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Date

MINUTES OF THE Senate Committee on Financial Institutions and Insurance.

The meeting was called to order by Chairperson Dick Bond at 9:00 a.m. on February 1, 1996 in Room 529-S
of the Capitol.

All members were present.

Committee staff present: Dr. William Wolff, Legislative Research Department
Fred Carman, Revisor of Statutes
June Kossover, Committee Secretary

Conferees appearing before the committee: Insurance Commissioner Kathleen Sebelius
Jerry Slaughter, Kansas Medical Society
Tom Bell, Kansas Hospital Association
Cheryl Dillard, Healthnet
Bill Pitsenberger, Blue Cross/Blue Shield
Ann Koci, SRS
John Peterson, Kaiser Permanente

Others attending: See attached list

Senator Clark made a motion, seconded by Senator Emert, to approve the minutes of the meeting of January
31 as submitted. The motion carried.

The chairman announced that the subcommittee on SB 476 will hopefully meet on Tuesday afternoon,
February 6. Richard Ryan of the Research Department has been requested to go to the Treasurer’s office to
review both the physical and fiscal arrangements for adaptability. Mr. Ryan will submit his report to the
subcommittee.

The hearing was opened on SB 477, revising health management organization statutes and related matters.
Kansas Insurance Commissioner Kathleen Sebelius explained that this legislation is a product of a health care
advisory committee formed at her request. Ms. Sebelius outlined and briefly explained changes in law
contained in this bill. She requested that the bill be amended to delete new section 15 and the definitions in
section 6 relating to new section 15. (Attachment #1)

The chairman announced that this bill needs a considerable amount of work and will be assigned to a
subcommiittee for further review.

Jerry Slaughter, Kansas Medical Society, stated that his organization agreed with deleting section 15 and that
other problem areas identified will be shared with the subcommittee and the staff of the Kansas Insurance
Department. (Attachment #2)

Tom Bell, Kansas Hospital Association, testified that his organization also considered section 15 to be
problematic. (Attachment #3

Cheryl Dillard, Healthnet, testified that although generally in support of SB 477 and in agreement
with Commissioner Sebelius’ request to remove section 15, Healthnet would also request other changes in
new section 14. (Attachment #4)°

Bill Pitsenberger, Blue Cross/Blue Shield, stated that although in support of the bill as a whole, he is
concerned with laws that apply to one kind of insurer and not another. (Attachment #5)

Ann Koci, Social and Rehabilitation Services, stated her strong support for this legislation with minor
changes. (Attachment #6)

John Peterson, Kaiser Permanente, testified that his organization endorses this bill with the changes proposed
by the Insurance Commissioner and requests that any langua#%e inconsistent with the NAIC model legislation
be amended to comply with NAIC language. (Attachment #7)

There were no further conferees; the hearing was closed. The subcommittee appointed to further consider SB
477 will consist of Senator Praeger (chair), Senator Clark and Senator Petty.

The committee adjourned at 9:50 a.m. The next meeting will be Monday, February 5, 1996.

Unless specificaily noted, the individual remarks recorded herein have not been transcribed
verbatim. Individual remarks as reported herein have not been submitted to the individuals 1
appearing before the committee for editing or corrections.
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Kathleen Sebelius

Commissioner of Insurance

Kansas Insurance Department

MEMORANDUM

To: Senate Financial Institutions
and Insurance Committee

From: Kathleen Sebelius, Commissioner
of Insurance

Re: S.B. 477 (Health Maintenance Organizations)

Date: February 1, 1996

Senate Bill 477, which was introduced at the request of the Kansas Insurance
Department, makes a number of significant changes to the laws in Kansas which govern
health maintenance organizations. As you are aware, the trend in medical care, both
nationally and in this state, is toward managed care arrangements. The existing Kansas
health maintenance organizations law was approved by the Legislature in 1974 and with a
few minor exceptions, the statutes have not been amended since that time.

In May, 1995, I formed a Health Care Advisory Committee to provide input to the
Insurancé Department on a variety of health insurance issues. The group consisted of 25
members who were drawn from representatives of the insurance industry, managed care
organizations, medical providers, private business, consumers and legislators. Senator
Sandy Praeger and Representative Greta Goodwin served as members of the Advisory
Committee. A full list of the members of the Health Care Advisory Committee is
attached to my testimony. The group met eight times from May of last year through this
January and the members discussed a number of topics related to health insurance. A
considerable amount of time was spent reviewing the Kansas insurance laws which
regulate managed health care.

