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December 28, 1999 

Mr. Stuart Goodman 
Executive Assistant 
Office of the Governor 
1700 West Washington 
Phoenix, AZ 85007 

Re: Recommendations Concerning Consolidated Regulatory Oversight of 
Managed Health Care Organizations 

Dear Stuart: 

As you will recall, after the failure of SB1165 in the 1999 legislative session, you 
instructed me to form an advisory group of representatives of impacted constituencies 
and to formulate recommendations based on discussions with that group for the 
implementation of a program for regulatory oversight of managed health care 
organizations that consolidates the functional responsibility and activity within the 
Department of Insurance. That process has been completed, and my report is 
enclosed. 

I would like to commend the members of my Advisory Group and my staff for the 
dedication with which they addressed this project. I make my recommendations with 
confidence as a result of their assistance. 

I look forward to discussing these recommendations with you and other 
interested persons as the dialogue continues on these issues of vital importance to our 
state. Thank you for the opportunity to provide this input. 

Sincerely, 

* 
Charles R. Cohen 
Director of Insurance 

Enclosure 

Cc: Vista Brown 
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I. BACKGROUND 

Like most states, Arizona enacted its regulatory scheme governing "health care services 
organizations" (HCSOs) (commonly referred to as HMOs) in the early 1970s. See A.R.S. 8 20- 
105 1, et sea.' At that time, there was a low degree of HCSO penetration into the health 
insurance marketplace. Most HCSOs operated on the "staff model," meaning they employed a 
health care provider staff, operating within an HCSO-owned facility, to render services due 
under their health care plans. Compared to today, it was a simple system. 

An HCSO is a hybrid entity that both finances the cost of health care, like an insurance company, 
and provides and arranges for health care delivery, like a health care provider. Consequently, the 
original regulatory scheme, still in effect, bifurcates regulatory responsibility between the 
Department of Insurance (DOI) and the Department of Health Services (DHS). DO1 is the lead, 
or enforcement, agency. DO1 is the licensing authority, oversees financial condition, certain 
aspects of market conduct, policy forms and advertising, and disciplinary matters. DHS oversees 
the health services content of the health care plan, and whether the HCSO constitutes an 
"appropriate mechanism to achieve an effective health care plan." In 1975, DHS promulgated 
rules defining "basic health care services" and standards to determine whether an HCSO is an 
effective health care plan. The rules and standards have never been amended. 

The modern marketplace is much different. HCSOs have achieved a high degree of market 
penetration. Eleven HCSOs do commercial business in Arizona, with an enrollment of 
approximately 1.6 million members. Further, HCSOs have become extremely complex systems 
for the financing and delivery of health care, utilizing numerous methods of managing the 
delivery and cost of health care beyond the basic "staff model." HCSOs enter into complex 
business relationships with health care providers and others in which responsibility for financing 
and providing needed healthcare is shared and highly integrated. The complexity of this 
business often exceeds the effectiveness and flexibility of the current regulatory system. 

DHS does not actively enforce its rules after initial licensure. DO1 has no authority, expertise, or 
resources to regulate the delivery of health services. This causes gaps in the regulatory system. 
Certain areas of HCSO activity are effectively unregulated which sometimes impairs the 
Executive Branch's ability to assist consumers. Development of new legislative policy is 
hampered by lack of an effective, comprehensive regulatory structure to implement the policy. 
High levels of frustration, confusion, and ignorance regarding the regulatory scheme are 
commonplace. See Exhibit 1 for a more detailed description of the current regulatory scheme. 

0 ' This report will discuss both HCSOs and hospital or medical service corporations (non-profits) to the extent that 
the service corporation offers an HCSO-type product. Therefore, the term "managed health care organization," 
rather than HCSO, is often used to refer to the regulated entities. 

- 1 - 



11. PROPOSED SENATE BILL 1165 

During the 1999 legislative session, lawmakers considered several measures regarding health 
insurance reform. Many of those efforts were ultimately consolidated into a single bill: SB 
1165. 

SB 1165 included provisions to transfer DHS's current statutory responsibilities to DO1 and 
completely delete DHS from the field. The bill did not, however, appropriate any new resources 
to DO1 to fulfill those responsibilities. DHS has no dedicated resources available for transfer. 
The final version of SB 1 165 left the current regulatory system intact, but established a 
committee to study the issue of a consolidated regulatory structure. A conference committee 
version of SB 11 65 passed the Senate, but failed to pass the House . 

Despite the failure of SB 1165, there is growing consensus that regulatory responsibility should 
be consolidated in a single agency. 



111. ADVISORY GROUP ON CONSOLIDATED REGULATORY OVERSIGHT OF 
MANAGED HEALTH CARE ENTITIES 

Afier the 1999 legislative session, the Governor's Office instructed the DO1 Director to consider 
and make appropriate recommendations concerning a regulatory structure that would consolidate 
responsibility and authority within DOI, as proposed in SB 1165. In particular, the Governor's 
Office instructed the Director to quantify the resources required to establish an effective 
consolidated regulatory structure. At the further direction of the Governor's Office, the Director 
appointed an advisory group to assist the Director by providing input from impacted 
constituencies. 

The Director appointed an advisory group whose members included representatives from the 
provider community (physicians and hospitals), the Arizona Health Care Cost Containment 
System (AHCCCS), the Department of Health Services (DHS), health care services 
organizations (the HMOs), a medical service corporation (Blue Cross), and purchasers and users 
of health plan products. The complete list of members is attached as Exhibit 2. 

The Director asked the Advisory Group to address the following issues: 

1. The design and implementation of a regulatory structure for managed health care entities, 
that consolidates responsibility for oversight of corporate, financial, marketing, and 
service delivery operations within the Department of Insurance; 

2. The powers and support that the Department of Insurance will require to fklfill its 
responsibilities under a consolidated regulatory structure; 

3. The appropriate scope of responsibility for any other agency or board that currently has 
or will have regulatory oversight of managed health care entities and providers, including 
the level of responsibility for at least the following: 

Inspection, examination, licensure, and ongoing monitoring health care facilities 
owned or operated by a managed care entity; and, 

Examination and licensure of health care providers. 

4. Any legislation or administrative rules needed to effect the recommendations concerning 
a consolidated regulatory structure; 

5. The time frame and potential sources of funding to implement a consolidated regulatory 
structure; and 

6. Any other issue or topic relating to the role of the Department of Insurance in a 
consolidated regulatory structure for managed care entities. 

(See invitational letter attached as Exhibit 3.) 

During the latter half of 1999, the Advisory Group, staff from DOI, and the DO1 Director met to 

a consider these issues. 



IV. WORK OF THE ADVISORY GROUP 

The Advisory Group held a series of five meetings, reviewed various materials and research 
papers on the subject of managed care regulation, conducted extensive discussions on the 
designated issues, developed a survey for other state insurance regulators, and considered the 
survey results. (See Exhibits 4 and 5, respectively.) 

With the assistance of the Advisory Group, DO1 designed a survey that it issued to all state 
insurance regulators. (See Exhibit 6). The survey requested information concerning the kinds 
and numbers of managed care entities doing business in each state, the number of enrollees, the 
activities subject to regulation, the responsibilities of various state agencies, and the dedicated 
resources. The process of designing the survey revealed that the areas of regulation highlighted 
by consideration of a consolidated regulatory structure are quality of care, network adequacy, 
provider contracting, and risk shifting practices, which will be discussed in this report. 

Twenty-four states, including Arizona, submitted survey responses. (See Exhibit 7). The 
responses reflect substantial diversity in the way the states address this area of regulation, 
including differences in the structure and responsibilities of their state agencies, their laws, their 
funding commitments, and the kind of managed care entities operating within their jurisdictions. 
This diversity makes it very difficult to draw direct comparisons to Arizona's regulatory scheme. 
However, the survey was very useful for gaining an overview and general impressions, and for 
identifying relevant laws in other states. 

Generally, the responses revealed that most states have some form of bifurcated regulatory 
system involving both insurance and health services regulators. There are very few examples of 
a wholly consolidated system. In particular, it is very rare to find an insurance regulator 
overseeing quality of care and network adequacy issues. Nearly all responding states rely on the 
health services regulator to oversee those areas. It was notable that the health services regulator 
appears to be an active participant in ongoing regulation in most states. Many states employ 
coordinating mechanisms, such as interagency agreements and coordinating councils, to achieve 
interagency communication and coordination. DO1 has been unsuccessful in generating these 
kinds of arrangements in Arizona. 

After considering the survey responses, the Advisory Group selected eight states for more 
detailed consideration of their laws based on market similarity or other salient features of the 
regulatory scheme. The committee summarized and reviewed the relevant laws of Colorado, 
Maine, Maryland, New Jersey, Oregon, South Carolina, Texas and Washington. Again, the laws 
of these states reflect substantial diversity in approach. The Advisory Group ultimately 
concluded that there is no ideal model for Arizona and that we must use the overview gained 
from our discussion to independently envision the best scheme for this state based on its 
particular characteristics. (See Exhibit 8.) 



