out of pocket expenses or my co-pays, deductlbles or co-insurances?

Knowing the guidelines of your managed care plan will help make your plan work for you. If you
have any questions regarding your benefits or are experiencing trouble, first call your managed
care plan's member service department. Try to work out any misunderstandings you may have
with them. The telephone number should be listed on the back of your insurance card. Be sure to
note the person with whom you speak and any pertinent information that may have been provided
to you during your conversation.

MANAGED CARE PATIENT ASSISTANCE PROGRAM TELEPHONE: ToLL FREE INNC: 866-867-MCPA (6272)
CONSUMER PROTECTION DIVISION 919-733-MCPA (6272)
OFFICE OF ATTORNEY GENERAL ROY COOPER Fax: 919-733-6276
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What happens when my managed care plan denies a service?

Most of the time, managed care plans have the right to limit the care received and to only pay for
care that is considered medically necessary. The plan makes an initial determination as -to
whether a course of treatment is medically necessary through a process called utilization review.
If you and your doctor disagree with the plan’s determination, you have the right to appeal that
decision to the plan.

What are grievances, appeals and expedited appeals?

As a member of a managed care plan, you do have the right to appeal or challenge the medical
decisions of the plan. If you require services immediately because waiting could cause you to have
potential health risks, you may be entitled to have an expedited appeal. Your medical doctor will
assist you in establishing the criteria for an expedited appeal. A grievance or complaint is the
: “process in which you can voice a concern and seek a remedy about plan determinations that are
L i not based on medical decisions by their nature, grievances can not be expedited.

Wi ‘;I - What are my rights if my appeal is unsuccessful?

R North Carolina law gives you the additional right to receive an external review by outside experts
S if your MCO denies your appeal. The Department of Insurance is responsible for overseeing the

external review process. You may reach their offices at (toll-free) 1-877-885-0231.

i How can the Managed Care Patient Assistance Program help me?

; - PR ' Our office is here to assist you to understand your rights under your plan and under the law.
TR Contact us as early as possible during the appeals process so we can best help you.

When you are disputing a decision, we recommend that you provide your managed care plan and
our office with copies (you keep the originals) of the following information:

G Copy of the front and back of your insurance card

G Awritten description of the service or procedure that you wish covered (for a benefit
coverage complaint)

G Information supporting why the service should be covered (for a benefit coverage
complaint) .

G Recommendations and referrals from your doctor regarding why the treatment or
procedure should be covered -~

G References to the sections of the member contract or evidence of coverage that
apply to your situation

G Copies of all letters and notes from telephone calls that you have had with your
health plan.

G Include the names and tities of everyone with whom you have spoken.

=Please make sure that your name, address, telephone number and your health care provider's
name appears on your correspondence so that the staff at the MCO can contact you or your doctor.

MANAGED CARE PATIENT ASSISTANCE PROGRAM . TELEPHONE: ToLL FREE INNC: 866-867-MCPA (6272)
CONSUMER PROTECTION DIVISION 919-733-MCPA (6272)
. OFFICE OF ATTORNEY GENERAL ROY COOPER Fax: 819-733-6276
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‘ - HOUSE BILL 276
PROPOSED COMMITTEE SUBSTITUTE H276-CSRG-5 [v.2]

4/8/2003 8:55:41 AM

Short Title: Insurance Financial Amendments Omnibus.-AB (Public)
Sponsors:
Referred to:
March 6, 2003
A BILL TO BE ENTITLED

AN ACT TO MAKE SUBSTANTIVE AND TECHNICAL AMENDMENTS IN THE

LAWS CONCERNING INSURANCE COMPANY SOLVENCY.

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

"§ 58-5-5. Amount of deposits required of foreign or alien fire and/or marine
insurance companies.

Unless otherwise provided in this Article, every fire, marine, or fire and marine
insurance company chartered by any other state or foreign government shall make and
maintain deposits of securities with the Commissioner in the amount of #wenty-five
theusand-doHars($25,000})-one hundred thousand dollars ($100.000) market value."

SECTION 2. G.S. 58-5-10 reads as rewritten:
"§ 58-5-10. Amount of deposits required of foreign or alien fidelity, surety and
casualty insurance companies.

Unless otherwise provided in this Article, every fidelity, surety.or casualty insurance
company chartered by any other state or foreign government shall make and maintain
deposits of securities with the Commissioner in the amount of fift—thousand-deolars
£$56;0009-two hundred thousand dollars ($200.000) market value."

- SECTION 3. G.S. 58-5-50 reads as rewritten:
"§ 58-5-50. Deposits of foreign life insurance companies.
. In addition to other requirements of Articles 1 through 64 of this Chapter, all foreign
life insurance companies shall deposit securities, as specified in G.S. 58-5-20, having a

market value of ene-hundred-thousand-deHars{$1006,000)-four hundred thousand dollars
(3400.000) as a prerequisite of doing business in this State. All foreign life insurance

companies shall deposit an additional ene-hundred-thousand—deHars—{($+00;000)-two

hundred thousand dollars ($200.000) where such companies cannot show three years of
net operational gains prior to admission. Foreign life insurance companies that are
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licensed on or before the effective date of tlns section shall have one year from that date

to comply with this section.”
SECTION 4. G.S. 58-7-162(2) reads as rewritten:
"(2) Investments, securities, properties, and loans acquired or held in

accordance w1th this Chapter—and—in—connection—therewith—the

Fa N
ISR

Chapter."
SECTION 5. G.S. 58-7-162(5) and G.S. 58-7-162(7) are repealed.

SECTION 6. G.S. 58-7-162(12) reads as rewritten:
"(12) Electronic and mechanical machines, including operating and system

software constituting a management information system—ifthe-cost-of

the-systemis—atJeast twenty-five-thousanddeHars—($25.006)-but-not
more-than-two-pereent{2%)-of total-admitted-assetsthe cost-shall-be
. el o od ' ; i
years-system." v
SECTION 7. G.S. 58-7-163 reads as rewritten:
"§ 58-7-163. Assets not allowed. :
In addition to assets impliedly excluded by the provisions of G.S. 58-7-162, the
following expressly shall not be allowed as assets in any determination of the financial
condition of an insurer:

) g e . ike-intani
Page 2 House Bill 276 H276-CSRG-5 [v.2]
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)

(6)

(8)

®)

Advances (other than policy loans) to officers, directors, and
controlling stockholders, whether secured or not, and advances to
employees, agents, and other persons on personal security only.

Stock of the insurer or any material equity therein or loans secured
thereby, or any material proportionate interest in the stock acquired or
held through the ownership by the insurer of an interest in another
firm, corporation, or business unit.

‘The amount, if any, by which the aggregate book value of investments

as carried in the ledger assets of the insurer exceeds the aggregate
value of the investments as determined under this Chapter.

Bonds, notes, or other evidences of indebtedness that are secured by
mortgages or deeds of trust that are in default, to the extent of the cost
or carrying value that is in excess of the value as determined pursuant
to other provisions of this Chapter.

Certificates of eentributien contribution. surplus notes or other similar
evidences of indebtedness: indebtedness, to the extent that admission
of these investments results in the double counting of these
investments in the reporting entity's balance sheet.

Any asset that is encumbered in any manner unless the asset is
authorized under G.S. 58-7-187 or G.S. 58-7-162(13)."

SECTION 8. G.S. 58-7-192 reads as rewritten:
"§ 58-7-192. Valuation of securities and investments.

H276-CSRG-5 [v.

2] House Bill 276 Page 3
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ﬂ%e—iﬁsurer—{meet—

(d)  No valuations under-this-seetten-shall be greater than any applicable valuation
or method contained in the latest edition of the NAIC publications entitled “Valuations
ef—Securities”'Purposes and Procedures Manual of the NAIC Securities Valuation

Office" or the "Accounting Practices and Procedures Manual", unless the Commissioner
determines that another valuation method 1s appropriate when it results in a more

~conservative valuation.

SECTION 9. G.S. 58-7-193 reads as rewritten:
"§ 58-7- 193 Valuatlon of property

(c) Personal property acqulred pursuant to chattel mortgages made in accordance

- with G.S. 58-7-180 shall not be valued at an amount greater than the unpaid balance of

principal on the defaulted loan at the date of acquisition, or the fair market value of the
property, whichever amount is less.

(d) If the Commissioner and an insurer do not agree on the value of real or
personal property of an insurer, in carrying out the Commissioner's responsibilities
under this section, the Commissioner may retain the services of a qualified real or
personal property appraiser. The insurer shall reimburse the Commissioner for the costs
of the services of any appraiser incurred with respect to the Commissioner's
responsibilities under this section."

SECTION 10. G.S. 58-7-195 is repealed.
SECTION 11. G.S. 58-7-179(d) reads as rewritten:

"(d) In the case of a purchase monéy mortgage given to secure the purchase price
of real estate sold by the insurer, the amount lent or invested shall not exceed the unpaid
part of the purchase pﬁe&aﬂd—shﬂl—bﬁalueé&&aeemdaﬂee—w%h—G—S—é%gni"

SECTION 12. G.S.58-23-26(c) reads as rewritten: -

"(c) Each pool is subject to G.S. 58-2-131, 58-2-132, 58-2-133, 58-2-134,
58-2-150, 58-2-155, 58-2-165, 58-2-180, 58-2-185, 58-2-190, 58-2-200, 58-3-71,
58-3-75, 58-3-81, 58-3-105, 58-6-5, 58-7-21, 58-7-26, 58-7-30, 58-7-31, 58-7-50,
58-7-55, 58-7-140, 58-7-160, 58-7-162, 58-7-163, 58-7-165, 58-7-167, 58-7-168,

Page 4 House Bill 276 H276-CSRG-5 [v.2]
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58-7-170, 58-7-172, 58-7-173, 58-7-175, 58-7-179, 58-7-180, 58-7-183, 58-7-185,
58-7-187, 58-7-188, 58-7-192, 58-7-193, 38-71495.-58-7-197, 58-7-200, and Articles
13, 19, and 34 of this Chapter. Annual financial statements required by G.S. 58-2-165
shall be filed by each pool within 60 days after the end of the pool's fiscal year, subject
to extension by the Commissioner."

SECTION 13. G.S. 58-47-80 reads as rewritten:
"8 58-47-80. Assets and invested assets.

Funds shall be held and invested by the board under G.S. 58-7-160, 58-7-162,
58-7-163, 58-7-165, 58-7-167, 58-7-168, 58-7-170, 58-7-172, 58-7-173, -58-7-178,
58-7-179, 58-7-180, 58-7-183, 58-7-185, 58-7-187, 58-7-188, 58-7-192, 58-7-193,
58-7495-58-7-197, 58-7-200, and 58-19-10."

SECTION 14. G.S. 58-8-15 reads as rewritten:
"§ 58-8-15. Directors in mutual companies.

Every mutual insurance company shall elect by ballot a board of not less than seven
directors, who shall manage and conduct its business and hold office for one year or for
such term as the bylaws provide and until their successors are qualified. The directors
need not be residents of this State or members of the company. In companies with a
guaranty capital, no more than-ene-hatf one-half of the directors shall be ehesen-elected
by and-fremr-the steeckholders-holders of guaranty capital, except where guaranty capital
holders are policyholders. Policyholders which are holders of guaranty capital shall be
entitled to_one vote for each policy that person holds and one vote for each unit of
guaranty capital that person holds."

SECTION 15. G.S. 58-8-20 reads as rewritten:
"§ 58-8-20. Mutual companies with a guaranty capital.

(a) A mutual insurance company formed as provided in Articles 1 through 64 of
this Chapter, in lieu of the contributed surplus required for the organization of mutual
companies under the provisions of G.S. 58-7-75, or a mutual insurance company now
existing, may, with the prior approval of the Commissioner, establish-tender a guaranty
capital offering of not less than fifty thousand dollars ($50,000), divided into shares
units of one hundred dollars ($100.00) each, which shall be invested in the same manner
as is provided in this Chapter for the investment of the capital stock of insurance
companies.

(al) Guaranty capital may be issued by an existing domestic mutual insurance
company only under the following terms and conditions:

(1) To aid and assist a financially troubled domestic mutual insurance
company which otherwise faces rehabilitation or liquidation by this
_ Department: or
(2) For any other reason as presented in a petition to the Commissioner
and which is found by the Commissioner to be reasonable. justifiable,
and in the best interest of all the policyholders of the company.
Guaranty capital issued under subdivision (2) of this subsection shall require written
notification of the action proposed by the board of directors of the company to be
mailed to the policvholders of the company not less than 30 days before the meeting
when the action may be taken. The written notification shall be advertised in two

H276-CSRG-5 [v.2] . House Bill 276 Page 5
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newspapers of general circulation, approved by the Commissioner. not less than three
times a week for a period of not less than four weeks before the meeting. The written
notification to policyholders shall include a proxy statement to allow policyholders to
vote on the proposed action without personal attendance at the meeting, and the
Commissioner shall approve both the written notification and the proxv statement. The
proposed action shall be effected by a vote of two-thirds of the policyholders voting
thereon in person or by proxy.

(b) The board of directors of a company may dee}afe—aﬂd—paydﬁ-fdeads—%e—the _

38-19-30(e}- distribute interest to the holders of guaranty capital in accordance with the
guaranty capital filing approved by the Department.

(c)  Fhe-guaranty-Guaranty capital shall be applied to the payment of losses only
when the company has exhausted its cash in hand and the invested assets, exclusive of
uncollected premiums, and when thus impaired, the directors may make good the whole
or any part of it by assessments upon the contingent funds of the company at the date of

such 1mpa1rment %ﬁ%he—even{—ef—a—mewef—éeﬂm%uahﬁ%mn—epeﬁaef—eveme;e_me

tes: Guaranty camtal holders are
entitled to one vote per umt of guaranty capital. Guarantv capital holders who are not
policvholders are not entitled to participate in the policvholder votes prescribed under
subdivision (al)(2) and subsection (e) of this section.

(e)  This—euwaranty—Guaranty capital may be reduced or retired by vote of the
policyholders of the company and the assent of the Commissioner, if the net assets of
the company above its reserve and all other claims and obligations, exclusive of
guaranty capital, for two years immediately preceding and including the date of its last
annual statement, is not less than twenty-five percent (25%) of the guaranty capital. Due
notice of such proposed action on the part of the company must be mailed to each
policyholder of the company not less than 30 days before the meeting when the action
may be taken, and must also be advertised in two papers of general circulation,
approved by the Commissioner, not less than three times a week for a period of not less

than four weeks before such meetlng Ne—mwfaﬂee—eeﬁa-paﬂ-y—wﬁh—a—geawmy—eap&a}

Page 6 House Bill 276 H276-CSRG-5 [v.2]
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(f)  No insurance companyv with guaranty capital shall distribute to its holders of
guaranty capital its assets. except as provided in the guaranty capital filing as approved
by the Commissioner. :

(g) In_the event of a merger. demutualization. or other event where the entitv
ceases to exist. guaranty capital shall onlv be returned or repaid to the holders of
guaranty capital to the extent that the guaranty capital has been contributed together
with accrued interest as specified in the filing approved by the Commissioner."

SECTION 16. G.S. 58-8-50 reads as rewritten:
"§ 58-8-50. Guaranty against assessments prohibited.

If any director, officer, or agent of a mutual insurance company, either officially or
privately, shatl-give-gives a guarantee to a policyholder thereef-of the company against
an assessment to which sueh-that policyholder would otherwise be liable, he—the
director. officer. or agent shall be punished by a fine not exceeding ene-hundred-doHars
£-4H00-:00)-one thousand dollars ($1.000) for each offense."

SECTION 17. G.S. 58-65-1 reads as rewritten: _
"§ 58-65-1. Regulation and definitions; application of other laws; profit and
foreign corporations prohibited.

(a)  Any corporation organized under the general corporation laws of the State of
North Carolina for the purpose of maintaining and operating a nonprofit hospital or
medical or dental service plan whereby hospital care or medical or dental service may
be provided in whole or in part by the corporation or by hospitals, physicians, or
dentists participating in the plan, or plans, shall be governed by this Article and Article
66 of this Chapter and shall be exempt from all other provisions of the i insurance laws of
this State, unless otherwise provided.

The term "hospital service plan” as used in this Article
includes the contracting for certain fees for, or furnishing of, hospital care, laboratory
facilities, X-ray facilities, drugs, appliances, anesthesia, nursing care, operating and
obstetrical equipment, accommodations or any other services authorized or permitted to
be furnished by a hospital under the laws of the State of North Carolina and approved
by the North Carolina Hospital Association or the American Medical Association.

The term "medical service plan” as used in this Article and-Asticle-66-of this-Chapter
includes the contracting for the payment of fees toward, or furnishing of, medical,
obstetrical, surgical or any other professional services authorized or permitted to be
furnished by a duly licensed physician or other provider listed in G.S. 58-50-30. The
term "medical services plan" also includes the contracting for the payment of fees
toward, or furnishing of, professional medical services authorized or permitted to be
furnished by a duly licensed provider of health services licensed under Chapter 90 of the
General. Statutes.

The term "dental service plan" as used in this Article and-Article 66-of this-Chapter

includes contracting for the payment:2ef of fees toward, or furnishing of dental or any
other professional services authorized or permitted to be furnished by a duly licensed

dentist.
The term "hospital service corporation” as used in this Article aﬂéﬁmae—éé—ef—thm

Chapter-is intended to mean any nonprofit corporation operating a hospital or medical

H276-CSRG-5 [v.2] . House Bill 276 Page 7
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or dental service plan, as defined in this section. Any corporation organized and subject
to the provisions of this A+ticle-and-Article-66-of- this-Chapter—Article, the certificate of
incorporation of which authorizes the operation of either a hospital or medical or dental
service plan, or any or all of them, may, with the approval of the Ceommissioner—of
Insurance—Commissioner, issue subscribers' contracts or certificates approved by the
Commissioner of Insurance, for the payment of either hospital or medical or dental fees,
or the furnishing of such services, or any or all of them, and may enter into contracts
with hospitals for physicians or dentists, or any or all of them, for the furnishing of fees
or services respectively under a hospital or medical or.dental service plan, or any or all
of them.

The term "preferred prov1der" as used in this Article and-Article-66-of-this-Chapter
with respect to contracts, organizations, policies or otherwise means a health care
service provider who has agreed to accept, from a corporation organized for the
purposes authorized by this Article and-Article-66-ofthisChapter-or other applicable
law, special reimbursement terms in exchange for providing services to beneficiaries of

a plan administered pursuant to this Article—and-Article—66-of-this—Chapter—Article.
Except to the extent prohibited either by G.S. 58-65-140 or by rules premulsated

adopted by the Department—ofInsarance—Commissioner not inconsistent with this
Article-and-Article-66-of-this Chapter-Article, the contractual terms and conditions for

special reimbursement shall be those which the corporation and preferred provider find
to be mutually agreeable.

(b)  through (c) Repealed by Session Laws 2001-297.

(d) No foreign or alien hospital or medical or dental service corporation as herein
defined shall be authorized to do business in this State."

SECTION 18. G.S. 58-65-95(a) reads as rewritten:

"(a) Ne—eerperatton—Corporations subject to this Article shall invest in any
securities-other-thanseeurities—_or hold only those assets permitted by Article 7 of this
Chapter for the-investinent-of-assets-oflife and health insurance companies.

SECTION 19. G.S. 58-67-5(i) reads as rewritten:

"(1) "Net worth" means the excess of total assets over the total liabilities and may
include borrowed funds that are repayable only from the net earned income of the health
maintenance organization and repayable only with the advance permission of the
Commissioner. For the purposes of this subsection, "assets" means (i) tangible assets
and (ii) other investments permitted under G-5—58-67-60;provided;-however-that-the
depreciated—cost-of-officefurniture—and-equipment—in—the-principal-officeshallnot
exceed—ten—percent{(1H0%)—of ahealth—maintenance—orgamzatien's—aet—weorth: G.S.
58-67-60."

SECTION 20. G.S. 58-67-40 is repealed. ) ‘
SECTION 21. G.S. 58-67-110 reads as rewritten:
"8 58-67-110. Protection against insolvency.
(a) The Commissioner shall require deposits in accordance with the provisions of

G.S. 58-67-25.
Page 8 House Bill 276 H276-CSRG-5 [v.2]
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(b)  Each full service miedical-health mamtenance orgamzatlon shall maintain a
mlmmum net worth 5

mm&a&ea%%{—be%é&%—&e-%—emeﬂees— equal to the 0reater of one mllhon
dollars ($1.000.000) or the amount required pursuant to the risk-based capital provisions
of Article 12 of this Chapter. Each single service health maintenance organization shall
maintain a minimum net worth equal to the greater of fifty thousand dollars ($50.000)
or that amount required pursuant to the risk-based capital provisions of Article 12 of this

Chapter.

()  Every full service medical health maintenance organization shall have and
maintain at all times an adequate plan for protection against insolvency acceptable to
the Commissioner. In determining the adequacy of such a plan, the Commissioner may
consider:

(1) A reinsurance agreement preapproved by the Commissioner covering
excess loss, stop loss, or catastrophes. The agreement must provide -
that the Commissioner will be notified no less than 60 days prior to
cancellation or reduction of coverage.

H276-CSRG-5.[v.2]} House Bill 276 Page 9
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(2) A conversion policy or policies that will be offered by an insurer to the
enrollees in the event of the health maintenance organization's
insolvency.

(3)  Any other arrangements offering protection against insolvency that the
Commissioner may require."

SECTION 22. G.S. 58-67-140(a)(3) reads as rewritten:

"3) N o : o )

#s-Is no longer financially responsible and may reasonably be expected
to be unable to meet its obligations to enrollees or prospective
enrollees." :
SECTION 23. G.S. 58-67-140(a)(7) reads as rewritten:
"(7)  Has knowingly published or made to the Department or to the public
any false statement or report, including any report or any data that
serves as the basis for any report, required to be submitted under G-S-
58-3-210.G.S. 58-3-191."
SECTION 24. G.S. 58-47-65(a) reads as rewritten:

“(a)  No group shall self-insure its workers' compensation liabilities under the Act
unless it is licensed by the Commissioner under this Part. This subsection does not
apply to a group that was organized and approved under the North Carolina law before
July 1. 1995. and whose authority to self-insure its workers’ compensation liabilities
under the Act has not terminated after that date.”

SECTION 25. G.S. 97-170(a) reads as rewritten:
“(a) No employer shall self-insure its workers' compensation liabilities under the

Act unless it is licensed by the Commissioner under this Article. This subsection does

not apply to-an emplover authorized to self-insure its workers’ compensation liabilities
under the Act prior to December 1. 1997, whose authoritv to self-insure its workers’
compensation liabilities under the Act has not terminated after that date.”
SECTION 26(a). G.S. 58-3-100 reads as rewritten:
“§ 58-3-100. Insurance company licensing provisions.
(a)The Commissioner may, after notice and opportunity for

a hearing, revoke, suspend, restrict—orrefuse-torenew or restrict the

, license of any insurer if:

(1) The insurer fails or refuses to comply with any
law, order or rule applicable to the insurer.

(2) The insurer's financial condition is unsound, or
its assets above its liabilities, exclusive of
capital, are less than the amount of its capital or
required minimum surplus.

(3) The insurer has published or made to the Department
or to the public any false statement or report.

(4) The insurer or any of the insurer's officers,
directors, employees, or other representatives
refuse to submit to any examination authorized by
law or refuse to perform any legal obligation in

Page 10 House Bill 276 H276-CSRG-5 [v.2]
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relation to an examination.

(5) The insurer is found to make a practice of unduly
engaging in litigation or of delaying the
investigation of claims or the adjustment or
payment of valid claims.

(b) Any suspensionrevocation-orrefusal-to-renew suspension or revocation of an
insurer's license under this section may also be made applicable
to the license or registration of any individual regulated under
this Chapter who is a party to any of the causes for licensing
sanctions listed in subsection (a) of this section.”

SECTION 26(b). G.S. 58-4-15 reads as rewritten:
*§ 58-4-15. Revocation_or suspension of license.

The Commissioner may suspend—reveke—orrefuse-to-renew suspend or revoke the
license of any insurer failing to file its financial statement when due or within any
extension of time that the Commissioner, for good cause, may have granted.”

SECTION 26(c). G.S. 58-6-7 reads as rewritten:
“§ 58-6-7. Licenses: perpetual licensing: annual license continuation Annual-license fees
for insurance companies.

{a)In order to do business in this State, an insurance company shall apply for and

obtain a license from the Commissioner-by-March—+ ofeach—year—Commissioner. The
license shall be perpetual and-become-etfectve-the-folowing-July1-and-shallremainin

effectfor-one-year: shall continue in full force and effect, subject to timely payment of
the annual license continuation fee in accordance with this Chapter and subject to any
other applicable provision of the insurance laws of this State. Except as provided in
subsection (b) of this section, the insurance company shall pay an-annual a fee for each
vear the license is in effect. as follows:

For each domestic farmer's mutual assessment fire insurance company....... $ 25.00

For each fraternal Order. ... ...oviiii e 100.00

For each of all other insurance companies, except mutual burial associations taxed
UNder G.S. 105 2 . L 1,000.00

The fees levied in this subsection are in addition to those specified in G.S. 58-6-5.

(b) When the paid-in capital stock or surplus, or both, of an insurance company, other
than a farmer's mutual assessment company or a fraternal order, does not exceed one
hundred thousand dollars ($100,000), the fee levied in this section shall be one-half the
amount specified.

(c) Upon payment of the fee specified above and the fees and taxes elsewhere
specified each insurance company, exchange, bureau, or agency, shall be entitled to do
the types of business specified in Chapter 58, of the General Statutes of North Carolina
as amended, to the extent authorized therein, except that: Insurance companies
authorized to do either the types of business specified for (i) life insurance companies,
or (ii) for fire and marine companies, or (iii) for casualty and fidelity and surety
companies, in G.S. 58-7-75, which shall also do the types of business authorized in one
or both of the other of the above classifications shall in addition to the fees above
specified pay one hundred dollars ($100.00) for each such additional classification of

H276-CSRG-5 [v.2] House Bill 276 Page 11
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business done. All fees and charges collected by the Commissioner under this Chapter
are nonrefundable.
(d) Any rating bureau established by action of the Genelal Assembly of North
Carolina shall be exempt from the fees in this section.”
SECTION 26(d). G.S. 58-6-15 reads as rewritten:
“§ 58-6-15. Lieenses—run—from—July— Annual license continuation fee definition;

requirements.

%MMMW%%MHWW&HWFOI

purposes of this Chapter only. “annual license continuation fee™ means the fee specified
in G.S. 58-6-7 submitted to the Commissioner for each vear the license is in effect after
the company’s vear of initial licensing. The annual license continuation fee must be
submitted on or before the first day of March on a form to be supplied by the
Commissioner- Commissioner each vear the license 1s to remain in effect. If the
Commissioner is satisfied Ypen—satisfying—himself—that the company has met all
requirements of law and appears to be financially selvent-he-shall-forward-therepewal
license—to-the—company- Any—company-which-does—not-qualify for-a-renewal license
beforeJuby—-—shallceaseto—do-busiess—intheState—of North-Carolina—as—of- July1;
wiless—islicense-is-seonerrevoked-by-the-Commissioner: solvent, the Commissioner

shall not revoke or suspend the license of the company and the companv shall be

authorized to do business in this State, subject to all other applicable provisions of the

insurance laws of this State. Nothing contained in this section shall be interpreted as

applying to licenses issued to individual representatives of insurance companies.”
SECTION 26(e). G.S. 58-6-30 reads as rewritten:

8§ 58-15-30. License, surplus, and deposit requirements.

(a)No reciprocal shall engage in any insurance transaction in this State unt11 it has
obtained a license to do so in accordance with the applicable provisions of Articles 1
through 64 of this Chapter. SuehThe license shall continue in full force and effect.
subject to timely payment of an annual license continuation fee in accordance with G.S.
58-6-7 and subject to any ether applicable provisions of the insurance laws of this
State expire-on-the last-day-ofJune-of eachvear

(b) No domestic or foreign reciprocal shall be licensed in this State unless it has a
surplus to policyholders of at least eight hundred thousand dollars ($800,000); and no
alien reciprocal shall be licensed unless it has a trusteed surplus of at least eight hundred
thousand dollars ($800,000).

(c) Each domestic, foreign, or alien reciprocal-licensed in this State must maintain a
minimum deposit with the Commissioner of at least one hundred thousand dollars
($100,000) in cash or in value of securities of the kind specified in'G.S. 58-5-15, which
shall be subject to the same conditions as contained in Article 5 of this Chapter.”

SECTION 26(f). G.S. 58-19-65 reads as rewritten:

“§ 58-19-65. Reveeation;suspension;-or-nonrenewal Revocation or suspension of insurer's

license.

Page 12 House Bill 276 H276-CSRG-5 [v.2]
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Whenever it appears to the Commissioner that any person has committed a violation
of this Article that makes the continued operation of an insurer contrary to the interests
of policyholders or the public, the Commissioner may, after giving notice and an

opportunity to be heard, suspend—reveke—orrefuse-to-renew suspend or revoke such

msurer's license to do business in this State for such period as he finds is required for
the protection of policyholders or the public. Any such determination shall be
accompanied by specific findings of fact and conclusions of law.”

SECTION 26(g). G.S. 58-24-130 reads as rewritten:
“§ 58-24-130. Annual Perpetual license.

aﬂﬁuaﬂ-y—ba{—m—aﬂ—eases—te%emme-eﬂ—ﬂae%@ —éa*f—ef—%he—seeeeeéma—kme—%ewe»er-
& lieense se-issued Subject to timely payment of the annual license continuation fee and
subject to any other applicable provisions of the insurance laws of this State. a license.
other than a preliminary license. to a fraternal benefit societv under this Article shall
continue in full force and effectunti-the newlicense-be-issued-orspecificallyrefused:
effect.For each such license errenewal the society shall pay the Commissioner the fee
spectfied in G.S. 38-6-5. The society shall pay the Commissioner, as an annual license
continuation fee and a condition of the continuation of the license, the fee specified in
G.S. 58-6-7 on or before the first day of March on a form to be supplied bv the
Commissioner. A duly certified copy or duplicate of suehthe license shall be prima facie
evidence that the licensee is a fraternal benefit society within the meaning of Articles 1
through 64 of this Chapter.”
SECTION 26(h). G.S. 58-26-10 reads as rewritten:

“§ 58-26-10. Financial statements and licenses required.

Title insurance companies are subject to G.S. 58-2-131, 58-2-132, 58-2-133, 58-2-
134, 58-2-165, 58-2-180, and 58-6-5. The Commissioner may require title insurance
companies to separately report their experience in insuring titles and in insuring closing
services. The license to do business in this State issued to a title insurance company
shall continue in full force and effect, subject to timely pavment of the annual license
continuation fee in accordance with G.S. 58-6-7 and subject to any other applicable
provisions of the insurance laws of this State. The Commissioner shall annually hcense
such-companies-and-theiragents-the agents of title insurance companies.’

SECTION 26(i). G.S. 58-30-62 reads as rewritten:
“§ 58-30-62. Administrative supervision of insurers.

(a)As used in this section, an insurer has "exceeded its powers" when it: has refused to
permit examination of its books, papers, accounts, records or affairs by the
Commissioner; has in violation of G.S. 58-7-50 removed from this State books, papers,
accounts or records necessary for an examination of the insurer; has failed to comply
promptly with applicable financial reporting statutes or rules and related Department
requests; continues to transact the business of insurance after its license has been

revoked—suspended—ornotrenewed_revoked or suspended by the Commissioner; by

contract or otherwise, has unlawfully, or has in violation of an order of the

H276-CSRG-5 [v.2] House Bill 276 Page 13
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Commissioner, or has without first having obtained any legally required written
approval of the Commissioner, totally reinsured its entire outstanding business or
merged or consolidated substantially its entire property or business with another insurer;
has engaged in any transaction in which it is not authorized to engage under the laws of
this State; has not complied with G.S. 58-7-73; or has refused to comply with a lawful
order of the Commissioner. As used in this section, "Commissioner" includes an
authorized representative or designee of the Commissioner.”
SECTION 26(j). G.S. 58-65-55 reads as rewritten:

“§ 58-65-55. Issuance oef-eertifieate: and continuation of license.

(a) Before issuing or continuing any such license or certificate the Commissioner
may make such an examination or investigation as the Commissioner deems expedient.
The Commissioner shall issue a eertificate-ofauthority-or-license upon the payment of a
an—annual fee of one thousand dollars ($1,000) and upon being satisfied on the
following points:

(1) The applicant is established as a bona fide
nonprofit hospital service corporation as defined
by this Article and Article 66 of this Chapter.

(2) The rates charged and benefits to be provided are
fair and reasonable.

(3) The amounts provided as working capital of the
corporation are repayable only out of earned income
in excess of amounts paid and payable for operating
expenses and hospital and medical and/or dental
expenses and such reserve as the Department deems
adequate, as provided hereinafter.

(4) That the amount of money actually available for
working capital be sufficient to carry all
acquisition costs and operating expenses for a
reasonable period of time from the date of the
issuance of the certificate.

(b) The certificate—of authority—or-license shall continue in full force and effect,

subject to payment of an annual license continuation fee of one thousand dollars
($1000). subject all other provisions of subsection (a) of this section. and subject to any
other applicable provisions of the insurance laws of this State.”
SECTION 26(k). G.S. 58-65-125 reads as rewritten:
“§ 58-65-125. Revoeation;suspension;-apd-refusal-te-renew Revocation and suspension of
license; unfair trade practices.
(a)The Commissioner may
license of any service corporation 1t
(1)  The service corporation fails or refuses to comply with any law, order, or
rule applicable to the service corporation.
(2)  The service corporation's financial condition is unsound.
(3)  The service corporation has published or made to the Department or to the
public any false statement or report.

-revoke. or suspend the

Page 14 House Bill 276 H276-CSRG-5 [v.2]
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(4)  The service corporation refuses to submit to any examination authorized
by law.

(3)  The service corporation is found to make a practice of unduly engaging in
litigation or of delaying the investigation of claims or the adjustment or

pa)ment of v "111d clalmq
(b) Any 3 : suspension or revocation of a service

corporation's hceme undcr this section may also be made applicable to the license or
registration of any natural person regulated under this Chapter who is a party to any of the
causes for licensing sanctions listed in subsection (a) of this section.
(¢) Article 63 of this Chapter applies to service corporations and their agents and
representatives.”
SECTION 26(I). G.S. 58-67-140 reads as rewritten:
“§ 58-67-140. Suspension or revocation of license.
(a)The Commissioner may suspend-revoke-orrefuseto
renewsuspend or revoke an HMO license if the Commissioner finds that the HMO:
(1) Is operating significantly in contravention of its
basic organizational document, or in a manner
contrary to that described in and reasonably
inferred from any other information submitted under
G.S. 58-67-10, unless amendments to such
submissions have been filed with and approved by
the Commissioner.
(2) Issues evidences of coverage or uses a schedule of
premiums for health care services that do not
comply with G.S. 58-67-50.
(3) No longer maintains the financial reserve specified
in G.S. 58-67-40 or is no longer financially
responsible and may reasonably be expected to be
unable to meet its obligations to enrollees or
prospective enrollees.
(4) Has itself or through any person on its behalf
advertised or merchandised its services in an
untrue, misrepresentative, misleading, deceptive or
unfair manner.
(5) Is operating in a manner that would be hazardous to
its enrollees.
(6) Knowingly or repeatedly fails or refuses to comply
with any law or rule applicable to the HMO or with
any order issued by the Commissioner after notice
and opportunity for a hearing.
(7) Has knowingly published or made to the Department
or to the public any false statement or report,
including any report or any data that serves as the
basis for any report, required to be submltted
under G.S. 58-3-210.”

H276-CSRG-5 [v.2] House Bill 276 Page 15
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SECTION 26(m). G.S. 58-67-160 reads as rewritten:
“§ 58-67-160. Fees.

Every health maintenance organization subject to this Article shall pay to the
Comnussioner a fee of two hundred fifty dollars ($250.00) for filing an application for a
license and a an annual license continuation fee of one thousand dollars ($1,000) for
each heense repewalk: license. The license shall continue in full force and effect. subject
to timely payment of the annual license continuation fee in accordance with G.S. 58-6-7
and subject to any other applicable provisions of the insurance laws of this State.

SECTION 26(n). G.S. 58-67-20 reads as rewritten:
§ 58-67-20. Issuance efcertifieate: and continuation of license.

(a) Before issuing or continuing any such eertifieate;license, the Commissioner of -
Insurance may make such an examination or investigation as he deems expedient. The
Commissioner of Insurance shall issue a eertificate—ofautherity license upon the
payment of the application fee prescribed in G.S. 58-67-160 and upon being satisfied on
the following points:

(1) The applicant is established as a bona fide health maintenance

organization as defined by this Article;

(2) The rates charged and benefits to be provided are fair
and reasonable; ‘

(3) The amounts provided as working capital are repayable
only out of earned income in excess of amounts paid and
payable for operating expenses and expenses of providing
services and such reserve as the Department of Insurance
deems adequate, as provided hereinafter;

(4) That the amount of money actually available for working
capital be sufficient to carry all acquisition costs and
operating expenses for a reasonable period of time from
the date of the issuance of the eertificate license and that the
health maintenance organization is financially
responsible and may reasonably be expected to meet its
obligations to enrollees and prospective enrollees. Such
working capital shall initially be a minimum of one
million five hundred thousand dollars ($1,500,000) for
any full service medical health maintenance organization.
Initial working capital for a single service health
maintenance organization shall be a minimum of one
hundred thousand dollars ($100,000) or such higher amount
as the Commissioner shall determine to be adequate. \

(b) In making the determinations required under this section, the Commissioner
shall consider:

(1) The financial soundness of the health care plan's
arrangements for health care services and the schedule of
premiums used in connection therewith;

- (2) The adequacy of working capital;

Page 16 - ' House Bill 276 H276-CSRG-5 [v.2]
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(3) Any agreement with an insurer, a hospital or medical
service corporation, a government, or any other
organization for insuring the payment of the cost of
health care services or the provision for automatic
applicability of alternative coverage in the event of
discontinuance of the plan;

(4) Any agreement with providers for the provision of health
care services; and

(5) Any firm commitment of federal funds to the health
maintenance organization in the form of a grant, even
though such funds have not been paid to the health
maintenance organization, provided that the health
maintenance organization certifies to the Commissioner
that such funds have been committed, that such funds are
to be paid to the health maintenance organization with a
current fiscal year and that such funds may be used
directly for operating purposes and for the benefit of
enrollees of the health maintenance organization.

(c) A eertificate-of-authoritylicense shall be denied only after compliance with the
requirements of G.S. 58-67-155.”

SECTION 27. Sections 26(a) through (n) become effective January 1, 2004,
and apply io all company licenses issued or otherwise eligible for renewal or
continuation after that date. The remainder of this act becomes effective October 1,
2003.

H276-CSRG-5 [v.2] . House Bill 276 Page 17
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HOUSE BILL 276 :
PROPOSED COMMITTEE SUBSTITUTE H276-CSRG-5 [v.1]

3/31/2003 4:30:00 PM

Short Title: Insurance Financial Amendments Omnibus.-AB (Public)
Sponsors:
Referred to:
March 6, 2003
A BILL TO BE ENTITLED

AN ACT TO MAKE SUBSTANTIVE AND TECHNICAL AMENDMENTS IN THE

LAWS CONCERNING INSURANCE COMPANY SOLVENCY.

The General Assembly of North Carolina enacts:
SECTION 1. G.S. 58-5-5 reads as rewritten: :
"§ 58-5-5. Amount of deposits required of foreign or alien fire and/or marine
insurance companies.

Unless otherwise provided in this Article, every fire, marine, or fire and marine
insurance company chartered by any other state or foreign government shall make and
maintain deposits of securities with the Commissioner in the amount of twenty-five
theusand-doHars-($25;000)-one hundred thousand dollars ($100.000) market value."

SECTION 2. G.S. 58-5-10 reads as rewritten:
"§ 58-5-10. Amount of deposits required of foreign or alien fidelity, surety and
casualty insurance companies.

Unless otherwise provided in this Article, every fidelity, surety or casualty insurance
company chartered by any other state or foreign government shall' make and maintain
deposits of securities with the Commissioner in the amount of fifty-theusand-delars
{$50,000)-two hundred thousand dollars ($200,000) market value."

SECTION 3. G.S. 58-5-50 reads as rewritten:
"8 58-5-50. Deposits of foreign life insurance companies.

In addition to other requirements of Articles 1 through 64 of this Chapter, all foreign
life insurance companies shall deposit securities, as specified in G.S. 58-5-20, having a
market value of ene-hundred-thousand-deHars{($100;000)-four hundred thousand dollars
($400,000) as a prerequisite of doing business in this State. All foreign life insurance
companies shall deposit an additional ene-hundred-thousand-dellars—($1006;000)-two
hundred thousand dollars ($200.000) where such companies cannot show three years of
net operational gains prior to admission. Foreign life insurance companies that are




00 IO W B W KN

b e ek bk pmd bk ek fd ped
O 00 3O U A W N -~ O W

B A PSR WL LWL L LW W LW NN NN NDNND NN
H WD = OO0V ITONWV B WD = O VWO IO HAWDN—O

GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 2003

licensed on or before the effective date of this section shall have one year from that date

to comply with this section."
SECTION 4. G.S. 58-7-162(2) reads as rewritten:
"(2) Investments, securities, properties, and loans acquired or held in

accordance w1th this Chapter,—and—in—connection—therewith—the

SECTION 5. G.S. 58-7-162(5) and G.S. 58-7-162(7) are repealed.

SECTION 6. G.S. 58-7-162(12) reads as rewritten:
"(12) Electronic and mechanical machines, including operating and system

software const1tut1ng a management mformatlon system—if—the—eest—ef

years:system."
SECTION 7. G.S. 58-7-163 reads as rewritten:
"§ 58-7-163. Assets not allowed.
In addition to assets impliedly excluded by the provisions of G.S. 58-7-162, the
following expressly shall not be allowed as assets in any determination of the financial

condition of an insurer:

Page 2 House Bill 276 H276-CSRG-5 [v.1]
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)

€)

(5)

(6)

(8)

)

Advances (other than policy loans) to officers, directors, and
controlling stockholders, whether secured or not, and advances to
employees, agents, and other persons on personal security only.

Stock of the insurer or any material equity therein or loans secured
thereby, or any material proportionate interest in the stock acquired or
held through the ownership by the insurer of an interest in another
firm, corporation, or business unit.

a

The amount, if any, by which the aggregate book value of investments
as carried in the ledger assets of the insurer exceeds the aggregate
value of the investments as determined under this Chapter.

Bonds, notes, or other evidences of indebtedness that are secured by
mortgages or deeds of trust that are in default, to the extent of the cost
or carrying value that is in excess of the value as determined pursuant
to other provisions of this Chapter.

. Prepaid-and-deferred-expenses:

Certificates of eentribution contribution, surplus notes or other similar
evidences of indebtedness: indebtedness, to the extent that admission
of these investments results in the double counting of these
investments in the reporting entity's balance sheet.

Any asset that is encumbered in any manner unless the asset is
authorized under G.S. 58-7-187 or G.S. 58-7-162(13)."

SECTION 8. G.S. 58-7-192 reads as rewritten:

"§ 58-7-192. Valuation of securities and investments.

@

H276-CSRG-5 [v.1] House Bill 276 Page 3
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(d)  No valuations under-this-section-shall be greater than any applicable valuation
or method contained in the latest edition of the NAIC publications entitled "Valuations
of Securities""Purposes and Procedures Manual of the NAIC Securities Valuation
Office" or the "Accounting Practices and Procedures Manual", unless the Commissioner
determines that another valuation method is appropriate when it results in a more
conservative valuation.
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(c)  Personal property acquired pursuant to chattel mortgages made in accordance
with G.S. 58-7-180 shall not be valued at an amount greater than the unpaid balance of
principal on the defaulted loan at the date of acquisition, or the fair market value of the
property, whichever amount is less.

(d) If the Commissioner and an insurer do not agree on the value of real or
personal property of an insurer, in carrying out the Commissioner's responsibilities
under this section, the Commissioner may retain the services of a qualified real or
personal property appraiser. The insurer shall reimburse the Commissioner for the costs
of the services of any appraiser incurred with respect to the Commissioner's
responsibilities under this section."

SECTION 10. G.S. 58-7-195 is repealed.
SECTION 11. G.S. 58-7-179(d) reads as rewritten:

"(d) Inthe case of a purchase money mortgage given to secure the purchase price
of real estate sold by the insurer, the amount lent or invested shall not exceed the unpaid
part of the purchase psi ' i -price."

SECTION 12. G.S. 58-23-26(c) reads as rewritten:

"(c) Each pool is subject to G.S. 58-2-131, 58-2-132, 58-2-133, 58-2-134,
58-2-150, 58-2-155, 58-2-165, 58-2-180, 58-2-185, 58-2-190, 58-2-200, 58-3-71,
58-3-75, 58-3-81, 58-3-105, 58-6-5, 58-7-21, 58-7-26, 58-7-30, 58-7-31, 58-7-50,
58-7-55, 58-7-140, 58-7-160, 58-7-162, 58-7-163, 58-7-165, 58-7-167, 58-7-168,
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58-7-170, 58-7-172, 58-7-173, 58-7-175, 58-7-179, 58-7-180, 58-7-183, 58-7-185,
58-7-187, 58-7-188, 58-7-192, 58-7-193, 58-71495,-58-7-197, 58-7-200, and Articles
13, 19, and 34 of this Chapter. Annual financial statements required by G.S. 58-2-165
shall be filed by each pool within 60 days after the end of the pool's fiscal year, subject
to extension by the Commissioner."

SECTION 13. G.S. 58-47-80 reads as rewritten:

- "§ 58-47-80. Assets and invested assets.

Funds shall be held and invested by the board under G.S. 58-7-160, 58-7-162,
58-7-163, 58-7-165, 58-7-167, 58-7-168, 58-7-170, 58-7-172, 58-7-173, 58-7-178,
58-7-179, 58-7-180, 58-7-183, 58-7-185, 58-7-187, 58-7-188, 58-7-192, 58-7-193,
58-7-195-58-7-197, 58-7-200, and 58-19-10."

SECTION 14. G.S. 58-8-15 reads as rewritten:
"§ 58-8-15. Directors in mutual companies.

Every mutual insurance company shall elect by ballot a board of not less than seven
directors, who shall manage and conduct its business and hold office for one year or for
such term as the bylaws provide and until their successors are qualified. The directors
need not be residents of this State or members of the company. In companies with a
guaranty capital, no more than-ene-half one-half of the directors shall be ehesen-elected
by and-frem-the steekholders:-holders of guaranty capital, except where guaranty capital
holders are policyholders. Policyholders which are holders of guaranty capital shall be
entitled to one vote for each policy that person holds and one vote for each unit of
guaranty capital that person holds."

SECTION 15. G.S. 58-8-20 reads as rewritten:
"§ 58-8-20. Mutual companies with a guaranty capital.

(@ A mutual insurance company formed as provided in Articles 1 through 64 of
this Chapter, in lieu of the contributed surplus required for the organization of mutual
companies under the provisions of G.S. 58-7-75, or a mutual insurance company now
existing, may, with the prior approval of the Commissioner, establish-tender a guaranty
capital offering of not less than fifty thousand dollars ($50,000), divided into shares
units of one hundred dollars ($100.00) each, which shall be invested in the same manner
as is provided in this Chapter for the investment of the capital stock of insurance
companies.

(al) Guaranty capital may be issued by an existing domestic mutual insurance
company only under the following terms and conditions:

(1) To aid and assist a financially troubled domestic mutual insurance
company which otherwise faces rehabilitation or liquidation by this
Department; or '

(2) For any other reason as presented in a petition to the Commissioner
and which is found by the Commissioner to be reasonable, justifiable,

and in the best interest of all the policyholders of the company.
Guaranty capital issued under subdivision (2) of this subsection shall require written
notification of the action proposed by the board of directors of the company to be
mailed to the policyholders of the company not less than 30 days before the meeting
when the action may be taken. The written notification shall be advertised in two

H276-CSRG-5 [v.1] House Bill 276 Page 5
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newspapers of general circulation, approved by the Commissioner, not less than three
times a week for a period of not less than four weeks before the meeting. The written
notification to policyholders shall include a proxy statement to allow policyholders to
vote _on the proposed action without personal attendance at the meeting. and the
Commissioner shall approve both the written notification and the proxy statement. The
proposed action shall be effected by a vote of two-thirds of the policvholders voting
thereon in person or by proxy.

(b) The board of directors of a company may deelafe—&nd—paydwrdends—te—ﬂae

58—1—9—39(0—)— dlstnbute mterest to the holders of guaranty capltal n accordance with the

guaranty capital filing approved by the Department.

(c)  Theguaranty-Guaranty capital shall be applied to the payment of losses only
when the company has exhausted its cash in hand and the invested assets, exclusive of
uncollected premiums, and when thus impaired, the directors may make good the whole
or any part of it by assessments upon the contlngent funds of the company at the date of
such 1mpa1rment n-the-ev G FRErser—4d : th SRt

entitled to one vote per unit of guarantv camtal Guaranty capital holders who are not

policyholders are not entitled to participate in the policyholder votes prescribed under
subdivision (al)(2) and subsection (e) of this section.

(e)  This—guaranty-Guaranty capital may be reduced or retired by vote of the
policyholders of the company and the assent of the Commissioner, if the net assets of
the company above its reserve and all other claims and obligations, exclusive of
guaranty capital, for two years immediately preceding and including the date of its last
annual statement, is not less than twenty-five percent (25%) of the guaranty capital. Due
notice of such proposed action on the part of the company must be mailed to each
policyholder of the company not less than 30 days before the meeting when the action
may be taken, and must also be advertised in two papers of general circulation,
approved by the Commissioner, not less than three times a week for a period of not less

than four weeks before such meetmg Ne—msaranee—eempaﬂy—w&h—a—guafaﬂey—eapﬁal

Page 6 House Bill 276 H276-CSRG-5 [v.1]
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(f)  No insurance company with guaranty capital shall distribute to its holders of
guaranty capital its assets, except as provided in the guaranty capital filing as approved
by the Commissioner.

(g) In the event of a merger. demutualization, or other event where the entity
ceases to exist, guaranty capital shall only be returned or repaid to the holders of
guaranty capital to the extent that the guaranty capital has been contributed together
with accrued interest as specified in the filing approved by the Commissioner."

SECTION 16. G.S. 58-8-50 reads as rewritten:
"§ 58-8-50. Guaranty against assessments prohibited.

If any director, officer, or agent of a mutual insurance company, either officially or
privately, shall-give-gives a guarantee to a policyholder thereof-of the company against
an assessment to which sueh—that policyholder would otherwise be liable, he—the
director, officer, or agent shall be punished by a fine not exceeding ene-hundred-deltars
($100-003-one thousand dollars ($1.000) for each offense.”

SECTION 17. G.S. 58-65-1 reads as rewritten:
"§ 58-65-1. Regulation and definitions; application of other laws; profit and
foreign corporations prohibited.

(a)  Any corporation organized under the general corporation laws of the State of
North Carolina for the purpose of maintaining and operating a nonprofit hospital or
medical or dental service plan whereby hospital care or medical or dental service may
be provided in whole or in part by the corporation or by hospitals, physicians, or
dentists participating in the plan, or plans, shall be governed by this Article and Article
66 of this Chapter and shall be exempt from all other provisions of the insurance laws of
this State, unless otherwise provided.

The term "hospital service plan" as used in this Article aﬂdrAdﬂele-ééeﬁhts—Ghapter
includes the contracting for certain fees for, or furnishing of, hospital care, laboratory
facilities, X-ray facilities, drugs, appliances, anesthesia, nursing care, operating and
obstetrical equipment, accommodations or any other services authorized or permitted to
be furnished by a hospital under the laws of the State of North Carolina and approved
by the North Carolina Hospital Association or the American Medical Association.

The term "medical service plan" as used in this Article and-Article-66-of this-Chapter
includes the contracting for the payment of fees toward, or furnishing of, medical,
obstetrical, surgical or any other professional services authorized or permitted to be
furnished by a duly licensed physician or other provider listed in G.S. 58-50-30. The
term "medical services plan" also includes the contracting for the payment of fees
toward, or furnishing of, professional medical services authorized or permitted to be
furnished by a duly licensed provider of health services licensed under Chapter 90 of the
General Statutes.

The term "dental service plan" as used in this Article and-Article-66-ofthis-Chapter
includes contracting for the payment 2ef of fees toward, or furnishing of dental or any
other professional services authorized or permitted to be furnished by a duly hcensed
dentist.

The term "hospital service corporation” as used in this Article and-Article-66-ofthis
Chapter-is intended to mean any nonprofit corporation operating a hospital or medical

H276-CSRG-5 [v.1] House Bill 276 Page 7
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or dental service plan, as defined in this section. Any corporation organized and subject
to the provisions of this Asti i i -Article, the certificate of
incorporation of which authorizes the operation of either a hospital or medical or dental
service plan, or any or all of them, may, with the approval of the Commissioner—of
Insuranee-Commissioner, issue subscribers' contracts or certificates approved by the
Commissioner of Insurance, for the payment of either hospital or medical or dental fees,
or the furnishing of such services, or any or all of them, and may enter into contracts
with hospitals for physicians or dentists, or any or all of them, for the furnishing of fees
or services respectively under a hospital or medical or dental service plan, or any or all
of them.
The term "preferred provider" as used in this Article

with respect to contracts, organizations, policies or otherwise means a health care

_service provider who has agreed to accept, from a corporation organized for the

purposes authorized by this Article and-Asticle-66-of-this-Chapteror other applicable

law, special reimbursement terms in exchange for providing services to beneficiaries of
a plan administered pursuant to this Article-and-Article66-of this Chapter—Article.
Except to the extent prohibited either by G.S. 58-65-140 or by rules premulgated

adopted by the Department—of-Insurance—Commissioner not inconsistent with this

Article-and-Article-66-of this-Chapter-Article, the contractual terms and conditions for

special reimbursement shall be those which the corporation and preferred provider find
to be mutually agreeable. :
” g l o

(b)  through (c) Repealed by Session Laws 2001-297.
. 15 | Social Work and. Li

(d)  No foreign or alien hospital or medical or dental service corporation as herein
defined shall be authorized to do business in this State."