Senate Bill 477 is a result of those discussions. It is designed to update the W

regulation of health maintenance organizations in Kansas. Most of the changes to the 9"/ 1
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statutes are derived from the Health Maintenance Organization Model Act developed by
the National Association of Insurance Commissioners. There are also provisions in the
bill taken from state insurance statutes and regulations in Missouri and Texas. The

following is an outline of the provisions in S.B. 477:

(1.) Sale of Stock (Sections 1,2 and 3): The bill amends K.S.A. 40-204, 40-205 and 40-
205a to add health maintenance organizations to the list of insurance entities which are
required to apply to the Commissioner for the authority to sell stock.

(2.) Licensing of Agents (Sections 4 and 5): Individuals, corporations, associations and
other entities which market health maintenance organization plans are added to the list of
persons who must be licensed as health insurance agents. As a practical matter, many of
the HMO plans which do business in Kansas are already have licensed agents because
they also offer health insurance coverage through an indemnity insurer.

(3.) Definitions (Section 6): Most of the new definitions added to K.S.A. 40-3202 are
taken from the NAIC Model Act. The definitions of “grievance”, “individual practice
association” and “medical group or staff model” come from the Missouri Insurance Code
and regulations established by the Missouri Insurance Department.

(4.) Certificate of Authority (Sections 7 and 8): The new language added to K.S.A. 40-
3203 and 40-3204 was taken from the NAIC Model Act. These two sections set out the
information that must be provided to the Insurance Department in order for the
Commissioner to approve an application for a Certificate of Authority to operate a health
maintenance organization in Kansas.

(5.) Certificate of Coverage (Section 9): The provision gives enrollees in individual
health care plans through an HMO a ten day period in which to cancel their coverage.
This provision comes from the NAIC Model Law. The new language which gives the
Commissioner authority to establish additional informational requirements by rule and
regulation is taken from existing statute (K.S.A. 40-3212) which allows the Kansas

Insurance Department to establish regulations necessary to carry out the purposes of the
HMO law.

(6.) Fidelity Bonds (Section 10): The new bonding requirements added to K.S.A. 40-
3225 come from the NAIC Model Act. The provision requires the HMO to maintain a
fidelity bond for its employees, officers, directors and partners.

(7.) Deposits (Section 11): This Section sets out what funds must be deposited with the
Commissioner in order for the HMO to do business in Kansas. The actual monetary
amounts of the deposit were omitted from the final bill draft prepared by the Revisor of
Statutes and I have attached an amendment which shows where those amounts should be
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inserted in the bill. The dollar aggregates come from the Missouri Insurance Code. It
was also decided to delete language from the current Kansas statute which allowed the
Insurance Department to calculate the deposit requirements for health maintenance
organizations based on the amount of the estimated uncovered expenditures of the HMO.
The Financial Surveillance Division of the Kansas Insurance Department recommended a
set dollar amount should be set out in the statute.

(8.) Grievance Procedures (New Section 12): This new provision, which states the
procedures an HMO must use to handle enrollee grievances, is taken from regulations of
the Missouri Insurance Department.

(9.) Emergency Care Standards (New Section 13): This Section was drafted based on
Missouri Insurance Department rules.

(10.) Transition of Care (New Section 14): This Section sets out the responsibility of
an HMO to assist the enrollee in finding a new medical provider in those cases where a
provider is dropped from a network. The language was taken from regulations recently

approved by the Texas Insurance Department at the recommendation of Governor George
Bush.

(11.) Health Care Intermediary Contracts (New Section 15): This new provision is
based on regulations from the West Virginia Insurance Department. As will be explained
later in my testimony, I request the Committee delete this Section from the bill.

(12.) Holding Companies (Section 16): The existing statute (K.S.A. 40-3302) was
amended to include health maintenance organizations in the list of insurance entities
which are regulated under the insurance holding company laws of this state.

As previously discussed, the Insurance Department suggests that several
amendments be made to this bill. The amount of funds which HMOs must deposit with
the Commissioner were left out of Section 11 starting on page 13. These deposit amounts
are necessary and should be added to the bill as set out in the attached amendment.

There are also a number of changes which should be made to the bill concerning
the new requirements for health care intermediary contracts between medical providers
and HMOs. While the Insurance Department is concerned about its ability to regulate
such agreements, it is clear that New Section 15 does not effectively address this issue. I
suggest the Committee make the following changes to the bill to delete this provision
from the legislation: (a) strike the definitions of “administrative health service contract”

and “health service intermediary” from Section 6 of the bill starting on page 5; (b) delete
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the words “health services intermediary” and “other” from Section 7, page 8, lines 34 and
35 so that it will only require HMOs to provide copies of form contracts which they use
with their doctors and hospitals; and (c) strike all of New Section 15.