V. OVERVIEW AND SCOPE OF CONSOLIDATED REGULATORY STRUCTURE 

A. General Considerations 
To project the resources needed to establish a consolidated program for regulatory oversight of 
managed health care organizations within the DOI, it is necessary to project the nature and 
degree of regulatory activity that will be conducted though the program. The following analysis 
and discussion of assumptions is based upon the data reviewed and issues discussed by the 
Advisory Group, and the experience and instinct of the DO1 representatives involved in this 
project. This discussion is not intended in any way to preempt or supercede policy decisions by 
elected officials as to the shape and extent of managed care regulation. It is merely a statement 
of assumptions and projections upon which a resource analysis is based. The conclusions in this 
report would undoubtedly be altered by any subsequent policy developments. 

The resource projection is based upon certain general assumptions: 

The objective is h l l  and appropriate implementation of existing law and policy. The 
projection does not contemplate the enactment and effectuation of new laws, policies, 
or programs. For example, proposals to make DO1 responsible for selecting the 
independent external medical reviewer for a health care appeal, to establish a health 
insurance information web site, or to create a health insurance ombudsman within the 
DO1 are beyond the scope of this projection. Implementation of these or other new 
proposals would presumably require additional resources. 

The projection encompasses consolidated regulation of "health care services 
organizations" and hospital or medical "service corporations" (e.g., Blue Cross Blue 
Shield) to the extent the latter offers HCSO products. It does not contemplate 
inclusion of dental "service corporations" or "prepaid dental plans," for which there is 
an established, active regulatory program within DHS. Presumably, expansion to 
include dental managed care organizations would require additional resources in the 
form of a transfer of resources from DHS to DOI. 

The DO1 will continue to pursue the same regulatory objectives in the areas of 
licensing, financial condition, market conduct, and policy form and advertising 
oversight, for which it is already responsible. 

The area of health service delivery will be a new area of regulation for DOI. There 
will be no opportunity for DO1 to rely upon existing resources or expertise. DHS has 
no existing program or resources which could be transferred to DO1 or relied upon by 
DO1 for assistance and support. 

The DOI's role as consolidated regulator of managed health care organizations will 
be distinct in material respects from the role of a public purchaser of group health 
insurance (e.g., DOA, AHCCCS, HCFA) or a regulator of health care providers and 
facilities (e.g., DHS, BOMEX). The DO1 will be focused on regulation at the 
organization level of the managed health care organization that contracts with 
enrollees to provide health care. 



As is the case in other areas of DO1 regulatory activity, except for its specific 
statutory responsibilities within the Health Care Appeals program, the DO1 will not 
function as a claims adjudicator (e.g., a court or arbitrator) or as a medical peer 
review organization. 

B. Reyulation of "Ouality" 
The principal effect of a consolidated regulatory structure will be to bring new responsibilities to 
the DO1 for regulation of managed health care organization "quality". In the context of the 
debate concerning regulation of managed care organizations, "quality" is a broad, non-technical 
term. It is used to refer to everything from the integrity of an organization's health care delivery 
systems to the medical decisions made in particular cases. For purposes of this resource 
projection, regulation of "quality" is taken to mean that the DO1 will assume from the DHS the 
responsibility to maintain, make determinations under, and enforce rules that establish whether 
an HCSO provides for "basic health care services" and whether it "constitutes an effective 
mechanism to achieve an effective health care plan." See A.R.S. $ 5  20-1051(1) and (6); 20- 
1053(A)(5) and (1 1); 20-1 054(A)(2); 20-1 058(D); 20-1064(A); and 20-1 065(A)(3). In short, the 
general issues in this area are: 

- the appropriateness and effectiveness of the organization's systems, policies and 
procedures related to health care delivery (such as provider credentialing, utilization 
review, medical decision-making, grievances and appeals, corrective and remedial 
procedures, customer satisfaction measurement, and record keeping) and 

- the adequacy of the provider network and overall access to health services (such as a geographic distribution and availability of network providers). 

As a practical matter, this will require the DO1 to assume new responsibilities related to 
promulgation and ongoing enforcement of rules, review of applications for licensure, desk audit 
and field examinations related to quality assurance systems, and rendering consumer assistance 
on "quality" issues. The existing Health Care Appeals program within the DO1 is regarded as a 
key component of "quality" regulation, and will be integrated with the new responsibilities to 
form the DOI's quality regulation program. 

The DO1 will use certain external resources with respect to oversight of an organization's quality 
systems. Many organizations submit to quality systems review by private, quality accreditation 
organizations, such as NCQA (National Committee for Quality Assurance), American 
Accreditation Health Care CommissionKJRAC (Utilization Review Accreditation Commission), 
and JCAHO (Joint Commission on Accreditation of Healthcare Organizations). The resource 
projections contemplate that the rules promulgated and enforced by the DO1 relative to quality 
systems will incorporate this private accreditation review through "deemed" compliance 
provisions. In other words, managed health care organizations will be required to establish that 
they have achieved and continue to achieve compliance with certain minimum quality assurance 
standards, either those set forth in DOI's rules or by a recognized quality accreditation 
organization. In addition to maintenance of these minimum systemic standards, each managed 
health care organization will also be required to perform in conformance with its quality 
assurance systems on an ongoing basis. The DO1 will rely upon its existing authority to use 
contract examination personnel to conduct field assessments of ongoing compliance with quality 
system requirements. Existing law provides the DO1 with authority to charge examinees for the 
cost of these field reviews. The DO1 will have related infrastructure needs with respect to 



procurement of these contract services, administration of the contractual relationships, and 
billing and payment. Of course, any regulatory action following up on examination findings 

a must be performed by DO1 internal personnel rather than contractors. 

With respect to individual consumer complaints and requests for assistance related to quality 
issues, the DO1 assumes that it will provide the same kind and level of assistance that it renders 
for other lines of insurance. We will provide consumer-oriented public information and 
publications, promote self-help, and facilitate resolutions of disputes. We will maintain and 
analyze complaint statistics to assess organizations' overall compliance with quality systems 
requirements and to determine the need for field examinations. Other than our responsibilities 
with respect to the Health Care Appeals program, we will not adjudicate claims or review 
medical decisions. 

C. Re~ulation of Provider Contractin? 
The DO1 assumes that consolidation of regulatory authority over managed health care 
organizations will not create substantial new regulatory responsibilities for oversight of 
contractual matters between managed health care organizations and providers. The basis for this 
assumption is that the DO1 is a consumer protection agency, and that our limited resources 
should be directed to protection of the interests of consumers under insurance contracts. An 
"insurance contract," for purposes of this analysis, is between a consumer and a managed health 
care organization whereby the latter assumes from the former the risk to provide and finance 
health care if the consumer needs it. In order to perform its obligation under the insurance 
contract, the organization enters into numerous and various business contracts, such as provider 
contracts, which are not "insurance contracts" in the regulatory sense. Notably, of the laws of 
other states reviewed by the Advisory Group, several explicitly provided that the local insurance 
regulator shall have no responsibility for enforcement of provider contracts or to adjudicate 
disputes thereunder. To proceed otherwise would greatly expand the scope and cost of the 
consolidated regulatory structure, as well as alter the fundamental role and orientation of the 
DOI. 

However, the DO1 will oversee certain provider contracting issues above the individual contract 
enforcement level. The DO1 will continue to enforce legal form requirements applicable to 
provider contracts, such as prohibitions against gag clauses and the requirement of enrollee hold 
harmless provisions. The DO1 will also enforce quality system requirements applicable to 
provider relations, such as assuring that an HCSO has an appropriate and effective mechanism in 
place to address provider grievances. Further, the DO1 will also continue to monitor and 
maintain information concerning provider contract disputes to identify indicators of regulatory 
problems. For example, a high degree of provider payment disputes may indicate a liquidity 
problem, or the potential for network deterioration. 

D. Regulation of Risk Sharin~ 
Due to the high degree of integration of the health services delivery and health services financing 
functions in modern managed health care organizations, a consolidated regulatory structure will 
facilitate a more comprehensive and effective approach to regulation of risk sharing 
arrangements. This refers principally to "capitation," in its many forms, whereby a managed 
health care organization shifts financial risk to a contract provider by pre-payment of an amount 
certain as consideration for a contingent level of service. It also refers to the use of "fiscal 
intermediaries." These are non-providers, or providers not qualified to render the service in 
question, who accept capitation from a managed care organization to arrange for the provision of 



services by others. The lack of interactive regulation by both DHS and DO1 has impeded the 
development of a regulatory approach to these hybrid issues. 

@ Based upon review of other states' laws, and discussion of these complex issues within the 
Advisory Group, the DO1 has based its resource projection on the assumption that its regulatory 
oversight of risk sharing issues will focus on requirements applicable to the managed health care 
organization rather than directly to contract providers or fiscal intermediaries. For example, the 
DO1 anticipates enactment of risk based capital (RBC) requirements for managed care 
organizations. RBC requirements will replace "static" capital and surplus requirements 
(currently $1,000,000) with "dynamic" requirements that vary based on the nature and degree of 
an organization's insurance and business exposures. Analysis of RBC requirements takes into 
account a managed care organization's financial arrangements with providers and fiscal 
intermediaries. In other words, the risk to the public posed by an organization's capitation 
arrangements is dealt with through the level of capital and surplus required of the organization. 