SECTION 18. G.S. 58-65-95(a) reads as rewritten:

"(a) Ne—corporation—Corporations subject to this Article shall invest in any
securities-other-than-seeurities- or hold only those assets permitted by Article 7 of this
Chapter for the-investrnent-ofassets-of life and health insurance companies.

SECTION 19. G.S. 58-67-5(i) reads as rewritten:

- "(1)  "Net worth" means the excess of total assets over the total liabilities and may
include borrowed funds that are repayable only from the net earned income of the health
maintenance organization and repayable only with the advance permission of the
Commissioner. For the purposes of this subsection, "assets" means (1) tangible assets
and (ii) other investments permitted under G-S- : tded;

58-67-60."
SECTION 20. G.S. 58-67-40 is repealed.
SECTION 21. G.S. 58-67-110 reads as rewritten:
"§ 58-67-110. Protection against insolvency.
(@  The Commissioner shall require deposits in accordance with the provisions of
G.S. 58-67-25. ‘

Page 8 House Bill 276 H276-CSRG-5 [v.1]
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(b)  Each full service med*eal—health malntenance orgamzatlon shall maintain a
mlmmum net worth efs 33 hich-shall-be

efgam-zaﬁeﬂ—mﬂ—ﬂet—be—hazafdeas—%e%s—eﬂfe}lees- equal to the greater of one Imlhon

dollars ($1,000.000) or the amount required pursuant to the risk-based capital provisions
of Article 12 of this Chapter. Each single service health maintenance organization shall

maintain a minimum net worth equal to the greater of fifty thousand dollars ($50.000)
or that amount required pursuant to the risk-based capital provisions of Article 12 of this

Chapter.

(e)  Every full service medical health maintenance organization shall have and
maintain at all times an adequate plan for protection against insolvency acceptable to
the Commissioner. In determining the adequacy of such a plan, the Commissioner may
consider:

(1) A reinsurance agreement preapproved by the Commissioner covering
excess loss, stop loss, or.catastrophes. The agreement must provide
that the Commissioner will be notified no less than 60 days prior to
cancellation or reduction of coverage.

H276-CSRG-5 [v.1] House Bill 276 Page 9
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(2) A conversion policy or policies that will be offered by an insurer to the
enrollees in the event of the health maintenance organization's
insolvency.

(3)  Any other arrangements offering protection against insolvency that the
Commissioner may require."”

SECTION 22. G. S 58 67 140(a)(3) reads as rewntten

5-Is no longer ﬁnan01ally respons1ble and may reasonably be expected
to be unable to meet its obligations to enrollees or prospective
enrollees."

SECTION 23. G.S. 58-67-140(a)(7) reads as rewritten:

"(7) Has knowingly published or made to the Department or to the public
any false statement or report, including any report or any data that
serves as the basis for any report, required to be submitted under G-S-
583-236:G.S. 58-3-191."

SECTION 24. G.S. 58-47-65(a) reads as rewritten:

“(a) No group shall self-insure its workers' compensation liabilities under the Act
unless it is licensed by the Commissioner under this Part. This subsection does not
apply to a group that was organized and approved under the North Carolina law before
July 1. 1995, and whose authority to self-insure its workers’ compensation liabilities
under the Act has not terminated after that date.”

| SECTION 25. G.S. 97-170(a) reads as rewritten:

“(a) No employer shall self-insure its workers' compensation liabilities under the
Act unless it is licensed by the Commissioner under this Article. This subsection does
not applv to an emplover authorized to self-insure its workers’ compensation liabilities
under the Act prior to December 1, 1997, whose authority to self-insure its workers’
compensation liabilities under the Act has not terminated after that date.”

SECTION 26(a). G.S. 58-3-100 reads as rewritten:

“§ 58-3-100. Insurance company licensing provisions.
(a)The Commissioner may. after notice and opportunity for
a hearing, revoke, suspend, resfnet—e;—r—efuse—te—veﬂe% or restrict the
license of any insurer if:
(1) The insurer fails or refuses to comply with any
law, order or rule applicable to the insurer.
(2) The insurer's financial condition is unsound, or
its assets above its liabilities, exclusive of
capital, are less than the amount of its capital or
required minimum surplus.
(3) The insurer has published or made to the Department
or to the public any false statement or report.
(4) The insurer or any of the insurer's officers,
directors, employees, or other representatives
refuse to submit to any examination authorized by
law or refuse to perform any legal obligation in

Page 10 House Bill 276 H276-CSRG-5 [v.1]
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relation to an examination.

(5) The insurer is found to make a practice of unduly
engaging in litigation or of delaying the
investigation of claims or the adjustment or
payment of valid claims.

(b) Any suspenston-revocation-orrefusal-te-renew suspension or revocation of an
insurer's license under this section may also be made applicable
to the license or registration of any individual regulated under
this Chapter who is a party to any of the causes for licensing
sanctions listed in subsection (a) of this section.”

SECTION 26(b). G.S. 58-4-15 reads as rewritten:
*§ 58-4-15. Revocation_or suspension of license.

The Commissioner may suspend:—reveke—orrefuse-torenew suspend or revoke the
license of any insurer failing to file its financial statement when due or within any
extension of time that the Commissioner, for good cause, may have granted.”

SECTION 26(c). G.S. 58-6-7 reads as rewritten:
“§ 58-6-7. Licenses: perpetual licensing: annual license continuation Annual-license fees
for insurance companies.

(a)ln order to do business in this State, an insurance company shall apply for and

obtain a license from the Commuissionerby-March—- of-each—year—Commissioner. The

license shall be perpetual and-beconte-effective-the-followinsJuly1and-shallremain-in
effectfor-ene-year- shall continue in full force and effect, subject to timely payment of

the annual license continuation fee in accordance with this Chapter and subject to any
other applicable provision of the insurance laws of this State. Except as provided in
subsection (b) of this section, the insurance company shall pay an-annual a fee for each
vear the license 1s in effect. as follows:

For each domestic farmer's mutual assessment fire insurance company....... $ 25.00

For each fraternal order..............cooiiiiiiiiiii i 100.00

For each of all other insurance companies, except mutual burial associations taxed
under G.S. 10512 L. L. 1,000.00

The fees levied in this subsection are in addition to those specified in G.S. 58-6-5.

(b) When the paid-in capital stock or surplus, or both, of an insurance company, other
than a farmer's mutual assessment company or a fraternal order, does not exceed one
hundred thousand dollars ($100,000), the fee levied in this section shall be one-half the
amount specified.

(c) Upon payment of the fee specified above and the fees and taxes elsewhere
specified each insurance company, exchange, bureau. or agency, shall be entitled to do
the types of business specified in Chapter 58, of the General Statutes of North Carolina
as amended, to the extent authorized therein, except that: Insurance companies
authorized to do either the types of business specified for (i) life insurance companies,
or (ii) for fire and marine companies, or (iii) for casualty and fidelity and surety
companies, in G.S. 58-7-75, which shall also do the types of business authorized in one
or both of the other of the above classifications shall in addition to the fees above
specified pay one hundred dollars ($100.00) for each such additional classification of

H276-CSRG-5 [v.1] House Bill 276 Page 11



0~ N WU W N

GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 2003

business done. All fees and charges collected by the Commissioner under this Chapter
are nonrefundable.
(d) Any rating bureau established by action of the General Assembly of North
Carolina shall be exempt from the fees in this section.”
SECTION 26(d). G.S. 58-6-15 reads as rewritten: -
“§ 58-6-15. Licenses—run—from—Jduly—1 Annual license continuation fee definition:
requirements. ,

ﬂﬂ@%h—&—@ﬁhﬁ—@h&p{&%pmeeﬁ—fe%ﬂ%e#{he—eem@afmme%]

purposes of this Chapter only. “annual license continuation fee” means the fee specified

in G.S. 58-6-7 submitted to the Commissioner for each vear the license is in effect after
the company’s vear of initial licensing. The annual license continuation fee must be
submitted on or before the first day of March on a form to be supplied by the
Commissioner: Commissioner each vear the license is to remain in effect. If the

Commissioner is satisfied Upon—satisfyine—himselfthat the company has met all
requirements of law and appears to be financially selvent-he-shall forward-therenewal

MWW%%%WM%M%

solvent. the Comnnsqloner

shall not rev oke or suspend the license of the company and the company shall be

authorized to do business in this State, subject to all other applicable provisions of the

insurance laws of this State. Nothing contained in this section shall be interpreted as

applying to licenses issued to individual representatives of insurance companies.”
SECTION 26(e). G.S. 58-6-30 reads as rewritten:

“§ 58-15-30. License, surplus, and deposit requirements.

(a)No reciprocal shall engage in any insurance transaction in this State until it has
obtained a license to do so in accordance with the applicable provisions of Articles |
through 64 of this Chapter. SuehThe license shall continue in full force and effect.
subject to timely payment of an annual license continuation fee in accordance with G.S.
58-6-7 and subject to any other applicable provisions of the insurance laws of this
State.expire-on-the-last-dav-of June-of each-year:

(b) No domestic or foreign reciprocal shall be licensed in this State unless it has a
surplus to policyholders of at least eight hundred thousand dollars ($800,000); and no
alien reciprocal shall be licensed unless it has a trusteed surplus of at least eight hundred
thousand dollars ($800,000).

(c) Each domestic, foreign, or alien reciprocal licensed in this State must maintain a
minimum deposit with the Commissioner of at least one hundred thousand dollars
($100,000) in cash or in value of securities of the kind specified in G.S. 58-5-15, which
shall be subject to the same conditions as contained in Article 5 of this Chapter.”

SECTION 26(f). G.S. 58-19-65 reads as rewritten:

“§ 58-19-65. Revoeation;suspension;-or-nonrenewal Revocation or suspension of insurer's

license.

Page 12 House Bill 276 H276-CSRG-5 [v.1]
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Whenever it appears to the Commissioner that any person has committed a violation
of this Article that makes the continued operation of an insurer contrary to the interests
of policyholders or the public, the Commissioner may, after giving notice and an

opportunity to be heard, suspend—revoke—orrefuse-to—renew suspend or revoke such

insurer's license to do business in this State for such period as he finds is required for
the protection of policyholders or the public. Any such determination shall be
accompanied by specific findings of fact and conclusions of law.

SECTION 26(g). G.S. 58-24-130 reads as rewritten:
*§ 58-24-130. Annual Perpetual license.

"

& heeﬂ&e se-issued Subject to timely payment of the annual license contmuatlon fee and
subject to any other applicable provisions of the insurance laws of this State. a license,
other than a preliminarv license, to a fraternal benefit societv under this Article shall
continue 1n full force and effeet-untit-the pewlicense-be-issued-or-specificallyrefused:
effect.For each such license er+enewal the society shall pay the Commissioner the fee
specified in G.S. 58-6-5. The society shall pay the Commissioner, as an annual license
continuation fee and a condition of the continuation of the license, the fee specified in
G.S. 58-6-7 on or before the first day of March on a form to be supplied by the
Commissioner. A duly certified copy or duplicate of suehthe license shall be prima facie
evidence that the licensee is a fraternal benefit society within the meaning of Articles 1
through 64 of this Chapter.”
SECTION 26(h). G.S. 58-26-10 reads as rewritten:

*“§ 58-26-10. Financial statements and licenses required.

Title insurance companies are subject to G.S. 58-2-131, 58-2-132, 58-2-133, 58-2-
134, 58-2-165, 58-2-180, and 58-6-5. The Commissioner may require title insurance
companies to separately report their experience in insuring titles and in insuring closing
services. The license to do business in this State issued to a title insurance company
shall continue in full force and effect, subject to timely payment of the annual license
continuation fee in accordance with G.S. 58-6-7 and subject to any otlier applicable
provisions of the insurance laws of this State. The Commissioner shall annually license
such-companies-and-their-agents-the agents of title insurance companies.”

- SECTION 26(i). G.S. 58-30-62 reads as rewritten:
“§ 58-30-62. Administrative supervision of insurers.

(a)As used in this section, an insurer has "exceeded its powers" when it: has refused to
permit examination of its books, papers, accounts, records or affairs by the
Commissioner; has in violation of G.S. 58-7-50 removed from this State books, papers,
accounts or records necessary for an examination of the insurer; has failed to comply
promptly with applicable financial reporting statutes or rules and related Department
requests; continues to transact the business of insurance after its license has been

revoked:—suspended—or—notrenewed_revoked or suspended by the Commissioner; by

contract or otherwise, has unlawfully, or has in violation of an order of the

H276-CSRG-5 [v.1] House Bill 276 ' Page 13
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Commissioner, or has without first having obtained any legally required written
approval of the Commissioner, totally reinsured its entire outstanding business or
merged or consolidated substantially its entire property or business with another insurer;
has engaged in any transaction in which it is not authorized to engage under the laws of
this State; has not complied with G.S. 58-7-73; or has refused to comply with a lawful
order of the Commissioner. As used in this section, "Commissioner” includes an
authorized representative or designee of the Commissioner.”
SECTION 26(j). G.S. 58-65-55 reads as rewritten:

“§ 58-65-55. Issuance of certificate.

(a) Before issuing or continuing any such license or certificate the Commissioner
may make such an examination or investigation as the Commissioner deems expedient.
The Commissioner shall issue a eertificate-ofautherity-er-license upon the payment of a
an—annual fee of one thousand dollars ($1,000) and upon being satisfied on the
following points:

(1) The applicant is established as a bona fide
nonprofit hospital service corporation as defined
by this Article and Article 66 of this Chapter.

(2) The rates charged and benefits to be provided are
fair and reasonable.

(3) The amounts provided as working capital of the
corporation are repayable only out of earned income
in excess of amounts paid and payable for operating
expenses and hospital and medical and/or dental
expenses and such reserve as the Department deems
adequate, as provided hereinafter.

(4) That the amount of money actually available for
working capital be sufficient to carry all
acquisition costs and operating expenses for a
reasonable period of time from the date of the
1ssuance of the certificate.

(b) The eertificate—ofautherity—or-license shall continue in full force and effect,
subject to payment of an annual license continuation fee of one thousand dollars
($1000), subject all other provisions of subsection (a) of this section. and subject to any
other applicable provisions of the insurance laws of this State.”

SECTION 26(k). G.S. 58-65-125 reads as rewritten:

“§ 58-65-125. Revoeations-suspensionsand-refusal-te-renew Revocation and suspension of

license; unfair trade practices.
(a)The Commissioner may m&&eke—s&sper%eﬁdse—te—x:eﬂewrevoke or suspend the
license of any service corporation if:
(1) The service corporation fails or refuses to comply with any law, order, or
rule applicable to the service corporation.
(2)  The service corporation's financial condition is unsound.
(3)  The service corporation has published or made to the Department or to the
public any false statement or report.

Page 14 House Bill 276 H276-CSRG-5 [v.1]
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(4)  The service corporation refuses to submit to any examination authorized
by law.
(5)  The service corporation is found to make a practice of unduly engaging in
litigation or of delaying the investigation of claims or the adjustment or
payment of v ahd clalmq
(b) Any - : suspension or revocation of a service
corporation's l1ccnqe undcr this SCCUOD may also be made applicable to the license or
registration ot any natural person regulated under this Chapter who is a party to any of the
causes for licensing sanctions listed in subsection (a) of this section.
(c) Article 6‘» of this Chapter applies to service corporations and their agents and
representatives.”
SECTION 26(1). G.S. 58-67-140 reads as rewritten:
“§ 58-67-140. Suspension or revocation of license.
(a)The Commissioner may suspend;revoke-orrefuseto
renewsuspend or revoke an HMO license if the Commissioner finds that the HMO:
(1) Is operating significantly in contravention of its
basic organizational document, or in a manner
contrary to that described in and reasonably
inferred from any other information submitted under
G.S. 58-67-10, unless amendments to such
submissions have been filed with and approved by
the Commissioner.
(2) Issues evidences of coverage or uses a schedule of
premiums for health care services that do not
comply with G.S. 58-67-30.
(3) No longer maintains the financial reserve specified
in G.S. 58-67-40 or is no longer financially
responsible and may reasonably be expected to be
unable to meet its obligations to enrollees or
prospective enrollees.
(4) Has itself or through any person on its behalf
advertised or merchandised its services in an
untrue, misrepresentative, misleading, deceptive or
unfair manner.
(5) Is operating in a manner that would be hazardous to
its enrollees.
(6) Knowingly or repeatedly fails or refuses to comply
with any law or rule applicable to the HMO or with
any order issued by the Commissioner after notice
and opportunity for a hearing.
(7) Has knowingly published or made to the Department
or to the public any false statement or report,
including any report or any data that serves as the
basis for any report, required to be submitted
under G.S. 58-3-210.”

H276-CSRG-5 [v.1] House Bill 276 Page 15
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SECTION 26(m). G.S. 58-67-160 reads as rewritten:
“§ 58-67-160. Fees.

Every health maintenance organization subject to this Article shall pay to the
Commissioner a fee of two hundred fifty dollars ($250.00) for filing an application for a
license and & an annual license continuation fee of one thousand dollars ($1,000) for
cach tieense remewal: license. . The license shall continue in full force and effect,
subject to timely payment of the annual license continuation fee in accordance with G.S.

58-6-7 and subject to any other applicable provisions of the msurance laws of this
State.”

SECTION 27. If any section or provision of this act is declared
unconstitutional, preempted, or otherwise invalid by the courts, it does not affect the
validity of the act as a whole or any part other than the part declared to be
unconstitutional, preempted, or otherwise invalid.

SECTION 28. Sections 26(a) through (m) become effective January I, 2004,
and apply to all company licenses issued or otherwise eligible for renewal or

continuation after that date. The remainder of this act becomes effective October 1,
2003. '

Page 16 House Bill 276 H276-CSRG-5 [v.1]




SECTION-BY SECTION SUMMARY HOUSE BILL 276-INSURANCE
FINANCIAL AMENDMENTS OMNIBUS

Sections 1. through 3. Amendments to Initial Deposits Laws.

Section 1. Increases initial deposit required from foreign or alien fire, marine,
and fire and marine insurers from $25,000 to $100,000.

Section 2. Increases initial deposit required from foreign or alien fidelity, surety
or casualty insurers from $50,000 to $200,000.

Section 3. Increases initial deposit required from foreign life insurers from
$100,000 to $400,000 and an additional $200,000 rather than $100,000 when the insurer
cannot show three years of operational gains before admission.

Sections 4. through 13. Conform N.C. Law in Article 7- General Domestic
Insurance Companies — to the Statements of Statutory Accounting Principles
adopted by the NAIC. Note: pursuant to G.S. 58-2-165(c), all financial statements
filed under that section must be in accordance with the appropriate procedures and
standards adopted by the NAIC unless a different standard or procedure is set
forth. These changes remove conflicts between N.C. law and the NAIC SSAPs.

Section 4. repeals G.S. 58-7-162(2)(a),(b),(c),(d),(e),(f), and (g) to remove all
specially designated provisions regarding certain investments, securities, properties and
loans acquired or held governing assets allowable or admitted for determining the
financial condition of an insurer.

Section 5. repeals G.S. 58-7-162 (5) and G.S. 58-7-162 (7) to conform NC law
with the SSAPs regarding non-admission of uncollected direct bill premiums and
installment premiums more than 90 days old.

Ssection 6. Removes a provision in G.S. 58-7-162(12) placing certain criteria on
the counting of electronic and mechanical machines in order to conform to the respective
SSAP.

Section 7. repeals G.S. 58-7-163(1),(4),(7), and (8) specifying certain items such
as “goodwill” and “certificates of contribution” that must be non-admitted assets, to
conform with the SSAP rules which conflict with NC law.

Section 8. repeals G.S. 58-7-192(a),(b),(c),(e) and portions of (d), governing the
valuation of securities and investments, to remove certain inconsistencies with the
SSAPs, to clarify that the valuations limitations are not restricted to that particular statute
but apply throughout the Chapter, and to update cross-reference to the appropriate NAIC
publication. i

Section 9. Repeals G.S. 58-7-193(a) and (b) governing valuation of real property
to remove conflicts with SSAPs.

Section 10. Repeals G.S. 58-7-195, governing valuation of purchase money
mortgages(PPMs) to default to the SSAP rules on PPMs.



Section 11. amends G.S. 58-7-179 (d) to remove reference to G.S. 58-7-195,
which is repealed by Section 10 of the bill.

Section 12. amends G.S. 58-23-26(c) to remove reference to G.S. 58-7-195,
which is repealed by Section 10 of the bill.

Section 13. amends G.S. 58-47-80 to remove reference to G.S. 58-7-195, which is
repealed by Section 10 of the bill.

Sections 14. through 16. Amendments to Article 8 — Mutual Insurance Companies.

Section 14. Amends G.S. 58-8-15, governing directors of mutual insurers, to
prohibit more than one half of directors of guaranty capital companies from being elected
by guaranty capital holders (investors) unless those guaranty capital holders are also
policyholders. The amendment further provides that, for guaranty capital companies,
policyholders who are also guaranty capital holders are entitle to one vote for each policy
the person holds and one vote for each unit of guaranty capital the person holds.

Section 15. Amends G.S. 58-8-20, which sets forth special rules for mutual
insurers with guaranty capital, to:

e Make minor technical wording changes.

e Codify an existing rule to only allow a domestic mutual insurer to issue
_guaranty capital if: (1) it will aid a financially troubles insurer otherwise facing
rehabilitation or liquidation by the Department; or (ii) for any reason presented
in a petition to the Commissioner and which the Commissioner finds to be
reasonable, justifiable and in the best interest of policyholders. This
codification included notice —to-policyholder provisions required if the insurer
has to petition the Commissioner to be eligible to issue guaranty capital.

¢ C(Clarify that holders of guaranty capital receive “interest” not “dividends’ and
that the distribution of interest must be in accordance with the insurer filing
with the Commissioner.

e Reorganize the statute by moving two provisions, one in subsection (c)
governing repayment of guaranty capital in the event the insurer is merged,
demutualized or otherwise ceases to exist, and another in subsection (e)
restricting asset distribution until all policy obligations have been met, to two
new subsections, (g) and (f) respectively.

e Amend subsection (d) of the statute consistent with previous changes
regarding voting rights of guaranty capital holders and prohibit guaranty
capital holders, unless they are also policyholders, from participating in a vote
to petition the Commissioner to allow issuance of more guaranty capital stock
‘and from participating in any vote to reduce or retire guaranty capital, when
the criteria for such a vote have been satisfied pursuant to subsection (e).



¢

Section 16. Increases the penalty from a maximum fine of $100 to $1000 for a
director, officer or agent of a guaranty capital insurer who gives a policyholder a guaranty
against an assessment in violation of G.S. 58-8-50.

Section 17. Amends G.S. 58-65-1, setting forth regulations and definitions
applicable to the insurance laws governing hospital, medical and dental service
corporations (BCBS) to clarify that the definitions of “hospital service plan”, “medical
service plan”, ”dental service plan”, “hospital service corporation”, and “preferred
provider” in Article 65 also apply in Article 66 — Readable Insurance Certificates. This
section also makes technical changes and eliminates two “printing” errors inadvertently in
the statute due to previous bill drafting anomalies. This section also clarifies that the a
preferred provider’s special reimbursement terms and conditions must be consistent both

with Article 65 and Article 66 provisions.

Section 18. Removes the provision governing the allowance of office furniture
as part of net worth to the extent it is less than 10% of an HMOs net worth. This is an
additional change to conform NC’s law to rules of the SSAP.

Sections 19. through 22. — Amends Article 67- Health Maintenance Organizations.

Section 19. Repeals the reserves requirements for HMOs under G.S.58-67-40
because they are unnecessary due to the risk-based capital (RBC) laws in Article 12.%*

Section 20. Amends G.S. 58-67-110, governing protection against HMO
insolvency to replace old net worth requirements and impose new ones that a full service
HMO must maintain a net worth equal to the greater of $1 million or the amount
required under RBC and single service HMO must maintain a net worth equal to the
greater of $50,000 or the amount required under RBC. There is a drafting error to be
corrected which will maintain the current requirements that every full service HMO
maintain a plan of insolvency acceptable to the Commissioner.

Section 21. Eliminates reference to G.S. 58-67-40, which is repealed by Section
19. of the bill.

Section 22. Technically corrects a cross-reference to G.S. 58-3-210, a non-
existent section, to reflect the correct cross-reference, G.S. 58-3-191, Managed care
reporting and disclosure requirements.

Section 23. Is a severability clause.

Section 24. Makes the act become effective October 1, 2003.
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HOUSE BILL 276 .
PROPOSED COMMITTEE SUBSTITUTE H276-PCS30236-RG-5

Short Title: Insurance Financial Amendments Omnibus.-AB .(Public)
Sponsors:
Referred to:
March 6, 2003
A BILL TO BE ENTITLED

AN ACT TO MAKE SUBSTANTIVE AND TECHNICAL AMENDMENTS IN THE

LAWS CONCERNING INSURANCE COMPANY SOLVENCY.

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

"§ 58-5-5. Amount of deposits required of foreign or alien fire and/or marine
insurance companies.

Unless otherwise provided in this Article, every fire, marine, or fire and marine
insurance company chartered by any other state or foreign government shall make and
maintain deposits of securities with the Commissioner in the amount of twenty-five
thousand-doHars($25;000)-one hundred thousand dollars ($100,000) market value."

SECTION 2. G.S. 58-5-10 reads as rewritten:
"§ 58-5-10. Amount of deposits required of foreign or alien fidelity, surety and
casualty insurance companies.

Unless otherwise provided in this Article, every fidelity, surety or casualty insurance
company chartered by any other state or foreign government shall make and maintain
deposits of securities with the Commissioner in the amount of fiftytheusand-dellass
$50,000)-two hundred thousand dollars ($200,000) market value."

SECTION 3. G.S. 58-5-50 reads as rewritten:
"§ 58-5-50. Deposits of foreign life insurance companies.

In addition to other requirements of Articles 1 through 64 of this.Chapter, all foreign
life insurance companies shall deposit securities, as specified in G.S. 58-5-20, having a

market value of ene-hundred-thousand-doHars($100,600)-four hundred thousand dollars
($400.000) as a prerequisite of doing business in this State. All foreign life insurance

companies shall deposit an additional ene—hundred-theusand-deHars—($100;,000)-two
hundred thousand dollars ($200.000) where such companies cannot show three years of
net operational gains prior to admission. Foreign life insurance companies that are
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licensed on or before the effective date of this section shall have one year from that date
to comply with this section."”

SECTION 4. G.S. 58-7-162(2) reads as rewritten:

"(2) Investments, securities, properties, and loans acquired or held in

accordance w1th this Chapter,—and—in—connection—therewith—the

&

Chapter."
SECTION 5. G.S. 58-7-162(5) and G.S. 58-7-162(7) are repealed.

SECTION 6. G.S. 58-7-162(12) reads as rewritten:
"(12) Electronic and mechanical machines, including operating and system
soﬁware constltutlng a management 1nfonmat10n system—rf—the—eest—ef

years-system."
SECTION 7. G.S. 58-7-163 reads as rewritten:
"§ 58-7-163. Assets not allowed.
In addition to assets impliedly excluded by the provisions of G.S. 58-7-162, the
following expressly shall not be allowed as assets in any determination of the financial
condition of an insurer:

Page 2 House Bill 276 H276-PCS30236-RG-5
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@

3)

©)

(6)

€
(8)

)

Advances (other than policy loans) to officers, directors, and
controlling stockholders, whether secured or not, and advances to
employees, agents, and other persons on personal security only.

Stock of the insurer or any material equity therein or loans secured
thereby, or any material proportionate interest in the stock acquired or
held through the ownership by the insurer of an interest in another
firm, corporation, or business unit.

The amount, if any, by which the aggregate book value of investments
as carried in the ledger assets of the insurer exceeds the aggregate
value of the investments as determined under this Chapter.

Bonds, notes, or other evidences of indebtedness that are secured by
mortgages or deeds of trust that are in default, to the extent of the cost
or carrying value that is in excess of the value as determined pursuant
to other provisions of this Chapter.

Certificates of eontribution contribution, surplus notes, or other similar
evidences of indebtedness- indebtedness, to the extent that admission
of these investments results in the double counting of these
investments in the reporting entity's balance sheet.

Any asset that is encumbered in any manner unless the asset is
authorized under G.S. 58-7-187 or G.S. 58-7-162(13)."

SECTION 8. G.S. 58-7-192 reads as rewritten:
"§ 58-7-192. V

aluation of securities and investments.

H276-PCS30236-RG-5 House Bill 276 Page 3
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(d)  No valuations under-this-seetion-shall be greater than any applicable valuation
or method contained in the latest edition of the NAIC publications entitled “Valuations
of Seeurities""Purposes and Procedures Manual of the NAIC Securities Valuation
Office" or the "Accounting Practices and Procedures Manual", unless the Commissioner
determines that another valuation method is appropriate when it results in a more
conservative valuation.

SECTION 9. G.S. 58-7-193 reads as rewritten:
"§ 58- 7-193 Valuation of property

(c)  Personal property acquired pursuant to chattel mortgages made in accordance
with G.S. 58-7-180 shall not be valued at an amount greater than the unpaid balance of
principal on the defaulted loan at the date of acquisition, or the fair market value of the
property, whichever amount is less.

(d)  If the Commissioner and an insurer do not agree on the value of real or
personal property of an insurer, in carrying out the Commissioner's responsibilities
under this section, the Commissioner may retain the services of a qualified real or
personal property appraiser. The insurer shall reimburse the Commissioner for the costs
of the services of any appraiser incurred with respect to the Commissioner's
responsibilities under this section."

SECTION 10. G.S. 58-7-195 is repealed.
SECTION 11. G.S. 58-7-179(d) reads as rewritten:

"(d) In the case of a purchase money mortgage given to secure the purchase price
of real estate sold by the insurer, the amount lent or invested shall not exceed the unpaid
part of the purchase price-and-shall-be-valued-in-accordance-with-G-S—58-7195-price."

SECTION 12. G.S. 58-23-26(c) reads as rewritten:

"(¢c) Each pool is subject to G.S. 58-2-131, 58-2-132, 58-2-133, 58-2-134,
58-2-150, 58-2-155, 58-2-165, 58-2-180, 58-2-185, 58-2-190, 58-2-200, 58-3-71,
58-3-75, 58-3-81, 58-3-105, 58-6-5, 58-7-21, 58-7-26, 58-7-30, 58-7-31, 58-7-50,
58-7-55, 58-7-140, 58-7-160, 58-7-162, 58-7-163, 58-7-165, 58-7-167, 58-7-168,

Page 4 House Bill 276 H276-PCS30236-RG-5




O NN ON W bW

Db AR R W W W WL W WL W WRRNDNDDDRNDNDDNDDN D e = e et et ed ot s e =
H LN = OWVWOO IO WM b WN —= O WO~ Ui W —=O 0o ~IONWn b W =—=O N\

GENERAL ASSEMBLY OF NORTH CAROLINA , SESSION 2003

58-7-170, 58-7-172, 58-7-173, 58-7-175, 58-7-179, 58-7-180, 58-7-183, 58-7-185,
58-7-187, 58-7-188, 58-7-192, 58-7-193, 58-7195-58-7-197, 58-7-200, and Articles
13, 19, and 34 of this Chapter. Annual financial statements required by G.S. 58-2-165
shall be filed by each pool within 60 days after the end of the pool's fiscal year, subject
to extension by the Commissioner."

SECTION 13. G.S. 58-47-80 reads as rewritten:
"§ 58-47-80. Assets and invested assets. |

Funds shall be held and invested by the board under G.S. 58-7-160, 58-7-162,
58-7-163, 58-7-165, 58-7-167, 58-7-168, 58-7-170, 58-7-172, 58-7-173, 58-7-178,
58-7-179, 58-7-180, 58-7-183, 58-7-185, 58-7-187, 58-7-188, 58-7-192, 58-7-193,
58-7-195,-58-7-197, 58-7-200, and 58-19-10."

"~ SECTION 14. G.S. 58-8-15 reads as rewritten:
"§ 58-8-15. Directors in mutual companies.

Every mutual insurance company shall elect by ballot a board of not less than seven
directors, who shall manage and conduct its business and hold office for one year or for
such term as the bylaws provide and until their successors are qualified. The directors
need not be residents of this State or members of the company. In companies with a
guaranty capital, no more than-ere-half one-half of the directors shall be ehesen-elected
by and-frem-the stockhoelders:holders of guaranty capital, except where guaranty capital
holders are policyholders. Policyholders which are holders of guaranty capital shall be
entitled to one vote for each policy that person holds and one vote for each unit of
guaranty capital that person holds."

SECTION 15. G.S. 58-8-20 reads as rewritten:
"§ 58-8-20. Mutual companies with a guaranty capital.

() A mutual insurance company formed as provided in Articles 1 through 64 of
this Chapter, in lieu of the contributed surplus required for the organization of mutual
companies under the provisions of G.S. 58-7-75, or a mutual insurance company now
existing, may, with the prior approval of the Commissioner, establish-tender a guaranty
capital offering of not less than fifty thousand dollars ($50,000), divided into shares
units of one hundred dollars ($100.00) each, which shall be invested in the same manner
as is provided in this Chapter for the investment of the capital stock of insurance
companies.

(al) Guaranty capital may be issued by an existing domestic mutual insurance
company only under the following terms and conditions:

(1) To aid and assist a financially troubled domestic mutual insurance
company which otherwise faces rehabilitation or liquidation by this
Department; or
(2) For any other reason as presented in a petition to the Commissioner
and which is found by the Commissioner to be reasonable, justifiable,
and in the best interest of all the policyholders of the company.
Guaranty capital issued under subdivision (2) of this subsection shall require written
notification of the action proposed by the board of directors of the company to be
mailed to the policyholders of the company not less than 30 days before the meeting
when the action may be taken. The written notification shall be advertised in two

H276-PCS30236-RG-5 House Bill 276 Page 5
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newspapers of general circulation, approved by the Commissioner, not less than three
times a week for a period of not less than four weeks before the meeting. The written
notification to policyholders shall include a proxy statement to allow policyholders to
vote on the proposed action without personal attendance at the meeting, and the
Commissioner shall approve both the written notification and the proxy statement. The
proposed action shall be effected by a vote of two-thirds of the policyholders voting
thereon in person or by proxy.

(b)  The board of directors of a company may deelare-and-pay-dividends—to-the

58-19-30(¢)- distribute interest to the holders of guaranty capital in accordance with the
guaranty capital filing approved by the Department.

(c) Theguaranty-Guaranty capital shall be applied to the payment of losses only
when the company has exhausted its cash in hand and the invested assets, exclusive of
uncollected premiums, and when thus impaired, the directors may make good the whole
or any part of it by assessments upon the contmgent ﬁmds of the company at the date of
such 1mpa1rment r-th : cer—demutualiza th : th

mpanies—an - mpanies: Guaranty capltal holders are
entitled to one vote per unit of guaranty camtal Guaranty capital holders who are not
policyholders are not entitled to participate in the policyholder votes prescribed under
subdivision (al)(2) and subsection (e) of this section.

(¢)  This—guaranty-Guaranty capital may be reduced or retired by vote of the
policyholders of the company and the assent of the Commissioner, if the net assets of
the company above its reserve and all other claims and obligations, exclusive of
guaranty capital, for two years immediately preceding and including the date of its last
annual statement, is not less than twenty-five percent (25%) of the guaranty capital. Due
notice of such proposed action on the part of the company must be mailed to each
policyholder of the company not less than 30 days before the meeting when the action
may be taken, and must also be advertised in two papers of general circulation,
approved by the Commissioner, not less than three times a week for a period of not less

than four weeks before such meetmg Ne-msafaﬂee—eempaﬂy—wﬁi—a—guafaﬂty—eapﬁal
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(f)  No insurance company with guaranty capital shall distribute to its holders of
guaranty capital its assets, except as provided in the guaranty capital filing as approved
by the Commissioner.

(2) In the event of a merger, demutualization, or other event where the entity
ceases to exist, guaranty capital shall only be returned or repaid to the holders of
guaranty capital to the extent that the guaranty capital has been contributed together
with accrued interest as specified in the filing approved by the Commissioner."

SECTION 16. G.S. 58-8-50 reads as rewritten:
"§ 58-8-50. Guaranty against assessments prohibited.

If any director, officer, or agent of a mutual insurance company, either officially or
privately, shall-give-gives a guarantee to a policyholder thereef-of the company against
an assessment to which sueh—that policyholder would otherwise be liable, he—the
director, officer, or agent shall be punished by a fine not exceeding ene-hundred-dellars
£$100-00)-one thousand dollars ($1.000) for each offense."

SECTION 17. G.S. 58-65-1 reads as rewritten:
"§ 58-65-1. Regulation and definitions; application of other laws; profit and
foreign corporations prohibited.

(a)  Any corporation organized under the general corporation laws of the State of
North Carolina for the purpose of maintaining and operating a nonprofit hospital or
medical or dental service plan whereby hospital care or medical or dental service may
be provided in whole or in part by the corporation or by hospitals, physicians, or
dentists participating in the plan, or plans, shall be governed by this Article and Article
66 of this Chapter and shall be exempt from all other provisions of the insurance laws of
this State, unless otherwise provided.

The term "hospital service plan” as used in this Article and-Asticle-66-of this-Chapter
includes the contracting for certain fees for, or furnishing of, hospital care, laboratory
facilities, X-ray facilities, drugs, appliances, anesthesia, nursing care, operating and
obstetrical equipment, accommodations or any other services authorized or permitted to
be furnished by a hospital under the laws of the State of North Carolina and approved
by the North Carolina Hospital Association or the American Medical Association.

The term "medical service plan" as used in this Article and-Article-66-of this-Chapter
includes the contracting for the payment of fees toward, or furnishing of, medical,
obstetrical, surgical or any other professional services authorized or permitted to be
furnished by a duly licensed physician or other provider listed in G.S. 58-50-30. The
term "medical services plan" also includes the contracting for the payment of fees
toward, or furnishing of, professional medical services authorized or permitted to be
furnished by a duly licensed provider of health services licensed under Chapter 90 of the
General Statutes.

The term "dental service plan" as used in this Article and-Astiele-66-of this-Chapter
includes contracting for the payment 2ef of fees toward, or furnishing of dental or any
other professional services authorized or permitted to be furnished by a duly licensed
dentist.

The term "hospital service corporation" as used in this Article and-Asticle-66-of-this
Chapter-is intended to mean any nonprofit corporation operating a hospital or medical

H276-PCS30236-RG-5 " House Bill 276 Page 7
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or dental service plan, as defined in this section. Any corporation organized and subject
to the provisions of this Article-and-Article-66-of-this Chapter-Article, the certificate of
incorporation of which authorizes the operation of either a hospital or medical or dental
service plan, or any or all of them, may, with the approval of the Commissioner—of
Insuranee—Commissioner, issue subscribers' contracts or certificates approved by the
Commissioner of Insurance, for the payment of either hospital or medical or dental fees,
or the furnishing of such services, or any or all of them, and may enter into contracts
with hospitals for physicians or dentists, or any or all of them, for the furnishing of fees
or services respectively under a hospital or medical or dental service plan, or any or all
of them.

The term "preferred provider" as used in thls Article and-Article-66-of this-Chapter
with respect to contracts, organizations, policies or otherwise means a health care
service provider who has agreed to accept, from a corporation organized for the

purposes authorized by this Article and-Article-66-ofthisChapter-or other applicable

law, special reimbursement terms in exchange for providing services to beneficiaries of

a plan administered pursuant to this Article—and-Asticle—66—of-this-Chapter—Article.
Except to the extent prohibited either by G.S. 58-65-140 or by rules promulgated
adopted by the Department—ofInsurance—Commissioner not inconsistent with this
Article-and-Asticle-66-of this-Chapter-Article, the contractual terms and conditions for

special reimbursement shall be those which the corporation and preferred provider find
to be mutually agreeable.
lieensed-licensed

(b) through (c) Repealed by Session Laws 2001-297.

(d)  No foreign or alien hospital or medical or dental service corporation as herein
defined shall be authorized to do business in this State."

SECTION 18. G.S. 58-65-95(a) reads as rewritten:

"(a) Ne—corperation—Corporations subject to this Article shall invest in any
securities-other-thansecurities- or hold only those assets permitted by Article 7 of this
Chapter for the-investment-of-assets-eflife and health insurance companies."

SECTION 19. G.S. 58-67-5(i) reads as rewritten:

"(i) "Net worth" means the excess of total assets over the total liabilities and may
include borrowed funds that are repayable only from the net earned income of the health
maintenance organization and repayable only with the advance permission of the
Commissioner. For the purposes of this subsection, "assets" means (i) tangible assets
and (11) other investments perm1tted under : 5 5

58-67-60."
SECTION 20. G.S. 58-67-40 is repealed.
SECTION 21. G.S. 58-67-110 reads as rewritten:
"§ 58-67-110. Protection against insolvency.
(a) The Commissioner shall require deposits in accordance with the provisions of
G.S. 58-67-25.

Page 8 House Bill 276 'H276-PCS30236-RG-5
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(b)  Each full service medical-health maintenance organization shall maintain a
minimum net worth ef-netless-than-one-million-doHars($1,000,000),~which-shall-be

i i 5—to—i - equal to the greater of one million
dollars ($1.000.,000) or the amount required pursuant to the risk-based capital provisions
of Article 12 of this Chapter. Each single service health maintenance organization shall
maintain a minimum net worth equal to the greater of fifty thousand dollars ($50.000)

or that amount required pursuant to the risk-based capital provisions of Article 12 of this
Chapter. ' '

()  Every full service medical health maintenance organization shall have and
maintain at all times an adequate plan for protection against insolvency acceptable to
the Commissioner. In determining the adequacy of such a plan, the Commissioner may
consider:

(1) A reinsurance agreement preapproved by the Commissioner covering
excess loss, stop loss, or catastrophes. The agreement must provide
that the Commissioner will be notified no less than 60 days prior to
cancellation or reduction of coverage.

H276-PCS30236-RG-5 House Bill 276 Page 9
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(2) A conversion policy or policies that will be offered by an insurer to the
' enrollees in the event of the health maintenance organization's
insolvency.

(3)  Any other arrangements offering protection against insolvency that the
Commissioner may require."

SECTION 22. G.S. 58-67-140(a)(3) reads as rewritten:

"(3) Nelonger-maintains-the financialreserve-specified-in-G-5—58-67-40-or
is-Is no longer financially responsible and may reasonably be expected
to be unable to meet its obligations to enrollees or prospective
enrollees."

SECTION 23. G.S. 58-67-140(a)(7) reads as rewritten:

"(7) Has knowingly published or made to the Department or to the public
any false statement or report, including any report or any data that
serves as the basis for any report, required to be submitted under &-S-
58-3-216:G.S. 58-3-191."

SECTION 24. G.S. 58-47-65(a) reads as rewritten:

"(a) No group shall self-insure its workers' compensation liabilities under the Act
unless it is licensed by the Commissioner under this Part. This_subsection does not
apply to a group that was organized and approved under the North Carolina law before
July 1, 1995, and whose authority to self-insure its workers' compensation liabilities
under the Act has not terminated after that date.”

SECTION 25. G.S. 97-170(a) reads as rewritten:

"(a) No employer shall self-insure its workers' compensation liabilities under the
Act unless it is licensed by the Commissioner under this Article. This subsection does
not apply to an employer authorized to self-insure its workers' compensation liabilities
under the Act prior to December 1, 1997, whose authority to self-insure its workers'
compensation liabilities under the Act has not terminated after that date."

SECTION 26.(a) G.S. 58-3-100 reads as rewritten:

"§ 58-3-100. Insurance company licensing provisions.

(a) The Commissioner may, after notice and opportunity for a hearing, revoke,
suspend, restrict-or-refuse-te-renew-or restrict the license of any insurer if:

(1)  The insurer fails or refuses to comply with any law, order or rule

. applicable to the insurer.

(2) The insurer's financial condition is unsound, or its assets above its
liabilities, exclusive of capital, are less than the amount of its capital or
required minimum surplus.

(3)  The insurer has published or made to the Department or to the public
any false statement or report.

(4)  The insurer or any of the insurer's officers, directors, employees, or
other representatives refuse to submit to any examination authorized
by law or refuse to perform any legal obligation in relation to an
examination.

Page 10 House Bill 276 H276-PCS30236-RG-5
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(5) The insurer is found to make a practice of unduly engaging in
litigation or of delaying the investigation of claims or the adjustment
or payment of valid claims.

(b)  Any suspension, revocation or refusal to renew suspension or revocation of
an insurer's license under this section may also be made applicable to the license or
registration of any individual regulated under this Chapter who is a party to anyof the
causes for licensing sanctions listed in subsection (a) of this section."

SECTION 26.(b) G.S. 58-4-15 reads as rewritten:

"§ 58-4-15. Revocation_or suspension of license.

The Commissioner may suspend;—+revoke,-or-refuse-to-renew-suspend or revoke the
license of any insurer failing to file its financial statement when due or within any
extension of time that the Commissioner, for good cause, may have granted."

| SECTION 26.(c) G.S. 58-6-7 reads as rewritten:

"§ 58-6-7. Licenses; perpetual licensing; annual license continuation Annual
license-fees for insurance companies. '

(a) Inorder to do business in this State, an insurance company shall apply for and
obtain a license from the Commissioner-by-Mareh1-of-each-year—Commissioner. The

license shall be perpetual and become-effective-the-following July1-and-shall remain-in
effectfor-one—year—shall continue in full force and effect, subject to timely payment of

the annual license continuation fee in accordance with this Chapter and subject to any
other applicable provision of the insurance laws of this State. Except as provided in
subsection (b) of this section, the insurance company shall pay an-annual-a fee for each
year the license is in effect, as follows:

For each domestic farmer's mutual assessment fire insurance company........... $25.00
For each fraternal order. .. ........cocvvveriiriiieeeeeeeee e 100.00

" For each of all other insurance companies, except mutual burial associations taxed
under G.S. 105-121.1 ..ottt 1,000.00

The fees levied in this subsection are in addition to those specified in G.S. 58-6-5.

(b)  When the paid-in capital stock or surplus, or both, of an insurance company,
other than a farmer's mutual assessment company or a fraternal order, does not exceed
one hundred thousand dollars ($100,000), the fee levied in this section shall be one-half
the amount specified.

(¢)  Upon payment of the fee specified above and the fees and taxes elsewhere
specified each insurance company, exchange, bureau, or agency, shall be entitled to do
the types of business specified in Chapter 58, of the General Statutes of North Carolina
as amended, to the extent authorized therein, except that: Insurance companies
authorized to do either the types of business specified for (i) life insurance companies,
or (ii) for fire and marine companies, or (iii) for casualty and fidelity and surety
companies, in G.S. 58-7-75, which shall also do the types of business authorized in one
or both of the other of the above classifications shall in addition to the fees above
specified pay one hundred dollars ($100.00) for each such additional classification of
business done. All fees and charges collected by the Commissioner under this Chapter
are nonrefundable.

H276-PCS30236-RG-5 House Bill 276 Page 11
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(d)  Any rating bureau established by action. of the General Assembly of North
Carolina shall be exempt from the fees in this section."
SECTION 26.(d) G.S. 58-6-15 reads as rewritten:

"§ 58-6-15. Licenses—run-from-July1--Annual license continuation fee definition;
requirements.

purposes of this Chanter onlv, annual hcense contmuatlon fee means" the fee specified
in G.S. 58-6-7 submitted to the Commissioner for each year the license is in effect after
the company's vear of initial licensing. The annual license continuation fee must be
submitted on or before the first day of March on a form to be supplied by the
Commissiener—Commissioner each vear the license is to remain in effect. If the

Commissioner is satisfied Upen—satisfying—himself-that the company has met all
requirements of law and appears to be financially selvent-he-shall-forward-the-renewal

before—July hall cease-to-do—business—in-the-State-of North-Carelina—as—of July1;
unless-its-license-is-soonerrevoked-by-the-Commissioner—solvent, the Commissioner

shall not revoke or suspend the license of the company, and the company shall be

authorized to do business in this State, subject to all other applicable provisions of the

insurance laws of this State. Nothing contained in this section shall be interpreted as

applying to licenses issued to individual representatives of insurance companies."
SECTION 26.(e) G.S. 58-6-30 reads as rewritten:

"§ 58-15-30. License, surplus, and deposit requirements.

(8  No reciprocal shall engage in any insurance transaction in this State until it
has obtained a license to do so in accordance with the applicable provisions of Articles
1 through 64 of this Chapter. SuchThe license shall continue in full force and effect,
subject to timely payment of an annual license continuation fee in accordance with G.S.
58-6-7 and subject to any other applicable provisions of the insurance laws of this
State. :
(b)  No domestic or foreign reciprocal shall be licensed in this State unless it has a
surplus to policyholders of at least eight hundred thousand dollars ($800,000); and no
alien reciprocal shall be licensed unless it has a trusteed surplus of at least eight hundred
thousand dollars ($800,000).

(c) Each domestic, foreign, or alien reciprocal licensed in this State must
maintain a minimum deposit with the Commissioner of at least one hundred thousand
dollars ($100,000) in cash or in value of securities of the kind specified in G.S. 58-5-15,
which shall be subject to the same conditions as contained in Article 5 of this Chapter."

SECTION 26.(f) G.S. 58-19-65 reads as rewritten:
"§ 58-19-65. Reveeation;-suspension;-or-nonrenewal-Revocation or suspension of
insurer's license.

Whenever it appears to the Commissioner that any person has committed a violation
of this Article that-makes the continued operation of an insurer contrary to the interests
of policyholders or the public, the Commissioner may, after giving notice and an

Page 12 House Bill 276 H276-PCS30236-RG-5




CO 1O\ bW N~

GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 2003

opportunity to be heard, suspend;—+evoke-orrefuse-te-renew-suspend or revoke such

insurer's license to do business in this State for such period as he finds is required for
the protection of policyholders or the public. Any such determination shall be
accompanied by specific findings of fact and conclusions of law."

SECTION 26.(g) G.S. 58-24-130 reads as rewritten:
"§ 58 24-130 Anﬂual-Perp_etual llcense

a—heeﬂse-se—tssued-Sublect to tlmelv pavment of the annual llcense contmuatlon fee and

subject to any other applicable provisions of the insurance laws of this State, a license,
other than a preliminary license, to a fraternal benefit society under this Article shall
continue in full force and effect-until-the-newlicense-be-issued-orspecifically-refused-
effect. For each sueh-license errenewal-the society shall pay the Commissioner the fee
specified in G.S. 58-6-5. The society shall pay the Commissioner, as an annual license
continuation fee and a condition of the continuation of the license, the fee specified in
G.S. 58-6-7 on or before the first day of March on a form to be supplied by the
Commissioner. A duly certified copy or duplicate of suehthe license shall be prima facie
evidence that the licensee is a fraternal benefit society within the meaning of Articles 1
through 64 of this Chapter."
SECTION 26.(h) G.S. 58-26-10 reads as rewritten:

"§ 58-26-10. Financial statements and licenses required.

Title insurance companies are subject to G.S. 58-2-131, 58-2-132, 58-2-133,
58-2-134, 58-2-165, 58-2-180, and 58-6-5. The Commissioner may require title
insurance companies to separately report their experience in insuring titles and in
insuring closing services. The license to do business in this State issued to a title
insurance company shall continue in full force and effect, subject to timely payment of
the annual license continuation fee in accordance with G.S. 58-6-7 and subject to any
other applicable provisions of the insurance laws of this State. The Commissioner shall

annually hcense such—companies—and—their—agents-_the agents of title insurance

companies."
SECTION 26.(i) G.S. 58-30-62 reads as rewritten:

"§ 58-30-62. Administrative supervision of insurers.

(@)  As used in this section, an insurer has "exceeded its powers" when it: has
refused to permit examination of its books, papers, accounts, records or affairs by the
Commissioner; has in violation of G.S. 58-7-50 removed from this State books, papers,
accounts or records necessary for an examination of the insurer; has failed to comply
promptly with applicable financial reporting statutes or rules and related Department
requests; continues to transact the business of insurance after its license has been
revoked;—suspended—or-notrenewed_revoked or suspended by the Commissioner; by
contract or otherwise, has unlawfully, or has in violation of an order of the
Commissioner, or has without first having obtained any legally required written
approval of the Commissioner, totally reinsured its entire outstanding business or
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merged or consolidated substantially its entire property or business with another insurer;
has engaged in any transaction in which it is not authorized to engage under the laws of
this State; has not complied with G.S. 58-7-73; or has refused to comply with a lawful
order of the Commissioner. As used in this section, "Commissioner" includes an
authorized representative or designee of the Commissioner."

SECTION 26.(j) G.S. 58-65-55 reads as rewritten:
"§ 58-65-55. Issuance of-eertificate: and continuation of license.

(a) Before issuing or continuing any such license or certificate the Commissioner
may make such an examination or investigation as the Commissioner deems expedient.
The Commissioner shall issue a eertificate-of-autherity-or-license upon the payment of
an—annual-a fee of one thousand dollars ($1 ,000) and upon being satisfied on the
following points:

(1)  The applicant is established as a bona fide nonprofit hospital service
corporation as defined by this Article and Article 66 of this Chapter.

(2)  The rates charged and benefits to be provided are fair and reasonable.

(3) The amounts provided as working capital of the corporation are
repayable only out of earned income in excess of amounts paid and
payable for operating expenses and hospital and medical and/or dental
expenses and such reserve as the Department deems adequate, as
provided hereinafter.

