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CHAPTER 1128
A.B. No. 1672
I NSURANCE

AN ACT to amend Section 6254 of the Government Code, to anend Sections 1343 and 1367 of,
to add Section 1393.6 to, and to add Articles 3.1 (conmencing with Section 1357) and 3. 15
(comrencing with Section 1357.50) to Chapter 2.2 of Division 2 of, the Health and Safety
Code, and to anend Sections 12700, 12710, and 12739.2 of, to add Article 7 (comencing
with Section 10198.6) to Chapter 1 of Part 2 of Division 2 of, and to add Chapter 14
(comrencing with Section 10700) to Part 2 of Division 2, of the Insurance Code, relating
to health insurance, and maki ng an appropriation therefor.

[ Approved by Governor Septenber 28, 1992.]
[Filed with Secretary of State Septenber 29, 1992.]
LEGQ SLATI VE COUNSEL' S DI GEST
AB 1672, Margolin. Insurance.

Exi sting | aw does not require health insurers and related entities such as health care
service plans, nonprofit hospital service plans, or other related entities, to provide
heal th coverage for specific groups of people. Existing | aw does provide for a major
nedi cal insurance programto provide health coverage to certain persons, which program may
provi de coverage through participating health plans.

This bill would enact a conprehensive scheme for providing health insurance to small
enpl oyer groups, which would, anmong other things, do all of the foll ow ng:

(1) State legislative intent.

(2) Define "small enployer"” to nean any person, firm corporation, partnership, or
association who is actively engaged in busi ness who, on at |east 50% of its working days
during the preceding cal endar quarter, enployed until July 1, 1994, at least 5 eligible
enpl oyees, until July 1, 1995, at |least 4 eligible enployees, and thereafter, at |east 3
eligible enployees, but not nore than 50 eligible enployees.

(3) Enact parallel regulations for health care service plans and for health plans
subject to the jurisdiction of the Departnent of |nsurance.

(4) Require health care service plans and other health plans to fairly and
affirmatively offer, market, and sell health benefits coverage to all small enployers in a
service area in which the carrier makes coverage avail abl e or provides benefits.

(5) Regul ate those plans as to preexisting condition provisions, requirements that
coverage be offered and renewed for small enployers, rates and rate distinctions, and

other matters.
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(6) Authorize the creation of the California Small G oup Reinsurance Fund, to provide
reinsurance to those electing to participate, and woul d authorize the fund to inpose
assessnents on nenbers.

(7) Create the Voluntary Alliance Uniting Enpl oyers Purchasing Programin the Health
and Wl fare Agency, to be adninistered by the Major R sk Medical |nsurance Board. Health
pl ans could satisfy their obligation to market health benefits coverage to small enployers
by participating in the program It would enter into contracts with these carriers to
provi de health benefits coverage to eligible enployees. The board would establish a
mechani smto collect premuns, and to pay contractors. The bill would create the
Vol untary Alliance Uniting Enployers Fund and make provisions for continuous appropriation
fromit, thus naking an appropriation

(8) Provide for the adoption of regul ations by the Conmm ssioner of Corporations and the
I nsurance Conmi ssi oner

(9) The bill would enact various related provisions, including provisions for
adm ni strative fines against health care service plans and provisions relating to
confidentiality of records.

(10) The bill would authorize the Major R sk Medical |nsurance Programto |end noney to
the Voluntary Alliance Uniting Enployers Purchasing Program and to related entities.

(11) The bill would enact provisions regulating preexisting condition requirenments and
wai ting periods generally.

(12) The bill would transfer the California Mijor Ri sk Medical Insurance Programfrom
t he Busi ness, Transportation, and Housi ng Agency to the Health and Wl fare Agency.

(13) The bill would beconme operative July 1, 1993, except for specified provisions
whi ch woul d becone operative March 1, 1993.

(14) This bill would incorporate additional amendnents to Section 6254 of the
Gover nment Code proposed by SB 315, contingent upon the prior enactnent of that bill

This bill would incorporate additional amendnments to Section 1343 of the Health and
Saf ety Code proposed by SB 1708, contingent upon the prior enactnent of that bill

(15) Since a violation of provisions relating to health care service plans would be a
nm sdeneanor, the bill would i npose a state-nmandated | ocal program

(16) The California Constitution requires the state to reinburse |ocal agencies and
school districts for certain costs nandated by the state. Statutory provisions establish
procedures for naking that reinmbursenent.

This bill would provide that no reinbursenment is required by this act for a specified
reason.

Appropriation: yes.
The people of the State of California do enact as foll ows:
SECTION 1. It is the intent of the Legislature in enacting this act to guarantee the
availability and renewability of health insurance to snmall enployers, to prevent abusive

rating practices, to require disclosure of rating practices to purchasers, to establish
rules for continuity of coverage for enployers and covered individuals, to inprove the
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efficiency and fairness of the small group health coverage narketplace, and to hel p make
coverage nore affordable by establishing a purchasing pool for snmall enployers. The
provisions of this act are developed to assure the availability of appropriate health
benefit plans to snmall enployers that enploy 3 to 50 enployees and to establish a

pur chasi ng pool to provide health benefits coverage to enpl oyees of participating

enpl oyers in the nmanner of a single large group. Carriers in the small enpl oyer market
are required to rate within prescribed lints, to guarantee the issuance and renewability
of health coverage, to guarantee the continuity of coverage, to adhere to limtations on
t he exclusion of preexisting conditions, and to adhere to rules regarding m ni num
participation requirenents.

The Voluntary Alliance Uniting Enployers Purchasing Programw || nake avail abl e t hrough
its contracting process a choice of carriers that provide, arrange, or pay for quality
health services in a cost-effective nanner. It will provide its participants with the

benefits of its contracting expertise and the administrative savings that can result from
t he pooling of small groups.

SEC. 2. Section 6254 of the Governnent Code is amended to read:
<< CA GOVT 8§ 6254 >>

6254. Except as provided in Section 6254.7, nothing in this chapter shall be construed to
require di sclosure of records that are any of the foll ow ng:

(a) Prelimnary drafts, notes, or interagency or intra-agency menoranda which are not
retained by the public agency in the ordinary course of business, provided that the public
interest in withholding those records clearly outweighs the public interest in disclosure.

(b) Records pertaining to pending litigation to which the public agency is a party, or to
clains nade pursuant to Division 3.6 (comencing with Section 810), until the pending
litigation or claimhas been finally adjudicated or otherw se settl ed.

(c) Personnel, nedical, or simlar files, the disclosure of which would constitute an
unwar rant ed i nvasi on of personal privacy.

(d) Contained in or related to:

(1) Applications filed with any state agency responsible for the regulation or
supervi sion of the issuance of securities or of financial institutions, including, but not
limted to, banks, savings and | oan associations, industrial |oan conpanies, credit

uni ons, and insurance conpani es.

(2) Exam nation, operating, or condition reports prepared by, on behalf of, or for the
use of, any state agency referred to in paragraph (1).

(3) Prelimnary drafts, notes, or interagency or intra-agency comunications prepared by,
on behalf of, or for the use of, any state agency referred to in paragraph (1).

(4) Information received in confidence by any state agency referred to in paragraph (1).
(e) Ceol ogical and geophysical data, plant production data, and sinmilar information
relating to utility systems devel opnent, or narket or crop reports, which are obtained in
confi dence from any person

(f) Records of conmplaints to, or investigations conducted by, or records of intelligence
information or security procedures of, the office of the Attorney Ceneral and the
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Depart nent of Justice, and any state or |ocal police agency, or any investigatory or
security files conpiled by any other state or |ocal police agency, or any investigatory or
security files conpiled by any other state or |ocal agency for correctional, |aw
enforcenent, or |icensing purposes, except that state and | ocal |aw enforcenent agencies
shal I discl ose the names and addresses of persons involved in, or witnesses other than
confidential informants to, the incident, the description of any property involved, the
date, tine, and location of the incident, all diagrans, statenments of the parties involved
in the incident, the statements of all witnesses, other than confidential informants, to
the victins of an incident, or an authorized representative thereof, an insurance carrier
agai nst which a clai mhas been or might be nade, and any person suffering bodily injury or
property damage or |oss, as the result of the incident caused by arson, burglary, fire,
expl osi on, |arceny, robbery, vandalism vehicle theft, or a crime as defined by

subdi vision (c) of Section 13960, unless the disclosure woul d endanger the safety of a

Wi t ness or other person involved in the investigation, or unless disclosure would endanger
t he successful conpletion of the investigation or a related investigation. However,
nothing in this division shall require the disclosure of that portion of those

i nvestigative files which reflect the analysis or conclusions of the investigating

of ficer.

O her provisions of this subdivision notw thstanding, state and | ocal |aw enforcenent
agenci es shall nake public the follow ng information, except to the extent that disclosure
of a particular itemof information would endanger the safety of a person involved in an
i nvestigation or woul d endanger the successful conpletion of the investigation or a
rel ated investigation:

(1) The full nane, current address, and occupation of every individual arrested by the
agency, the individual's physical description including date of birth, color of eyes and
hair, sex, height and weight, the tine and date of arrest, the tine and date of booking,
the location of the arrest, the factual circunstances surrounding the arrest, the anpunt
of bail set, the tine and manner of release or the location where the individual is
currently being held, and all charges the individual is being held upon, including any
out standi ng warrants from ot her jurisdictions and parole or probation holds.

(2) <<-* * *.>> <<+Subject to the restrictions inmposed by Section 841.5 of the Pena
Code, t+>>he tine, substance, and | ocation of all conplaints or requests for assistance
recei ved by the agency and the tinme and nature of the response thereto, including, to the
extent the information regarding crimes alleged or committed or any other incident

i nvestigated is recorded, the time, date, and |location of occurrence, the tine and date of
the report, the nanme, age, and current address of the victim except that the address of
the victimof any crinme defined by Section 261, 264, 264.1, 273a, 273d, 273.5, 286, 288,
288a, 289, 422.6, 422.7, or 422.75 of the Penal Code shall not be disclosed, the factua
ci rcunst ances surrounding the crinme or incident, and a general description of any
injuries, property, or weapons involved. The nane of a victimof any crime defined by
Section 261, 264, 264.1, 273a, 273d, 273.5, 286, 288, 288a, 289, 422.6, 422.7, or 422.75
of the Penal Code may be withheld at the victims request, or at the request of the
victims parent or guardian if the victimis a mnor. Wen a person is the victimof nore
than one crinme, information disclosing that the person is a victimof a crinme defined by
Section 261, 264, 264.1, 273a, 273d, 286, 288, 288a, 289, 422.6, 422.7, or 422.75 of the
Penal Code may be deleted at the request of the victim or the victims parent or guardian
if the victimis a mnor, in making the report of the crine, or of any crime or incident
acconpanying the crine, available to the public in conpliance with the requirenents of
t hi s paragraph.

(g) Test questions, scoring keys, and other exanination data used to administer a
i censi ng exani nation, exani nation for enployment, or academ c exam nation, except as
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provided for in Chapter 3 (conmmencing with Section 99150) of Part 65 of the Education
Code.

(h) The contents of real estate appraisals or engineering or feasibility estimtes and
eval uations nade for or by the state or |ocal agency relative to the acquisition of
property, or to prospective public supply and construction contracts, until all of the
property has been acquired or all of the contract agreenent obtained. However, the |aw of
enmi nent donmai n shall not be affected by this provision

(i) Information required fromany taxpayer in connection with the collection of |oca
taxes which is received in confidence and the disclosure of the information to other
persons would result in unfair conpetitive disadvantage to the person supplying the
i nformati on.

(j) Library circulation records kept for the purpose of identifying the borrower of itens
available in libraries, and library and nuseum nateri als made or acquired and presented
solely for reference or exhibition purposes. The exenption in this subdivision shall not
apply to records of fines inposed on the borrowers.

(k) Records the disclosure of which is exenpted or prohibited pursuant to federal or
state law, including, but not Iimted to, provisions of the Evidence Code relating to
privil ege.

(1) Correspondence of and to the Governor or enployees of the Governor's office or in the
custody of or maintained by the Governor's |legal affairs secretary, provided that public
records shall not be transferred to the custody of the Governor's |legal affairs secretary
to evade the disclosure provisions of this chapter.

(m In the custody of or maintained by the Legislative Counsel

(n) Statenments of personal worth or personal financial data required by a |icensing
agency and filed by an applicant with the licensing agency to establish his or her
personal qualification for the license, certificate, or permt applied for

(o) Financial data contained in applications for financing under Division 27 (conmencing
with Section 44500) of the Health and Safety Code, where an authorized officer of the
California Pollution Control Financing Authority determines that disclosure of the
financial data would be conpetitively injurious to the applicant and the data is required
in order to obtain guarantees fromthe United States Small Business Administration. The
California Pollution Control Financing Authority shall adopt rules for review of
i ndi vidual requests for confidentiality under this section and for nmaking available to the
public those portions of an application which are subject to disclosure under this
chapter.

(p) Records of state agencies related to activities governed by Chapter 10.3 (conmencing
with Section 3512) of Division 4 of Title 1, Chapter 10.5 (commencing with Section 3525)
of Division 4 of Title 1, and Chapter 12 (comrencing with Section 3560) of Division 4 of
Title 1, which reveal a state agency's deliberative processes, inpressions, evaluations,
opi ni ons, recomendations, neeting mnutes, research, work products, theories, or
strategy, or which provide instruction, advice, or training to enpl oyees who do not have
full collective bargaining and representation rights under the above chapters. Nothing in
thi s subdivision shall be construed to linmt the disclosure duties of a state agency with
respect to any other records relating to the activities governed by the enpl oyee rel ations
acts referred to in this subdivision

(g) Records of state agencies related to activities governed by Articles 2.6 (conmencing
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with Section 14081), 2.8 (comencing with Section 14087.5), and 2.91 (comencing with
Section 14089) of Chapter 7 of Part 3 of Division 9 of the Wl fare and Institutions Code,
whi ch reveal the special negotiator's deliberative processes, discussions, comunications,
or any other portion of the negotiations with providers of health care services,

i mpressi ons, opinions, recomendations, meeting mnutes, research, work product, theories,
or strategy, or which provide instruction, advice, or training to enpl oyees.

Except for the portion of a contract containing the rates of payment, contracts for
inpatient services entered into pursuant to these articles, on or after April 1, 1984,
shal |l be open to inspection one year after they are fully executed. 1In the event that a
contract for inpatient services which is entered into prior to April 1, 1984, is anended
on or after April 1, 1984, the amendnment, except for any portion containing the rates of
paynment, shall be open to inspection one year after it is fully executed. |If the
California Medical Assistance Commission enters into contracts with health care providers
for other than inpatient hospital services, those contracts shall be open to inspection
one year after they are fully executed.

Three years after a contract or amendnent is open to inspection under this subdivision,
the portion of the contract or anendnent containing the rates of paynent shall be open to
i nspecti on.

Not wi t hst andi ng any ot her provision of law, the entire contract or anendment shall be
open to inspection by the Joint Legislative Audit Committee. The Joint Legislative Audit
Conmittee shall maintain the confidentiality of the contracts and anendnents until such
time as a contract or amendnent is fully open to inspection by the public.

(r) Records of Native Anerican graves, ceneteries, and sacred places mai ntained by the
Native American Heritage Conm ssion.

(s) Afinal accreditation report of the Joint Conm ssion on Accreditation of Hospitals
whi ch has been transmitted to the State Departnent of Health Services pursuant to
subdi vision (b) of Section 1282 of the Health and Safety Code.

(t) Records of a local hospital district, formed pursuant to Division 23 (comenci ng
with Section 32000) of the Health and Safety Code, <<+or the records of a munici pal
hospital, fornmed pursuant to Article 7 (comencing with Section 37600) or Article 8
(comrencing with Section 37650) of Chapter 5 of Division 3 of Title 4 of this code, +>>
which relate to any contract with an insurer or nonprofit hospital service plan for
i npati ent or outpatient services for alternative rates pursuant to Section 10133 or 11512
of the Insurance Code. However, the record shall be open to inspection within one year
after the contract is fully executed.

(u) Information contained in applications for licenses to carry conceal ed weapons i ssued
by the sheriff of a county or the chief or other head of a nunicipal police department
whi ch indicates when or where the applicant is vulnerable to attack or which concerns the
applicant's nedical or psychol ogical history or that of nenbers of his or her famly.

(v) Residence addresses contained in |icensure applications and registration applications
for collection agencies as nay be required by the Bureau of Collection and Investigative
Services of the Departnent of Consuner Affairs pursuant to Sections 6876.2, 6877, 6878,
and 6894. 3 of the Business and Professions Code.

(w) (1) Records of the Major Risk Medical Insurance Programrelated to activities
governed by Part 6.3 (comencing with Section 12695), and Part 6.5 (comrencing with
Section 12700), of Division 2 of the Insurance Code, and which reveal the deliberative
processes, discussions, conmunications, or any other portion of the negotiations with
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heal th plans, or the inpressions, opinions, recomendations, meeting mnutes, research
wor k product, theories, or strategy of the board or its staff, or records that provide
i nstructions, advice, or training to enployees.

(2) (A) Except for the portion of a contract that contains the rates of paynent,
contracts for health coverage entered into pursuant to Part 6.3 (conmencing with Section
12695), or Part 6.5 (commencing with Section 12700), of Division 2 of the |Insurance Code,
on or after July 1, 1991, shall be open to inspection one year after they have been fully
execut ed.

(B) In the event that a contract for health coverage that is entered into prior to July
1, 1991, is anended on or after July 1, 1991, the amendnent, except for any portion
containing the rates of paynent shall be open to inspection one year after the amendment
has been fully executed.

(3) Three years after a contract or anmendnent is open to inspection pursuant to this
subdi vi sion, the portion of the contract or anendnent containing the rates of paynent
shall be open to inspection

(4) Notwi thstandi ng any ot her provision of law, the entire contract or amendnments to a
contract shall be open to inspection by the Joint Legislative Audit Conmittee. The Joint
Legislative Audit Comrittee shall naintain the confidentiality of the contracts and
amendnents thereto, until the contract or anmendnents to a contract is open to inspection
pursuant to paragraph (3).

<<+(x) (1) Records of the Major Risk Medical Insurance Programrelated to activities
governed by Chapter 14 (conmmencing with Section 10700) of Part 2 of Division 2 of the

I nsurance Code, and that reveal the deliberative processes, discussions, comunications,
or any other portion of the negotiations with health plans, or the inpressions, opinions,
recomendati ons, meeting mnutes, research, work product, theories, or strategy of the
board or its staff, or records that provide instructions, advice, or training to

enpl oyees. +>>

<<+(2) Except for the portion of a contract that contains the rates of paynent, contracts
for health coverage entered into pursuant to Chapter 14 (comencing with Section 10700)
of Part 2 of Division 2 of the Insurance Code, on or after January 1, 1993, shall be open
to inspection one year after they have been fully executed. +>>

<<+(3) Notwithstandi ng any other provision of law, the entire contract or anendnments to a
contract shall be open to inspection by the Joint Legislative Audit Conmittee. The Joint
Legislative Audit Comrittee shall naintain the confidentiality of the contracts and
anendnents thereto, until the contract or anendnents to a contract is open to inspection
pursuant to paragraph (2).+>>

Nothing in this section prevents any agency fromopening its records concerning the
adm ni stration of the agency to public inspection, unless disclosure is otherw se
prohi bited by | aw

Nothing in this section prevents any health facility fromdisclosing to a certified
bar gai ni ng agent rel evant financing information pursuant to Section 8 of the Nationa
Labor Rel ations Act.

SEC. 2.5. Section 6254 of the Government Code is anended to read:

<< CA GOVT § 6254 >>
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6254. Except as provided in Section 6254.7, nothing in this chapter shall be construed to
require disclosure of records that are any of the follow ng:

(a) Prelimnary drafts, notes, or interagency or intra-agency nenoranda which are not
retai ned by the public agency in the ordinary course of business, provided that the public
interest in withholding those records clearly outweighs the public interest in disclosure.

(b) Records pertaining to pending litigation to which the public agency is a party, or to
clains nmade pursuant to Division 3.6 (comencing with Section 810), until the pending
litigation or claimhas been finally adjudicated or otherw se settled.

(c) Personnel, nedical, or simlar files, the disclosure of which would constitute an
unwar r ant ed i nvasi on of personal privacy.

(d) Contained in or related to:

(1) Applications filed with any state agency responsible for the regulation or
supervi sion of the issuance of securities or of financial institutions, including, but not
l[imted to, banks, savings and | oan associations, industrial |oan conpanies, credit

uni ons, and insurance conpani es.

(2) Examination, operating, or condition reports prepared by, on behalf of, or for the
use of, any state agency referred to in paragraph (1).

(3) Prelimnary drafts, notes, or interagency or intra-agency comunications prepared by,
on behalf of, or for the use of, any state agency referred to in paragraph (1).

(4) Information received in confidence by any state agency referred to in paragraph (1).