Similarly, for purposes of this resource projection, the DO1 believes the soundest regulatory 
approach is to generally regard capitation arrangements entered into by duly licensed managed 
health care organizations as "service" contracts, rather than "indemnity" or "insurance" 
contracts. The DO1 does not anticipate the need to license providers or fiscal intermediaries as 
risk bearing entities, nor to engage in any direct financial regulation of providers or fiscal 
intermediaries. Consistent with the anticipated approach, the DO1 does project the enactment of 
legislation or the promulgation of rules applicable to a managed health care organization that 
elects to engage a fiscal intermediary. These standards will likely place the managed health care 
organization in a quasi-regulatory role by requiring it to establish financial requirements and 
monitor financial performance of the fiscal intermediary. The DOI's ultimate concern, however, 
will be the managed health care organization's financial condition and performance, and its 
compliance with applicable capital and surplus requirements. 

The DO1 notes that in the context of fiscal intermediaries there is a significant issue as to 
whether the managed care organization remains ultimately at risk for provider payment. Because 
this issue does not bear upon the DOI's resource needs, it is not addressed here. 

E. Role of Other Replatory A~encies 
The Department believes that even a consolidated regulatory structure should recognize and 
allow for a continuing role by other agencies and boards that regulate health care providers and 
facilities. As stated above, DO1 will regulate managed health care organizations, but will not 
directly regulate health care providers and facilities. For example, DHS will continue to regulate 
medical facilities, some of which may be owned and operated by HCSOs, and the Board of 
Medical Examiners will continue to regulate the conduct of individual physicians. 

SB 1165 would have completely deleted DHS from the area of managed health care regulation, 
including eliminating its authority to participate in examinations with the DOI. This approach is 
not advisable. DHS continues to possess expertise in the health services area that could be very 
valuable to effective regulation of managed health care organizations. DHS should remain 
authorized to participate in examinations by the DOI. DHS should also serve an express 
advisory role to the DO1 with respect to mlemaking and ongoing regulation in the "quality" area. 



VI. TIMELINE 

The following implementation timeline takes into account the anticipated time periods for 
establishment and hiring of new positions with the expertise needed to implement the described 
consolidated program. DO1 will require at least partial funding for the positions and start up 
costs prior to the effective date for the transfer of authority and consolidated regulatory structure. 

The timeline further assumes that DO1 will rely on the existing DHS rules until DO1 can adopt 
temporary rules under an exemption from the lengthy and complex rulemaking process required 
by the Administrative Procedure Act (APA). At the time of adopting temporary rules under an 
APA exemption, DO1 will also commence the APA rulemaking process, with all attendant public 
notice and comment requirements, for permanent rules. 

July 1,2000 Funding needed for FY 2000-2001 to establish positions 
and prepare for consolidated regulatory structure. 

July 1,2000 -January 1,200 1 Establish and fill key positions. 

January 1,2001 - July 1,2001 Establish and fill remaining positions; Adopt exempt rules 
and commence APA rulemaking process to adopt 
permanent rules. 

July 1,200 1 Effective date for implementing consolidated regulatory 
structure within DOI. 



VII. SOURCES OF FUNDING 

The available funding sources for a consolidated regulatory structure would appear to be either a @ general fund appropriation and assessments of managed health care organizations. Because of 
the level of funding required and the relatively small number of licensed organizations (1 1 
HCSOs and one service corporation), DO1 recommends an appropriation. In making this 
recommendation we are also mindful that the consolidated regulatory structure will include use 
of contract examiners to assess the compliance of managed health care organizations with quality 
systems standards. Pursuant to existing law, the cost of these examinations will be charged to 
the organizations being examined. 

We also note that pursuant to A.R.S. 5 20-167, DO1 is obligated to recover 95-1 10% of its 
appropriation through its fees charged to various elements of the insurance industry for licensing 
and other services. Though the appropriation recommended is not anticipated to cause an 
immediate increase in fees, it obviously will eventually impact the degree and timing of future 
fees increases. 



VIII. ESTIMATED GENERAL FUND RESOURCE REQUIREMENTS 

The Department of Insurance will require staff, travel, furniture, equipment, supplies, and office 
space at a cost of between $773,417 and $969,222 in the first year, and between $616,736 and 
$791,087 in the second year (with similar costs in subsequent years) to implement the regulatory 
structure described above. Most of the variation in the range is attributable to salary ranges for 
FTE personnel. Based on a position by position review, we recommend a first year 
appropriation in a total amount of $885,000, and a second year appropriation in a total amount of 
$705,000. 

The table on the following two pages enumerates the specific General Fund resource 
requirements for implementing a consolidated regulatory structure. Additional assumptions 
relied upon to develop the resource requirements can be found in Exhibit 9. 

(Balance of this page intentionally left blank) 



Estimated General Fund Resource Requirements 
MINIMUM / 

PERSONAL SERVICES GRADE MIDPOINT (NC) W X I M U M  
Office of the Director 

P Rules/Legal Analyst (Executive Consultant 11) (NC) 22 46,972 56,739 
P Partially fund Public Information Officer position (25%) 23 14,025 14,025 
C Reclassify Admv. Secretary I to Admv. Assistant I1 15 3,648 5,466 

Life and Health Division 
P Quality/Compliance Manager (Medical Consultant I) (NC) 
P Quality/Compliance Analyst (NC) 
P Quality/Compliance Analyst (NC) 
C Administrative Assistant 111 

P Uncover and Reclass LifeIHealth AID (NC) 

Consumer Services and Investigations Division 
P Consumer Services Specialist I1 (Nurse) (NC) 

Corporate and Financial Affairs Division 
P Senior Financial Analyst (NC) 

P Uncover and Reclass Assistant Director (NC) 

Administrative Services Division 
C Reclassify Admv Assistant I1 to Admv Assistant 111 

Information Technology Division 
P Reclassify Network Specialist I to Network Specialist I1 22 7,595 9,058 

[C: Clerical, P: Professional -- In Minimwn/Midpoint column, minimum salary shown for clerical, midpoint saliuy shown for professional] 

'NC indicates the position is "Not Covered" by (or exempt kom) the state personnel rules. 

EMPLOYEE-RELATED EXPENDITURES 
@, 26.84% of Personal Services 

PROFESSIONAL & OUTSIDE SERVICES 
Technicalhledical Services 

IN-STATE TRAVEL 
Travel for training, on-site conferences 

OUT-OF-STATE TRAVEL 
Travel for nationallreaional conferences and seminars 



FURNITURE, EQUIPMENT AND SUPPLIES UNIT EXTENDED EXTENDED 
Desk, double pedastel 
Desk, secretarial 
Credenza 
Computer stand 
Chair, ergonomic, swivel wl arms 
Chair, ergonomic, side wl arms 
Bookshelf, 5-shelf 
Bookshelf, 2-shelf 
File cabinet, 5-drawer, vertical, legal, locking 
File cabinet, 2-drawer, vertical, legal, locking 
Transcriber, microcassette, desktop 
Transcriber, microcassette, hand-held recorder 
Calculator, 10-key, printing w/ display 
Personal computer wl software and LAN connection 
Training (managed care seminars, et al). 
Postage 
Formslenvelopes 
Miscellaneous workstation supplies 
Increased telephone maintenance cost 
Additional telephone lines (3 ea) 
Subscription to A.R.S. Title 20 
Anti-static floor mats 
Fax machine, plain paper 
Photocopier 
Network printer, laser 
Power strips 
Photocopier maintenance, annual 
Fax maintenance, annual 
Fax/~hotoco~ier /~r inter  tonerlsu~~lies.  annual 

INFRASTRUCTURE 
Office space at remote location (3,000 s.f. to move FU) 17lsflyr 51,000 5 1,000 
FU relocation costs 20,000 20,000 20,000 
Internal relocation and remodeling costs 50K-75K 50,000 75,000 
Voiceldata wiring at remote location (16 @ 300) 300 4,800 4,800 
Local telephone system reprogramming 1,200 1,200 1,200 
Remote telephone system replacement (30-user capacity) 45,000 45,000 45,000 
LAN expansion (switch) at remote location 3,000 3,000 3,000 

Less one-time expenditures 
Plus computer maintenance costs 
Plus 2.5% salary increase (PIS and ERE) 



A. Personnel 
In projecting the resources required to implement a consolidated regulatory structure, 

0 DO1 considered two alternatives: (1) creating a new Managed Care Division or Section, 
and (2) incorporating consolidated responsibilities into DOI's existing organizational 
structure. We decided to propose integration of the responsibilities into the existing 
structure because we believe that will be more economical and more efficient for DO1 as 
a whole. 

Assumption of the new responsibilities, and the addition of personnel in several divisions 
to effectuate them, will undoubtedly increase demands on the Office of the Director, the 
Administrative Services Division, and the Information Technology Division, which 
provide service to, and derive activity from, all other areas of DOI. We have sought 
ways to meet these additional demands without the creation of entire new positions when 
not absolutely necessary. Consequently, we have proposed the reclassification and 
enhanced funding of certain existing positions where possible. These enhancements will 
hopefully enable DO1 to attract and retain qualified personnel in support positions that 
will be even more critical in light of our new responsibilities. 