(4)  That the amount of money actually available for working capital be
sufficient to carry all acquisition costs and operating expenses for a
reasonable period of time from the date of the issuance of the
certificate.

(b)  The license shall continue in full force and effect, subject to payment of an
annual license continuation fee of one thousand dollars ($1,000), subject to all other
provisions of subsection (a) of this section and subject to any other applicable
provisions of the insurance laws of this State."

SECTION 26.(k) G.S. 58-65-125 reads as rewritten:

"§ 58-65-125. Revoeation;—suspension;—and—refusalto—renew—Revocation and

suspension of license; unfair trade practices.
(a) The Commissioner may reveke,—suspend;—or—refuse—to—renewrevoke or
suspend the license of any service corporation if:

(1)  The service corporation fails or refuses to comply with any law, order,
or rule applicable to the service corporation.

(2)  The service corporation's financial condition is unsound.

(3)  The service corporation has published or made to the Department or to
the public any false statement or report.

(4) The service corporation refuses to submit to any examination
authorized by law.

(5) The service corporation is found to make a practice of unduly
engaging in litigation or of delaying the investigation of claims or the
adjustment or payment of valid claims.
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(b)  Any suspension;-revocation;-orrefusal-to-repew-suspension or revocation of a

service corporation's license under this section may also be made applicable to the
license or registration of any natural person regulated under this Chapter who is a party
to any of the causes for licensing sanctions listed in subsection (a) of this section.

(c)  Article 63 of this Chapter applies to service corporations and their agents and
representatives."

SECTION 26.() G.S. 58-67-140 reads as rewritten:

"§ 58-67-140. Suspension or revocation of license.

(@) The Commissioner may suspend,—revoke,—orrefuse—to—renew suspend or
revoke an HMO license if the Commissioner finds that the HMO:

(1)  Is operating significantly in contravention of its basic organizational
document, or in a manner contrary to that described in and reasonably
inferred from any other information submitted under G.S. 58-67-10,
unless amendments to such submissions have been filed with and
approved by the Commissioner. '

(2)  Issues evidences of coverage or uses a schedule of premiums for health

‘ care services that do not comply with G.S. 58-67-50.

(3)  No longer maintains the financial reserve specified in G.S. 58-67-40 or
is no longer financially responsible and may reasonably be expected to
be unable to meet its obligations to enrollees or prospective enrollees.

(4) Has itself or through any person on its behalf advertised or
merchandised its services in an untrue, misrepresentative, misleading,
deceptive or unfair manner.

(5) Is operating in a manner that would be hazardous to its enrollees.

(6) Knowingly or repeatedly fails or refuses to comply with any law or
rule applicable to the HMO or with any order issued by the
Commissioner after notice and opportunity for a hearing.

(7)  Has knowingly published or made to the Department or to the public

- any false statement or report, including any report or any data that
serves as the basis for any report, required to be submitted under G.S.
58-3-210."
SECTION 26.(m) G.S. 58-67-160 reads as rewritten:
"§ 58-67-160. Fees.

Every health maintenance organization subject to this Article shall pay to the
Commissioner a fee of two hundred fifty dollars ($250.00) for filing an application for a
license and a-an_annual license continuation fee of one thousand dollars ($1,000) for
each license-renewal-license. The license shall continue in full force and effect, subject
to timely payment of the annual license continuation fee in accordance with G.S. 58-6-7
and subject to any other applicable provisions of the insurance laws of this State."

SECTION 26.(n) G.S. 58-67-20 reads as rewritten:

"8 58-67-20. Issuance efcertifieate: and continuation of license.

(a) Before issuing or continuing any such eestificate;-license, the Commissioner
of Insurance may make such an examination or investigation as he deems expedient.
The Commissioner of Insurance shall issue a eertificate-of-autherity-license upon the
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payment of the application fee prescribed in G.S. 58-67-160 and upon being satisfied on
the following points:

(1)

)
©)

(4)

The applicant is established as a bona fide health maintenance
organization as defined by this Article;

The rates charged and benefits to be provided are fair and reasonable;
The amounts provided as working capital are repayable only out of
earned income in excess of amounts paid and payable for operating
expenses and expenses of providing services and such reserve as the
Department of Insurance deems adequate, as provided hereinafter;
That the amount of money actually available for working capital be
sufficient to carry all acquisition costs and operating expenses for a
reasonable period of time from the date of the issuance of the
eertificate—license _and that the health maintenance organization is
financially responsible and may reasonably be expected to meet its
obligations to enrollees and prospective enrollees. Such working
capital shall initially be a minimum of one million five hundred
thousand dollars ($1,500,000) for any full service medical health
maintenance organization. Initial working capital for a single service
health maintenance organization shall be a minimum of one hundred
thousand dollars ($100,000) or such higher amount as the
Commissioner shall determine to be adequate.

(b)  In making the determinations required under this section, the Commissioner

shall consider:

(1)
)
€)

(4)
()

The financial soundness of the health care plan's arrangements for
health care services and the schedule of premiums used in connection
therewith;

The adequacy of working capital;

Any agreement with an insurer, a hospital or medical service
corporation, a government, or any other organization for insuring the
payment of the cost of health care services or the provision for
automatic applicability of alternative coverage in the event of
discontinuance of the plan; ,

Any agreement with providers for the provision of health care
services; and

Any firm commitment of federal funds to the health maintenance
organization in the form of a grant, even though such funds have not
been paid to the health maintenance organization, provided that the
health maintenance organization certifies to the Commissioner that
such funds have been committed, that such funds are to be paid to the
health maintenance organization with a current fiscal year and that
such funds may be used directly for operating purposes and for the
benefit of enrollees of the health maintenance organization.

(c) A eertificate-of autherity-license shall be denied only after compliance with
the requirements of G.S. 58-67-155."
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SECTION 27. Sections 26(a) through (n) become effective January 1, 2004,
and apply to all company licenses issued or otherwise eligible for renewal or

continuation after that date. The remainder of this act becomes effective October 1,
2003.

W=
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2003 COMMITTEE REPORT
HOUSE OF REPRESENTATIVES

The following report(s) from standing committee(s) is/are presented:
By Representatives Holliman and Setzer, (Chair) for the Committee on INSURANCE.

[] Committee Substitute for _

H.B. 744 A BILL TO BE ENTITLED AN ACT TO REQUIRE INSURERS TO INFORM
COVERED PERSONS ABOUT ASSISTANCE AVAILABLE FROM THE MANAGED
CARE PATIENT ASSISTANCE PROGRAM.

M With a favorable report.

(] With a favorable report and recommendation that the bill be re-referred to the Committee on
Appropriations [_] Finance [] . :

[] with a favorable report, as amended.

[C] with a favorable report, as amended, and recommendation that the bill be re-referred to the

Committee on Appropriations [_] Finance [] O

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

[] With a favorable report as to House committee substitute bill (# ), L] which changes

the title, unfavorable as to Senate committee substitute bill.
] With an unfavorable report.
[[] With recommendation that the House concur.
[C] With recommendation that the House do not concur.
[] With recommendatio;l that the House do not concur; request conferees.
] with recommendaﬁon that the House concur; committee believes bill to be material.
[C] With an unfavorable report, with a Minority Report attached.
(] Without prejudice. .
[J With an indefinite postponement report.
[] With an indefinite postponement report, with a Minority Report attached.

(] With recommendation that it be adopted. (HOUSE RESOLUTION ONLY)
03/19/03



2003 COMMITTEE REPORT
HOUSE OF REPRESENTATIVES

The following report(s) from standing committee(s) is/are presented:

By Representatives Holliman and Setzer, (Chairs) for the Committee on INSURANCE.

] Committee Substitute for . .
HB. 276 A BILL TO BE ENTITLED AN ACT MAKE SUBSTANTIVE AND
TECHNICAL AMENDMENTS IN THE LAWS '
CONCERNING INSURANCE COMPANY SOLVENCY.

[] With a favorable report.

[] With a favorable report and recommendation that the bill be re-referred to the Committee on
Appropriations [_] Finance ] . '

[[] With a favorable report, as amended.

] 'With a favorable report, as amended, and recommendation that the bill be re-referred to the
Committee on Appropriations [_] Finance ] .

& With a favorable report as to the committee substitute bill ¢—— ;T whictrchanges-the
-title, unfavorable as toXthe original billy (GCemmittee-Substitute Bil-#—),(and
:_---.:-=_=l ha .;_-------.f_A!_yn_>7 ' » be o eferred o -4“.

BR————

] With a favorable report as to House committee substitute bill (# ), L] which changes
the title, unfavorable as to Senate committee substitute bill.

(] With an unfavorable report.

] With recémmendation that the House concur.

[J With recommendation that the House do not coﬁcur.

[] with recommendation that the House do not concur; request conferees.

[] With recommendation that the House concur; committee believes bill to be material.
[] With an unfavorable report, with a Minority Report attached.

] without prejudice.

[] With an indefinite postponement report.

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

(] With recommendation that it be adopted. (HOUSE RESOLUTION ONLY)
o 03/19/03



‘MINUTES
HOUSE COMMITTEE ON INSURANCE

APRIL 15,2003

The House Committee on Insurance met at 10:00 AM on April 15, 2003 with
Representative Mitchell Setzer as Chair. The following members were present:
Representatives Holliman, Setzer, Allen, Barbee, C. Johnson, Lewis, Ray, and Saunders.

Representative Setzer called the meeting to order and introduced the pages, Natalie Green
from Charlotte, sponsored by Representative Connie Wilson, Greg Thompson from
Pinehurst who was sponsored by Richard Morgan and Wells Vance from Statesville,
sponsored by Representative Frank Mitchell. He then recognized the Sergeant-At-Arms:
Jackson Stancil, Charles Williams and Francis Poole. See attachment I. He also
introduced the new Staff Attorney, Sandra Alley, who is replacing Linda Attarian.

Chair Holliman introduced HB-560-DISAPPROVE CERTAIN LIFE INSURANCE
RULES. Rep. Holliman explained the bill. See attachments two and three.
Representative Saunders made a motion with a favorable report as to the committee
substitute bill, unfavorable as to the original bill. It passed unanimously.

Representative Nye introduced HB-283-PROPERTY AND CASUALTY INSURANCES
OMNIBUS.-AB. He explained the bill; see attachment number 4. Representative
Holliman moved to amend the bill on page 2, line 19 which deletes the word “grazers”
and substituting the word “graders”. See attachment 5. Representative Holliman moved
for a favorable report as to the committee substitute bill, unfavorable as to the
original bill. It passed unanimously.

The meeting was adjourned at 10:25 AM.

hair

Wugh Holliman,

Representative Mitchell Setze£/Chair

Carol Bowers, Clerk

anna Mills, Clerk
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GENERAL ASSEMBLY OF NORTH CAROLINA
SESSION 2003

HOUSE BILL 560
PROPOSED COMMITTEE SUBSTITUTE H560-CSRC-21 [v.1]

4/9/2003 9:41:31 PM

Short Title: Disapprove Certain Life Insurance Rules. (Public)

Sponsors:

Referred to:

March 19, 2003

A BILL TO BE ENTITLED
AN ACT TO DISAPPROVE THE ADMINISTRATIVE RULES GOVERNING LIFE
INSURANCE REPLACEMENT.
The General Assembly of North Carolina enacts:

SECTION 1. Pursuant to G.S. 150B-21.3(b), the following Life Insurance
Replacement Rules that were adopted by the Department of Insurance and approved by
the Rules Review Commission on December 19, 2002, are disapproved:

(1) 11 NCAC 12.0601- Purpose and Scope.

(2) 11 NCAC 12.0602—Definition of Replacement.

(3) 11 NCAC 12.0603—Other Definitions.

(4) 11 NCAC 12.0604—Exemptions.

(5) 11 NCAC 12.0605—Duties of Producers.

(6) 11 NCAC 12.0606—Duties of Existing Insurer.

(7) 11 NCAC 12.0607—Duties of Insurers That Use Producers. _

(8) 11 NCAC 12.0608—Duties of Insurers With Respect to Direct

Response Sales.

(9) 11 NCAC 12.0609—Violations and Penalties.

(10) 11 NCAC 12.06]11—Notice Regarding Replacement.

(11) 11 NCAC 12.0612—Duties of Replacing Insurers That Use Producers.

SECTION 2. This act is effective when it becomes law.



JWM

HOUSE BILL 560:
Diapprove Certain Life Insruance Rules
BILL ANALYSIS
Committee: House Insurance ' Introduced by: Representative Holliman
Date: April 9, 2003 Summary by: Kory J. Goldsmith
Version: Proposed Committee Substitute Committee Counsel

H560-CSRC-21

SUMMARY: HB560 would disapprove certain rules adopted by the Department of Insurance. The
act is effective when it becomes law.

CURRENT LAW:  Under G.S. 150B-21.3, rules adopted by a administrative agency are
not effective until
o The thirty-first legislative day of the next regular session of the General Assembly that
begins at least 25 days after the date the Commission approved a rule; or
o The day of adjournment of the next regular session of the General Assembly that
begins at least 25 days after the date the Commission approved the rule, Whlch ever is
the earlier. :

If a bill that specifically disapproves the rule is introduced in either house of the General
Assembly before the thirty-first legislative day of that session, the rule becomes effective on the
earlier of either the day an unfavorable final action is taken on the bill or the day that session of
the General Assembly adjourns without ratifying a bill that specifically disapproves the rule

A bill specifically disapproves a rule if it contains a provision that refers to the rule by
appropriate North Carolina Administrative Code citation and states that the rule is disapproved.

BILL ANALYSIS: See summary provided by the Frank Folger, Legislative Counsel to Department of
Insurance for explanation of why the rule needs to be disallowed.

HBS560 was introduced on March 19" well before the 31% day of the 2003 Regular Session. Therefore, if
the act becomes law, the administrative rules referenced in the bill will not become effective.

The PCS adds a rule that was omitted in the introduced version.

H560-SMRC-001

Legislative Services Office North Carolina General Assembly Research Division, 733-2578
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SUMMARY OF PCS for HOUSE BILL 560 - DISAPPROVE CERTAIN 3
LIFE INSURANCE RULES

Background

This bill is intended to disapprove certain life insurance replacement rules
that the Department initially requested and which were approved by the Rules
Review Commission on December 19, 2002. Life insurance replacement refers to
the practice of replacing an existing life insurance policy with a new policy or
cashing in an existing policy to purchase a new policy. These rules were being
requested so that the Department’s rules would reflect the most recent changes to
the life insurance replacement rules adopted by the National Association of
Insurance Commissioners. The new rules for which the Department sought
approval included notice forms that were required to be used by the agent as part
of the process for replacing a policyholder's existing policy. The forms are
designed to notify the policyholder of the potential consequences of the
replacement. Under the rules, if the agent used the form in the rules, no prior
approval of the form was required. Otherwise, the form would have to be
submitted to the Department for its review and approval.

During the process of seeking approval of the rules, including the forms,
from the Rules Review Commission, two words were removed from one of the
forms. The consequence of altering the “uniform” form was that if the rules were
to go into effect, the industry would have to submit its forms for pre-approval by
the Department and the Department would have to review each form submitted for
approval. This result would cost the industry and the Department time and money
unnecessarily. - :

Under the rules as they exist without the change, a sample form can be
obtained from the Department. The Department and industry agree that it is better
to stick with the existing rules and rerun the rules with the restored form back
through the administrative rules process than impose an added administrative
burden by letting the rules go into effect as scheduled.

Section 1. Would disapprove all of the life replacement rules sought by the
Department and approved by the Rules Review Commission on December 19,
2002.

Section 2. Would make the act effective when it becomes law.

Note: The PCS added in an accidentally omitted rule from the list to be
disapproved. It did nothing else.



HOUSE BILL 283 - PROPERTY AND CASUALTY INSURANCE
_ OMNIBUS/AB '
Section-by-Section Bill Summary

Section 1. Creates a new subsection (c) in G.S. 58-1-20 governing real property
warranties to require that companies selling these warranties carry contractual
liability insurance, as is already required of other service agreement companies.

Section 2. Adds a new subsection (e) to G.S. 58-1-36 to require warranty
companies to comply with the statutory requirements in Article 1 of Chapter 58
and subject them to the enforcement authority of the Commissioner and the
Department under Article 2. This amendment will provide the
Commissioner/Department with the authority to issue cease and desist orders,
mandate compliance under specified times, impose civil penalties, and seize and
examine records.

Section 3. Requires motor vehicle and home appliance service agreement
companies, when submitting required documentation in paper form, to do so on
'81/2” x 11” format with pamphlets and brochures unbound or unstapled. This
requirement will facilitate scanning and mitigate administrative time wasted.

Section 4. Requires insurance companies, when submitting required

documentation in paper form, to do so on 81/2” x 11” format with pamphlets and ,

_ brochures ungound or unstapled, This reguirement will again facilitafe scanning . .. . . 'y
and mitigate administrative time wasted.

Section 5. Creates a new statute G.S. 58-1-40 to define “mechanical breakdown
service agreement companies” and “mechanical breakdown service agreements”
and to clarify that mechanical breakdown service agreement companies are subject
to the requirements for motor vehicle and home appliance service agreement
companies in G.S. 58-1-35 and insurance policy requirements in 58-1-36. This
change is “technical” in that it clarifies by statute, definitions and rules are being
applied to these companies.

- Section 6. Allows termination of a non-fleet private passenger motor vehicle
insurance policy for payment with a bad check when payment is due.

Section 7. Makes Sections 1 through 5 of the act effective October 1, 2003 and
the remainder of the act effective when it becomes law.



10

11

12

13

14

15

16

17

18

19

NORTH CAROLINA GENERAL ASSEMBLY AMENDMENT W
W

(Please type or use ballpoint pen)

EDITION No.
H. B. No. :Zg 3——

S. B. No.

COMMITTEE SUBSTITUTE

DATE 9///5/03-‘

Amendment No.

(to be filled in by
Principal Clerk)

Rep. ; /*l'xq,‘/\ bl e

Sen.)

moves to amend the bill on page 2

, line / ?

( ) WHICH CHANGES THE TITLE

! /7
rq2ers anc/

3 by__olefetrna Re  word

=
] /
oFl "graders 7.

<ch S#))‘r-fm g TAc
J

ADOPTED FAILED

SIGNED #v%/l_ M—-—

TABLED

GA-33-A PRINCIPAL CLERK’S OFFICE (FOR ENGROSSMENT)



1

;
}
]
’

o0 ~J A L B WN -

BN B DN N BN N DN DO DN = et et ek e ek ek e e e
00 ~IJ A\ L b W = O VOO TNV HWN—=O VO

GENERAL ASSEMBLY OF NORTH CAROLINA

SESSION 2003

H 1
HOUSE BILL 283

Short Title: ‘Property and Casualty Insurance Omnibus.-AB (Public)
Sponsors:  Representative Nye.
Referred to: Insurance.

March 6, 2003

A BILL TO BE ENTITLED

AN ACT TO REQUIRE REAL PROPERTY WARRANTY COMPANIES TO CARRY
CONTRACTUAL LIABILITY POLICIES; REQUIRE MOTOR VEHICLE AND
HOME APPLIANCE SERVICE AGREEMENT COMPANIES TO USE A
SPECIFIC FORMAT ON ALL WRITTEN MATERIALS SUBMITTED;
MANDATE ALL REQUIRED SUBMISSIONS TO THE DEPARTMENT OF
INSURANCE TO BE IN A SPECIFIC FORMAT IF IN WRITING; REQUIRE
WARRANTY COMPANIES TO COMPLY WITH ARTICLE 1 OF CHAPTER 58
OF THE GENERAL STATUTES; DEFINE MECHANICAL BREAKDOWN
SERVICE AGREEMENTS AND REQUIRE ALL MECHANICAL BREAKDOWN
SERVICE AGREEMENT COMPANIES TO COMPLY WITH ARTICLE 1 OF
CHAPTER 58 OF THE GENERAL STATUTES AND WITH THE RULES
REGARDING MOTOR VEHICLE AND HOME APPLIANCE SERVICE
AGREEMENT COMPANIES; AND PROVIDE THAT A BAD CHECK
CONSTITUTES NONPAYMENT OF PREMIUM OF A MOTOR VEHICLE
LIABILITY INSURANCE POLICY.

The General Assembly of North Carolina enacts:

SECTION 1. G.S. 58-1-20 is amended by adding a new subsection to read:
"(c) _Real property warranty companies shall comply with the requirements of

G.S. 58-1-36."

SECTION 2. G.S. 58-1-36 is amended by adding a new subsection to read:
"(e) Warranty companies, as defined in G.S. 58-1-15, 58-1-20, 58-1-25. and 58-1-
30, shall comply with this section. The Commissioner may enforce compliance with this

section using the provisions of Article 2 of this Chapter."
SECTION 3. G.S. 58-1-35 is amended by adding a new subsection to read:

"(m) If not submitted electronically, all contracts, literature, advertising materials,
letters, and other documents submitted to the Department to comply with the filing

requirements of this Chapter or an administrative rule adopted pursuant to this Chapter
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shall be submitted on paper eight and one-half inches by eleven inches. Brochures and
pamphlets shall not be stapled or bound."
SECTION 4. G.S. 58-3-150 is amended by adding a new subsection to read:

"(c) If not submitted electronically. all contracts, literature, advertising materials,
letters, and other documents submitted to the Department to comply with the filing
requirements of this Chapter or an administrative rule adopted pursuant to this Chapter
shall be submitted on paper eight and one-half inches by eleven inches. Brochures and
pamphlets shall not be stapled or bound."

SECTION 5. Article 1 of Chapter 58 of the General Statutes is amended by
adding a new section to read:
"§ 58-1-40. Mechanical breakdown service agreements.

(a) Except as provided in subsection (c) of this section, all mechanical
breakdown service agreement companies soliciting business in this State shall comply
with G.S. 58-1-35 and G.S. 58-1-36.

(b) As used in this section, "mechanical breakdown service agreement
companies” include any person that issues mechanical breakdown service agreements
and is not a licensed insurer, and "mechanical breakdown service agreements" are
applicable to mechanized equipment, including automobiles, riding mowers, scooters.
generators, farm implements, logging equipment, road grazers, bulldozers, and power
equipment not licensed for road use, whether mobile or not.

(c) This section does not apply to performance guarantees, warranties,
mechanical breakdown service agreements. or motor vehicle service agreements made

by:

(1) A manufacturer.

(2) A distributor.

(3) A subsidiary of a manufacturer or distributor,"

SECTION 6. G.S. 58-37-50 reads as rewritten:

"§ 58-37-50. Termination of insurance.

No member may terminate insurance to the extent that cession of a particular type of
coverage and limits is available under the provisions of this Article except for the
following reasons:

(1) Nonpayment of premium when due to the insurer or producing agent.
A check tendered in payment of premium that is dishonored by the
bank because the account on which the check is drawn contains
insufficient funds or is a closed or nonexistent account constitutes
nonpayment of premium.

(2) The named insured has become a nonresident of this State and would
not otherwise be entitled to insurance on submission of new
application under this Article.

(3) A member company has terminated an agency contract for reasons
other than the quality of the agent's insureds or the agent has
terminated the contract and such agent represented the company in
taking the original application for insurance.

Page 2 | House Bill 283-First Edition
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1 (4)  When the insurance contract has been cancelled pursuant to a power of
2 attorney given a company licensed pursuant to the provisions of G.S.
3 58-35-5.
. 4 (5) The named insured, at the time of renewal, fails to meet the
/ 5 requirements contained in the corporate charter, articles of
\; 6 incorporation, and/or bylaws of the insurer, when the insurer is a
' 7 company organized for the sole purpose of providing members of an
8 organization with insurance policies in North Carolina."
9 SECTION 7. Sections 1 through 5 of this act become effective October 1,
0 2003. The remainder of this act is effective when it becomes law.

House Bill 283-First Edition Page 3
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2003 COMMITTEE REPORT
HOUSE OF REPRESENTATIVES

The following report(s) from sténding committee(s) is/are presented:
By Representatives Holliman and Setzer, (Chairs) for the Committee on INSURANCE.

(] Committee Substitute for

H.B. 560 A BILL TO BE ENTITLED AN ACT TO DISAPPROVE THE
ADMINISTRATIVE RULES GOVERNING LIFE INSURANCE REPLACEMENT.

[J With a favorable report.

(] With a favorable report and recommendation that the bill be re-referred to the Committee on
Appropriations [_] Finance [] ]

(] With a favorable report, as amended.

[ With a favorable report, as amended, and recommendation that the bill be re-referred to the
Commlttee on Appropriations [_] Fmance O Ol

E With a favorable report as to the committee substitute bill (#———)—E-whwh.nhanges.the.
~title; unfavorable as tothe original billy (Semmittee-Substitnte-BiH-#——jtand
mmmmmrmmm
Oy

[] With a favorable report as to House committee substitute bill (# ), [] which changes
. the title, unfavorable as to Senate committee substitute bill.

(] With an unfavorable report.

[] With recommendation that the House concur.

(] With recommendation that the House do not concur.

] with recommghdation that the House do not conéur; request conferees.

(] With recommendation that the House concﬁr; committee believes bill fo be material.
[] With an unfavorable report, with a Minority Report attached.

(] Without prejudice: | |

] With an indefinite post;.)one‘ment report. .

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

(] With recommendation that it be adopted. (HOUSE RESOLUTION ONLY)
. : N 03/19/03
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2003 COMMITTEE REPORT
HOUSE OF REPRESENTATIVES

‘ The following report(s) from standing committee(s) is/are presented: _
By Representatives Holliman and Setzer, (Chairs) for the Committee on INSURANCE.

[] Committee Substitute for

HB. 283 A BILL TO BE ENTITLED AN ACT TO REQUIRE REAL PROPERTY
WARRANTY COMPANIES TO CARRY CONTRACTUAL LIABILITY POLICIES;
REQUIRE MOTOR VEHICLE AND HOME APPLIANCE SERVICE AGREEMENT
COMPANIES TO USE A SPECIFIC FORMAT ON ALL WRITTEN MATERIALS -
SUBMITTED; MANDATE ALL REQUIRED SUBMISSIONS TO THE DEPARTMENT
OF INSURANCE TO BE IN A SPECIFIC FORMAT IF IN WRITING; REQUIRE
WARRANTY COMPANIES TO COMPLY WITH ARTICLE 1 OF CHAPTER 58 OF THE
GENERAL STATUTES; DEFINE MECHANICAL BREAKDOWN SERVICE
AGREEMENTS AND REQUIRE ALL MECHANICAL BREAKDOWN SERVICE
AGREEMENT COMPANIES TO COMPLY WITH ARTICLE 1 OF CHAPTER 58 OF -

"THE GENERAL STATUTES AND WITH THE RULES REGARDING MOTOR

VEHICLE AND HOME APPLIANCE SERVICE AGREEMENT COMPANIES; AND
PROVIDE THAT A BAD CHECK CONSTITUTES NONPAYMENT OF PREMIUM OF
A MOTOR VEHICLE LIABILITY INSURANCE POLICY.

] with a favorable report.

[[] With a favorable report and recommendation that the bill be re- referred to the Committee on
Appropriations [_] Finance [] .

. [C] With a favorable report, as amended.

] with a favorable report, as amended, and recommendation that the bill be re-referred to the
Committee on Appropriations [_] Finance [ .

With a favorable report as to the committee substitute bill o) [ Joahiich-ehangosthe .
“titte, unfavorable as to‘(~the orlgmal bll.l')’ {Gemmrttee—ﬁubstrtutrﬁrl-l—#——_;,(md..

'en——'-')‘
] With a favorable report as to House committee substitute bill (# ), ] which-changes
the title, unfavorable as to Senate committee substitute bill. '

J With an unfavorable reﬁort.

] With recommendation that'the\House concur.

[] With recommendation that the House do not concur.

[C] With recommendation that the House do not concur; request conferees.

[] With recommendation that the House‘concur; committee believes bill to be material.
‘ ' [] with an unfavorable report, with a Minority Report attached.

(O] without prejudice.

(] With an indefinite postponement report.



MINUTES
HOUSE COMMITTEE ON INSURANCE

April 21,2003

The House Committee on Insurance met at 5:00PM on April 21, 2003. The
following Representatives were present: Hugh Holliman, Mitchell Setzer,
Lucy Allen, Robert Grady, Charles Johnson, Linda Johnson, Karen Ray,
Drew Saunders and Connie Wilson.

Chair Hugh Holliman called the meeting to order and called on Rep. Setzer
to introduce Joe Stewart, Chief Deputy State Treasurer to speak on House
Bill 1001- '

SUPPLEMENTAL INSURANCE FOR RETIREES. Mr. Stewart explained
the specific procedures for supplemental insurance. See attachment 1.

Tim Hovis, Staff Attorney provided the members with a summary of the bill.
See attachment II. Attachment III is House Bill 1001.

Representative Saunders made the motion for a favorable report and
recommended that House Bill 1001 be re-referred to the Committee on

Finance. His motion passed unanimously. See Attachment IV.

The meeting was adjourned at 5:15 PM

AL B
@ep L. Hugh Hollima;;Chair

Rep. Mitchell Setzer, Chai

Carol Bowers&Jo@Mills, Clerk’s ; ‘
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GENERAL ASSEMBLY OF NORTH CAROLINA ”—ZL—‘
SESSION 2003

H 1
HOUSE BILL 1001*

Short Title: Supplemental Insurance for Retirees. (7/. 2/. 05
(Public)
Sponsors: Representatives G. Wilson and Bell (Primary /)
Sponsors) . M\n—?
Referred to: Insurance.

April 10, 2003

A BILL TO BE ENTITLED
AN ACT TO PROVIDE FOR COMPETITIVE SELECTION OF CERTAIN
SUPPLEMENTAL INSURANCE PRODUCTS FOR RETIRED STATE EMPLOYEES.
The General Assembly of North Carolina enacts:
SECTION 1. Article 31 of Chapter 58 of the
General Statutes is amended by adding a new section to read:
"§ 58-31-61. Competitive selection of retirement benefit
payment deduction supplemental insurance products paid
for by retired State emplovees.
{a) Duties of the Board of Trustees. - The
Board of Trustees of the Teachers' and State Employees'
Retirement System shall:
(1) Review insurance products currently
offered through retirement benefit payment
deduction to retired State employees to determine
if those products meet the needs and desires of the
retired employees.
(2) Select the types of insurance products
that reflect the needs and desires of retired State
emplovees.
(3) Competitively select the best
insurance products of the types determined by the
Department of State Treasurer and the Board of
Trustees to reflect the needs and desires of the
retired employees.
As used in this section, "insurance product" includes a
prepaid legal services plan registered under G.S. 84-23.1.
(b) Conflicts of Interest. - The Board of Trustees
shall be autonomous in its selection of insurance products and
insurance companies and no member of the Board of Trustees
having a conflict of interest in the selection of insurance
products or insurance companies shall participate ‘in the
discussion or selection of the insurance products or insurance
companies. Any decision rendered pursuant to this section by the
Board of Trustees where the autonomy of the Board of Trustees or
a conflict of interest is questioned shall be subject to appeal
to the State Treasurer's Office pursuant to the Administrative
Procedure Act.
(c) Retirement Benefit Payment Deduction Slots. -
The company or companies selected by the Board of Trustees shall
be permitted to sell through retirement benefit payment

http://www.ncleg.net/html2003/bills/AllVersions/House/H1001v1.html 4/21/2003
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deduction only the products specifically approved by the Board
of Trustees. The assignment by the Board of Trustees of a
retirement benefit payment deduction slot shall be for a period
of not less than two years unless the insurance company shall be
in violation of the terms of the written agreement specified in
this subsection. The insurance company awarded a retirement
benefit payment deduction slot shall, pursuant to a written
agreement setting out the rights and duties of the insurance
company, be afforded an adequate opportunity to solicit retired
State employees by making such retired employees aware that a
representative of the company will be available at a specified
time and at a location convenient to the retired employees.

Notwithstanding any other provision of the General
Statutes, once a retired employee has selected an insurance
product for retirement benefit payment deduction, that product
may not be removed from retirement benefit payment deduction for
that ‘employee without his or her specific written consent.

When retirement benefit payment deduction is no longer
available, the insurance company may not terminate life
insurance products purchased under the retirement benefit
payment deduction plan without the retiree's specific written
consent solely because the premium is no longer deducted from
retirement benefit payments.

(d) Procedure for Selection of Insurance Product
Proposals. - All insurance product proposals shall be sealed.
The Board of Trustees shall open all proposals in public and
record them in the minutes of the Board of Trustees, at which
time the proposals become public records open to public
inspection.

After the public opening, the Board of Trustees shall
review the proposals, examining the cost and quality of the
products, the reputation and capabilities of the insurance
companies submitting the proposals, and other appropriate
criteria. The Board of Trustees shall determine which proposal,
if any, would meet the needs and desires of the retired
employees and shall award a retirement benefit payment deduction
slot to the company submitting the proposal that meets those
needs and desires. The Board of Trustees may reject any or all
proposals.

A company may seek to modify or withdraw a proposal only
after the public opening and only on the basis that the proposal
contains an unintentional clerical error as opposed to an error
in judgment. A company seeking to modify or withdraw a proposal
shall submit to the Board of Trustees a written request, with
facts and evidence in support of its position, prior to the
award of the retirement benefit payment deduction slot, but not
later than two days after the public opening of the proposals.
The Board of Trustees shall promptly review the request, examine
the nature of the error, and determine whether to permit or deny
the request.

(e) Committee of the Board. - The Board may
designate a committee consisting of not less than five members
of the Board to carry out the duties of the full Board set forth
in this section. If a committee is designated to carry out the
full Board's duties, it shall comply with all the provisions of
this section and its determination on the award of retirement
benefit payment deduction slots to companies submitting
proposals shall constitute a recommendation to the full Board
rather than a final decision on the award. The full Board shall
either adopt or reject each of the recommendations offered by

http://www.ncleg.net/html2003/bills/AllVersions/House/H1001v1.html
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the committee. Board adoption of a recommendation of the
committee constitutes an award of a retirement benefit payment
deduction slot for purposes of this section.
(f) Criminal Penalty. - It shall be a Class 3
misdemeanor for any member of the Board of Trustees having a
conflict of interest in the selection of insurance products or
insurance companies to attempt to influence the Board of
Trustees in the selection of insurance products or insurance
companies knowing or having reason to know that the member has a
conflict of interest in the selection of insurance products or
insurance companies, or for anyone to open a sealed insurance
product proposal or disclose or exhibit the contents of a sealed
insurance product proposal, prior to the public opening of the
proposal. The Commissioner of Insurance shall have the authority
to investigate complaints alleging acts subject to the criminal
penalty and shall report the Commissioner's findings to the
Attorney General of North Carclina.
{(g) The Department of State Treasurer may employ

clerical and professional staff and such other assistance as may
be necessary to assist the Department of State Treasurer in
carrying out its duties and responsibilities under this section.
The administrative costs to the Department of State Treasurer of
carrying out its duties and responsibilities under this section
may be charged to participants or deducted from participants'
accounts in accordance with nondiscriminatory procedures
established by the Department of State Treasurer."

SECTION 2. This act becomes effective January 1,

2004.

http://www.ncleg.net/html2003/bills/AllVersions/I—Iouse/H1 001v1.html
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HOUSE BILL 1001: T
Supplemental Insurance For Retirees

BILL ANALYSIS

Committee: House Insurance Committee Introduced by: Representatives G. Wilson and
Date: April 21, 2003 Bell
Version: House Bill 1001 Summary by: Tim Hovis

Committee Counsel

SUMMARY: House Bill 1001 would authorize the Board of Trustees of the Teachers and State
Employees Retirement System, to do the following:

e Review insurance products offered through the retirement benefit payment deduction to retired
state employees.

e Select insurance products reflecting the needs of state employees.

e Competitively select insurance products to reflect the needs of retired employees.

The bill requires the Board to be autonomous in its selection of products and, if a conflict of interest
arises, provides for an appeal under the Administrative Procedure Act.

Only those products authorized for sale by the Board will be submitted for benefit payment deduction by
retired employees. Products may be authorized for deduction for a period of not less than two years. Once
selected, an insurance product may not be removed without the consent of the employee. Insurance
companies are prohibited under the act from terminating products without the retiree's consent solely
because the premium in no longer deducted from the retiree's benefits.

The bill provides for a selection process, including sealed proposals opened in public and subject to public
inspection. Companies may withdraw or modify a proposal only on the basis of an unintentional clerical
error and must submit a written request to the Board to modify the proposal.

The Board may authorize a committee of not less than 5 Board members to carry out the duties under the
bill and may submit its recommendation for approval by the Board.

The bill creates a Class 3 misdemeanor for any Board member to have a conflict of interest in the
selection of insurance products and authorizes the Commissioner of Insurance to investigate complaints
under the act. The Department of State Treasurer may deduct from participants' accounts the costs of
carrying duties under the act.

EFFECTIVE DATE: House Bill 1001 becomes effective January 1, 2004.

Legislative Services Office North Carolina Genefal Assembly | ' Research Division, 733-2578
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GENERAL ASSEMBLY OF NORTH CAROLINA ﬂ

SESSION 2003
H 1
HOUSE BILL 1001*
Short Title: Supplemental Insurance for Retirees. , (Public)

Sponsors:  Representatives G. Wilson and Bell (Pri'mary SponSors).

Referred to: Insurance.

April 10, 2003

A BILL TO BE ENTITLED
AN ACT TO PROVIDE FOR COMPETITIVE SELECTION OF CERTAIN
SUPPLEMENTAL INSURANCE PRODUCTS FOR RETIRED STATE
EMPLOYEES. '
The General Assembly of North Carolina enacts:
SECTION 1. Article 31 of Chapter 58 of the General Statutes is amended by
adding a new section to read:

"§ 58-31-61. Competitive selection of retirement benefit payment deduction

supplemental insurance products paid for by retired State employees.
(a)  Duties of the Board of Trustees. — The Board of Trustees of the Teachers' and

State Employees' Retirement System shall:
- (1) Review _insurance products currently offered through retirement
- benefit payment deduction to retired State employees to determine if
those products meet the needs and desires of the retired employees.
(2)  Select the types of insurance products that reflect the needs and desires
of retired State employees. |
(3) Competitively select the best insurance products of the types
determined by the Department of State Treasurer and the Board of
Trustees to reflect the needs and desires of the retired employees.
As used in_this section, "insurance product” includes a prepaid legal services plan
registered under G.S. 84-23.1. _
(b) Conflicts of Interest. — The Board of Trustees shall be autonomous in its
selection of insurance products and insurance companies and no member of the Board

.of Trustees having a conflict of interest in the selection of insurance products or

insurance companies shall participate in the discussion or selection of the insurance
products or insurance companies. Any decision rendered pursuant to this section by the
Board of Trustees where the autonomy of the Board of Trustees or a conflict of interest
is questioned shall be subject to appeal to the State Treasurer's Office pursuant to the
Administrative Procedure Act.




00 ~J O W bW —

W W W W W W W WWNNNNDNNDNDNDNDN = e et e et e o e

GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 2003

(c)  Retirement Benefit Payment Deduction Slots. — The company or companies
selected by the Board of Trustees shall be permitted to sell through retirement benefit
payment deduction only the products specifically approved by the Board of Trustecs.
The assignment by the Board of Trustees of a retirement benefit payment deduction slot
shall be for a period of not less than two years unless the insurance company shall be in
violation of the terms of the written agreement specified in this subsection. The

Insurance company awarded a retirement benefit payment deduction slot shall, pursuant

to a written agreement setting out the rights and duties of the insurance company, be
afforded an adequate opportunity to solicit retired State emplovees by making such
retired employees aware that a representative of the company will be available at a
specified time and at a location convenient to the retired emplovees.

Notwithstanding any other provision of the General Statutes, once a retired
employee has selected an insurance product for retirement benefit payment deduction,
that product may not be removed from retirement benefit payment deduction for that
employee without his or her specific written consent.

When retirement benefit payment deduction is no longer available, the insurance
company may not terminate life insurance products purchased under the retirement
benefit payment deduction plan without the retiree's specific written consent solely

because the premium is no longer deducted from retirement benefit payments.

(d)  Procedure for Selection of Insurance Product Proposals. — All insurance
product proposals shall be sealed. The Board of Trustees shall open all proposals in
public and record them in the minutes of the Board of Trustees, at which time the
proposals become public records open to public inspection.

After the public opening, the Board of Trustees shall review the proposals,
examining the cost and quality of the products, the reputation and capabilities of the

insurance companies submitting the proposals, and other appropriate criteria. The Board
of Trustees shall determine which proposal, if any, would meet the needs and desires of
the retired employees and shall award a retirement benefit payment deduction slot to the
company submitting the proposal that meets those needs and desires. The Board of
Trustees may reject any or all proposals.

A company may seek to modify or withdraw a proposal only after the public

opening and only on the basis that the proposal contains an unintentional clerical error
as opposed to an error in judgment. A company seeking to modify or withdraw a
proposal shall submit to the Board of Trustees a written request, with facts and evidence
in support of its position, prior to the award of the retirement benefit payment deduction
slot, but not later than two days after the public opening of the proposals. The Board of
Trustees shall promptly review the request, examine the nature of the error, and
determine whether to permit or deny the request.

(e) Committee of the Board. — The Board may designate a committee consisting
of not less than five members of the Board to carry out the duties of the full Board set
forth in this section. If a committee is designated to carry out the full Board's duties, it
shall comply with all the provisions of this section and its determination on the award of
retirement benefit payment deduction slots to companies submitting proposals shall
constitute a recommendation to the full Board rather than a final decision on the award.

Page 2 House Bill 1001*-First Edition
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The full Board shall either adopt or reject each of the recommendations offered by the
committee. Board adoption of a recommendation of the committee constitutes an award
of a retirement benefit payment deduction slot for purposes of this section.

(f)  Criminal Penalty. — It shall be a Class 3 misdemeanor for any member of the
Board of Trustees having a conflict of interest in the selection of insurance products or
insurance companies to attempt to influence the Board of Trustees in the selection of
insurance products or insurance companies knowing or having reason to know that the
member _has a conflict of interest in the selection of insurance products or insurance

companies, or for anyone to open a sealed insurance product proposal or disclose or
exhibit the contents of a sealed insurance product proposal, prior to the public opening

of the proposal. The Commissioner of Insurance shall have the authority to investigate
complaints alleging acts subject to the criminal penalty and shall report the
Commissioner's findings to the Attorney General of North Carolina.

(2)  The Department of State Treasurer may employ clerical and professional staff
and such other assistance as may be necessary to assist the Department of State
Treasurer in carrying out its duties and responsibilities under this section. The
administrative costs to the Department of State Treasurer of carrying out its duties and

responsibilities under this section may be charged to participants or deducted from
participants' accounts in accordance with nondiscriminatory procedures established by

the Department of State Treasurer."
SECTION 2. This act becomes effective January 1, 2004.

House Bill 1001*-First Edition Page 3
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2003 COMMITTEE REPORT T
HOUSE OF REPRESENTATIVES «/’d

The following report(s) from standing committee(s) is/are presented:
- By Representatives Holliman and Setzer, (Chairs) for the Committee on INSURANCE

[] Committee Substitute for

H.B. 1001 A BILL TO BE ENTITLED AN ACT TO PROVIDE FOR COMPETITIVE
SELECTION OF CERTAIN SUPPLEMENTAL IN SURANCE PRODUCTS FOR
RETIRED STATE EMPLOYEES.

O With a favorable report. |

With a favorable report and recommendation that the bill be re-referred to the Commrttee on
Approprlatlons (] Finance X O

(J With a'favorable report, as amended

[(J With a favorable report, as amended and recommendation that the brll be re- referred to the -

Committee on Approprratrons (] Finance (] Ol
O With a favorable report as to the committee substitute bill # . ), [] which changes the
title, unfavorable as to (the original bill) (Committee Substitute Bill # ),(and
recommendation that the committee substitute bill # ) be re-referred to the Committee
on D o
[ With a favorable report as to House cornmittee substitute bill (# ), [ which.changes

the title, unfavorable as to Senate corrrmrttee' substitute bill.
[0 with an 'unfavorable report.
] with recorrlmendatron that the House concur.
O Wrth recommendation rhat 4the.House do .rlot c‘oncur.
[J with reeommendation thet the House do not eoncrrr; request c.onfe'rees._
O With recommendation that the House concur; committee believes bill to be material.
} ,
[J With an unfavorable report, with eMinority Report attached.
D Without prejudice. |
(] With an indefinite postpenement report.

[] With an indefinite postponerrlent report,.with a Minority Report attached.

O With recommendation that it be adopred. (HOUSE RESOLUTION ONLY) :
A : 03/19/03



 MINUTES

HOUSE COMMITTEE ON INSURANCE

April 22, 2003

The House Committee on Insurance met at 10:00 AM on April 22, 2003. The following
Representatives attended: Hugh Holliman, Mitchell Setzer; John Hall, Lucy Allen, Bobby
Barbee, Robert Grady, Howard Hunter; Charles Johnson, Linda Johnson, David Lewis,
Karen Ray, Drew Saunders, Connie Wilson, Tom Wright, Harold Brubaker and Pete
Cunningham.

Chair Mitchell Setzer called the meeting to order and introduced the pages, David
Welsher from Cumberland County, Sponsored by Rep. Glazier, Casey Best from Wayne
County, Sponsored by Rep. Pate and Bobby Brady from Cumberland, sponsored by Rep.
Glazier. He introduced the Sergeant-At-Arms, Dusty Rhodes, Charles Grady and
Charles Williams. See Attachment I. He welcomed the visitors. Attachment II.

Representative Setzer recognized Representative Holliman to speak on HB-829-
ANNUITY NONFORFEITURE RATE CHANGE. Representative Holliman called on
Bill Hale, Attorney to explain and answer any questions. See Attachment III.
Representative Barbee called for a favorable report and it passed.

Chair Setzer called on Representative Alexander to speak on HB-654-MENTAL
HEALTH/CHEMICAL DEPENDENCY PARITY. Representative Alexander
encouraged this legislation that has been introduced several times in recent years. See
Attachment IV. Visitors speaking in favor of the bill were: Beth Melcher, Attach-

ment V. Sheila Singleton, Director of the Alliance for Bi-Polar Depression spoke in
favor of the bill as someone suffering from mental illness. Dr. Mike ZarZar, Psychiatrist,
with the North Carolina Psychologist Association spoke on the values and studies. See
Attachment VI. Lisa Beam, Attorney from Mecklenburg County with MS spoke on the
importance of passing this bill. Tony Muluihill talked on the cost of addiction in North
Carolina. See Attachment VII. Mr. Jessie Sell, Counselor shared his personal
experiences and how healthcare cost has affected him personally. See Attachment VIII.



Page 2

Mr. Robert Paschal, Attorney in Wake County, who represents the insurance
underwriters, spoke against the bill, as did Paul Mahoney, North Carolina Association
of Health Plan. See Attachment IX.

Representative Hunter expressed his concerns of how the premiums would effect small
businesses. If the cost goes up much higher he will have to go out of business.

Due to time limitations the meeting was adjourned to continue the following day, April
23, 2003 at 11:00 in Room 544, LOB.

Rep. Mitchell Setzer

Sl Hako

| Rep. H h Holliman'

Carol Bowers & Jc()énna Mllls Clerks .
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ANNUITY NONFORFEITURE RATE CHANGE
‘A deferred annuity is a contract that accumulates a sum of money over time, with the intent of
providing installment payments at some point in the future. A person can buy this contract by
making a lump sum payment up front, by making payments over time, or through some
combination of these two methods of payment. In return, the insurance company invests the
money and credits interest to this contract. The nonforfeiture value is the value of an insurance
policy or annuity contract if it is cancelled or required premium payments are not paid. The
nonforfeiture value also comes into play if an annuity is prematurely surrendered or if the
annuity holder dies before the payments begin. In all of these circumstances, the law guarantees
a minimum interest rate to the contract holder.

North Carolina’s law (N.C. General Statute §58-58-60) is based on a model act of the National
Association of Insurance Commissioners (NAIC). When it was enacted in 1979, interest rates
were relatively high and expected to remain so (one year rates were between 9.6% and 12.44%).
Interest rates throughout the economy have declined significantly in recent years and will
probably remain low for many years to come. The Federal Reserve Board lowered interest rates
eleven times in one year.

During 1979, the year in which North Carolina’s 3% nonforfeiture rate was enacted, the Five-
Year Constant Treasury Rate ranged from 9.06 to 10.21%. The “One Year Constant Treasury
Rate” ranged from 9.57 to 12.44%. Thus, a 3% minimum, which was never expected by anyone
to be reached, let alone breached, was considered a fair “floor” for rates; especially considering
that insurer expenses require additional margin over earned rates. During 2000, rates for the
Five-Year Constant Treasury Rate began at 6.58%; in late 2001 they fell to 3.91%; in March
2002, the rate was 4.74%. The One-Year Constant Treasury Rate was 6.12% in January 2000,
and fell to 2.16% in January 2002. In March, it was 2.57%.

The minimum guaranteed interest rate of 3% under prior law was high in light of very low
interest rates in the economy. Insurers believed it might become possible that they simply could
not obtain high enough yields on their own investments, pay for selling and administrative
expenses, and still guarantee to pay consumers at least 3%.

In 2002 the General Assembly reduced the statutory minimum guaranteed rate from 3% to

1 %%. This was based on a recommendation by the industry and the NAIC. It was hoped that
this change would result in insurers offering more deferred annuity products to consumers
because insurers could be able to more closely match reduced payments to consumers with their
own reduced returns on investments. This was intended to be a stopgap measure while the
industry and the NAIC developed an interest rate index to be put into the model act. On March 7,
2003, the NAIC adopted the index to determine the minimum nonforfeiture rate. The result of
the index calculation is then compared with a 3% nonforfeiture rate, and the lesser of them is
used, with an absolute minimum interest rate of 1%. A large number of states changed the fixed
rate from 3% to 1.5% last year. States are now beginning to put this interest rate index into their
laws to replace the fixed interest rate. '
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HOUSE BILL 829*
Short Title: Annuity Nonforfeiture Rate Change. (Public)
Sponsors:  Representatives Holliman and Setzer (Primary Sponsors).
Referred to: Insurance.

April 2, 2003
A BILL TO BE ENTITLED

AN ACT TO ADOPT THE NAIC MODEL STANDARD NONFORFEITURE LAW
FOR INDIVIDUAL DEFERRED ANNUITIES.
The General Assembly of North Carolina enacts:
SECTION 1. Article 58 of Chapter 58 of the General Statutes is amended by
adding a new section to read:
"§ 58-58-61. Standard nonforfeiture law for individual deferred annuities.

(a)  Title. — This section is and may be cited as the Standard Nonforfeiture Law

for Individual Deferred Annuities.

(b)  Applicability. — This section does not apply to any:

()
Q)

CRRRBRER

Reinsurance.

Group annuity purchased under a retirement plan or plan of deferred
compensation established or maintained by an employer, including a
partnership or sole proprietorship, or by an employee organization, or
by both, other than a plan providing individual retirement accounts or
individual retirement annuities under section 408 of the Internal
Revenue Code, as amended.

Premium deposit fund.

Variable annuity.

Investment annuity.

Immediate annuity.

Deferred annuity contract after annuity payments have commenced.
Reversionary annuity.

Contract delivered outside this State through an agent or other
representative of the company issuing the contract.

(c) Nonforfeiture Requirements. — In the case of contracts issued on or after the

operative date of this section as defined in subsection (o) of this section, no contract of

annuity, except as stated in subsection (b) of this section. shall be delivered or issued for

delivery in this State unless it contains in substance the following provisions, or
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corresponding provisions that in the opinion of the Commissioner are at least as
favorable to the contract holder, upon cessation of payment of considerations under the .
contract: -

(1)  That upon cessation of payment of considerations under a contract, or
upon the written request of the contract owner, the company shall
grant a paid-up annuity benefit on a plan stipulated in the contract of
the value specified in subsections (g). (h)., (i). (j). and (1) of this
section.

(2) If a contract provides for a lump sum settlement at maturity or at any
other time. that upon surrender of the contract at or before the
commencement of any annuity payments, the company shall pay in
'lieu of a paid-up annuity benefit a cash surrender benefit of the amount
specified in subsections (g), (h), (j), and (1) of this section. The
company may reserve the right to defer the payment of the cash
surrender benefit for a period not to exceed six months after demand
for the payment with surrender of the contract after making written
request and receiving written approval of the Commissioner. The
request shall address the necessity and equitability to all policyholders
of the deferral.

(3) A statement of the mortality table, if any, and interest rates used in
calculating any minimum paid-up annuity, cash surrender, or death
benefits that are guaranteed under the contract, together with sufficient
information to determine the amounts of the benefits.

(4) A statement that any paid-up annuity, cash surrender, or death benefits
that may be available under the contract are not less than the minimum
benefits required by any statute of the state in which the contract is
delivered and an explanation of the manner in which the benefits are
altered by the existence of any additional amounts credited by the
company to the contract, any indebtedness to the company on the
contract, or any prior withdrawals from or partial surrenders of the
contract.

Notwithstanding the requirements of this subsection, a deferred annuity contract
may provide that if no considerations have been received under the contract for a period
of two full years and the portion of the paid-up annuity benefit at maturity on the plan
stipulated in the contract arising from prior considerations paid would be less than
twenty dollars ($20.00) monthly, the company may at its option terminate the contract
by payment in cash of the then-present value of the portion of the paid-up annuity
benefit, calculated on the basis of the mortality table, if any, and interest rate specified
in the contract for determining the paid-up annuity benefit, and by this payment shall be
relieved of any further obligation under the contract.

(d) Minimum Values. — The minimum values specified in subsections (g). (h),
(i), (§), and (1) of this section of any paid-up annuity, cash surrender, or death benefits
available under an annuity contract shall be based upon minimum nonforfeiture
amounts as defined in this section. The minimum nonforfeiture amount at any time at or

Page 2 House Bill 829*-First Edition
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before the commencement of any annuity payments shall be equal to an accumulation

"“up to that time at rates of interest as indicated in subsection (e) of this section of the net

"considerations, as hereinafter defined, paid before that time, decreased by the sum of the
following:

(1) Any prior withdrawals from or partial surrenders of the contract
accumulated at rates of interest as indicated in subsection (e) of this

(2) An annual contract charge of fifty dollars ($50.00), accumulated at
rates of interest as indicated in subsection (e) of this section.