(e) Ceol ogical and geophysical data, plant production data, and sinilar information
relating to utility systems devel opment, or narket or crop reports, which are obtained in
confi dence from any person

(f) Records of conmplaints to, or investigations conducted by, or records of intelligence
information or security procedures of, the office of the Attorney CGeneral and the
Departnment of Justice, and any state or local police agency, or any investigatory or
security files conpiled by any other state or |ocal police agency, or any investigatory or
security files conpiled by any other state or |ocal agency for correctional, |aw
enforcenent, or licensing purposes, except that state and |ocal |aw enforcenent agencies
shal | disclose the names and addresses of persons involved in, or witnesses other than
confidential informants to, the incident, the description of any property involved, the
date, tinme, and location of the incident, all diagrams, statenments of the parties involved
in the incident, the statenents of all wi tnesses, other than confidential informants, to
the victins of an incident, or an authorized representative thereof, an insurance carrier
agai nst which a claimhas been or mght be nade, and any person suffering bodily injury or
property danmage or |oss, as the result of the incident caused by arson, burglary, fire,
expl osion, larceny, robbery, vandalism vehicle theft, or a crine as defined by
subdi vision (c) of Section 13960, unless the disclosure woul d endanger the safety of a
wi t ness or other person involved in the investigation, or unless disclosure would endanger
t he successful conpletion of the investigation or a related investigation. However,
nothing in this division shall require the disclosure of that portion of those
i nvestigative files which reflect the analysis or conclusions of the investigating
of ficer.

O her provisions of this subdivision notw thstandi ng, state and | ocal |aw enforcenent
agenci es shall nake public the follow ng infornation, except to the extent that disclosure
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of a particular itemof information would endanger the safety of a person involved in an
i nvestigation or would endanger the successful conpletion of the investigation or a
rel ated investigation:

(1) The full nane, current address, and occupation of every individual arrested by the
agency, the individual's physical description including date of birth, color of eyes and
hair, sex, height and weight, the tine and date of arrest, the tine and date of booking,
the I ocation of the arrest, the factual circunstances surrounding the arrest, the anount
of bail set, the time and manner of release or the |ocation where the individual is
currently being held, and all charges the individual is being held upon, including any
out standi ng warrants from other jurisdictions and parole or probation holds.

(2) <<-* * *.>> <<+Subject to the restrictions inmposed by Section 841.5 of the Pena
Code, t+>>he tine, substance, and |ocation of all conplaints or requests for assistance
recei ved by the agency and the tinme and nature of the response thereto, including, to the
extent the information regarding crinmes alleged or conmtted or any other incident

i nvestigated is recorded, the tine, date, and |ocation of occurrence, the tinme and date of
the report, the name, age, and current address of the victim except that the address of
the victimof any crine defined by Section 261, 264, 264.1, 273a, 273d, 273.5, 286, 288,
288a, 289, 422.6, 422.7, or 422.75 of the Penal Code shall not be disclosed, the factua
ci rcunmst ances surrounding the crinme or incident, and a general description of any
injuries, property, or weapons involved. The nanme of a victimof any crinme defined by
Section 261, 264, 264.1, 273a, 273d, 273.5, 286, 288, 288a, 289, 422.6, 422.7, or 422.75
of the Penal Code may be withheld at the victinls request, or at the request of the
victims parent or guardian if the victimis a mnor. Wen a person is the victimof nore
than one crinme, information disclosing that the person is a victimof a crime defined by
Section 261, 264, 264.1, 273a, 273d, 286, 288, 288a, 289, 422.6, 422.7, or 422.75 of the
Penal Code may be deleted at the request of the victim or the victinms parent or guardi an
if the victimis a mnor, in making the report of the crine, or of any crine or incident
acconpanying the crine, available to the public in conpliance with the requirenents of
t hi s paragraph.

(g) Test questions, scoring keys, and other exam nation data used to admi nister a

i censing exani nation, exanination for enploynent, or academ c exami nation, except as
provided for in Chapter 3 (comrencing with Section 99150) of Part 65 of the Education
Code.

(h) The contents of real estate appraisals or engineering or feasibility estimtes and
eval uations nade for or by the state or |local agency relative to the acquisition of
property, or to prospective public supply and construction contracts, until all of the
property has been acquired or all of the contract agreenent obtained. However, the |aw of
ermi nent domai n shall not be affected by this provision

(i) Information required fromany taxpayer in connection with the collection of |oca
taxes which is received in confidence and the disclosure of the information to other
persons would result in unfair conpetitive disadvantage to the person supplying the
i nformati on.

(j) Library circulation records kept for the purpose of identifying the borrower of itens
available in libraries, and library and nuseum nateri als made or acquired and presented
solely for reference or exhibition purposes. The exenption in this subdivision shall not
apply to records of fines inmposed on the borrowers.

(k) Records the disclosure of which is exenpted or prohibited pursuant to federal or

state law, including, but not Iimted to, provisions of the Evidence Code relating to
privil ege.
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(1) Correspondence of and to the Governor or enployees of the Governor's office or in the
custody of or maintained by the Governor's |legal affairs secretary, provided that public
records shall not be transferred to the custody of the Governor's legal affairs secretary
to evade the disclosure provisions of this chapter.

(m In the custody of or maintained by the Legislative Counsel

(n) Statements of personal worth or personal financial data required by a licensing
agency and filed by an applicant with the licensing agency to establish his or her
personal qualification for the |icense, certificate, or permt applied for

(o) Financial data contained in applications for financing under Division 27 (conmencing
with Section 44500) of the Health and Safety Code, where an authorized officer of the
California Pollution Control Financing Authority determi nes that disclosure of the
financial data would be conpetitively injurious to the applicant and the data is required
in order to obtain guarantees fromthe United States Small Business Adnministration. The
California Pollution Control Financing Authority shall adopt rules for review of
i ndi vi dual requests for confidentiality under this section and for making available to the
public those portions of an application which are subject to disclosure under this
chapter.

(p) Records of state agencies related to activities governed by Chapter 10.3 (conmencing
with Section 3512) of Division 4 of Title 1, Chapter 10.5 (commencing with Section 3525)
of Division 4 of Title 1, and Chapter 12 (comrencing with Section 3560) of Division 4 of
Title 1, which reveal a state agency's deliberative processes, inpressions, evaluations,
opi ni ons, recomendati ons, meeting mnutes, research, work products, theories, or
strategy, or which provide instruction, advice, or training to enpl oyees who do not have
full collective bargaining and representation rights under the above chapters. Nothing in
thi s subdivision shall be construed to linmit the disclosure duties of a state agency with
respect to any other records relating to the activities governed by the enpl oyee rel ations
acts referred to in this subdivision

(g) Records of state agencies related to activities governed by Articles 2.6 (conmencing
with Section 14081), 2.8 (commencing with Section 14087.5), and 2.91 (commencing with
Section 14089) of Chapter 7 of Part 3 of Division 9 of the Welfare and Institutions Code,
whi ch reveal the special negotiator's deliberative processes, discussions, comunications,
or any other portion of the negotiations with providers of health care services,

i mpr essi ons, opinions, recommendations, neeting mnutes, research, work product, theories,
or strategy, or which provide instruction, advice, or training to enpl oyees.

Except for the portion of a contract containing the rates of payment, contracts for

i npatient services entered into pursuant to these articles, on or after April 1, 1984,
shal | be open to inspection one year after they are fully executed. 1In the event that a
contract for inpatient services which is entered into prior to April 1, 1984, is anended
on or after April 1, 1984, the amendnment, except for any portion containing the rates of
paynment, shall be open to inspection one year after it is fully executed. |If the
California Medical Assistance Commission enters into contracts with health care providers
for other than inpatient hospital services, those contracts shall be open to inspection
one year after they are fully executed.

Three years after a contract or amendnent is open to inspection under this subdivision
the portion of the contract or anendnment containing the rates of paynent shall be open to
i nspecti on.

Not wi t hst andi ng any other provision of law, the entire contract or amendnent shall be
open to inspection by the Joint Legislative Audit Committee. The Joint Legislative Audit
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Conmittee shall maintain the confidentiality of the contracts and anendnents until such
time as a contract or anmendnent is fully open to inspection by the public.

(r) Records of Native Anerican graves, ceneteries, and sacred pl aces maintained by the
Native American Heritage Comm ssion.

(s) Afinal accreditation report of the Joint Conm ssion on Accreditation of Hospitals
whi ch has been transmitted to the State Departnment of Health Services pursuant to
subdi vi sion (b) of Section 1282 of the Health and Safety Code.

(t) Records of a local hospital district, fornmed pursuant to Division 23 (comencing
with Section 32000) of the Health and Safety Code, <<+or the records of a munici pal
hospital, formed pursuant to Article 7 (comencing with Section 37600) or Article 8
(comrencing with Section 37650) of Chapter 5 of Division 3 of Title 4 of this code, +>>
which relate to any contract with an insurer or nonprofit hospital service plan for
i npatient or outpatient services for alternative rates pursuant to Section 10133 or 11512
of the Insurance Code. However, the record shall be open to inspection within one year
after the contract is fully executed.

(u) Information contained in applications for licenses to carry conceal ed weapons i ssued
by the sheriff of a county or the chief or other head of a nunicipal police departnent
whi ch indi cates when or where the applicant is vulnerable to attack or which concerns the
applicant's nedical or psychol ogical history or that of nenmbers of his or her famly.

(v) Residence addresses contained in licensure applications and registration applications
for collection agencies as nay be required by the Bureau of Collection and Investigative
Services of the Departnent of Consuner Affairs pursuant to Sections <<-* * *.>> <<+6896,
6899, 6900, 6910+>>, and <<+6916+>> of the Business and Professions Code.

(W) (1) Records of the Major Ri sk Medical Insurance Programrelated to activities
governed by Part 6.3 (comencing with Section 12695), and Part 6.5 (comrencing with
Section 12700), of Division 2 of the Insurance Code, and which reveal the deliberative
processes, discussions, conmunications, or any other portion of the negotiations wth
heal th plans, or the inpressions, opinions, reconmendations, mneeting mnutes, research,
wor k product, theories, or strategy of the board or its staff, or records that provide
instructions, advice, or training to enployees.

(2) (A) Except for the portion of a contract that contains the rates of paynent,
contracts for health coverage entered into pursuant to Part 6.3 (commencing with Section
12695), or Part 6.5 (conmmencing with Section 12700), of Division 2 of the |Insurance Code,
on or after July 1, 1991, shall be open to inspection one year after they have been fully
execut ed.

(B) In the event that a contract for health coverage that is entered into prior to July
1, 1991, is anended on or after July 1, 1991, the amendnent, except for any portion
contai ning the rates of paynment shall be open to inspection one year after the anendnent
has been fully executed.

(3) Three years after a contract or amendment is open to inspection pursuant to this
subdi vi sion, the portion of the contract or anendment containing the rates of paynent
shal | be open to inspection.

(4) Notwithstanding any other provision of law, the entire contract or anendnents to a
contract shall be open to inspection by the Joint Legislative Audit Conmittee. The Joint
Legislative Audit Committee shall maintain the confidentiality of the contracts and
amendnments thereto, until the contract or anendnments to a contract is open to inspection
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pursuant to paragraph (3).

<<+(x) (1) Records of the Major Risk Medical Insurance Programrelated to activities
governed by Chapter 14 (comrencing with Section 10700) of Part 2 of Division 2 of the

I nsurance Code, and that reveal the deliberative processes, discussions, comunications,
or any other portion of the negotiations with health plans, or the inpressions, opinions,
recomendati ons, neeting mnutes, research, work product, theories, or strategy of the
board or its staff, or records that provide instructions, advice, or training to

enpl oyees. +>>

<<+(2) Except for the portion of a contract that contains the rates of payment, contracts
for health coverage entered into pursuant to Chapter 14 (conmmencing with Section 10700) of
Part 2 of Division 2 of the Insurance Code, on or after January 1, 1993, shall be open to
i nspection one year after they have been fully executed. +>>

<<+(3) Notwi thstandi ng any other provision of law, the entire contract or anendnents to a
contract shall be open to inspection by the Joint Legislative Audit Conmittee. The Joint
Legi slative Audit Conmittee shall maintain the confidentiality of the contracts and
amendnents thereto, until the contract or amendnents to a contract is open to inspection
pursuant to paragraph (2).+>>

Nothing in this section prevents any agency fromopening its records concerning the
admi ni stration of the agency to public inspection, unless disclosure is otherw se
prohi bited by |aw.

Nothing in this section prevents any health facility fromdisclosing to a certified
bar gai ni ng agent rel evant financing information pursuant to Section 8 of the Nationa
Labor Rel ations Act.

SEC. 3. Section 1343 of the Health and Safety Code, as anended by Section 1 of Chapter
1043 of the Statutes of 1990, is amended to read:

<< CA HLTH & S § 1343 >>

1343. (a) This chapter shall apply to health care service plans and specialized health
care service plan contracts as defined in subdivisions (f) and (n) of Section 1345.

(b) The conmi ssioner may by the adoption of rules <<+or the issuance of orders+>> deened
necessary and appropriate, either unconditionally or upon specified ternms and conditions
or for specified periods, exenpt fromthis chapter any class of persons or plan contracts
if the commissioner finds the action to be in the public interest and not detrinental to
the protection of subscribers, enrollees, or persons regulated under this chapter, and
that the regul ation of the persons or plan contracts is not essential to the purposes of
this chapter.

(c¢) The conmi ssioner, upon request of the Director of Health Services, shall exenpt from
this chapter any county-operated pilot programcontracting with the State Departnent of
Heal th Services pursuant to Article 7 (comrencing with Section 14490) of Chapter 8 of Part
3 of Division 9 of the Welfare and Institutions Code. The comni ssioner nay exenpt
non- county-operated pil ot progranms upon request of the <<+State+>> Director of Health
Services. Those exenptions may be subject to conditions the <<+State+>> Director of Health
Servi ces deens appropri ate.

(d) Except as otherw se provided, this chapter shall not apply to:

(1) A person organi zed and operating pursuant to a certificate i ssued by the Insurance
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Conmi ssioner unless the entity is directly providing the health care service through those
entity-owned or contracting health facilities and providers, in which case this chapter
shall apply to the insurer's plan and to the insurer.

(2) Aplan directly operated by a bona fide public or private institution of higher
| earning which directly provides health care services only to its students, faculty,
staff, adm nistration, and their respective dependents.

(3) (A A nonprofit corporation formed under Chapter 1la (conmencing with Section 11491)
of Part 2 of Division 2 of the Insurance Code, except that the follow ng sections and
regul ati ons adopted under those sections shall apply to those corporations: Section 1341,
subdivisions (d) and (f) of Section 1342, Sections 1344 and 1345, Section 1346 excl uding
subdi vision (g), Sections 1351.1 and 1371, Article 6 (comencing with Section 1375.1)
excl udi ng Sections 1375.2, 1379, and 1380, Article 7 (comencing with Section 1386)
excl udi ng Sections 1388 and 1389, Article 8 (commencing with Section 1390), and Article 9
(comrenci ng with Section 1395) excluding Sections 1399 and 1399. 1.

The corporation shall naintain the surplus as required by the | nsurance Conmi ssioner, and
shall also conply with the financial viability requirenents of Section 1375.1.

(B) Nothing in this paragraph shall preclude the Insurance Conm ssi oner fromtaking any
action authorized by the Insurance Code.

(C Each nonprofit hospital service plan shall apply for licensure under this chapter no
| ater than Septenber 30, 1991.

(4) A person who does all of the follow ng:

(A) Promises to provide care for life or for nore than one year in return for a transfer
of consideration from or on behalf of, a person 60 years of age or ol der.

(B) Has obtained a witten |license pursuant to Chapter 2 (conmencing with Section 1250)
or Chapter 3.2 (comrencing with Section 1569) of this division.

(C Has obtained a certificate of authority fromthe State Departnent of Social Services.
<<+(5) The Major Ri sk Medical Insurance Board when engaging in activities under Chapter
14 (commencing with Section 10700) of Part 2 of Division 2 of the Insurance Code, Part 6.3
(comrencing with Section 12695) of Division 2 of the |Insurance Code, and Part 6.5
(comrencing with Section 12700) of Division 2 of the |Insurance Code. +>>

<<+(6) The California Small G oup Reinsurance Fund. +>>

(e) This section shall remain in effect only until April 1, 1993, and as of that date is
repeal ed, unless a later enacted statute, which is enacted before April 1, 1993, deletes
or extends that date.

SEC. 3.5. Section 1343 of the Health and Safety Code, as anmended by Section 1 of Chapter
1043 of the Statutes of 1990, is amended to read:

<< CA HLTH & S § 1343 >>

1343. (a) This chapter shall apply to health care service plans and specialized health
care service plan contracts as defined in subdivisions (f) and (n) of Section 1345.

(b) The conmi ssioner may by the adoption of rules <<+or the issuance of orders+>> deened
necessary and appropriate, either unconditionally or upon specified terns and conditions
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or for specified periods, exenpt fromthis chapter any class of persons or plan contracts
if the commi ssioner finds the action to be in the public interest and not detrinental to
the protection of subscribers, enrollees, or persons regulated under this chapter, and
that the regulation of the persons or plan contracts is not essential to the purposes of
this chapter.

(c) The conmi ssioner, upon request of the Director of Health Services, shall exenpt from
this chapter any county-operated pilot programcontracting with the State Departnent of
Heal th Services pursuant to Article 7 (comrencing with Section 14490) of Chapter 8 of Part
3 of Division 9 of the Welfare and Institutions Code. The comni ssioner nay exenpt
non- county-operated pil ot progranms upon request of the <<+State+>> Director of Health
Services. Those exenptions may be subject to conditions the <<+State+>> Director of Health
Servi ces deens appropri ate.

(d) Except as otherw se provided, this chapter shall not apply to:

(1) A person organi zed and operating pursuant to a certificate i ssued by the Insurance
Conmi ssioner unless the entity is directly providing the health care service through those
entity-owned or contracting health facilities and providers, in which case this chapter
shall apply to the insurer's plan and to the insurer.

(2) Aplan directly operated by a bona fide public or private institution of higher
| earni ng which directly provides health care services only to its students, faculty,
staff, administration, and their respective dependents.

(3) (A) A nonprofit corporation fornmed under Chapter 1la (conmencing with Section 11491)
of Part 2 of Division 2 of the Insurance Code, except that the follow ng sections and
regul ati ons adopted under those sections shall apply to those corporations: Section 1341,
subdivisions (d) and (f) of Section 1342, Sections 1344 and 1345, Section 1346 excl uding
subdi vision (g), Sections 1351.1 and 1371, Article 6 (conmencing with Section 1375.1)
excl uding Sections 1375.2, 1379, and 1380, Article 7 (comrencing with Section 1386)
excl udi ng Sections 1388 and 1389, Article 8 (commencing with Section 1390), and Article 9
(comrencing with Section 1395) excluding Sections 1399 and 1399. 1.

The corporation shall maintain the surplus as required by the |Insurance Conm ssioner, and
shall also comply with the financial viability requirements of Section 1375.1.

(B) Nothing in this paragraph shall preclude the |Insurance Commi ssioner fromtaking any
action authorized by the Insurance Code.

(O Each nonprofit hospital service plan shall apply for |icensure under this chapter no
| ater than Septenber 30, 1991.

(4) A person who does all of the foll ow ng:

(A) Promises to provide care for life or for nore than one year in return for a transfer
of consideration from or on behalf of, a person 60 years of age or ol der.

(B) Has obtained a witten |license pursuant to Chapter 2 (conmencing with Section 1250)
or Chapter 3.2 (commencing with Section 1569) of this division.

(C) Has obtained a certificate of authority fromthe State Departnent of Social Services.
<<+(5) The Major Ri sk Medical Insurance Board when engaging in activities under Chapter

14 (commencing with Section 10700) of Part 2 of Division 2 of the Insurance Code, Part 6.3
(comrencing with Section 12695) of Division 2 of the |Insurance Code, and Part 6.5
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(comrencing with Section 12700) of Division 2 of the |Insurance Code. +>>
<<+(6) The California Small G oup Reinsurance Fund.+>>

<<+(7) Any program devel oped under the authority of Chapter 8.75 (commencing with Section
14590) of Part 3 of Division 9 of the Wlfare and Institutions Code. +>>

(e) This section shall remain in effect only until April 1, 1993, and as of that date is
repeal ed, unless a |later enacted statute, which is enacted before April 1, 1993, deletes
or extends that date.

SEC. 4. Section 1343 of the Health and Safety Code, as amended by Section 2 of Chapter
1043 of the Statutes of 1990, is anmended to read:

<< CA HLTH & S 8§ 1343 >>

1343. (a) This chapter shall apply to health care service plans and specialized health
care service plan contracts as defined in subdivisions (f) and (n) of Section 1345.

(b) The conmi ssioner may by the adoption of rules <<+or the issuance of orders+>> deened
necessary and appropriate, either unconditionally or upon specified terms and conditions
or for specified periods, exenpt fromthis chapter any class of persons or plan contracts
if the commi ssioner finds the action to be in the public interest and not detrimental to
the protection of subscribers, enrollees, or persons regul ated under this chapter, and
that the regul ation of the persons or plan contracts is not essential to the purposes of
this chapter.

(c) The conmi ssioner, upon request of the <<+State+>> Director of Health Services, shall
exenpt fromthis chapter any county-operated pilot programcontracting with the State
Depart nent of Health Services pursuant to Article 7 (comrencing with Section 14490) of
Chapter 8 of Part 3 of Division 9 of the Welfare and Institutions Code. The comi ssioner
may exenpt non-county-operated pilot programs upon request of the <<+State+>> Director of
Heal th Services. Those exenptions may be subject to conditions the <<+State+>> Director
of Health Services deens appropriate.