Senate Bill 477 will help modernize the way in which managed care is regulated
in Kansas. There have been a number of changes in the operation of health maintenance
organizations over the past 20 years and our statutes have not kept pace with these
changes. The legislation will provide a new framework for the Kansas Insurance
Department to oversee this growing health care market. [ ask the Committee to approve

S.B. 477 with the amendments outlined in my testimony.



Kansas Insurance Department

Commissioner’s Advisory Committee on Health Care

Ms. Shannon Anderson

Health Insurance Association of America
3310 Touzalin

Lincoln, NE 68507

Phone: (402) 466-7262

Fax: (402 466-7298

Mr. Jim Bergfalk

SGB Communications
600 Broadway, Ste. 240
Kansas City, MO 64105
Phone: (816)221-1900
Fax: (816) 221-8865

Dr. Efrain Bleiberg
Menninger Foundation
P. O. Box 829

Topeka, KS 66601-0829
Phone: (913) 273-7500
Fax:

Mr. Howard Chase
Stormont Vail Hospital
1500 SW 10th Street
Topeka, KS 66604
Phone: (913) 354-6130
Fax:

Mr. Jerry Cole

Cole Consultants

323 N. Market
Wichita, KS 67202
Phone: (316) 264-9400
Fax:

Mr. Joe Conroy, CRNA
2614 Apple Drive
Emporia, KS 66801
Phone: (316) 342-0856
Fax: (316) 342-0783

Mr. Dale Diggs, Jr.
1265 Sagebrush Court
Wichita, KS 67230
Phone: (316) 733-4179
Fax: (316) 263-2037

Ms. Cheryl Dillard

HealthNet

2300 Main Street, Ste. 700

Kansas City, MO 64108

Phone: (816) 221-8400, Ext. 8522
Fax: (816) 221-7709

Dr, Steven Doyle
6920 W. 121st Street, Ste. 101

Kathleen Sebelius, Insurance Commissioner

Overland Park, KS 66209
Phone: (913) 491-0100
Fax:

Mr. Jeffrey O. Ellis

Lathrop & Norquist, L. C.
1050/40 Corporate Woods

9401 Indian Creek Parkway
Overland Park, KS 66210-2007
Phone: (913) 451-0820

Fax: (913) 451-0875

Mr. William Falstad
Kansas Bank Note Company
P. O. Box 360

Fredonia, KS 66736

Phone: (316) 378-2146
Fax: (316) 378-2229

Ms. Stephanie Garcia

Drug Prevention Center
801 Campus Drive
Garden City, KS 67846
Phone: (316) 276-9648
Fax:

Representative Greta Goodwin
420 E. 12th Avenue

Winfield, KS 67156

Phone: (316)221-9058

Fax:

Mr. Keith Hawkins

Pyramid Life Insurance Company
6201 Johnson Drive

Mission, KS 66202

Phone: (913) 722-1110

Fax: -

Dr. Barbara Langer

KU School of Nursing

1030 Taylor Building

3901 Rainbow Boulevard
Kansas City, KS 66160-7501
Phone: (913) 588-1619

Fax: (913) 588-1660

Dr. Richard Maxfield
2201 SW 29th Street
Topeka, KS 66611
Phone:

Fax:

Dr. Robert Owens
6404 Beverly Drive
Mission, KS 66202
Phone: (913) 262-4925

Fax:

Mr. Larry Pitman

Kansas Foundation for Medical Care
2947 SW Wanamaker

Topeka, KS 66614

Phone: (913)273-2552

Fax: (913) 273-5130

Mr. Bill Pitsenberger

Blue Cross Blue Shield of Kansas
1133 SW Topeka Blvd.

Topeka, Ks 66629-0001

Phone: (913) 291-8704

Fax: (913) 291-6564

Senator Sandy Praeger
3601 Quail Creek
Lawrence, KS 66047
Phone: (913) 841-3554
Fax:

Mr. Joe Pucci

PPI - H & W Fund

505 S. Broadway
Wichita, KS 67202
Phone: (316) 264-2339
Fax: (316)254-9245

Ms. Carol Sader

8612 Linden

Prairie Village, KS 66202
Phone: (913) 341-9440
Fax:

Mr. Jim Schwartz

KS Employer Coalition on Health
214 1/2 Sw 7th Street, Ste. A
Topeka, KS 66603

Phone: (913) 233-0351
Fax:(913) 233-0384

Dr. Jay Schukman
Heartland Health Network
623 SW 10th Street
Topeka, KS 66612
Phone: (913) 235-0402
Fax:

Mr. Mike VanDyke

Insurance and Investment Services
1631 SW Topeka Blvd.