(3)  Any premium tax paid by the company for the contract, accumulated
at rates of interest as indicated in subsection (e) of this section.

(4) The amount of any indebtedness to the company on the contract,
including interest due and accrued. -

The net considerations for a given contract year used to define the minimum
nonforfeiture amount shall be an amount equal to eighty-seven and one-half percent (87
1/2%) of the gross considerations credited to the contract during that contract year.

(¢)  The interest rate used in determining minimum nonforfeiture amounts shall
be an annual rate of interest determined as the lesser of three percent (3%) per annum
and the following, which shall be specified in the contract if the interest rate will be
reset:

(1)  The five-year Constant Maturity Treasury Rate reported by the Federal
Reserve as of a date, or average over a period, rounded to the nearest
one-twentieth of one percent (0.05%), specified in the contract no
longer than 15 months before the contract issue date or
redetermination date under subdivision (4) of this subsection.
Reduced by 125 basis points.
Where the resulting interest guarantee is not less than one percent
(1%). |
(4) The interest rate shall apply for an initial period and may be
redetermined for additional periods. The redetermination date, basis,
and period, if any, shall be stated in the contract. The basis is the date
or average over a specified period that produces the value of the
five-year Constant Maturity Treasury Rate to be used at each
redetermination date.

(f)  During the period or term that a contract provides substantive participation in
an equity indexed benefit, it may increase the reduction described in subdivision (€)(2)
of this section by up to an additional 100 basis points to reflect the value of the equity
index benefit. The present value at the contract issue date, and at each subsequent
redetermination date, of the additional reduction shall not exceed the market value of -
the benefit. The Commissioner may require a demonstration that the present value of the
additional reduction does not exceed the market value of the benefit. Absent a
demonstration that is acceptable to the Commissioner, the Commissioner may disallow
or limit the additional reduction. The Commissioner may adopt rules to implement the
provisions of this subsection and to provide for further adjustments to the calculation of

LR
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minimum nonforfeiture amounts for contracts that provide substantive participation in
an equity index benefit and for other contracts for which the Commissioner determines ,,
adjustments are justified. o

(g) Computation of Present Value. — Any paid-up annuity benefit available under
a contract shall be such that its present value on the date annuity payments are to
commence is at least equal to the minimum nonforfeiture amount on that date. Present
value shall be computed using the mortality table, if any. and the interest rates specified
in the contract for determining the minimum paid-up annuity benefits guaranteed in the
contract.

(h) Calculation of Cash Surrender Value. — For contracts that provide cash
surrender benefits, the cash surrender benefits available before maturity shall not be less
than the present value as of the date of surrender of that portion of the maturity value of
the paid-up annuity benefit that would be provided under the contract at maturity arising
from considerations paid before the time of cash surrender reduced by the amount
appropriate to reflect any prior withdrawals from or partial surrenders of the contract,
such present value being calculated on the basis of an interest rate not more than one
percent (1%) higher than the interest rate specified in the contract for accumulating the
net considerations to determine maturity value, decreased by the amount of any
indebtedness to the company on the contract, including interest due and accrued, and
increased by any existing additional amounts credited by the company to the contract. In
no event shall any cash surrender benefit be less than the minimum nonforfeiture
amount at that time. The death benefit under such contracts shall be at least equal to the
cash surrender benefit. '

(i) Calculation of Paid-Up Annuity Benefits. — For contracts that do not provide
cash surrender benefits, the present value of any paid-up annuity benefit available as a
nonforfeiture option at any time before maturity shall not be less than the present value
of that portion of the maturity value of the paid-up annuity benefit provided under the
contract arising from considerations paid before the time the contract is surrendered in
exchange for, or changed to, a deferred paid-up annuity, the present value being
calculated for the period before the maturity date on the basis of the interest rate
specified in the contract for accumulating the net considerations to determine maturity
value. and increased by any additional amounts credited by the company to the contract.
For contracts that do not provide any death benefits before the commencement of any
annuity payments, present values shall be calculated on the basis of the interest rate and
the mortality table specified in the contract for determining the maturity value of the
paid-up annuity benefit, However, in no event shall the present value of a paid-up
annuity benefit be less than the minimum nonforfeiture amount at that time.

() Maturity Date. — For the purpose of determining the benefits calculated under
subsections (h) and (i) of this section, in the case of annuity contracts under which an
election may be made to have annuity payments commence at optional maturity dates,
the maturity date shall be the latest date for which election is permitted by the contract
but not later than the anniversary of the contract next following the annuitant's
seventieth birthday or the tenth anniversary of the contract, whichever is later.

Page 4 House Bill 829*-First Edition
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(k) Disclosure of Limited Death Benefits. — A contract that does not provide cash

"-surrender benefits or does not provide death benefits at least equal to the minimum
" nonforfeiture amount before the commencement of any annuity payments shall include

a statement in a prominent place in the contract that those benefits are not provided.
()  Inclusion of Lapse of Time Considerations. — Any paid-up annuity, cash

surrender, or death benefits available at any time, other than on the contract anniversary
under any contract with fixed scheduled considerations, shall be calculated with
allowance for the lapse of time and the payment of any scheduled considerations
beyond the beginning of the contract year in which cessation of payment of
considerations under the contract occurs.

(m) Proration of Values: Additional Benefits. — For a contract that provides within
the same contract, by rider or supplemental contract provision, both annuity benefits and
life insurance benefits that are in excess of the greater of cash surrender benefits or a
return of the gross considerations with interest, the minimum nonforfeiture benefits
shall be equal to the sum of the minimum nonforfeiture benefits for the annuity portion
and the minimum nonforfeiture benefits, if any, for the life insurance portion computed
as if each portion were a separate contract. Notwithstanding the provisions of
subsections (g), (h), (1), (i), and (1) of this section, additional benefits payable in the
event of total and permanent disability, as reversionary annuity or deferred reversionary
annuity benefits, or as other policy benefits additional to life insurance, endowment, and
annuity benefits, and considerations for all such additional benefits, shall be disregarded
in ascertaining the minimum nonforfeiture amounts, paid-up annuity, cash surrender,
and death benefits that may be required by this section. The inclusion of those benefits
shall not be required in any paid-up benefits, unless the additional benefits separately
would require minimum nonforfeiture amounts, paid-up annuity, cash surrender, and
death benefits.

(n)  Rules. — The Commissioner may adopt rules to implement the provisions of
this section.

(o)  Effective Date. — On and after October 1, 2003, a company may elect to apply
the provisions of this section to annuity contracts on a contract form-by-contract form
basis before October 1, 2004. In all other instances, this section shall become operative
with respect to annuity contracts issued by the company on and after October 1, 2004."

SECTION 2. G.S. 58-58-60 is repealed.
SECTION 3. G.S. 58-7-95(s) reads as rewritten:

"(s) Except for G-5—58-58-60-G.S. 58-58-61 and G.S. 58-58-120 in the case of a
variable annuity centract-and-contract, G.S. 58-58-55, 58-58-120, and 58-58-140(1) in
the case of a variable life insurance pehiey-policy, and except as otherwise provided in
this section, all pertinent provisions of the-insurancelaws-of-this-State-shall-this Chapter
apply to separate accounts and contracts issued in connection therewith—with separate
accounts. Any individual variable life insurance contract, delivered or issued for
delivery within this State, shall contain reinstatement and nonforfeiture provisions
appropriate to sueh-a-that contract. Any group variable life insurance contract, delivered
or issued for delivery within this State, shall contain grace provisions appropriate to
sueh-a-that contract. Any individual variable annuity contract, delivered or issued for
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delivery within this State, shall contain reinstatement provisions appropriate to such-a

that contract." "
- SECTION 4. Sections 2 and 3 of this act become effective October I, 2004.

The remainder of this act becomes effective October 1, 2003.

»
)

- -
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'BILL ANALYSIS

Committee: House Insurance Introduced by: Reps. Alexander, Insko,
/ / Date: April 22, 2003 Hackney, Wainwright
' Version: H654-CLSN-12 [v.1] Summary by: Sandra Alley

Committee Counsel

"SUMMARY OF ORIGINAL BILL: House Bill 808 would mandate coverage of mental illness and

chemical dependency and require that the coverage would be at full parity with covered benefits for
physical illness. Health benefit plans must provide the same day and visit limits, deductibles,
coinsurance factors, co-payments, maximum out-of-pocket limits, annual and lifetime dollar limits and
nay other dollar limits or fees for covered services prior to reaching any maximum out-of-pocket limit. -
The bill allows insurers to impose utilization management measures on covered benefits for mental
illness and chemical dependency, even if those measures are not placed on covered benefits for
physical illness. The act is effective on January 1, 2004.

THE PROPOSED COMMITTEE SUBSTITUTE -adds clinical social workers, certified substance
abuse counselors and licensed professional counselors to the list of providers to whom benefit
payments must be made for necessary care and treatment for chemical dependency treatment as
required under the Act.

CURRENT LAW: Chemical Dependency: Under current law, insurers, service corporations (Blue
Cross), and HMOs must offer coverage for chemical dependency to all group and blanket policyholders
that is no less favorable than the coverage provided under the policy for physical benefits generally. If the
group policyholder accepts the coverage, the benefits must be subject to the same durational limits, dollar
limits, deductibles, and coinsurance factors as benefits for physical illness generally. If the policy
provides more than $8,000 in total annual benefits for all illnesses under the policy, it must also provide
chemical dependency coverage of at least $8,000 per year and at least $16,000 over the /ifetime of the
policy.

Mental iliness: Insurers, service corporations and HMOs are not required to provide or offer mental health
benefits in their plans. However, if the plan does provide mental health benefits, it must ensure that any
lifetime and annual limits on that coverage is no less favorable than the benefits provided for physical
benefits generally under the plan. Any plan that can show a 1% increase in costs as a result of this
requirement can opt out of the requirement, and any plan that has 50 or fewer employees is exempt. This
law expires October 1, 2001.

Self-funded plans: Plans governed by ERISA are subject to the federal Mental Health Parity Act of 1996.
The Act prohibits these plans from imposing annual or lifetime dollar limits on reimbursement ceilings
for mental health benefits that are more restrictive than those applied to care for physical illness. Thus,
both insured and self-funded group plans in North Carolina are covered by the limited mental parity
requirement

Legislative Services Office North Carolina General Assembly Research Division, 733-2578
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, BILL ANALYSIS:

| '.Coverage and Parity Requ:rements

The proposed bill requires all'y ihsurers to cover chemical dependency benefits and mental illness
benefits. Group plans are required to be in full parity with benefits for physical illness generally under the
policy. The plan cannot provide for lower annual and lifetime dollar limits, different deductibles, co-
payments, or coinsurance factors, lower maximum out-of-pocket limits, or for more restrictive day and
visit limits for mental illness and chemical dependency benefits than it provides for physical benefits |
generally under the policy

Cost Control Provisions:

Insurers can use case management programs in conjunction with their coverage of chemical
dependency and mental illness benefits. Case management programs, which must comply with rules
adopted by the Commissioner of Insurance, are used to evaluate and determine medically necessary and
medically appropriate care for each patient. In addition, the bill provides that insurers can use common
managed care procedures, such as pre-admission screening and prior authorization, to determine whether
treatment for mental illness or chemical dependency is medically necessary in a particular case. Plans
will meet the parity requirements in the bill if at least one of the patient’s choices of treatment options
within the patient’s policy meets the parity requirement.

Definitions of Mental lliness and Chemical Dependency:

e Chemical Dependency:
Chemical dependency, for purposes of the chemical dependency parity requirement, is defined as the
“pathological use or abuse of alcohol or other drugs in a manner or to a degree that produces an
impairment in personal, social, or occupational functioning and which may, but need not, include a
pattern of tolerance and withdrawal.” Another section of the current law, which prohibits insurers
from discriminating against mentally ill or chemically dependent individuals in the issuance of
policies providing physical benefits, defines “chemically dependent” in the same manner, but the bill
adds a requirement that the dependency be accompanied by a mental disorder recognized in the -
American Psychiatric Association’s Diagnostic and Statistical Manual of Mental Disorders (DSM-IV
or subsequent editions). :

o Mental lliness.
Mental illness, for purposes of both the parity requirement and the anti-discrimination requirement, is
defined under the Mental Health, Developmental Disabilities, and Substance Abuse Act of 1985, with
the additional requirement that it be accompanied by a recognized mental disorder also. The
MH/DD/SA Act defines “mental illness” as follows: “(i) when applied to an adult, an illness which so
lessens the capacity of the individual to use self-control, judgment, and discretion in the conduct of his
affairs and social relations as to make it necessary or advisable for him to be under treatment, care,
supervision, guidance, or control and (ii) when applied to a minor, a mental condition, other than
mental retardation alone, that so impairs the youth's capacity to exercise age adequate self-control or
Jjudgment in the conduct of his activities and social relationships so that he is need of treatment. ”(GS
122C-3(21)).

Legislative Services Office - North Carolina General Assembly Research Division, 733-2578



MENTAL HEALTH/CHEMICAL DEPENDENCY PARITY

Pdge 3

' ~ Exclusions:

‘o~ Mental disorders coded in the DSM-IV as substance abuse related disorders (291.0 through 292.9
- +and 303.0 through 305.9). This list of exclusions consists of numerous disorders that fall into the
categories of alcohol-related disorders, amphetamine and amphetamine-like related disorders,
caffeine-related disorders, cannabis-related disorders, cocaine-related disorders, hallucinogen-
related disorders, inhalant-related disorders, nicotine-related disorders, opiod-related disorders,

phencyclidine-related disorders, sedative-hypnotic, or anxiolytic-related disorders, polysubstance-
related disorders, and other (unknown) substance-related disorders.
e Mental disorders coded as “V” codes. This includes relational problems, problems related to
- abuse or neglect (if the focus of attention is on a person other than the victim), and certain
. additional conditions such as academic problems, bereavement, and ‘antisocial behavior.

Effective Date: January 7, 2002.

BACKGROUND: According to a study conducted by Medstat Group for the Substance Abuse and
Mental Health Services Administration (SAMHSA) in Rockville, MD, 56% of the funding for mental
health and substance abuse treatment in 1997 was paid by the public sector, up from 53% in 1987..
According to the same study, spending for mental health and substance abuse treatment nationwide
reached $85.3 billion in 1997. There has been a decline in private insurers' real spending for substance
abuse services between 1987 and 1997 of 0.6%.

’ Linda Attarian, former Research Division Staff Attorney, contributed substantially to this summary.

‘ H654-SMSP-001

Legislative Services Office North Carolina General Assembly Research Division, 733-2578
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- Statistics tell us that 1 in 5 persons are affected by mental iliness.
Even higher is add substance abuse
Look around this room, significant number of people

When say that usually get snickers, finger pointing
To people who have mental illness, it is no laughing matter. It is
devastating.

Untreated, people lose jobs, lose relationships, and cost millions in
lost productivity.

The fortunate are able to get treatment, either because they have
the means to pay or because they have good insurance coverage.
Treatments works—people who get treatment get better. It is as
effective as treatments for heart disease.

That is really what this bill is all about. Allowing people who have
mental iliness and chemical dependency disorders the ability to
benefit from insurance coverage comparable to the coverage they
receive for physical health. Quite simply, it requires that mental
health and chemical dependency coverage be offered with the same
doliar limits, deductibles, and co-payments as are offered for physical
health policies.

We've been kicking this issue around for 10 years. And in that time,
33 states have passed parity laws. Despite dire predictions, these
states do not report employers dropping insurance coverage nor
significant premium increases. We now have a 10 year history
offering mental health parity through the state employee health plan.
Over that time, mental health payments as a portion of total health
payments has decreased from 6.4% to 1.8% and cost per covered
life per month has decreased from $6.49 to $3.59. An actuarial study
done in North Carolina determined that parity would raise premiums
no more than about 1.2%.



_ The people of North Carolina have waited a long time for this General
. ~+ 'Assembly to end insurance discrimination against mental illnesses
' - and chemical dependency. I urge you to support this bill.



Dr. Mike Zar2av
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Parity 2003

Cost of addiction in NC
$9.4 billion
$1.2 billion health care
$6.7 billion lost productivity
$1.5 billion criminal justice and other

‘ t
.

Admissions to state psychiatric hospitals with SA diagnosis averaged
6600 per year between 1998-2000. SA admissions averaged 45% of total

admissions.

Between 1993 and 2003, the Dept. of Correction added 11,356 new
prison beds. 80% of people in DOC custody are there because of some alcohol

or drug related crime.

Addiction is a treatable disease. It is a bi-partisan disease. Look at
the White House! The way to reduce these human and economic costs
is through access to health care. :

Not only does lack of parity cost shift to taxpayer, it cost shifts to the
little guy. He or she pays the price of lack of access with loss of employment,
. loss of health, loss of family, loss of freedom. The taxpayer picks up the
pieces.

The only reason we don’t have parity for Mental Health and Substance
Abuse is the shame connected with mental illness and addiction. Ask Betty
Ford, Billy Carter, Bush’s niece is they can “just say ‘no” :

Pharmaceuticals are the main driving force behind the increase in
insurance. Parity will tend to get people to treatment and with case
management, reduce overall health care costs.

We also hear that the insurance industry is hurting. I read in the
papers that insurance companies like Blue Cross are doing very well.

Give the taxpayers and policyholders a break. Please pass parity
today!
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Alcohol/Drug Council of North Carolina
1-800-688-4232

| Economic costs of alcohol and drug abuse - 2002

Health Care Expenditures
Total Alcohol Drug

Specialty Alcohol/Drug Services $407 $227 $179
Medical Consequences $766 $540 $226
Sub Tot $1,173
Productivity Impacts
Lost earnings - premature death $1,746 $1,192 $554
Lost earnings - illness $3,230 $2,633 $597
Lost earnings - crime/victims $1,743 $247 $1,496
: Sub Tot $6,718
Other Impacts
Crashes, fires, criminal justice $1,541 $845 $696
Total $9,433

Cost expressed in $millions

Alcohol/Drug Costs developed by ADCNC from "Economic Cost of Alcohol and Drug Abuse

in the United States", 1995 updated estimate, National Institute of Alcoholism and Alcoho!l Abuse,
National Institute of Health. ADCNC adjusted the national costs by the 2002 population estimate
of North Carolina as a percent of the whole, and by inflating the 1995 figure by the July1, 2002
all item CPI.

These data were developed by Tony Mulvihill, Executive Director, ADCNC.
Contact at tony@alcoholdrughelp.org
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GENERAL ASSEMBLY OF NORTH CAROLINA

‘ SESSION 2003
'H 1
HOUSE BILL 654
Short Title: Mental Health/Chemical Dependency Parity. (Public)

Sponsors:  Representatives Alexander, Insko, Hackney, Wainwright (Primary
Sponsors); Church, Luebke, and Weiss.

Referred to: Insurance.

March 25, 2003

A BILL TO BE ENTITLED
AN ACT TO REQUIRE PARITY IN HEALTH INSURANCE COVERAGE FOR
"MENTAL ILLNESS AND CHEMICAL DEPENDENCY.
The General Assembly of North Carolina enacts:
SECTION 1. G.S. 58-51-50 reads as rewritten:
"§ 58-51-50. Coverage for chemical dependency treatment.
(a) Definitions — As used in this section, the term"chemical-term:

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

(2) 'Health benefit plan' has the same meaning as in G.S. 58-3-167.

(3) 'Insurer' has tl the same meamng asin G.S. 58- 3 167

(b) Every insurer tha a—poli : OUP—€

: 36 S offer-te nsureds-shall prov1de in each
group health beneﬁt nlan beneﬁts for the necessary care and treatment of chemical

dependency that are not less favorable than beneﬁts for physical illness generally.

ed—in g benefits-Benefits for treatment of
chem1cal dependency shall be subject to the same durational—timits—-doHarlimits;
deductibles;-and-coinsurance-factors_limits as are benefits for physical illness generally.
For purposes of this subsection, 'limits' includes durational limits, deductibles,
coinsurance factors, co-payments, maximum out-of-pocket limits, annual and lifetime

dollar limits, and any other dollar limits or fees for covered services.
(bl) Weighted Average. — If a group health benefit plan contains annual limits,

lifetime limits, co-payments. deductibles, or coinsurance only on_selected physical
illness and injury benefits, and these benefits do not represent substantially all of the

physical illness and injury benefits under the health benefit plan, then the insurer may
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impose limits on the chemical dependency treatment benefits based on a weighted
average of the respective annual, lifetime, co-payment, deductible, or coinsurance limits
on_the selected physical illness and injury benefits. The weighted average shall be
calculated in accordance with rules adopted by the Commissioner.

(b2) Case Management. — An insurer may use a case management program for
chemical dependency treatment 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. These rules shall ensure
that case management programs are not designed to avoid the requirements_of this

section concerning parity between the benefits for chemical dependency treatment and
those for physical illness generally.

(b3) Medical Necessity. — Nothing in this section prohibits a group health benefit
plan from managing the provision of benefits through common methods, including, but
not limited to, preadmission screening, prior authorization of services, or other

mechanisms designed to limit coverage to services for chemical dependency treatment
only to those that are deemed medically necessary.

o

.

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

(1)  The following units of a general hospital licensed under Article 5 of
General-Statutes Chapter 431E:131E of the General Statutes:

a. Chemical dependency units in licensed facilities; faeilities
licensed-after-October1-1984;
b. Medical units;
c. Psychiatric units; and
(2) The following facilities or programs licensed afterJuly-1;,1984;-under

Article-2-of General-Statutes-Chapter122C: under Article 2 of Chapter
122C of the General Statutes:

Chemical dependency units in psychiatric hospitals;
Chemical dependency hospitals;

Residential chemical dependency treatment facilities;
Social setting detoxification facilities or programs;
Medical detoxification or programs; and

ope TR

Page 2 House Bill 654-First Edition
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(3)  Duly licensed physicians and duly licensed practicing psychologists
and certified professionals WOrking under the direct supervision of
such physicians or psychologists in facilities described in (1) and (2)
above and in day/night programs or outpatient treatment facilities
licensed afterJuly-1-1984;-under Article 2-of General-Statutes-Chapter
122C:under Article 2 of Chapter 122C of the General Statutes.
Provided, however, that nothing in this subsection shall prohibit any policy or contract
of insurance from requiring the most cost effective treatment setting to be utilized by the
person undergomg necessary care and treatment for chenncal dependency

&) Ge

SECTION 2. G.S. 58-51-55 reads as rewritten:
"§ 58-51-55. No discrimination against the—mentally il and chemically
dependent.dependent individuals.
(@) Definitions. — As used in this section, the term:
(1)  'Mental illness' has the same meaning as defined in G-8—122C-321);

andG.S. 122C-3(21). with a mental disorder defined in the Diagnostic

and Statistical Manual of Mental Disorders, DSM-IV, or a subsequent
edition published by the American Psychiatric Association. except

those mental disorders coded in the DSM-IV or subsequent edition as
substance-related disorders (291.0 through 292.9 and 303.0 through
305.9) and those coded as 'V' codes.

(2) 'Chemical dependency' has the same meaning as defined in G.S. 58-
51-5058-51-50, with a mental disorder defined in the Diagnostic and
Statistical Manual of Mental Disorders, DSM-IV, or subsequent

editions of this manual.

(b)  Coverage of Physical Illness. — No insurance company licensed in this State
under this Chapter shall, solely because an individual to be insured has or had a mental
illness or chemical dependency:

(1) Refuse to issue or deliver to that individual any policy that affords
benefits or coverages for any medical treatment or service for physical
illness or injury;

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

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

House Bill 654-First Edition Page 3



0 ~J O\ bW -

t.b.h.bAuwuwuwwwwwNNNNNNNNNN—‘—-—‘-—-a—-v—-v—-—-—a-—-
WN= OV NAWMBWLWNDNFELOWVONOWMAWN=SSOWVOOLONAAWMEAWN=—=OW

GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 2003

SECTION 3. Article 3 of Chapter 58 of the General Statutes is amended by
adding the following new section to read:
"§ 58-3-220. Mental illness benefits coverage.

(a) Mental Health Parity Requirement. — An insurer shall provide in each group
health benefit plan benefits for the necessary care and treatment of mental iliness that
are no less favorable than benefits for physical illness generally. Benefits for treatment

of mental illness shall be subject to the same limits as benefits for physical illness
generally. For purposes of this subsection, 'limits' includes durational limits,

Page 4 House Bill 654-First Edition
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deductibles, coinsurance factors, co-payments. maximum out-of-pocket limits, annual
and lifetime dollar limits, and any other dollar limits or fees for covered services.
+(b)  Weighted Average. - If a health benefit plan contains annual limits, lifetime

limits, co-payments. deductibles. or coinsurance only on selected physical illness and

injury benefits, and these benefits do not represent substantially all of the physical

illness and injury benefits under the health benefit plan, then the insurer may impose
limits on the mental health benefits based on a weighted average of the respective
annual, lifetime, co-payment. deductible, or coinsurance limits on the selected physical
illness and injury benefits. The weighted average shall be calculated in accordance with
rules adopted by the Commissioner.

(c) Case Management. — 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. These rules may ensure only that case
management programs are not designed to avoid the requirement of this section for
parity between the benefits for mental illness and those for physical illness generally.

(d) Medical Necessity. — Nothing in this section prohibits a group health benefit

plan from managing the provision of benefits through common methods, including, but
not limited to., preadmission screening, prior authorization of services, or other

mechanisms designed to limit coverage to services for mental illness only to those that
are deemed medically necessary.
(e) Definitions. — As used in this section:
(1)  'Health benefit plan' has the same meaning as in G.S. 58-3-167.

(2) 'Insurer' has the same meaning as in G.S. 58-3-167.
(3) 'Mental illness' has the same meaning as in G.S. 122C-3(21), with a

mental disorder defined in the Diagnostic and Statistical Manual of
Mental Disorders, DSM-IV, or a subsequent edition published by the
American Psychiatric Association, except those mental disorders
coded in the DSM-IV or subsequent edition as substance-related
disorders (291.0 through 292.9 and 303.0 through 305.9) and those
coded as 'V' codes."
SECTION 4. G.S. 58-65-75 reads as rewritten:
"§ 58-65-75. Coverage for chemical dependency treatment.

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

(b) Chemical Dependency Parity Requirement. — Every group insurance
certificate or group subscriber contract under any hospital or medical plan governed by
this Article and Article 66 of this Chapter that-is-issued;—renewed;—or-amended-on—of

after-January-1-1985,-shall-effer-shall provide to its insureds benefits for the necessary
care and treatment of chemical dependency that are not less favorable than benefits for

physical illness generally. Except—as—provided—in—subsection—(¢)—of—this—section;
benefitsBenefits for chemical dependency shall be subject to the same durational-Jimits;

House Bill 654-First Edition Page 5
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dollar-limits—deduetibles—and—coinsrance—factors—limits as are benefits for physical
iliness generally. For purposes of this subsection, limits' includes durational limit;
deductibles. coinsurance factors, co-payments, maximum out-of-pocket limits, annual
and lifetime dollar limits, and any other dollar limits or fees for covered services.

(bl) Weighted Average. — If a hospital or medical plan governed by this Article

contains annual limits, lifetime limits, co-payments. deductibles. or coinsurance only on
selected physical iliness and injury benefits, and these benefits do not represent
substantially all of the physical illness and injury benefits under the plan, then the group
insurance certificate or group subscriber contract may impose limits on the chemical
dependency treatment benefits based on a weighted average of the respective annual,
lifetime, co-payment, deductible, or coinsurance limits on the selected physical illness
and injury benefits. The weighted average shall be calculated in accordance with rules
adopted by the Commissioner.

(b2) Case Management. — A group insurance certificate or group subscriber
contract may use a case management program for chemical dependency treatment
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. These rules shall ensure that case management programs are not
designed to avoid the requirements of this section concerning parity between the
benefits for chemical dependency treatment and those for physical illness generally.

(b3) Medical Necessity. — Nothing in this section prohibits a hospital or medical
plan governed by this Article from managing the provision of benefits through common
methods. including. but not limited to, preadmission screening. prior authorization of

services, or other mechanisms designed to limit coverage to services for chemical
dependencv treatment onlv to those that are deemed medlcallv necessg/_

(d) Prov1s1ons for benefits for necessary care and treatment of chemical
dependency in group certificates or group contracts shall provide for benefit payments
for the following providers of necessary care and treatment of chemical dependency:

. (1)  The following units of a general hospital licensed under Article 5 of

General-Statutes-Chapter131E:Chapter 131E of the General Statutes:
a. Chemical dependency units in faeilities-ticensed-after-Oectober

+1984:licensed facilities;
b. Medical units;
C. Psychiatric units; and

Page 6 House Bill 654-First Edition
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(2)  The following facilities or programs licensed afterJuly1;1984;under
Artiele-2-of-General-Statutes-Chapter122C:under Article 2 of Chapter

122C of the General Statutes:
Chemical dependency units in psychiatric hospitals;
Chemical dependency hospitals;
Residential chemical dependency treatment facilities;
Social setting detoxification facilities or programs;
e. Medical detoxification facilities or programs; and
(3)  Duly licensed physicians and duly licensed psychologlsts and certified
~ professionals working under the direct supervision of such physicians
or psychologists in facilities described in (1) and (2) above and in
day/night programs or outpatient treatment facilities licensed afterJuly
11984 —underAsticle 2—of-GeneralStatutes—Chapter—22C:under
Article 2 of Chapter 122C of the General Statutes. AfterJanuary—t;

oo

19935, “duly-licensed-psychelogist Duly licensed psychologist' shall-be
defined-as-means licensed psychologists who hold permanent licensure

and certification as health services provider psychologist issued by the
North Carolina Psychology Board.
Provided, however, that nothing in this subsection shall prohibit any certificate or
contract from requiring the most cost effective treatment setting to be utilized by the
person undergoing necessary care and treatment for chemical dependency.

SECTION 5. G.S. 58-65-90 reads as rewritten:

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

(1) 'Mental illness' has the same meaning as defined in G-5—22C3E1);
andG.S. 122C-3(21), with a mental disorder defined in the Diagnostic
and Statistical Manual of Mental Disorders, DSM-IV, or a subsequent
edition published by the American Psychiatric Association, except
those mental disorders coded in the DSM-IV or subsequent edition as
substance-related disorders (291.0 through 292.9 and 303.0 through
305.9) and those coded as 'V' codes. .

(2) 'Chemical dependency' has the same meaning as defined in G.S. 58-
65-7558-65-75. with a mental disorder defined in the Diagnostic and
Statistical Manual of Mental Disorders, DSM-IV. or subsequent

edmons of this manual

House Bill 654-First Edition Page 7
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(b)

Chapter shall, solely because an individual to be insured has or had a mental illness or

Coverage of Physical Illness. — No service corporation governed by this

chemical dependency:

(1)

)
€)

Refuse to issue or deliver to that individual any individual or group
subscriber contract in this State that affords benefits or coverage for
medical treatment or service for physical illness or injury;

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

Reduce physical illness or injury coverages or benefits for that

’

Page 8
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SECTION 6. G.S. 58-67-70 reads as rewritten:
"§ 58-67-70. Coverage for chemical dependency treatment.
(@)  Definition. — As used in this section, the term 'chemical dependency' means

the pathological use or abuse of alcohol or other drugs in a manner or to a degree that
produces an impairment in personal, social or occupational functioning and which may,
but need not, include a pattern of tolerance and withdrawal.

(b) Chemical Dependency Requirement. — On—and—afier—January—1—1985;
everyEvery health maintenance organization that writes a health care plan on a group
basis and that is subject to this Article shall effer-provide benefits for the necessary care
and treatment of chemical dependency that are not less favorable than beneﬁts under the
health care plan generally. Exeept-as-provid b i
Benefits for chemical dependency shall be subject to the same duf&aenal—l-ma&ts—deuaf
Limits;-deductibles;and-coinsuranee—factors-limits as are benefits under the health care
plan generally. For purposes of this subsection, 'limits' includes durational limits
deductibles, coinsurance factors, co-payments, maximum out-of-pocket limits, annual

and lifetime dollar limits, and any other dollar limits or fees for covered services.
(bl) Weighted Average. — If a group health plan contains annual limits, lifetime
limits, co-payments. deductibles. or coinsurance only on selected physical illness and

injury benefits, and these benefits do not represent substantially all of the physical
illness and injury benefits under the plan, then the health maintenance organization may

impose limits on the chemical dependency treatment benefits based on a weighted
average of the respective annual, lifetime, co-payment, deductible, or coinsurance limits
on _the selected physical illness and injury benefits. The weighted average shall be
calculated in accordance with rules adopted by the Commissioner.

(b2) Case Management. — A health maintenance organization may use a case
management program for chemical dependency treatment 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.

These rules shall only ensure that case management programs are not designed to avoid
the requirements of this section concerning parity between the benefits for chemical

dependency treatment and those for physical illness generally.
(b3) Medical Necessity. — Nothing in this section prohibits a health maintenance

organization from managing the provision of benefits through common methods,
House Bill 654-First Edition Page 9
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including, but not limited to, preadmission screening, prior authorization of services. or
other mechanisms designed to limit coverage to services for chemical denendency
treatment onlv to those that are deemed medlcally necessm

© eroup-health-care-plan-that- provides-ben

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

(1)  The following units of a general hospital licensed under Article 5 of

General-Statutes-Chapter431E:Cha apter 131E of the General Statutes:

a. Chemical dependency units in facilities-ticensed-after-Oetober
+-1984:licensed facilities;

b. Medical units;

C. Psychiatric units; and

(2)  The following facilities or programs licensed afterJuly11984-under

Mele%—ef-@eneml—&atutes—@hapter—l%%@under Article 2 of Chapter
122C of the General Statutes:

a Chemical dependency units in psychiatric hospitals;
b. Chemical dependency hospitals;
c
d

Residential chemical dependency treatment facilities;
Social setting detoxification facilities or programs;
e. Medical detoxification facilities or programs; and
(3) Duly licensed physicians and duly licensed practicing psychologists
and certified professionals working under the direct supervision of
such physicians or psychologists in facilities described in (1) and (2)
above and in day/mght programs or outpatlent treatment facilities
licensed afte 4-uné ] eral-Sta ap
$22Cunder Artlcle 2 of Chapter 122C of the General Statutes
Provided, however, that nothing in this subsection shall prohibit any plan from requiring
the most cost effective treatment setting to be utilized by the person undergoing
necessary care and treatment for chermcal dependency

® NotW1thstand1ng any other prov1s1on of thls sectlon or Article, any health
maintenance organization subject to this Article that becomes a qualified health
maintenance organization under Title XIII of the United States Public Health Service
Act shall provide the benefits required under that federal Act, which shall be deemed to

Page 10 House Bill 654-First Edition
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constitute compliance with the provisions of this section; and any health maintenance
organization may provide that the benefits provided under this section must be obtained

. through providers affiliated with the health maintenance organization."

SECTION 7. G.S. 58-67-75 reads as rewritten:

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

(1)  'Mental illness' has the same meaning as defined in G-S—22C3R21H:
andG.S. 122C-3(21). with a mental disorder defined in the Diagnostic
and Statistical Manual of Mental Disorders, DSM-IV, or a subsequent
edition published by the American Psychiatric Association, except
those mental disorders coded in the DSM-IV or subsequent edition as
substance-related disorders (291.0 through 292.9 and 303.0 through
305.9) and those coded as 'V' codes.

(2) 'Chemical dependency' has the same meaning as defined in G-S—58-
67-70G.S. 58-67-70, with a mental disorder defined in the Diagnostic

and Statistical Manual of Disorders, DSM-IV, or subsequent editions
of this manual.

(b)  Coverage of Physical Illness. — 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
physical illness or injury;

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

(3) Reduce physical illness or injury coverages or benefits for thai
md1v1dual

House Bill 654-First Edition Page 11
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or-more-employees:"”

SECTION 8. G.S. 58-50-155 reads as rewritten:

"§ 58-50-155. Standard and basic health care plan coverages.

Notwithstanding G.S. 58-50-125(c), the standard health plan developed and
approved under G.S. 58-50-125 shall provide coverage for all of the following:

(a)

Page 12

(M)

@)

€)
)

()

Mammograms and pap smears at least equal to the coverage required
by G.S. 58-51-57.

Prostate-specific antigen (PSA) tests or equivalent tests for the
presence of prostate cancer at least equal to the coverage required by
G.S. 58-51-58.

Reconstructive breast surgery resulting from a mastectomy at least
equal to the coverage required by G.S. 58-51-62.

For a qualified individual, scientifically proven bone mass
measurement for the diagnosis and evaluation of osteoporosis or low
bone mass at least equal to the coverage required by G.S. 58-3-174.
Prescribed contraceptive drugs or devices that prevent pregnancy and
that are approved by the United States Food and Drug Administration
for use as contraceptives, or outpatient contraceptive services at least
equal to the coverage required by G.S. 58-3-178, if the plan covers

House Bill 654-First Edition
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prescription drugs or devices, or outpatient services, as applicable. The
same exceptions and exclusions as are provided under G.S. 58-3-178
apply to standard plans developed and approved under G.S. 58-50-125.

(6) Colorectal cancer examinations and laboratory tests at least equal to
the coverage required by G.S. 58-3-179.

(7)  Treatment of chemical dependency and mental illness that is at least
equal to_the coverage required by G.S. 58-51-50 and G.S. 58-3-220,
respectively. The Plan may use a case management program in
accordance with G.S. 58-51-50 and G.S. 58-3-220, respectively.

(al), (a2) Repealed by Session Laws 1999-197, s. 2.

(b) Notwithstanding G.S. 58-50-125(c), in developing and approving the plans
under G.S. 58-50-125, the Committee and Commissioner shall give due consideration to
cost-effective and life-saving health care services and to cost-effective health care
providers."

SECTION 9. This act becomes effective January 1, 2004, and applies to
health benefit plans that are delivered, issued for delivery, or renewed on and after that
date. For purposes of this act, renewal of a health benefit policy, contract, or plan is
presumed to occur on each anniversary of the date on which coverage was first effective
on the person or persons covered by the health benefit plan. To the extent this act is in
conflict with G.S. 58-50-63, this act prevails.

House Bill 654-First Edition Page 13



HOUSE INSURANCE COMMITTEE

April 22, 2003

10:00 AM
Room 544 LOB
- Chairs
Rep. Hugh Holliman
Rep. Mitchell Setzer v "
Vice Chair
Rep. John Hall
- AGENDA

HB 654 — Mental Health/Chemical Dependency Parity.
Rep. Alexander

HB 829 — Annuity NonForfeiture Rate Change
Rep. Holliman

Replucas™ .
| yaul



MINUTES
HOUSE COMMITTEE ON INSURANCE
April 23, 2003

The House Committee on Insurance met at 10:00 AM on April 23, 2003.
The following Representatives were present: Holliman, Setzer, Hall, Allen,
Barbee, Grady, Hunter, C. Johnson, L. Johnson, Lewis, Minor, Ray,
Saunders, Wainwright, Wilson, Wright, and Ex-officios Brubaker and
Eddins.

Chair Holliman called the meeting to order and introduced the pages and the
Sgt.-At-Arms. House Bill 654-MENTAL HEALTH/CHEMICAL
DEPENDENCY PARITY is the bill that was before the committee today.
Chair Holliman recognized Representative Martha Alexander to speak on
the bill. Representative Alexander called on Phil Kirk to discuss the bill.
See remarks by Phil Kirk. Attachment I.

Chairman Holliman called on Paul Mahoney, Executive Director of the
North Carolina Association of Health Plans to give his views on the bill.
Mr. Mahoney’s notes are attached. Attachment II.

The next speaker was Perri Morgan, Executive Director of NFIB. She spoke
against the bill. See Attachment III.

Chairman Holliman called on Carol Lawson who strongly supports the bill.
See Attachment IV.

Representative Martha Alexander went to the podium to answer any
questions that the members might have. Rep. Wainwright wanted to know
why there is no coverage for mental health and chemical dependency. Rep.
Alexander called on Paul Mahoney. Mr. McMahoney spoke on the control
of cost and limitations and stated people deserve coverage.



Page 2

Representative Alexander suggested a meeting with the opposition to
negotiate and discuss a compromise. Rep. Wainwright agreed this meeting
would be beneficial.

Due to time restraints, Chair Holliman adjourned the meeting at 11:05.

F ol Lol

(Rep. L. Hugh Holliman, Chair

WLzl F

Rep. Mitchell Setzer, Chair £’

. Carol Bowers, Joanna/Mills, Comm%




| represent 15,700 member small businesses in North Carolina. We don’t argue the question of whether or not
mental health parity — or any other mandated benefit - is a good idea. Every mandate is important to the person
who needs it. What we're talking about here today is simply this: Who is going to pay for it?

Aome MerTIon) 9F [NSURINLE PROFITD - 1ev me D526use {0W OF THE NoTiow) TRaT 135 - (2%,
FortM&@muWﬂMmWMmWM Wt B
businesses-are-paying-premiumms-that average-15%-frore-than their big husiness-sounterparts. The costof 721~ ¢ Fof
health care is the fastest growing cost that a business has of all its fixed expenses — more than rent, utilites, -TH(5.
inventory. In fact, recognizing that the state’s small businesses are at a crisis point, last session this legislature
enacted a Moratorium on Health Insurance Mandates, which goes into effect on July 1. The idea s to have an
impartial third party actuarial to advise lawmakers on the actual financial costs and effects, rather than having
each mandated benefit decided on an emotional basis. Until we do this, this meeting room will fill with recipients
who need whatever the mandate is covering. As employers, we want to cover ourselves and our employees, but
you must allow us to provide good dependable Fords Escorts to as many people as possible, rather than forcing
us to provide Cadillacs to a select few who can afford it.

H0654 places an unfair burden on small business. Small businesses, who are least able to afford
it would be the only ones forced to comply with this mandate, since large self-insured businesses are exempt by
virtue of fedaral ERISA guidelines.

v _____H0654 could baekfire: we-forced-toceaseproviding-aithealthrbenefits-due to the
high cost of premiums as a result of this mandated henefit. g\:f’a’ﬁ(iﬁ'al trends fefius that the percentage 0
Wn%mrﬁpmyees iSdrepping d erin increases="an
experie iththe-State-Ermployees-Health-Plan-ndi mployees will not pay for coverage
themselves. Dependent coverage may also be sacrificed. Bottom line: less people will end up with the basic
health coverage they need.

(€3N

v H0654 will force employers to make “all or nothing” choices. Since the language provides that
only employers who are already providing health insurance must expand their policies to include this coverage,
businesses will be left with no alternative but to drop all health insurance aftogether if they are unable to afford
this expensive additional mandated benefit.

v o further prices small business out of the marketplace. ShWﬂ)stsﬂweﬁdr/7
make it very difficult for busin ide basic health be mployers want to supply the
best insurance they can afford; and th anefits to remain competitive in the marketplace.
Under H0654, sm inesses will be forced to provide broader an ensive health insurance than
’I@g,bue'rrré(es,i‘r;z&:t amuch greater cost. For many North Carolina businesses, H064.could be the last
~—

straw.

=

R4 H0654 is the most expensive mandate-of.its ki he country. Supporters of this bill will clai
that other states which have adopted similar measures-have-notexperi yde increases -
“tutinfact Tio other state has adopted legislation as far-reaching as the bill currently before the North Carolina
legislature. lts cost to small employers cannot be determined - but its effect is clear: the rolls of the uninsured
will arow as a result of HOB4! V've keand ot 42id Hat this messuie will cost aot ke, - bust
. Lo Seiose (3o THE mental Healtl commMun ) EEBE- TELLS ks TR2T THiS 20D Tiomob
| met with Rep. Alexander early this session about this legislation, and | told her that there are two new things steviee
that we have to bring to the table this year: First, we have for the first time a clearly quantifiable frend that =~ &/!:-~ PoT
employers are dropping coverage. Second, members who did not formerly want to identify themselves are B FerT.
coming forward to speak.




Lo W
— .
W)) #—ﬁ 1{4«« 60»«,-47;_ - W% ol
rot el - ppldid A et aliae dj"
USA TODAY April 21,2003 Page 1A~ C«Z% - .Q/"V/
Health costs, more than4axes, %rain small businesses. Workers

also feeling the pain N eerR T Agsetn L, Fhemw 200

By Jim Hopkins
ODAY

SAN FRANCISCO -- For the first time in nearly 20 years, small businessesaygoarihg W
health costs, not taxes, are their biggest headache. '

TokesHad DeerNG. 1 Snee 1986~

The increase in health costs could cause more workers to lose company-sponsored insurance or
shiit*rﬁ,we of the expense to employees.
v

£ 3 AT AL A e ca ,.//

impact could be wide: The nation's 5.8 million small companies erﬁﬁloy about half of all
orkers. If they spend more on health care, they'll spend less on other goods. P
about 15% thi

W i /‘# Health care costs are risi ' i S VS. /
I/"” .5% for those with 500 or more, says Mercer Human Resource Consulting. Many small
’f";‘;}.%r":empl_oyers cite increases of 20% or more. That's made insurance the No. 1 small business

m M problem, according to four months of surveys by the National Federation of Independent
?”,,Q Business (NFIB).
;h// The higher costs come as small companies struggle to grow in a soft economy. The NFIB says
- 1% of firms surveyed last month plan to add workers, the lowest such figure since December

W W\MQQL Historically, small companies create most jobs, making them crucial to economic recovery.
But as their health premiums climb, more are:
w
AW~ M"/ * Eliminating benefits. About 61% of companies with fewer than 200 workers offered health
W coverage last year, down from 67% in 2000, says the Kaiser Family Foundation. About 99% of
larger companies offer it.

9;, M * Shifting costs to employees. In Atlanta, eCommSecurity's premiums soared 39% this year on

y top of similar increases in each of the past two years. The computer network security firm might
— ask its 63 employees to pay all their dental, vision and life insurance premiums, CEQ Jeff Moore

-f'v:"/’ says. In the future, the company might offer coverage only for catastrophic illnesses such as
' cancer, and ask workers to pay for routine doctor visits.

. 'J,,JV Annual deductibles paid by the 48 workers at Packaging Logic in La Porte, Ind., jumped in |
| y,/() January to $1,000 from $500. That helped reduce the corrugated box maker's premium increase
to 9% from an initial 18%. Also, doctor visit co-pays rose to $20 from $15.
\}/\fi Near Birmingham, Ala., Concept's 11 employees are paying more for hospital visits to keep the
V\ design firm's insurance increase to 7% this year rather than a proposed 10%. Starting June 1,
otuyf employees will pay part of their premiums.
* Cutting overhead. Employment agency Abator in Pittsburgh has delayed upgrading computers,

even though CEO Joanne Peterson knows that will slow productivity growth. Abator was socked
‘ with a 36% premium increase this year on top of 17% in 2002. :
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GENERAL ASSEMBLY OF NORTH CAROLINA
SESSION 2003

HOUSE BILL 654
PROPOSED COMMITTEE SUBSTITUTE H654-PCS60292-L.Nf-12

Short Title: Mental Health/Chemical Dependency Parity. (Public)

Sponsors:

Referred to:

March 25, 2003

A BILL TO BE ENTITLED
AN ACT TO REQUIRE PARITY IN HEALTH INSURANCE COVERAGE FOR
MENTAL ILLNESS AND CHEMICAL DEPENDENCY.
The General Assembly of North Carolina enacts:
SECTION 1. G.S. 58-51-50 reads as rewritten:
"§ 58-51-50. Coverage for chemical dependency treatment.
(a) Definitions — As used in this section, the term-"chemiecal-term:

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

(2)  'Health benefit plan' has the same meaning as in G.S. 58-3-167.

(3) 'Insurer' has the same meaning as in G.S. 58-3-167.

(b) Every insurer %hat—wmes—a—ﬁehey—er—eeﬂ%met—ef—greap—e{—bmﬂket—hea%h

&meaded—ea—%a#e#l&m*&w—l—@%—s%mﬂ—eﬁfe&te—&sﬁﬂs&ﬁeds—shall pr0v1de in each

group health benefit plan benefits for the necessary care and treatment of chemical
dependency that are not less favorable than benefits for physical illness generally.
Except-as-providedinsubsection-{e)-of thisseectionbenefits-Benefits for treatment of
chemical dependency shall be subject to the same durational—timits;—doHar—tmits;
deductibles-and-coinsurancefactors_limits as are benefits for physical illness generally.
For purposes of this subsection, 'limits' includes durational limits, deductibles,
coinsurance factors, co-payments., maximum out-of-pocket limits, annual and lifetime
dollar limits, and any other dollar limits or fees for covered services.

(bl) Weighted Average. — If a group health benefit plan contains annual limits,
lifetime limits, co-payments, deductibles, or coinsurance only on selected physical
illness and injury benefits, and these benefits do not represent substantially all of the
physical illness and injury benefits under the health benefit plan, then the insurer may
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GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 2003

impose limits on the chemical dependency treatment benefits based on a weighted
average of the respective annual, lifetime, co-payment, deductible, or coinsurance limits
on the selected physical illness and injury benefits. The weighted average shall be
calculated in accordance with rules adopted by the Commissioner.

(b2) Case Management. — An insurer may use a case management program for
chemical dependency treatment 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. These rules shall ensure
that case management programs are not designed to avoid the requirements of this
section concerning parity between the benefits for chemical dependency treatment and
those for physical illness generally.

(b3) Medical Necessity. — Nothing in this section prohibits a group health benefit
plan from managing the provision of benefits through common methods, including, but
not limited to, preadmission screening, prior authorization of services, or other
mechanisms designed to limit coverage to services for chemical dependency treatment

only to those that are deemed medically necessary.

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

(1)  The following units of a general hospital licensed under Article 5 of
General-Statutes Chapter 134E:131E of the General Statutes:
a. Chemical dependency units in licensed facilities; faeihities

b. Medical units;
C. Psychiatric units; and

(2)  The following facilities or programs licensed afterduly1984under
Article 2-of General-Statutes-Chapter122€: under Article 2 of Chapter

122C of the General Statutes:

Chemical dependency units in psychiatric hospitals;
Chemical dependency hospitals;

Residential chemical dependency treatment facilities;
Social setting detoxification facilities or programs;
Medical detoxification or programs; and

o a0 ow

Page 2 House Bill 654 H654-PCS60292-LNf-12
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(3)  Duly licensed physicians and-duly-licensed practicing psychologists
and certified professionals working under the direct supervision of
such physicians or psychologists in facilities described in (1) and (2)
above and in day/night programs or outpatient treatment facilities
licensed afterJuby11984under-Article 2-6f General-Statutes-Chapter
+22Cunder Article 2 of Chapter 122C of the General Statutes.

(4) Duly licensed clinical social workers, duly certified substance abuse
professionals, and licensed professional counselors working within the
scope of practice in facilities described in subdivisions (1) and (2) of
this subsection and in day/night programs or outpatient treatment
facilities licensed under Article 2 of Chapter 122C of the General
Statutes.

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

"~ SECTION 2. G.S. 58-51-55 reads as rewritten:
"§ 58-51-55. No discrimination against the—mentally ill and chemically

dependent.dependent individuals.

(a)  Definitions. — As used in this section, the term:

(1)  'Mental illness' has the same meaning as defined in G-S—122C6-321H);
andG.S. 122C-3(21), with a mental disorder defined in the Diagnostic
and Statistical Manual of Mental Disorders, DSM-IV. or a subsequent
edition published by the American Psychiatric Association, except
those mental disorders coded in the DSM-IV or subsequent edition as
substance-related disorders (291.0 through 292.9 and 303.0 through
305.9) and those coded as 'V' codes.

(2)  'Chemical dependency' has the same meaning as defined in G.S.
58-51-5058-51-50, with a mental disorder defined in the Diagnostic
and Statistical Manual of Mental Disorders, DSM-IV. or subsequent

editions of this manual.

(b)  Coverage of Physical lllness. — No insurance company licensed in this State
under this Chapter shall, solely because an individual to be insured has or had a mental
illness or chemical dependency:

(1) Refuse to issue or deliver to that individual any policy that affords
benefits or coverages for any medical treatment or service for physical
illness or injury;

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

H654-PCS60292-LNf-12 House Bill 654 Page 3
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(3) Reduce physical illness or injury coverages or benefits for that
individual.

SECTION 3. Article 3 of Chapter 58 of the General Statutes is amended by
adding the following new section to read:

Page 4 House Bill 654 H654-PCS60292-LNf-12
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"§ 58-3-220. Mental illness benefits coverage.

(@)  Mental Health Parity Requirement. — An insurer shall provide in each group
health benefit plan benefits for the necessary care and treatment of mental illness that
are no less favorable than benefits for physical illness generally. Benefits for treatment
of mental illness shall be subject to the same limits as benefits for physical illness
generally. For purposes of this subsection, 'limits' includes durational limits,
deductibles, coinsurance factors, co-payments, maximum out-of-pocket limits, annual
and lifetime dollar limits, and any other dollar limits or fees for covered services.

(b) Weighted Average. — If a health benefit plan contains annual limits, lifetime
limits, co-payments, deductibles, or coinsurance only on selected physical illness and
injury benefits, and thése benefits do not represent substantially all of the physical
illness and injury benefits under the health benefit plan, then the insurer may impose
limits on the mental health benefits based on a weighted average of the respective
annual, lifetime, co-payment, deductible. or coinsurance limits on the selected physical
illness and injury benefits. The weighted average shall be calculated in accordance with
rules adopted by the Commissioner.

(c) Case Management. — 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. These rules may ensure only that case
management programs are not designed to avoid the requirement of this section for
parity between the benefits for mental illness and those for physical illness generally.