We are proposing that the "professional" positions created and revised through this 
proposal be "non-covered." This enables us to pay higher salaries, recruit and retain a 
higher level of qualified personnel, and exercise a higher degree of flexibility and 
discretion with respect to the ongoing management of these positions. Clerical and 
support positions are proposed as "covered." 

a The Department requires between $470,700 and $6 12,500 to pay for the salaries, benefits 
and employer payroll taxes for the following additional staff. 

1. Office of the Director 

a. One FTE Rules Analyst (Executive Consultant II) is needed for the extensive 
rulemaking responsibilities that will be required to implement and maintain this 
program. The analyst will draft rules in compliance with the requirements of the 
Administrative Procedure Act (APA), and the rules of the Governor's Regulatory 
Review Council (GRRC) and the Secretary of State. The analyst will be fully 
responsible for coordinating the public participation process required under the APA. 
It is anticipated that all rulemaking activity will be the subject of extensive public 
comment and debate from interested stakeholders (consumers and providers as well 
as the managed health care organizations), and will likely necessitate multiple public 
hearings throughout the state. There will be intensive rulemaking activity at the 
outset of the program, as well as substantial follow up activity. Managed care is a 
dynamic industry and any rules will need to be periodically amended to reflect 
changing industry practices. 

The DO1 notes that it currently has no rules analyst on its staff. This is a substantial 
resource deficiency. Considered cumulatively with the DOI's existing rules 
responsibilities, these functions will no longer be able to be properly performed 
without at least one FTE dedicated to rules activities. 



b. Partially Fund Public In formation Officer (PIO) Position (25 %). The PI0  position 
will be highly impacted by the assumption of regulatory responsibility for quality 
issues. There will be a substantial need for development of consumer oriented 
literature in this area, and for the ongoing handling of media and public inquiries into 
DO17s activities. In short, there will be great public interest in the program and a 
responsibility for DO1 to satisfy that interest. DO1 currently has a P I0  position on the 
Director's staff. However, it is an unfunded position recently created by the Director 
based purely on the great need for the position. DO1 believes attributing 25% of the 
PIO's activity to managed care quality issues is a reasonable estimate. 

c. A reclasszfication of one Administrative Secretary to an Administrative Assistant II 
is required to provide administrative support to the rules analyst. The state's 
rulemaking process is highly detailed and complex requiring higher level 
administrative support. Under the rulemaking analyst's direction, the administrative 
assistant will maintain the rulemaking record and rulemaking docket, coordinate 
public hearings, and assist in preparation of rulemaking packages. An upgrade in 
administrative support for the Director's Office is also necessitated by the additional 
demands that responsibility for quality regulation will place on the Director and his 
executive staff to interact with the many interested constituencies and to oversee this 
new area of operational activity within the DOI. 

2. Life and Health Division 

a. One FTE Quality/Compliance Manager is required to administer the new program 
for monitoring compliance with standards applicable to the delivery of health care by 
managed health care organizations and their quality assurance plans. The Manager 
will develop standards for identifying and correcting deficiencies found in an 
organization's health care and quality assurance plans and will be responsible for 
monitoring and reviewing the work of independent contractor examiners. The 
Manager will be required to communicate and interact directly with the 
organization's medical directors and executives as necessary. The 
Quality/Compliance Manager shall be established as a non-covered exempt position 
giving the DO1 greater flexibility with recruitment, compensation, and employment 
issues. 

b. Two FTE Quality/Compliance Analysts and one Administrative Assistant III are 
needed to review and monitor the organizations' health care plans, quality assurance 
plans, proposed geographic service areas, and medical records systems. Analysts will 
monitor on an ongoing basis for compliance with corrective action plans as directed 
by Quality/Compliance Manager. The two analyst positions shall be established as 
non-covered (exempt) positions. 

c. A reclasszfication of the Life and Health Assistant Director from pay grade 24 to 
pay grade 25, and from a covered to non-covered position, is required to reflect the 
increasing complexity of issues for which the Assistant Director is responsible, and to 
enable the Department to establish subordinate positions as non-covered positions 
pursuant to A.R.S. 5 41 -771 (B)(2). 



3. Consumer Services and Investigations Division 

One FTE Consumer Services Specialist 11 is required to assist consumers and respond to 
and investigate complaints and inquiries concerning issues relating to quality of health 
care and network adequacy. DO1 anticipates public information and outreach efforts, 
through the public information officer position, to increase public awareness of consumer 
rights and DOI's regulatory responsibilities in the quality area, which will increase the 
demand for consumer assistance. 

4. Corporate and Financial Division 

a. One FTE Senior FinancialAnalyst is required to analyze financial statements and 
target financial examinations to ensure that each managed health care organization 
has and maintains a sound financial condition, and to ensure that each organization is 
continually able to meet its liabilities and obligations to policyholders and enrollees. 
The Analyst will specialize in financial issues unique to managed health care 
organizations, such as the impact of provider network structure on financial 
soundness. The Analyst will monitor and review work performed by independent 
contractor examiners and will correspond with the organization's executives as 
necessary about concerns, findings, and corrective action plans. The Senior Financial 
Analyst position shall be established as a non-covered position, giving the 
Department greater flexibility with recruitment, compensation, and employment 
issues. 

The DO1 notes that it currently has no employee financial analyst position dedicated 
to oversight of managed care organizations. This is a substantial resource deficiency. 
This area requires specialized knowledge due to the service (as opposed to pure 
indemnity) nature of the managed care business and the high degree of integration of 
health services delivery and financial functions. An effective consolidated regulatory 
structure must address this deficiency. 

b. A reclasszjication of the Assistant Director from pay grade 25 to pay grade 26, and 
from covered to non-covered status, is required to reflect the growing complexity of 
issues for which the Assistant Director has become responsible, and to enable the 
Department to establish subordinate positions as non-covered positions pursuant to 
A.R.S. fj 41-771 (B)(2). 

As the Department adds employees, other Divisions are impacted, such as Administrative 
Services and Information Technology. These Divisions become more stressed with new 
programs. Therefore, it is necessary to make the following reclassifications. 

5. Administrative Services Division 

A reclasszjication of one Administrative Assistant 11 to Administrative Assistant I A  
is required to enable the Administrative Services Division to attract and retain staff 
capable of delivering centralized administrative services to the DO1 amidst the 
growth of the agency, both in terms of population and function. 



6. Information Technology Division 

A reclassification of one Network Specialist I to Network Specialist 11 is required to 
enable the Information Services Division to attract and retain staff capable of 
developing complex computer applications. ' Applications and systems maintenance 
are especially difficult because of interfaces among the DOI's IBM AS1400 midrange 
computer, its local area network, and external databases and information sources. 
The reclassified position shall also create and support Internet-based applications that 
will facilitate electronic information transfers and processing. Obviously, regulation 
of quality issues will require development of new applications and databases at DOI, 
and handling of associated hardware maintenance. Further, DO1 may be required to 
interface with automated systems of managed health care organizations and other 
outside entities. 

B. Professional and Outside Services 
DO1 requires between $50,000 and $75,000 to pay for professional, medical, and technical 
services that may be required as the program is developed and implemented, and as unusual, 
complex and unanticipated issues arise from the additional responsibilities added to the DOI. 
Such professional and outside services may include consultation by medical professionals with 
respect to the development and implementation of quality standards, contractors procured by the 
Attorney General to provide guidance on legal issues, information technology consultants with 
expertise specific to the managed care industry to suggest ways to most efficiently and 
effectively transfer and process information, etc. These services are necessary to provide a 
smooth transition with uninterrupted oversight during the consolidation process. 

C. Out of State Travel 
The DO1 requires between $5,000 and $7,500 to enable the QualityICompliance Manager to 
travel to regional and national meetings concerning managed care regulation. 

D. Furniture. Eaui~ment and Supplies 
The DO1 requires approximately $73,700 in the first year to pay for the furniture, equipment, 
maintenance, telephone lines, and supplies required by adding six new employees. In subsequent 
years, the DO1 shall require $26,300 to pay for increased supplies, communications, and 
equipment maintenance costs. A detailed listing of required furniture, equipment, and supplies is 
provided in the Estimated General Fund Resource Requirements above. 

E. Infrastructure 
The DO1 does not have sufficient office space to house additional staff. The DO1 Life and 
Health Division and Consumer Services and Investigations Division already have a number of 
offices shared by employees in very tight quarters. DO1 recently divided one of its meeting 
rooms into three offices to mitigate the overcrowded conditions in its Consumer Services and 
Investigations Division. The State Fire Marshall has criticized the DO1 for inadequate 
passageways because furniture, equipment, and staff too densely occupy existing office space. 
In its main Phoenix office, the DO1 has 138 employees, and 13 on-site contractors and field 
examiners who use space when conducting research or finalizing examination reports. The DO1 
also maintains a six-person satellite office in Tucson and rents privately owned office space at 
the Phoenix Financial Center for the seven staff members of the Arizona Insurance Guaranty 



The DO1 considered four office space alternatives: 

1. Relocate the main Phoenix Office into adequate office space at a total additional first- 
year cost of $491,900 and $1 61,900 in additional rent in subsequent years. 