(d) This chapter shall not apply to:

(1) A person organized and operating pursuant to a certificate issued by the Insurance
Conmi ssioner unless the entity is directly providing the health care service through those
entity-owned or contracting health facilities and providers, in which case this chapter
shall apply to the insurer's plan and to the insurer.

(2) Aplan directly operated by a bona fide public or private institution of higher
| earning which directly provides health care services only to its students, faculty,
staff, adnm nistration, and their respective dependents.

(3) A nonprofit corporation forned under Chapter 1la (comencing with Section 11491) of
Part 2 of Division 2 of the Insurance Code.

(4) A person who does all of the follow ng:

(A) Promises to provide care for life or for nore than one year in return for a transfer
of consideration from or on behalf of, a person 60 years of age or ol der.

(B) Has obtained a witten |license pursuant to Chapter 2 (conmencing with Section 1250)
or Chapter 3.2 (comrencing with Section 1569) of this division.
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(C© Has obtained a certificate of authority fromthe State Departnent of Social Services.

<<+(5) The Major Ri sk Medical Insurance Board when engaging in activities under Chapter
14 (commencing with Section 10700) of Part 2 of Division 2 of the Insurance Code, Part 6.3
(comrenci ng with Section 12695) of Division 2 of the Insurance Code, and Part 6.5
(comrencing with Section 12700) of Division 2 of the |Insurance Code. +>>

<<+(6) The California Small G oup Reinsurance Fund.+>>
(e) This section shall becone operative April 1, 1993.

SEC. 4.5. Section 1343 of the Health and Safety Code, as anended by Section 2 of Chapter
1043 of the Statutes of 1990, is anmended to read:

<< CA HLTH & S 8§ 1343 >>

1343. (a) This chapter shall apply to health care service plans and specialized health
care service plan contracts as defined in subdivisions (f) and (n) of Section 1345.

(b) The conmi ssioner may by the adoption of rules <<+or the issuance of orders+>> deened
necessary and appropriate, either unconditionally or upon specified terms and conditions
or for specified periods, exenpt fromthis chapter any class of persons or plan contracts
if the commi ssioner finds the action to be in the public interest and not detrimental to
the protection of subscribers, enrollees, or persons regul ated under this chapter, and
that the regul ation of the persons or plan contracts is not essential to the purposes of
this chapter.

(c) The conmi ssioner, upon request of the State Director of Health Services, shall exenpt
fromthis chapter any county-operated pilot programcontracting with the State Departnent
of Health Services pursuant to Article 7 (comrencing with Section 14490) of Chapter 8 of
Part 3 of Division 9 of the Welfare and Institutions Code. The conm ssioner may exenpt
non- county-operated pil ot progranms upon request of the <<+State+>> Director of Health
Services. Those exenptions may be subject to conditions the <<+State+>> Director of
Heal th Servi ces deens appropriate.

(d) This chapter shall not apply to:

(1) A person organized and operating pursuant to a certificate issued by the Insurance
Conmi ssioner unless the entity is directly providing the health care service through those
entity-owned or contracting health facilities and providers, in which case this chapter
shall apply to the insurer's plan and to the insurer

(2) Aplan directly operated by a bona fide public or private institution of higher
| earning which directly provides health care services only to its students, faculty,
staff, adnm nistration, and their respective dependents.

(3) A nonprofit corporation forned under Chapter 1la (comencing with Section 11491) of
Part 2 of Division 2 of the Insurance Code.

(4) A person who does all of the follow ng:

(A) Promises to provide care for life or for nore than one year in return for a transfer
of consideration from or on behalf of, a person 60 years of age or ol der.

(B) Has obtained a witten |license pursuant to Chapter 2 (conmencing with Section 1250)
or Chapter 3.2 (comrencing with Section 1569) of this division.
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(C© Has obtained a certificate of authority fromthe State Departnent of Social Services.

<<+(5) The Major Ri sk Medical Insurance Board when engaging in activities under Chapter
14 (commencing with Section 10700) of Part 2 of Division 2 of the Insurance Code, Part 6.3
(comrenci ng with Section 12695) of Division 2 of the Insurance Code, and Part 6.5
(comrencing with Section 12700) of Division 2 of the |Insurance Code. +>>

<<+(6) The California Small G oup Reinsurance Fund.+>>

<<+(7) Any program devel oped under the authority of Chapter 8.75 (commencing with Section
14590) of Part 3 of Division 9 of the Wlfare and Institutions Code. +>>

(e) This section shall becone operative April 1, 1993.
<< CA HLTH & S Prec. § 1357 >>

SEC. 5. Article 3.1 (comrencing with Section 1357) is added to Chapter 2.2 of Division 2
of the Health and Safety Code, to read:

Article 3.1. Small Enployer Goup Access to Contracts for Health Care Services

<< CA HLTH & S § 1357 >>
1357. As used in this article:

(a) "Dependent" means the spouse or child of an eligible enployee, subject to applicable
terms of the health care plan contract covering the enpl oyee.

(b) "Eligible enployee" neans any pernmanent enployee who is actively engaged on a
full-time basis in the conduct of the business of the small enployer with a nornma
wor kweek of at least 30 hours, at the small enployer's regular places of business, who has
met any statutorily authorized applicable waiting period requirenments. The termincludes
sole proprietors or partners of a partnership, if they are actively engaged on a full-tinme
basis in the small enployer's business and included as enpl oyees under a health care plan

contract of a snall enployer, but does not include enpl oyees who work on a part-tine,
tenmporary, or substitute basis.

(c) "In force business" means an existing health benefit plan contract issued by the plan
to a snmall enpl oyer.

(d) "Late enrollee" neans an eligible enpl oyee or dependent who has declined enroll nent
in a health benefit plan offered by a small enployer at the tine of the initial enrollnment
peri od provi ded under the terns of the health benefit plan and who subsequently requests
enrollment in a health benefit plan of that small enployer; provided that the initia
enrol | ment period shall be a period of at |east 30 days. However, an eligible enployee or
dependent shall not be considered a late enrollee if: (1) the individual neets all of the
following: (A) he or she was covered under another enployer health benefit plan at the
time the individual was eligible to enroll; (B) he or she certified at the time of the
initial enrollnment that coverage under another enployer health benefit plan was the reason
for declining enroll nment provided that, if the individual was covered under anot her
enpl oyer health plan, the individual was given the opportunity to make the certification
required by this subdivision and was notified that failure to do so could result in |ater
treatnent as a late enrollee; (C he or she has lost or will [ose coverage under another
enpl oyer health benefit plan as a result of term nation of enploynment of the individual or
of a person through whomthe individual was covered as a dependent, change in enpl oynent
status of the individual or of a person through whomthe individual was covered as a
dependent, term nation of the other plan's coverage, cessation of an enployer's
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contribution toward an enpl oyee or dependent's coverage, death of the person through whom
t he individual was covered as a dependent, or divorce; and (D) he or she requests

enroll ment within 30 days after term nation of coverage or enployer contribution toward
coverage provi ded under another enployer health benefit plan; (2) the enployer offers

mul tiple health benefit plans and the enpl oyee elects a different plan during an open
enrol I ment period; (3) a court has ordered that coverage be provided for a spouse or

m nor child under a covered enployee's health benefit plan and request for enrollnent is
made within 30 days after issuance of the court order; (4) the plan cannot produce a
witten statenent fromthe enployer stating that the individual or the person through whom
the individual was eligible to be covered as a dependent, prior to declining coverage, was
provided with, and signed acknow edgnent of an explicit witten notice in bold type
specifying that failure to el ect coverage during the initial enrollment period pernmits the
plan to inmpose, at the time of the individual's later decision to elect coverage, an
exclusion fromcoverage for a period of 12 nonths as well as a six-nonth preexisting

condi tion exclusion, unless the individual neets the criteria specified in paragraph (1),
(2), or (3).

(e) "New business" neans a health care service plan contract issued to a small enpl oyer
that is not the plan's in force business.

(f) "Preexisting condition provision" means a contract provision that excludes coverage
for charges or expenses incurred during a specified period follow ng the enpl oyee's
ef fective date of coverage, as to a condition for which nedical advice, diagnosis, care,
or treatnment was recommended or received during a specified period i mediately preceding
the effective date of coverage.

(g) "Qualifying prior coverage" neans:

(1) Any individual or group policy, contract, or program that is witten or administered
by a disability insurer, nonprofit hospital service plan, health care service plan
fraternal benefits society, self-insured enployer plan, or any other entity, in this state
or el sewhere, and that arranges or provides nmedical, hospital, and surgical coverage not
designed to supplenment other private or governnental plans. The termi ncludes
continuation or conversion coverage but does not include accident only, credit, disability
i ncone, Medicare supplenent, |ong-termcare, dental, vision, coverage issued as a
supplenent to liability insurance, insurance arising out of a workers' conmpensation or
simlar |aw, autonobile nedical paynent insurance, or insurance under which benefits are
payable with or without regard to fault and that is statutorily required to be contained
in any liability insurance policy or equival ent self-insurance.

(2) The federal Medicare programpursuant to Title XVIII of the Social Security Act.
(3) The medicaid program pursuant to Title XIX of the Social Security Act.

(4) Any other publicly sponsored program provided in this state or el sewhere, of
medi cal , hospital, and surgical care

(h) "Rating period" neans the period for which premumrates established by a plan are in
ef fect and shall be no I ess than six nonths.

(i) "Risk adjusted enployee risk rate" neans the rate determned for an eligible enployee
of a small enployer in a particular risk category after applying the risk adjustnent
factor.

(j) "Risk adjustment factor" means the percent adjustment to be applied equally to each
standard enpl oyee risk rate for a particular small enployer, based upon any expected

Copr. © 2003 West Group. All rights reserved.



CA LEGIS 1128 (1992) Page 19
1992 Cal. Legis. Serv. Ch. 1128 (A.B. 1672) (WEST)
(Publication page references are not available for this document.)

devi ations from standard cost of services. This factor may not be nore than 120 percent
or less than 80 percent until July 1, 1996. Effective July 1, 1996, this factor nay not be
nore than 110 percent or |ess than 90 percent.

(k) "Risk category" neans the follow ng characteristics of an eligible enployee: age,
geographic region, and fam |y conposition of the enpl oyee, plus the health benefit plan
sel ected by the small enpl oyer.

(1) No nore than the foll owi ng age categories may be used in determning prem umrates:
Under 30

30- 39

40- 49

50-54

55-59

60- 64

65 and over

(2) Small enployer health care service plans shall base rates to small enployers using no
nmore than the following famly size categories:

(A) Single.

(B) Married couple.

(G One adult and child or children.

(D) Married couple and child or children.

(3) (A In determning rates for small enployers, a plan that operates statew de shal

use no nore than nine geographic regions in the state, have no region smaller than an area
in which the first three digits of all its ZI P Codes are in conmmon, and divide no county
into nore than two regions. Plans shall be deened to be operating statewide if their
coverage area includes 90 percent or nore of the state's popul ation. Geographic regions
establ i shed pursuant to this section shall, as a group, cover the entire state, and the
area enconpassed in a geographic region shall be separate and distinct from areas
enconpassed i n other geographic regions. Ceographic regions may be nonconti guous.

(B) In determining rates for small enployers, a plan that does not operate statew de
shal |l use no nmore than the nunber of geographic regions in the state than is deternined by
the following fornula: the population, as deternmined in the |ast federal census, of al
counties that are included in their entirety in a plan's service are divided by the total
popul ation of the state, as determined in the |ast federal census, nultiplied by nine.
The resulting nunber shall be rounded to the nearest whole integer. No region may be
snal l er than an area in which the first three digits of all its ZIP Codes are in conmon
and no county may be divided into nore than two regions. The area enconpassed in a
geographi ¢ regi on shall be separate and distinct from areas enconpassed in other
geographi c regi ons. Ceographic regions may be noncontiguous. No plan shall have | ess
t han one geographi c area.

Nothing in this section shall be construed to require a plan to establish a new service
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area or to offer health coverage on a statew de basis, outside of the plan's existing
service area

(1) "Small enployer"” nmeans any person, firm proprietary or nonprofit corporation
partnership, public agency, or association that is actively engaged in business or
service, that, on at |least 50 percent of its working days during the precedi ng cal endar
quarter, enployed at |east three, but no nore than 50, eligible enployees, the majority of
whom were enployed within this state, which was not forned primarily for purposes of
buyi ng health care service plan contracts and in which a bona fide enpl oyer-enpl oyee
rel ati onship exists. However, for purposes of subdivisions (a), (b), and (c) of Section
1357.03, the definition shall include enployers with at |least five eligible enployees
until July 1, 1994, four eligible enployees until July 1, 1995, and three eligible
enpl oyees thereafer. In determ ning the nunber of eligible enployees, conpanies that are
affiliated conpanies and that are eligible to file a conbined tax return for purposes of
state taxation shall be considered one enployer. Subsequent to the issuance of a health
benefit plan contract to a small enployer pursuant to this article, and for the purpose of
determining eligibility, the size of a small enployer shall be determ ned annual ly.

Except as otherw se specifically provided in this article, provisions of this article that
apply to a snall enployer shall continue to apply until the plan contract anniversary
following the date the enployer no | onger neets the requirenments of this definition

(m "Standard enployee risk rate" neans the rate applicable to an eligible enployee in a
particular risk category in a snall enployer group

<< CA HLTH & S § 1357.01 >>

1357.01. Every health care service plan offering plan contracts to snall enpl oyer groups
shall in addition to conplying with the provisions of this chapter and the rul es adopted
t hereunder conmply with the provisions of this article.

<< CA HLTH & S § 1357.02 >>

1357.02. (a) A health care service plan providing or arranging for the provision of basic
health care services to small enployers shall be subject to this article if either of the
followi ng conditions are met:

(1) Any portion of the premiumis paid by a small enpl oyer, or any covered individual is
rei mbursed, whether through wage adjustnents or otherw se, by a snall enployer for any
portion of the premnm um

(2) The plan contract is treated by the small enployer or any of the covered individuals
as part of a plan or programfor the purposes of Section 106 or 162 of the Interna
Revenue Code

(b) This article shall not apply to health plan contracts for coverage of Medicare
services pursuant to contracts with the United States government, Medicare suppl ement,
Medi - Cal contracts with the Departnent of Health Services, long-termcare coverage, or
speci al i zed health plan contracts.

<< CA HLTH & S § 1357.03 >>

1357.03. (a) Upon the effective date of this article, a plan shall fairly and
affirmatively offer, market, and sell all of the plan's small enpl oyer health care service
plan contracts to all small enployers in each service area in which the plan provides or
arranges for the provision of health care services. A plan contracting to participate in
the voluntary purchasing pool for snall enployers provided for under Article 4 (conmencing

Copr. © 2003 West Group. All rights reserved.



CA LEGIS 1128 (1992) Page 21
1992 Cal. Legis. Serv. Ch. 1128 (A.B. 1672) (WEST)
(Publication page references are not available for this document.)

with Section 10730) of Chapter 14 of Part 2 of Division 2 of the Insurance Code shall be
deenmed in conpliance with this requirenent for a contract offered through the voluntary
pur chasi ng pool established under Article 4 (conmmencing with Section 10730) of Chapter 14
of Part 2 of Division 2 of the Insurance Code in those geographic regions in which plans
participate in the pool, if the contract is offered exclusively through the pool. Each
pl an shall make available to each small enployer all small enployer health care service
pl an contracts which the plan offers and sells to small enployers in this state. No plan
or solicitor shall induce or otherw se encourage a small enployer to separate or otherw se
exclude an enpl oyee froma health care service plan contract that is provided in
connection with the enployee's enpl oynent.

(b) Every plan shall file with the comm ssioner the reasonabl e enpl oyee participation
requi renents and enpl oyer contribution requirenments that will be applied in offering its
pl an contracts. Participation requirenments shall be applied uniformy anong all snal
enpl oyer groups, except that a plan may vary application of mninum enpl oyee participation
requi renents by the size of the small enployer group. Enployer contribution requirenents
shal |l not vary by enpl oyer size.

(c) The plan nmay not reject an application froma small enployer for a health care
service plan contract if all of the followi ng are net:

(1) The small enployer offers health benefits to 100 percent of its eligible enployees.
Enpl oyees who wai ve coverage on the grounds that they have ot her group coverage shall not
be counted as eligible enployees.

(2) The small enpl oyer agrees to make the required prem um paynents.

(3) The small enployer agrees to informthe small enpl oyers' enployees of the
availability of coverage and the provision that those not electing coverage nmust wait one
year to obtain coverage through the group if they later decide they would like to have
cover age.

(4) The enpl oyees and their dependents who are to be covered by the plan contract work or
reside in the service area in which the plan provides or otherw se arranges for the
provi sion of health care services.

(d) No plan or solicitor shall, directly or indirectly, engage in the follow ng
activities:

(1) Encourage or direct small enployers to refrain fromfiling an application for
coverage with a plan because of the health status, clains experience, industry, occupation
of the small enployer, or geographic location provided that it is within the plan's
approved service area.

(2) Encourage or direct small enployers to seek coverage from anot her plan or the
vol untary purchasi ng pool established under Article 4 (comencing with Section 10730) of
Chapter 14 of Part 2 of Division 2 of the Insurance Code because of the health status,
cl ai s experience, industry, occupation of the small enployer, or geographic |ocation
provided that it is within the plan's approved service area.

(e) No plan shall, directly or indirectly, enter into any contract, agreenent, or
arrangenent with a solicitor that provides for or results in the conpensation paid to a
solicitor for the sale of a health care service plan contract to be varied because of the
heal th status, clainms experience, industry, occupation, or geographic |ocation of the
smal | employer. This subdivision shall not apply with respect to a conmpensation
arrangenent that provides conpensation to a solicitor on the basis of percentage of
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prem um provided that the percentage shall not vary because of the health status, clains
experi ence, industry, occupation, or geographic area of the small enployer.

<< CA HLTH & S § 1357.04 >>

1357.04. Snall enployer health care service plan contracts shall beconme effective within
31 days of receipt of the small enployer's conpleted application and prem um paynent.

<< CA HLTH & S § 1357.05 >>

1357.05. Except in the case of a late enrollee, or for satisfaction of a preexisting
condition clause in the case of initial coverage of an eligible enployee, a plan nmay not
excl ude any eligible enployee or dependent who woul d otherwi se be entitled to health care
services on the basis of an actual or expected health condition of that enployee. No plan
contract may limt or exclude coverage for a specific eligible enployee or dependent by
type of illness, treatnent, nedical condition, or accident, except for preexisting
conditions as permtted by Section 1357. 06.

<< CA HLTH & S § 1357.06 >>

1357.06. (a) Preexisting condition provisions of a plan contract shall not exclude
coverage for a period beyond six nonths follow ng the individual's effective date of
coverage and may only relate to conditions for which nedical advice, diagnosis, care, or
treatnment, including prescription drugs, was recommended or received froma |icensed
health practitioner during the six nmonths i mediately preceding the effective date of
cover age.

(b) A plan that does not utilize a preexisting condition provision my inpose a waiting
peri od, not to exceed 60 days, before the coverage issued subject to this article shal
beconme effective. During the waiting period no prem uns shall be charged to the enrollee
or the subscriber.

(c) I'n determ ning whether a preexisting condition provision applies to any person, a
pl an shall credit the time the person was covered under qualifying prior coverage,

provi ded the person becones eligible for coverage under the succeeding plan contract
within 30 days of term nation of prior coverage, exclusive of any waiting period, and
applies for coverage with the succeeding plan contract within the applicable enroll nment
period. However, if a person's enploynment has ended, the availability of health coverage
of fered through enpl oynent or sponsored by an enpl oyer has terninated, or an enployer's
contribution toward health coverage has term nated, a plan shall credit the time the
person was covered under qualifying prior coverage if the person becones eligible for
heal th coverage of fered through enpl oynent or sponsored by an enployer w thin 90 days,
exclusive of any waiting period, and applies for coverage under the succeedi ng plan
contract within the applicable enrollment period.

<< CA HLTH & S § 1357.07 >>

1357.07. No plan contract nmay exclude late enrollees fromcoverage for nore than 12
nmonths fromthe date of the late enrollees application for coverage. No prem um shall be
charged to the late enrollee until the exclusion period has ended.

<< CA HLTH & S § 1357.08 >>
1357.08. Al health care service plan contracts offered to a small enployer shall provide

to subscribers and enrollees at |east all of the basic health care services included in
subdi vision (b) of Section 1345, and in Section 1300.67 of the California Code of
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Regul ati ons.
<< CA HLTH & S § 1357.09 >>

1357.09. No plan shall be required to offer a health care service plan contract or accept
applications for such a contract pursuant to this article in the case of any of the
fol | owi ng:

(a) To a small enployer, where the small enployer is not physically located in a plan's
approved service areas, or where an enpl oyee and eligi bl e dependents who are to be covered
by the plan contract do not work or reside within a plan's approved service areas.

(b) Wthin a specific service area or portion of a service area where a plan reasonably
antici pates and denonstrates to the satisfaction of the commissioner that it will not have
sufficient health care delivery resources to assure that health care services will be
avai | abl e and accessible to the eligible enpl oyee and dependents of the enpl oyee because
of its obligations to existing enrollees.

(1) A plan that cannot offer a health care service plan contract to small enployers
because it is lacking in sufficient health care delivery resources within a service area
or a portion of a service area may not offer a contract in the area in which the plan is
not offering coverage to snall enployers to new enployer groups with nore than 50 eligible
enpl oyees until the plan notifies the comrissioner that it has the ability to deliver
services to small enployer groups, and certifies to the conm ssioner that fromthe date of
the notice it will enroll all small enployer groups requesting coverage in that area from
the plan unless the plan has net the requirements of subdivision (d).