Topeka, KS 66612

Phone: (913) 232-2202 {), /Q\L//
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SB 477
13

provider in the event of nonpayment by the health maintenance organi-
zation for any services which have been performed under contracts be-
tween such enrollees and the health maintenance organization. Further,
any contract between a health maintenance organization and a provider
shall provide that if the health maintenance organization fails to pay for
covered health care services as set forth in the contract between the
health maintenance organization and its enrollee, the enrollee or covered
dependents shall not be liable to any provider for any amounts owed by
the health maintenance organization. If there is no written contract be-
tween the health maintenance organization and the provider or if the
written contract fails to include the above provision, the enrollee and
dependents are not liable to any provider for any amounts owed by the
health maintenance organization.

(c) No group or individual certificate of coverage or contract form or
amendment to an approved certificate of coverage or contract form shall
be issued unless it is filed with the commissioner. Such contract form or
amendment shall become effective within 30 days of such filing unless
the commissioner finds that such contract form or amendment does not
comply with the requirements of this section.

(d) Every contract shall include a clear and understandable descrip-
tion of the health maintenance organization’s method for resolving en-
rollee grievances.

(e) The provisions of subsections (A), (B) and (C) of K.S.A. 40-2209
and 40-2215 and amendments thereto shall apply to all contracts issued
under this section, and the provisions of such sections shall apply to health
maintenance organizations.

Sec. 10. K.S.A. 40-3225 is hereby amended to read as follows: 40-
3225. (a) Any director, officer or partner of a health maintenance organ-
ization who receives, collects, disburses or invests funds in connection
with the activities of such organization shall be responsible for such funds
in a fiduciary relationship to the health maintenance organization.

(b) A health maintenance organization shall maintain in force a fi-
delity bond or fidelity insurance on such employees and officers, directors
and partners in the amount not less than $250,000 for each health main-
tenance organization or @ maximum of $5,000,000 in aggregate main-
tained on behalf of health maintenance organizations owned by a common
parent corporation, or such sum as may be prescribed by the commis-
sioner. )

Sec. 11. K.S.A. 40-3227 is hereby amended to read as follows: 40-
3227. (a) Unless otherwise provided below, each health maintenance or-
ganization doing business in this state shall deposit with any organization
or trustee acceptable to the commissioner through which a custodial or
controlled account is utilized, cash, securities or any combination of these
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or other measures, for the benefit of all of the enrollees of the health g >
maintenance organization,that are aceeptsble in the amount set forthn R
-this seetion for the payment of uﬂeevereé exepeﬂéi#afes
be the greater of: (1) Five percent of its estimated expenditures for bealth
esre serviees for its first year of operation; or

{2) bwiee its estimated average monthly uneovered expenditures for

- its frst yeor of operation; or

3} $25:000-
heelth meintenanee orgenizetion shell éepesie with the efg&maaﬁeﬁ of
trustee; eash; seeurities or any combination of these or other messures

to the eommissioner; in an amount equal to 4% of its estimated
e&e&veéateefdasaetsh&ﬂm&ke&éepes&eq&e&%e%hel&rgere@(—l%

& uﬁhl&pﬁ«l—%&@—@@@-@naﬂéa&efz&pﬁ}}—%efg&m—
of sueh depesit by an ameunt ‘of net less then $1500 per yeer until the %
deposit totals %59% :
sh&?ibeeqae&te%%e%ﬁses&m&teéaﬂﬁae&uﬂeevefeéexpeﬁémﬂes—}ﬁ
equal to 4% of its estimated annual uneovered expenditures for each year:

{d)(b) The commissioner may waive any of the deposit requirements
set forth in sabseetions (b} and {e) subsection (a) whenever satisfied that:
(1) The organization has sufficient net worth and an adequate history of
generating net income to assure its financial viability for the next year; or
(2) the organization’s performance and obligations are guaranteed by an
organization with sufficient net worth and an adequate history of gener-
ating net income; or (3) the assets of the organization or its contracts with
insurers, hospital or medical service corporations, governments or other
organizations are reasonably sufficient to assure the performance of its
obligations. -