2. Expand the DO1 by 7,000 square feet into additional Sun State Building office space 
at between $191,200 and $216,200 in additional first-year costs and $109,000 in 
increased annual rent thereafter. 

3. Expand the DO1 by 3,000 square feet into additional Sun State Building office space 
at between $1 16,900 and $1 3 1,900 in additional first-year costs and $1 09,000 in 
increased annual rent thereafter. 

4. Rent 3,000 square feet of privately owned office space at between $175,000 and 
$200,000 in additional first-year costs and $5 1,000 in increased annual rent thereafter. 

For a more detailed look at the four alternatives, see Exhibit 10. 

Each of the alternatives presented has benefits and drawbacks. However, Alternative 4 appears 
to be the most feasible and has been presented in the Estimated General Fund Resource 
Requirements above. For a more detailed look at the Evaluation of Alternatives and 
Recommendation, see Exhibit 11. 

F. Conclusion 
The resource projections above are not overstated with the expectation that they will be reduced 

@ through the legislative process. We have made this projection as forthrightly as possible. In 
fact, DO1 believes, and many Advisory Group members expressed the view, that these 
projections are conservative. 

We also note that these projections are as accurate as we can make at this time, before we have 
begun to encounter actual implementation issues and gain experience in a wholly new area of 
regulation. As this program unfolds, the need for additional resources may be revealed, 
particularly in the Life and Health Division and the Consumer Services and Investigations 
Division. If that occurs, we hope our conservatism at this time will be appreciated and that any 
requests for additional resources will be regarded as credible and favorably considered. 
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CURRENT REGULATORY SCHEME 

I .  Department of Insurance 

a. Licensing 
Pursuant to A.R.S. $20-1054, HCSOs may be issued a certificate of authority if the director finds 
that the following conditions are met: 

a. The persons responsible for conducting the affairs of the HCSO are competent and 
trustworthy and are professionally capable of providing or arranging for the 

, provision of health and medical services being offered. 
b. The HCSO constitutes an appropriate mechanism to achieve an effective health care 

plan, in accordance with rules adopted by the director of DHS, which shall include 
at least the basic health services. 

c. The HCSO is financially responsible and may reasonably be expected to meet its 
obligations to enrollees and prospective enrollees. 

d. Each officer responsible for conducting the affairs of the HCSO has filed with the 
Director, a fidelity bond in the amount of $50,000. 

b. Financial Requirements 
Arizona law does not impose dynamic, or risk based, capital requirements on HCSOs. HCSOs 
must possess and maintain unimpaired capital or surplus, or both, in the amount of $1.5 million at 
the time of obtaining a certificate of authority, and $1 million thereafter. In addition, the HCSOs 
are required to maintain on deposit with the State Treasurer through the Director's office an 
amount of not less than $500,000. Also, the DO1 has set reserve requirements, wherein the HCSO 
must at all times maintain a financial reserve consisting of two per cent of charges collected from 
enrollees for the health plan, until the reserve totals $1 million. The State Treasurer shall hold the 
reserve in trust for the protection of the HCSO's enrollees. 

Each HCSO is required to submit an insolvency plan to DOI. The actuarially approved plan for 
the risk of insolvency must cover continuing benefits for enrollees for the duration of the contract 
period (or at least sixty days after insolvency, whichever is longer) and continuation of benefits for 
those enrollees confined in an inpatient facility on the date of insolvency. 

The plan for the risk of insolvency must include an actuarial memorandum describing the basis on 
which the actuary concludes that the HCSO will meet its continuation of benefits requirements, as 
stated above. 

The HCSOs are required to submit quarterly and annual reports to DO1 including its financial 
statements. 

C. Examinations 
DO1 is responsible for examining the HCSOs' financial condition, its ability to meet its liabilities 
and compliance with Title 20. DO1 may perform these financial examinations at any time. 

DO1 has the power to conduct market conduct examinations of the HCSOs, although it is not a 

a mandatory responsibility. DO1 may examine an HCSO to assure that the contracts issued by the 



HCSO to individuals and groups contain coverage for services as required in DHS regulations and 
Title 20. (DHS may share in this examination responsibility, as discussed later.) 
Examinations typically involve the review of an HCS07s claims handling, underwriting, HIPAA 
compliance, appeals procedures, Accountable Health Plan compliance, utilization review, 
marketing and advertising, mandated benefits, form filing, complaints and Privacy Act compliance. 
While we do not evaluate the quality of care delivered within an HCSO, given the examination 
authority under A.R.S. 920-1058 (A), we have examined a company's compliance with some DHS 
rules and its own utilization review plan. 

d. Grievance and Appeals 
In July, 1998, DO17s Health Care Appeals Program became effective, giving consumers the ability 
to appeal adverse decisions by HCSOs, as well as other insurers. 

The mandatory appeals process generally must include four separate levels of review. To begin the 
review process, the member must make the request to their HCSO. Appeals may involve cases in 
which an insurer denies a request for a service or a request for payment of a claim for a service 
already received. 

The four levels of review are: 
a. Expedited Medical Review 
b. Informal Reconsideration 
c. Formal Appeal; and 
d. External Independent Review. 

@ Cases that reach the External Independent Review stage are evaluated by either the DO1 (to 
determine coverage issues) or an External Independent Reviewer (to determine medical necessity 
issues). 

e. Utilization Review 
DO1 issues certificates to utilization review agents meeting all of the requirements of Title 20, 
Chapter 15. DO1 must examine the affairs, transactions, accounts and records of each utilization 
review agent before issuing an initial certificate. However, the DO1 does not make any 
determinations of quality of care, appropriateness of utilization review recommendations or 
medical necessity relating to any plan of care or treatment. 

f: Forms and Advertising 
HCSOs must submit all advertising and solicitation material, as well as forms, to the DO1 for 
approval prior to their use. 

Advertisements must be truthful and not misleading in fact or in implication. Words or phrases, 
whose meaning is clear only by implication or by familiarity with insurance terminology cannot be 
used. Words or phrases which mislead or have the capacity and tendency to deceive as to the 
extent or any policy benefit payable, loss covered or premium payable, shall not be used. 

Evidence of Coverage and contracts are reviewed to assure they contain all of the benefits, services 
and provisions required by law. 



* 

De~artment of Health Services 

a. Licensing 
In addition to its application for a certificate of authority submitted to DOI, an HCSO must submit 
a statement describing its health care plan or plans, facilities, personnel and geographic area to 
DHS for approval. DHS notifies the HCSO of its approval or denial of the statement. DHS 
forwards a copy of this notification to DOI. 

b. Examinations 
DHS is also provided authority to examine HCSOs. DHS may examine the HCSO to verify 
existence of an effective health care plan and to review the delivery of health and medical services. 
In addition, HCSO facilities and any primary care physician with whom the HCSO contracts for 
services on a continuing basis is subject to inspection by DHS. 

Interagency Coordination 

1. Licensing 

An HCSO must submit a copy of its application for a certificate of authority, as well as the 
aforementioned statement, to both DO1 and DHS for approval. DHS provides the HCSO with a 
letter to confirm that the HCSO constitutes an appropriate mechanism to achieve an effective health - -  - 

care plan. DHS provides DO1 with a copy of this letter, in order for DO1 to complete the issuance 

@ of the certificate of authority. 

2. Examinations 

DO1 has attempted to initiate joint examination activity with DHS, but has been unsuccessful. 

3. Other Coordination 

From time to time, when DO1 receives a large number of complaints regarding an HCSO's quality 
of care or network adequacy, DO1 has attempted, without substantial success, to obtain DHS' 
assistance. 

DHS undertakes no fbrther managed care oversight activity, with the exception of an HCSO's 
request to change its statement regarding its health plan or its description of the geographical area 
to be served. 