(d) Medical Necessity. — Nothing in this section prohibits a group health benefit
plan from managing the provision of benefits through common methods, including, but
not limited to, preadmission screening, prior authorization of services, or other
mechanisms designed to limit coverage to services for mental illness only to those that
are deemed medically necessary.

(e)  Definitions. — As used in this section:

(1)  'Health benefit plan' has the same meaning as in G.S. 58-3-167.

(2) Insurer' has the same meaning as in G.S. 58-3-167.

(3) 'Mental illness' has the same meaning as in G.S. 122C-3(21), with a
mental disorder defined in the Diagnostic and Statistical Manual of
Mental Disorders, DSM-IV, or a subsequent edition published by the
American Psychiatric Association, except those mental disorders
coded in the DSM-IV or subsequent edition as substance-related
disorders (291.0 through 292.9 and 303.0 through 305.9) and those
coded as 'V' codes."

SECTION 4. G.S. 58-65-75 reads as rewritten:

"§ 58-65-75. Coverage for chemical dependency treatment.

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

H654-PCS60292-LNf-12 House Bill 654 Page 5
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(b)  Chemical Dependency Parity Requirement, — Every group insurance
certificate or group subscriber contract under any hospital or medical plan governed by

this Article and Article 66 of this Chapter that-is-issued—renewed;—oramended-en-or
afterJanuary1985,shall-offer-shall provide to its insureds benefits for the necessary

care and treatment of chemical dependency that are not less favorable than benefits for
physical illness generally. Except—as—provided—in—subsection—{(c)—of—this—section;
benefitsBenefits for chemical dependency shall be subject to the same duratiopal-limits;
delarlimits,—deductibles;—and-coinsrance—factors-limits as are benefits for physical
illness generally. For purposes of this subsection, 'limits' includes durational limits,
deductibles, coinsurance factors, co-payments, maximum out-of-pocket limits, annual
and lifetime dollar limits, and any other dollar limits or fees for covered services.

(bl) Weighted Average. — If a hospital or medical plan governed by this Article
contains annual limits, lifetime limits, co-payments, deductibles, or coinsurance only on
selected physical illness and injury benefits, and these benefits do not represent
substantially all of the physical illness and injury benefits under the plan, then the group
insurance certificate or group subscriber contract may impose limits on the chemical
dependency treatment benefits based on a weighted average of the respective annual,
lifetime, co-payment, deductible, or coinsurance limits on the selected physical illness
and injury benefits. The weighted average shall be calculated in accordance with rules
adopted by the Commissioner.

(b2) Case Management. — A group insurance certificate or group subscriber
contract may use a case management program for chemical dependency treatment
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. These rules shall ensure that case management programs are not
designed to avoid the requirements of this section concerning_ parity between the
benefits for chemical dependency treatment and those for physical illness generally.

(b3) Medical Necessity. — Nothing in this section prohibits a hospital or medical
plan governed by this Article from managing the provision of benefits through common
methods, including, but not limited to. preadmission screening, prior authorization of
services, or other mechanisms designed to limit coverage to services for chemical

dependency treatment only to those that are deemed medlcallv necessary.

Page 6 House Bill 654 H654-PCS60292-LNf-12
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(d) Provisions for benefits for necessary care and treatment of chemical
dependency in group certificates or group contracts shall provide for benefit payments
for the following providers of necessary care and treatment of chemical dependency:

(1)  The following units of a general hospital licensed under Article 5 of

General-Statutes-Chapter13-HE:Chapter 131E of the General Statutes:
a. Chemical dependency units in facitieslicensed-after-October

+1984:licensed facilities;
b. Medical units;
c. Psychiatric units; and

(2)  The following facilities or programs licensed afterJuly+1984under

Asticle2-of General-Statutes-Chapter122C:under Article 2 of Chapter
122C of the General Statutes:

Chemical dependency units in psychiatric hospitals;

Chemical dependency hospitals;

Residential chemical dependency treatment facilities;

Social setting detoxification facilities or programs;
e. Medical detoxification facilities or programs; and

(3)  Duly licensed physicians and duly licensed psychologists and certified
professionals working under the direct supervision of such physicians
or psychologists in facilities described in (1) and (2) above and in
day/night programs or outpatient treatment facilities licensed afterJuly

1984 —underAsticle—1-ofGeneral Statutes—Chapter—-22C-under
Article 2 of Chapter 122C of the General Statutes. AfterJanuary—1

1995 "duly-licensed-psyeholegist Duly licensed psychologist' shall-be
defined-as-means licensed psychologists who hold permanent licensure
and certification as health services provider psychologist issued by the
North Carolina Psychology Board.

(4) Duly licensed clinical social workers, duly certified substance abuse
professionals, and licensed professional counselors working within the
scope of practice in facilities described in subdivisions (1) and (2) of
this subsection and in day/night programs or outpatient treatment
facilities licensed under Article 2 of Chapter 122C of the General
Statutes.-

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

aoc o

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

dependent.dependent individuals.

(a)  Definitions. — As used in this section, the term:

H654-PCS60292-LNf-12 House Bill 654 - Page 7
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(b)

Page 8

(1)

()

'Mental illness' has the same meaning as defined in G-S—122C3E1);
andG.S. 122C-3(21), with a mental disorder defined in the Diagnostic
and Statistical Manual of Mental Disorders, DSM-IV, or a subsequent
edition published by the American Psychiatric Association, except
those mental disorders coded in the DSM-IV or subsequent edition as
substance-related disorders (291.0 through 292.9 and 303.0 through
305.9) and those coded as 'V’ codes. '

'Chemical dependency' has the same meaning as defined in G.S.
58-65-7558-65-75, with a mental disorder defined in the Diagnostic
and Statistical Manual of Mental Disorders, DSM-1V, or subsequent

editions of this manual.

Coverage of Physical Illness. — No service corporation governed by this
Chapter shall, solely because an individual to be insured has or had a mental illness or
chemical dependency:

(1)

(2)
€)

Refuse to issue or deliver to that individual any individual or group
subscriber contract in this State that affords benefits or coverage for
medical treatment or service for physical illness or injury;

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

Reduce physical illness or injury coverages or benefits for that
individual. '

House Bill 654 H654-PCS60292-LNf-12
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SECTION 6. G.S. 58-67-70 reads as rewritten:
"§ 58-67-70. Coverage for chemical dependency treatment.
(a)  Definition. — As used in this section, the term 'chemical dependency' means

the pathological use or abuse of alcohol or other drugs in a manner or to a degree that
produces an impairment in personal, social or occupational functioning and which may,
but need not, include a pattern of tolerance and withdrawal.

(b)  Chemical Dependency Requirement. — On—and—after—January—1—1985;
everyEvery health maintenance organization that writes a health care plan on a group
basis and that is subject to this Article shall efferprovide benefits for the necessary care
and treatment of chemical dependency that are not less favorable than benefits under the
health care plan generally. Exeeptasprovided-insubsection{e)-of this-section;-benefits
Benefits for chemical dependency shall be subject to the same durational-limits;~doHar
Limits-deductibles;-and-coinsurance-factors-limits as are benefits under the health care
plan generally. For purposes of this subsection, 'limits' includes durational limits,
deductibles, coinsurance factors, co-payments, maximum out-of-pocket limits, annual
and lifetime dollar limits, and any other dollar limits or fees for covered services.

(bl) Weighted Average. — 1f a group health plan contains annual limits, lifetime
limits, co-payments, deductibles, or coinsurance only on selected physical illness and
injury benefits, and these benefits do not represent substantially all of the physical
illness and injury benefits under the plan, then the health maintenance organization may

H654-PCS60292-LNf-12 House Bill 654 Page 9
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impose limits on the chemical dependency treatment benefits based on a weighted
average of the respective annual, lifetime, co-payment, deductible, or coinsurance limits
on the selected physical illness and injury benefits. The weighted average shall be
calculated in accordance with rules adopted by the Commissioner.

(b2) Case Management. — A health maintenance organization_may use a case
management program for chemical dependency treatment 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.
These rules shall only ensure that case management programs are not designed to avoid
the requirements of this section concerning parity between the benefits for chemical
dependency treatment and those for physical illness generally.

(b3) Medical Necessity. — Nothing in this section prohibits a health maintenance
organization from managing the provision of benefits through common methods,
including. but not limited to, preadmission screening, prior authorization of services, or
other mechanisms designed to limit coverage to services for chemical dependency
treatment only to those that are deemed medically necessary.

a sdda a a Q - a a
y o Cl Ol . » v,

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

(1)  The following units of a general hospital licensed under Article 5 of

General-Statutes-Chapter+3+HE:Chapter 131E of the General Statutes:
eilitios b | afior_Octol

a. Chemical dependency units in fae
+1984:licensed facilities;

b. Medical units;
Psychiatric units; and

C.
(2)  The following facilities or programs licensed aftertuly-1—1984under
Asticle 2-of General-Statutes-Chapter 122C:

:under Article 2 of Chapter

122C of the General Statutes:

a. Chemical dependency units in psychiatric hospitals;
b. Chemical dependency hospitals;

C. Residential chemical dependency treatment facilities;
d.

€.

Social setting detoxification facilities or programs;

. Medical detoxification facilities or programs; and
(3)  Duly licensed physicians and duly licensed practicing psychologists
and certified professionals working under the direct supervision of

Page 10 House Bill 654 H654-PCS60292-LNf-12
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such physicians or psychologists in facilities described in (1) and (2)
above and in day/night programs or outpatient treatment facilities
licensed afterJuly-1;1984under-Article 2-of General Statutes Chapter
+22C-under Article 2 of Chapter 122C of the General Statutes.

(4) Duly licensed clinical social workers, duly certified substance abuse
professionals, and licensed professional counselors working within the
scope of practice in facilities described in subdivisions (1) and (2) of
this subsection and in day/night programs or outpatient treatment
facilities licensed under Article 2 of Chapter 122C of the General
Statutes.

Provided, however, that nothing in this subsection shall proh1b1t any plan from requiring
the most cost effective treatment setting to be utilized by the person undergoing
necessary care and treatment for chemical dependency

(f)  Notwithstanding any other provision of this section or Article, any health
maintenance organization -subject to this Article that becomes a qualified health
maintenance organization under Title XIII of the United States Public Health Service
Act shall provide the benefits required under that federal Act, which shall be deemed to
constitute compliance with the provisions of this section; and any health maintenance
organization may provide that the benefits provided under this section must be obtained
through providers affiliated with the health maintenance organization."

SECTION 7. G.S. 58-67-75 reads as rewritten: _

"§ 58-67-75. No discrimination against the—mentally ill and chemically
dependent.dependent individuals.

(a)  Definitions. — As used in this section, the term:

(1)  'Mental illness' has the same meaning as defined in G-=S5—1226321H:
andG.S. 122C-3(21), with a mental disorder defined in the Diagnostic
and Statistical Manual of Mental Disorders, DSM-IV, or a subsequent
edition published by the American Psychiatric Association, except
those mental disorders coded in the DSM-IV or subsequent edition as
substance-related disorders (291.0 through 292.9 and 303.0 through
305.9) and those coded as 'V' codes.

(2) 'Chemical dependency' has the same meaning as defined in GS-
38-6770G.S. 58-67-70, with a mental disorder defined in the
Diagnostic _and Statistical Manual of Disorders, DSM-IV, or

subsequent editions of this manual.

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

H654-PCS60292-LNf-12 House Bill 654 Page 11
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(1
)
3)

Refuse to enroll that individual in any health care plan covering
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.

House Bill 654 H654-PCS60292-LNf-12
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efmefeemp}e;yeesz" '
SECTION 8. G.S. 58-50-155 reads as rewritten:

"§ 58-50-155. Standard and basic health care plan coverages.

(a)  Notwithstanding G.S. 58-50-125(c), the standard health plan developed and
approved under G.S. 58-50-125 shall provide coverage for all of the following:

(1) Mammograms and pap smears at least equal to the coverage required
by G.S. 58-51-57.

(2)  Prostate-specific antigen (PSA) tests or equivalent tests for the
presence of prostate cancer at least equal to the coverage required by
G.S. 58-51-58.

(3)  Reconstructive breast surgery resulting from a mastectomy at least
equal to the coverage required by G.S. 58-51-62.

(4) For a qualified individual, scientifically proven bone mass
measurement for the diagnosis and evaluation of osteoporosis or low
bone mass at least equal to the coverage required by G.S. 58-3-174.

(5)  Prescribed contraceptive drugs or devices that prevent pregnancy and
that are approved by the United States Food and Drug Administration
for use as contraceptives, or outpatient contraceptive services at least
equal to the coverage required by G.S. 58-3-178, if the plan covers
prescription drugs or devices, or outpatient services, as applicable. The
same exceptions and exclusions as are provided under G.S. 58-3-178
apply to standard plans developed and approved under G.S. 58-50-125.

(6)  Colorectal cancer examinations and laboratory tests at least equal to
the coverage required by G.S. 58-3-179.

(7)  Treatment of chemical dependency and mental illness that is at least
equal to the coverage required by G.S. 58-51-50 and G.S. 58-3-220,
respectively. The Plan may use a case management program in
accordance with G.S. 58-51-50 and G.S. 58-3-220, respectively.

(al), (a2) Repealed by Session Laws 1999-197, s. 2.

(b)  Notwithstanding G.S. 58-50-125(c), in developing and approving the plans
under G.S. 58-50-125, the Committee and Commissioner shall give due consideration to
cost-effective and life-saving health care services and to cost-effective health care
providers."

SECTION 9. This act becomes effective January 1, 2004, and applies to
health benefit plans that are delivered, issued for delivery, or renewed on and after that
date. For purposes of this act, renewal of a health benefit policy, contract, or plan is
presumed to occur on each anniversary of the date on which coverage was first effective
on the person or persons covered by the health benefit plan. To the extent this act is in
conflict with G.S. 58-50-63, this act prevails.

H654-PCS60292-LNf-12 House Bill 654 Page 13



MENTAL HEALTH/CHEMICAL
DEPENDENCY PARITY:
House Bill 654

BILL ANAL YSIS

Committee: House Insurance Introduced by: Reps. Alexander, Insko,
f/; Date: April 22,2003 Hackney, Wainwright
- Version: H654-CLSN-12 [v.1] Summary by:  Sandra Alley

Committee Counsel

SUMMARY OF ORIGINAL BILL: House Bill 808 would mandate coverage of mental illness and
chemical dependency and require that the coverage would be at full parity with covered benefits for
physical illness. Health benefit plans must provide the same day and visit limits, deductibles,
coinsurance factors, co-payments, maximum out-of-pocket limits, annual and lifetime dollar limits and
nay other dollar limits or fees for covered services prior to reaching any maximum out-of-pocket limit.
The bill allows insurers to impose utilization management measures on covered benefits for mental
illness and chemical dependency, even if those measures are not placed on covered benefits for
physical illness. The act is effective on January 1, 2004.

THE PROPOSED COMMITTEE SUBSTITUTE adds clinical social workers, certified substance
abuse counselors and licensed professional counselors to the list of providers to whom benefit
payments - must be made Sfor necessary care and treatment for chemical dependency treatment as
required under the Act.

CURRENT LAW: Chemical Dependency: Under current law, insurers, service corporations (Blue
Cross), and HMOs must offer coverage for chemical dependency to all group and blanket policyholders
that is no less favorable than the coverage provided under the policy for physical benefits generally. If the
group policyholder accepts the coverage, the benefits must be subject to the same durational limits, dollar
limits, deductibles, and coinsurance factors as benefits for physical illness generally. If the policy
provides more than $8,000 in total annual benefits for all illnesses under the policy, it must also provide
chemical dependency coverage of at least $8,000 per year and at least $16,000 over the lifetime of the

policy.

Mental illness: Insurers, service corporations and HMOs are not required to provide or offer mental health
benefits in their plans.

Self-funded plans: Plans governed by ERISA are subject to the federal Mental Health Parity Act of 1996.
The Act prohibits these plans from imposing annual or lifetime dollar limits on reimbursement ceilings
for mental health benefits that are more restrictive than those applied to care for physical illness. Thus,
both insured and self-funded group plans in North Carolina are covered by the limited mental parity
requirement

Legislative Services Office North Carolina General Assembly Research Division, 733-2578
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BILL ANALYSIS:

Coverage and Parity Requirements:

The proposed bill requires all insurers to cover chemical dependency benefits and mental illness
benefits. Group plans are required to be in full parity with benefits for physical illness generally under the
policy. The plan cannot provide for lower annual and lifetime dollar limits, different deductibles, co-
payments, or coinsurance factors, lower maximum out-of-pocket limits, or for more restrictive day and
visit limits for mental illness and chemical dependency benefits than it provides for physical benefits
generally under the policy

Cost Control Provisions:

Insurers can use case management programs in conjunction with their coverage of chemical
dependency and mental illness benefits. Case management programs, which must comply with rules
adopted by the Commissioner of Insurance, are used to evaluate and determine medically necessary and
medically appropriate care for each patient. In addition, the bill provides that insurers can use'common
managed care procedures, such as pre-admission screening and prior authorization, to determine whether
treatment for mental illness or chemical dependency is medically necessary in a particular case. Plans
will meet the parity requirements in the bill if at least one of the patient’s choices of treatment options
within the patient’s policy meets the parity requirement.

Definitions of Mental lliness and Chemical Dependency:

e Chemical Dependency.
Chemical dependency, for purposes of the chemical dependency parity requirement, is defined as the
“pathological use or abuse of alcohol or other drugs in a manner or to a degree that produces an
impairment in personal, social, or occupational functioning and which may, but need not, include a
pattern of tolerance and withdrawal.” Another section of the current law, which prohibits insurers
from discriminating against mentally ill or chemically dependent individuals in the issuance of
policies providing physical benefits, defines “chemically dependent” in the same manner, but the bill
adds a requirement that the dependency be accompanied by a mental disorder recognized in the
American Psychiatric Association’s Diagnostic and Statistical Manual of Mental Disorders (DSM-IV
or subsequent editions).

o Mental lliness:
Mental illness, for purposes of both the parity requirement and the anti-discrimination requirement, is
defined under the Mental Health, Developmental Disabilities, and Substance Abuse Act of 1985, with
the additional requirement that it be accompanied by a recognized mental disorder also. The
MH/DD/SA Act defines “mental illness” as follows: “(i) when applied to an adult, an illness which so
lessens the capacity of the individual to use self-control, judgment, and discretion in the conduct of his
affairs and social relations as to make it necessary or advisable for him to be under treatment, care,
supervision, guidance, or control and (ii) when applied to a minor, a mental condition, other than
mental retardation alone, that so impairs the youth's capacity to exercise age adequate self-control or
Judgment in the conduct of his activities and social relationships so that he is need of treatment. " (GS

122C-3(21).

Legislative Services Olffice North Carolina General Assembly Research Division, 733-2578
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‘ Exclusions:

e Mental disorders coded in the DSM-IV as substance abuse related disorders (291.0 through 292.9
and 303.0 through 305.9). This list of exclusions consists of numerous disorders that fall into the
categories of alcohol-related disorders, amphetamine and amphetamine-like related disorders,
caffeine-related disorders, cannabis-related disorders, cocaine-related disorders, hallucinogen-
related disorders, inhalant-related disorders, nicotine-related disorders, opiod-related disorders,
phencyclidine-related disorders, sedative-hypnotic, or anxiolytic-related disorders, polysubstance-
related disorders, and other (unknown) substance-related disorders. "

e Mental disorders coded as “V” codes. This includes relational problems, problems related to
abuse or neglect (if the focus of attention is on a person other than the victim), and certain
additional conditions such as academic problems, bereavement, and antisocial behavior.

Effective Date: January 1, 2004.

BACKGROUND: According to a study conducted by Medstat Group for the Substance Abuse and
Mental Health Services Administration (SAMHSA) in Rockville, MD, 56% of the funding for mental
health and substance abuse treatment in 1997 was paid by the public sector, up from 53% in 1987.
According to the same study, spending for mental health and substance abuse treatment nationwide
reached $85.3 billion in 1997. There has been a decline in private insurers' real spending for substance
abuse services between 1987 and 1997 of 0.6%.

. Linda Attarian, former Research Division Staff Attorney, contributed substantially to this summary.

' H654-SMSP-002

Legislative Services Office North Carolina General Assembly Research Division, 733-2578
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MINUTES /
HOUSE INSURANCE COMMITTEE

April 24, 2003

The House Committee on Insurance met at 10:00 AM on April 24, 2003 with
Representative Setzer as the Chair. The following representatives were
present: Holliman, Setzer, Allen, Barbee, Hunter, C. Johnson, Lewis, Ray,
Saunders, Wainwright, Wilson, and Wright.

Chair Setzer called the meeting to order and introduced the pages, Jay
Hawley, Austin Branch and Meagan Hawley and the Sergeant-At-Arms,
Martha Gadison, Jackson Stancil and Charles Williams.

Chair Setzer called on Representative Martha Alexander to explain HB-822- -
HEALTH INSURANCE COVERAGE/EARLY INTERVENTION. Rep.
Alexander spoke on why the legislation is needed. See Attachment I.

Karen Chester, Executive Director of the NC Interagency Coordinating
Council. She addressed the issue of cost and who pays. House Bill 822 was
displaced due to an amendment to come from Rep. C. Wilson.

The Chair called on Rep. Wright to speak on HB-339-LIFE AND HEALTH
INSURANCE OMNIBUS.-AB. Rep. Wright asked staff to which they
deferred to Frank Folger, DOI to explain all fourteen sections. See
Attachment II. After much discussion Rep. Saunders made a motion for a
favorable report, committee substitute passes the committee.



Page 2

The Chair calls on Rep. Wright to explain the changes in the committee
substitute in HB-208-MANAGED CARE/HLTH BENEFITS
CLARIFYING-AB. After much discussion, Rep. Wainwright made a
motion for a favorable report; committee substitute passes the committee.

The meeting was adjourned at 1055 AM.

Rep. Mitchell Setzer, Chair

Rep. Hugh Holliman, Chair

m)m

Carol Bowers, J@ha Mills, Clerks
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HOUSE BILL 822: '

Health Insurance Coverage/Early Intervention

BILL ANALYSIS
Committee: House Insurance Committee Introduced by: Representatives Alexander and
Date: April 24, 2003 Warren
Version: House Bill 822 Summary by:  Tim Hovis

Committee Counsel

SUMMARY: House Bill 822 would require all health benefit plans and preferred provider benefit plans
that provide benefits for sickness, illness, or disability of a minor child or that provide medical treatment
or service to a minor child to provide coverage for medically necessary early intervention services for
children ages birth to 36 months.

To be eligible for early intervention services, the child must meet the eligibility requirements established
by the Department of Health and Human Services.

Coverage under the bill must:
e Provide services that are part of the Individualized Family Services Plan (limited to not more than
$5,000 annually and not more than $15,000 over the three year eligibility period.).
e Be provided by a certified early intervention specialist.
e Be provided only for those services not covered by Medicaid or other public assistance.

EFFECTIVE DATE: House Bill 822 becomes effective January 1, 2004 and applies to plans issued or
renewed on.or after that date. -

Legislative Services Office North Carolina General Assembly Research Division, 733-2578
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HOUSE BILL 822
Short Title: Health Insurance Coverage/Early Intervention. (Public)

Sponsors:  Representatives Alexander, Warren (Primary Sponsors); Insko, Weiss,
and Goodwin.

Referred to: Insurance.

April 1,2003

A BILL TO BE ENTITLED
AN ACT TO REQUIRE HEALTH BENEFIT PLANS TO COVER MEDICALLY
NECESSARY EARLY INTERVENTION SERVICES FOR CHILDREN FROM
BIRTH TO THREE YEARS OF AGE WHO ARE COVERED UNDER THE
PLAN.
The General Assembly of North Carolina enacts:

SECTION 1. Atrticle 51 of Chapter 58 of the General Statutes is amended by

adding the following new section to read:
"§ 58-51-36. Coverage for early intervention services to children from birth to
three vears of age.
(@) Definitions. — As used in this section, unless the context clearly requires
otherwise, the term:

(1) 'Early intervention services' means those services provided for infants
and toddlers required by the Individuals with Disabilities Education
Act (IDEA). P.I. 105-17, as codified in 20 U.S.C.§ 1400, et seq., and
applied and implemented in accordance with rules adopted by the
Secretary of the North Carolina Department of Health and Human
Services.

'Health benefit plan' has the meaning applied under G.S. 58-3-167.
'Individualized Family Service Plan' is the Plan required by the
Individuals with Disabilities Education Act (IDEA). P.L. 105-17, as
codified in 20 U.S.C.§ 1400, et seq.. and applied and implemented in
accordance with rules adopted by the Secretary of the North Carolina
Department of Health and Human Services.

(4) 'Insurer' has the meaning applied under G.S. 58-3-167.

(b) Notwithstanding G.S. 58-50-63. every health benefit plan issued by an
insurer, and every preferred provider benefit plan under G.S. 58-50-56 that provides
benefits for any sickness. illness, or disability of any minor child or that provides

S
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benefits for any medical treatment or service furnished by a health care providef Or

institution to any minor child shall provide coverage for medically necessary early
intervention services for children ages birth to 36 months who are eligible for these

services and who are otherwise covered under the health benefit plan. A child is eligible

for early intervention services if the child is between the ages of birth to 36 months and
meets the eligibility requirements established in rules adopted by the Secretary of the
North Carolina Department of Health and Human Services. Coverage for early

intervention services shall be as follows:

(00)]

@@

Services that are not otherwise covered by the health benefit plan and
are part of the child's Individualized Family Services Plan. Benefits

payable for the services provided under this subdivision may be
limited to not more than five thousand dollars ($5.000) annually and
not more than fifteen thousand dollars ($15.000) over the three-year
eligibility period, per child covered. These limits shall be in addition to
any annual or lifetime limits applicable under the health benefit plan.
Covered services shall be provided by a certified early intervention
specialist in accordance with rules adopted by the Secretary of the
North Carolina Department of Health and Human Services.
Coverage is required under this section only for those early

intervention services not covered by Medicaid or other public

assistance program for which the child is eligible."

SECTION 2. G.S. 58-50-155(a) reads as rewritten:
"§ 58-50-155. Standard and basic health care plan coverages.
(@) Notwithstanding G.S. 58-50-125(c), the standard health plan developed and
approved under G.S. 58-50-125 shall provide coverage for all of the following:

(1)
@)

€)
(4)

©)

(6)

Page 2

Mammograms and pap smears at least equal to the coverage required
by G.S. 58-51-57.

Prostate-specific antigen (PSA) tests or equivalent tests for the
presence of prostate cancer at least equal to the coverage required by
G.S. 58-51-58. ~

Reconstructive breast surgery resulting from a mastectomy at least
equal to the coverage required by G.S. 58-51-62.

For a qualified individual, scientifically proven bone mass
measurement for the diagnosis and evaluation of osteoporosis or low
bone mass at least equal to the coverage required by G.S. 58-3-174.
Prescribed contraceptive drugs or devices that prevent pregnancy and
that are approved by the United States Food and Drug Administration
for use as contraceptives, or outpatient contraceptive services at least
equal to the coverage required by G.S. 58-3-178, if the plan covers
prescription drugs or devices, or outpatient services, as applicable. The
same exceptions and exclusions as are provided under G.S. 58-3-178
apply to standard plans developed and approved under G.S. 58-50-125.
Colorectal cancer examinations and laboratory tests.at least equal to
the coverage required by G.S. 58-3-179.

House Bill 822-First Edition
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!

(1) Coverage of medically necessary early intervention services for
children eligible for these services at least equal to the coverage
required by G.S. 58-51-36.

"

SECTION 3. This act becomes effective January 1, 2004, and applies to

health benefit plans and preferred provider plans issued or renewed on and after that
date.

-
- N R N e
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House Bill 822-First Edition , Page 3



HOUSE BILL 339: pU a7

Life and Health Omnibus-AB

BILL ANALYSIS

Committee: House Insurance Introduced by: Rep. Wright
Date: April 15, 2003 ‘ Summary by: Linda Attarian
Version: PCS H4339- RS Lo2¢ [ Committee Counsel

SUMMARY: House Bill 339 makes numerous substantive and technical changes to laws govermng
the regulation of insurance including:

Conforms Article 56 of Chapter 58 governing third party administrators, to the National Association of
Insurance Commissioners (NAIC) model act on third party administrators. SECTIONS 1.1-1.12.

Amends G.S. 58-58-145 which defines group annuity contracts, to require the insurer of such contracts
to issue individual certificates of coverage to each annuitant. SECTION 2.

Amends current disclosure requirements regarding the solicitation of life insurance products and
annuities. SECTION 3-3.7.

Amends G.S. 58-58-75 which gives a principle or an employer an insurable ‘interest in the life or
physical ability of an employee or agent, to require insurers to notify employees of the existence of such
policies. SECTION 4. :

Amends G.S. 58-51-80 which defines group accident and health insurance, to require that association
premium rates for accident and health insurance be actuarially sound and that associations be rated as
a single group when the coverage provided is not employer-based. SECTION 5.

Amends G.S. 58-51-95 to limit an insurer's ability to use an individual's own claims' experience to
increase the individual's renewal rates on individual health insurance policies. SECTION 6.

Amends G.S. 58-65-60 governing subscribes' contracts, to exempt a sole proprietor or owner or
operator of a business from the full-time basis or the 30-hour workweek requirements to be eligible for
large group health coverage like the proprietor's full-time employees. SECTIONS 7 - 7.2. '

Amends G.S. 58-50-150 to shorten the membership on the Small Employer Health Reinsurance Pool
Board Awvendmeents from nine to six. SECTION 10.

Amends G.S. 58-54-45 governing the issuance of Medicare Supplement Plans by reason of disability, to
require insurer to allow persons retroactively enrolled in Medicare Part B the same six-month open
enrollment period for Medicare Supplemental Plans as person enrolled in Medicare Part B without a
retroactive effective date of coverage. SECTION 11

Adds a new section to Article. 3 to require health benefit plans to provide coverage for designated travel
expenses when the required distance traveled threshold is met. SECTION 13

Makes other clarifying and technical changes.

The act (except for sections 1 0-12) becomes effective January 1, 2004. Sections 10, 11, and 12 (which
include technical corrections) become effective when the act becomes law. )

Legislative Services Office North Carolina General Assembly Research Division, 733-2578
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. BIiJ.I ANALYSIS: . Frank Folger, from the Department of Insurance provided the following section-
by-section explanatlon

PART I. THIRD PARTY ADMINISTRATOR REWRITE (Sections 1 -1.12). This part adopts the
NAIC model statute, which provides reciprocity, among other benefits.

Section 1. Repeals the existing definitions section for Article 56 — Third Party Administrators-

G.S. 58-56-2.

Section 1.1 enacts new G.S. 58-56-2 with revised and expanded definitions. Added terms 1nclude
“insurance producer”, “nonresident administrator” and “Uniform Application”.

Section 1.2 makes technical clarifying changes to the wording of G.S. 58-56-6., governing the

written agreement requirements.

Section 1.3 rewrites and reorganizes portions of G.S. 58-56-16 regarding Commissioner access to

third party administrator (TPA) books and records and adds new subsections (e) through (i) to:

e Provide that TPA records and books in the possession or control of the Commissioner are
confidential and privileged, not public record, not subject to discovery, not subject to
subpoena, and inadmissible in evidence in any private civil action; and provide that
immunity from testifying on the documents applies to the Commissioner and anyone
receiving that material while acting under the authority of the Commissioner. '

e Provide that the Commissioner can share such material with and receive such material
from other state, federal and international regulatory and law enforcement agencies and the
NAIC, provided it is agreed the confidentiality and privilege will be maintained; and can
enter into agreements governing the sharing of such material consistent with the rules in
that subsection.

e Provide that disclosure by the Commissioner does not constitute waiver of the privilege or
claim of confidentiality;

o Clarify that the confidentiality and privilege requirements do not restrict the Commissioner
from releasing final adjudicated action including for cause terminations.

Section 1.4. Repeals the existing TPA licensing statute.
Section 1.5. Enacts new G.S. 58-56-52. Home state certificate of authority or license. This new
statute:

e Provides for licensure or issuance of a certificate of authority by a TPA’s home state (as
defined in G.S. 58-56-3) upon application using the Uniform Application and submission
of a $100 filing fee. The Uniform Application must include or be accompanied by
designated organizational documents, bylaws and internal regulatory documents, NAIC
Biographical Affidavits for the officers, directors and all individuals responsible for the
conduct of the affairs of the applicant, audited financial statements, a description of the
business plan of the TPA, and any other pertinent information..

e Requires the TPA to provide for inspection and examination by the Commissioner all TPA
contracts with insurers or others using the TPA’s services and all accounts records and
files. -

e Authorizes the Commissioner to refuse to issue a certificate of authority or license to a
TPA upon determining that the TPA or any individual responsible for conducting the
affairs of the TPA:

Legislative Services Office North Carolina General Assembly Research Division, 733-2578
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Is not competent
Is not trustworthy
Is not financially responsible
Is not of good personal and business reputation
Has had an insurance or an administrator certificate of authority or license denied or
revoked for cause by any jurisdiction
o Or upon determining that any of the grounds for denial, suspension or revocation of
a certificate of authority under G.S. 58-56-72 exists.

e Provides for the perpetuity of a license or certificate of authority.

e Requires the TPA to notify the Commissioner of any material change in change of
ownership, control, or other fact or circumstance affecting its qualification for a certificate
of authority or license and requires the Commissioner to notify the producer database
maintained by the NAIC or its affiliates or subsidiaries.

Section 1.6. Repeals the existing provision on waiver of application for license, G.S. 58-56-56.
Section 1.7. Enacts new G.S.58-56-57. Registration requirement, to require any person
underwriting, collecting charges or premiums from, or adjusting or settling claims on NC
residents in connection with a self-funded plan for life, health or annuity coverage to register
annually with the Commissioner.

Section 1.8. Enacts new G.S. 58-56-62 to require each TPA licensed under G.S. 58-56-52 to file
an annual report, including an independent CPA-audited financial report verified by at least two
officers of the TPA with contents and format as prescribed by the Commissioner. The annual
report must include the names and addresses of all the insurers with which the TPA has
contracted in the past fiscal year and must be submitted along with an annual $100 filing fee. The
Commissioner must review the annual report before September 1 of each year and either certify
that, according to the annual report, the TPA has a positive net worth and is in good standing, or
note any deficiencies found in the annual report; or update the aforementioned NAIC electronic
database consistent with the Commissioner’s review and assessment.

Section 1.9. Repeals existing G.S. 58-56-66 Grounds for suspension or revocation of license.
Section 1.10. Enacts new G.S. 58-56-67. Nonresident administrator certificate of authority,
which: _

e Requires any TPA performing TPA services in N.C. that does not carry a N.C. license or
certificate of authority to file a Uniform Application with the Commissioner accompanied
by certificate or license from the TPA’s home state and that state has adopted the NAIC
Third Party Administrator Statute or substantially similar laws governing TPAs in order to
obtain a nonresident administrator certificate of authority for N.C.

e Requiresa $100 filing fee as part of the application process.

e Subject the nonresident TPA to examination of its accounts, records, and files by the
Commissioner. '

e Exempts from the requirements of a nonresident certificate of authority nonresident TPAs
that only perform administrator services on a group policy or plan with no more 100
insureds residing in N.C. '

00D 0O
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*.e Authorizes the Commissioner to refuse to issue a nonresident certificate of authority if the
Commissioner determines that events or information obtained following the licensure of
the TPA in its home state, the TPA cannot satisfy the requirements of Article 56 or
grounds exist for the home state’s suspension or revocation of the TPA’s license or
certificate.

Section 1.11. Enacts new G.S. 58-56-72 to require denial, suspension or revocation of certificate
of authority if the Commissioner finds the TPA: :
e [s financially unsound
e Is using methods or practices rendering its future transactions hazardous or injurious to
insured persons or the public.
e Has failed to pay any judgment rendered against it in N.C. within 60 days after the
judgment has bécome final.
The Commissioner, after notice and hearing, may deny, suspend, or revoke the certificate of
authority or license if the Commissioner finds the TPA:
e Has violated any lawful rule or order of the Commissioner or any provision of the N.C.
insurance laws.
e Or any person or entity exercising control of the TPA has refused to cooperate with
examination by the Commissioner.
Has, without cause, refused to pay proper claims or fulfill its contractual obligations.
e Fails to satisfy, at any time, the conditions upon which the license or certificate of
authority was initially granted.
e Or any of the individuals responsible for the conduct of the TPA enters a plea or guilt or
nolo contendere or is found guilty of a felony.
Is under suspension or revocation in another state.
e Has failed to timely file its annual report pursuant to G.S. 58-56-62 if a resident TPA or its
statement and filing fee, as applicable, if a nonresident administrator.
The Commissioner may without advance notice or hearing, immediately suspend the certificate of
authority or license if the Commissioner finds that one or more of the following circumstances
exist: :
o The TPA is insolvent or impaired. _ _
o A proceeding for receivership, rehabilitation or other delinquency proceeding has been
instituted in any state.
e The TPA’s financial condition or busmess practices pose an imminent threat to the public
health, safety or welfare of N.C. citizens.
The Commissioner may impose a fine in lieu of suspension or revocation.

Section 1.12. Prohibits acting as a TPA in N.C. without a resident certificate of authority or a
non-resident certificate of authority.

PART II. GROUP ANNUITY CONTRACTS _
Section 2. Amends G.S. 58-58-145 requires group annuity insurers to issue certificates of
coverage to each annuitant via the policyholder on a form approved by the Commissioner.
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PART II1. DISCLOSURES FOR ANNUITIES AND LIFE INSURANCE
Sections 3. through 3.7. Adopts the new NAIC models on Annuity, Home Service Life
Insurance and Small Face Amount Life Insurance Disclosure and updates our current. life
insurance disclosure provisions in Article 60 of Chapter 58 to reflect the current NAIC Life
Insurance Disclosure model act.

This Part reorganizes Article 60 to create a life insurance and annuity product disclosure
article, with separate parts for each different product disclosure requirement. Each model
specifically addresses disclosure requirements to assist the consumer when making a purchasing
decision by requiring notice of the feature, including potentially negative aspects of each product.
For example:

(1) Sellers of small face life insurance (insurance with a face amount less than $15,000)
would have to disclose up front that premiums paid-in could exceed the face value of the policy,
if that is a possibility at any time;

(2) Sellers of life insurance through the home service distribution system must disclose
whether the policyholder is allowed to change the method of premium payment, whether the
policyholder can combine multipie policies from the same company or its affiliates or subsidiaries
into one policy and what the impact, if any, such a consolidation would have regarding
underwriting, waiting periods, contestable periods and the like, and they would have to provide
and maintain evidence of payment of premiums; and

(3) Sellers of annuities would have to provide to the applicant for an annuity a copy of the
NAIC Model Guide to Fixed Deferred Annuities and a disclosure document, containing
information on the insurer, specifics of the contract including its long-term nature, the specific
amount of charges applicable to the contract, and information on the variability of guaranteed
rates and the current guaranteed rate.

PART IV. EMPLOYER OWNED LIFE INSURANCE DISCLOSURE

Section 4. Amends G.S. 58-58-75 to require employers that purchase life insurance policies on
the lives of their employees for the benefit of the employer to disclose that practice to its
employees within 30 days of the effective date a provider who has appropriate expertise, and each
panel reviewing a second-level grievance involving a noncertification.or a clinical issue shall include of
the coverage and, if applicable, that these employer-owned life insurance (sometimes referred to a
COLI for "corporate-owned life insurance") polices can be maintained after the employment has
terminated..

Part V. Requires association group accident and health premium rates to be actuarially sound
and to rate associations as a single group when the coverage 1s not employer based.

This Part reorganizes Article 60 to create a life insurance and annuity product disclosure article,
with separate parts for each different product disclosure requirement. Each model specifically
addresses disclosure requirements to assist the consumer when making a purchasing decision by
requiring notice of the potentially negative aspects of each product. For example: sellers of small
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" facé'life insurance (insurance with a face amount less than $15,000) would have to disclose that

premiums paid in could exceed the face value of the policy.

Part IV. EMPLOYER-OWNED LIFE INSURANCE DISCLOSURE

Section 4. Amends G.S. 58-58-75 to require employers that purchase life insurance policies on
the lives of their employees for the benefit of the employer to disclose that practice to its
employees within 30 days of the effective date of the coverage and, if applicable, that these
employer-owned life insurance (sometimes referred to as COLI for ‘corporate-owned life
insurance”) policies can be maintained after the employment has terminated.

Part V. ACTUARIALLY SOUND ASSOCIATION GROUP ACCIDENT AND HEALTH
PREMIUM RATES

Section 5. Amends G.S. 58-51-80 to requires association group accident and health premium
rates to be actuarially sound and to rate associations as a single group when the coverage is not
employer based in order to prevent reunderwriting practices in which insurers are re-rating
individual members in (non-employer based) associations as single one man groups each, rather
than using the entire association's experience to determine renewal rates. : ;

Part VI. INDIVIDUAL ACCIDENT AND HEALTH INSURANCE RENEWAL RATE
LIMITATIONS

Section 6. Amends G.S. 58-51-95 to limits an individual accident and health insurer’s ability to
increase an individual’s renewal rate based on the individual’s health status-related factors
including: health status; medical condition (including both physical and mental illnesses); claims’
experience; duration from issue; receipt of health care; medical history; or genetic information.

Part VII. LARGE GROUP HEALTH INSURANCE SOLE PROPRIETOR EXEMPTION
Sections 7. -7.2. Amend G.S. 58-65-60, 58-67-85, and 58-51-80(c) to exempt, for large group
health insurance (more than 50 employees), a sole proprietor or owner or operator of a business
from the full-time basis or 30 hour workweek requirements in order to be eligible for the same
coverage provided to the sole proprietor’s employees.

Part VIII. NEWBORN COVERAGE REINSTATEMENT

Section 8. Amends 58-51-30(b) to correct an oversight in a 2001 enactment and again apply
newborn coverage provisions to a more comprehensive list of insurance lines rather than just
major medical insurance. Before the 2001 Session, newborn coverage requirements applied to
generally all types of health insurance coverage that provided coverage to children. When
changes were made in the 2001 session to expand coverage to provide for foster and adopted
children, an erroneous reference was made to G.S. 58-3-167 and thus coverage requirements were
inadvertently limited to apply only to major medical health coverages. This amendment would
return coverage to its status before the 2001 error. .

Part IX. LIMITED HEALTH, SUPPLEMENTAL HEALTH,VAND SPECIFIED DISEASE
POLICIES TECHNICAL CORRECTIONS
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* Section 9. Amends G.S. 58-51-15(a) (2)b. and 58-51-15(h) to technically correct a definitional
problem regarding pre-existing conditions as applied to limited health, supplemental health, and
specified disease policies. HB 760 in the 2001 Session corrected an “unintended consequence”
which threatened the availability of limited health, supplement health and specified disease
policies. This availability problem was caused by earlier legislation imposing portability
requirements on these policies and subjecting them to the same pre-existing conditions rules as
other health insurance policies. In correcting the availability problem, HB 760 created a different
problem in the form of a definitional gap for “pre-existing condition” respecting these policies.
This amendment technically fixes this new problem.

Part X. SMALL EMPLOYER HEALTH REINSURANCE POOL BOARD
AMENDMENTS

Section 10. Shortens the membership on the Board from nine to six members as it has become
difficult to find persons willing to serve on the Board. '

Part XI. EQUITABLE ENROLLMENT PERIOD F OR SUPPLEMENTAL MEDICARE
PLANS

Section 11. Amends G.S. 58-54-45(a) to allows persons retroactlvely enrolled in Part B Medicare
6 months to enroll in Medicare Supplement Plans A, C, and J after notice of the retroactive
enrollment decision so they are not penalized or precluded from enrolling in those plans. This
proposal would assist persons who are eligible for Medicare retroactively. These persons are
always disabled under age 65 and by virtue of the retroactive enrollment miss the deadline for
open enrollment for Medicare Supplement Plans. This amendment provides that in the case of
retroactive enrollment, the Medicare beneficiary should be entitled to a six-month open
enrollment for Medicare Supplement Plans, beginning with the month the beneficiary receives
notice of the retroactive enrollment, so that the béneficiary is entitled to the same period for
enrollment in supplement plans like everyone else who becomes eligible due to a disability.

Part XII. REVOCATION AND SUSPENSION TECHNICAL CORRECTION

Section 12. Amends G.S. 58-3-100(c) to technically correct the revocation and suspension law to
include “beneficiary of a life or annuity contract” as a claimant to clarify said beneficiary’s
entitiement to the acknowledgement of a claim within 30 days of receipt.

Part XIII. HEALTH BENEFIT PLAN TRAVEL EXPENSES COVERAGE

Section 13. Creates a new G.S. 58-3-270 to mandate health benefit plan coverage for certain
travel expenses associated with obtaining care when the person must travel more than 250 miles,
one way, to obtain treatment. This amendment codifies a long standing Department policy that
health benefit plans provide coverage for certain travel expenses for an insured, and a
parent/guardian if the insured is a child, when the insurer requires the person to 1rave1 a
significant distance from their home to obtain in-network care. .
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Part XIV. CREDIT INSURANCE AMENDMENT
Sections 14. Through 14.4. Amends G.S. 58-57-5, 58-57-50(b), 58-57-55, 58-57-60, and 58-57-
110 in Article 57 (Credit Insurance) to codify Departmental policy or to clarify statutory
requirements. The amendments:
(1) Define “critical period coverage” — This is a definition presently permitted by the Department.
(2) Allow credit card credit insurance to be provided through out-of-state insurance contracts
(consistent with existing market conditions) - Credit card coverages are almost exclusively
provided through out-of-state contracts because the large credit card companies are not located in
North Carolina. This amendment will allow the continued availability of this type of insurance in
North Carolina;
(3) Set an appropriate refund method for decreasing term credit life insurance;
(4) Require acknowledgement of credit insurance claims not paid within 60 days — Currently
there are no provisions in the credit insurance provisions to require acknowledgement of a claim.
This would bring credit insurance in uniformity with other lines regarding acknowledgement of a
claim; and
(5) Allow a requirement of registration with the state unemployment office for involuntary -
unemployment benefits under a credit unemployment policy but prohibit the placing of a deadline
for that registration or qualification for state unemployment benefits to qualify for the insurance
benefits — Some Involuntary Unemployment Insurance (IUI) insurers have submitted forms that
require an insured to register with the state unemployment office within 15 or 30 days of the loss
of employment in order to qualify for credit involuntary unemployment benefits under the
coverage. This deadline for registering would restrict payment of an otherwise valid claim. This
amendment prohibits IUI insurers from imposing a deadline for registration with the state
unemployment office, prohibits conditioning benefits upon qualification for state unemployment
benefits but allows a requirement of registration (without deadline) with the state unemployment
office in order to qualify for benefits.

PART XV. EFFECT OF HEADINGS, SEVERABILITY AND EFFECTIVE DATES
Sections 15 through 15.2. These sections contain a proviso on the naming of headings for parts,
contain a severability clause, make sections 1 through 8, 9, 9.1, 13, and 14 through 14.4 effective
January 1, 2004 and the remainder of the act effective when it becomes law.
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Short Title: Life and Health Insurance Omnibus.-AB (Public)

Sponsors:

Referred to:

March 6, 2003

A BILL TO BE ENTITLED
AN ACT TO CONFORM NORTH CAROLINA'S THIRD PARTY
ADMINISTRATOR ARTICLE TO REVISIONS TO THE NAIC MODEL THIRD
PARTY ADMINISTRATOR STATUTE; REQUIRE GROUP ANNUITY
INSURERS TO ISSUE INDIVIDUAL CERTIFICATES OF COVERAGE TO
EACH ANNUITANT; REORGANIZE ARTICLE 60 OF CHAPTER 58 OF THE
GENERAL STATUTES AND AMEND CURRENT DISCLOSURE
REQUIREMENTS FOR SOLICITATION OF LIFE INSURANCE PRODUCTS
AND ANNUITIES; REQUIRE INSURERS TO NOTIFY EMPLOYEES OF THE
EXISTENCE OF EMPLOYER-OWNED LIFE INSURANCE POLICIES WITHIN
THIRTY DAYS AFTER THE EFFECTIVE DATE OF COVERAGE; REQUIRE
THAT ASSOCIATION PREMIUM RATES FOR ACCIDENT AND HEALTH
INSURANCE BE ACTUARIALLY SOUND AND THAT ASSOCIATIONS BE
RATED AS A SINGLE GROUP WHEN THE COVERAGE PROVIDED IS NOT
EMPLOYER-BASED; LIMIT AN INDIVIDUAL ACCIDENT AND HEALTH
INSURER'S USE OF AN INDIVIDUAL'S OWN CLAIMS' EXPERIENCE TO
DEVELOP THE INDIVIDUAL'S RENEWAL RATE; EXEMPT A SOLE
PROPRIETOR FROM THE FULL-TIME BASIS OR THIRTY-HOUR
WORKWEEK REQUIREMENTS TO BE ELIGIBLE FOR LARGE GROUP
HEALTH COVERAGE LIKE THE PROPRIETOR'S FULL-TIME EMPLOYEES;
CORRECT AN INADVERTENT CROSS-REFERENCE IN ORDER TO
REAPPLY NEWBORN COVERAGE TO A MORE COMPREHENSIVE GROUP
OF INSURERS; TECHNICALLY CORRECT AN OMISSION REGARDING
PROVISIONS GOVERNING PREEXISTING CONDITIONS FOR LIMITED
HEALTH, SUPPLEMENTAL HEALTH, AND SPECIFIED DISEASE POLICIES;
DECREASE THE TOTAL NUMBER OF MEMBERS THAT SERVE ON THE
SMALL EMPLOYER REINSURANCE POOL BOARD FROM NINE TO SIX;
ALLOW PERSONS RETROACTIVELY ENROLLED IN MEDICARE PART B
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THE SAME SIX-MONTH OPEN ENROLLMENT PERIOD FOR MEDICAI'iE

1
2 SUPPLEMENT PLANS AS PERSONS WHO ENROLLED IN MEDICARE PART
3 B WITHOUT A RETROACTIVE EFFECTIVE DATE OF COVERAGE;
4 TECHNICALLY CORRECT THE REVOCATION AND SUSPENSION LAW TO
5 INCLUDE A BENEFICIARY OF A LIFE OR ANNUITY CONTRACT AS A
6 CLAIMANT; MANDATE HEALTH BENEFIT COVERAGE FOR DESIGNATED
7 TRAVEL EXPENSES WHEN THE REQUIRED DISTANCE TRAVELED
8 THRESHOLD IS MET; AND MAKE TECHNICAL CORRECTIONS TO THE
9 CREDIT INSURANCE LAWS.
10  The General Assembly of North Carolina enacts:
11 .
12 PARTL THIRD PARTY ADMINISTRATOR ACT REWRITE
13 SECTION 1. G.S. 58-56-2 is repealed.
14 SECTION 1.1. Article 56 of Chapter 58 of the General Statutes is amended
15 by adding a new section to read:
16 "8 58-56-3. Definitions.
17 As used in this Article:
18 . (1)  "Administrator", "third party administrator", and "TPA" mean a person
19 who directly or indirectly underwrites, collects, or charges premiums
20 from. or adjusts or settles claims on, residents of this State in
21 connection with life, annuity, or health coverage offered or provided
22 by an insurer, except any of the following:
23 a. An emplover, or a wholly owned direct or indirect subsidiary of
24 an emplover, on behalf of its employees or the employees of
25 " one or more subsidiaries or affiliated corporations of the
26 employer.
27 b. A union on behalf of its members.
28 C. An insurer that is authorized to transact insurance in this State
29 pursuant to Articles 1 through 67 of this Chapter.
30 d. An insurance producer licensed to sell life, annuity, or health
31 coverage in this State, whose activities are limited exclusively
32 to the sale of insurance.
33 €. A creditor on behalf of its debtors with respect to insurance
34 covering a debt between the creditor and its debtors.
35 f. A trust and its trustees, agents, and employees acting pursuant
36 to a trust established in conformity with 29 U.S.C. § 186.
37 g. A trust exempt from taxation under section 501(a) of the
38 Internal Revenue Code, its trustees and employees acting
39 pursuant to the trust, or a custodian and the custodian's agents
40 or employees acting pursuant to a custodian account which
41 meets the requirements of section 401(f) of the Internal
42 Revenue Code.
43 h. A credit union or a financial institution that is subject to
44 supervision or examination by federal or State banking

Page 2 House Bill 339 H339-PCS80261-RM-17
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authorities, or a mortgage lender, to the extent it collects and
remits premiums to licensed insurance producers or to limited
lines producers or authorized insurers in connection with loan
payments.

A credit card issuing company that advances for and collects
insurance premiums or charges from its credit card holders who
have authorized collection.,

=

I A person who adjusts or settles claims in the normal course of

that person's practice or employment as a licensed attorney and
who does not collect charges or premiums in connection with
life, annuity, or health coverage.

An adjuster licensed by this State whose activities are limited to
adjustment of claims. :

A person licensed as a managing general agent in this State,
whose activities are limited exclusively to the scope of activities
conveyed under the license.

An administrator who is affiliated with an insurer and who only
performs the contractual duties (between the administrator and
the insurer) of an administrator for the direct and assumed
insurance business of the affiliated insurer. The insurer is
responsible for the acts of the administrator and is responsible
for providing all of the administrator's books and records to the
Commissioner, upon a request from the Commissioner.
"Affiliate or affiliated" means an entity or person who directly or
indirectly, through one or more intermediaries, controls or is controlled
by, or is under common control with, a specified entity or person.
"Commissioner" means the Commissioner of Insurance of this State.
"Control" means the term as defined in G.S. 58-19-5(2). :
"GAAP" means United States generally accepted accounting principles
consistently applied.

"Home state" means the District of Columbia and any state or territory .
of the United States in which an administrator is incorporated or
maintains its principal place of business. If neither the state in which
the administrator is incorporated nor the state in which it maintains its
principal place of business has adopted the NAIC Third Party
Administrator Statute, or a substantially similar law governing
administrators, the administrator may declare another state in which it
conducts business to be its "home state".