{e} () When an organization has achieved a net worth not including
land, buildings and equipment of at least $1,000,000 or has achieved a
net worth including land, buildings and equipment of at least $5,000,000,
the annual deposit requirement shall not apply.
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in the amount of $150,000 for a medical group or
staff model health maintenance organization or $300,000

for an individual practice association.
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(d) If the organization has a guaranteeing organization which has
been in operation for at least five years and has a net worth not including
land, buildings and equipment of at least $1,000,000 or which has been
in operation for at least 10 years and has a net worth including land,
buildings and equipment of at least $5,000,000, the annual deposit re-
quirement shall not apply. If the guaranteeing organization is sponsoring
more than one organization, the net worth requirement shall be increased
by a multiple equal to the number of such organizations. This require-
ment to maintain a deposit in excess of the deposit required of an accident
and health insurer shall not apply during any time that the guaranteeing
organization maintains for each organization it sponsors a net worth at
least equal to the capital and surplus requirements set forth in article 11
of chapter 40 of the Kansas Statutes Annotated for an accident and health
insurer.

-(e) The deposit requirements xmposed by this act shall not apply to
health maintenance organizations not organized under the laws of this
state to the extent an amount equal to or exceeding that required by this
act has been deposited with the commissioner or an organization or trus-
tee acceptable to the department of insurance of its state of domicile for
the benefit of Kansas enrollees.

(f) Al income from deposits shall belong to the depositing organi-
zation and shall be paid to it as it becomes available. A health maintenance
organization that has made a securities deposit may withdraw that deposit
or any part thereof after making a substitute deposit of cash, securities
or any combination of these or other measures of equal amount and value.

- Any securities shall be approved by the commissioner before being sub-

stituted.

{2 Iﬂaﬁyye&rmw}ﬁeh&ﬁaﬁa&&léepesﬁtsﬁetfequeée{&aef-
ganization; ot the organization’s request the eommissioner shall reduee
not to meke the ennual depesit: If the amount of net werth ne longer
supperts & reduetion of its required éepesit—, the orgenization shall im-
under this seetion:

(g) All health maintenance organizations doing business in this state
shall maintain insurance from an insurance company in an amount and
form as may be required by the commissioner for the satisfaction of any
liabilities of the health maintenance organization or the costs of liquida-
tion in the event of an insolvency.

New Sec. 12. A health maintenance organization shall provide in its
certificate of coverage the procedures for resolving enrollee grievances.
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KANSAS MEDICAL SOCIETY

623 SW 10th Ave. s Topeka, Kansas 66612 « (913) 235-2383

WATS 800-332-0156 FAX 913-235-5114
February 1, 1996
TO: Senate Financial Institutions and Insurance Committee
Y
AR e
FROM: Jerry Slaughter SR EY j)\bt”

Executive Director;

\J

SUBJECT: SB 477; amendments to the HMO law

The Kansas Medical Society appreciates the opportunity to appear today on SB 477,
which would substantially amend the law governing HMOs. In addition to increasing the deposit
requirements and adding new language relating to the rights of subscribers, the proposed bill
brings previously unregulated risk bearing entities under the purview of the Insurance
Commissioner. We are grateful to Commissioner Sebelius and her staff for taking the time to
discuss this legislation with us prior to the hearing, and we are committed to offering
constructive suggestions as we continue our analysis of the bill.

In general, we support the intent of this legislation, which is to assure that risk bearing
entities in the new health care marketplace are adequately capitalized and regulated in order to
protect the public. We support that concept, but hope that the final regulatory framework is not
so confining as to stifle innovative approaches to delivering health services in the new
environment. Specifically, we hope that groups of physicians, and other providers, can still
organize themselves into local or regional delivery networks that have the ability to bear some
risk, without having to meet regulatory requirements that only larger institutional entities with
substantial administrative resources can handle. Having said that, we do believe that any
organization which intends to bear risk should be prudently capitalized and re-insured against
large losses and normal operating business cycles.

We understand that one of the sections of the bill which raised the most questions for us,
section 15, may be deleted for now, pending more study. We support eliminating it for now,
until its impact can be more fully examined. There are several new definitions in section 6, some
of which we need to study more closely. We hope to have specific comments to the
Commissioner, and this committee, on that section within a few days.