4. Internovernrnental - Ameements 

There are currently no intergovernmental agreements or operational coordinating mechanisms 
between DO1 and DHS in place. DO1 has attempted to initiate such coordinating activity, but has 
been unsuccessful to date. 
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ADVISORY GROUP ON REGULATORY OVERSIGHT OF MANAGED CARE 

NAME ORGANIZATION ADDRESS PHONE # FAX # 
Steve Barclay 

Mary Ellen Dalton/ 
Debra Nixon 

Barclay & Goering 

Health Services Advisory 
Group 

Sheri Farr, Sr. Director of Policy & 
Regulatory Affairs 
Bob Reddemann 

Samantha Fearn, Executive 
Director 
Replaced by Michelle Cove1 

1501 W. Fountainhead Pkwy., 
Ste. 650 
Tempe, AZ 85282 

Arizona Hospital and 
Healthcare Association 

David Landrith 
VP for Policy & Political Affairs 

1001 N. Central, #600 
Phoenix, AZ 85004 

301 E. Bethany Home Rd., Ste, 
B157 
Phoenix, AZ 85012 

National Federation of 
Independent Business 

Branch McNeal, Assistant Director 
Kari Price 

(480) 968-1 083 

Arizona Medical 
Association 

Anthony Mitten 
Executive Director 

(602) 340-1 01 0 

(602) 665-61 01 
(602) 665-6108 

(480) 967-2029 

2907 N. 2nd Street 
Phoenix, AZ 85012 

Arizona Health Care Cost 
Containment System 

Sue Navran 
General Counsel 

(602) 340-1 5 15 

(602) 241-0757 

8 10 W. Bethany Home Rd. 
Phoenix, AZ 85013 

Maricopa County Medical 
Society 

Mike Schaiberger 
Benefits Manager 

(602) 263-7690 

801 E. Jefferson 
Phoenix, AZ 85034 

Don Schmid 

(602) 263-7790 

(602) 246-8901 

326 E. Coronado Road 
Phoenix, AZ 85004 

Blue Cross Blue Shield of 
Arizona 

Arizona Department of 
Administration 

Don Hughes 
Executive Director 

(602) 242-6283 

(602) 4 1 7-445 8 

(602) 864-4179 2444 W. Law Palmaritas 
P.O. Box 13466 
Phoenix, AZ 85002-3466 

Arizona Department of 
Health Services 

(602) 256-642 1 

(602) 252-2015 

(602) 864-4084 

1624 W. Adams 
Phoenix, AZ 85007 

Arizona Association of 
HMOs 

(602) 256-2479 

1740 W. Adams, Rm. 407 
Phoenix, AZ 85007 

(602) 542-5008 

2415 E. Camelback Rd., Ste. 700 
Phoenix, AZ 85016 

(602) 542-4744 

(602) 542- 1020 (602) 542- 1062 

(602) 508-6077 (602) 508-6078 
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STATE OF' AFUZONA 

DEPARTMENT OF INSURANCE 

JANE DEE HULL 
Governor 

2910 NORTH 44th STREET, SUITE 210 CHARLES R. COHEN 
PHOENIX, ARIZONA 85018-7256 Director of Insurance 

6021912-8456 (phone) 6021912-8452 (fax) 
http://www.state.az.us/id 

June 11,1999 

ADDRESS 
Phoenix, AZ 85 

re: Advisory Group for Regulatory Oversight of Managed Health Care Entities 

Dear 

The Department of Insurance and the Department of Health Services currently share 
statutory responsibility for regulatory oversight of managed health care entities. During the last 
legislative session, there were some proposals to consolidate responsibilities within the 
Department of Insurance. Senate Bill 1165, which ultimately failed to pass, proposed creation of 
an advisory board on consolidated licensure and regulatory oversight of health care plans. 

In keeping with its ongoing commitment to improve administration of state government, 
the Governor's Office has instructed me to consider and make appropriate recommendations 
concerning a regulatory structure for managed health care entities that consolidates 
responsibility and authority in the Department of Insurance. I have been directed to appoint an 
advisory group that will assist me by providing input from impacted constituencies. I appreciate 
your willingness to serve on this Advisory Group and to contribute your experience and 
expertise to this project. 

The Advisory Group will assist me in studying and developing recommendations on the 
issues outlined in the enclosed summary and will include representatives from the following 
areas: the managed care industry, providers (hospitals and physicians), enrollees, employers, 
AHCCCS Office of Managed Care, and Department of Health Services. I anticipate that the 
group will meet several times between now and the end of the year. Someone from my office 
will contact you shortly to arrange a mutually convenient date for the first meeting, which we 
hope to schedule for the early part of July. 

Knowing that time is short, I have already directed my staff to develop a survey 
instrument to gather information from other states concerning their regulatory structures for 
managed health care entities. Although we are anxious to get the survey out to other states, we 
feel the that the members of the Advisory Group should have a chance to review and comment 
on the instrument. So that we can make the most productive use of the limited time we have 
available, I ask that you review the enclosed survey prior to the group's first meeting and come 



June 11,1999 
Page 2 

prepared to comment on it. We expect to send it out immediately after the first meeting in the 
hope of getting responses by late August. 

Thank you again for your willingness to participate on the Advisory Group. Please feel 
free to convey any observations that might improve these plans. 

Sincerely, 

Charles R. Cohen 
Director of Insurance 

Enclosures 

c: Mr. Stuart Goodman, Office of the Governor 
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Managed Care Oversight Advisory Committee 
Minutes of the July 23,1999 Meeting 

Advisory Group Attendees: 

Chuck Cohen, DO1 
Vista Brown, DO1 
Tony Mitten, Maricopa County Medical Society 
Debbie Nixon (for Mary Ellen Dalton), Health Service Advisory Group 
Steve Barclay, CIGNA Health CareMay0 Health Plan 
Sue Navran, Blue CrossBlue Shield 
Sheri Farr, AZ Hospital & Healthcare Association 
Mike Schaiberger, DOA 
Kari Price (for Branch McNeal), AHCCCS 
Bea Casey (for Don Schmid), DHS 
David Landrith, AZ Medical Association 
Tammi Goldberg, DO1 
Mary Butterfield, DO1 

The meeting commenced at 9:00 a.m. 

I. Openin? Remarks: 

Chuck Cohen welcomed everyone to the first Advisory Group meeting. Attendees 
introduced themselves and informed the group of the organization helshe represents. 

Chuck Cohen provided background for the issues to be addressed by the group. 

111. Discussion of Issues: 

What kind of regulatory structure for managed care should we have in Arizona? 
" Title 20 covers HCSOs, Hospital, Medical, Dental and Optometric Service 
Corporations. 
" Laws from the 1970's set up a dual regulatory system between DO1 (regulating 
forms & advertising, licensing, financial regulation, and market conduct) and 
DHS (regulating quality and effective health care services of these organizations). 
" Today, health care financing and service delivery are much more integrated and 
complex. 
" Current laws are too antiquated to deal with current issues. 
" DHS7s rules are over 20 years old and not up to modern standards. 
" DO1 does not have the authority, expertise, or resources to regulate the delivery 
of health services. 



There are gaps in the current system. 
" Managed care is a largely unregulated industry. 
" Consumers and providers have no where to turn for help. 
" If new laws were passed, there is inadequate regulatory infrastructure to 
implement them. 

Proposed Senate Bill 1 165 (Patient Protection Act) 
" Bill did not pass. 
" Proposed deleting DHS from Title 20 

All regulatory responsibility would be given to DOI, but no resources 
were allocated. 

What should the regulatory framework look like? 
" Should DO1 be responsible for all the regulation, or should it be a multi-agency 
system? If the latter, how will it be coordinated? 
" Should we give more resources to DHS, or should the DO1 be a "super agency" 
and have all the authority and the resources? 

Do we know what other States' agencies do to regulate managed care? 

IV. Materials 

@ Chuck Cohen handed out the "Iceberg" Chart - describes the DOI's current 
responsibilities and the proposed DO1 responsibilities, pointing out the resource 
deficiencies. 

Chuck Cohen handed out a report entitled "Quality Oversight in Managed Care: The 
Role of Interagency Coordination", prepared by the National Academy for State Health 
Policy. This report describes the efforts undertaken in Washington, New Jersey and 
Maine to coordinate interagency health care quality oversight functions. The report 
indicates that other states are grappling with the same issues. 

V. Issues to think about for the next meetinp 

What kind of work product should we put together? (A formal report? A draft bill?) 
How will this affect the state's budget? Are we anticipating a supplemental budget 

request in the next session? 
Interim report. 

VI. Discussion 

Debbie Nixon suggested that we make a matrix to see the overlap of all agencies (state 
and federal). 

Steve Barclay commented that that may be too much to sort out. 



Steve Barclay asked whether any thought had been given to deemed status relying on 
the work of quality accrediting entities. 

Chuck Cohen agreed, reliance on accrediting entities would be appropriate, to some 
extent. 

Chuck Cohen passed around a chart from the NAIC that diagrams the regulation of 
managed care. 

David Landrith remarked that we need the resources in order to make a new system and 
we need resource allocation. 

Chuck Cohen passed out the "Iceberg" breaking down the current DO1 responsibilities 
from the proposed DO1 responsibilities, pointing out resource deficiencies. 

Steve Barclay asked if the NAIC had any model acts that we could look at. 
" Chuck Cohen said we would check with the NAIC, but suspected that there was 
little available other than a very general white paper from a working group called 
CLEAR (Consolidated Licensure of Entities Assuming Risk). 

Steve Barclay mentioned that Ohio has hc t iona l  managed care regulatory laws, and 
suggested the group look at Ohio's system. 

Chuck Cohen handed out a report entitled "Quality Oversight in Managed Care: The 
Role of Interagency Coordination", prepared by the National Academy for State Health 
Policy. This report describes the efforts undertaken in Washington, New Jersey and 
Maine to coordinate interagency health care quality oversight functions. The report 
indicates that other states are grappling with the same issues. 

David Landrith asked if the phrase "health care providers" in 3b of the issues handout, 

a was referring to individual physicians and nurses. 
" Chuck Cohen answered that the "health care providers" is referring to facilities, 
not physicians and nurses. However, it was included more for the idea that there 
were limits as to how far the "super agency's" authority should extend. 

Someone asked if we could get information on what Ohio has done, how much they 
have budgeted for this oversight, what resource deficiencies they have in their current 
system and what weaknesses they have found in their current system. The Department 
agreed to request this information. 