(2) Nothing in this article shall be construed to linmt the conmissioner's authority to
devel op and i nmpl enent a plan of rehabilitation for a health care service plan whose
financial viability or organizational and adm nistrative capacity have becone inpaired.

(c) Ofer coverage to a small enployer group which, within 12 nonths of application for
coverage, disenrolled froma plan contract offered by the plan

(d) The conmi ssioner approves the plan's certification that the nunber of eligible
enpl oyees and dependents enrol |l ed under contracts issued during the current cal endar year
equal s or exceeds (1) in the case of a plan that adm nisters any self-funded health
coverage arrangenments in California, 10 percent of the total enrollnent of the plan in
California as of Decenmber 31 of the preceding year, or (2) in the case of a plan that does
not adm nister any self-funded health coverage arrangenents in California, 8 percent of
the total enrollnent of the plan in California as of Decenber 31 of the preceding year

(1) If a health care service plan treats an affiliate or subsidiary as a separate carrier
for the purpose of this article because one health care service plan is qualified under
the federal Health Maintenance Organi zation Act and does not offer coverage to smal
enpl oyers, while the affiliate or subsidiary offers a plan contract that is not qualified
under the federal Health Mintenance Organi zation Act and offers plan contracts to small
enpl oyers, the health care service plan offering coverage to snmall enployers shall enrol
new el i gi bl e enpl oyees and dependents, equal to the applicable percentage of the tota
enrol I ment of both the health care service plan qualified under the federal Health
Mai nt enance Organi zation Act and its affiliate or subsidiary.

(2) The certified statenent filed pursuant to this subdivision shall state the follow ng:

(A) Whether the plan adm nisters any self-funded health coverage arrangenents in
California.
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(B) The plan's total enrollnment as of Decenber 31 of the preceding year

(C The nunber or [FN1] eligible enpl oyees and dependents enrolled under contracts issued
to small enpl oyer groups during the current cal endar year

The conmi ssioner shall, within 45 days, approve or disapprove the certified statenent.

If the certified statement is di sapproved, the plan shall continue to issue coverage as
requi red by Section 1357.03 and be subject to disciplinary action as set forth in Article
7 (comrencing with Section 1386).

(e) A health care service plan that, as of Decenber 31 of the prior year, had a tota
enrol I ment of fewer than 100,000 and 50 percent or nore of the plan's total enroll nent
have prem uns paid by the Medi-Cal program

<< CA HLTH & S § 1357.10 >>

1357.10. The conmissioner may require a plan to discontinue the offering of contracts or
acceptance of applications fromany small enployer or group with nmore than 50 enpl oyees
upon a determ nation by the comm ssioner that the plan does not have sufficient financial
viability, or organizational and adm nistrative capacity to assure the delivery of health
care services to its enrollees. In deternining whether the conditions of this section
have been net, the conmi ssioner shall consider, but not be linted to, the plan's
conpliance with the requirenents of Section 1367, Article 6 (commencing with Section
1375), and the rul es adopted thereunder

<< CA HLTH & S § 1357.11 >>

1357.11. Al health care service plan contracts offered to a small enployer shall be
renewabl e with respect to all eligible enployees or dependents at the option of the
contract hol der or small enpl oyer except:

(a) For nonpaynment of the required prem uns or contributions toward the prem uns by the
contract hol der or small enployer.

(b) For fraud or msrepresentation by the contractholder or snmall enployer or, with
respect to coverage of individuals, the individuals or their representatives.

(c) When the plan ceases to provide or arrange for the provision of health care services
for new snall enployer health care service plan contracts in this state; provided,
however, that the foll ow ng conditions are satisfied:

(1) Notice of the decision to cease new or existing small enployer health benefits plans
inthis state is provided to the conm ssioner and to either the contracthol der or snal

enpl oyer.

(2) Small enployer health care service plan contracts subject to this chapter shall not
be cancel ed for 180 days after the date of the notice required under paragraph (1) and for
t hat busi ness of a plan which remains in force, any plan that ceases to offer for sale new
snmal | enpl oyer health care service plan contracts shall continue to be governed by this
article with respect to business conducted under this article.

(3) Except as authorized under subdivision (d) of Section 1357.09 and Section 1357.10, a
plan that ceases to wite new small enployer business in this state after the effective
date of this article shall be prohibited fromoffering for sale new snall enployer health
care service plan contracts in this state for a period of three years fromthe date of
notice to the conm ssioner.
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(d) When the plan withdraws a health care service plan contract fromthe small enpl oyer
market; provided, the plan nakes available to the snall enployer all plan contracts that
it makes available to new snmall enpl oyer business; and provided, that the premiumfor the
new plan contract conplies with the renewal increase requirenments set forth in Section
1357.12.

<< CA HLTH & S § 1357.12 >>

1357.12. Premiuns for contracts offered or delivered by plans on or after the effective
date of this article shall be subject to the follow ng requirenments:

(a) (1) The prem um for new business shall be determ ned for an enployee in a particul ar
ri sk category after applying a risk adjustment factor to the plan's standard enpl oyee ri sk
rates. The risk adjusted enployee risk rate may not be nore than 120 percent or |ess than
80 percent of the plan's applicable standard enpl oyee risk rate until July 1, 1996.
Effective July 1, 1996, this factor nmay not be nore than 110 percent or |less than 90
percent.

(2) The prem um charged a small enployer for new business shall be equal to the sum of
the risk adjusted enpl oyee risk rates.

(3) The premi umcharged a small enployer for new business shall be in effect for no | ess
t han si x nonths.

(b) (1) The premiumfor renewal of in force business shall be determ ned for an enpl oyee
in a particular risk category after applying a risk adjustnment factor to the plan's
standard enpl oyee risk rates. The risk adjusted enployee risk rates may not be nore than
120 percent or less than 80 percent of the plan's applicable standard enpl oyee risk rate
until July 1, 1996. Effective July 1, 1996, this factor nmay not be nore than 110 percent
or less than 90 percent. The risk adjustnent factor applied to a small enployer may not
i ncrease by nore than 10 percentage points fromthe risk adjustnment factor applied in the
prior rating period. The risk adjustnment factor for a small enployer nmay not be nodified
nore frequently than every 12 nonths.

(2) The prem um charged a small enployer for renewal of in force business shall be equa
to the sumof the risk adjusted enployee risk rates and shall be in effect for no | ess
t han si x nont hs.

(3) For a contract that a plan has discontinued offering, the risk adjustnent factor
applied to the standard enployee risk rates for the first rating period of the new
contract that the small enployer elects to purchase shall be no greater than the risk
adjustment factor applied in the prior rating period to the discontinued contract.
However, the risk adjusted enployee risk rate may not be nore than 120 percent or |ess
than 80 percent of the plan's applicable standard enployee risk rate until July 1, 1996.
Effective July 1, 1996, this factor nay not be nore than 110 percent or |less than 90
percent. The risk adjustment factor for a small enployer may not be nodified nore
frequently than every 12 nonths.

<< CA HLTH & S § 1357.13 >>

1357. 13. Plans shall apply standard enpl oyee risk rates consistently with respect to al
snal | enpl oyers.

<< CA HLTH & S § 1357.14 >>

1357.14. In connection with the offering for sale of any plan contract to a small
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enpl oyer, each plan shall nmke a reasonabl e disclosure, as part of its solicitation and
sales materials, of the follow ng:

(a) The extent to which premumrates for a specified small enpl oyer are established or
adjusted in part based upon the actual or expected variation in service costs or actual or
expected variation in health condition of the enpl oyees and dependents of the smal

enpl oyer.

(b) The provisions concerning the plan's right to change premiumrates and the factors
ot her than provision of services experience that affect changes in prem umrates.

(c) Provisions relating to the guaranteed issue of contracts.
(d) Provisions relating to the effect of any preexisting condition provision

(e) Provisions relating to the small enployer's right to apply for any contract witten,
i ssued, or administered by the plan at the tinme of application for a new health care
service plan contract, or at the tine of renewal of a health care service plan contract.

(f) The availability, upon request, of a listing of all the plan's contracts offered to
smal | enpl oyers, including the rates for each contract.

(g) At the tine it offers a contract to a small enployer, each plan shall provide the
snal |l enployer with a statenent of all of its plan contracts offered to snmall enployers,
including the rates for each plan contract, in the service area in which the enployer's
enpl oyees and eligi bl e dependents who are to be covered by the plan contract work or
reside. For purposes of this subdivision, conmpanies that are affiliated conpanies or that
are eligible to file a consolidated income tax return shall be treated as one health plan

(h) Each plan shall do all of the foll ow ng:

(1) Prepare a brochure that summarizes all of its plan contracts offered to smal
enpl oyers and to nake this summary avail able to any small enployer and to solicitors upon
request. The summary shall include for each contract information on benefits provided, a
generi c description of the manner in which services are provided, such as how access to
providers is Iimted, benefit linmtations, required copaynents and deducti bl es, standard
enpl oyee risk rates, and a phone nunber that can be called for nore detail ed benefit
information. Plans are required to keep the information contained in the brochure accurate
and up to date and, upon updating the brochure, send copies to solicitors and solicitor
firme with whomthe plan contracts to solicit enroll ments or subscriptions.

(2) For each contract, prepare a nore detail ed evidence of coverage and make it avail able
to small enployers, solicitors, and solicitor firms upon request. The evidence of coverage
shall contain all information that a prudent buyer would need to be aware of in making
contract sel ections.

(3) Provide to small enployers and solicitors, upon request, for any given small enpl oyer
the sum of the standard enpl oyee risk rates and the sum of the risk adjusted enpl oyee risk
rates. Wen requesting this information, small enployers, solicitors, and solicitor firns
shal |l provide the plan with the information the plan needs to determ ne the snal
enpl oyer's risk adjusted enployee risk rate.

(4) Provide copies of the current summary brochure to all solicitors and solicitor firns
contracting with the plan to solicit enrollnents or subscriptions fromsmall enployers.

For purposes of this subdivision, conpanies that are affiliated conpanies or that are
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eligible to file a consolidated incone tax return shall be treated as one health plan

(i) Every solicitor or solicitor firmcontracting with one or nore plans to solicit
enrol I ments or subscriptions fromsmall enployers shall do all of the foll ow ng:

(1) When providing information on contracts to a small enpl oyer but maki ng no specific
recomendati ons on particular plan contracts:

(A) Advise the small enployer of the plan's obligation to sell to any small enpl oyer any
plan contract it offers to snmall enployers and provide them upon request, with the actua
rates that would be charged to that enployer for a given contract.

(B) Notify the small enployer that the solicitor or solicitor firmwll procure rate and
benefit information for the small enpl oyer on any plan contract offered by a plan whose
contract the solicitor sells.

(C Notify the small enpl oyer that upon request the solicitor or solicitor firmwll
provide the small enployer with the summary brochure required under paragraph (1) of
subdi vision (h) for any plan contract offered by a plan with whomthe solicitor or
solicitor firmhas contracted with to solicit enrollments or subscriptions.

(2) When offering a small enployer a particular contract:

(A) For each of the plan contracts offered by the plan whose contract the solicitor or
solicitor firmis offering, provide the snmall enployer with the benefit sunmary required
in paragraph (1) of subdivision (h) and the sum of the standard enpl oyee risk rates for
that particul ar enpl oyer.

(B) Notify the small enpl oyer that, upon request, the solicitor or solicitor firmwll
provide the snmall enployer with an evi dence of coverage brochure for each contract the
pl an of fers.

(C Notify the small enployer that, fromJuly 1, 1993, to July 1, 1996, actual rates may
be 20 percent higher or |ower than the sum of the standard enpl oyee risk rates, and from
July 1, 1996, and thereafter, actual rates nmay be 10 percent higher or |ower than the sum
of the standard enpl oyee risk rates, depending on how the plan assesses the risk of the
smal | enpl oyer's group

(D) Notify the small enpl oyer that, upon request, the solicitor or solicitor firmwll
submit information to the plan to ascertain the snmall enployer's sumof the risk adjusted
enpl oyee risk rate for any contract the plan offers.

(j) Coverage under a plan contract for which a small enployer has applied shall not take
effect until 10 days after the small enployer has received fromthe plan the sumof the
ri sk adjusted enployee risk rate for that plan contract unless the snall enployer waives
inwiting the right to that information

<< CA HLTH & S § 1357.15 >>

1357.15. (a) At |least 20 business days prior to renewing or amending a plan contract

subject to this article which will be in force on the operative date of this article, a
plan shall file a notice of material nodification with the conm ssioner in accordance wth
the provisions of Section 1352. The notice of material nodification shall include a

statenment certifying that the plan is in conpliance with subdivision (j) of Section 1357
and Section 1357.12. The certified statenent shall set forth the standard enpl oyee ri sk
rate for each risk category and the hi ghest and | owest risk adjustnment factors that wll
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be used in setting the rates at which the contract will be renewed or anmended. Any action
by the commi ssioner, as permitted under Section 1352, to di sapprove, suspend or postpone
the plan's use of a plan contract shall be in witing, specifying the reasons that the
pl an contract does not conply with the requirenents of this chapter

(b) At |least 20 business days prior to offering a plan contract subject to this article,
all plans shall file a notice of naterial nodification with the comi ssioner in accordance
with the provisions of Section 1352. The notice of material nodification shall include a
statenment certifying that the plan is in conpliance with subdivision (j) of Section 1357
and Section 1357.12. The certified statenent shall set forth the standard enpl oyee risk
rate for each risk category and the highest and | owest risk adjustnent factors that wll
be used in setting the rates at which the contract will be offered. Plans that will be
offering to a snall enployer plan contracts approved by the conmi ssioner prior to the
effective date of this article shall file a notice of material nodification in accordance
with this subdivision. Any action by the comm ssioner, as permitted under Section 1352,
to di sapprove, suspend or postpone the plan's use of a plan contract shall be in witing,
speci fying the reasons that the plan contract does not conply with the requirenments of
this chapter.

(c) Prior to making any changes in the risk categories, risk adjustnent factors or
standard enpl oyee risk rates filed with the comm ssioner pursuant to subdivision (a) or
(b), the plan shall file as an amendnent a statenment setting forth the changes and
certifying that the plan is in conpliance with subdivision (j) of Section 1357 and Section
1357.12. A plan may conmence offering plan contracts utilizing the changed risk
categories set forth in the certified statenent on the 31st day fromthe date of the
filing, or at an earlier time determ ned by the conm ssioner, unless the conmi ssioner
di sapproves the anendnment by witten notice, stating the reasons therefor. |If only the
standard enpl oyee risk rate is being changed, and not the risk categories or risk
adjustrment factors, a plan may conmence offering plan contracts utilizing the changed
standard enpl oyee risk rate upon filing the certified statenment unless the conmi ssioner
di sapproves the anendnent by witten notice.

(d) Periodic changes to the standard enpl oyee risk rate that a plan proposes to inplenment
over the course of up to 12 consecutive nmonths nmay be filed in conjunction with the
certified statenent filed under subdivision (a), (b), or (c).

(e) Each plan shall maintain at its principal place of business all of the information
required to be filed with the comm ssioner pursuant to this section

(f) Each plan shall nake available to the conmi ssioner, on request, the risk adjustnent
factor used in deternmining the rate for any particular small enployer.

(g) Nothing in this section shall be construed to Ilint the conm ssioner's authority to
enforce the rating practices set forth in this article.

<< CA HLTH & S § 1357.17 >>

1357.17. The conmi ssioner nay issue regulations that are necessary to carry out the
purposes of this article. Prior to the public coment period required on the regul ations
under the Adm nistrative Procedure Act, the comni ssioner shall provide the Insurance
Conmi ssioner with a copy of the proposed regul ations. The Insurance Comi ssioner shal
have 30 days to notify the comm ssioner in witing of any corments on the regul ati ons.

The I nsurance Comm ssioner's coments shall be included in the public notice issued on the
regul ations. Any rules and regul ations adopted pursuant to this article may be adopted as
emergency regul ations in accordance with the Administrative Procedure Act (Chapter 3.5
(comrencing with Section 11340) of Part 1 of Division 3 of Title 2 of the Governnent
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Code). Until Decenber 31, 1994, the adoption of these regulations shall be deemed an
energency and necessary for the inmedi ate preservation of the public peace, health and
safety or general welfare

<< CA HLTH & S § 1357.18 >>

1357.18. The Departnent of Corporations shall nonitor the standard enpl oyee risk rates
for those health care service plan contracts under which providers are not prospectively
paid to deternine whether pricing patterns energe which reflect either adverse selection
of particular products by high- or lowrisk groups or unfairly conpetitive, predatory
pricing strategies by particular carriers. The departnment shall also nonitor the effects
of the contract premiumrating requirenents of this chapter on affordability of small
group health insurance and the relation, if any, between price sensitivity and
continuation of coverage. The department shall report its findings to the Assenbly
I nsurance Committee and the Senate Insurance, Cains, and Corporations Conmittee on July
1, 1994, and July 1, 1996.

<< CA HLTH & S Prec. § 1357.50 >>

SEC. 6. Article 3.15 (comencing with Section 1357.50) is added to Chapter 2.2 of
Division 2 of the Health and Safety Code, to read:

Article 3.15. Preexisting Condition Provisions and Late Enroll ees
<< CA HLTH & S § 1357.50 >>
1357.50. For purposes of this article:

(a) "Health benefit plan" neans any group, insurance policy or health care service plan
contract, that provides nedical, hospital, and surgical benefits. The term does not

i ncl ude accident only, credit, disability income, coverage of Medicare services pursuant
to contracts with the United States governnent, Medicare supplenment, |ong-termcare

i nsurance, dental, vision, coverage issued as a supplenent to liability insurance,
i nsurance arising out of a workers' conpensation or simlar |aw, autonobile nmedica
paynment insurance, or insurance under which benefits are payable with or without regard to
fault and that is statutorily required to be contained in any liability insurance policy
or equival ent self-insurance.

(b) "Late enrollee"” neans an eligible enpl oyee or dependent who has declined health
coverage under a health benefit plan offered through enpl oynent or sponsored by an
enpl oyer at the time of the initial enrollnment period provided under the terns of the
heal th benefit plan, and who subsequently requests enrollnent in a health benefit plan of
that enployer; provided that the initial enrollment period shall be a period of at |east
30 days. However, an eligible enployee or dependent shall not be considered a |late
enrollee if any of the following is applicable:

(1) The individual neets all of the follow ng requirenents:

(A) The individual was covered under another enployer health benefit plan at the tine the
i ndividual was eligible to enroll

(B) The individual certified, at the tine of the initial enrollnent that coverage under
anot her enpl oyer health benefit plan was the reason for declining enrollnent provided
that, if the individual was covered under another enployer health plan, the individual was
gi ven the opportunity to nake the certification required by this subdivision and was
notified that failure to do so could result in later treatment as a |l ate enroll ee.
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(© The individual has lost or will |ose coverage under another enployer health benefit
plan as a result of term nation of enploynent of the individual or of a person through
whom t he i ndividual was covered as a dependent, change in enpl oynment status of the
i ndi vidual or of a person through whomthe individual was covered as a dependent,
term nation of the other plan's coverage, cessation of an enployer's contribution toward
an enpl oyee or dependent's coverage, death of a person through whom the individual was
covered as a dependent, or divorce.

(D) The individual requests enrollnment within 30 days after termination of coverage, or
cessation of enployer contribution toward coverage provi ded under another enployer health
benefit plan.

(2) The individual is enployed by an enployer that offers multiple health benefit plans
and the individual elects a different plan during an open enroll ment period.

(3) A court has ordered that coverage be provided for a spouse or minor child under a
covered enpl oyee's health benefit plan and request for enrollnment is made within 30 days
after issuance of the court order

(4) The plan cannot produce a witten statement fromthe enployer stating that, prior to
declining coverage, the individual or the person through whomthe individual was eligible
to be covered as a dependent was provided with, and signed acknow edgnent of, explicit
witten notice in bold type specifying that failure to el ect coverage during the initia
enrol Il ment period pernmits the plan to inpose, at the tine of the individual's |ater
decision to el ect coverage, an exclusion fromcoverage for a period of 12 nonths as well
as a six-nonth preexisting condition exclusion, unless the individual neets the criteria
specified in paragraph (1), (2), or (3).

(c) "Preexisting condition provision" means a contract provision that excludes coverage
for charges or expenses incurred during specified period following the enrollee's
effective date of coverage, as to a condition for which nedical advice, diagnosis, care,
or treatnent was recommended or received during a specified period i mediately preceding
the effective date of coverage.

(d) "Qualifying prior coverage" neans:

(1) Any individual or group policy, contract or program that is witten or adm nistered
by a disability insurance conpany, nonprofit hospital service plan, health care service

pl an, fraternal benefits society, self-insured enployer plan, or any other entity, in this
state or el sewhere, and that arranges or provides nedical, hospital and surgical coverage
not designed to suppl enent other private or governmental plans. The termincludes
continuation or conversion coverage but does not include accident only, credit, disability
i ncomre, Medi care supplenent, long-termcare insurance, dental, vision, coverage issued as
a supplenment to liability insurance, insurance arising out of a workers' conpensation or
simlar law, autonobile nmedical paynment insurance, or insurance under which benefits are
payable with or without regard to fault and that is statutorily required to be contained
in any liability insurance policy or equivalent self-insurance.