"Insurance producer”" means a person who sells, solicits, or negotiates
a contract of insurance as those terms are defined in this Article.
"Insurer" means an insurance company subject to this Chapter, a
service corporation organized under Article 65 of this Chapter, a health
maintenance organization organized under Article 67 of this Chapter,

|~
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and a multiple employer welfare arrangement subject to Article 49 of
this Chapter.
(9) "Negotiate" means the act of conferring directly with, or offering

advice directly to, a purchaser or prospective purchaser of a particular
contract of insurance concerning any of the substantive benefits, terms,

or conditions of the contract, provided that the person engaged in that
act either sells insurance or obtains insurance from insurers for

purchasers.
(10) "Nonresident administrator" means a person who is applying for

licensure or is licensed in any state other than the administrator's home
state.

(11) "Person" means an individual or a business entity.

(12) "Sell" means to exchange a contract of insurance by any means, for
money or its equivalent, on behalf of an insurance company.

(13) "Solicit" means attempting to sell insurance or asking or urging a
person to apply for a particular kind of insurance from a particular

company.
(14) "Underwrites" or "underwriting”" includes the acceptance of employer

or_individual applications for coverage of individuals in accordance
with the written rules of the insurer or self-funded plan and also
includes the overall planning and coordinating of a benefits program.
(15) "Uniform Application" means the current version of the NAIC
Uniform Application for Third Party Administrators."
SECTION 1.2. G.S. 58-56-6 reads as rewritten:
"§ 58-56-6. Written agreement necessary.

(a) No TPA may act as a TPA without a written agreement between the TPA and
the insurer. The written agreement shall be retained as part of the official records of
both the insurer and the TPA for the duration of the agreement and for five years
thereafter The agreement shall contain all provrsrons requlred by this Article, to-the

gy . fun by-the-TPA- except insofar
as those requirements do not ap_ply to the functrons performed by the TPA.

(b)  The agreement shall include a statement of duties that the TPA is expected to
perform on behalf of the insurer and the kinds-of insuranee-the-TPA-is-to-be-authorized
to-administer-lines, classes, or types of insurance for which the TPA is to be authorized
to_administer. The agreement shall provide for underwriting or other standards
pertaining to the business underwritten by the insurer.

(c)  The insurer or TPA may, with written notice, terminate the written agreement
for cause as provided in the agreement. The insurer may suspend the underwriting
authority of the TPA during the pendency of any dispute regarding the cause for
termination of the agreement. The insurer must-shall fulfill any lawful obligations with

respect to policies affected by the agreement, regardless of any dispute between the

insurer and the TPA."
SECTION 1.3. G.S. 58-56-16 reads as rewritten:
"§ 58-56-16. Records to be kept.

Page 4 House Bill 339 H339-PCS80261-RM-17
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(a) Every TPA shall maintain and make available to the insurer complete books
and records of all transactions performed on behalf of the insurer. The books and
records shall be maintained in accordance with prudent standards of insurance record
keeping and must be maintained for a period of at least five years after the date of their
creation.

(¢)  The insurer shall own the records generated by the TPA pertaining to the
insurer, but the TPA shall retain the right to continuing access to books and records to
permit the TPA to fulfill all of its contractual obligations to insured parties, claimants,
and the insurer. :

(d) In the event the insurer and the TPA cancel their agreement, notwithstanding
the provisions of subsection (a) of this section, the TPA may, by written agreement with
the insurer, transfer all records to a new TPA rather than retain them for five years. In
this case, the new TPA shall acknowledge, in writing, that it is responsible for retaining
the records of the prior TPA as required in subsection (a) of this section.

(¢) The Commissioner shall have access to books and records maintained by a
TPA for the purposes of examination, audit, and inspection. Any documents, materials,
or other information in the possession or control of the Commissioner that are furnished
by a TPA, insurer, insurance producer, or an employee or agent thereof acting on behalf
of the TPA, insurer, or insurance producer, or obtained by the Commissioner in an
investigation shall be confidential by law and privileged, shall not constitute a public
record as defined by G.S. 132-1, shall not be subject to subpoena, shall not be subject to
discovery, and shall not be admissible in evidence in any private civil action. However,
the Commissioner is authorized to use such documents, materials, or other information
in the furtherance of any regulatory or legal action brought as a part of the
Commissioner's official duties.

(f)  Neither the Commissioner nor any person who receives documents, materials,
or other information while acting under the authority of the Commissioner shall be
permitted or required to testify in any private civil action concerning any confidential
documents, materials, or information subject to subsection (e) of this section.

(g) In order to assist in the performance of the Commissioner's duties, the
Commissioner:

(1) May share documents, materials, or other information, including the
confidential and privileged documents, materials, or information
subject to subsection (e) of this section, with other State, federal, and
international regulatory agencies, with the National Association of
Insurance Commissioners, its affiliates, or its subsidiaries, and with
State, federal, and international law enforcement authorities, provided

H339-PCS80261-RM-17 House Bill 339 Page 5
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that the recipient agrees to maintain the confidentiality and privileged
status of the document, material, or other information;

(2) May receive documents, materials, or information, including otherwise
confidential and privileged documents, materials, or information, from
the National Association of Insurance Commissioners, its affiliates, or
its subsidiaries, and from regulatory and law enforcement officials of
other foreien or domestic jurisdictions and shall maintain as
confidential or privileged any document, material, or information
received with notice or the understanding that it is confidential or
privileged under the laws of the jurisdiction that is the source of the
document, material, or information; and

(3) May enter into agreements governing sharing and use of information
consistent with this subsection.

(h) No waiver of any applicable privilege or claim of confidentiality in the
documents. materials, or information shall occur as a result of disclosure to the
Commissioner under this section or as a result of sharing as authonzed in subsection (g)
of this section.

(i)  Nothing in this Article shall prohibit the Commissioner from releasing, final,
adjudicated actions including for-cause terminations that are open to public inspection
pursuant to Chapter 132 of the General Statutes or to a database or other clearinghouse
service maintained by the National Association of Insurance Commissioners, its
affiliates, or its subsidiaries."

SECTION 1.4. G.S. 58-56-51 is repealed

SECTION 1.5. Article 56 of Chapter 58 of the General Statutes is amended

by adding a new section to read:
"§ 58-56-52. Home state certificate of authority or license.

(a) A person shall apply to be a TPA in its home state upon the Uniform
Application and shall receive a certificate of authority or license from the Commissioner
of its home state prior to performing any function of a TPA in this State. Each
application shall be accompanied by a nonrefundable filing fee of one hundred dollars
($100.00). '

(b) The Uniform Application shall include or be accompanied by the following
information and documents:

(1)  All basic organizational documents of the applicant, including any
articles of incorporation, articles of association, partnership agreement,
trade name certificate, trust agreement, shareholder agreement, and
other applicable documents and all amendments to those documents.

(2) The bylaws, rules, regulations, or similar documents regulating the
internal affairs of the applicant.

(3) NAIC Biographical Affidavit for the individuals who are responsible
for the conduct of affairs of the applicant, including all members of the
board of directors, board of trustees, executive committee, or other
governing board or committee; the principal officers in the case of a
corporation or the partners or members in the case of a partnership,
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association, or limited liability company; any shareholders or member
holding directly or indirectly ten percent (10%) or more of the voting
stock, voting securities, or voting interest of the applicant; and any
other person who exercises control or influence over the affairs of the
applicant.
(4)  Audited annual financial statements or reports for the two most recent
fiscal years that prove that the applicant has a positive net worth. If the
applicant has been in existence for less than two fiscal years, the
Uniform Application shall include financial statements or reports,
certified by an officer of the applicant and prepared in accordance with
GAAP. for any completed fiscal years and for any month during the
current fiscal year for which the financial statements or reports have
been completed. The applicant shall also include any other information
the Commissioner requires in order to review the current financial
condition of the applicant. An audited financial/annual report prepared
on a consolidated basis shall include a columnar consolidating or
combining worksheet that shall be filed with the report and include all
of the following:
a. Amounts shown on the consolidated audited financial report
shall be shown on the worksheet. A
b. Amounts for each entity shall be statéd separately.
C. Explanations of consolidating and eliminating entries.
A statement describing the business plan including information on
staffing levels and activities proposed in this State and nationwide. The
plan shall provide details setting forth the applicant's capability for
providing a sufficient number of experienced and qualified personnel
_ in the areas of claims processing, record keeping, and underwriting.
(6)  Any other pertinent information required by the Commissioner.

(¢) A TPA licensed or applying for licensure under this section shall make
available for inspection by the Commissioner copies of all contracts with insurers or
other persons utilizing the services of the TPA.

(d) A TPA licensed or applying for licensure under this section shall produce its
accounts. records, and files for examination, and make its officers available to give
information with respect to its affairs, as often as reasonably required by the
Commissioner. .

() The Commissioner may refuse to issue a certificate of authority or license if
the Commissioner determines that the TPA, or any individual responsible for the
conduct of affairs of the TPA, is not competent, trustworthy, financially responsible, or
of good personal and business reputation, has had an insurance or an administrator
certificate of authority or license denied or revoked for cause by any jurisdiction, or if
the Commissioner determines that any of the grounds set forth in G.S. 58-56-72 exists
with respect to the TPA. :
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() A certificate of authority or license issued under this section shall remain
valid. unless surrendered, suspended, or revoked by the Commissioner, for so long as
the TPA continues in business in this State and remains in compliance with this Article.

(2) A TPA licensed or applying for licensure under this section shall immediately
notify the Commissioner of any material change in its ownership, control, or other fact
or circumstance affecting its qualification for a certificate of authority or license in this
State. The Commissioner shall report any such changes to the producer database
maintained by the NAIC or affiliates or subsidiaries of the NAIC."

SECTION 1.6. G.S. 58-56-56 is repealed.

SECTION 1.7. Article 56 of Chapter 58 of the General Statutes is amended

by adding a new section to read: ‘
"§ 58-56-57. Registration requirement.

A person who directly or indirectly underwrites, collects charges or premiums from,
or adjusts or settles claims on residents of this State in connection with life, annuity, or
health coverage provided by a self-funded plan shall register with the Commissioner
annually. verifying its status as herein described in a format prescribed by the
Commissioner." ,

SECTION 1.8. Article 56 of Chapter 58 of the General Statutes is amended

by adding a new section to read: :
"§ 58-56-62. Annual report and filing.

(a) Each TPA licensed under G.S. 58-56-52 shall file an annual report for the
preceding calendar vear with the Commissioner on or before July 1 of each year or
within such extension of time as the Commissioner for good cause may grant. The
annual report shall include an audited financial statement performed by an independent
certified public accountant. An audited financial/annual report prepared on a
consolidated basis shall include a columnar consolidating or combining worksheet that
shall be filed with the report and include the information required under G.S.
58-56-52(b)(4)a. through c. The report shall be in the form and contain such matters as
the Commissioner prescribes and shall be verified by at least two officers of the TPA.

(b) The annual report shall include the complete names and addresses of all
insurers with which the administrator had agreements during the preceding fiscal year.

(c) At the time of filing its annual report, the administrator shall pay a
nonrefundable filing fee of one hundred dollars ($100.00).

(d) The Commissioner shall review the most recently filed annual report of each
administrator on or before September 1 of each year. Upon completion of its review, the
Commissioner shall either:

(1) Issue a certification to the administrator that the annual report shows
that the administrator has a positive net worth as evidenced by audited
financial statements and is currently licensed and in good standing, or
noting any deficiencies found in the annual report and financial
statements; or

(2) Update any electronic database maintained by the National
Association of Insurance Commissioners, or its affiliates or
subsidiaries. indicating that the annual report shows that the
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administrator has a positive net worth as evidenced by audited
financial statements and is in compliance with existing law, or noting
any deficiencies found in the annual report."
SECTION 1.9. G.S. 58-56-66 is repealed.
SECTION 1.10. Article 56 of Chapter 58 of the General Statutes is amended
by adding a new section to read:
"§ 58-56-67. Nonresident administrator certificate of authority.

(a) Unless a TPA has obtained a home state certificate of authority or license in
this State under G.S. 58-56-52., any TPA who performs administrator duties in this State
shall obtain a nonresident administrator certificate of authority or license in accordance
with this section by filing with the Commissioner the Uniform Application
accompanied by a letter of certification from the home state of the TPA. In lieu of
requiring a TPA to file a letter of certification with the Uniform Application, the
Commissioner may verify the nonresident administrator's home state certificate of
authority or license status through an electronic database maintained by the National
Association of Insurance Commissioners or its affiliates or subsidiaries.

(b) A _TPA shall not be eligible for a nonresident administrator certificate of
authority or license under this section if it does not hold a certificate of authority as a
resident in a home state that has adopted the NAIC Third Party Administrator Statute or
a substantially similar law governing TPAs.

(c) Except as provided in subsections (b) and (h) of this section, the
Commissioner shall issue to the TPA a nonresident administrator certificate of authority
or license promptly upon receipt of a complete application. '

(d)  Unless notified by the Commissioner that the Commissioner is able to verify
the nonresident TPA's home state certificate of authority or license status through an
electronic database maintained by the National Association of Insurance
Commissioners, or its affiliates or subsidiaries, each nonresident TPA annually shall file
a statement that its home state administrator certificate of authority or license remains in
force and has not been revoked or suspended by its home state during the preceding
year. The statement required by this subsection shall be filed by November 1 each year.

(e) At the time of filing the statement required under subsection (d) of this
section or if the Commissioner has notified the nonresident administrator that the
Commissioner is able to verify the nonresident administrator's home state certificate of
authority or license status through an electronic database, the nonresident TPA shall
pay, no later than November 1, a nonrefundable filing fee of one hundred dollars
($100.00).

(f) A TPA licensed or applying for licensure under this section shall produce its
accounts, records, and files for examination, and make its officers available to give
information with respect to its affairs, as often as _reasonably required by the
Commissioner.,

(g) A nonresident TPA is not required to hold a nonresident administrator
certificate of authority or license in this State if the TPA's duties in this State are limited
to the administration of a group policy or plan of insurance and no more than a total of
100 persons insured for all plans reside in this State.

H339-PCS80261-RM-17 House Bill 339 Page 9
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(h) The Commissioner may refuse to issue a nonresident administrator certificate

of authority or license, or delay the issuance of a nonresident administrator certificate of
authority or license, if the Commissioner determines that, due to events or information

obtained subsequent to the home state's licensure of the TPA, the nonresident TPA

cannot satisfy the requirements of this Article or that grounds exist for the home state's
revocation or suspension of the administrator's home state certificate of authority or

license. If the Commissioner refuses to issue a certificate of authority of license
pursuant to this section, the Commissioner shall give written notice of its determination
to the Commissioner of the home state, and the Commissioner may delay the issuance
of a nonresident administrator certificate of authority to the nonresident TPA until the
Commissioner determines that the administrator can satisfy the requirements of this
Article and that no grounds exist for the home state's revocation or suspension of the
administrator's home state certificate of authority or license."

SECTION 1.11. Article 56 of Chapter 58 of the General Statutes is amended

by adding a new section to read:
"§ 58-56-72. Grounds for denial, suspension, or revocation of certificate of
authority.

(a)  The certificate of authority or license of a TPA shall be denied, susnended or .
revoked if the Commissioner finds that the TPA:

(1) Isin an unsound financial condition; ‘

(2) Is using such methods or practices in the conduct of its business so as
to render its further transaction of business in this State hazardous or
injurious to insured persons or the public; or

(3) © Has failed to pay any judgment rendered against it in this State within
60 days after the judgment has become final.

(b) The Commissioner may, after notice and opportunity for hearing, deny,
suspend, or revoke the certificate of authority or license of a TPA if the Comm1ssmner
finds that the TPA:

(1) Has violated any lawful rule or order of the Commissioner or any
provision of the insurance laws of this State;

(2) Has refused to be examined or to produce its accounts, records, and
files for examination, or if any individual responsible for the conduct
of affairs of the TPA has refused to give information with respect to its
affairs or has refused to perform any other legal obligation as to an
examination when required by the Commissioner, including:

a. Members of the board of directors, board of trustees, executive ,
committee, or other governing board or committee;
b. The principal officers in the case of a corporation or the

partners or members in the case of a partnership, association, or
limited liability company; :

Any shareholder or member holding directly or indirectly ten
percent (10%) or more of the voting stock, voting securities, or
voting interest of the TPA; and

|
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(3)

(6)
()]

d. Any other person who exercises control or influence over the
affairs of the TPA;

Has, without just cause, refused to pay proper claims or perform

services arising under its contracts or has, without just cause, caused

covered individuals to accept less than the amount due them or caused

covered individuals to employ attorneys or bring suit against the TPA

to secure full payment or settlement of such claims;

Fails, at any time, to meet any qualification for which issuance of the

certificate could have been refused had the failure then existed and

been known to the Commissioner;

Or any of the individuals responsible for the conduct of its affairs has

been convicted of, or has entered a plea of guilty or nolo contendere to,

a felony without regard to whether adjudication was withheld.

including: :

Members of the board of directors, board of trustees, executive

committee or other governing board or committee;

b. The principal officers in the case of a corporation or the
partners or members in the case of a partnership, association, or
limited liability company;

|

c. Any shareholder or member holding directly or indirectly ten
percent or more of its voting stock, voting securities, or voting
interest; and

d. Any other person who exercises control or influence over its

affairs;
Is under suspension or revocation in another state; or
Has failed to timely file its annual report pursuant to G.S. 58-56-62 if a
resident administrator or its statement and filing fee, as applicable,
pursuant to G.S. 58-56-67(d) and (e) if a nonresident administrator.

() The Commissioner may, without advance notice or hearing, immediately

suspend the certificate of authority or license of a TPA if the Commissioner finds that

one or more of the following circumstances exist:

(1)
Q)

(3)

The TPA is insolvent or impaired.

A proceeding for receivership, conservatorship, rehabilitation, or other
delinquency proceeding regarding the TPA has been commenced in
any state.

The financial condition or business practices of the TPA otherwise
pose an imminent threat to the public health, safety, or welfare of the
residents of this State. :

(d)  If the Commissioner finds that one or more grounds exist for the suspension

or revocation of a certificate of authority issued under this part, the Commissioner may,

in lieu of suspension or revocation, impose a fine upon the TPA."

SECTION 1.12. Article 56 of Chapter 58 of the General Statutes is amended
by adding a new section to read:
"§ 58-56-73. Prohibited practices.

H339-PCS80261-RM-17 House Bill 339 Page 11
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No person shall act as, offer to act as, or hold himself or herself out as a TPA in this
State without a valid domestic or nonresident administrator certificate of authority
issued by the Commissioner." '

PARTII. GROUP ANNUITY CONTRACTS
SECTION 2. G.S. 58-58-145 reads as rewritten: _

"§ 58-58-145. Group annuity contracts defined; requirements:requirements;
issuance of individual certificates.

(a)  Any policy or contract, except a joint, reversionary or survivorship annuity
contract, whereby annuities are payable to more than one person, is a group annuity
contract. The person, firm or corporation to whom or to which such contract is issued,
as herein provided, is the holder of the contract. The term "annuitant” means any person
to whom or which payments are made under the group annuity contract. No authorized
insurer shall deliver or issue for delivery in this State any group annuity contract except
upon a group of annuitants that conforms to the following: under a contract issued to an
employer, or to the trustee of a fund established by an employer or two or more
employers in the same industry or kind of business, the stipulated payments on which
shall be paid by the holder of such contract either wholly from the employer's funds or
funds contributed by him, or partly from such funds and partly from funds contributed
by the employees covered by such contract, and providing a plan of retirement annuities
under a plan which permits all of the employees of such employer or of any specified
class or classes thereof to become annuitants. Any such group of employees may
include retired employees, and may include officers and managers as employees, and
may include the employees of subsidiary or affiliated corporations of a corporation
employer, and may include the ‘individual proprietors, partners and employees of
affiliated individuals and firms controlled by the holders through stock ownership,
contract or otherwise.

(b)  The insurer of a group annuity contract shall issue to the policyholder, within
30 days of the effective date of the group annuity contract, an individual certificate for
delivery to each annuitant which:

(1)  Identifies the annuity to which the annuitant is entitled.

(2)  States the name of the person to whom the annuity is payable.

(3) Discloses all of the rights and obligations of the insurer, the
policyholder, the annuitant, and the persons to whom the annuity is
payable with respect to the group annuity contract.

G.S. 58-3-150 applies to the form of the individual certificate required by this
subsection.

() Each group annuity contract shall include a provision that the insurer will
issue to the policyholder within 30 days of the effective date of the contract, for delivery
to each annuitant, an individual certificate setting forth the information described in
subsection (b) of this section."

PART III. DISCLOSURES FOR ANNUITIES AND LIFE INSURANCE
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SECTION 3. The title of Article 60 of Chapter 58 of the General Statutes

reads as rewritten:
"Article 60.
Standards of Disclosure for Annuities and Life Insurance."

SECTION 3.1. Article 60 of Chapter 58 of the General Statues is amended

by designating G.S. 58-60-1 through G.S. 58-60-35 as:
"Part 1. Regulation of Life Insurance Solicitation."

SECTION 3.2. G.S. 58-60-1 reads as rewritten:

"§ 58-60-1. Purpoese-of-Artiele:Short title; purpose.

(a)  This Part may be cited as the "Life Insurance Disclosure Act”.

(b)  The purpose of this Asticle-Part is to require insurers to deliver to purchasers
of life insurance, information which will improve the buyer's ability to select the most
appropriate plan of life insurance for their-the buyer's needs, improve the buyer's
understanding of the basic features of the policy which has been purchased or which is
under consideration and to improve the ability of the buyer to evaluate the relative costs
of similar plans of life insurance.

This Astiele-Part does not prohibit an insurer to-use-from using additional material
which-that is not in violation of Articles 1 through 64 of this Chapter nor any other
statute or regulation."

SECTION 3.3. G.S. 58-60-5 reads as rewritten:

"§ 58-60-5. Seepe-of-Article;-Scope; exemptions.

(a)  Except as otherwise provided in this Astiele;-Part, this Astiele-Part applies to
any solicitation, negotiation or procurement of life insurance occurring within this State.
This Asticle-Part applies to any issuer of a life insurance contract, including fraternal
benefit societies.

(b)  Unless otherwise specifically 1ncluded this Artiele-Part does not apply to:

(1)  Annuities;Individual group annuity contracts.

(2) Credit life insuranee;insurance.

(3) Group life insuranee—insurance (except for disclosures relating to
prenced funeral contracts or prearrangements; these disclosure
requirements shall extend to the issuance or delivery of certificates as
well as to the master policy).

(4)  Life insurance policies issued in connection with pension and welfare

' plans as defined by and that are subject to the federal Employee
Retirement Income Security Act of 1974 (ERISA)}(ERISA).

(5)  Variable life insurance under which the death benefits and cash values
vary in accordance with unit values of investments held in a separate
account.

(c)  The policy summary in this Astiele-Part is not required for policies that are
sold subject to rules adopted by the Commissioner for life insurance illustrations."

SECTION 3.4. G.S. 58-60-10(7)k. reads as rewritten:

"k.  The date on which the Policy Summary is prepared.

H339-PCS80261-RM-17 House Bill 339 Page 13
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The Policy Summary must consist of a separate document.
All information required to be disclosed must be set out in such
a manner as to not minimize or render any portion thereof
obscure. Any amounts which remain level for two or more
years of the policy may be represented by a single number if it
is clearly indicated what amounts are applicable for each policy
year. Amounts in subparagraph e of this paragraph shall be
listed-in total, not on a per thousand nor per unit basis. If more
than one insured is covered under one policy or rider,
guaranteed death benefits shall be displayed separately for each
insured or for each class of insureds if death benefits do not
differ within the class. Zero amounts shall be displayed as zero
and shall not be displayed as a blank space. If the insurer makes
a material revision in the terms and conditions under which it
will limit its right to change any nonguaranteed factor, it shall,
no later than the first policy anniversary following the revision,
advise each affected policy owner residing in this State."

SECTION 3.5. Article 60 of Chapter 58 of the General Statutes is amended

by adding a new Part to read: ‘
"Part 3. Regulation of Home Service Life Insurance Solicitation.
"§ 58-60-40. Title and reference.
This Part may be cited as the "Home Service Disclosure Act".
"§ 58-60-45. Purpose.

The purpose of this Part is to establish standards that ensure that meaningful
information is provided to the purchasers of insurance policies distributed through the
home service distribution system.

"§ 58-60-50. Definitions.

As used in this Part:

(1) "Home service distribution system" means a system in which
insurance products are marketed, sold, or serviced by agents in person
in the home or business of the insured, owner, or premium payor in
assigned territories and may be identified as "debits". The policies are
issued on a monthly or more frequent premium payment basis and
agents are charged with the responsibilities of servicing the debit,
which may include the collection of premium payments in the home or
designated location on a monthly or more frequent basis, along with
other services normally rendered.

(2) "Small face amount life insurance policy" means an insurance policy
or certificate with a face amount of fifteen thousand dollars ($15,000)
or less. -

"§ 58-60-55. General disclosure requirements.

(a) In accordance with the disclosure simplification standards set forth in G.S.
58-60-80 and at the time an insurance policy is issued through the home service
distribution system, the insurer shall disclose:
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(1)  Whether the policyholder is allowed to change the method of premium
payment and any conditions for that change; '

(2) Whether or not at a subsequent date a policyholder may combine
multiple policies from the same insurance company, its affiliates, and
its subsidiaries into one policy in order to provide like or enhanced
coverage at a comparable or reduced premium to eliminate duplicate
administrative costs associated with each policy and, if the option is

available:

a. Whether a policyholder will be subject to underwriting when
combining multiple policies into one policy; and

b. Whether a policyholder will be subject to_ a new contestable

period, waiting periods, etc., when combining multiple policies
into one policy.

(b) In accordance with the disclosure simplification standards set forth in G.S.
58-60-80, an insurer issuing a small face amount life insurance policy through the home
service distribution system shall provide the current disclosure included in Appendix A
of the NAIC's Home Service Disclosure Model if at any point in time over the term of
the policy the cumulative premiums paid may exceed the face amount of the policy at
that point in time. The required disclosure shall be provided to the policy owner or
certificate holder no later than at the time the policy or certificate is delivered. The
disclosure shall not be attached to the policy but may be delivered with the policy.

If, for a particular policy form, the cumulative premiums may exceed the face for
some demographic or benefit combination but not for all combinations, the insurer may
choose to either: :

(1) Provide the disclosure only in those circumstances where the
premiums may exceed the face amount; or
(2)  Provide the disclosure for all demographic and benefit combinations.

Cumulative premiums shall include premiums paid for riders. However, the face
amount shall not include the benefit attributable to the riders.

If an illustration has been provided that satisfies the requirements of Title 11,
Chapter 4, Section .0500 of the North Carolina Administrative Code, the disclosure
requirements of subsection (b) of this section are deemed to have been met.

"§ 58-60-60. Disclosure of payment methods.

In accordance with the disclosure simplification standards set forth in G.S. 58-60-80,
at the time an insurance policy is issued through the home service distribution system,
the insurer shall disclose:

(1) What premium savings may be realized by a different method or less
frequent mode of premium payment.

(2) That premiums are still due and payable by the person responsible for
premium payments even when an agent does not collect the premiums.

(3) The mailing address for payment of premiums to the company.

(4) That the consumer is entitled to receive a receipt for premium
payments when premium payments are made in cash or in person.

"§ 58-60-65. Evidence of payment.
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For every premium collected on a policy of life or disability insurance marketed,
sold, or serviced through the home service distribution system in this State, the agent,
solicitor, or broker, or any employee acting on the agent, solicitor, or broker's behalf,
collecting or receiving the premium in person shall:

(1) Maintain and furnish to the policyholder a receipt indicating payment
of premiums, which shall provide the payor with clearly

understandable, written evidence of payment at the time the premium
is collected. At a minimum it shall clearly show:

a. The name of the payor.

b. The name of insured under each policy covered by the
premium.

c.  The amount paid.

d. The date paid.

€. The date paid-to-status of the policy.

f. The policy number.

g The face amount and type of policy for which the payment will
be credited.

h. The signature of the agent.

1. The agent's printed name and unique identification number.

1 The name, complete address, and phone number of the insurer.

Remit to the insurer's home office or applicable district office, or
deposit in a fiduciary account, the premium collected on behalf of the
policyholder within 10 days of receipt from the premium payor or
policy owner. In the event that the insurer utilizes an accounting
system based on a monthly list bill, all premiums collected shall be
credited from the date of collection. The premium shall be fully
applied to that particular account.
"8 58-60-70. Proof of policy delivery.

If an insurance policy marketed, sold, or serviced through the home service
distribution system is delivered by an agent, solicitor, or broker, or an employee acting

S

on the agent, solicitor, or broker's behalf, a receipt shall be signed by the purchaser and
the agent acknowledging delivery to the purchaser of the policy or contract and the
disclosures required by this Part. The receipt shall contain the name of the purchaser,
the policy or contract number, the amount of the initial premium payment, and the date
the delivery was completed. A policy shall be deemed to have been received six months
after the date of issuance if the insured has paid premiums pursuant to the contract. All

delivery receipts required by this section shall be retained by the company for not less
than three years following delivery and shall be available for inspection upon request of
the Commissioner.
"§ 58-60-75. Company duties.

Each insurer engaged in the home service distribution svstem in this State shall
make available to the Commissioner for review:

(1)  Established written procedures to audit agencies engaged in the home
service system of distribution of policies in this State; and

Page 16 House Bill 339 H339-PCS80261-RM-17




0 IO AW

8 N . Yoo g T et
T da RILA e gy

GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 2003

(2)  Proof of audits conducted periodically that reasonably ensure that the
premium payor's records accurately reflect the premium due date and
premium paid-to-status of the policy or policies purchased.

"§ 58-60-80. Minimum disclosure language standards.

All disclosure forms shall comply with the readability standards in Article 38 of this
Chapter. It is presumed the disclosure form in Appendix A of the NAIC's Home Service
Disclosure Model Act complies with this Part."

SECTION 3.6. Article 60 of Chapter 58 of the General Statutes is amended

by adding a new Part to read:
"Part 3. Regulation of Small Face Amount Life Insurance Solicitation.
"§ 58-60-85. Title and reference. ‘

This Part may be cited as the "Small Face Amount Life Insurance Disclosure Act".
"8 58-60-90. Purpose; intent; and scope.

(a) The purpose of this Part is to establish standards that ensure meaningful
information is provided to the purchasers of small face amount policies.

(b)  This Part applies to any life insurance policy or certificate with an initial face
amount of fifteen thousand dollars ($15.000) or less.

(¢)  This Part does not apply to:

(1) Variable life insurance.

(2) Individual and group annuity contracts.

(3)  Credit life insurance.

(4)  Group or individual policies of life insurance issued to members of an
employer group or other permitted group where:

a. Every plan of coverage was selected by the employer or other
group representative;

b. Some portion of the premium is paid by the group or through
payroll deduction; and _

C. Group underwriting or simplified underwriting is used.

(5) Policies and certificates where an illustration has been provided
pursuant to the requirements of Title 11, Chapter 4, Section .0500 of
the North Carolina Administrative Code.

"§ 58-60-95. Disclosure requirements.

(a) An insurer issuing a small face amount policy shall provide the current
disclosure included in Appendix A of the NAIC Disclosure for Small Face Amount Life
Insurance Policies Model Act if at any point in time over the term of the policy the
cumulative premiums paid may exceed the face amount of the policy at that point in
time. The required disclosure shall be provided to the policy owner or certificate holder
no later than at the time the policy or certificate is delivered. The disclosure shall not be
attached to the policy but may be delivered with the policy.

(b) If for a particular policy form. the cumulative premiums may exceed the face
amount for some demographic or benefit combination but not for all combinations, the
insurer may choose to either:

(1) Provide the disclosure only in those circumstances where the
premiums may exceed the face amount; or

H339-PCS80261-RM-17 House Bill 339 ' Page 17
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(2) Provide the disclosure for all demographic and benefit
combinations.

(¢) Cumulative premiums shall include premiums paid for riders. However, the
face amount shall not include the benefits attributable to the riders.

"8 58-60-100. Insurer duties.
The insurer and its producers shall have a duty to prov1de information to
policvholders or certificate holders that ask questions about the disclosure statement."
SECTION 3.7. Article 60 of Chapter 58 of the General Statutes is amended
by adding a new Part to read:
"Part 4. Regulation of Annuity Solicitation.
"§ 58-60-105. Title and reference.
This Part may be cited as the "Annuity Disclosure Act".
"8§ 58-60-110. Purpose: intent; scope.

(a) The purpose of this Part is to provide standards for the disclosure of certain
minimum information about annuity contracts to protect consumers and foster consumer
education. This Part specifies the minimum information that must be disclosed and the
method for disclosing it in connection with the sale of annuity contracts. The goal of
this Part is to ensure that purchasers of annuity contracts understand certain basic
features of annuity contracts.

(b)  This Part applies to all group and individual annuity contracts and certificates

except:

(1) Registered or nonregistered variable annuities or other registered

products.

(2) Immediate and deferred annuities that contain no nonguaranteed
elements.

(3)  Annuities used to fund:
a. An emplovee pension plan, which is covered by the Employee

Retirement Income Security Act (ERISA);
b. A plan described by section 401(a), 401(k), or 403(b) of the
Internal Revenue Code, where the plan, for purposes of ERISA,
is established or maintained by an employer;
A governmental or church plan defined in section 414, or a
deferred compensation plan of a state or local government or a
tax exempt organization under section 457, of the Internal
Revenue Code:;
A nonqualified deferred compensation arrangement established
or maintained by an employer or plan sponsor;
Structured settlement annuities;
Charitable gift annuities; or
Funding agreements.

(c) This Part shall apply to annuities used to fund a plan or arrangement that is
funded solely by contributions an employee elects to make, whether on a pre-tax or
after-tax basis. and where the insurance company has been notified that plan
participants may choose from among two or more fixed annuity providers and there is a
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direct solicitation of an individual employee by a producer for the purchase of an
annuity contract. As used in this subsection, direct solicitation shall not include any
meeting held by a producer solely for the purpose of educating or enrolling employees
in the plan or arrangement. :
"§ 58-60-115. Definitions.
As used in this Part:
(1)  "Annuity buyer's guide" or "buyer's guide" means the current NAIC
Model Buver's Guide to Fixed Deferred Annuities, including any
. appendix thereto.
(2)  "Charitable gift annuity" means a transfer of cash or other property by
a donor to a charitable organization in return for an annuity payable
over one or two lives. under which the actuarial value of the annuity is
less than the value of the cash or other property transferred and the
difference in value constitutes a charitable deduction for federal tax
purposes but does not include a charitable remainder trust or a
charitable lead trust or other similar arrangement where the charitable
organization does not issue an annuity and incur a financial obligation
to guarantee annuity payments.
(3) "Contract owner" means the owner named in the annuity contract or
certificate holder in the case of a group annuity contract.
(4) !"Determinable elements" means elements that are derived from
' processes or methods that are guaranteed at issue and not subject to
company discretion but where the values or amounts cannot be
determined until some point after issue. These elements include the
premiums, credited interest rates (including any bonus), benefits.
values, noninterest-based credits, charges, or elements of formulas
used to determine any of these. These elements may be described as
guaranteed but not determined at issue. An element is considered
determinable if it was calculated from underlying determinable
elements only or from both determinable and guaranteed elements.
"Disclosure document" means the document the contents of which are
described in G.S. 58-60-125.
"Funding agreement"” means an agreement for an insurer to accept and
accumulate funds and to make one or more payments at future dates in
amounts that are not based on mortality or morbidity contingencies.
"Generic name" means a short title descriptive of the annuity contract
being applied for or illustrated such as "single premium deferred
annuity". .
"Guaranteed elements" means the premiums, credited interest rates,
including any bonus, benefits, values, noninterest-based credits,
charges. or elements of formulas used to determine any of these, that
are guaranteed and determined at issue. An element is considered
guaranteed if all of the underlying elements that go into its calculation
are guaranteed.
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(10)

"Nonguaranteed elements" means the premiums, credited interest rates
(including any bonus), benefits, values, noninterest-based credits,
charges, or elements of formulas used to determine any of these that
are subject to company discretion and are not guaranteed at issue. An
element is considered nonguaranteed if any of the underlying

nonguaranteed elements are used in its calculation.
"Structured settlement annuity” means a "qualified funding asset” as

defined in section 130(d) of the Internal Revenue Code or an annuity
that would be a qualified funding asset under section 130(d) but for the
fact that it is not owned by an assignee under a qualified assignment.

"§ 58-60-120. Standards for the disclosure document and buyer's guide.

(a) Where the application for an annuity contract is taken in a face-to-face

meeting, the applicant, at or before the time of application, shall be given both the
disclosure document described in G.S. 58-60-125 and a copy of the buyer's guide.

(b)  Where the application for an annuity contract is taken by means other than in
a face-to-face meeting, the applicant shall be sent both the disclosure document and the

buver's guide no later than five business days after the completed application is received

by the insurer.

Page 20
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With respect to an application received as a result of a direct
solicitation through the mail:
a. Providing a buver's guide in a mailing inviting prospective
applicants to apply for an annuity contract shall be deemed to
satisfy the requirement that the buyer's guide be provided no
later than five business days after receipt of the application.
Providing a disclosure document in a mailing inviting a
prospective applicant to apply for an annuity contract shall be
deemed to satisfy the requirement that the disclosure document
be provided no later than five business days after receipt of the
application. :
With respect to an application received via the Internet:
a. Taking reasonable steps to make the buyer's guide available for
viewing and printing on the insurer's web site shall be deemed
to satisfy the requirement that the buyer's guide be provided no
later than five business days after receipt of the application.
Taking reasonable steps to make the disclosure document
available for viewing and printing on the insurer's web site shall -
be deemed to satisfy the requirement that the disclosure
document be provided no later than five business days after
receipt of the application.
A solicitation for an annuity contract provided in other than a
face-to-face meeting shall include a statement that the proposed
applicant may contact the Department for a free annuity buyer's guide.
In lieu of the foregoing statement, an insurer may include a statement

s
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that the prospective applicant may contact the insurer for a free annuity

buyer's guide.

(c) Where the buyer's guide and disclosure document are not provided at or
before the time of application, a free look period of no less than 15 days shall be
provided for the applicant to return the annuity contract without penalty. This free look
shall run concurrently with any other free look provided under State law or regulation.
"8§ 58-60-125. Contents of disclosure document.

At a minimum, all of the following information shall be included in the disclosure
document required under this Part:

(1) The generic name of the contract, the company product name, if
different, and form number, and the fact that it is an annuity.

(2)  The insurer's name and address.

(3) A description of the contract and its benefits, emphasizing its
long-term nature, including the following, if appropriate:

a. The guaranteed, nonguaranteed, and determinable elements of
the contract, and their limitations, if any, and an explanation of
how they operate.

b. ~ An explanation of the initial crediting rate, specifying any
bonus or introductory portion, the duration of the rate, and the
fact that rates may change from time to time and are not
guaranteed.

Periodic _income options both on a guaranteed and
nonguaranteed basis.
Any value reductions caused by withdrawals from or surrender
of the contract.
How values in the contract can be accessed.
The death benefit, if available, and how it will be calculated.
A summary of the federal tax status of the contract and any
penalties applicable on withdrawal of values from the contract.
The impact of any rider, such as a long-term care rider.
4) The specific dollar amount or percentage charges and fees with an
explanation of how they apply.
(5) Information about the current guaranteed rate for new contracts that
contains a clear notice that the rate is subject to change.

Insurers shall define terms used in the disclosure statement in language that
facilitates the understanding by a typical person within the segment of the public to
which the disclosure statement is directed.

"§ 58-60-130. Report to contract owners.

For annuities in the payout period with changes in nonguaranteed elements and for
the accumulation period of a deferred annuity, the insurer shall provide each contract
owner with a report, at least annually, on the status of the contract that contains at least
all of the following information:

(1)  The beginning and end date of the current report period.
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(2)  The accumulation and cash surrender value, if any, at the end of the
previous report period and at the end of the current report period.

(3) The total amounts, if any, that have been credited, charged to the
contract value, or paid during the current report period.

(4)  The amount of outstanding loans, if any, as of the end of the current

report period."

PART IV. EMPLOYER-OWNED LIFE INSURANCE DISCLOSURE
SECTION 4. G.S. 58-58-75 reads as rewritten:
"§ 58-58-75. Insurable interest in life and physical ability of employee or agent.

(a) An employer, whether a partnership, joint venture, business trust, mutual
association, corporation, any other form of business organization, or one or more
individuals, or any religious, educational, or charitable corporation, institution or body,
has an insurable interest in and the right to insure the physical ability or the life, or both
the physical ability and the life, of an employee for the benefit of such employer. Any
principal shall have a life insurable interest in and the right to insure the physical ability
or the life, or both the physical ability and the life, of an agent for the benefit of such
principal. '

(b) An employee described in subsection (a) of this section shall be insured for
the benefit of an employer described in subsection (a) of this section only if the
emplovee receives written notification from the insurer of the existence of the coverage.
The notice shall be provided to the employee within 30 days after the effective date of
the coverage and shall include a statement that the employer may maintain the life
insurance coverage on the employee even after employment is terminated.

(c) For nonkey or nonmanagerial employees, the aggregate amount of coverage
shall be reasonably related to the benefits provided to the employees in the aggregate.

(d)  With respect to employer-provided pension and welfare plans, the life
insurance coverage purchased to finance the plans may only cover the lives of those
emplovees and retirees who, at the time their lives were first insured under the plan,
either are participants, or would be eligible to participate, upon the satisfaction of age,
service, or similar eligibility criteria in the plan."

PARTV. ACTUARIALLY SOUND ASSOCIATION GROUP ACCIDENT
AND HEALTH PREMIUM RATES

SECTION 5. G.S. 58-51-80(1a) reads as rewritten:

"(1a) Under a policy issued to an association or to a trust or to the trustee or
trustees of a fund established, created, or maintained for the benefit of
members of one or more associations. The association or associations
shall have at the outset a minimum of 500 persons and shall have been
organized and maintained in good faith for purposes other than that of
obtaining insurance; shall have been in active existence for at least five
years; and shall have a constitution and bylaws that provide that (i) the
association or associations hold regular meetings not less than annually
to further purposes of the members; (ii) except for credit unions, the
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association or "associations collect dues or solicit contributions from

members; and (iii) the members, other than associate members, have

voting privileges and representation on the governing board and
committees. The policy is subject to the following requirements:

a. The policy may insure members of the association or
associations, employees of the association or associations, or
employees of members, or one or more of the preceding or all
of any class or classes for the benefit of persons other than the
employee's employer.

b. The premium for the policy shall be pa1d from funds
contributed by the association or associations, or by employer
members, or by both, or from funds contributed by the covered
persons or from both the covered persons and the association,
associations, or employer members. The premium rates for each

* association policy shall be developed, and applied to the

certificates thereunder, on an actuarially sound basis.
C. Repealed by Session Laws 1997-259, s. 8."

PART VI. INDIVIDUAL ACCIDENT AND HEALTH INSURANCE
RENEWAL RATE LIMITATIONS
SECTION 6. G.S. 58-51-95 is amended by adding a new subsection to read:
"(g) For policies subject to this section, an_individual health insurer shall not
increase an individual's renewal premium for continued health insurance coverage under
the terms of the individual's health insurance policy based on any health status-related
factors in relation to the individual or a dependent of the individual, including:

(1)  Health status.

(2) Medical condition (including both physical and mental illnesses).
(3) Claims experience.

(4)  Duration from issue.

(5) Receipt of health care.

(6) Medical history.

(7)

Genetic information."

PART VII. LARGE GROUP HEALTH INSURANCE SOLE PROPRIETOR
EXEMPTION
SECTION 7. G.S. 58-65-60 is amended by adding a new subsection to read:
"(e3) When determining employee eligibility for a large employer, as defined in
G.S. 58-68-25(10). an individual proprietor, owner, or operator shall be defined as an
"emplovyee" for the purpose of obtaining coverage under the employee group health plan
and shall not be held to a minimum workweek requirement as imposed on other eligible

employees."
SECTION 7.1. G.S. 58-67-85 is amended by adding a new subsection to

read:
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"(d1) When determining employee eligibility for a large employer, as defined in
G.S. 58-68-25(1). an individual proprietor, owner, or operator shall be defined as an
"emplovee" for the purpose of obtaining coverage under the employee group health plan
and shall not be held to a minimum workweek requirement as imposed on other eligible
employees."

SECTION 7.2. G.S. 58-51-80(c) reads as rewritten:

"(c) The term "employees” as used in this section shall be deemed to include, for
the purposes of insurance hereunder, employees of a single employer, the officers,
managers, and employees of the employer and of subsidiary or affiliated corporations of
a corporation employer, and the individual proprietors, partners, and employees of
individuals and firms of which the business is controlled by the insured employer
through stock ownership, contract or otherwise. Employees shall be added to the group
coverage no later than 90 days after their first day of employment. Employment shall be
considered continuous and not be considered broken except for unexcused absences
from work for reasons other than illness or injury. The term "employee" is defined as a
nonseasonal person who works on a full-time basis, with a normal work week of 30 or
more hours and who is otherwise eligible for coverage, but does not include a person
who works on a part-time, temporary, or substitute basis. The term "employer" as used
herein may be deemed to include the State of North Carolina, any county, ‘municipality
or corporation, or the proper officers, as such, of any unincorporated municipality or
any department or subdivision of the State, county, such corporation, or municipality
determined by conditions pertaining to the employment. When determining employee
eligibility for a large employer, as defined in G.S. 58-68-25(10), an individual
proprietor. owner, or operator shall be defined as an "employee" for the purpose of
obtaining coverage under the employee group health plan and shall not be held to a
minimum workweek requirement as imposed on other eligible employees."

PART VIII. NEWBORN COVERAGE REINSTATEMENT
SECTION 8. G.S. 58-51-30(b) reads as rewritten:

"(b) Every health benefit plan, as defined in G-5-583-16%-G.S. 58-51-115(a)(1),
that provides benefits for any sickness, illness, or disability of any minor child or that
provides benefits for any medical treatment or service furnished by a health care
provider or institution to any minor child shall provide the benefits for those
occurrences beginning with the moment of the child's birth if the birth occurs while the
plan is in force. Every health benefit plan shall extend coverage to a newborn child
without requirements for prior notification unless an additional premium charge to add
the dependent is due. If an additional premium charge is due to cover the dependent, the
health benefit plan shall cover the newborn child from the moment of birth if the
newborn is enrolled within 30 days after the date of birth. Foster children and adopted
children shall be treated the same as newborn infants and eligible for coverage on the
same basis upon placement in the foster home or placement for adoption. Every health
benefit plan shall extend coverage to a foster child or adopted child without
requirements for prior notification unless an additional premium charge to add the foster
child or adopted child is due. If an additional premium charge is due to cover the foster
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| child or adopted child, the health benefit plan shall'jcover the foster child or adopted

child upon placement in the foster home or placement for adoption if the foster child or
adopted child is enrolled within 30 days after the placement in the foster home or
placement for adoption."

PART IX. LIMITED HEALTH, SUPPLEMENTAL HEALTH, AND
SPECIFIED DISEASE POLICIES TECHNICAL CORRECTIONS
SECTION 9. G.S. 58-51-15(a)(2)b. reads as rewritten:

"b. This policy contains a provision limiting coverage for
preexisting conditions. Preexisting conditions are covered under
this policy (insert number of months or days, not to
exceed one year) after the effective date of coverage.
Preexisting conditions mean "those conditions for which
medical advice, diagnosis, care, or treatment was received or
recommended within the one-year period immediately
preceding the effective date of the person's coverage." Credit
Except for the excepted benefits described in G.S. 58-68-25(b),
credit for having satisfied some or all of the preexisting
condition waiting periods under previous health benefits
coverage shall be given in accordance with G.S. 58-68-30."

SECTION 9.1. G.S. 58-51-15(h) reads as rewritten:
"(h) Preexisting Condition Exclusion Clarification. — Sub-subdivision (a)(2)b. of
this section does not apply te: to
8  Pelieies- policies issued to ehglble individuals under G.S. 58-68-60.

PART X. SMALL EMPLOYER HEALTH REINSURANCE POOL BOARD
AMENDMENTS
SECTION 10 G. S 58- 50 150(b) reads as rewrltten

the initial Board, subject to the Commissioner's approval. The Board shall consist of
aine six members. There shall be no more than two members of the Board representing
any one carrier. In determrmng voting rights at the organizational meeting, each’

member shall be entrtled to vote in person or by proxy T—hewte&ﬂg—ﬁghts-te—determe

Voting rights shall be based on net group health beneﬁt plan premium derived from
small employer business. The Board shall at all times, to the extent possible, include at
least one domestic insurance company licensed to transact accident and health
insurance, one HMO, one nonprofit hospital or medical service plan. Six Five of the
members of the Board shall be small employer carriers. In approving selection of the
Board, the Commissioner shall assure that all members are fairly represented.”
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PART XI. EQUITABLE ENROLLMENT PERIOD FOR SUPPLEMENTAL
MEDICARE PLANS
SECTION 11. G.S. 58-54-45(a) reads as rewritten:

"(a) In addition to any rule adopted under this Article that is directly or indirectly
related to open enrollment, an insurer shall at least make standardized Medicare -
Supplement Plans A, C, and J available to persons eligible for Medicare by reason of
disability before age 65. This action shall be taken without regard to medical condition,
claims experience, or health status. To be eligible, a person must submit an application
during the six-month period beginning with the first month the person first enrolls in
Medicare Part B. For those persons that are retroactively enrolled in Medicare Part B
due to a retroactive eligibility decision made by the Social Security Administration, the
application must be submitted within a six-month period beginning with the month in

which the person receives notification of the retroactive eligibility decision."

PART XII. REVOCATION AND SUSPENSION TECHNICAL CORRECTION
SECTION 12. G.S. 58-3-100(c) reads as rewritten: '

"(c) The Commissioner may impose a civil penalty under G.S. 58-2-70 if an
HMO, service corporation, MEWA, or insurer fails to acknowledge a claim within 30
days after receiving written or electronic notice of the claim, but only if the notice
contains sufficient information for the insurer to identify the specific coverage involved.

- Acknowledgement of the claim shall be one of the following:

(1) A statement made to the claimant or to the claimant's legal
representative advising that the claim is being investigated.

(2)  Payment of the claim.

(3) A bona fide written offer of settlement.

(4) A written denial of the claim.
A claimant includes an insured, a beneficiary of life or annuity contract, a health care
provider, or a health care facility that is responsible for directly making the claim with
an insurer, HMO, service corporation, or MEWA. With respect to a claim under an
accident, health, or disability policy, if the acknowledgement sent to the claimant
indicates that the claim remains under investigation, within 45 days after receipt by the
insurer of the initial claim, the insurer shall send a claim status report to the insured and
every 45 days thereafter until the claim is paid or denied. The report shall give details
sufficient for the insured to understand why processing of the claim has not been
completed and whether the insurer needs additional information to process the claim. If
the claim acknowledgement includes information about why processing of the claim has
not been completed and indicates whether additional information is needed, it may

satisfy the requirement for the initial claim status report. This subsection does not apply

to HMOs, service corporations, MEWAs or insurers subject to G.S. 58-3-225."

PART XIII. HEALTH BENEFIT PLAN TRAVEL EXPENSES COVERAGE
SECTION 13. Article 3 of Chapter 58 of the General Statutes is amended by
adding a new section to read:
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"§ 58-3-270. Insurance coverage for. travel expenses associated with obtaining
care.

(a)  As used in this section, the terms "health benefit plan" and "insurer" have the
meaning as found in G.S. 58-3-167.

(b)  Each health benefit plan shall provide coverage for reasonable transportation,
lodging, and boarding expenses incurred by a covered person to access covered health
care services when the insurer, through its referral or network contracting arrangements,
requires the covered person to travel more than 250 miles from the covered person’s
residence to obtain those covered health care services from a network provider.

(c) The coverage specified by this section is limited to transportation, lodging
and boarding expenses incurred by a covered person when required by the health plan to
travel to access covered health care services as provided in subsection (b) of this section
when those health care services are not also available from a network provider who is
located within 250 miles of the covered person's residence.

(d) The coverage required by this section shall be subject to plan requirements
including any overall health care benefit plan aggregate limitations and shall last for the
duration of the health care benefit plan's coverage of the treatment subject to this
section. An insurer may utilize a per diem limit for the expenses specified in subsection
(c) of this section as long as the limit reflects the high-low per diem method as annually
published by the Internal Revenue Service or the Domestic Per Diem Rate as published
annually by the federal General Services Administration in the area where the health
care services are being obtained. All travel, lodging, and boarding expenses in excess of
the insurer's per diem or the health benefit plan's aggregate limits shall be the
responsibility of the covered person.

(¢)  An insurer may require prior approval of all expenses subject to this section.

()  The coverage required by this section shall apply only to those travel,
lodging, and boarding expenses incurred by the covered person accessing covered
health care services in accordance with this section. If the covered person accessing
covered health care services in accordance with this section is a minor, the health
benefit plan shall also cover the expenses specified in subsection (¢) of this section for a
parent or guardian who accompanies the minor."

PART XIV. CREDIT INSURANCE AMENDMENTS

SECTION 14. G.S. 58-57-5 is amended by adding a new subdivision to

read:

"(5a) "Critical period coverage" means insurance coverage for which
benefits are limited to a stated number of payments or the payments
end with the expiration of the policy, whichever is less."