With the exception of looking closer at those items mentioned above, we feel much of the
bill can be supported. We will continue to work with the Commissioner’s staff to improve our
understanding of the impact of the bill, and try to have any suggestions for amendments to your
committee by early next week. Thank you for considering our comments.
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ASSOCIATION )

Donald A. Wilson
President

Toe Senate Committee on Financial Institutions and Insurance
FROM: Kansas Hospital Association

RE: Senate Bill 477

DATE: February 1, 1996

The Kansas Hospital Association appreciates the opportunity to comment regarding the
provisions of Senate Bill 477. This bill makes many revisions to the Kansas law governing
health maintenance organizations.

Most of Senate Bill 477 is the product of a series of meetings and discussions of a task
force established by the Insurance Commissioner. The Kansas Hospital Association
recognizes these efforts of the Insurance Commissioner and her staff to bring forth a
workable proposal. We are concerned, however, that one section of the bill does not meet
this goal.

Section 15 of Senate Bill 477 (page 17) states that an HMO may not enter into an
“administrative health services contract” with a “health services intermediary” unless
several requirements are met. Simply stated, a health care provider or group of providers
may not enter into an agreement with an HMO to provide services on a capitated payment
basis unless:

1) anindependent actuary certifies the contract as financially sound;

2) the provider or provider group files quarterly financial reports with the HMO
and the Insurance Commissioner;

3) the provider or provider group agrees to audits by the HMO and Insurance
Commissioner; and

4) the provider or provider group submits other information required by the
Insurance Commissioner.

We think there are several reasons why Section 15 of Senate Bill 477 should be removed.
First, the requirement of an independent actuarial report regarding the soundness of the
contract could work against some Kansas hospitals. Numerous small and rural facilities in
Kansas are already facing financial hardship and could find themselves locked out of the
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managed care marketplace by this provision. Second, we think the attempt to regulate
health care providers who contract with HMOs is misplaced. The HMO itself must meet
certain solvency and financial requirements designed to protect the subscriber. Although
the financial condition of the provider is relevant to the contract, it is the HMO that bears
the ultimate financial risk. Finally, the broad definition of “health services intermediary”
and “administrative health service contract” make the potential reach of Section 15 much
longer than what might be anticipated, placing a burden not only on health care providers
but also the Insurance Commissioner’s office.

Thank you for your consideration of our comments.
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To: Senate Committee on Financial Institutions and Insurance
From: Cheryl Dillard, Public Affairs Director

Date: February 1, 1996

Re: Senate Bill 477 - Health Maintenance Organizations

Mr. Chairman, members of the Committee, thank you for the opportunity to appear before you
today to express the general support of the managed care industry for an amended version of

SB 477, consistent with changes in the bill that we understand will be requested by Commissioner
Sebelius and that we will raise today. This is a comprehensive bill and we would encourage the
Committee to consider a very full discussion of many of the provisions.

It was my pleasure to serve on the Commissioner’s Health Care Committee as a representative of
the Kansas Managed Care Association. The Health Care Committee endorsed an update in several
provisions of the Kansas HMO law, originally enacted in 1976. The managed care industry
supports these updates in the areas like grievance procedures, quality assurance and fiscal
soundness, as the new language represents the way managed care plans are already operating in
Kansas. I would call the Committee’s attention to the fact that HMO’s are required by Kansas law
to obtain, on an every three year basis, an independent review of their quality management
programs. The independent review organizations report their findings to the Commissioner who
has the authority to discipline a plan who fails to meet the criteria established by the Department.

The managed care industry has always supported this consumer protection and others contained in
the 1976 law. We welcome the updates because we believe that we have and should continue to
have a tested record for quality assurance, customer satisfaction and cost-effectiveness.

Some provisions in SB 477 are new and not part of the original law. We would make suggestions
which we think would strengthen the bill. In New Section 14, page 17, we recommend deleting
everything after the first sentence which ends with the word “plan” in line 25. This change would
require us under the law to put in place a plan in the event that providers are terminated from the
network, but would not specify the details of such a plan.

In Section 16, pages 18 and 19, health maintenance organizations are added to the holding
company requirements. The NAIC model in this area only includes HMO’s under the sections
regulating mergers and acquisitions. We would request that the Committee follow the NAIC
model.

Mr. Chairman, I would be pleased to answer questions.
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TESTIMONY OF
BLUE CROSS AND BLUE SHIELD OF KANSAS ON
S. B. 477

SENATE FINANCIAL INSTITUTIONS AND INSURANCE COMMITTEE
FEBRUARY 1, 1996

I am Bill Pitsenberger, Vice-President and General Counsel of Blue Cross and Blue Shield of
Kansas, a domestic health insurance company which provides coverage to more than 700,000
Kansans directly, and covers almost 30,000 more through its affiliated health maintenance
organizations.