(2) The federal Medicare program pursuant to Title XVIII of the Social Security Act.
(3) The nedicaid program pursuant to Title XI X of the Social Security Act.

(4) Any other publicly sponsored program provided in this state or el sewhere, of
nmedi cal, hospital and surgical care.

<< CA HLTH & S § 1357.51 >>
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1357.51. (a) No plan contract that covers three or nore enrollees shall exclude coverage
for any individual on the basis of a preexisting condition provision for a period greater
than six nonths following the individual's effective date of coverage. Preexisting
condi tion provisions contained in plan contracts may relate only to conditions for which
medi cal advi ce, diagnosis, care, or treatnent, including use of prescription drugs, was
recormmended or received froma |icensed health practitioner during the six nonths
i medi ately preceding the effective date of coverage.

(b) A plan that does not utilize a preexisting condition provision may inpose a waiting
period not to exceed 60 days, before the coverage issued subject to this article shal
beconme effective. During the waiting period, the plan is not required to provide health
care services and no prem um shall be charged to the subscriber or enrollee.

(c) In determ ning whether a preexisting condition provision or a waiting period applies
to any enrollee, a plan shall credit the tine the enrollee was covered under qualifying
prior coverage, provided the enrollee becones eligible for coverage under the succeedi ng
pl an contract within 30 days of termination of prior coverage, exclusive of any waiting
peri od, and applies for coverage under the succeeding plan within the applicable
enrol | ment period.

However, if a person's enploynment has ended, the availability of health coverage offered
t hr ough enpl oynent or sponsored by an enpl oyer has term nated, or an enployer's
contribution toward health coverage has term nated, a plan shall credit the time the
person was covered under qualifying prior coverage if the person becones eligible for
heal th coverage of fered through enpl oynent or sponsored by an enployer wthin 90 days,
excl usive of any waiting period, and applies for coverage under the succeeding plan
contract within the applicable enrollnment period.

(d) No plan shall exclude Iate enrollees fromcoverage for nore than 12 nonths fromthe
date of the late enrollee's application for coverage. No plan shall require any premnm um
or other periodic charge to be paid by or on behalf of a late enrollee during the period
of exclusion fromcoverage permtted by this subdivision

SEC. 7. Section 1367 of the Health and Safety Code is anmended to read:
<< CA HLTH & S § 1367 >>

1367. Each health care service plan, and where applicable, each specialized health care
service plan, shall neet the follow ng requirenents:

(a) Al facilities located in this state including, but not Iimted to, clinics,
hospitals, and skilled nursing facilities to be utilized by the plan shall be |icensed by
the State Departnent of Health Services, if such licensure is required by law. Facilities
not located in this state shall conformto all licensing and other requirements of the
jurisdiction in which they are | ocated.

(b) Al personnel enployed by or under contract to the plan shall be |licensed or
certified by their respective board or agency, where such licensure or certification is
required by I aw.

(c) Al equipnent required to be licensed or registered by law shall be so |licensed or
regi stered and the operating personnel for such equi pnent shall be |licensed or certified
as required by I aw.

(d) The plan shall furnish services in a manner providing continuity of care and ready
referral of patients to other providers at such tinmes as nay be appropriate consi stent
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wi th good professional practice.

(e) Al services shall be readily available at reasonable tines to all enrollees. To the
extent feasible, the plan shall make all services readily accessible to all enroll ees.

(f) The plan shall enploy and utilize allied health nanpower for the furnishing of
services to the extent pernmitted by | aw and consistent with good nedi cal practice.

(g) The plan shall have the organi zati onal and adm nistrative capacity to provide
services to subscribers and enrollees. The plan shall be able to denpnstrate to the
departnent that nedical decisions are rendered by qualified nedical providers, unhindered
by fiscal and administrative managenent.

(h) Al'l contracts with subscribers and enrollees, including group contracts, and al
contracts with providers, and other persons furnishing services, equipnent, or facilities
to or in connection with the plan, shall be fair, reasonable, and consistent with the
obj ectives of this chapter.

(i) Each health care service plan contract shall provide to subscribers and enrollees al
of the basic health care services included in subdivision (b) of Section 1345, except that
t he conmi ssioner nmay, for good cause, by rule or order exenpt a plan contract or any class
of plan contracts fromsuch requirenent. The commi ssioner shall by rule define the scope
of each basic health care service which health care service plans shall be required to
provide as a minimumfor licensure under this chapter. Nothing in this chapter shal
prohi bit a health care service plan from chargi ng subscribers or enrollees a copaynent or
a deductible for a basic health care service or fromsetting forth, by contract,
limtations on naxi num coverage of basic health care services, provided that such
copaynments, deductibles, or Iimtations are reported to, and held unobjectionable by, the
conmi ssioner and set forth to the subscriber or enrollee pursuant to the disclosure
provi sions of Section 1363.

Nothing in this section shall be construed to pernit the comm ssioner to establish the
rates charged subscribers and enrollees for contractual health care services.

SO

<<+The conmm ssioner's enforcenent of Article 3.1 (comrencing with Section 1357) shall not
be deened to establish the rates charged subscribers and enrollees for contractual health
care services. +>>

SEC. 8. Section 1393.6 is added to the Health and Safety Code, to read:
<< CAHLTH & S § 1393.6 >>

1393.6. For violations of Article 3.1 (comencing with Section 1357) and Article 3.15
(commrencing with Section 1357.50), the conm ssioner nay, after appropriate notice and
opportunity for hearing, by order levy adnmnistrative penalties as foll ows:

(a) Any person, solicitor, or solicitor firm other than a health care service plan, who
willfully violates any provision of this chapter, or who willfully violates any rule or
order adopted or issued pursuant to this chapter, is liable for adm nistrative penalties
of not less than two hundred fifty dollars ($250) for each first violation, and of not
| ess than one thousand dollars ($1,000) and not nobre than two thousand five hundred
dol l ars ($2,500) for each subsequent violation

(b) Any health care service plan that willfully violates any provision of this chapter
or that willfully violates any rule or order adopted or issued pursuant to this chapter
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is liable for adm nistrative penalties of not less than two thousand five hundred dollars
(%$2,500) for each first violation, and of not |ess than five thousand dollars ($5, 000) nor
nore than ten thousand dollars ($10,000) for each second violation, and of not |ess than
fifteen thousand dollars ($15,000) and not nmore than one hundred thousand dollars

($100, 000) for each subsequent violation

(c) The administrative penalties shall be paid to the State Corporations Fund.

(d) The administrative penalties available to the conmi ssioner pursuant to this section
are not exclusive, and may be sought and enpl oyed in any conbination with civil, crimnal
and other adm nistrative renmedi es deened advi sabl e by the conmi ssioner to enforce the
provi sions of this chapter

<< CAINS Prec. § 10198.6 >>

SEC. 9. Article 7 (commencing with Section 10198.6) is added to Chapter 1 of Part 2 of
Division 2 of the Insurance Code, to read:

Article 7. Preexisting Condition Provisions and Late Enroll ees
<< CAINS § 10198.6 >>
10198. 6. For purposes of this article:

(a) "Health benefit plan" neans any group or selected group policy or contract, offered
t hrough enpl oynent or sponsored by an enpl oyer, that provides nmedical, hospital, and
surgi cal benefits. The term does not include accident only, credit, disability incone,
coverage of Medicare services pursuant to contracts with the United States government,
Medi care suppl enent, long-termcare insurance, dental, vision, coverage issued as a
supplenent to liability insurance, insurance arising out of a workers' conmpensation or
simlar law, autonobile nmedical payment insurance, or insurance under which benefits are
payable with or without regard to fault and that is statutorily required to be contained
in any liability insurance policy or equival ent self-insurance.

(b) "Late enrollee" neans an eligible enployee or dependent who has declined health
coverage under a health benefit plan offered through enpl oynent or sponsored by an
enployer at the tinme of the initial enrollment period provided under the terms of the
heal th benefit plan, and who subsequently requests enrollnent in a health benefit plan of
that enployer; provided that the initial enrollnent period shall be a period of at |east
30 days. However, an eligible enployee or dependent shall not be considered a |late
enrollee if any of the following is applicable:

(1) The individual nmeets all of the follow ng requirenents:

(A) The individual was covered under another enployer health benefit plan at the tine the
i ndi vi dual was eligible to enroll

(B) The individual certified, at the time of the initial enrollnent that coverage under
anot her enpl oyer health benefit plan was the reason for declining enrollnent provided
that, if the individual was covered under another enployer health plan, the individual was
gi ven the opportunity to make the certification required by this subdivision and was
notified that failure to do so could result in later treatment as a late enrollee.

(© The individual has lost or will |ose coverage under another enployer health benefit

plan as a result of term nation of enploynent of the individual or of a person through
whom t he i ndividual was covered as a dependent, change in enpl oynment status of the
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i ndi vidual or of a person through whomthe individual was covered as a dependent,

term nation of the other plan's coverage, cessation of an enployer's contribution toward
an enpl oyee or dependent's coverage, death of a person through whom the individual was
covered as a dependent, or divorce.

(D) The individual requests enrollment within 30 days after term nation of coverage, or
cessation of enployer contribution toward coverage provi ded under another enployer health
benefit plan.

(2) The individual is enployed by an enployer that offers multiple health benefit plans
and the individual elects a different plan during an open enrol |l nent period.

(3) A court has ordered that coverage be provided for a spouse or minor child under a
covered enpl oyee's health benefit plan and request for enrollment is made within 30 days
after issuance of the court order

(4) The carrier cannot produce a witten statement fromthe enployer stating that, prior
to declining coverage, the individual or the person through whom the individual was
eligible to be covered as a dependent was provided with, and signed acknow edgnent of,
explicit witten notice in bold type specifying that failure to el ect coverage during the
initial enrollnment period permts the carrier to inpose, at the tinme of the individual's
| ater decision to el ect coverage, an exclusion fromcoverage for a period of twelve nonths
as well as a six nonth preexisting condition exclusion, unless the individual neets the
criteria specified in paragraphs (1), (2), or (3).

(c) "Preexisting condition provision" means a policy provision that excludes coverage for
charges or expenses incurred during a specified period following the insured' s effective
date of coverage, as to a condition for which nedical advice, diagnosis, care, or
treatnment was reconmended or received during a specified period i mediately preceding the
ef fecti ve date of coverage.

(d) "Qualifying prior coverage" neans:

(1) Any individual or group policy, contract or program that is witten or adm nistered
by a disability insurance conpany, nonprofit hospital service plan, health care service

pl an, fraternal benefits society, self-insured enployer plan, or any other entity, in this
state or elsewhere, and that arranges or provides nedical, hospital, and surgical coverage
not designed to supplenment other private or governmental plans. The termincludes
continuation or conversion coverage but does not include accident only, credit, disability
i ncome, Medi care supplenent, long-termcare insurance, dental, vision, coverage issued as
a supplement to liability insurance, insurance arising out of a workers' conpensation or
simlar |aw, autonobile nedical paynent insurance, or insurance under which benefits are
payable with or without regard to fault and that is statutorily required to be contained
in any liability insurance policy or equival ent self-insurance.

(2) The federal Medicare program pursuant to Title XVIII of the Social Security Act.
(3) The Medicaid program pursuant to Title XI X of the Social Security Act.

(4) Any other publicly sponsored program provided in this state or el sewhere, of
nmedi cal , hospital and surgical care

<< CAINS § 10198.7 >>

10198.7. (a) No health benefit plan that covers three or nore persons and that is issued,
renewed, or witten by any insurer, nonprofit hospital service plan, self-insured enpl oyee
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wel fare benefit plan, fraternal benefits society, or any other entity shall exclude
coverage for any individual on the basis of a preexisting condition provision for a period
greater than six nonths follow ng the individual's effective date of coverage, nor shal
[imt or exclude coverage for a specific insured person by type of illness, treatnent,

medi cal condition, or accident except for satisfaction of a preexisting clause pursuant to
this article. Preexisting condition provisions contained in health benefit plans may
relate only to conditions for which nedical advice, diagnosis, care, or treatnent,

i ncludi ng use of prescription drugs, was recommended or received froma |licensed health
practitioner during the six nonths inmediately preceding the effective date of coverage.

(b) A carrier that does not utilize a preexisting condition provision may inpose a
wai ting period not to exceed 60 days, before the coverage issued subject to this article
shal | becone effective. During the waiting period, the carrier is not required to provide
health care services and no prem um shall be charged to the subscriber or enroll ee.

(c) I'n determ ning whether a preexisting condition provision or a waiting period applies
to any person, all health benefit plans shall credit the tinme the person was covered under
qual i fying prior coverage, provided the person becones eligible for coverage under the
succeedi ng health benefit plan within 30 days of term nation of prior coverage, exclusive
of any waiting period, and applies for coverage under the succeeding plan within the
applicabl e enrol |l nent period. However, if a person's enploynment has ended, the
avail ability of health coverage offered through enpl oynent or sponsored by an enpl oyer has
term nated or, an enployer's contribution toward health coverage has term nated, a carrier
shall credit the tine the person was covered under qualifying prior coverage if the person
becones eligible for health coverage offered through enployment or sponsored by an
enpl oyer within 90 days, exclusive of any waiting period, and applies for coverage under
t he succeeding plan within the applicable enrollnent period.

(d) No health benefit plan that covers three or nore persons and that is issued, renewed,
or witten by any insurer, nonprofit hospital service plan, self-insured enpl oyee welfare
benefit plan, fraternal benefits society, or any other entity may exclude |late enrollees
from coverage for nore than 12 nonths fromthe date of the late enrollee's application for
coverage. No insurer, nonprofit hospital service plan, self-insured enpl oyee welfare
benefit plan, fraternal benefits society, or any other entity shall require any prem um or
ot her periodic charge to be paid by or on behalf of a late enrollee during the period of
exclusion fromcoverage permtted by this subdivision

(e) Any entity providing aggregate or specific stop | oss coverage or any other assunption
of risk with reference to a health benefit plan shall provide that the plan neets al
requirenents of this article concerning waiting periods, preexisting condition provisions,
and | ate enrollees.

<< CAINS § 10198.8 >>

10198.8. This article applies to all health benefit plans that provide hospital, nedical
or surgical benefits to residents of this state regardless of the situs of the contract or
group master policyhol der.

<< CAINS Prec. § 10700 >>

SEC. 10. Chapter 14 (comrencing with Section 10700) is added to Part 2 of Division 2 of
t he I nsurance Code, to read:

CHAPTER 14. SMALL EMPLOYER HEALTH | NSURANCE
Article 1. Definitions
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<< CA INS § 10700 >>
10700. As used in this chapter

(a) "Actuarial certification" means a witten statement by a nenber of the Anmerican
Acadeny of Actuaries or other individual acceptable to the conmmi ssioner that a carrier is
in conpliance with the provisions of this chapter, based upon the person's exani nation
including a review of the appropriate records and of the actuarial assunptions and nethods
used by the carrier in establishing premiumrates for applicable health benefit plans.

(b) "Agent or broker" means a person or entity |licensed under Chapter 5 (comrencing with
Section 1621) of Part 2 of Division 1

(c) "Benefit plan design” neans a specific health coverage product issued by a carrier to
snmal |l enployers or to trustees of associations that include snall enployers. |t includes
services covered and the | evels of copaynent and deductibles, and it nmay include the
pr of essi onal providers who are to provide those services and the sites where those
services are to be provided. A benefit plan design may al so be an integrated systemfor
the financing and delivery of quality health care services which has significant
i ncentives for the covered individuals to use the system

(d) "Board" nmeans the Major Risk Medical Insurance Board.

(e) "Carrier" means any disability insurance conpany, nonprofit hospital service plan, or
any other entity that wites, issues, or admnisters group health benefit plans that cover
t he enpl oyees of small enployers, regardless of the situs of the contract or master
pol i cyhol der. For the purposes of Articles 3 (comrencing with Section 10719) and 4
(comrencing with Section 10730), "carrier"” also includes health care service plans.

(f) "Dependent" neans the spouse or child of an eligible enployee, subject to applicable
terns of the health benefit plan covering the enployee.

(g) "Eligible enployee" means any permanent enpl oyee who is actively engaged on a
full-time basis in the conduct of the business of the small enployer with a normal work
week of at least 30 hours, in the small enployer's regular place of business, who has net
any statutorily authorized applicable waiting period requirenents. The termincludes sole
proprietors or partners of a partnership, if they are actively engaged on a full-tine
basis in the small enployer's business, and they are included as enpl oyees under a health
benefit plan of a small enployer, but does not include enpl oyees who work on a part-tine,
temporary, or substitute basis.

(h) "Enrollee" neans an eligible enpl oyee or dependent who receives health coverage
through the programfroma participating carrier.

(i) "Financially inpaired" neans, for the purposes of this chapter, a carrier that, on or
after the effective date of this chapter, is not insolvent and is either

(1) Deened by the comni ssioner to be potentially unable to fulfill its contractua
obl i gati ons.

(2) Placed under an order of rehabilitation or conservation by a court of conpetent
jurisdiction.

(j) "Fund" neans the California Small G oup Rei nsurance Fund

(k) "Health benefit plan" means a policy or contract witten or administered by a carrier
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that arranges or provides health care benefits for the enrolled enpl oyees of a smal

enpl oyer and their dependents. The term does not include accident only, credit,

di sability incone, coverage of Medicare services pursuant to contracts with the United

St at es government, Medi care suppl enent, |ong-term care insurance, dental, vision, coverage
i ssued as a supplenent to liability insurance, autonobile medical payment insurance, or

i nsurance under which benefits are payable with or without regard to fault and that is
statutorily required to be contained in any liability insurance policy or equival ent

sel f-i nsurance.

(1) "I'n force business" means an existing health benefit plan issued by the carrier to a
smal | enpl oyer.

(m "Late enrollee" neans an eligible enpl oyee or dependent who has declined health
coverage under a health benefit plan offered by a small enployer at the tine of the
initial enrollnment period provided under the ternms of the health benefit plan, and who
subsequently requests enrollment in a health benefit plan of that small enpl oyer;
provided that the initial enrollnment period shall be a period of at |east 30 days.
However, an eligible enpl oyee or dependent shall not be considered a late enrollee if:
(1) the individual neets all of the following: (A was covered under another enployer
heal th benefit plan at the time the individual was eligible to enroll; (B) certified at
the tine of the initial enrollnent, that coverage under another enployer health benefit
pl an was the reason for declining enrollment provided that, if the individual was covered
under anot her enployer health plan, the individual was given the opportunity to nake the
certification required by this subdivision and was notified that failure to do so could
result in later treatnment as a late enrollee; (C has lost or will | ose coverage under
anot her enpl oyer health benefit plan as a result of termination of enploynment of the
i ndi vi dual or of a person through whomthe individual was covered as a dependent, change
in enmpl oynment status of the individual, or of a person through whomthe individual was
covered as a dependent, the term nation of the other plan's coverage, cessation of an
enpl oyer's contribution toward an enpl oyee or dependent's coverage, death of the person
t hrough whom t he i ndi vi dual was covered as a dependent, or divorce; and (D) requests
enroll ment within 30 days after term nation of coverage or enployer contribution toward
coverage provi ded under another enployer health benefit plan; or (2) the individual is
enpl oyed by an enpl oyer who offers nmultiple health benefit plans and the individual elects
a different plan during an open enrollnent period; or (3) a court has ordered that
coverage be provided for a spouse or minor child under a covered enpl oyee's health benefit
pl an and request for enrollnment is made within 30 days after issuance of the court order
or (4) the carrier cannot produce a witten statement fromthe enployer stating that the
i ndi vi dual or the person through whom an individual was eligible to be covered as a
dependent, prior to declining coverage, was provided with, and signed acknow edgnent of,
an explicit witten notice in bold type specifying that failure to el ect coverage during
the initial enrollnment period permts the carrier to inpose, at the tinme of the
i ndividual's later decision to el ect coverage, an exclusion from coverage for a period of
12 nonths as well as a six-nonth preexisting condition exclusion unless the individua
neets the criteria specified in paragraph (1), (2), or (3).

(n) "New busi ness" neans a health benefit plan issued to a snall enployer that is not the
carrier's in force business.

(o) "Participating carrier"” neans a carrier that has entered into a contract with the
programto provide health benefits coverage under this part.

(p) "Plan of operation" neans the plan of operation of the fund, including articles,

byl aws and operating rul es adopted by the fund pursuant to Article 3 (comencing with
Section 10719).

Copr. © 2003 West Group. All rights reserved.



CA LEGIS 1128 (1992) Page 38
1992 Cal. Legis. Serv. Ch. 1128 (A.B. 1672) (WEST)
(Publication page references are not available for this document.)

(g) "Programt neans the Voluntary Alliance Uniting Enployers Purchasing Program

(r) "Preexisting condition provision" means a policy provision that excludes coverage for
charges or expenses incurred during a specified period following the insured' s effective
date of coverage, as to a condition for which nmedical advice, diagnhosis, care, or
treatment was recomended or received during a specified period i mediately preceding the
ef fective date of coverage.