, SECTION 14.1. G.S. 58-57-50(b) reads as rewritten:

"(b) The refund of premiums for decreasing term credit life insurance shall be
equal to the premium that would be charged for the remaining term and amount of
coverage 1n the pohcv The refund of premlums for deereasmg{efm—efedi—t—l-rfe—ms&raﬂee

HFanss 3% £t : single
interest credrt property insurance and smgle 1nterest physrcal damage insurance shall be .
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equal to the amount computed by the su

m of digits formula known as the "Rule of 78."

navsges

icy- The refund of premiums for level

term credit life insurance and dual interest credit property insurance and dual interest

physical damage insurance shall be equal to the pro rata unearned gross premiums."
SECTION 14.2. G.S. 58-57-55 reads as rewritten:

"§ 58-57-55. Issuance of policies.

All policies of credit life insurance and credit accident and health insurance shall be
issued onlv by an insurer authorized to do business in this State and shall be issued only
through holders of licenses or authorizations issued by the Commissioner. AH-With the
exception of credit insurance issued in accordance with G.S. 58-57-105, all policies of
credit life insurance and credit accident and health insurance shall be delivered or issued
for delivery in this i i i i

the-Commissioner—State. The enrollment of debtors under a group policy issued to a
creditor and authorized under this Article shall not constitute the issuance of a policy of
insurance."

SECTION 14.3. G.S. 58-57-60 is amended by adding a new subsection to

read:

"(d) A claim acknowledgement shall be sent to the claimant within 30 days after
receiving written or electronic notice of the claim. Acknowledgement shall include the
following: _

(1) A statement made to the insured or the claimant advising that the claim
is being investigated.
(2) Payment of the claim.
(3) A bona fide written offer of settlement.
(4) A written denial of the claim."
SECTION 14.4. G.S. 58-57-110 reads as rewritten:
"§ 58-57-110. Credit unemployment insurance rate standards; policy provisions.

(a) Each year the Commissioner shall prescribe a minimum incurred loss ratio
standard requirement to develop a premium rate reasonable in relation to the benefits
provided by credit unemployment insurance coverage. The following requirements must
be met:

(1)  Coverage is provided or offered, with or without underwriting, to all
debtors regardless of age who are working for salary, wages, or other
employment income for at least 30 hours per week and have done so
for 12 consecutive months;

(2)  Coverage sets forth a definition of involuntary unemployment as a loss
of employment income that may include, but is not limited to, loss
caused by layoff, general strike, termination of employment, or
lockout;

(3)  Coverage does not contain any exclusion except: debts with irregular
monthly payments; voluntary forfeiture of salary, wages, or other
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employment income; resignation; retirement; sickness, disease, or
normal pregnancy; or loss of income due to termination as a result of
willful misconduct that is a violation of some established, definite rule
of conduct, a forbidden act, or willful dereliction of duty, or criminal
misconduct-misconduct;

(4)  As long as there is no required time period limitation for registration,
the insured may be required to register with the State unemployment
office in order to qualify for benefit payments under the credit
unemployment coverage. Qualification for State unemployment
benefits shall not be required in order to qualify for benefit payments
under the credit unemployment coverage.

(b) The Commissioner may approve other policy provisions and coverages
consistent with the purposes of unemployment coverage.

(c) Joint coverage rates for credit unemployment insurance shall be one and
two-thirds (1 2/3) times the approved single rate of coverage.

(d)  The refund provision for credit unemployment insurance shall be equal to the
pro rata unearned gross premium."

PART XV. EFFECT OF HEADINGS, SEVERABILITY, AND EFFECTIVE
DATES

SECTION 15. The headings to the parts of this act are a convenience to the
reader and are for reference only. The headings do not expand, limit, or define the text
of this act.

SECTION 15.1. If any section or provision of this act is declared
unconstitutional, preempted, or otherwise invalid by the courts, it does not affect the
validity of the act as a whole or any part other than the part so declared to be
unconstitutional, preempted, or otherwise invalid.

SECTION 15.2. Sections 1 through 8 and Sections 9, 9.1, 13, 14, 14.1, 14.2,
14.3, and 14.4 of this act become effective January 1, 2004, and apply to policies or
certificates issued or renewed on or after that date. The remainder of this act is effective
when it becomes law and applies to policies or certificates issued or renewed on or after
that date.

H339-PCS80261-RM-17 House Bill 339 Page 29



2003 COMMITTEE REPORT
HOUSE OF REPRESENTATIVES

' The following report(s) from standing committee(s) is/are presented:
By Representatives Holliman and Setzer, (Chairs) for the Committee on INSURANCE.

[[] Committee Substitute for
H.B. 339 A BILL TO BE ENTITLED AN ACT CONFORM NORTH CAROLINA'S
THIRD PARTY ADMINISTRATOR ARTICLE TO REVISIONS TO THE NAIC MODEL
THIRD PARTY ADMINISTRATOR STATUTE; REQUIRE GROUP ANNUITY
INSURERS TO ISSUE INDIVIDUAL CERTIFICATES OF COVERAGE TO EACH
ANNUITANT; REORGANIZE ARTICLE 60 OF CHAPTER 58 OF THE GENERAL
STATUTES AND AMEND CURRENT DISCLOSURE REQUIREMENTS FOR :
SOLICITATION OF LIFE INSURANCE PRODUCTS AND ANNUITIES; REQUIRE -
INSURERS TO NOTIFY EMPLOYEES OF THE EXISTENCE OF EMPLOYER-OWNED
LIFE INSURANCE POLICIES WITHIN THIRTY DAYS AFTER THE EFFECTIVE
DATE OF COVERAGE; REQUIRE THAT ASSOCIATION PREMIUM RATES FOR
ACCIDENT AND HEALTH INSURANCE BE ACTUARIALLY SOUND AND THAT
~ ASSOCIATIONS BE RATED AS A SINGLE GROUP WHEN THE COVERAGE:
PROVIDED IS NOT EMPLOYER-BASED; LIMIT AN INDIVIDUAL ACCIDENT
AND HEALTH INSURER'S USE OF AN INDIVIDUAL'S OWN CLAIMS'
EXPERIENCE TO DEVELOP THE INDIVIDUAL'S RENEWAL RATE; EXEMPT
A SOLE PROPRIETOR FROM THE FULL-TIME BASIS OR THIRTY-HOUR .
WORKWEEK REQUIREMENTS TO BE ELIGIBLE FOR LARGE GROUP HEALTH
COVERAGE LIKE THE PROPRIETOR'S FULL-TIME EMPLOYEES; CORRECT
AN INADVERTENT CROSS-REFERENCE IN ORDER TO REAPPLY NEWBORN
COVERAGE TO A MORE COMPREHENSIVE GROUP OF INSURERS;
TECHNICALLY CORRECT AN OMISSION REGARDING PROVISIONS |
‘ GOVERNING PREEXISTING CONDITIONS FOR LIMITED HEALTH,
' SUPPLEMENTAL HEALTH, AND SPECIFIED DISEASE POLICIES; REQUIRE
.A GROUP HEALTH INSURER FOR AN EMPLOYER TO PROVIDE, UPON THE
GROUP POLICYHOLDERS' REQUEST, THE GROUP'S EXPERIENCE
INFORMATION; ALLOW PERSONS RETROACTIVELY ENROLLED IN MEDICARE
PART B THE SAME SIX-MONTH OPEN ENROLLMENT PERIOD FOR MEDICARE
SUPPLEMENT PLANS AS PERSONS WHO ENROLLED IN MEDICARE PART B
WITHOUT A RETROACTIVE EFFECTIVE DATE OF COVERAGE; TECHNICALLY
‘CORRECT THE REVOCATION AND SUSPENSION LAW TO INCLUDE A
BENEFICIARY OF A LIFE OR ANNUITY CONTRACT AS A CLAIMANT;
MANDATE HEALTH BENEFIT COVERAGE FOR DESIGNATED TRAVEL
EXPENSES WHEN THE REQUIRED DISTANCE TRAVELED THRESHOLD IS
MET; AND MAKE TECHNICAL CORRECTIONS TO THE CREDIT INSURANCE
LAWS.

O Witha favorable report.

(] With a favorable report and recommendatlon that the bill be re- referred to the Committee on
Appropriations [ ] Fmance O :

(] With a favorable report, as amended.

O Witha favorable report, as amended, and recommendation that the bill be re-referred to the
Committee on Appropnatlons D Finance (]

With a favorable report as to the committee substitute bill (# ), L] which changes the

title, unfavorable as to (the original bill) (Committee-Substitute Bil-#————)-(and
reconumendation that the committee-substitute bitt#———y be-re-referred-to-the-Committee
on '



WZ

Proposed Committee Substitute for HOUSE BILL 208 - MANAGED
CARE/HEALTH BENEFITS CLARIFYING/AB
Section-by-Section Biil Summary

Sections 1. (a) through 1. (¢) Make various amendments to statute mandating
prompt payment of health insurance claims (G.S. 58-3-225).

Section 1. (a) Amends G.S. 58-3-225(a) to include “the insured” under the
definition of “claimant”, thereby entitling that person to notice under the prompt
pay provisions.

Section 1. (b) Amends G.S. 58-3-225(c) through (f) to:

» _Addthe word “calendar” after each enumerate day-deadline reference in
which the word is missing to clarify that the reference is to
calendar days” as opposed to business days or other delineation.

= Replace an outdated reference to “HCFA” with “CMS” (Centers for
Medicare and Medicaid Services), the new name for the federal agency
to which the reference applies.

» (Clarify that the provision setting a 90-calendar day deadline for receipt
= T ———
of additional information from the insured at the request of the insurer
only applies to pended claims and not claims that have already been
denied. ' :

Section 1. (¢). Amends G.S. 58-3-225(g) to require insurers, even when the
insurer is awaiting requested information from the insured’s provider, to send
claimants a status repowlen a claim has not been paid or denied
within 60 calendar daysxof receipt. Prior to the amendment, the insurer did not
have to provide a claim status report while awaiting that information.

Section 2. Removes reference in the uniform credentialing statute (G.S. 58-3-
230) to “applicants for licensure as health care practitioners” because it is
impossible for insurers to credential practitioners until they are licensed.

Section 3. Clarifies that, under the insurance grievance procedures statute (G.S.
58-30-62), a second level grievance review panel may be a “one person panel” or
may be a panel made up of more than one person. At present, there is no provision
addressing the numbers on the panel.

Section 4. Makes Section 1. (¢) of the act effective January 1, 2004 and the
remainder of the act effective when 1t becomes law.
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_ HOUSE BILL 208
PROPOSED COMMITTEE SUBSTITUTE H208-CSLN-15 [v.5]

4/24/2003 9:27:43 AM

Short Title: Managed Care/Hlth Benefits Clarifying-AB. (Public)

Sponsors:

Referred to:

March 5, 2003

A BILL TO BE ENTITLED

AN ACT TO AMEND THE PROMPT PAY LAW TO CLARIFY THAT A
"CLAIMANT" UNDER THE LAW INCLUDES "AN INSURED"; THAT THIRTY
DAYS REFERENCES ARE TO THIRTY "CALENDAR" DAYS; THAT AN
INSURER MUST PROVIDE NOTICE OF A PROBLEM WITH A CLAIM
WITHIN FIFTEEN DAYS OF RECEIPT OF THE CLAIM; THAT THE
NINETY-DAY DEADLINE FOR RESPONDING TO ADDITIONAL
INFORMATION REQUESTS FROM AN INSURER ONLY APPLIES TO
CLAIMS NOT ALREADY DENIED; TO REQUIRE, UNDER THE PROMPT
PAY LAWS, A STATUS REPORT WHEN CLAIMS ARE NOT PAID OR
DENIED WITHIN SIXTY DAYS EVEN WHEN THE INSURER IS AWAITING
INFORMATION REQUESTED FROM THE CLAIMANT; TO REMOVE FROM
THE UNIFORM CREDENTIALING STATUTE AN UNNECESSARY
PROVISION; AND TO AMEND UTILIZATION REVIEW LAWS TO CLARIFY
THAT A SECOND-LEVEL GRIEVANCE REVIEW PANEL CAN CONSIST OF
ONE OR MORE PERSONS.

The General Assembly of North Carolina enacts:

SECTION 1.(a) G.S. 58-3-225(a)(1) reads as rewritten:

"§ 58-3-225. Prompt claim payments under health benefit plans.
"(a) As used in this section:

(1)  "Claimant" includes the insured or a health care provider or facility
that is responsible or permitted under contract with the insurer or by
valid assignment of benefits for directly making the claim with an
insurer.

"

SECTION 1.(b) G.S. 58-3-225(b) through (g) read as rewritten:
"§ 58-3-225. Prompt claim payments under health benefit plans.
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"(b) An insurer shall, within 30 calendar days after receipt of a claim, send by
electronic or paper mail to the elaimant: claimant the payment or notice stated in
subdivisions (1) and (2) of this subsection, as applicable. An insurer shall. within 15
calendar days after receipt of a claim, send by electronic or paper mail to the claimant
the notice stated in subdivisions (3) through (6) of this subsection, as applicable.

(1)  Payment of the claim.

(2) Notice of denial of the claim.

(3)  Notice that the proof of loss is inadequate or incomplete.

(4)  Notice that the claim is not submitted on the form required by the
health benefit plan, by the contract between the insurer and health care
provider or health care facility, or by applicable law.

(5) Notice that coordination of benefits information is needed in order to
pay the claim.

(6) Notice that the claim is pending based on nonpayment of fees or
premiums.

For purposes of this section, an insurer is presumed to have received a written claim five
business days after the claim has been placed first-class postage prepaid in the United
States mail addressed to the insurer or an electronic claim transmitted to the insurer or a
designated clearinghouse on the day the claim is electronically transmitted. The
presumption may be rebutted by sufficient evidence that the claim was received on
another day or not received at all.

(c) If the claim is denied, the notice shall include all of the specific good faith
reason or reasons for the denial, including, without limitation, coordination of benefits,
lack of eligibility, or lack of coverage for the services provided. If the claim is contested
or cannot be paid because the proof of loss is inadequate or incomplete, or not paid
pending receipt of requested coordination of benefits information, the notice shall
contain the specific good faith reason or reasons why the claim has not been paid and an
itemization or description of all of the information needed by the insurer to complete the
processing of the claim. If all or part of the claim is contested or cannot be paid because
of the application of a specific utilization management or medical necessity standard is
not satisfied, the notice shall contain the specific clinical rationale for that decision or
shall refer to specific provisions in documents that are made readily available through
the insurer which provide the specific clinical rationale for that decision; however, if a
notice of noncertification has already been provided under G.S. 58-50-61(h), then the
specific clinical rationale for the decision is not required under this subsection. If the
claim is contested or cannot be paid because of nonpayment of premiums, the notice
shall contain a statement advising the claimant of the nonpayment of premiums. If a
claim is not paid pending receipt of requested coordination of benefits information, the
notice shall so specify. If a claim is denied or contested in part, the insurer shall pay the
undisputed portion of the claim within 30 calendar days after receipt of the claim and
send the notice of the denial or<contested-status-within 30 calendar days-days. or the
notice of contested status within 15 calendar days, after receipt of the claim. If a claim is
contested or cannot be paid because the claim was not submitted on the required form,
the notice shall contain the required form, if the form is other than a UB or HEEACMS

Page 2 House Bill 208 H208-CSLN-15 [v.5]
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form, and instructions to complete that form. Upon receipt of additional information
requested in its notice to the claimant, the insurer shall continue processing the claim
and pay or deny the claim within 30 calendar days after receiving the additional
information. :

(d) If a claim has not already been denied, an insurer requests additional
information under subsection (c) of this seetiensection, and the insurer does not receive
the additional information within 90 calendar days after the request was made, the
insurer shall deny the claim and send the notice of denial to the claimant in accordance
with subsection (c) of this section. The insurer shall include the specific reason or
reasons for denial in the notice, including the fact that information that was requested
was not provided. The insurer shall inform the claimant in the notice that the claim will
be reopened if the information previously requested is submitted to the insurer within
one year after the date of the denial notice closing the claim.

(¢)  Health benefit plan claim payments that are not made in accordance with this
section shall bear interest at the annual percentage rate of eighteen percent (18%)
beginning on the date following the day on which the claim should have been paid. If
additional information was requested by the insurer under subsection (b) of this section,
interest on health benefit claim payments shall begin to accrue on the 31st calendar day
after the insurer received the additional information. A payment is considered made on
the date upon which a check, draft, or other valid negotiable instrument is placed in the
United States Postal Service in a properly addressed, postpaid envelope, or, if not
mailed, on the date of the electronic transfer or other delivery of the payment to the
claimant. This subsection does not apply to claims for benefits that are not covered by
the health benefit plan; nor does this subsection apply to deductibles, co-payments, or
other amounts for which the insurer is not liable.

()  Insurers may require that claims be submitted within 180 calendar days after
the date of the provision of care to the patient by the health care provider and, in the
case of health care provider facility claims, within 180 calendar days after the date of
the patient's discharge from the facility. However, an insurer may not limit the time in
which claims may be submitted to fewer than 180 calendar days. Unless otherwise
agreed to by the insurer and the claimant, failure to submit a claim within the time
required does not invalidate or reduce any claim if it was not reasonably possible for the
claimant to file the claim within that time, provided that the claim is submitted as soon
as reasonably possible and in no event, except in the absence of legal capacity of the -
insured, later than one year from the time submittal of the claim is otherwise required.

"

SECTION 1.(c) G.S. 58-3-225(g) reads as rewritten:
"(g) If a claim for which the claimant is a health care provider or health care
facility has not been paid or denied within 60 calendar days after receipt of the initial
claim, the insurer shall send a claim status report to the insured. Provided;-however;-that

ion—The report shall indicate that the claim is
under review and the insurer is communicating with the health care provider or health
care facility to resolve the matter. While a claim remains unresolved, the insurer shall

H208-CSLN-15 [v.5] House Bill 208 Page 3
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send a claim status report to the insured with a copy to the provider 30 calendar days
after the previous report was sent."
SECTION 2. G.S. 58-3-230(a) reads as rewritten:

"(a) An insurer that provides a health benefit plan and that credentials providers
for its networks shall maintain a process to assess and verify the qualifications of a
licensed health care practitioner;-or-applicantfor Hicensure-as-a-health-care-practitioner;
practitioner within 60 days of receipt of a completed provider credentialing application
form approved by the Commissioner. When a health care practitioner joins a practice
that is under contract with an insurer to participate in a health benefit plan, the effective
date of the health care practitioner's participation in the health benefit plan network shall
be the date the insurer approves the practitioner's credentialing application.” '

SECTION 3. G.S. 58-50-62(f) reads as rewritten:

"(f) Second-Level Grievance Review. — An insurer shall establish a second-level
grievance review process for covered persons who are dissatisfied with the first-level
grievance review decision or a utilization review appeal decision. A covered person or
the covered person's provider acting on the covered person's behalf may submit a
second-level grievance.

(1)  Aninsurer shall, within 10 busmess days after receiving a request for a
second-level grievance review, make known to the covered person:

a. The name, address, and telephone number of a person
- designated to coordinate the grievance review for the insurer.
b. A statement of a covered person's rights, which include the

right to request and receive from an insurer all information
~ relevant to the case; attend the second-level grievance review;
present his or her case to the review panel; submit supporting
materials before and at the review meeting; ask questions of any
member of the review panel; and be assisted or represented by a
person of his or her choice, which person may be without
limitation to: a provider, family member, employer
representative, or attorney. If the covered person chooses to be
represented by an attorney, the insurer may also be represented

by an attorney.
(2) An insurer shall convene a second-level grievance review panel
cons1st1ng of one or more persons for each request Jéhe—paael—shall

ﬂae—rewew—No person_on the panel shall have been prev1ouslv
involved in any matter giving rise to the second-level grievance, shall
be an emplovee of the insurer or URO, or shall have a financial
interest in the outcome of the review. A person who was previously
involved in the matter may appear before the panel to present

information or answer questions. Adl—ef-the—persens—Each panel
member _reviewing a second-level grievance involving a

Page 4 House Bill 208 H208-CSLN-15 [v.5]
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1 noncertification or a clinical issue shall be providers—whe—have

) appfepi%te—expemse—me}admg—a provider who has appropriate
3 expertise, and each panel reviewing a second-level grievance involving
4 a noncertification or a clinical issue shall include at least one clinical
5 peer. Provided, however, an insurer that uses a clinical peer on an
6 appeal of a noncertification under G.S. 58-50-61 or on a first-level
7 grievance review panel under this section may use one of the insurer's
8 employees on the second-level grievance review panel in the same
9 matter if the second-level grievance review panel comprises three or
10 more persons.”

11 SECTION 4. Section 1.(c) of this act becomes effective January 1, 2004.

12 The remainder of this act is effective when it becomes law.

H208-CSLN-15 [v.5] House Bill 208 Page 5
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HOUSE INSURANCE COMMITTEE

April 24, 2603

10:00 AM
Room 544 LOB
Chairs
Rep. Hugh Holliman
Rep. Mitchell Setzer
Vice Chair
Rep. John Hall
AGENDA

HB 339 — Life and Health Insurance Omnibus-AB. —
Rep. Wright

HB 208 — Managed Care/HIth Benefits Clarifying-AB. —
Reps. Wright and Hunter

HB 822 — Health Insurance Coverage/Early Intervention. —
/ Reps. Alexander and Warren

-HB-596.= MotorVehicle Insuramce Rates. =
Rep. Starnes
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MINUTES
HOUSE COMMITTEE ON INSURANCE

April 29,2003

The House Committee on Insurance met at 10:00 AM on April 29, 2003.
The following Representatives were present: Hugh Holliman, Mitchell
Setzer; John Hall, Lucy Allen, Bobby Barbee, Robert Grady, Howard
Hunter, Charles Johnson, Linda Johnson, David Lewis, Karen Ray, Drew
Saunders, Connie Wilson, Tom Wright, Harold Brubaker.

Chair Hugh Holliman called the meeting to order and introduced the pages
and the Sergeant-At-Arms. He then recognized Rep. Connie Wilson to
explain HB-1107-UTILIZ.REVIEW & GRIEVANCE AMENDMENTS.
Rep. Wilson spoke on the bill. See Attachment I. Paul Mahoney explained
how the federal laws differ from the state laws. A PCS was distributed for
consideration. Frank Folger, DOI explained the changes. Rep. Grady
questioned the length of the bill and the fact that he had not seen this bill
prior to the meeting. After much discussion HB 1107 was displaced.

Chair Holliman called on Rep. Starnes to speak on HB 596. Rep. Starnes
explained how this bill is like a bill in the Senate. See Attachment II. Rep.
Hall made a motion to adopt the PCS. Goldsmith, Staff Attorney, explained
the committee substitute. Rep. Hall commended Rep. Starnes on this
legislation and asked for a favorable report. Rep. Allen and Rep. Barbee
addressed questions concerning person’s credit. Susan Valouri, Nationwide
Insurance spoke on how credit is established and how credit rating is used to
retain coverage. After much discussion, the bill failed with a vote of 7 to 5.



Page 2

Rep. Saunders was called on to explain HB-892-and the language chances
on page 2. The intent is to clarify independent contractors. After some
discussion, Rep. Saunders asked for support of this bill. Rep. Barbee made a
motion for a favorable report. An amendment was adopted. See Attachment
I1I.

See Attachment IV for the visitors who were in attendance.

The meeting was adjourned at 11:00 AM to be continued on Wednesday,
April 30" at 11:00 in room 643 LOB.




HOUSE BILL 1107: A
Utiliz/ Review & Grievance Amendments

BILL ANALYSIS
- Committee: House Insurance _ Introduced by: Representive C. Wilson
Date: April 28, 2003 Summary by: Kory J. Goldsmith
Version: Proposed Committee Substitute Committee Counsel

H1107-CSRC-45[v.3]

SUMMARY: HBI1107 makes revisions to North Carolina's laws relating to the review and appeal of
decisions made by any type of health benefit plan. The proposed changes are consistent with the
regulations adopted by the U.S. Department of Labor that became effective January 1, 2003.

There are two primary changes to current law: (1) the type of decisions that are subject to Utilization
Review (UR) are expanded; and (2) decisions regarding UR must be made within a specified
timeframe.

BACKGROUND:  G.S. 58-50-61 provides the process by which a covered person under a health
benefit plan may appeal a decision by insurer to not provide health care that the covered person and the
covered person's doctor have requested. This process is called "utilization review". Utilization review
compares the request for health care with what other doctors commonly do in similar cases. It also
involves a determination of whether the requested care is "medically necessary." Care is medically
necessary if it is required to prevent, diagnose, correct or cure conditions that cause suffering, endanger
life, result in illness or infirmity, interfere with the capacity for normal activity, or threaten a 31gnlﬁcant
handicap.

G.S. 58-50-62 provides the process by which a covered person may file a gn'evance with a health care
plan. A grievance is a complaint regarding issues that are not covered under utilization review. For
example, a covered person might file a grievance regarding a doctor who provided care, or a billing
dispute.

BILL ANALYSIS: Sections 1(a) through 1(e) provide new definitions related to utilization review.
Some of the new or revised definitions are:

e "Adverse benefit determination” means a denial, reduction, termination, or failure to provide
payment for benefits including a denial based upon a beneficiary's eligibility to participate in a
health plan or a determination that the benefit is not medically necessary.

¢ "Claim involving urgent care" means a claim for medical treatment where the normal time frames
for utilization review could seriously jeopardize the life or health of the covered person.

e "Notice" is a defined in federal regulations, but generally means measures reasonably calculated to
ensure actual receipt of information by the covered person, and includes the U.S. mail.

e '"Preservice claim" means a claim for a benefit that must be approved prior to its receipt.

e "Postservice claim" means a claim for a benefit that is not a preservice benefit.

Section 2 amends the procedure of utilization review. The primary change is the creation of specific time
lines for determination. Current law requires a decision within 3 days of the insurer receives all necessary
information. Under the proposed changes, the insurer would have to give a determination within 15 days
of receipt of the claim, regardless of whether all claim information has been received.
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Section 3 amends the grievance procedure. It basically provides that a health benefit plan must have a .
procedure similar to utilization review and appeal for grievances. A grievance is any decision, policy or
action by an insurer that affects a covered person, but is not an "adverse benefit determination”.

Section 4 through 17 make conforming changes.
The act becomes effective March 1, 2004.

arolina General
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: HOUSE BILL 1107
PROPOSED COMMITTEE SUBSTITUTE H1107-CSRC-46 [v.3]

4/28/2003 11:44:07 PM

Short Title: Utiliz. Review & Grievance Amendments. (Public)

Sponsors:

Referred to:

April 10, 2003

A BILL TO BE ENTITLED
AN ACT TO AMEND THE LAW GOVERNING MANAGED CARE UTILIZATION
REVIEW AND GRIEVANCE PROCEDURES TO MAKE THEM CONFORM
WITH THE UNITED STATES DEPARTMENT OF LABOR CLAIM RULES.
The General Assembly of North Carolina enacts:

SECTION 1.(a) The catch line of G.S. 58-50-61 reads as rewritten:

"§ 58-50-61. Utilization reviewsreview, claim determinations, and appeals.

SECTION 1.(b) G.S. 58-50-61(a) is amended by adding the following new

subdivisions to read:

"(1) ‘'Adverse benefit determination' means any of the following: a denial,
reduction, or termination of, or a failure to provide or make payment
(in_whole or in part) for, a benefit, including any such denial,
reduction, termination, or failure to provide or make payment that is
based on a determination of a participant's or beneficiary's eligibility to
participate in a health benefit plan, and including the issuance of a
noncertification indicating denial, reduction, or termination of, or a
failure to provide or make payment (in whole or in part) for, a benefit
resulting from the application of any utilization review, as well as a
failure to cover an item or service for which benefits are otherwise
provided because it is determined to be experimental or investigational
or not medically necessary or appropriate.

(2) !'Claim for benefits' means a a request for a plan benefit or benefits
made by a covered person in accordance with an insurer's reasonable
procedure for filing benefit claims, and a claim for benefits includes
any preservice claims within the meaning of subdivision (14a) of this
subsection and any postservice claims within the meaning of
subdivision (14b) of this subsection.

(3) 'Claim involving urgent care':




0O I ON W kW

BB R W LW W LW W W LWL LWL WLWDNDDNDNDNDDRNDDDNDDNDNDN — = = e e e
W N~ OOV 2ONWV L WN—~OWYWRITAAWM A WN—ROWOKR NV AW —= O\

GENERAL ASSEMBLY OF NORTH CAROLINA SESSION 2003

Page 2

a.

& '1-3 a)

Is any claim for medical care or treatment with respect to which the
application of the time periods for making nonurgent care
determinations:

1. Could seriously jeopardize the life or health of the
covered person or the ability of the covered person to
regain maximum function; or

2. In the opinion of a physician with knowledge of the
covered person's medical condition, would subject the
covered person to severe pain that cannot be adequately
managed without the care or treatment that is the subject
of the claim.

Except as provided in sub-subdivision c. of this subsection,
whether a claim is a "claim involving urgent care" within the
meaning of sub-subdivision a. of this subsection is to be
determined by an individual acting on behalf of the insurer
applying the judgment of a prudent layperson who possesses an
average knowledge of health and medicine.

Any claim that a physician with knowledge of the covered

person's medical condition determines is a "claim involving

urgent care" within the meaning of sub-subdivision a. of this
subsection shall be treated as a "claim involving urgent care"
for purposes of this section.

IS

|

'Notice' or 'notification' means the delivery or furnishing of

.(-1.4a)

information to an individual in a manner that satisfies the standards of
29 CFR § 2520.104b-1(b) as appropriate with respect to material
required to be furnished or made available to an individual.

'"Preservice claim' means any claim for a benefit under a health benefit

(14b)

plan with respect to which the terms of the plan condition receipt of
the benefit, in whole or in part, on approval of the benefit in advance
of obtaining medical care.

'"Postservice claim' means any claim for a benefit under a health benefit

.(-1.5a)

plan that is not a preservice claim as defined in this section

'Relevant', when used to describe a document, record, or other

information concerning a covered person's claim, means a document,
record, or other information that: '

Was relied upon in making the benefit determination.

Was submitted, considered, or generated in the course of
making the benefit determination, without regard to whether
such document, record, or other information was relied upon in
making the benefit determination.

(o |

House Bill 1107 H1107-CSRC-46 [v.3]
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[ Demonstrates compliance with the administrative processes and
safeguards required pursuant to subdivision (f)(5) of this section
in making the benefit determination.

d. Constitutes a statement of policy or guidance with respect to the
health benefit plan concerning the denied treatment option or
benefit for the covered person's diagnosis, without regard to
whether such advice or statement was relied upon in making the
benefit determination."

SECTION 1.(c) G.S. 58-50-61(a)(6) reads as rewritten:

ll(6)

'Grievance' means a written complaint submitted by a covered person
about any-ofthe following:a matter that is not a claim determination,
except that any complaint that is solely about the fact that a service
which is clearly excluded in the certificate of coverage is an excluded
service, and that is not about a claim determination, is not a grievance.

SECTION 1.(d) G.S. 58-50-61(a)(8) reads as rewritten:

"(8)

"Health care provider" or 'health care professional' means any person
who is licensed, registered, or certified under Chapter 90 of the
General Statutes or the laws of another state to provide health care
services in the ordinary care of business or practice or a profession or
in an approved education or training pregram;—program and also
includes a health care facility as defined in G.S. 131E-176(9b) or the
laws of another state to operate as a health care facility; or a
pharmacy."

SECTION 1.(e) G.S. 58-50-61(a)(16) reads as rewritten:
"(16) "Stabilize" means to provide medical care that is appropriate to

prevent a material deterioration of the person's condition, within
reasonable medical probability, in accordance with the HCEA-(Health
Care—Finanecing—Administration) CMS (Centers for Medicare and
Medicaid Services) interpretative guidelines, policies, and regulations
pertaining to responsibilities of hospitals in emergency cases (as
provided under the Emergency Medical Treatment and Labor Act,
section 1867 of the Social Security Act, 42 U.S.C.S. § 1395dd),

H1107-CSRC-46 [v.3] House Bill 1107 Page 3
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including medically necessary services and supplies to maintain
stabilization until the person is transferred."

SECTION 1.(f) The Revisor of Statutes is authorized to renumber the

definitions in G.S. 58-50-61(a) to maintain alphabetical order.

SECTION 2. Subsections (b) through (1) of G.S.58-50-61 read as rewritten:

"(b) Insurer Oversight: Oversight of Utilization Review.- Every insurer shall
monitor all utilization review carried out by or on behalf of the insurer and ensure
compliance with this section. An insurer shall ensure that appropriate personnel have
operational responsibility for the conduct of the insurer's utilization review program. If
an insurer contracts to have a URO perform its utilization review, the insurer shall
monitor the URO to ensure compliance with this section, which shall include:

(1) A wiritten description of the URO's activities and responsibilities,
including reporting requirements.

(2) Evidence of formal approval of the utilization review organization
program by the insurer. ‘

(3) A process by which the insurer evaluates the performance of the URO.

(¢)  Scope and Content of Utilization Review Program. - Every insurer shall
prepare and maintain a utilization review program document that describes all delegated
and nondelegated review functions for covered services including:

(1)  Procedures to evaluate the clinical necessity, appropriateness, efficacy,
or efficiency of health services.

(2)  Data sources and clinical review criteria used in decision making.

(3)  The process for conducting appeals of noncertifications.

(4) Mechanisms to ensure consistent application of review criteria and
compatible decisions. '

(5)  Data collection processes and analytical methods used in assessing
utilization of health care services.

(6) Provisions for assuring confidentiality of clinical and patient
information in accordance with State and federal law. :

(7)  The organizational structure (e.g., utilization review committee,
quality assurance, or other committee) that periodically assesses
utilization review activities and reports to the insurer's governing body.

(8)  The staff position functionally responsible for day-to-day program
management.

(9) The methods of collection and assessment of data about
underutilization and overutilization of health care services and how the
assessment is used to evaluate and improve procedures and criteria for
utilization review.

(d)  Utilization Review Program Operations. - In every utilization review
program, an insurer or URO shall use documented clinical review criteria that are based
on sound clinical evidence and that are periodically evaluated to assure ongoing
efficacy. An insurer may develop its own clinical review criteria or purchase or license
clinical review criteria. Criteria for determining when a patient needs to be placed in a
substance abuse treatment program shall be either (i) the diagnostic criteria contained in

Page 4 House Bill 1107 H1107-CSRC-46 [v.3]
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the most recent revision of the American Society of Addiction Medicine Patient
Placement Criteria for the Treatment of Substance-Related Disorders or (ii) criteria
adopted by the insurer or its URO. The Department, in consultation with the
Department of Health and Human Services, may require proof of compliance with this
subsection by a plan or URO.

~ Qualified health care professionals shall administer the utilization review program
and oversee review decisions under the direction of a medical doctor. A medical doctor
licensed to practice medicine in this State shall evaluate the clinical appropriateness of
noncertifications. Compensation to persons involved in utilization review shall not
contain any direct or indirect incentives for them to make any particular review
decisions. Compensation to utilization reviewers shall not be directly or indirectly based
on the number or type of noncertifications they render. In issuing a utilization review
decision, an insurer shall: obtain all information required to make the decision,
including pertinent clinical information; employ a process to ensure that utilization
reviewers apply clinical review criteria consistently; and issue the decision in a timely

.manner pursuant to this section.

(e)  Insurer Respensibilities:Responsibilities for Utilization Review. - Every
insurer shall:

(I)  Routinely assess the effectiveness and efficiency of its utilization
review program. '

(2)  Coordinate the utilization review program with its other medical
management activity, including quality assurance, credentialing,
provider contracting, data reporting, grievance procedures, processes
for assessing satisfaction of covered persons, and risk management.

(3)  Provide covered persons and their providers with access to its review
staff by a toll-free or collect call telephone number whenever any
provider is required to be available to provide services which may
require prior certification to any plan enrollee. Every insurer shall
establish standards for telephone accessibility and monitor telephone
service as indicated by average speed of answer and call abandonment
rate, on at least a month-by-month basis, to ensure that telephone
service is adequate, and take corrective action when necessary.

(4) Limit its requests for information to only that information that is
necessary to certify the admission, procedure or treatment, length of
stay, and frequency and duration of health care services.

(5) Have written procedures for making utilization review decisions and
for notifying covered persons of those decisions.

(6)  Have written procedures to address the failure or inability of a provider
or covered person to provide all necessary information for review. If a
provider or covered person fails to release necessary information in a

timely manner, the insurer may deny certification.

a¥a a%a - A -
Cl

H1107-CSRC-46 [v.3] House Bill 1107 Page 5
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(f) Obligation to Establish and Maintain-Reasonable Claims Procedures. - Every

insurer that offers a—health benefit plan shall establish and maintain reasonable
procedures governing the filing of benefit claims, notification-of benefit determinations,
and appeal of adverse benefit-determinations (hereinafter collectively referred to as

H1107-CSRC-46 [v.3] House Bill 1107 Page 7
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claims-procedures). The claims procedures for a health benefit plan will-be deemed to

be reasonable only if:

Page 8

0
2)

The claims procedures comply with the requirements of this subsection
and subsections (h) through (k) of this section, as appropriate.

A description of all claims procedures, including any procedures for
obtaining prior approval as a prerequisite for obtaining a benefit, such
as preauthorization procedures or utilization review procedures and the
applicable time frames is included as part of a certificate or policy of
coverage.

The claims procedures do not contain any provision and are not
administered in a way that unduly inhibits or hampers the initiation or
processing of claims for benefits. For example, a provision or practice
that requires payment of a fee or costs as a condition to making a claim
or to appealing an adverse benefit determination would be considered
to unduly inhibit the initiation and processing of claims for benefits.
Also, the denial of a claim for failure to obtain a prior approval under
circumstances that would make obtaining such prior approval
impossible or where application of the prior approval process could
seriously jeopardize the life or health of the covered person (e.g.. the
covered person is unconscious and in need of immediate care at the
time medical treatment is required) would constitute a practice that
unduly inhibits the initiation and processing of a claim.

The claims procedures do not preclude an authorized representative of
a_covered person from acting on behalf of such covered person in
pursuing a benefit claim or appeal of an adverse benefit determination.
Nevertheless, an _insurer may establish reasonable procedures for
determining whether an individual has been authorized to act on behalf
of a covered person, provided that, in the case of a claim involving
urgent care within the meaning of subdivision (3) of subsection (a) of
this section, a health care professional, within the meaning of
subdivision. (8) of subsection (a) of this section, with knowledge of a
covered person's medical condition shall be permitted to act as the
authorized representative of the covered person.

The claims procedures contain administrative processes and safeguards
designed to ensure and to verify that benefit claim determinations are
made in accordance with governing plan documents and that where
appropriate, the plan provisions have been applied consistently with
respect to similarly situated covered persons.

The claims procedures provide for the handling of claims filed not in
accordance with procedures. a. The claims procedures provide that, in
the case of a failure by a covered person or an authorized
representative of a covered person to follow the insurer's procedures
for filing a preservice claim, within the meaning of subdivision (14a)
of subsection

House Bill 1107 H1107-CSRC-46 [v.3]
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(a)

s

of this section, the covered person or representative shall be
notified of the failure and the proper procedures to be followed
in filing a claim for benefits. This notification shall be provided
to the covered person or authorized representative, as

’ appropriate, as soon as possible. but not later than five days (24

hours in the case of a failure to file a claim involving urgent
care) following the failure. Notification may be oral, unless
written notification is requested by the covered person or
authorized representative.

Sub-subdivision a. of this subdivision shall apply only in the
case of a failure that is a communication (i) by a covered person
or_an authorized representative of a covered person that is
received by a person or organizational unit of the insurer that is
customarily responsible for handling benefit matters, and (ii)
that names a specific covered person, a specific medical
condition or symptom, and a specific treatment, service, or
product for which approval is requested.

(7) The claims procedures do not contain any provision and are not

administered in a way that requires a covered person to file more than

two appeals of an adverse benefit determination prior to bringing a

civil action under section 502(a) of ERISA.

(8) To the extent that an insurer offers voluntary levels of appeal other

than external review under Part 4 of this Article, including voluntary

arbitration or any other form of dispute resolution, in addition to those

permitted by subdivision (7) of this subsection, the claims procedures

provide that:

a.

I

[

|-

H1107-CSRC-46 [v.3]

The insurer waives any right to assert that a covered person has
failed to exhaust administrative remedies because the covered
person did not elect to submit a benefit dispute to any such
voluntary level of appeal provided by the insurer. .
The insurer agrees that any statute of limitations or other
defense based on timeliness is tolled during the time that any
such voluntary appeal is pending.

The claims procedures provide that a covered person may elect
to _submit a benefit dispute to such voluntary level of appeal
only after exhaustion of the appeals permitted by subdivision
(7) of this subsection.

The insurer provides to any covered person, upon request,
sufficient information relating to the voluntary level of appeal
to _enable the covered person to make an informed judgment
about whether to submit a benefit dispute to the voluntary level
of appeal, including a statement that the decision of a covered
person as to whether or not to submit a benefit dispute to the
voluntary level of appeal will have no effect on the covered

House Bill 1107 Page 9
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person's rights to any other benefits under the health benefit
plan and information about the applicable rules, the covered
person's right to representation, the process for selecting the
decision maker, and the circumstances, if any, that may affect
the impartiality of the decision maker, such as any financial or
personal interests in the result or any past or present
relationship with any party to the review process.

e. No fees or costs are imposed on the covered person as part of
the voluntary level of appeal.

The claims procedures do not contain any provision for the mandatory

arbitration of adverse benefit determinations except to the extent that

the health benefit plan or procedures provide that:

a. The arbitration is conducted as one of the two appeals described
in subdivision (7) of this subsection and in accordance with the
requirements applicable to such appeals.

b. The covered person is not precluded from challenging the
decision under section 502(a) of ERISA, external review under
Part 4 of this Article, or G.S. 90-21.50 through G.S. 90-21.56.

Timing of Notification of Benefit-Determination. —

1)

The insurer shall notify a covered person of the plan's benefit
determination in accordance with sub-subdivisions a. through c. of this
subdivision, as appropriate.

a. Urgent care claims. - In the case of a claim involving urgent
care, the insurer shall notify the covered person of its benefit
determination, whether adverse or not, as soon as possible,
taking into account the medical exigencies, but not later than 72
hours after receipt of the claim by the insurer. unless the
covered person fails to provide sufficient information to
determine whether, or to what extent. benefits are covered or
payable under the health benefit plan. In the case of such a
failure, the insurer shall notify the covered person as soon as
possible, but not later than 24 hours after its receipt of the
claim, of the specific information necessary to complete the
claim. The covered person shall be afforded a reasonable
amount of time, taking into account the circumstances, but not
less than 48 hours, to provide the specified information.
Notification of any adverse benefit determination pursuant to
this subsection shall be made in accordance with subsection (h)
of this section. The insurer shall notify the covered person of its
benefit determination as soon as possible, but in no case later
than 48 hours after the earlier of (i) the insurer's receipt of the
specified information, or (ii) the end of the period afforded the
covered person to provide the specified additional information.

House Bill 1107 H1107-CSRC-46 [v.3]
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b.

@

H1107-CSRC-46 [v.3]

Concurrent care decisions. - If an insurer has approved an
ongoing course of treatment to be provided over a period of
time or number of treatments:

1. Any reduction or termination by the insurer of such
course of treatment, other than by plan amendment or

termination before the end of such period of time or
number of treatments that is permitted under G.S. 58-3-
200(c), shall constitute an adverse benefit determination.
The insurer shall notify the covered person, in
accordance with subsection (h) of this section, of the
adverse benefit determination at a time sufficiently in
advance of the reduction or termination to allow the
covered person to appeal and obtain a determination on
review of that adverse benefit determination before the
benefit is reduced or terminated.
Any request by a covered person to extend the course of
treatment beyond the period of time or number of
treatments that is a claim involving urgent care shall be
decided as soon as possible, taking into account the
medical exigencies, and the insurer shall notify the
covered person of the benefit determination, whether
adverse or not, within 24 hours after its receipt of the
claim, provided that any such claim is made to the
insurer at least 24 hours prior to the expiration of the
prescribed period of time or number of treatments.
Notification of any adverse benefit determination
concerning a request to extend the course of treatment,
whether involving urgent care or not. shall be made in
accordance with subsection (h) of this section, and
appeal shall be governed by subdivision (1) of
subsection (j) of this section, as appropriate.

Other claims. - In the case of a claim not described in sub-

subdivision a. or b. of this subdivision, the insurer shall notify

the covered person of its benefit determination in accordance
with sub-subdivision a. of this subdivision, as appropriate.

1. Preservice claims. - In the case of a preservice claim, the
insurer _shall notify the covered person of its benefit
determination, whether adverse or not, within a
reasonable period of time appropriate to the medical
circumstances, but not later than 15 days after its receipt
of the claim. This period may be extended one time by
the plan for up to 15 days, provided that the insurer both
determines that such an extension is necessary due to
matters beyond the control of the insurer and notifies the

™

House Bill 1107 Page 11
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covered person, prior to the expiration of the initial 15-
‘day period, of the circumstances requiring the extension
of time and the date by which it expects to render a
decision. If such an extension is necessary due to a
failure of the covered person to submit the information
necessary to decide the claim, the notice of extension
- shall specifically describe the required information, and
the covered person shall be afforded at least 45 days
from receipt of the notice within which to provide the
specified information. Notification of any adverse
benefit determination pursuant to this subsection shall be
made in accordance with subsection (h) of this section.
Postservice claims. - In the case of a postservice claim,
the insurer shall notify the covered person, in accordance
with subsection (h) of this section; of its adverse benefit
determination within a reasonable period of time, but not
later than 30 days after receipt of the claim. This period
may be extended one time by the insurer for up to 15
days, provided that the insurer both determines that such
an_extension is necessary due to matters beyond the
control of the insurer and notifies the covered person,
prior to the expiration of the initial 30- day period. of the
circumstances requiring the extension of time and the
date by which it expects to render a decision. If such an
extension is necessary due to a failure of the covered
person to submit the information necessary to decide the
claim, the notice of extension shall specifically describe
the required information, and the covered person shall be
afforded at least 45 days from receipt of the notice
within which to provide the specified information.
Calculating time periods. - For purposes of this subsection, the period
of time within which a benefit determination is required to be made
shall begin at the time a claim is filed in accordance with the
reasonable procedures of an insurer, without regard to whether all the
information necessary to make a benefit determination accompanies

&>

" the filing. In the event that a period of time is extended as permitted

pursuant to sub-subdivision ¢. of subdivision (1) of this subsection due
to a covered person's failure to submit information necessary to decide
a claim, the period for making the benefit determination shall be tolled
from the date on which the notification of the extension is sent to the
covered person until the date on which the covered person responds to
the request for additional information.

(h) Manner and Content of Notification of Benefit-Determination. —

Page 12
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(1) Except as provided in subdivisio n (2) of this subsection, the insurer

shall provide a covered person with written or electronic notification -

of any adverse benefit determination. The notification shall set forth,

in a manner calculated to be understood by the covered person:

o |

|

=

@

=

=

The specific reason or reasons for the adverse determination.
Reference to the specific health benefit plan provisions on
which the determination is based.
A description of any additional material or information
necessary for the covered person to perfect the claim and an
explanation of why such material or information is necessary.
A description of the insurer's appeal procedures and the time
limits applicable to such procedures, including a statement of
the covered person's right to bring a civil action under section
502(a) of ERISA following an adverse benefit determination on
appeal, if applicable, and right to request an external review
under Part 4 of this Article, if the claim determination is a
noncertification.
In the case of an adverse benefit determination. —
1. If an internal rule, guideline, protocol, or other similar
criterion was relied upon in making the adverse
determination, either the specific rule, guideline,
protocol, -or other similar criterion; or a statement that
such a rule, guideline, protocol, or other similar criterion
was relied upon in making the adverse determination and
that a copy of such rule, guideline, protocol, or other
criterion will be provided free of charge to the covered
person upon request.
If the adverse benefit determination is based on a
medical necessity or experimental treatment or similar
exclusion or limit, either an explanation of the scientific
or clinical judgment for the determination, applying the
terms of the health benefit plan to the covered person's
medical circumstances, or a statement that such
explanation will be provided free of charge upon request.
In the case of an adverse benefit determination concerning a
claim involving urgent care, a description of the expedited
process applicable to an appeal of such claims.
Notice of the availability of assistance from:
the Commissioner's office, including the telephone number and
address of the Commissioner's office.
The Managed Care Patient Assistance Program. including the
telephone number and address of the Program.

>

(2) In the case of an adverse benefit determination by an insurer

concerning a claim involving urgent care, the information described in

H1107-CSRC-46 [v.3]
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subdivision (1) of this subsection may be provided to the covered
person orally within the time frame prescribed in sub-subdivision
(e)(Da. of this section, provided that a written or electronic -
notification in accordance with subdivision (1) of this subsection is
furnished to the covered person not later than three days after the oral
notification.

Appeal of Adverse Benefit Determinations. —

)

[

In general. - Every insurer shall establish and maintain a procedure by
which a covered person shall have a reasonable opportunity to appeal
an adverse benefit determination to an appropriate named fiduciary of
the plan. and under which there will be a full and fair review of the
claim and the adverse benefit determination.
Full and fair review. - The claims procedures of an insurer will not be
deemed to provide a covered person with a reasonable opportunity for
a full and fair review of a claim and adverse benefit determination
unless the claims procedures:
Provide covered persons the opportunity to submit written comments,
documents, records, and other information relating to the claim for
benefits.
b. Provide that a covered person shall be provided, upon request
and free of charge, reasonable access to, and copies of, all
documents, records, and other information relevant to the
covered person's claim for benefits. Whether a document,
record, or other information is relevant to a claim for benefits
shall be determined by reference to the definition provided
under subdivision (15a) of subsection (a) of this section.
Provide for a review that takes into account all comments,
documents, records, and other information submitted by the
covered person relating to the claim, without regard to whether
such information was submitted or considered in the initial
benefit determination.
Provide covered persons at least 180 days following receipt of a
notification of an adverse benefit determination within which to
appeal the determination.
Provide for a review that does not afford deference to the initial
adverse benefit determination and that is conducted by an
appropriately named fiduciary of the plan who is neither the
individual who made the adverse benefit determination that is
the subject of the appeal, nor the subordinate of such individual.
Provide that, in deciding an appeal of any adverse benefit
determination that is based in whole or in part on a medical
judgment, including determinations with regard to whether a
particular treatment, drug, or other item is experimental,
investigational, or not medically necessary or appropriate, the

|
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appropriately named fiduciary shall consult with a health care
professional who has appropriate training and experience in the
field of medicine involved in the medical judgment.

Provide for the identification of medical or vocational experts
whose advice was obtained on behalf of the insurer in
connection with a covered person's adverse benefit
determination, without regard to whether the advice was relied
upon in making the benefit determination.

Provide that the health care professional engaged for purposes
of a consultation under sub-subdivision ¢. of this subdivision
shall be an individual who is neither an individual who was
consulted in connection with the adverse benefit determination
that is the subject of the appeal, nor the subordinate of any such
individual.

Provide, in the case of a claim involving urgent care, for an
expedited review process pursuant to which (i) a request for an
expedited appeal of an adverse benefit determination may be
submitted orally or in writing by the covered person; and (ii) all
necessary information, including the insurer's benefit
determination on review, shall be transmitted between the
insurer and the covered person by telephone, facsimile, or other
available similarly expeditious method.

(1) Timing of Notification of Benefit-Determination on Appeal. —

(1)  The insurer shall notify a covered person of its benefit determination

on review in accordance with sub-subdivisions a. through c. of this

subdivision as appropriate.

a.

1=

H1107-CSRC-46 [v.3]

Urgent care claims. - In the case of a claim involving urgent
care, the insurer shall notify the covered person, in accordance
with subsection (k) of this section, of its benefit determination
on review as soon as possible, taking into account the medical
exigencies, but not later than 72 hours after receipt of the
covered person's request for review of an adverse benefit
determination by the insurer.

Preservice claims. - In the case of a preservice claim, the insurer

shall notify the covered person, in accordance with subsection

(k) of this section, of its benefit determination on review within

a_reasonable period of time appropriate to the medical

circumstances as follows:

1. In the case of an insurer that provides for one appeal of
an_adverse benefit determination, notification shall be
provided not later than 30 days after receipt by the
insurer of the covered person's request for review of an
adverse benefit determination.

House Bill 1107 Page 15
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In the case of an insurer that provides for two appeals of
an adverse benefit determination and makes the second
level mandatory for purposes of a covered person's
access to federal remedies under section 502(a) of
ERISA, notification shall be provided, with respect to
any one of such two appeals, not later than 15 days after
receipt by the insurer of the covered person's request for
review of the adverse benefit determination.

In the case of an insurer that provides for two appeals of
an adverse benefit determination and makes the second
level voluntary for purposes of a covered person's access
to federal remedies under section 502(a) of ERISA,
notification shall be provided, for the first level, within
30 days after receipt by the insurer of the covered
person’s request for review of the adverse benefit
determination and. for the second level, within 55 days
of receipt by the insurer of the covered person’s request
for review of the adverse benefit determination.

Postservice claims. - In the case of a postservice claim, the

insurer shall notify the covered person. in accordance with

subsection (k) of this section, of its benefit determination on

review within a reasonable period of time as follows:

- 1.

™

(had

In the case of an insurer that provides for one appeal of
an adverse benefit determination, notification shall be
provided not later than 60 days after receipt by the
insurer of the covered person's request for review of an
adverse benefit determination.

In the case of an insurer that provides for two appeals of
an adverse benefit determination and makes the second
level mandatory for purposes of a covered person's
access to federal remedies under section 502(a) of
ERISA. notification shall be provided, with respect to
any one of such two appeals, not later than 30 days after
receipt by the insurer of the covered person's request for
review of the adverse benefit determination.