Kari Price asked what does DO1 do if it does not have the authority and resources to 
handle something for a consumer. 

" Chuck Cohen answered that DO1 always tries to identify if there is any help we 
can give the consumer. Sometimes we can intervene and resolve an issue even 
though we have no formal authority to mandate a particular solution.. Thg e n t  
situation with Premier illustrates the limitations and problems DO1 faces. 

Some problems that have occurred: people in rural areas cannot get in to see specialists 
and call DO1 for help. However, under statute, DHS regulates the effectiven%s,& the 
health care delivery plan, including geographic network and adequacy issues. ,- 

Kari Price asked if we could categorize the complaints DO1 receives, grouping 
necessary resources with the complaints. 

DO1 will describe the current regulatory system similarly to the format utilized in the 
NASHP paper to identify current problems and deficiencies. 



Chuck Cohen described one type of problem DO1 has faced: health care providers 
bearing risk; HMO capitates with fiscal intermediaries who contract with the doctors. 
Essentially the HMO contracts away its risk. (FPA, RBP) 
DO1 does not have the authority to do anything about this situation. DO1 needs authority 
to address this issue, which would require new law. 

David Landrith said that his group is very interested in seeing law to address the issue 
of fiscal intermediaries, but it is also important for us all to educate Legislators on the 
need for the resources that will be required to put an effective regulatory structure in 
place. 

Chuck Cohen pointed out that DO1 has recently included managed care specialists in its 
teams of market conduct examiners, but that the DO1 would still be limited by an absence 
of authority to regulate risk sharing mechanisms. 

Survey Discussion 
" Survey will be sent to all states. 
" Add to question No. 2, and everywhere else where appropriate, Grievance and 
Appeals, Utilization Review, Rates, and Forms and Advertising. 
" Include a question asking what type of multi-agency coordination does your 
state have. 
" Change No. 14 to include a scale of 1-10, with a space for comments. 
" Include a follow up question after No. 14 asking if the state has any planned 
enhancements or improvements. 
" Have the Arizona DO1 fill out the survey. 
" Once results are received, ask a few states what they do regarding accreditation. 
" Address the rural network problem in the second phase of the survey. 

Survey procedure 
O Get the survey out within the next two weeks. 
" Give the state 30 days to complete the survey. 
" Give DO1 two weeks to compile the data. 

VII. Next Meetin? 

Meet in Mid August to discuss Arizona's answers to the survey and what Ohio has 
been doing. 

Meet during the second half of September to discuss the survey results and other issues. 

Meeting adjourned at approximately 10:45 a.m. 



Managed Care Oversight Advisory Committee 
Minutes of the August 23,1999 Meeting 

Advisow Group Attendees: 

Chuck Cohen, DO1 
Vista Brown, DO1 
Mary Butterfield, DO1 
Tammi Goldberg, DO1 
Gary Torticill, DO1 
Erin Klug, DO1 
Tony Mitten, Maricopa County Medical Society 
Herb Rigberg (for Mary Ellen Dalton), Health Service Advisory Group 
Steve Barclay, CIGNA Health CareMayo Health Plan 
Sue Navran, Blue Cross/Blue Shield 
Sheri Farr, AZ Hospital & Healthcare Association 
Mike Schaiberger, DOA 
Kari Price (for Branch McNeal), AHCCCS 
Don Schrnid, DHS 
David Landrith, AZ Medical Association 
Samantha Feam, NFIB 

The meeting commenced at 2:45 p.m. 

I. Opening. Remarks 

Chuck Cohen welcomed everyone to the second Advisory Group meeting. 

11. Minutes of July 23. 1999 Meeting 

The Advisory Group reviewed and adopted the Minutes of the July 23, 1999 meeting. 

111. Materials 

The following materials were sent to Advisory Group members prior to this meeting: 

Agenda for August 23, 1999 meeting. 
Minutes of the July 23, 1999 meeting. 
Managed Care Oversight Survey -partially completed by ADOI. 
Arizona Managed Care Oversight Summary. 
HIAA paper entitled "Federal and State Regulation of Health Insurance and 

Health Benefits". 



Letter dated August 3, 1999 from Representative Barbara Leff regarding 
managed care improvement work groups. 

Letter dated August 3, 1999 from Senator Edward Cirillo regarding the Senate 
Select Task Force on Managed Care Reform. 

IV. Discuss Timeframe of Advisorv Group 

The Governor's office has informed Chuck Cohen that the Advisory Group should 
create a written report containing recommendations for the regulatory structure, 
including costs, that should be implemented in Arizona. The report will likely be 
shared with interested legislators. At least a preliminary report should be issued in 
time to be part of the discussion in the upcoming legislative session. Chuck Cohen 
established January 2000 as a target. 

V. Review and Discussion of Partially Completed Arizona Survey Results 

Mary Butterfield discussed the DO17s partial answers to the Managed Care 
Oversight survey. 

Steve Barclay suggested that the DO1 eliminate Dental and Optometric Service 
Corporations from its response to question Number 1. Including these organizations 
may give an inaccurate picture of managed care in Arizona. 

In question Number 2, under Market Conduct, Corporate and Financial needs to be 
removed and replaced with Market Conduct. DHS needs to be added under Quality 
of Care and Network Adequacy for HMOs. 

Arizona's hll-time employee staff dedicated to regulation of managed care entities 
is comprised of 75% of each of six positions. However, these positions were added to 
DO1 as part of the enactment of the Health Care Appeals laws. As such, these 
positions work specifically in Health Care Appeals. 

Arizona employs field examiners in its market conduct and financial exams. DO1 
procures examiners through DOA's procurement process and bills the insurer for the 
costs associated with the exams. 

VI. Discussion of Arizona Managed Care Oversight Summary 

David Landrith volunteered to provide the Advisory Group with a glossary and 
other background information distributed at the recent Town Hall meeting. 

VII. Overviews of Current DO1 Regulatory Activity 

A. Financial Overview (Garv Torticill) 



An HMO may receive a Certificate of Authority if financially responsible and 
if it constitutes an effective health plan pursuant to the DHS rules. DO1 typically 
receives a letter from DHS stating that the HMO is an effective health plan. 

Arizona law provides static, rather than dynamic net worth requirements. The 
requirements are as follows: 

" Plans must have a $1.5 million net worth at licensure, and maintain $1 
million thereafter. 
" Plans must establish and maintain a minimum statutory deposit of 
$500,000. 

Plans must establish a balance sheet reserve equal to 2% of enrollee remittances, 
up to $1 million. 

In addition, plans must develop an insolvency plan providing for two months 
continued operations. 

Financial requirements are enforced via required filing of financial statements 
and financial examinations. 

HMOs in Arizona are generally exempted from the provisions of the Holding 
Company Act. 

Arizona does not directly regulate "fiscal intermediaries" which accept risk 
from HMOs and further manage it through contracts with providers. There is no 
reporting structure or regulatory scheme to oversee this area. 

B. Financial Discussion 

Sue Navran asked whether HMO financial statements include liabilities for 
costs that may arise when fiscal intermediaries or providers fail to perform. 
Chuck Cohen and Gary Torticill explained that unless and until a failure to 
perform develops, the only liability would be the capitated cost of the contract. 
As additional liabilities develop due to failure to perform, they must be added to 
the financial statement. HMOs are not specifically required to actuarially justify 
the prospective costs assigned to provider services. 

Chuck Cohen commented that DO1 has expertise regulating legal reserve 
financial institutions (indemnity insurers). HMOs are not merely indemnitors, but 
also, specialized service providers. Integration of financial and service functions 
makes regulatory oversight more complex. DO1 lacks jurisdiction, expertise and 
resources to oversee all HMO fiscal and service arrangements. 

Kari Price commented that AHCCCS stays out of HMOs' contracts with 
providers. AHCCCS holds health plans accountable for providing services even 



if an intermediary, who already received capitation from the health plan, goes 
under. In addition, AHCCCS requires stop loss insurance and conducts member 
surveys to make sure members are receiving services. 

Sue Navaran mentioned AHCCCS' performance bond requirement which 
provide assurance that the HMO will be able to continue paying claims. 

Chuck Cohen noted that another approach would be to regulate all elements of 
the fiscal and service network depending on the nature and degree of risk sharing. 

Sue Navran asked if NAIC risk-based capital (RBC) would address HMO risk 
sharing practices. 

Chuck Cohen responded that DO1 is currently analyzing RBC for HMOs. The 
DO1 must determine which HMOs are not in compliance, what the HMOs would 
need to do to become in compliance with RBC standards, and what the effect will 
be on rates. 

Chuck Cohen pointed out that the Medicare Competitive Pricing Demonstration 
also points out the need for RBC standards for HMOs. HCFA is relying on state 
financial regulation in the demonstration project. 

Chuck Cohen stated that the expected timeframe for enactment of RBC will 
probably not be in this legislative session, but hopefully in the next one. 

Gary Torticill will get information from the NAIC on the RBC Model. 