(s) "Qualifying prior coverage" mneans:

(1) Any individual or group policy, contract, or program that is witten or adm nistered
by a disability insurer, nonprofit hospital service plan, health care service plan
fraternal benefits society, self-insured enployer plan, or any other entity, in this state
or el sewhere, and that arranges or provides nmedical, hospital, and surgical coverage not
designed to supplement other private or governnental plans. The term i ncludes
continuation or conversion coverage but does not include accident only, credit, disability
i ncomre, Medi care supplenent, long-termcare, dental, vision, coverage issued as a
supplenent to liability insurance, insurance arising out of a workers' conmpensation or
simlar law, autonobile nmedical paynment insurance, or insurance under which benefits are
payable with or without regard to fault and that is statutorily required to be contained
in any liability insurance policy or equival ent self-insurance.

(2) The federal Medicare program pursuant to Title XVIII of the Social Security Act.
(3) The nedicaid program pursuant to Title XIX of the Social Security Act.

(4) Any other publicly sponsored program provided in this state or el sewhere, of
nedi cal, hospital, and surgical care.

(t) "Rating period" neans the period for which premumrates established by a carrier are
in effect and shall be no | ess than six nonths.

(u) "Risk adjusted enployee risk rate" neans the rate determned for an eligible enployee
of a small enployer in a particular risk category after applying the risk adjustnent
factor.

(v) "Risk adjustment factor" means the percent adjustnment to be applied equally to each
standard enpl oyee risk rate for a particular small enployer, based upon any expected
devi ations fromstandard clainms. This factor nay not be nore than 120 percent or |ess
than 80 percent until July 1, 1996. Effective July 1, 1996, this factor may not be nore
than 110 percent or |ess than 90 percent.

(w) "Risk category" neans the follow ng characteristics of an eligible enployee: age
geographic region, and famly size of the enployee, plus the benefit plan design selected
by the small enpl oyer.

(1) No nore than the follow ng age categories nmay be used in determi ning prem umrates:

Under 30

30-39

40- 49

50- 54

55-59
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60- 64
65 and over

(2) Snall enployer carriers shall base rates to snall enployers using no nore than the
following fam |y size categories:

(A) Single.

(B) Married couple.

(C) One adult and child or children

(D) Married couple and child or children

(3) (A In determining rates for small enployers, a carrier that operates statew de shal
use no nore than nine geographic regions in the state, have no region smaller than an area
in which the first three digits of all its ZIP Codes are in conmon and shall divide no
county into nore than two regions. Carriers shall be deened to be operating statewide if
their coverage area includes 90 percent or nmore of the state's popul ation. GCeographic
regi ons established pursuant to this section shall, as a group, cover the entire state,
and the area enconpassed in a geographic region shall be separate and distinct from areas
enconpassed in other geographic regions. Ceographic regions may be nonconti guous.

(B) In determining rates for small enployers, a carrier that does not operate statew de
shall use no nore than the nunber of geographic regions in the state than is deternined by
the following formula: the population, as deternmined in the | ast federal census, of al
counties which are included in their entirety in a carrier's service area divided by the
total population of the state, as determined in the |last federal census, multiplied by
nine. The resulting nunber shall be rounded to the nearest whole integer. No region nay
be smaller than an area in which the first three digits of all its ZIP Codes are in conmon
and no county may be divided into nore than two regions. The area enconpassed in a
geographi c regi on shall be separate and distinct from areas enconpassed in other
geographi c regi ons. CGeographic regi ons may be noncontiguous. No carrier shall have |ess
t han one geographi c area.

(x) "Small enployer” means any person, proprietary or nonprofit firm corporation,
partnershi p, public agency, or association that is actively engaged in business or service
that, on at |east 50 percent of its working days during the preceding cal endar quarter
enpl oyed at |east three, but not nore than 50, eligible enployees, the majority of whom
were enployed within this state, that was not formed primarily for purposes of buying
heal th i nsurance and in which a bona fide enpl oyer-enpl oyee rel ati onship exists. However,

for purposes of subdivisions (b) and (h) of Section 10705, the definition shall include
enpl oyers with at least five eligible enployees until July 1, 1994, four eligible
enpl oyees until July 1, 1995, and three eligible enployees thereafter. In determ ning the

nunber of eligible enployees, conpanies that are affiliated conpanies, and that are
eligible to file a conbined income tax return for purposes of state taxation shall be
consi dered one enpl oyer. Subsequent to the issuance of a health benefit plan to a smnal
enpl oyer pursuant to this chapter, and for the purpose of determining eligibility, the
size of a small enployer shall be determined annually. Except as otherw se specifically
provi ded, provisions of this chapter that apply to a small enployer shall continue to
apply until the health benefit plan anniversary followi ng the date the enpl oyer no | onger
neets the requirenments of this definition

(y) "Standard enployee risk rate" neans the rate applicable to an eligible enployee in a
particular risk category in a small enployer group
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(z) An association is a nonprofit organization conprised of a group of individuals or
enpl oyers who associ ate based solely on participation in a specified profession or

i ndustry, accepting for menbership any individual or small enployer neeting its nmenbership
criteria, which do not condition nenbership directly or indirectly on the health or clains
hi story of any person, which uses nenbership dues solely for and in consideration of the
menber shi p and nenbership benefits, except that the amount of the dues shall not depend on
whet her the nenber applies for or purchases insurance offered by the association, which is
organi zed and maintained in good faith for purposes unrelated to insurance, which has been
in active existence on January 1, 1992, and at least five years prior to that date, which
has a constitution and byl aws, or other anal ogous governi ng docunents which provide for
el ection of the governing board of the association by its menbers, which has contracted
with one or nore carriers to offer one or nore health benefit plans to all individua
menbers and snall enployer nenbers in this state.

<< CAINS Prec. § 10702 >>
Article 2. Small Enployer Carrier Requirenents
<< CA INS § 10702 >>

10702. Al carriers witing, issuing, or admnistering health benefit plans that cover
enpl oyees of small enployers shall be subject to this chapter if any one of the follow ng
conditions are net:

(a) Any portion of the premiumfor any health benefit plan or benefits is paid by a smal
enpl oyer, or any covered individual is reinbursed, whether through wage adjustnents or
otherwi se, by a snall enployer for any portion of the prem um

(b) The health benefit plan is treated by the small enpl oyer or any of the covered
i ndividuals as part of a plan or programfor the purposes of Section 106 or 162 of the
I nternal Revenue Code.

<< CAINS § 10703 >>

10703. The conmi ssioner shall have the authority to determ ne whether a health benefit
plan is covered by this chapter, and to deterni ne whether an enployer is a small enployer
wi thin the nmeani ng of Section 10700.

<< CAINS § 10704 >>

10704. The conmi ssioner may issue regul ations that are necessary to carry out the
purposes of this article. Prior to the public comrent period required on the regul ations
under the Adm nistrative Procedure Act, the comni ssioner shall provide the Comm ssioner of
Corporations with a copy of the proposed regul ations. The Comnm ssioner of Corporations
shal | have 30 days to notify the conmi ssioner in witing of any coments on the
regul ati ons. The Comm ssioner of Corporations' comrents shall be included in the public
notice i ssued on the regulations. Any rules and regul ations issued pursuant to this
subdi vi sion may be adopted as emergency regul ations in accordance with the Administrative
Procedure Act (Chapter 3.5 (comencing with Section 11340) of Part 1 of Division 3 of
Title 2 of the Government Code). Until Decenber 31, 1994, the adoption of these
regul ati ons shall be deenmed an energency and necessary for the i medi ate preservation of
t he public peace, health, safety, or general welfare. The regulations shall be enforced
by the commi ssioner.

<< CA INS 8§ 10705 >>
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10705. Upon the effective date of this act:

(a) No group or individual policy or contract or certificate of group insurance or
statenment of group coverage providing benefits to enpl oyees of small enpl oyers as defined
in this chapter shall be issued or delivered by a carrier subject to the jurisdiction of
t he conmi ssioner regardl ess of the situs of the contract or master policyholder or of the
domcile of the carrier nor, except as otherw se provided in Sections 10270.91 and
10270.92, shall a carrier provide coverage subject to this chapter until a copy of the
formof the policy, contract, certificate, or statement of coverage is filed with and
approved by the comm ssioner in accordance with Sections 10290 and 10291, and the carrier
has conmplied with the requirements of Section 10717.

(b) Each carrier, except a self-funded enployer, shall fairly and affirmatively offer
market, and sell all of the carrier's benefit plan designs that are sold to small
enpl oyers or to associations that include small enployers to all small enployers in each
geographic region in which the carrier makes coverage avail able or provides benefits. A
carrier contracting to participate in the Voluntary Alliance Uniting Enployers Purchasing
Program shall be deened to be in conpliance with this requirenent for a benefit plan
design offered through the programin those geographic regions in which the carrier
participates in the programand the benefit plan design is offered exclusively through the
program

(1) Nothing in this section shall be construed to require an association to offer, market
or sell a benefit plan design to those who are not nenbers of the association. However,
if the association markets, offers or sells a benefit plan design to those who are not
menbers of the association it is subject to the requirenents of this section

(2) Acarrier which (A effective January 1, 1992, and at |east 20 years prior to that
date, markets, offers, or sells benefit plan designs only to all nenbers of one
associ ation and (B) does not market, offer or sell any other individual, selected group
or group policy or contract providing nedical, hospital and surgical benefits shall not be
required to market, offer, or sell to those who are not nmenbers of the association
However, if the carrier markets, offers or sells any benefit plan design or any other

i ndi vidual, selected group, or group policy or contract providing nedical, hospital and
surgi cal benefits to those who are not nmenbers of the association it is subject to the
requi renents of this section

(3) Each carrier that sells health benefit plans to nenbers of one association pursuant
to paragraph (2) shall submit an annual statenent to the conm ssioner which states that
the carrier is selling health benefit plans pursuant to paragraph (2) and which, for the
one association, lists all the information required by paragraph (4).

(4) Each carrier that sells health benefit plans to nenbers of any association shal
submt an annual statenent to the conm ssioner which |ists each association to which the
carrier sells health benefit plans, the industry or profession which is served by the
associ ation, the association's nmenbership criteria, a list of officers, the state in which
t he association is organized, and the site of its principal office.

(c) Each carrier shall nake available to each snall enployer all benefit plan designs
that the carrier offers or sells to snall enployers or to associations that include smnal
enpl oyers. Notwi t hstandi ng subdivision (e) of Section 10700, for purposes of this
subdi vi si on, conpanies that are affiliated conpanies or that are eligible to file a
consol i dated i ncone tax return shall be treated as one carrier

(d) Each carrier shall do all of the follow ng:
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(1) Prepare a brochure that sumarizes all of its benefit plan designs and nake this
sunmary avail able to snall enployers, agents and brokers upon request. The sumary shal

i ncl ude for each benefit plan design informati on on benefits provided, a generic
description of the manner in which services are provided, such as how access to providers
islimted, benefit limtations, required copaynents and deducti bl es, standard enpl oyee
risk rates, and a phone nunber that can be called for nore detailed benefit information
Carriers are required to keep the information contained in the brochure accurate and up to
date, and, upon updating the brochure, send copies to agents and brokers representing the
carrier. Any entity that provides adninistrative services only with regard to a benefit
pl an design witten or issued by another carrier shall not be required to prepare a
summary brochure which includes that benefit plan design

(2) For each benefit plan design, prepare a nore detail ed evidence of coverage and nake
it available to small enployers, agents and brokers upon request. The evidence of
coverage shall contain all information that a prudent buyer would need to be aware of in
maki ng sel ection of benefit plan designs. An entity that provides adm nistrative services
only with regard to a benefit plan design witten or issued by another carrier shall not
be required to prepare an evidence of coverage for that benefit plan design

(3) Provide to small enpl oyers, agents, and brokers, upon request, for any given small
enpl oyer the sum of the standard enpl oyee risk rates and the sum of the risk adjusted
standard enpl oyee risk rates. Wen requesting this information, small enployers, agents
and brokers shall provide the carrier with the information the carrier needs to detern ne
the small enployer's risk adjusted enployee risk rate.

(4) Provide copies of the current summary brochure to all agents or brokers who represent
the carrier and, upon updating the brochure, send copies of the updated brochure to agents
and brokers representing the carrier for the purpose of selling health benefit plans.

(5) Notwithstandi ng subdivision (e) of Section 10700, for purposes of this subdivision
conpani es that are affiliated conpanies or that are eligible to file a consolidated i ncone
tax return shall be treated as one carrier

(e) Every agent or broker representing one or nore carriers for the purpose of selling
heal th benefit plans to small enployers shall do all of the follow ng:

(1) When providing information on a health benefit plan to a small enployer but nmaking no
speci fic recommendati ons on particular benefit plan designs:

(A) Advise the small enployer of the carrier's obligation to sell to any small enpl oyer
any of the benefit plan designs it offers to small enployers and provide them upon
request, with the actual rates that would be charged to that enployer for a given benefit
pl an desi gn.

(B) Notify the small enployer that the agent or broker will procure rate and benefit
information for the small enpl oyer on any benefit plan design offered by a carrier for
whom t he agent or broker sells health benefit plans.

(C Notify the small enployer that, upon request, the agent or broker will provide the
smal | enployer with the summary brochure required in paragraph (1) of subdivision (d) for
any benefit plan design offered by a carrier whomthe agent or broker represents.

(2) When offering a small enployer a particular health benefit plan

(A) For each of the benefit plan designs offered by the carrier whose benefit plan design
the agent or broker is presenting, provide the snall enployer with the benefit sumary
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required in paragraph (1) of subdivision (d) and the sum of the standard enpl oyee ri sk
rates for that particular enpl oyer.

(B) Notify the small enployer that, upon request, the agent or broker will provide the
smal | enmployer with an evidence of coverage brochure for each benefit plan design the
carrier offers.

(C Notify the small enployer that, fromJuly 1, 1993 to July 1, 1996, actual rates may
be 20 percent higher or |ower than the sum of the standard enpl oyee risk rates, and from
July 1, 1996, and thereafter, actual rates may be 10 percent higher or |ower than the sum
of the standard enpl oyee risk rates depending on how the carrier assesses the risk of the
snal | enpl oyer's group.

(D) Notify the small enployer that, upon request, the agent or broker will submt
information to the carrier to ascertain the small enployer's sumof the risk adjusted
standard enpl oyee risk rate for any benefit plan design the carrier offers.

(f) Coverage under a particular health benefit plan design for which a snall enployer has
applied shall not take effect until 10 days after the small enployer has received froma
carrier the sumof the risk adjusted standard enpl oyee risk rates for that benefit plan
design, unless the snall enployer waives in witing the right to that information.

(g) No carrier, agent, or broker shall induce or otherw se encourage a small enployer to
separate or otherw se exclude an enployee froma health benefit plan which is provided in
connection with the enpl oyee's enpl oynent.

(h) No carrier shall reject an application froma snmall enployer for a benefit plan
desi gn provi ded:

(1) The small enployer offers health benefits to 100 percent of its eligible enployees.
Enpl oyees who wai ve coverage on the grounds that they have ot her group coverage shall not
be counted as eligible enployees.

(2) The small enpl oyer agrees to make the required prem um paynents.

(i) No carrier or agent or broker shall, directly or indirectly, engage in the follow ng
activities:

(1) Encourage or direct small enployers to refrain fromfiling an application for
coverage with a carrier because of the health status, clainms experience, industry,
occupation, or geographic location within the carrier's approved service area of the smnal
enpl oyer or the snmall enployer's enpl oyees.

(2) Encourage or direct small enployers to seek coverage from another carrier or the
program because of the health status, clains experience, industry, occupation, or
geographic location within the carrier's approved service area of the small enployer or
the smal |l enpl oyer's enpl oyees.

(j) No carrier shall, directly or indirectly, enter into any contract, agreenent, or
arrangenent with an agent or broker that provides for or results in the conpensation paid
to an agent or broker for a health benefit plan to be varied because of the health status,
cl ai ns experience, industry, occupation, or geographic location of the small enployer or
the smal |l enpl oyer's enpl oyees. This subdivision shall not apply with respect to a
conpensati on arrangenent that provides conpensation to an agent or broker on the basis of
percentage of prem um provided that the percentage shall not vary because of the health
status, clains experience, industry, occupation, or geographic area of the snmall enployer.
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(k) If a carrier enters into a contract, agreenent, or other arrangenent with a
third-party admnistrator or other entity to provide adm nistrative, narketing, or other
services related to the offering of health benefit plans to snall enployers in this state,
the third-party admnistrator shall be subject to this chapter

(1) (1) Wth respect to the obligation to provide coverage newy issued under subdivision
(d), the carrier may cease enrolling new snall enployer groups if it certifies to the
conmi ssi oner that the number of eligible enployees and dependents, of the enployers newy
enrolled or insured during the current cal endar year by the carrier equals or exceeds:

(A) in the case of a carrier that adm nisters any self-funded health benefits arrangenent
in California, 10 percent of the total nunber of eligible enployees, or eligible enployees
and dependents, respectively, enrolled or insured in California by that carrier as of
December 31 of the preceding year, or (B) in the case of a carrier that does not
admi ni ster any sel f-funded health benefit arrangenents in California, 8 percent of the
total number of eligible enployees, or eligible enployees and dependents, respectively,
enrolled or insured by the carrier in California as of Decenber 31 of the preceding year

(2) Certification shall be deermed approved if not di sapproved within 45 days after
submi ssion to the commissioner. |If the certification is not approved, the carrier shal
continue to issue coverage as required by subdivision (d) and be subject to adm nistrative
penalties as established in Section 10718.

<< CAINS § 10706 >>

10706. Every carrier shall file with the commi ssioner the reasonable participation

requi renents and enpl oyer contribution requirenments that are to be included in its health
benefit plans. Participation requirenents shall be applied uniformy anong all small
enpl oyer groups, except that a carrier may vary application of mninum enpl oyer
participation requirements by the size of the small enpl oyer group. Enployer contribution
requi renents shall not vary by enpl oyer size.

<< CAINS § 10706.5 >>

10706.5. A health benefit plan shall be effective no |later than the 31st day after
recei pt by the carrier of the small enployer's conpleted application and subm ssion of
premum Al eligible enployees and dependents listed on the small enpl oyer's conpl eted
application shall be covered on the effective date of the health benefit plan. For al
el igible enmpl oyees who are enployed by the small enpl oyer after the effective date of the
health benefit plan, a health benefit plan may inpose a maxi num waiting period of no nore
than 60 days upon each enrollee fromthe date of the eligible enployee's application for
enrollment. During the waiting period the plan is not required to provide health care
services and no prem uns shall be charged to the subscriber or enrollee.

<< CAINS § 10707 >>

10707. Except in the case of a late enrollee, or for satisfaction of a preexisting
condition clause in the case of initial coverage of an eligible enployee, a carrier my
not exclude any eligible enpl oyee or dependent who woul d ot herwi se be covered, on the
basi s of an actual or expected health condition of that enployee. No health benefit plan
may limt or exclude coverage for a specific eligible enployee or dependent by type of
illness, treatnment, nedical condition, or accident, except for preexisting conditions as
permtted by Section 10708.

<< CA INS § 10708 >>

10708. (a) Preexisting condition provisions of health benefit plans shall not exclude
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coverage for a period beyond six nonths follow ng the individual's effective date of
coverage and nmay only relate to conditions for which nedical advice, diagnosis, care, or
treatment, including the use of prescription nedications, was reconmended by or received
froma licensed health practitioner during the six nonths imredi ately preceding the

ef fecti ve date of coverage.

(b) A carrier that does not utilize a preexisting condition provision nay inpose a
wai ting period, not to exceed 60 days, before the coverage issued subject to this chapter
shal | becone effective. During the waiting period, the carrier is not required to provide
health care benefits and no prem uns shall be charged to the subscriber or enrollee.

(c) I'n determ ning whether a preexisting condition provision applies to any person, a
plan shall credit the tinme the person was covered under qualifying prior coverage,

provi ded the person beconmes eligible for coverage under the succeeding plan contract
within 30 days of term nation of prior coverage, exclusive of any waiting period, and
applies for coverage with the succeeding plan contract within the applicable enroll nment
peri od. However, if a person's enploynment has ended, the availability of health coverage
of fered through enpl oynent or sponsored by an enpl oyer has term nated, or an enployer's
contribution toward health coverage has terninated, a plan shall credit the tine the
person was covered under qualifying prior coverage if the person becones eligible for
heal th coverage of fered through enpl oynment or sponsored by an enployer wthin 90 days,
excl usive of any waiting period, and applies for coverage under the succeeding health
benefit plan within the applicable enrollnent period.

(d) A carrier providing aggregate or specific stop | oss coverage or any other assunption
of risk with reference to a health benefit plan shall provide that the plan neets al

requi renents of this section concerning preexisting condition provisions and waiting

peri ods.

<< CA INS § 10709 >>

10709. (a) No health benefit plan nmay exclude | ate enrollees fromcoverage for nore than
12 months fromthe date of the late enrollee's application for coverage. No prem uns
shall be charged to the late enrollee until the exclusion period has ended.

(b) A carrier providing aggregate or specific stop | oss coverage or any other assunption
of risk with reference to a health benefit plan shall provide that the plan neets al
requi renents of this section concerning |late enroll ees.

<< CAINS § 10711 >>
10711. No carrier shall be required by the provisions of this chapter

(a) To offer coverage to, or accept applications from a small enployer, where the smal
enpl oyer is not physically located in a carrier's approved service areas.

(b) To include in a health benefits plan an otherw se eligible enpl oyee or dependent,
when the enpl oyee or dependent does not work or reside within a carrier's approved service
ar ea.