I had the pleasure of serving as a member of Commissioner Sebelius's task force which gave
rise to S.B. 477.

We support S.B. 477 as a whole, but I wanted particularly to address those elements of the
Bill which would apply to HMOs some of the same regulatory provisions which today apply
to insurance companies.

Under S.B. 477, the sale of stock in an HMO would be subject to the same oversight by the
commissioner as the sale of stock in an insurance company (Sections 1-3); persons who sell
HMO coverage would have to be licensed as agents (Sections 4 and 5); and the acquisition of
control of an HMO by a new party, as well as certain intracorporate and shareholder
transactions, such as the declaration of an extraordinary dividend, bulk reinsurance
transactions, and other actions, would be subject to the same oversight as such actions in
relation to an insurance company.

I am not going to tell you why we think those kinds of things are good public policy;
obviously, the legislature thought they provided important protections to Kansans or it would
not have enacted them for insurance companies. Instead, I am going to point out that HMOs
are viewed by consumers as not different than insurance companies. Under the state employee
program, and in many other programs, employees can choose between traditional programs
and HMOs; to them, they are interchangeable. They don't know that the people selling these
programs may not be licensed agents, or that the HMO they are enrolling in may have
changed ownership three times jn the last two years.

It seems to us that if these laws are good laws, they ought to apply to all kinds of health care
financing mechanisms. If they aren't good laws, they should be done away with. But there is
no rational basis for the laws to apply to one kind of insurer but not to another.

Of course, we also support the other elements of S.B. 477, and encourage its passage.
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Kansas Department of Social and Rehabilitation Services
Rochelle Chronister, Secretary

Senate Committee on Financial Institutions and Insurance
Testimony on SB No. 477
Pertaining to Health Maintenance Organization (HMO) Reform

February 1, 1996

Mr. Chairman and members of the committee, I am Ann Koci, Commissioner of Adult and
Medical Services. Thank you for the opportunity to testify on behalf of Secretary Chronister
today concerning Senate Bill 477. This bill is a long-awaited health maintenance organization
(HMO) reform bill that overhauls the original HMO legislation written in the 1970s. It was
developed with the input of a working group represented by industry and the Kansas Insurance
Department, and it represents a compromise among all parties.

SRS is pleased with many of the provisions in SB 477, particularly those that require HMOs to
be subject to the same laws and requirements as other insurance companies. SRS strongly

supports the new provisions to the Kansas Insurance Department's legislation that are currently in
the SRS HMO contracts, including:

«Additional information may be requested in licensure submission.
«Requiring fidelity bonds for HMO staff.

+Requiring insolvency insurance.

«Requiring swift resolution of grievances.

We are concerned with several issues related to SB 477:

-First, HMO financial reserve account requirements were omitted from the original bill. We

support modifications to Section 11(a) correcting the omission of specific dollar amounts for
reserve account requirements.

«Secondly, Section 11(e) allows for reciprocity with other state insurance departments.
However, it leaves purchasers of health care, like SRS, in a position of weakness, because
reserve accounts are in other states, and we are unable to access those funds in the event of
insolvency. Such arrangements should be approved only in circumstances when there is a
written agreement between the Kansas Insurance Department and the reciprocal insurance
department, and when the HMO is determined to have deposited reserves appropriate to cover
losses in both Kansas and the reciprocal state. Allowing for reciprocity without these additional
provisions defeats the purpose of reserve accounts.
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«Third, Section 11(g), which relates to new requirements for insolvency insurance, is vague. The
following types of insurance should be explicitly required:

«insolvency insurance.
sstop-loss insurance.
sinsurance policies against bodily injury, burglary, robbery or theft.

«Finally, SRS believes there is a need for tougher financial standards for HMOs than those
currently outlined in this bill. The Health Care Financing Administration suggests the following
of all Medicaid managed care plans:

«The plan should maintain a positive net worth. _
«The plan should have readily available financial resources to cover any operating deficits
incurred to the point "break-even" is reached.

«The plan should have sufficient cash and adequate liquidity set aside (i.e. restricted) and
accessible to the Kansas Insurance Department to meet obligations as they become due.

SRS strongly believes that this bill should be passed without "any willing provider" language
included. Inclusion of "any willing provider" language will limit HMOs' ability to

determine which providers are qualified to participate in their networks, thereby

threatening the quality of care delivered to HMO enrollees. .