In the case of an insurer that provides for two appeals of
an adverse benefit determination and makes the second
level voluntary for purposes of a covered person's access
to federal remedies under section 502(a) of ERISA,
notification shall be provided, for the first level, within
60 days after receipt by the insurer of the covered
person’s request for review of the adverse benefit
determination and, for the second level, within 55 days

House Bill 1107 H1107-CSRC-46 [v.3]
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of receipt by the insurer of the covered person’s request

for review of the adverse benefit determination.
Calculating time periods. - For purposes of this subsection, the period
of time within which a benefit determination on review is required to
be made shall begin at the time an appeal is filed in accordance with
the reasonable procedures of an insurer, without regard to whether all
the information necessary to make a benefit determination on review
accompanies the filing.
Furnishing documents. - In the case of an adverse benefit
determination on review, the insurer shall provide such access to, and
copies of, documents, records, and other information described in
subdivisions (3) and (4) of subsection (k) of this section as is

appropriate.

(k) Manner and Content of Notification of Benefit-Determination on Appeal. -

The insurer shall provide a covered-person with written or electronic notification of the

insurer's—benefit determination on review. In the case of an adverse—benefit

determination. the notification shall set forth, in a-manner calculated to be understood

by the covered person:

1)
@

3)

The specific reason or reasons for the adverse determination.
Reference to the specific health benefit plan provisions on which the
adverse benefit determination is based.
A statement that the covered person is entitled to receive, upon request
and free of charge, reasonable access to, and copies of, all documents,
records. and other information relevant to the covered person's claim
for benefits. Whether a document, record, or other information is
relevant to a claim for benefits shall be determined by reference to
subdivision (15a) of subsection (a) of this section.
A statement describing any appeal procedures, including any voluntary
appeal procedures, offered by the insurer and the covered person's
right to obtain the information about such procedures described in
subsection (f) of this section, a statement of the covered person's right
to bring a civil action under section 502(a) of ERISA following an
adverse benefit determination on appeal. if applicable, and a statement
describing the external review process under Part 4 of this Article and
the right to request an external review under Part 4 of this Article, if
the claim determination is a noncertification.

a. If an internal rule, guideline, protocol, or other similar criterion
was relied upon in making the adverse determination, either the
specific rule, guideline, protocol, or other similar criterion, or a
statement that such rule, guideline, protocol, or other similar
criterion was relied upon in making the adverse determination
and that a copy of the rule, guideline, protocol, or other similar
criterion will be provided free of charge to the covered person

upon request.

H1107-CSRC-46 [v.3] House Bill 1107 Page 17
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b. If the adverse benefit determination is based on a medical
necessity, experimental treatment or similar exclusion or limit
or_other noncertification: (i) either an explanation of the
scientific or clinical judgment for the determination, applying
the terms of the health benefit plan to the covered person's
medical circumstances, or a statement that such explanation will
be provided free of charge upon request; and (ii) a description
of the external review process under Part 4 of this Article, a
statement of the covered person's right to request an external
review, and notice of the availability of assistance from the
Commissioner's office, including the telephone number and
address of the Commissioner's office, and the Managed Care
Patient Assistance Program, including the telephone number
and address of the Program."

SECTION 3. G.S. 58-50-62 reads as rewritten:

"§ 58-50-62. Insurer grievance procedures.

(a)  Purpose and Intent. - The purpose of this section is-to provide standards for
the establishment and maintenance of-procedures by insurers to assure that covered
persons have the-opportunity for appropriate resolutions of their grievances. :

(b)  Availability of Grievance Process. - Every insurer shall-have a grievance
process whereby a covered person may—voluntarlly request a review of a grlevance _any

The grievance process may provrde—for an 1mmed1ate informal con51derat10n by the

1nsurer of a

grievances.

(bl) Informal Consideration of Grievances. - If the insurer-provides procedures for
informal consideration of grievances, the procedures shall be in writing, and the
following-requirements apply:

(1) If the grievance concerns a clinical issue and the informal
consideration decision is not in favor of the covered person, the insurer
shall treat the request as a request for a first-level-grievance review,
except that the requirements of subdivision (e)(1) of this section apply
on the day the decision is made or on the tenth business day after
receipt of the request for informal consideration, whichever is sooner;

(2) If the grievance concerns a nonclinical issue and the informal
consideration decision is not in favor of the covered person, the insurer

Page 18 House Bill 1107 H1107-CSRC-46 [v.3]
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shall issue a written decision that includes the information set forth in
subsection (c) of this section; or

(3)  If the insurer is unable to render an informal consideration decision
within 10 business days after receipt of the grievance, the insurer shall
treat the request as a request for a first-level grievance review, except
that the requirements of subdivision (e)(1) of this section apply
beginning on the day the insurer determines an informal consideration
decision cannot be made before the tenth business day after receipt of
the grievance.

(c)  Grievance Procedures. - Every insurer shall have written procedures for
receiving and resolving grievances from covered persons. A description of the grievance
procedures shall be set forth in or attached to the certificate of coverage and member
handbook provided to covered persons. The description shall include a statement
informing the covered person that them grievance procedures are voluntary and shall
also inform the covered person about the availability of the Commissioner's office and
Managed Care Patient Assistance program for assistance, including the telephone
number and address of the-each office.

(d) Maintenance of Records. - Every insurer shall maintain records of each
grievance received and the insurer's review of each grievance, as well as documentation
sufficient to demonstrate compliance with this section. The maintenance of these
records, including electronic reproduction and storage, shall be governed by rules
adopted by the Commissioner that apply to insurers. The insurer shall retain these
records for three years or until the Commissioner has adopted a final report of a general
examination that contains a review of these records for that calendar year, whichever is
later. '

(e)  FirstLevel-Grievance Review. — A covered person or a covered person's
provider acting on the covered person's behalf may submit a grievance.

(D)

(10 a¥a a - O O OLIAararl N on
o C rvy—x v

as_provided in subdivisions (2) through (4) of this subsection, a
grievance shall be reviewed in accordance with the standards for
review of an appeal of an adverse benefit determination under G.S. 58-
50-61, including the requirements for full and fair review, the
requirements for timing of notification for a determination on appeal
of a postservice claim, and the requirements for content of notification
of decision.

)

H1107-CSRC-46 [v.3] House Bill 1107 Page 19
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3)

Notification of a determination on a grievance review shall include a
statement that the decision is the insurer's final determination in the
matter, when the determination is made at the final level of grievance
review.

For grievances concerning the quality of clinical care delivered by the
covered person's provider, the insurer shall acknowledge the grievance
within 10 business days. The acknowledgement shall advise the
covered person that (i) the insurer will refer the grievance to its quality
assurance committee for review and consideration or any appropriate
action against the provider and (ii) State law does not allow for a
second-level grievance review for grievances concerning quality of
care.

Provisions under G.S. 58-50-61(i) and (k) relating to clinical aspects of
an appeal of an adverse benefit determination shall apply to grievance
review only to the extent that the subject matter of a grievance is
clinical in nature. Provisions under G.S. 58-50-61(j) and (1) that apply
only to noncertifications shall not apply to grievance review, except
that the requirement under G.S. 58-50-61(j)(4)b. to notify the covered
person of the availability of assistance from the Commissioner’s office
and the Managed Care Patient Assistance Program shall apply.

House Bill 1107 H1107-CSRC-46 [v.3]
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(5))  No insurer shall discriminate against any provider based-on any action taken
by the provider under this section or G.S. 58-50-61 on behalf of a covered person. (k)
Violation. - A violation of this section subjects an-insurer to G.S. 58-2-70."

SECTION 4. G.S. 58-3-225(c) reads as rewritten:

"(c) If the claim is denied, the notice shall include all of the specific good faith
reason or reasons for the denial, including, without limitation, coordination of benefits,
lack of eligibility, or lack of coverage for the services provided. If the claim is contested
or cannot be paid because the proof of loss is inadequate or incomplete, or not paid
pending receipt of requested coordination of benefits information, the notice shall
contain the specific good faith reason or reasons why the claim has not been paid and an
itemization or description of all of the information needed by the insurer to complete the
processing of the claim. If all or part of the claim is contested or cannot be paid because
of the application of a specific utilization management or medical necessity standard is
not satisfied, the notice shall contain the specific clinical rationale for that decision or

Page 22 House Bill 1107 H1107-CSRC-46 [v.3]
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shall refer to specific provisions in documents that are made readily available through
the insurer which provide the specific clinical rationale for that decision; however, if a
notice of noncertification has already been provided under G.S. 58-50-61(h), then the
specific clinical rationale for the decision is not required under this subsection. If the
claim is contested or cannot be paid because of nonpayment of premiums, the notice
shall contain a statement advising the claimant of the nonpayment of premiums. If a
claim is not paid pending receipt of requested coordination of benefits information, the
notice shall so specify. If a claim is denied or contested in part, the insurer shall pay the
undisputed portion of the claim within 30 calendar days after receipt of the claim and
send the notice of the denial or contested status within 30 days after receipt of the claim.
If a claim is contested or cannot be paid because the claim was not submitted on the
required form, the notice shall contain the required form, if the form is other than a UB
or HCFA form, and instructions to complete that form. Upon receipt of additional
information requested in its notice to the claimant, the insurer shall continue processing
the claim and pay or deny the claim within 30 days after receiving the additional
information. Any retraction of a determination or reduction of payments that is made
because of the discovery of a misrepresentation shall only be made in accordance with
G.S. 58-50-61(g) if the determination being reversed is a concurrent care
determination."
SECTION 5. G.S. 58-50-75 reads are rewritten:

"§ 58-50-75. Purpose, scope, and definitions.

(a)  The purpose of this Part is to provide standards for the establishment and
maintenance of external review procedures to assure that covered persons have the
opportunity for an independent revrew of an appeal dec1sron upholdlng a
noncertification
noneertifieation;-as defined in th1s Part

(b)  This Part applies to all insurers that offer a health benefit plan and that
provide or perform utilization review pursuant to G.S. 58-50-61, the Teachers' and State
Employees' Comprehenswe Major Medlcal Plan and the Health Insurance Program for
Chlldren : > ASTORS art 5

(¢)  Inaddition to the definitions in G.S. 58-50-61(a), as used in this Part:

(I)  "Covered benefits" or "benefits" means those benefits consisting of
medical care, provided directly through insurance or otherwise and
including items and services paid for as medical care, under the terms
of a health benefit plan.

(2)  "Covered person” means a policyholder, subscriber, enrollee, or other
individual covered by a health benefit plan. "Covered person" includes
another person, including the covered person's health care provider,
acting on behalf of the covered person. Nothing in this subdivision
shall require the covered person's health care provider to act on behalf
of the covered person.

(3)  "Independent review organization" or "organization" means an entity
that conducts independent external reviews of appeals of

H1107-CSRC-46 [v.3] House Bill 1107 Page 23
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1ons—and-—second-tevel—erievanee—review—decisions:
@094—446—5—45—) noncertifications."
SECTION 6. G.S. 58-50-77 reads are rewritten:
"§ 58-50-77. Notice of right to external review.

(a)  An insurer shall notify the covered person in writing of the covered person's
right to request an external review and include the appropriate statements and
information set forth in this section at the time the insurer sends written notice of:

(1) A noncertification decision under G.S. 58-50-61; and
(2) An-appeal-deeision-A notice of determination on an appeal under G=S-
58-50-6+—G.S.  58-50-61()) upholdlng a nonecertitication—and

noncertification.

&

(b) The insurer shall include in the notice required under subsection (a) of this
section for a notice related to a noncertification decision under G.S. 58-50-61, a
statement informing the covered person that if the covered person has a medical
condition where the time frame for completion of an expedited—review—_urgent care
claim review of an appeal decision involving a noncertification decision under G.S.
58-50-61 would reasonably be expected to seriously jeopardize the life or health of the
covered person or jeopardize the covered person's ability to regain maximum function,
then the covered person may file a request for an expedited external review under G S.
58-50-82 at the same time the covered person files a request for an ¢ ed-review
urgent care claim review of an appeal involving a noncertification decision under G.S.
58-50-61, but that the Commissioner will determine whether the covered person shall be
required to complete the expedited—+eview—urgent care clalm review of the grievance
before conducting the expedited external review.

(c)  The insurer shall include in the notice required under subsection (a) of this
section for a notice related to an appeal decision under G.S. 58-50-61, a statement
informing the covered person that: '

(1)  Ifthe covered person has a medlcal condition where the time frame for
completion of an ex S a-grievanee-urgent care claim
review_involving an appeal decision under G.S. 58-50-61 would
reasonably be expected to seriously jeopardize the life or health of the
covered person or jeopardize the covered person's ability to regain
maximum function, the covered person may file a request for an
expedited external review under G.S. 58- 50 82 at the same tlme the
covered person files a request for an exf 2dre ¢ e
urgent care claim review 1nv01v1ng an appeal dec1310n under G.S.
58-50-62, but that the Commissioner will determine whether the
covered person shall be required to complete the expedited—review
urgent care claim review of the grievanee—before conducting the
expedited external review.

(2) If the covered person has not received a written de0151on from the
insurer within 60—days—afte ' e 5

Page 24 House Bill 1107 H1107-CSRC-46 [v.3]
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: ~ : five
(S) days of the date by which the insurer was to havc notified the
covered person of its determination pursuant to G.S. 58050-61(j) and
the covered person has not requested or agreed to a delay, the covered
person may file a request for external review under G.S. 58-50-80 and
shall be considered to have exhausted the insurer's internal grievance

appeal process for purposes of G.S. 58-50-79.

(d)  The insurer shall include in the notice requlred under subsectlon (a) of this
section for a notice related to a-final-see » anee-re eeis -
58-50-62-any notice of determmatron on an cmncdl under G.S. 58 50-61 l\) a statement
informing the covered person that:

(1)  If the covered person has a medical condition where the time frame for
completion of a standard external review under G.S. 58-50-80 would
reasonably be expected to seriously jeopardize the life or health of the
covered person or jeopardize the covered person's ability to regain
maximum function, the covered person may file a request for an
expedited external review under G.S. 58-50-82; or

(2)  If the second-level-grievanece-review- final appealdecision concerns an
admission, availability of care, continued stay, or health care service
for which the covered person received emergency services but has not
been discharged from a facility, the covered person may request an
expedited external review under G.S. 58-50-82.

(¢) In addition to the information to be provided under this section, the insurer
shall include a copy of the description of both the standard and expedited external
review procedures the insurer is required to provide under G.S. 58-50-93, including the
provisions in the external review procedures that give the covered person the
opportunity to submit additional information."

SECTION 7. G.S. 58-50-79 reads as rewritten:

"§ 58-50-79. Exhaustion of internal grievanee-appeal process.

(a) Except as provided in G.S. 58-50-82, a request for an external review under G.S.
58-50-80 or G.S. 58-50- 82 shall not be made until the covered person has exhausted the
insurer’s internal appeal and-grievanee-proeesses-process under G-

58-50-62- G.S. 58- 50-61. ,

(b) A covered person shall be considered to have exhausted the insurer’s internal
grievanee-appeal process for purposes of this section, if the covered person:

(1) Has filed-a-second-level-grievance-completed the appeals process for
wrvebving-a-noncertification appeal deeision-decisions under &G-5-58-50-61-and
6-S-58-50-62, G.S. 58- 50-61, and

(2) Except to the extent the covered person requested or agreed to a delay, has
not received a written decision on the grievanee-from the insurer within 60-days
sinee-the-date-the-covered-persondiled-the-grievance with-the-insurer five (5)
days of the date by which the insurer was to have notified the covered person of
its determination pursuant to G.S. 58-50-61(}).

H1107-CSRC-46 [v.3] House Bill 1107 Page 25
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(c) Notwithstanding subsection (b) of this section, a covered person may not make a
request for an external review of a noncertification involving a retrospective review
determination made under G.S. 58-50-61 until the covered person has exhausted the
insurer’s internal grievanee-appeal process.

(d) A request for an external review of a noncertification may be made before the
covered person has exhausted the insurer’s internal grievanee—and-appeal procedures
under G.S. 58-50-61 and—G-5—58-50-62-whenever the insurer agrees to waive the
exhaustion requirement. If the requirement to exhaust the insurer’s internal grievance
appeal procedures is waived, the covered person may file a request in writing for a
standard external review as set forth in G.S. 58-50-80 or may make a request for an
expedlted extemal review as set forth in G.S. 58 50 824 :

- eve o e : In such
case, the covered person may ﬁle a request in writing for a standard external review
under G.S. 58-50-80 or may make a request for an expedited external review as set forth
in G.S. 58-50-82 within 60 days after receiving notice of an appeal decision upholding a
noncertification."
SECTION 8. G.S. 58-50-80(b) reads as rewritten

"(b) Upon receipt of a request for an external review under subsection (a) of this
section, the Commissioner shall, within 10 business days, complete all of the following:

(1) Notify and send a copy of the request to the insurer that made the decision which

1s the subject of the request. The notice shall include a request for any information that
the Commissioner requires to conduct the preliminary review under subdivision (2) of
this subsection and require that the insurer deliver the requested information to the
Commissioner within three business days of receipt of the notice.

(2) Conduct a preliminary review of the request to determine whether:

a. The individual is or was a covered person in the health benefit plan at the time
the health care service was requested or, in the case of a retrospective review,
was a covered person in the health benefit plan at the time the health care
service was provided.

b. The health care serv1ce that is the subJect of the i msurcr $ noncertlﬁcatlon
appeal decision etk aneere ~dect ¢
ﬁoneemﬁ%reasonably appears to be a covered service under the covered
person’s health benefit plan.

c. The covered person has exhausted the insurer’s internal appeal and-grievance
processes under G.S. 58-50-61-and-G-S—58-50-62, unless the covered person
is considered to have exhausted the insurer’s internal appeal or-grievance
process under G.S. 58-50-79, or unless the insurer has waived its right to
conduct an expedited-urgent care claim review of the appeal decision.

d. The covered person has provided all the information and forms required by the
Commissioner that are necessary to process an external review.

(3) Notify in writing the covered person and the covered person’s provider who
performed or requested the service whether the request is complete and whether
the request has been accepted for external review. If the request is complete and
accepted for external review, the notice shall include a copy of the information

Page 26 House Bill 1107 H1107-CSRC-46 [v.3]
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that the insurer provided to the Commissioner pursuant to subdivision (b)(1) of
this section, and inform the covered person that the covered person may submit
to the assigned independent review organization in writing, within seven days
after the date of the notice, additional information and supporting documentation
relevant to the initial denial for the organization to consider when conducting the
external review. If the covered person chooses to send additional information to
the assigned independent review organization, then the covered person shall at
the same time and by the same means, send a copy of that information to the
insurer. The Commissioner shall also notify the covered person in writing of the
availability of assistance from the Managed Care Patient Assistance Program,
including the telephone number and address of the Program.

(4) Notify the insurer in writing whether the request for external review has been
accepted. If the request has been accepted, the notice shall direct the insurer or its
designee utilization review organization to provide to the assigned organization,
within seven days of receipt of the notice, the documents and any 1nforma‘uon
considered in making the noncertification appeal deeis >
grievanecereview-decision.

(5) Assign the review to an independent review organization approved under G.S.
58-50-85. The assignment shall be made using an alphabetical list of the
independent review organizations, systematically assigning reviews on a rotating
basis to the next independent review organization on that list capable of
performing the review to conduct the external review. After the last organization
on the list has been assigned a review, the Commissioner shall return to the top
of the list to continue assigning reviews.

(6) Forward to the review organization that was assigned by the Commissioner any
documents that were received relating to the request for external review.'

SECTION 9. G.S. 58-50-80(e) reads as rewritten:

"(e) Failure by the insurer or its designee utilization review organization to provide
the documents and information within the time specified in this subsection shall not
delay the conduct of the external review. However, if the insurer or its utilization review
organization fails to provide the documents and information within the time specified in
subdivision (b)(4), of this section, the assigned organization may terminate the external
review and make a decision to reverse the noncertification appeal decision—or—the
seeond-level-grievaneereview-decision. Within one business day of making the decision
under this subsection, the organization shall notify the covered person, the insurer, and
the Commissioner."

SECTION 10. G.S. 58-50-80(g) reads as rewritten:

"(g) Upon receipt of the information required to be forwarded under subsection (f) of

this sectlon the insurer may recon51der its noncertification appeal decision er-seceond-

: qev that is the subject of the external review.
Recon51deratlon by the insurer of its noncertification appeal decision er-second-level
grievanee-review-deeiston-under this subsection shall not delay or terminate the external
review. The external review shall be terminated if the insurer decides, upon completion
of its reconsideration, to reverse its noncertification appeal decision or—second-level
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g and provide coverage or payment for the requested health

.‘_.',‘,]H(m YL EAVEL gL
care service that is the subject of the noncertification appeal decision. ersecond-level

SECTION 11. G.S. 58-50-80(h) reads as rewritten:

"(h) Upon making the decision to reverse its noncertification appeal decision e
second-level-grievance-review-deeision-under subsection (g) of this section, the insurer
shall notify the covered person, the organization, and the Commissioner in writing of its
decision. The organization shall terminate the external review upon receipt of the notice
from the insurer sent under this subsection. "

SECTION 12. G.S. 58-50-80(j) reads as rewritten:

"(j) Within 45 days after the date of receipt by the Commissioner of the request for
external review, the assigned organization shall provide written notice of its decision to
uphold or reverse the noncertification appeal decision ef—seeond—lexﬁel-gﬂevaﬂee—re—wew
deeision—to the covered person, the insurer, the covered person’s provider who
performed or requested the service, and the Commissioner. In reaching a decision, the
assigned review organization is not bound by any decisions or conclusions reached
during the insurer’s utilization review process or the insurer’s internal grievanee-appeal
process under G-3-58-50-61—and-G-5-58-50-62- G.S. 58-50-61."

SECTION 13. G.S. 58-50-80(1) reads as rewritten:
~ "(1) Upon receipt of a notice of a decision under subsection (k) of this section
reversing the noncertification appeal deeision—or—second-level—grievance—review
decision, the insurer shall w1th1n three busmess days reverse the noncertification appeal
decision er-see - anee—t seiston-that was the subject of the review
and shall prov1de coverage or payment for the requested health -care service or supply
that was the subject of the noncertification appeal
review—decision. In the event the covered person is no longer enrolled in the health
benefit plan when the insurer receives notice of a decision under subsection (k) of this
section reversing the noncertification appeal decision-er-second-level-grievancereview
deemoﬂ the msurer that made the noncertification appeal decision er-second-level
ister-shall be responsible under this section only for the costs of
those services or supplies the covered person received or would have received prior to
disenrollment if the service had not been denied when first requested."
SECTION 14. G.S. 58-50-82 reads as rewritten:
"§ 58-50-82. Expedited external review. -

(a) Except as provided in subsection (g) of this section, a covered person may make
a written or oral request for an expedited external review with the Commissioner at the
time the covered person receives:

(1) A noncertification decision under G-5--58-58-6H) G.S. 58-50-61(g) if:

a. The covered person has a medical condition where the time frame for
completion of an expedited-urgent care claim review of an appeal involving a
noncertification set forth in G-5-58-50--6+H G.S. 58-50-61 (j) would be
reasonably expected to seriously jeopardize the life or health of the covered
person or would jeopardize the covered person’s ability to regain maximum
function; and
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b. The covered person has filed a request for-ap-expedited-appeat an urgent care
claim review of an appeal under 6-8-58-560-—-6H1H G.S. 58-50-61(}).

(2) An appeal decision under G.S. 58-50- 61(j)-ex(h that is not the insurers final
level of appeal upholding a noncertification if:
a. The noncertification appeal decision involves a medical condition of the
covered person for which the time frame for completion of an expedited

62(>-appeal of an urgent care claim would reasonably be expected to
seriously jeopardize the life or health of the covered person or jeopardize the
covered person’s ability to regain maximum function; and

b. The covered person has filed a request for-an-expedited-second-levelreview an
urgent care claim review of an appeal of a noncertification at the final level of
appeal offered by the insurer as set forth in 6:5-58-50-61G):G.S. 58-50-61
(1); or

(3) A-second-level-grievance-review-A final appeal decision under %5&69'62&9
or-(-G.S. 58-50-61(j)upholding a noncertification:

a. If the covered person has a medical condition where the time frame for
completion of a standard external review under G.S. 58-50- 80 would
reasonably be expected to seriously jeopardize the life or health of the
covered person or jeopardize the covered person’s ability to regain maximum

function; or
b. If the second-level-grievanee-final appeal concerns a noncertification of an

admission, availability of care, continued stay, or health care service for
which the covered person received emergency services, but has not been
discharged from a facility.

- (b) Within three days of receiving a request for an expedited external review, the

Commissioner shall complete all of the following:

(1) Notify the insurer that made the ﬂeﬁeemﬁeaﬂeﬂvnoncemheatmn or
noncertification appeal-deei
which is the subject of the request that the request has been received and provide
a copy of the request or verbally convey all of the information included in the
request. The Commissioner shall also request any information from the insurer
necessary to make the preliminary review set forth in G.S. 58-50- 80(b)(2) and
require the insurer to deliver the information not later than one day after the
request was made.

(2) Determine whether the request is eligible for external review and, if it is eligible
determine whether it is eligible for expedited review.

a. For a request made pursuant to subdivision (a)(1) of this section that the
Commissioner has determined meets the reviewability requirements set forth in
G.S. 58-50-80(b)(2), determine, based on medical advice from a medical
professional who is not affiliated with the organization that will be assigned to
conduct the external review of the request, whether the request should be
reviewed on an expedited basis because the time frame for completion of an

expedited-review-urgent care claim review of an appeal under G—S—SS—BQ—éJr(—H
H1107-CSRC-46 [v.3] House Bill 1107 Page 29
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1 G.S. 58-50-61(j)would reasonably be expected to seriously jeopardize the life or
2 health of the covered person or would jeopardize the covered person’s ability to
3 regain maximum function. The Commissioner shall then inform the covered
4 person, the covered person’s provider who performed or requested the service,
5 and the insurer whether the Commissioner has accepted the covered person’s
6 request for an expedited external review. If the Commissioner has accepted the
7 covered person’s request for an expedited external review, then the
8 Commissioner shall, in accordance with G.S. 58-50-80, assign an organization to
9 conduct the review within the appropriate time frame. If the Commissioner has
10 not accepted the covered person’s request for an expedited external review, then
11 the covered person shall be informed by the Commissioner that the covered
12 person must exhaust, at a minimum, one level of the insurer’s internal appeal
13 process under &-5-58-50-611) G.S. 58-50-61(j) before making another request
14 for an external review with the Commissioner.
15 b. For a request made pursuant to subdivision (a)(2) of this section that the
16 Commissioner has determined meets the reviewability requirements set forth in
17 G.S. 58-50-80(b)(2), the Commissioner shall determine, based on medical advice
18 from a medical professional who is not affiliated with the organization that will
19 be assigned to conduct the external review of the request, whether the request
20 should be reviewed on an expedited basis because the time frame for completion
21 of an expedited-review-urgent care claim review of an appeal under G-S--58-50-
22 62- G.S. 58-50-61 would reasonably be expected to seriously jeopardize the life
23 or health of the covered person or would jeopardize the covered person’s ability
24 to regain maximum function. The Commissioner shall then inform the covered
25 person, the covered person’s provider who performed or requested the service,
26 and the insurer whether the Commissioner has accepted the covered person’s
27 request for an expedited external review. If the Commissioner has accepted the
28 covered person’s request for an expedited external review, then the
29 Commissioner shall, in accordance with G.S. 58- 50-80, assign an organization
30 to conduct the review within the appropriate time frame. If the Commissioner has
31 not accepted the covered person’s request for an expedited external review, then
32 the covered person shall be informed by the Commissioner that the covered
33 person must exhaust the insurer’s internal grievanee-appeal process under-G-S-
34 58-50-62- G.S. 58-50-61 to obtain the insurer’s final appeal decision before
35 making another request for an external review with the Commissioner. ‘
36 c. For a request made pursuant to sub-subdivision (a)(3)a. of this section that the
37 Commissioner has determined meets the reviewability requirements set forth in
38 G.S. 58-50-80(b)(2), the Commissioner shall determine, based on medical advice
39 from a medical professional who is not affiliated with the organization that will
40 be assigned to conduct the external review of the request, whether the request
41 should be reviewed on an expedited basis because the time frame for completion
42 of a standard external review under G.S. 58-50-80 would reasonably be expected
43 to seriously jeopardize the life or health of the covered person or would
44 jeopardize the covered person’s ability to regain maximum function. The
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Commissioner shall then inform the covered person, the covered person’s
provider who performed or requested the service, and the insurer whether the
review will be conducted using an expedited or standard time frame and shall, in
accordance with G.S. 58-50-80, assign an organization to conduct the review
within the appropriate time frame.

d. For a request made pursuant to sub- subdivision (a)(3)b. of this section, that the
Commissioner has determined meets the reviewability requirements set forth in
G.S. 58-50-80(b)(2), the Commissioner shall, in accordance with G.S. 58-50-80,
assign an organization to conduct the expedited review and inform the covered
person, the covered person’s provider who performed or requested the service,
and the insurer of its decision.

(c) As soon as possible, but within the same day of receiving notice under
subdivision (b)(2) of this section that the request has been assigned to a review
organization, the insurer or its designee utilization review organization shall provide or
transmit all documents and 1nformatxon con51dered in makmg the noncertification
appeal decision 5€6 - ane stston-to the assigned review
organization electromcally or by telephone or facsimile or any other available
expeditious method.

(d) In addition to the documents and information provided or transmitted under
subsection (c) of this section, the assigned organization, to the extent the information or
documents are available, shall consider the following in reaching a decision:

(1) The covered person’s pertinent medical records.

(2) The attending health care provider’s recommendation.

(3) Consulting reports from appropriate health care providers and other documents
submitted by the insurer, covered person, or the covered person’s treating
provider.

(4) The most appropriate practice guldehnes that are based on sound clinical
evidence and that are periodically evaluated to assure ongoing efficacy.

(5) Any applicable clinical review criteria developed and used by the insurer or its
designee utilization review organization in making noncertification decisions.

(6) Medical necessity, as defined in G.S. 58-3-200(b).

(7) Any documentation supporting the medical necessity and appropriateness of the
provider’s recommendation. The assigned organization shall review the terms of
coverage under the covered person’s health benefit plan to ensure that the
organization’s decision shall not be contrary to the terms of coverage under the
covered person’s health benefit plan. The assigned ‘organization’s determination
shall be based on the covered person’s medical condition at the time of the initial
noncertification decision.

(e) As expeditiously as the covered person’s medical condition or circumstances
require, but not more than four days after the date of receipt of the request for an
expedited external review, the assigned organization shall make a decision to uphold or
reverse the—ﬂeﬂeef&ﬁe&taeﬁ— noncertification or noncertification appeal decision,—et
566 el-orievanee review—deeiston—and notify the covered person, the covered
person’s provider who performed or requested the service, the insurer, and the
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Commissioner of the decision. In reaching a decision, the assigned organization is not
bound by any decisions or conclusions reached during the insurer’s utilization review
process or internal grievanee-appeal process under G.S. 58-50-61and-G-S—58-50-62.

(f) If the notice provided under subsection (e) of this section was not in writing,
within two days after the date of providing that notice, the assigned organization shall
provide written confirmation of the decision to the covered person, the covered person’s
provider who performed or requested the service, the insurer, and the Commissioner and
include the information set forth in G.S. 58-50-80(m). Upon receipt of the notlce of a
decision under subsection (e) of this section that reverses the > %t
noncertification or noncertification appeal decision, erse > e W
deeistons-the insurer shall within one day reverse the Heﬂeeftmeatfen——noncertlhtatlon
or noncertification appeal-deeiston; decision et ‘
that was the subject of the review and shall prov1de coverage or payment for the
requested health care service or supply that was the subject of the—ﬂeﬁb%ﬁ&}ﬁc—&&eﬁ—
noncertification or noncertification appeal deeision: Frevanee—review
decision.

(g) An expedited external review shall not be provided for retrospective
noncertifications."

SECTION 15. G.S. 58-50-84(c) reads as rewritten:

"(c) A covered person may not file a subsequent request for extemal rev1ew
involving the same noncertification appeal decision e el-g :
deeiston-for wh1ch the covered person has already received an external review decision
under this Part.

SECTION 16. G.S. 58-50-90(c) reads as rewritten:

"(c) The report shall include in the aggregate and for each insurer:

(1) The total number of requests for external review.

(2) The number of requests for external review resolved and, of those
resolved, the number resolved upholding the noncertification appeal decision ersecond-
M%dﬂeefa%w—deaﬁeﬂ—and the number resolved reversing the noncertification
appeal deeisi

=3

3) The average length of time for resolution. :
(4) A summary of the types of coverages or cases for which an external
review was sought, as provided in the format required by the Commissioner.

(5) The number of external reviews under G.S. 58-50-80 that were terminated
as the result of a recon51derat10n by the insurer of its noncertification appeal decision ex

after the receipt of additional information from

the covered person.
(6) Any other information the Commissioner may request or require."
SECTION 17. G.S. 58-50-93(b) reads as rewritten: ‘
"(b) The description required under subsection (a) of this section shall include a
statement that informs the covered person of the right of the covered person to file a
request for an external review of a-ﬁeﬂeefuﬁeatw& nonceruﬁmtlon or noncertification

appeal decision e upholding a
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noncertification with the Commissioner. The statement shall include the telephone
number and address of the Commissioner."

SECTION 18. This act becomes effective upon ratification and shall be
implemented not later than March 1, 2004.

H1107-CSRC-46 [v.3] House Bill 1107 Page 33
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HOUSE BILL 596:

Motor Vehicle Insurance Rates

BILL ANALYSIS

Committee: House Insurance Introduced by: Representative Starnes

Date: April 23, 2003 Summary by: Kory J. Goldsmith

Version: Proposed Committee Substitute Committee Counsel
H596-CSRC-42[v.3]

SUMMARY: HB 596 would prohibit the use of credit scoring by insurance companies for setting rates,
terminating coverage or increasing rates for automobile insurance.

BILL ANALYSIS: Credit score is defined under the bill as "a score that is derived from an individual's
credit report in an algorithm, computer program, model, or other process that reduces the data to a number
or rating." '

The bill specifically prohibits private passenger motor vehicle insurers from using credit scoring as the
sole basis to:
Setting rates for new policies
e Terminate an existing policy or any coverage in an existing policy. v
e Subject a policy to consent to rate. "Consent to rate" is the process by which an insurer may
charge a rate in excess of the rate promulgated by the Rate Bureau with the written consent of the
insured.

EFFECTIVE DATE: Senate Bill 771 would become effective January 1, 2004 and would apply to
policies issued or renewed on or after that date and to applications made on or after that date.
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HOUSE BILL 596
PROPOSED COMMITTEE SUBSTITUTE H596-CSRC-42 [v.3}

4/23/2003 6:48:23 PM

Short Title: Motor Vehicle Insurance Rates. (Public)

Sponsors:

Referred to:

March 24, 2003

A BILL TO BE ENTITLED
AN ACT TO PROHIBIT INSURERS FROM USING A PERSON'S CREDIT
HISTORY WHEN DETERMINING AUTOMOBILE INSURANCE RATES,
TERMINATING INSURANCE COVERAGE OR SUBJECTING A POLICY TO
RATE INCREASES.

The General Assembly of North Carolina enacts:
SECTION 1. Article 36 of Chapter 58 of the General Statutes is amended by
adding a new section to read:
"§ 58-36-90. Prohibition on using credit scoring to rate nonfleet private passenger
motor vehicle.
(a) Definitions. — As used in this section:

(1)  "Credit report" means any written, oral, or other communication of any
information by a consumer reporting agency that bears on a
consumer's credit worthiness, credit standing, or credit capacity. Credit
report does not include accident or traffic violation records as
maintained by the North Carolina Division of Motor Vehicles or any
other law enforcement agency, a property loss report or claims history
that does not include information that bears on a consumer's credit
worthiness, credit standing, or credit capacity, or any report containing
information solely as to transactions or experiences between the
consumer and the person making the report.

(2) "Credit score" means a score that is derived by utilizing data from an
individual's credit report in an algorithm, computer program, model, or
other process that reduces the data to a number or rating.

(3)  "Private passenger motor vehicle" has the same meaning as set forth in
G.S. 58-40-10.
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(b)  Prohibitions. — In the rating and underwriting of private passenger motor
vehicle insurance, insurers shall not use credit scoring in any manner for the following
purposes:

(1) Providing a quote or establishing the rate for a new policy.

(2) Terminating an existing policy or any coverage in an existing policy.

(3) Subjecting a policy to consent to rate, as specified in G.S. 58-36-
30(b)."

SECTION 2. This act becomes effective January 1, 2004, and applies to

policies issued or renewed on or after that date and to applications for coverage made on
or after that date.

Page 2 House Bill 596 H596-CSRC-42 [v.3]
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HOUSE BILL 892:

Workers Comp. Interstate Carrier Duties

BILL ANALYSIS

Committee: House Insurance Committee Introduced by: Representatives Saunders and
Date: April 28, 2003 McComas
Version: House Bill 892-First Edition Summary by: Tim Hovis

Committee Counsel

SUMMARY: House Bill 892 would amend Chapter 97 of the General Statutes (Workers Compensation)
to provide that the common law shall determine whether a truck or tractor trailer driver is an independent
contractor or an "employee" under the state's workers compensation laws.

The statutory definition of an employee is included in the bill.

Under common law, the courts examine a variety of factors to determine whether a person is an employee
or an independent contractor including the following:

An employer's control over the individual's work environment.

Method of payment (lump sum or hourly).

Source of materials.

An individual's right to employ other persons.

Whether an individual maintains an independent business.

An employer's right to terminate an individual's employment, with or without good cause.
Payment of benefits by an employer, including insurance coverage.

EFFECTIVE DATE: House Bill 892 is effective when it becomes law and applies to claims arising on
or after October 1, 2003.

Legislative Services Office North Carolina General Assembly Research Division, 733-2578
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- HOUSE BILL 892
PROPOSED COMMITTEE SUBSTITUTE H892-CSRA-5 [v.1}

4/29/2003 9:42:02 AM

Short Title: Workers Comp./Interstate Carrier Drivers. (Public)
Sponsors: |
Referred to:
April 7, 2003
A BILL TO BE ENTITLED

AN ACT TO PROVIDE THAT THE COMMON LAW DETERMINES WHETHER A
DRIVER OF A TRUCK OR TRACTOR TRAILER OF AN INTERSTATE
MOTOR CARRIER IS AN EMPLOYEE SUBJECT TO THE WORKERS
COMPENSATION ACT.

The General Assembly of North Carolina enacts:

SECTION 1. G.S. 97-2(2) reads as rewritten:

"(2) Employee. — The term "employee" means every person engaged in an
employment under any appointment or contract of hire or
apprenticeship, express or implied, oral or written, including aliens,
and also minors, whether lawfully or unlawfully employed, but
excluding persons whose employment is both casual and not in the
course of the trade, business, profession or occupation of his employer,
and as relating to those so employed by the State, the term "employee"
shall include all officers and employees of the State, including such as
are elected by the people, or by the General Assembly, or appointed by
the Governor to serve on a per diem, part-time or fee basis, either with
or without the confirmation of the Senate; as relating to municipal
corporations and political subdivisions of the State, the term
"employee" shall include all officers and employees thereof, including
such as are elected by the people. The term "employee" shall include
members of the North Carolina national guard while on State active
duty under orders of the Governor and members of the North Carolina
State Defense Militia while on State active duty under orders of the
Governor. The term "employee" shall include deputy sheriffs and all
persons acting in the capacity of deputy sheriffs, whether appointed by
the sheriff or by the governing body of the county and whether serving
on a fee basis or on a salary basis, or whether deputy sheriffs serving
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upon a full-time basis or a part-time basis, and including deputy
sheriffs appointed to serve in an emergency, but as to those so
appointed, only during the continuation of the emergency. The sheriff
shall furnish to the board of county commissioners a complete list of
all deputy sheriffs named or appointed by him immediately after their
appointment, and notify the board of commissioners of any changes
made therein promptly after such changes are made. Any reference to
an employee who has been injured shall, when the employee is dead,
include also his legal representative, dependents, and other persons to
whom compensation may be payable: Provided, further, that any
employee as herein defined of a municipality, county, or of the State of
North Carolina while engaged in the discharge of his official duty
outside the jurisdictional or territorial limits of the municipality,
county, or the State of North Carolina and while acting pursuant to
authorization or instruction from any superior officer, shall have the
same rights under this Article as if such duty or activity were
performed within the territorial boundary limits of his employer.

Every executive officer elected or appointed and empowered in
accordance with the charter and bylaws of a corporation shall be
considered as an employee of such corporation under this Article.

Any such executive officer of a corporation may, notwithstanding
any other provision of this Article, be exempt from the coverage of the
corporation's insurance contract by such corporation specifically
excluding such executive officer in such contract of insurance and the
exclusion to remove such executive officer from the coverage shall
continue for the period such contract of insurance is in effect, and
during such period such executive officers thus exempted from the
coverage of the insurance contract shall not be employees of such
corporation under this Article.

All county agricultural extension service employees who do not
receive official federal appointments as employees of the United States
Department of Agriculture and who are field faculty members with
professional rank as designated in the memorandum of understanding
between the North Carolina Agricultural Extension Service, North
Carolina State University, A & T State University and the boards of
county commissioners shall be deemed to be employees of the State of
North Carolina. All other county agricultural extension service
employees paid from State or county funds shall be deemed to be
employees of the county board of commissioners in the county in
which the employee is employed for purposes of workers'
compensation.

The term employee shall also include members of the Civil Air
Patrol currently certified pursuant to G.S. 143B-491(a) when

House Bill 892 H892-CSRA-5 [v.1]
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1 performing duties in the course and scope of a State approved mission

2 pursuant to Article 11 of Chapter 143B.

3 Employee shall not include any person performing voluntary

4 service as a ski patrolman who receives no compensation for such

5 services other than meals or lodging or the use of ski tow or ski lift

6 facilities or any combination thereof. '

7 Any sole proprietor or partner of a business or any member of a

8 limited liability company may elect to be included as an employee

9 under the workers' compensation coverage of such business if he is
10 actively engaged in the operation of the business and if the insurer is
11 notified of his election to be so included. Any such sole proprietor or
12 partner or member of a limited liability company shall, upon such
13 election, be entitled to employee benefits and be subject to employee
14 responsibilities prescribed in this Article.
15 An individual in the interstate carrier industry who operates a truck.
16 tractor, or truck tractor licensed by a governmental motor vehicle
17 regulatory agency may be an employer or an independent contractor
18 under this Article dependent upon the application of the common law
19 test for determining employment status."
20 SECTION 2. This act is effective when it becomes law and applies to any

21  claim arising on or after October 1, 2003.

H892-CSRA-5 [v.1] House Bill 892 Page 3
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MINUTES
HOUSE COMMITTEE ON INSURANCE

April 30, 2003

The House Committee on Insurance met at 11:00 AM on April 29, 2003. The
following Representatives were present: Hugh Holliman, Mitchell Setzer,
John Hall, Lucy Allen, Bobby Barbee, Robert Grady, Charles Johnson,
Linda Johnson, David Lewis, David Miner, Karen Ray, Drew Saunders,
William Wainwright, Connie Wilson, Tom Wright, and Ex-officio Harold
Brubaker.

Chair Mitchell Setzer called the meeting to order and recognized the clerks
and thanked us for the hard work in preparing for the meeting. He
recognized the visitors and thanked them for attending. See Attachment I-
AA. He then recognized Rep. Saunders to explain HB-892. Rep.
Wainwright explained the changes in the PCS and asked for a motion for a
favorable report unfavorable to original bill. See Attachments I and I-A.

HB-339 was re-referred back to Insurance. Tim Hovis, Staff Attorney
explained the amendment and Linda Attarian spoke to several questions
raised by Rep. Wilson and Rep. Grady. It was amended on page 30, line 23.
Rep. Saunders moved for a favorable report as amended and the amendment
carried. Rep. Saunders made a motion for a favorable report on the bill. See
Attachments II and II-A.

Rep. Cole was called on the explain HB-1152. Rep. Cole showed a video and
used props to demonstrate the importance of this legislation. See
Attachments, III, III-A, III-B, III-C, III-D. The video is a WRAL-TV tape
with Jennifer Julian, Titled “Poor Parts Policy”. Mark Barnes of Zebulon,
Henry Jones, Lobbyist, and Mike Causey, Lobbyist and Paul White, a car



Page 2

dealer of Wendell all spoke in favor of this legislation. Eileen Sottile spoke
against the bill.

Chair Setzer announced the meeting would move to reconvene in room 424,
After a show of hands and not having a quorum it was decided the meeting
would adjourn. A motion was on the floor for a favorable report for HB-
1152. Rep. Setzer asked if there was any more discussion, hearing none, the
motion passed.

The meeting was adjourned at 12:00. The next meeting will tomorrow, May
1,2003 at 8:30 AM.

Rep. Hugh Holliman

Rep. Mitchell Setzer

J&Wﬁ%w
Carol Bowers/Joanna Mills, Clerks
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2003 COMMITTEE REPORT
HOUSE OF REPRESENTATIVES

The following repoft(s) from standing committee(s) is/are presented:
By Representatives. Holliman and Setzer, (Chairs) for the Committee on INSURANCE.

Committee Substitute for
H.B. 339 ABILL TO BE ENTITLED AN ACT TO CONFORM NORTH CAROLINA'S THIRD
PARTY ADMINISTRATOR '

ARTICLE TO REVISIONS TO THE NAIC MODEL THIRD PARTY
ADMINISTRATOR STATUTE; REQUIRE GROUP ANNUITY INSURERS TO
ISSUE INDIVIDUAL CERTIFICATES OF COVERAGE TO EACH ANNUITANT;
REORGANIZE ARTICLE 60 OF CHAPTER 58 OF THE GENERAL STATUTES
AND AMEND CURRENT DISCLOSURE REQUIREMENTS FOR SOLICITATION OF
LIFE INSURANCE PRODUCTS AND ANNUITIES; REQUIRE INSURERS TO
NOTIFY EMPLOYEES OF THE EXISTENCE OF EMPLOYER-OWNED LIFE
INSURANCE POLICIES WITHIN THIRTY DAYS AFTER THE EFFECTIVE
DATE OF COVERAGE; REQUIRE THAT ASSOCIATION PREMIUM RATES FOR
ACCIDENT AND HEALTH INSURANCE BE ACTUARIALLY SOUND AND THAT
ASSOCIATIONS BE RATED AS A SINGLE GROUP WHEN THE COVERAGE
PROVIDED IS NOT EMPLOYER-BASED; LIMIT AN INDIVIDUAL ACCIDENT
AND HEALTH INSURER'S USE OF AN INDIVIDUAL'S OWN CLAIMS'
EXPERIENCE TO DEVELOP THE INDIVIDUAL'S RENEWAL RATE; EXEMPT
A SOLE PROPRIETOR FROM THE FULL-TIME BASIS OR THIRTY-HOUR
WORKWEEK REQUIREMENTS TO BE ELIGIBLE FOR LARGE GROUP HEALTH
COVERAGE LIKE THE PROPRIETOR'S FULL-TIME EMPLOYEES; CORRECT
AN INADVERTENT CROSS-REFERENCE IN ORDER TO REAPPLY NEWBORN
COVERAGE TO A MORE COMPREHENSIVE GROUP OF INSURERS;
TECHNICALLY CORRECT AN OMISSION REGARDING PROVISIONS

' - GOVERNING PREEXISTING CONDITIONS FOR LIMITED HEALTH,
SUPPLEMENTAL HEALTH, AND SPECIFIED DISEASE POLICIES; DECREASE
THE TOTAL NUMBER OF MEMBERS THAT SERVE ON THE SMALL EMPLOYER
REINSURANCE POOL BOARD FROM NINE TO SIX; ALLOW PERSONS
RETROACTIVELY ENROLLED IN MEDICARE PART B THE SAME SIX-MONTH -
OPEN ENROLLMENT PERIOD FOR MEDICARE SUPPLEMENT PLANS AS
PERSONS WHO ENROLLED IN MEDICARE PART B WITHOUT A RETROACTIVE
EFFECTIVE DATE OF COVERAGE; TECHNICALLY CORRECT THE
REVOCATION AND SUSPENSION LAW TO INCLUDE A BENEFICIARY OF A
LIFE OR ANNUITY CONTRACT AS A CLAIMANT; MANDATE HEALTH
BENEFIT COVERAGE FOR DESIGNATED TRAVEL EXPENSES WHEN THE
REQUIRED DISTANCE TRAVELED THRESHOLD IS MET; AND MAKE
TECHNICAL CORRECTIONS TO THE CREDIT INSURANCE LAWS.

[] With a favorable report.

[] With a favorable report and recommendation that the bill be re-referred to the Commxttee on
Appropriations [:] F inance [ ]

[] With a favorable report, as amended.

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

' . [X With a favorable report.as to. the commlttee substltute bill- (#«& )4 which changes the
title, unfavorable as to -ét-be-eﬂgﬂmi"b'ﬂ'})-(Commxttee Substitute Bill # - =), (end—
mcqmmendamn_mwm_&mttﬁe,subsmute bﬂ]—-#»-—m-f ) be‘re-pefepred»to»then(;amm;ttgg
"ef'}m'a*m)m



2003 COMMITTEE REPORT
HOUSE OF REPRESENTATIVES

The following report(s) from standing committee(s) is/are presented:
By Representatives Holliman and Setzer, (Chairs) for the Committee on INSURANCE.

[ ] Committee Substitute for

HB. 892 A BILL TO BE ENTITLED AN ACT TO PROVIDE THAT THE COMMON
LAW DETERMINES WHETHER A DRIVER OF A TRUCK OR TRACTOR TRAILER
OF AN INTERSTATE MOTOR CARRIER IS AN EMPLOYEE SUBJECT TO THE
WORKERS' COMPENSATION ACT.

[J With a favorable report.

[[] With a favorable report and recommendation that the bill be re-referred to the Committee on
Appropriations [_] Finance [_] .

(] With a favorable ‘report, as amended.

- [J Witha favbrable report, as amended, and recommendation that the bill be re-referred to the
Committee on Appropriations [_] Finance [_] .

D4 With a favorable report as to the committee substitute bil ), IE which changes the

. tltle unfavorable as to‘(~the orxgmal blllj (Gemﬁee&»bs@ﬁa&-BTﬂ'#“‘ﬁ-(qu.
O g g Tbererreferred-to-the-Gomimitiee

on-——)—

(] With a favorable report as to House committee substitute bill # ), [ which changes
the title, unfavorable as to Senate committee substitute bill.

(] With an unfavorable report.

(] With recommendation that the House concur.

(] With recommendation that the House do not concur.

[} With recommendation that the House do not concur; request conferees:

(] With recommendation that the House concur; committee believes bill to be material.
(] With an unfavorable report, with a Minority Report atta?hed.

] Without prejudice.

[] With an indefinite postponement report.

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

(] With recommendation that it be adopted. (HOUSE RESOLUTION ONLY) ,
03/19/03
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GENERAL ASSEMBLY OF NORTH CAROLINA
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HOUSE BILL 892
PROPOSED COMMITTEE SUBSTITUTE H892-CSRG-15 [v.1]

4/30/2003 8:31:20 AM

Short Title: Workers Comp./Interstate Carrier Drivers. (Public)
Sponsors:
Referred to:
April 7, 2003
A BILL TO BE ENTITLED

AN ACT TO PROVIDE THAT THE COMMON LAW DETERMINES WHETHER A
DRIVER OF A TRUCK, TRACTOR, OR TRUCK TRACTOR TRAILER OF AN
INTERSTATE MOTOR CARRIER IS AN EMPLOYEE SUBJECT TO THE
WORKERS' COMPENSATION ACT AND TO- DEFINE THE OBLIGATIONS
UNDER THE ACT FOR SUCH DRIVERS.

The General Assembly of North Carolina enacts:

SECTION 1. Article 1 of Chapter 97 of the General Statutes is amended by
adding a new section to read:

"§ 97-19.1. Truck, tractor or truck tractor driver's status as employee or

independent contractor.

An individual in the intérstate carrier industry who operates a truck, tractor, or truck
tractor licensed by a governmental motor vehicle regulatory agency may be an
employee or an independent contractor under this Article dependent upon the
application of the common law test for determining employment status.

Any principal contractor, intermediate contractor or subcontractor, irrespective of
whether such contractor regularly employs three or more employees, who contracts with

“an individual in the interstate carrier industry who operates a truck, tractor, or truck

tractor licensed by a governmental motor vehicle regulatory agency, who has not
secured the payment of compensation in the manner provided for employers set forth in
G.S. 97-93 for himself personally and for his employees and subcontractors, if any,
shall be liable as an employer under this Article for the payment of compensation and
other benefits on account of the injury or death of the independent contractor and his
employees or subcontractors due to an accident arising out of and in the course of the
performance of the work covered by such contract.

The principal contractor, intermediate contractor, or subcontractor may insure any
and all of his independent contractors and their employees or subcontractors in a blanket
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policy and when insured the independent contractors, subcontractors and employees
will be entitled to compensation benefits under the blanket policy.

A principal contractor, intermediate contractor, or subcontractor may include in the
governing contract with an independent contractor in the interstate carrier industry who
operates a truck, tractor, or truck tractor licensed by a governmental motor vehicle
regulatory agency an agreement for the independent contractor to reimburse the cost of
covering that independent contractor under the principal contractors, intermediate
contractor's or subcontractor's coverage of his business." '

SECTION 2. This act is effective when it becomes law and applies to any
claim arising on or after October 1, 2003. |

Page 2 House Bill 892 H892-CSRG-15 [v.1]
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NORTH CAROLINA GENERAL ASSEMBLY AMENDMENT I
(Please type or use ballpoint pen) WCA/?&&M
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EDITION No.

H. B. No. 89 2- ‘ DATE L(L/ch?/o}-
H¥92-ecSRA -5 [v L] !
S. B. No. Amendment No.
: {to be filled in by
COMMITTEE SUBSTITUTE Principal Clerk)
Rep. )
Sen.)

moves to amend the bill on page I , line 3

() WHICH CHANGES THE

TITL, W ) .
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