(c) To offer coverage to, or accept applications from a small enployer for a benefits
pl an design within an area if the conmi ssioner has found that the carrier will not have
the capacity within the area in its network of providers to deliver service adequately to
the eligible enpl oyees and dependents of that enpl oyee because of its obligations to
exi sting group contracthol ders and enrollees and that the action is not unreasonable or
clearly inconsistent with the intent of this chapter
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A carrier that cannot offer coverage to small enployers in a specific service area
because it is lacking sufficient capacity may not offer coverage in the applicable area to
new enpl oyer groups with nmore than 50 eligible enployees until the carrier notifies the
conmi ssioner that it has regained capacity to deliver services to snmall enpl oyer groups,
and certifies to the conmi ssioner that fromthe date of the notice it will enroll al
smal | groups requesting coverage fromthe carrier until the carrier has nmet the
requi renents of subdivision (h) of Section 10705.

(d) To offer coverage to a snmall enployer group which within 12 nmonths of application for
coverage disenrolled froma health benefit plan offered by the carrier

<< CAINS § 10712 >>

10712. (a) A carrier shall not be required to offer coverage or accept applications for
benefit plan designs pursuant to this chapter where the comm ssioner determ nes that the
acceptance of an application or applications would place the carrier in a financially
i mpai red condition.

(b) The conmi ssioner's determ nation shall follow an evaluation that includes a
certification by the comm ssioner that the acceptance of an application or applications
woul d place the carrier in a financially inpaired condition

(c) Acarrier that has not offered coverage or accepted applications pursuant to this
chapter shall not offer coverage or accept applications for any individual or group health
benefit plan until the com ssioner has determ ned that the carrier has ceased to be
financially inpaired.

<< CAINS § 10713 >>

10713. Al health benefit plans witten, issued, or adm nistered by carriers on or after
the effective date of this chapter, and all health benefit plans in force on or after the
ef fective date of this chapter shall be renewable with respect to all eligible enployees
or dependents at the option of the policyhol der, contracthol der, or small enployer except
as follows:

(a) For nonpaynent of the required prem uns by the policyhol der, contracthol der, or small
enpl oyer.

(b) For fraud or msrepresentation by the policyhol der, contractholder, or small enployer
or, with respect to coverage of individual enrollees, the enrollees or their
representative

(c) When the carrier ceases to wite, issue, or adm nister new small enployer health
benefit plans in this state, provided, however, that the follow ng conditions are
sati sfied:

(1) Notice of the decision to cease witing, issuing, or adm nistering new or existing
smal | empl oyer health benefits plans in this state is provided to the comm ssioner, and to
ei ther the policyhol der, contracthol der, or small enployer.

(2) Small enployer health benefit plans subject to this chapter shall not be cancel ed for
180 days after the date of the notice required under paragraph (1). For that business of
a carrier that remains in force, any carrier that ceases to wite, issue, or admnister
new health benefit plans shall continue to be governed by this chapter.

(3) Except in the case where a certification has been approved pursuant to subdivision

Copr. © 2003 West Group. All rights reserved.



CA LEGIS 1128 (1992) Page 47
1992 Cal. Legis. Serv. Ch. 1128 (A.B. 1672) (WEST)
(Publication page references are not available for this document.)

(h) of Section 10705 or the commi ssioner has nade a determ nation pursuant to subdivision
(a) of Section 10712, a carrier that ceases to wite, issue, or administer new health
benefit plans to snall enployers in this state after the passage of this chapter shall be
prohibited fromwiting, issuing, or administering new health benefit plans to snall

enpl oyers in this state for a period of three years fromthe date of notice to the
conmi ssi oner .

(d) When a carrier withdraws a benefit plan design fromthe snmall enployer narket,
provided that the carrier nmakes available to the small enployer all small enployer benefit
pl an designs which it markets and satisfies the requirements of paragraph (3) of
subdi vi sion (b) of Section 10714.

<< CAINS § 10714 >>

10714. Premiuns for benefit plan designs witten, issued, or adm nistered by carriers on
or after the effective date of this act, shall be subject to the follow ng requirenents:

(a) (1) The prem um for new business shall be determ ned for an enployee in a particul ar
risk category after applying a risk adjustnment factor to the carrier's standard enpl oyee
risk rates. The risk adjusted enployee risk rate may not be nore than 120 percent or |ess
than 80 percent of the carrier's applicable standard enpl oyee risk rate until July 1,

1996. Effective July 1, 1996, the risk adjusted enployee risk rate may not be nore than
110 percent or |ess than 90 percent.

(2) The prem um charged a snmall enployer for new business shall be equal to the sum of
the risk adjusted enployee risk rates.

(3) The prem um charged a small enployer for new business shall be in effect for no I ess
t han six nont hs.

(b) (1) The premiumfor renewal of in force business shall be determ ned for an enpl oyee
in a particular risk category after applying a risk adjustnment factor to the carrier's
standard enpl oyee risk rates. The risk adjusted enployee risk rates may not be nore than
120 percent or less than 80 percent of the carrier's applicable standard enpl oyee risk
rate until July 1, 1996. Effective July 1, 1996, the risk adjusted enpl oyee risk rate may
not be nore than 110 percent or |ess than 90 percent. The risk adjustnent factor applied
to a snmall enployer may not increase by nore than 10 percentage points fromthe risk
adj ustment factor applied in the prior rating period. The risk adjustnment factor for a
smal | enpl oyer may not be nodified nore frequently than every 12 nonths.

(2) The prem umcharged a snmall enployer for renewal of in force business shall be equa
to the sumof the risk adjusted enployee risk rates and shall be in effect for no | ess
t han si x nonths.

(3) For a benefit plan design that a carrier has discontinued offering, the risk
adjustrment factor applied to the standard enployee risk rates for the first rating period
of the new benefit plan design that the snall enployer elects to purchase shall be no
greater than the risk adjustnent factor applied in the prior rating period to the
di sconti nued benefit plan design. However, the risk adjusted enpl oyee rate may not be
nore than 120 percent or |less than 80 percent of the carrier's applicable standard
enpl oyee risk rate until July 1, 1996. Effective July 1, 1996, the risk adjusted enpl oyee
risk rate nay not be nore than 110 percent or |less than 90 percent. The risk adjustnent
factor for a snall enployer nmay not be nodified nore frequently than every 12 nonths.

<< CA INS 8§ 10715 >>
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10715. Carriers shall apply standard enpl oyee risk rates consistently with respect to al
snal | enpl oyers.

<< CAINS 8§ 10716 >>

10716. In connection with the offering for sale of any benefit plan design to small
enpl oyers:

Each carrier shall make a reasonabl e disclosure, as part of its solicitation and sal es
materials, of the foll ow ng:

(a) The extent to which the premiumrates for a specified small enployer are established
or adjusted in part based upon the actual or expected variation in clainms costs or actua
or expected variation in health conditions of the enpl oyees and dependents of the smal

enpl oyer.

(b) The provisions concerning the carrier's ability to change premiumrates and the
factors other than clai mexperience which affect changes in prem umrates.

(c) Provisions relating to the guaranteed i ssue of policies and contracts.
(d) Provisions relating to the effect of any preexisting condition provision

(e) Provisions relating to the snmall enployer's right to apply for any benefit plan
design witten, issued, or adnministered by the carrier at the time of application for a
new health benefit plan, or at the time of renewal of a health benefit plan

(f) The availability, upon request, of a listing of all the carrier's benefit plan
designs, including the rates for each benefit plan design

<< CA INS § 10717 >>

10717. (a) No carrier shall provide or renew coverage subject to this chapter until it
has done all of the follow ng:

(1) A statenent has been filed with the conm ssioner listing all of the carrier's benefit
pl an designs currently in force that are offered or proposed to be offered for sale in
this state, identified by formnunber, and, if previously approved by the comn ssioner
t he date approved by the conmi ssioner as well as the standard enpl oyee risk rate for each
ri sk category for each benefit plan design and the highest and | owest risk adjustnment
factors that the carrier intends to use in deternmining rates for each benefit plan design
VWhen filing a new benefit plan design pursuant to Section 10705, carriers may submt both
the policy formand the standard enpl oyee risk rates for each risk category at the sane
tinme.

(2) Either:

(A) Thirty days expires after that statenent is filed without witten notice fromthe
conmi ssi oner specifying the reasons for his or her opinion that the carrier's risk
categories or risk adjustnment factors do not conply with the requirements of this chapter

(B) Prior to that tine the comm ssioner gives the carrier witten notice that the
carrier's risk categories and risk adjustnent factors as filed comply with the
requi renents of this chapter.

(b) No carrier shall issue, deliver, renew, or revise a benefit plan design lawfully
provi ded pursuant to subdivision (a), and no carrier shall change the risk categories,
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ri sk adjustnent factors, or standard enployee risk rates for any benefit plan design unti
all of the follow ng requirenents are net:

(1) The carrier files with the comnr ssioner a statement of the specific changes which the
carrier proposes in the risk categories, risk adjustment factors, or standard enpl oyee
risk rates.

(2) Either:

(A) Thirty days expires after such statenent is filed without witten notice fromthe
conmi ssi oner specifying the reasons for his or her opinion that the carrier's risk
categories or risk adjustnent factors do not conply with the requirenents of this chapter

(B) Prior to that time the conmm ssioner gives the carrier witten notice that the
carrier's risk categories and risk adjustnent factors as filed comply with the
requi renents of this chapter

(c) Notwi thstanding any provision to the contrary, when a carrier is changing the
standard enpl oyee risk rates of a benefit plan design |lawfully provided under (a) or (b)
above but is not changing the risk categories or risk adjustnent factors which have been
previously authorized, the carrier need not conply with the requirenments of paragraph (2)
of subdivision (b), but instead shall subnit the revised standard enpl oyee risk rates for
the benefit plan design prior to offering or renewing the benefit plan design

(d) When submitting filings under subdivision (a), (b), or (c), a carrier may also file
with the conmissioner at the tine of the filings a statenent of the standard enpl oyee risk
rate for each risk category the carrier intends to use for each nmonth in the 12 nonths
subsequent to the date of the filing. Once the requirements of the applicable subdivision
(a), (b), or (c), have been net, these rates shall be used by the carrier for the 12-nmonth
period unless the carrier is otherwise inforned by the conm ssioner in his or her response
to the filings submtted under subdivision (a), (b), or (c), provided that any subsequent
change in the standard enpl oyee risk rates charged by the carrier which differ fromthose
previously filed with the conm ssioner nust be newWy filed in accordance with this
subdi vi sion and provided that the carrier does not change the risk categories or risk
adjustment factors for the benefit plan design

(e) If the conmissioner notifies the carrier, in witing, that the carrier's risk
categories or risk adjustnent factors do not conply with the requirenments of this chapter
speci fying the reasons for his or her opinion, it is unlawful for the carrier, at any tinme
after the receipt of such notice, to utilize the nonconplying health benefit plan, benefit
pl an design, risk categories, or risk adjustnent factors in conjunction with the health
benefit plans or benefit plan designs for which the filing was nade.

(f) EBach carrier shall maintain at its principal place of business copies of al
information required to be filed with the conm ssioner pursuant to this section

(g) Each carrier shall nake the information and docunentati on described in this section
avai l abl e to the comi ssi oner upon request.

(h) Nothing in this section shall be construed to permt the comm ssioner to establish or
approve the rates charged to policyholders for health benefit plans.

<< CAINS § 10718 >>

10718. (a) In addition to any other renmedy permtted by law, the conmm ssioner shall have
the adm nistrative authority to assess penalties against carriers, insurance producers,
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and other entities engaged in the business of insurance or other persons or entities for
vi ol ati ons of this chapter

(b) Upon a showing of a violation of this chapter in any civil action, a court may also
assess the penalties described in this chapter, in addition to any other renedies provided
by | aw.

(c) Any production agent or other person or entity engaged in the business of insurance,
other than a carrier, that violates this chapter is liable for adm nistrative penalties of
not nore than two hundred fifty dollars ($250) for the first violation

(d) Any production agent or other person or entity engaged in the business of insurance,
other than a carrier, that engages in practices prohibited by this chapter a second or
subsequent time, or who commts a knowi ng violation of this chapter, is liable for
admi nistrative penalties of not |ess than one thousand dollars ($1,000) and not nore than
two thousand five hundred dollars ($2,500) for each violation

(e) Any carrier that violates this chapter is liable for adm nistrative penalties of not
nore than two thousand five hundred dollars ($2,500) for the first violation and not nore
than five thousand dollars ($5,000) for each subsequent violation

(f) Any carrier that violates this chapter with a frequency that indicates a genera

busi ness practice or conmmts a knowing violation of this chapter, is liable for
admi nistrative penalties of not |Iess than fifteen thousand dollars ($15,000) and not nore
t han one hundred thousand dol |l ars ($100,000) for each violation

(g) An act or omission that is inadvertent and that results in incorrect prem umrates
bei ng charged to nmore than one policyhol der shall be a single violation for the purpose of
this section.

<< CAINS § 10718.5 >>

10718.5. (a) (1) In addition to any other renedy pernitted by |aw, whenever the
conmi ssi oner shall have reason to believe that any carrier, production agent, or other
person or entity engaged in the business of insurance has violated this chapter, and that
a proceeding by the comm ssioner in respect thereto would be in the interest of the
public, the conm ssioner may issue and serve upon that entity an order to show cause
containing a statenent of the charges, a statenent of the entity's potential liability
under this chapter, and a notice of a public hearing thereon before the Administrative Law
Bureau of the departnent to be held at a time and place fixed therein, which shall not be
| ess than 30 days after the service thereof, for the purpose of determ ning whether the
conmi ssi oner should issue an order to that entity to pay the penalty inposed by this
chapter and such order or orders as shall be reasonably necessary to correct, elimnate,
or renedy the alleged violations of this chapter, including, but not limted to, an order
to cease and desist fromthe specified violations of this chapter

(2) The hearings provided by this subdivision shall be conducted in accordance with the
Admi ni strative Procedure Act, Chapter 5 (commencing with Section 11500) of Part 1 of
Division 3 of Title 2 of the Government Code, and the conmm ssioner shall have all the
powers granted therein

(b) (1) Whenever it appears to the conmi ssioner that irreparable | oss and injury has
occurred or nmay occur to an insured, enployer, enployee, or other nenber of the public
because a carrier, production agent, or other person or entity engaged in the business of
i nsurance has violated this chapter, the comm ssioner may, before hearing, but after
noti ce and opportunity to submt relevant information, issue and cause to be served upon
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the entity such order or orders as shall be reasonably necessary to correct, elimnate, or
renedy the alleged violations of this chapter, including, but not linited to, an order
requiring the entity to forthwith cease and desist fromengaging further in the violations
whi ch are causing or may cause such irreparable injury.

(2) At the sane tine an order is served pursuant to paragraph (1) of this subdivision
t he conmi ssioner shall issue and al so serve upon the person a notice of public hearing
before the Adninistrative Law Bureau of the departnment to be held at a tine and pl ace
fixed therein, which shall not be |less than 30 days after the service thereof.

(3) The hearings provided by this subdivision shall be conducted in accordance with the
Admi ni strative Procedure Act, Chapter 5 (commencing with Section 11500) of Part 1 of
Division 3 of Title 2 of the Governnment Code, and the conm ssioner shall have all the
powers granted therein

(4) At any tine prior to the conmmencenent of a hearing as provided in this subdivision
the entity against which the conm ssi oner has served an order nmay wai ve the hearing and
have judicial review of the order by nmeans of any renedy afforded by |law w thout first
exhausting admini strative remedi es or procedures.

(c) If, after hearing as provided by subdivision (a) or (b), the charges, or any of them
that an entity has violated this chapter are found to be justified, the conmi ssioner shal
i ssue and cause to be served upon that entity an order requiring that entity to pay the
penalty inposed by this chapter and such order or orders as shall be reasonably necessary
to correct, elimnate, or remedy the alleged violations of this chapter, including, but
not limted to, an order to cease and desist fromthe specified violations of this
chapter.

(d) In addition to any other penalty provided by |aw or the availability of any
adm ni strative procedure, if a carrier, after notice and hearing, is found to have
violated this chapter knowi ngly or as a general business practice the conm ssioner may
suspend the carrier's certificate of authority to transact disability insurance. The
order of suspension shall prescribe the period of such suspension. The proceedi ngs shal
be conducted in accordance with the Adninistrative Procedure Act, Chapter 5 (comencing
with Section 11500) of Part 1 of Division 3 of Title 2 of the Governnent Code and the
conmi ssi oner shall have all the powers granted therein

<< CAINS § 10718.6 >>

10718.6. The Departnment of |nsurance shall nonitor the standard enpl oyee risk rates for
carriers benefit plan designs to determ ne whether pricing patterns energe which reflect
ei ther adverse selection of particular products by high- or lowrisk groups or unfairly
conpetitive, predatory pricing strategies by particular carriers. The departnent shal
al so nonitor the effects of the contract premiumrating requirenents of this chapter on
affordability of small group health insurance and the relation, if any, between price
sensitivity and continuation of coverage. The departnent shall report its findings to the
Assenbly I nsurance Conmittee and the Senate |Insurance, C ainms, and Corporations Conmittee
on July 1, 1994, and July 1, 1996.

<< CAINS § 10718.7 >>
10718. 7. Notwi t hstandi ng any ot her provision of law, no provision of this chapter shal
be construed to lint the applicability of any other provision of the Insurance Code
unl ess such provision is in conflict with the requirements of this chapter

<< CAINS Prec. § 10719 >>
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Article 3. Voluntary Rei nsurance Mechani sm
<< CAINS § 10719 >>

10719. The California Snall G oup Reinsurance Fund is hereby authorized to be created
solely to allow carriers to share in financing the cost of covering high risk snall
enpl oyer groups. It shall be organized as a nonprofit corporation, which consists of al
smal | enpl oyer carriers and small enployer health care service plans which elect to
participate in the fund pursuant to subdivision (d) of Section 10720. These carriers nmay
cede that portion of risk to the fund that the fund has agreed to accept.

<< CAINS § 10720 >>

10720. (a) The fund shall be governed by a board of directors, which shall initially be
el ected by snall enployer carriers and small enployer health care service plans. The
initial board shall be elected by a weighted vote based on net health insurance prem uns
derived fromthe state in the previous cal endar year in the small enployer market. The
initial board shall consist of at |east five and not nore than nine representatives of
smal | empl oyer carriers and small enpl oyer health care service plans.

(b) Wthin 180 days of the election of the initial board, the board shall adopt a plan of
operation which provides for the reasonabl e and equitable administration of the fund.

(c) The plan of operation shall, anong other things, do all of the foll ow ng:

(1) Establish procedures to assure the fair, reasonable, and equitable adm nistration of
the fund and provide for the sharing of fund gains or |osses on an equitable and
proportionate basis.

(2) Establish procedures for handling and accounting of program assets and nobneys.
(3) Establish terms of office and procedures for filling vacanci es on the board.

(4) Establish procedures for reinsuring risks in accordance with the provisions of this
chapter.

(5) Establish procedures for collecting assessnents from nenbers to provide for clains
reinsured by the fund and for administrative expenses incurred or estimted to be incurred
during the period for which the assessnent is nade.

(d) Wthin 60 days of the board's adoption of the plan of operation, small enployer
carriers and small enployer health care service plans shall elect to be either a

partici pant or nonparticipant of the fund. Al participants of the fund shall be nenbers
of the fund, and only nenbers of the fund shall continue to be nenbers of the board.
Menbers may el ect new nmenbers of the board, if necessary, to replace initial board nenbers
who el ect to be nonparticipants of the fund, subject to subdivision (a). The election
shall be binding for a three-year period. Thereafter, each small enployer carrier shal
notify the board 90 days prior to the end of the election period whether or not they wll
be a menber of the fund.

<< CAINS § 10720.1 >>
10720.1. The fund shall have the general powers and authority granted under the | aws of
California to insurance conpani es and health care service plans licensed to transact

busi ness, except the power to issue health benefit plans directly to either groups or
individuals. |In addition, thereto, the fund shall have the specific authority to:
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(a) Enter into contracts as are necessary or proper to carry out the provisions and
purposes of this chapter, including the authority to enter into contracts with sinilar
programnms of other states for the joint performance of comon functions or with persons or
ot her organi zations for the perfornmance of administrative functions.

(b) Sue or be sued, including taking any |egal actions necessary or proper for recovering
any assessnents and penalties for, on behalf of, or against the fund.

(c) Take any legal action necessary to avoid the paynent of inproper clains against the
fund.

(d) Issue reinsurance policies, in accordance with the requirenents of this chapter

(e) Establish rules, conditions, and procedures pertaining to the reinsurance of nenbers
ri sk by the fund.

(f) Establish actuarial functions as appropriate for the operation of the fund.

(g) Assess nenbers of the fund and take advance interi massessnents as nay be reasonabl e
and necessary for organi zational and interimoperating expenses. Any interimassessnents
shal |l be credited as offsets against any regul ar assessments due follow ng the cl ose of
the fiscal year.

(h) Appoint fromanong fund nenbers appropriate |legal, actuarial, and other commttees as
necessary to provide technical assistance in the operation of the fund, policy and
contract design, and any other function within the authority of the fund.

(i) Borrow money to effect the purposes of the fund. Any notes or other evidence of
i ndebt edness of the fund not in default shall be |egal investnents for fund nmenbers and
may be carried as admitted assets.