However, SRS strongly supports SB 477. Even without the suggested changes discussed above,
it represents an important and meaningful reform which is supported by the industry as well as
the Kansas Insurance Department and which will act to protect health care consumers throughout
the state.

1/30/96
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KAISER PERMANENTE

January 31, 1996

Hon. Richard L. Bond

Chair, Financial Institutions and Insurance
Room 128-8S.

Topeka, KS 66612

Dear Senator Bond:

I am writing to express the concerns of the Kaiser Permanente Medical Care Program
("Kaiser Permanente”) with certain portions of S.B. 477. As you know, Kaiser Permanente is a
prepaid group practice HMO that provides or arranges health care to more than 47,000 members
in the greater Kansas City area. In general, we fully support the goal of Commissioner Sebeljus to
strengthen and improve the Kansas HMO Act. Representatives of Kaiser Permanente also
participate actively in the work of the NAIC, and we have supported efforts over the years to
improve the NAIC's Model HMO act ("NAIC Model"). All of the concerns we have with S.B.
477 involve areas where the proposed changes in the Kansas statutes are substantially at odds

ith comparable provisions in the NAIC Model. Both because of the substantive concerns
expressed below and because we think it is important to support the goal of the NAIC to
encourage uniformity among state laws, we hope that the bill will be amended to more closely
follow the NAIC Model.

Kaiser Permanente supports the changes in Section 9 which are consistent with the NAIC
Model. However, we would point out that Subsection (a)(10) is not in the NAIC model and we
do not support this proposed change.

Because of our participation in the meetings of the Commissioner's Advisory Committee
on Health Care, we recognize the Commissioner’s concern with insolvency protection measures.
However, the proposed subsection(g) of Section 11 would, in effect, require that HMOs purchase
coverage from entities that may be direct competitors of HMOs. This proposed section is not in
the NAIC Model. However, the NAIC Model contains other insolvency protection measures that
offer significant consumer protections without requiring HMOs to purchase coverage from a
competitor. Kaiser Permanente would support implementation of the NAIC's uncovered
insolvency deposit language (NAIC Model Section 14).

In regards to the proposed Section 14 of Senate Bill 477, Kaiser Permanente would point
_out that these provisions are not currently contained in the NAIC Model. We support the intent
of the first sentence, but note that the section as currently proposed would require an HMO to
continue to reimburse a provider who no longer has a relationship with an HMO, evep if the
termination resulted from problems with quality.

Commissioner Sebelius indicated at this week's meeting of the Commissioner’s Advisory
Committee on Health Care that her department may propose some further changes in the

Kaiscr Foundation Health Plan of Kansas City, Inc. e
10561 Burkley, Suite 200 Owerland Park, Kansas 66212 (913) 967-4600 i
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proposed Section 15, and we await the opportunity to review these. If the intent is to have a
remedy should an HMO become insolvent, we would suggest adoption of the NAIC Model
provision (Section 13D) that requires that contracts between HMOs and providers contain "hold
harmless” clauses that protect enrollees from unpaid bills of providers if they are not paid by an
insolvent HMO. Such requirements protect enrollees while imposing fiscal responsibility on
contracting providers, which seems to be the goal of this section.

~ .. The proposed Section 16 of Senate Bill 477 would apply the egtire insurance holding
company system law to HMOs. The NAIC Model (section 30) applies to HMOs gnly the sections
of the holding company law dealing with mergers and acquisitions. Most states closely follow the
NAIC Model Act and do ot apply the holding company laws to HMOs. As the Commissioner
already receives substantial reporting of material changes in our operations, application of the
Holding Company Law would impose new and possible expensive regulatory burdens on HMOs,
especially HMOs such as Kaiser Permanente that are got part of any insurance holding company
system. For a multi-state HMO such as Kaiser Permanente, it is very helpful for states to follow
the NAIC Model laws, and we fully support the NAIC approach in this area.

Again, as we noted initially, all of these concerns involve areas where S.B. 477 would
depart from the NAIC Model. As the only HMO in the state of Kansas to receive Full
Accreditation Status from the National Committee for Quality Assurance, Kaiser Permanente is
committed to provide the highest quality health care to our members. We recognize and support
the role of Commissioner Sebelius and the legislature in these matters. At the same time, we hope
that the Kansas HMO Act can be amended to more fully reflect the work that has gone into the
NAIC Model HMO Act over the years.

Thank you for your consideration of our views, and please let me know if you have any
questions with any of the issues raised herein.
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