<< CA INS § 10721 >>

10721. The fund shall provide for the financing of its reinsurance and operating costs,

i ncluding actuarially sound reserves for unpaid | osses, by chargi ng nenbers a reinsurance
contribution and, as necessary, making assessments and collections from nenbers in
proportion to their participation in the program Neither the state or any officer
agent, or enployee shall be liable for any costs of the fund, or for any debts or
liabilities incurred by the fund.

<< CAINS § 10722 >>

10722. |If assessnments exceed actual |osses and adm nistrative expenses of the fund, the
excess shall be held at interest and used by the fund to offset future | osses or to reduce
fund premiuns. As used in this paragraph, "future | osses" includes reserves for incurred
but not reported clains.

<< CA INS § 10723 >>

10723. Any unsatisfied net liability or outstandi ng assessment owed by an insol vent
menber participating in the fund shall be assumed by and apporti oned anbng the remaining
menbers in the fund in the same nmanner in which assessnents are levied by the fund. The
fund shall have all rights allowed by | aw on behal f of the renmaining nenbers agai nst the
i nsol vent menber for sums due the fund.

<< CAINS § 10724 >>
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10724. Carriers choosing to participate shall conply with all requirenents for
partici pation established by the fund.

<< CA INS 8§ 10725 >>

10725. The fund's board of directors shall establish the rules, conditions, and
procedures pertaining to the reinsurance of nenmbers' risks by the fund.

<< CAINS 8§ 10726 >>

10726. Nothing in this article relieves nmenbers of participating in the fund from
conplying with the underwiting and rating provisions included in Article 1 (conmencing
with Section 10700) and Article 2 (conmencing with Section 10702) in the case of smal
enpl oyer carriers, or in Article 3.1 (comencing with Section 1357) and with Article 3.14
(conmmrencing with Section 1357.50) of the Health and Safety Code, in the case of small
enpl oyer health care service plans.

<< CA INS 8§ 10727 >>
10727. The fund shall be exenpt fromany and all taxes.
<< CA INS 8§ 10728 >>

10728. For purposes of agreenents entered into pursuant to this article, the fund, and
its officers, directors, agents, and enpl oyees shall have no liability for any danages
ot her than actual danages.

<< CA INS § 10729 >>

10729. The fund shall establish rules, conditions, and procedures relating to the

i ndemmi fi cation of any person or nmenber of the fund nade a party to any claim action
suit, or proceedi ng because the person or nmenber served on the board of directors of the
fund, or on a commttee, or was an officer or enployee of the fund, provided, such rules,
conditions, and procedures do not authorize indemification in excess of that expressly
permtted by Section 317 of the Corporations Code.

<< CAINS Prec. § 10730 >>
Article 4. Purchasing Pool for Snall Enployers
<< CAINS § 10730 >>

10730. (a) The Voluntary Alliance Uniting Enmpl oyers Purchasing Programis hereby created
and shall be administered by the Maj or R sk Medi cal |nsurance Board.

(b) No nenmber of the Major Ri sk Medical |nsurance Board and no decisi onmaker for any
nonprofit entity that assunes adnministrative and fiscal responsibility for operation of
the program pursuant to Sections 10748.5 and 10748.6 shall make, participate in making, or
in any way attenpt to use his or her official position to influence the making of any
deci sion that he or she knows or has reason to know wi |l have a reasonably foreseeable
material financial effect, distinguishable fromits effect on the public generally, on him
or her or a nenber of his or her immediate famly, or on any of the follow ng:

(1) Any source of inconme, other than gifts and other than | oans by a comercial [|ending
institution in the regular course of business on terns available to the public w thout
regard to official status aggregating two hundred fifty dollars ($250) or nore in value
provided to, received by, or prom sed to the nenber of the Mjor Ri sk Medical Insurance

Copr. © 2003 West Group. All rights reserved.



CA LEGIS 1128 (1992) Page 55
1992 Cal. Legis. Serv. Ch. 1128 (A.B. 1672) (WEST)
(Publication page references are not available for this document.)

Board or decisionmaker for a nonprofit entity that assunmes administrative and fisca
responsibility for operation of the program pursuant to Sections 10748.5 and 10748.6
within 12 nmonths prior to the tine when the decision is nade.

(2) Any business entity in which the nmenber of the Major Ri sk Medical |nsurance Board or
deci si onmaker for a nonprofit entity that assunes administrative and fiscal responsibility
for operation of the program pursuant to Sections 10748.5 and 10748.6 is a director
of ficer, partner, trustee, enployee, or holds any position of nanagenent.

(c) Commencing January 1, 1994, no nmenber of the Major Ri sk Medical |nsurance Board and
no deci si onnmaker for any nonprofit entity that assumes adm nistrative and fisca
responsibility for the program pursuant to Sections 10748.5 and 10748.6, nay be an
enpl oyee, a consultant or a menber of the board of directors of any insurer, hospita
service plan or health care service plan, or an insurance broker or agent doing business
in California.

<< CAINS § 10731 >>
10731. The board may do any of the follow ng:

(a) Enter into contracts with carriers to provide health benefits coverage to eligible
enpl oyees and their dependents. Any contract entered into pursuant to this part shall be
exenpt fromany provision of law relating to conpetitive bidding, and shall be exenpt from
the review or approval of any division of the Department of CGeneral Services. The board
shall not be required to specify the ambunts encunbered for each contract, but may
al l ocate funds to each contract based on projected and actual subscriber enroll ments.

(b) Enter into other contracts as are necessary or proper to carry out the provisions of
this part.

(c) Enploy necessary staff.

(d) Sue or be sued, including taking any |egal actions necessary or proper for recovering
any penalties for, on behalf of, or against, the programor any board nenber.

(e) Define the health benefits coverage which the programw Il contract to purchase from
participating carriers.

(f) Appoint commttees, as necessary, to provide technical assistance in the operation of
t he program

(g) Assess participating enployers a reasonable fee for necessary costs in connection
wi th the program

(h) Undertake activities necessary to administer the program including marketing and
publicizing the program and assuring carrier, enployer, and enrollee conpliance with
program requirenents.

(i) Establish rules, conditions, and procedures for participation for enpl oyers.

(j) Establish rules, conditions, and procedures for participation for participating
carriers.

(k) Establish a financial relationship directly with agents or brokers to provide
servi ces pursuant to this program

(1) Approve the benefit plan designs sold by carriers participating in the pool
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(m Issue rules and regul ations as necessary to adm nister the program Any rules and
regul ati ons issued pursuant to this subdivision nmay be adopted as energency regulations in
accordance with the Administrative Procedure Act (Chapter 3.5 (commencing with Section
11340) of Part 1 of Division 3 of Title 2 of the Governnent Code). Until Decenber 31,
1994, the adoption of these regulations shall be deened an energency and necessary for the
i medi ate preservation of the public peace, health, and safety, or general welfare.

(n) Exercise all powers reasonably necessary to carry out the powers and responsibilities
expressly granted or inposed by this part.

(0) From noney appropriated to the Major Ri sk Medical Insurance Fund, the Major Risk
Medi cal I nsurance Board may | oan funds for operating expenses to establish the program
These funds shall be repaid to the Major R sk Medical |Insurance Fund prior to
transitioning adm nistrative and financial responsibility for the programto a qualified
nonprofit entity pursuant to Sections 10748.5 and 10748. 6.

<< CAINS § 10732 >>

10732. The board shall establish geographic areas within which participating carriers may
of fer health coverage to eligible enployees and dependents.

<< CA INS § 10733 >>

10733. On or after the effective date of this chapter, the board shall enter into
contracts with carriers for the purpose of providing health benefits coverage to eligible
enpl oyees and dependents. Participating carriers shall have, but need not be linited to,
all of the follow ng operating characteristics satisfactory to the board:

(a) Strong financial condition, including the ability to assume the risk of providing and
payi ng for covered services. A participating carrier may utilize reinsurance, provider
ri sk sharing, and other appropriate nechanisns to share a portion of the risk.

(b) Adequate adm nistrative nanagenent.

(c) In the case of the health care service plan, the follow ng requirenents nust be net:
(1) on the effective date of the contract, the health care service plan nmust be in
conpliance with the mnimumtangi ble net equity requirenents of the Conm ssioner of
Corporations as those requirenments will be in effect on January 1, 1995, and nust remain
in conpliance with these requirements throughout the duration of the contract; (2) (A
before the effective date of the contract, the health care service plan nmust have devi sed
a systemfor identifying in a sinple and clear fashion both in its ow records and in the
nmedi cal records of subscribers and enrollees the fact that the services provided are
provi ded under the program and (B) throughout the duration of the contract, the health
care service plan must use that system and (3) at |east 30 days before the effective date
of any contract with the board, the health care service plan nust informthe Comn ssioner
of Corporations in witing of the health care service plan's intent to enter into the
contract and nust denonstrate in that letter, to the satisfaction of the Conm ssioner of
Corporations, that it has conplied with the requirenents of paragraphs (1) and (2).

(d) A satisfactory grievance procedure.

(e) Participating carriers that contract with or enploy health care providers shall have
nmechani snms to acconplish all of the following, in a nmanner satisfactory to the board, in
consultation with the carrier's |icensing agency.

(1) Review the quality of care covered
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(2) Review the appropriateness of care covered.
(3) Provide accessible health care services.
<< CA INS § 10734 >>

10734. (a) Notwi t hstandi ng any ot her provision of law, the board shall not be subject to
licensure or regulation by the Department of |nsurance or the Departnent of Corporations,
as the case may be.

(b) Participating carriers that contract with the programshall be |icensed and in good
standing with their |icensing agencies.

<< CA INS § 10735 >>

10735. The board shall contract with a broad range of carriers in an area, if avail able,
to ensure that enroll ees have a choice fromanong a reasonabl e nunmber and types of
conpeting carriers. The board shall devel op and nake avail able objective criteria for
carrier selection and provi de adequate notice of the application process to pernmit al
carriers a reasonable and fair opportunity to participate. The criteria and application
process shall allow participating carriers to conply with their state and federa
licensing and regul atory obligations, except as otherwi se provided in this chapter
Carrier selection shall be based on the criteria devel oped by the board.

The adm nistrator shall not elimnate any carrier fromselection solely because of the
carrier's size or linmted service area.

<< CA INS 8§ 10737 >>

10737. The board shall use appropriate and efficient means to notify small enployers of
the availability of sponsored health coverage fromthe program

<< CAINS § 10738 >>

10738. The board shall nake available to small enployers marketing materials that
accurately summari ze the benefits plans and rates that are offered by the carrier through
t he program

<< CA INS § 10739 >>

10739. Unl ess authorized by the board, no participating carrier shall, in an area served
by the program directly, or through an enpl oyee, agent, or contractor, provide a snall
group or enrollee with any marketing material relating to benefits or rates provided under
t he program

<< CAINS § 10740 >>

10740. Participating carriers may contract with agents or brokers to provide marketing
and servicing of health benefits coverage offered through the program Any comm ssions
set and paid pursuant to this section shall be determned by the participating carrier and
the agent or broker.

<< CA INS § 10741 >>

10741. The board shall enforce conditions of participation in the programfor small
enpl oyers and enrol |l ees which shall conformwith the requirenents of this chapter.
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<< CA INS § 10742 >>

10742. The board shall establish a mechanismto collect premiuns fromsmall enployers,
including remttance of the share of the premium paid by the enroll ee.

<< CA INS § 10743 >>

10743. The board may prohi bit enployers or enpl oyees who drop coverage after enrolling in
the pool fromreenrolling in the programfor up to 12 nonths.

<< CAINS § 10744 >>

10744. The board shall arrange to pay contractors as specified in programcontracts.
<< CA INS § 10745 >>

10745. The board shall pay participating carriers their contracted rates.
<< CA INS § 10746 >>

10746. Participating carriers shall offer rates to small enployers or enrollees in the
programthat, at a mininum are consistent with the programregul ati ons and exi sting
statutes and regul ati ons regul ating health insurance offerings to snmall enployers.

<< CAINS § 10747 >>

10747. The board may adjust paynents nmade to a carrier if the board finds that the
carrier has a significantly disproportionate share of high- or lowrisk enrollees. Prior
to making this finding, the programshall obtain valid data from participating carriers.
Reporting requirements shall be administratively conpatible with the nmethods of operation
of the carrier. Any adjustnments to paynments shall be prospective and shall utilize
denogr aphic and other factors which are actuarially related to risk.

<< CAINS § 10748 >>

10748. If a small enployer, enployee, or dependent of a snall enployer is dissatisfied
with any action or failure to act which has occurred in connection with eligibility for
or enrollnent in the program the enployer or enployee shall have the right to appeal to
the board and shall be accorded an opportunity for a fair hearing. Hearings shall be
conducted, insofar as practicable, pursuant to the provisions of Chapter 5 (comencing
with Section 11500) of Part 1 of Division 3 of Title 2 of the Governnment Code.

<< CAINS § 10748.5 >>

10748.5. No later than three years fromthe effective date of this article, the board
shal | issue a request for proposals that solicits nonprofit entities to submt bids to
assune adm nistrative and fiscal responsibility for operation of the programon a regiona
basis. The geographi c boundaries of the regions shall be designated by the board. The
board shall assess bidder's qualifications in the areas of administrative capacity,
financial responsibility, local experience, and denonstrated ability.

Wthin six nonths of issuing the request for proposals, the board shall select from anong
the qualified bidders and award adninistrative and financial responsibility for the
programto the selected regional nonprofit entities. |If no qualified nonprofit entity
submits a bid pursuant to the board's request for proposals, one year fromthe date that
bi ds were due the board shall reissue a request for proposals if the board has reason to
believe that there is a possibility for a response froma qualified nonprofit entity.
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The board shall provide for an orderly transition of adm nistrative and financi al
responsibility for the program

<< CAINS § 10748.6 >>

10748.6. The board shall accept and review proposals submitted fromnonprofit entities
for assunption of administrative and financial responsibility of the programat any tine
prior to the process described in Section 10748.5. |If the board determines that a
qualified entity exists, the board may relinquish adm nistrative and financi al
responsibility for the programto the nonprofit entity. Any contract entered into
pursuant to this section shall be exenpt fromany provision of law relating to conpetitive
bi ddi ng and shall be exenpt fromthe review or approval of any division of the Depart nment
of General Services.

<< CAINS § 10748.7 >>

10748.7. There is in the programa five-nmenber small enployer advisory panel to be
appoi nted by the board to provide consultation to the board on program desi gn and

i mpl enentati on. The conposition of the panel shall reflect varying sizes of snal
enpl oyers and a variety of occupational categories.

<< CA INS § 10749 >>

10749. There is created a Voluntary Alliance Uniting Enployers Fund which shall consi st
of nmoneys coll ected pursuant to this article and any funds | oaned by the board for
operating expenses. Moneys in the fund shall be continuously appropriated w thout regard
to fiscal year, to the board for the purposes specified in this part. Costs of the
Vol untary Alliance for Uniting Enployers Purchasing Program shall not be paid with state
funds other than funds | oaned by the board for operating expenses. Moneys within the fund
shall be utilized for the purposes of this article.

SEC. 11. Section 12700 of the Insurance Code is anended to read:

<< CAINS § 12700 >>
12700. The Legislature finds and declares all of the follow ng:

(a) That many Californians, <<-* * *->> do not have enpl oyer-sponsored group health
coverage and are unable to secure adequate health coverage for thenselves and their
dependents because of preexisting medical conditions<<+, and a nunber of enployer
sponsored groups have difficulty obtaining or maintaining their health coverage because
sonme nmenbers of the group either have or are viewed as being at risk for having high
nedi cal costs+>>.

(b) That, even where uninsured persons with preexisting conditions are able to secure
coverage, the cost of coverage is prohibitively high or is secured only by waiving
coverage for the preexisting conditions for which they are nost likely to need care.

(c) That adverse selection precludes private health plans regulated by the State of
California fromenrolling medically uninsurable persons in the face of the escal ating
health care costs, and a highly conpetitive narket.

(d) That, left to face the cost of major nedical care without health coverage, all but
the extrenely affluent uninsured persons nmust ultimately |look to publicly funded prograns
i ncluding Medi-Cal or MSP in the event of severe illness or injury.

(e) That a prudent neans of nmking maj or medical coverage avail able to <<+ individual s+>>
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presently unable to purchase it, is to subsidize their purchase of private health coverage
fromparticipating health plans.

<<+(f) That a prudent neans of maki ng maj or medi cal coverage avail able to groups
presently unable to purchase or having difficulty maintaining major nedical coverage is to
facilitate purchase of private health coverage from participating health plans. +>>

SEC. 12. Section 12710 of the Insurance Code is anended to read:
<< CAINS § 12710 >>

12710. The California Major Ri sk Medical Insurance Programis hereby created in the <<-*
* *.>> <<+Health and Wl fare+>> Agency. The program shall be managed by the Mijor Ri sk
Medi cal | nsurance Board. The board shall consist of seven nenbers, five of whom shall be
appoi nted as foll ows:

The CGovernor shall appoint three nenbers, subject to confirmation by the Senate, and
shal | designate one of these appointees as chair of the board. The Senate Conmittee on
Rul es shall appoint one menber. The Speaker of the Assenbly shall appoint one nenber.
The terns of appointnment shall be four years.

The Secretary of Business, Transportation, and Housing, or his or her designee, and the
Secretary of Health and Welfare, or his or her designee, shall serve on the board as ex
of ficio, nonvoting nmenbers.

The board shall appoint an executive director for the board, who shall serve at the

pl easure of the board. The executive director shall receive the salary established by the
Depart ment of Personnel Administration for exenpt officials. The executive director shal
adm nister the affairs of the board as directed by the board, and shall direct the staff
of the board. The executive director nay appoint, with the approval of the board, staff
necessary to carry out the provisions of this part.

SEC. 13. Section 12739.2 of the Insurance Code is anended to read:
<< CAINS § 12739.2 >>

12739. 2. From noney appropriated by the Legislature to the fund, the board nmay expend
sufficient funds <<-* * *->> <<+to carry+>> out the <<+ purposes+>> of this part.

However, the state shall not be |iable beyond the assets of the fund for any obligations
incurred, or liabilities sustained, in the operation of the California Major Ri sk Medica
I nsurance Program

<< Note: CA INS 8§ 10716, 10717 >>

SEC. 14. Carriers may file the statenment required by Sections 10716 and 10717 of the

I nsurance Code and health plans may file the notice required by Section 1357.15 begi nni ng
March 1, 1993. The Departnent of Insurance and the Departnment of Corporations shal
respond to the filings under the sane terns, conditions, and tinefranes as are required by
t hose secti ons.

<< Note: CA GOVT § 6254 >>
<< Note: CA HLTH & S 88 1343, 1357, 1357.01, 1357.02, 1357.03, 1357.04,

1357. 05, 1357.06, 1357.07, 1357.08, 1357.09, 1357.10, 1357.11, 1357.12
1357.13, 1357.14, 1357.15, 1357.17, 1357.18, 1357.50, 1357.51, 1367, 1393.6 >>
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<< Note: CA INS 8§ 10198.6, 10198.7, 10198.8, 10700, 10702, 10703, 10704,
10705, 10706, 10706.5, 10707, 10708, 10709, 10711, 10712, 10713, 10714, 10715,
10716, 10717, 10718, 10718.5, 10718.6, 10718.7, 10719, 10720, 10720.1, 10721,
10722, 10723, 10724, 10725, 10726, 10727, 10728, 10729, 10730, 10731, 10732,
10733, 10734, 10735, 10737, 10738, 10739, 10740, 10741, 10742, 10743, 10744,

10745, 10746, 10747, 10748, 10748.5, 10748.6, 10748.7, 10749, 12700, 12710,

12739.2 >>

SEC. 15. This act shall becone operative July 1, 1993, except for Section 14 which shall
become operative March 1, 1993.

<< Note: CA GOVT § 6254 >>
SEC. 15.3. Section 2.5 of this bill incorporates amendnents to Section 6254 of the

Cover nment Code proposed by both this bill and SB 315. It shall only becone operative if
(1) both bills are enacted and becone effective on or before January 1, 1993, (2) each

bill amends Section 6254 of the Government Code, and (3) this bill is enacted after SB
315, in which case Section 6254 of the Government Code, as amended by SB 315, shall remain
operative only until the operative date of this bill, at which time Section 2.5 of this
bill shall becone operative, and Section 2 of this bill shall not becone operative.

<< Note: CA HLTH & S § 1343 >>

SEC. 15.5. Sections 3.5 and 4.5 of this bill incorporate anmendnents to Section 1343 of
the Health and Safety Code proposed by both this bill and SB 1708. They shall only becomne
operative if (1) both bills are enacted and becone effective on or before January 1, 1993,

(2) each bill anends Section 1343 of the Health and Safety Code, and (3) this bill is
enacted after SB 1708, in which case Sections 3 and 4 of this bill shall not becone
operative.

SEC. 16. No reinbursenment is required by this act pursuant to Section 6 of Article XI1l B
of the California Constitution because the only costs which may be incurred by a | ocal
agency or school district will be incurred because this act creates a new crine or
i nfraction, changes the definition of a crime or infraction, changes the penalty for a
crime or infraction, or elimnates a crime or infraction. Notw thstanding Section 17580
of the Governnment Code, unless otherw se specified in this act, the provisions of this act
shal | become operative on the sane date that the act takes effect pursuant to the
California Constitution.

[FN1] So in enrolled bill.
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