Chuck Cohen suggested that for purposes of this Group, we need to generally 
envision the kind of financial regulation we should have, vis-a-vis provider 
networks, so that we can make informed decisions about the resources necessary 
to implement. He suggested that the concepts of RBC, and other regulatory 
standards that maintain the HMO itself, rather than its service network, as the 
regulatory focal point may be the most efficient model. 

C. Market Conduct Overview (Erin Klup) 

Scope of a Market Conduct Examination for an HMO or indemnity insurer: 

" Complaints - Both DO1 and HMO receive complaints, and the market 
conduct examination focuses on the areas of complaint. 
" Appeal & Grievances - Insurer's process must be in compliance with 
Arizona laws. 
" Marketing & Sales - Scripts and advertising must not be misleading. 
" Producer Licensing - Make sure insurer is paying commissions. 
" Filing - All forms and advertising must be filed and approved prior to use. 



" Underwriting - Check individual and groups for compliance with HIPAA 
Accountable Health Plan laws, Creditable Coverage, Notices, etc. 

- HIV laws - Review application questions, consent forms. 
- Privacy Act - Check to see if giving proper notices and authorization 

for release. 
- Conversion. 

" Claims - Check for violations of Unfair Claims Settlement Practices Act. 
" Utilization Review - Check to see if the insurer has filed a UR plan or if the 
insurer is exempt. If the insurer is exempt make sure it has its accreditation by 
the proper agency. 
" Fraud - Check to see if insurer has reported any fraudulent claims. 

Items not formally reviewed in a Market Conduct Examination for an HMO or 
indemnity insurer: 

" Quality of Care 
" Adequacy of Provider Network 
" The DO1 lacks jurisdiction, expertise and clear regulatory standards in these 
areas. 

D. Market Conduct Discussion 

Erin Klug stated that DOI's Market Conduct Division has six full-time 
employees, and twenty-five contract examiners that are currently providing 
examination services. 

When DO1 conducts an exam, DHS can join the exam to see if the HMO has an 
effective health care delivery system, however, DHS, as of yet, has not 
participated in the exams. The standards that an HMO must comply with are 
found in the DHS rules regarding quality of care and network adequacy. DO1 
cannot examine those areas, it is lacking the expert resources and authority to 
conduct exams of that nature. 

A question was asked regarding the overall market conduct process and finished 
product. Erin Klug responded that the examiners write a report; the report is sent 
to the insurer; the insurer has time to respond; the report may be amended; and 
generally, a consent order is written. The enforcement of this process is 
performed by the Market Conduct Division, the Director's area, and possibly the 
Attorney General's Office. 

E. Life & Health Division Oversight (Mary Butterfield) 

Mary Butterfield handed out an outline of the Life & Health Division Oversight 
of Health Care Services Organizations. (See attached.) 



a VIII. Next Meeting 

Review survey results. 

DHS presentation by Don Schmidt. 

Meet week of 9/27, or as soon thereafter as survey results are compiled and ready 
for review. 

Meeting adjourned at approximately 4:40 p.m. 



Advisory Group for Regulatory Oversight 
of Managed Care Entities 

Minutes of the October 7,1999 Meeting 

Advisory Group Attendees: 

Chuck Cohen, DO1 
Vista Brown, DO1 
Mary Butterfield, DO1 
Scott Greenberg, DO1 
Tammi Goldberg, DO1 
Don Hughes, Arizona Association of HMOs 
Tony Mitten, Maricopa County Medical Society 
Mary Ellen Dalton, Health Service Advisory Group 
Steve Barclay, CIGNA Health CareMay0 Health Plan 
Sue Navran, Blue Cross/Blue Shield 
Sheri Farr, AZ Hospital & Healthcare Association 
Bob Raddemann, AZ Hospital & Healthcare Association 
Scott Smith (for Mike Schaiberger), DOA 
Kari Price (for Branch McNeal), AHCCCS 
Don Schrnid, DHS 

The meeting commenced at 1:35 p.m. 

a I. Opening Remarks 

Chuck Cohen welcomed everyone to the third Advisory Group meeting. 

11. Minutes of August 23, 1999 Meetinq 

The Advisory Group reviewed and adopted the Minutes of the August 23, 1999 
meeting. 

111. Materials 

The following materials were sent to Advisory Group members prior to this meeting: 

Agenda for the October 7, 1999 meeting. 
Minutes of the August 23, 1999 meeting. 
Spreadsheet of the Managed Care Oversight survey results received thus far. 
Blank Managed Care Oversight Survey. 

IV. Update on 2000 Le2islature 

a Chuck Cohen informed the members that when this Group was initially formed, there 
was no definite timeline as to when the Group should submit a completed report. 



However, now there are several groups anxiously awaiting a report regarding the 
consolidated regulation of managed care entities. 

The Group will need to meet a few more times. DO1 is working on a draft proposal. 
The objective is to have a final report by mid December. 

The Group will need to address issues regarding effective dates, rule making, levels 
of funding during the start up phase and the contours of the regulatory program. 

Chuck Cohen informed the Group that the Department will be exploring the 
feasibility of adopting Risk-Based Capital (RBC) requirements for HMOs in the 
upcoming legislative session. 

V. Overview of Current DHS Regulatorv Activity (Don Schrnid) 

DHS authority is statutorily two fold. First, DHS is given the authority and 
responsibility to establish "basic health care services" that an HMO should provide to 
ensure enrollees are maintained in good health. In addition, DHS reviews 
applications to make sure that the plan is an effective health care plan and must also 
approve the geographic service area. The HMO must also submit any changes to the 
health plan to DHS for approval. 

Second, DHS, in conjunction with DOI, may participate in an examination of an 
HMO for purposes of verifying the existence of an effective health care plan and 
reviewing the delivery of health and medical services by the HMO. 

The DHS rules have not been amended since they were promulgated in 1975. 

DHS does not evaluate the HMOs on an ongoing basis, with the exception of a 
change in the HMO service area. DHS has no interface with the HMO consumer. 

DHS does examine and license medical facilities, but not clinics or physician offices. 
The reviews are performed by surveyors with nursing backgrounds. 

VI. Discussion of the Manaced Care Oversi5ht survey 

Chuck Cohen informed the Group that to date we have received 23 survey responses. 

Chuck pointed out that reviewing the spreadsheet of results we can see that many 
states have bifurcated systems giving both the DO1 and DHS authority and 
responsibilities to oversee managed care. There is a scarcity of models with a unified 
system. 

There are numerous differences in the states in a variety of areas, making it hard to 
draw direct comparisons. However, it can be noted that it is rare to find an insurance 
department regulating quality of care and network adequacy. 



Sue Navran pointed out that the states probably started out with the NAIC Model Act 
and not too many states have changed. In addition, Sue pointed out that it is hard to 
compare the states without the corresponding statutory language. 

Chuck Cohen informed the Group that we have collected laws from some of the states 
and asked for a volunteer to summarize the laws to enable comparison of the different 
states. Sue Navran agreed to do the summary. 

Out of the 23 states that have responded we will review the laws of 8 states 
(Colorado, Oregon, Maine, Maryland, New Jersey, South Carolina, Texas and 
Washington), based on similarity of the markets or other salient features of the 
regulatory scheme. 

Colorado 
Colorado is very similar to Arizona in that there is one big metropolitan area and 
many rural areas. In addition, the number of managed care entities in Colorado is 
similar to Arizona. 

Maine 
Maine has a smaller number of enrollees in managed care. It is a bifurcated system 
with a highly active interagency taskforce. Maine has provided a breakdown of all of 
their managed care positions with salary ranges. 

Marvland 
Maryland also has a bifurcated system with a total budget similar to ADO17s. We 
will need to follow up with Maryland to get a breakdown of their budget for managed 
care oversight. Maryland has numerous positions dedicated to managed care, and 
they have provided a breakdown of these positions. 

New Jersey 
New Jersey has a similar number of HMOs, with somewhat similar enrollment to 
Arizona. New Jersey has a bifurcated system, with DOBI working closely with 
DHSS. 

Oreeon 
Oregon is similar to Arizona in that it has one main city and the number of enrollees 
are comparable. We need to follow up with Oregon to get additional information, 
such as which areas listed on the survey are the DOI's responsibility and what type of 
staff they have to perform this regulation. 

South Carolina 
South Carolina has a unified system, the Insurance Department is the sole regulator of 
managed care entities. We need to get and analyze South Carolina's managed care 
laws. 



Texas 
Texas also has a unified system with close to 8 million enrollees (assuming the 
number of enrollees in HMOs and Single Service HMOs are not redundant). Texas 
regulates 49 HMOs, and 21 Single Service HMOs with a division consisting of at 
least 30 employees. 

Washington 
Washington operates under a unified system. We should follow up to get a 
breakdown of employees dedicated to managed care. 

VII. Oven Discussion 

Steve Barclay suggested that we use accreditation standards such as NCQA or 
JCAHO (and JCAHO could do a presentation for us). These would provide 
benchmark standards which are used by employers. 

Sue Navran expressed concern that BCBS exceeds the accreditation standards, but it 
is not accredited by these organizations. These accreditation standards are a moving 
set of standards, and she suggested that we use their standards to create a fixed set of 
standards and develop something with less bureaucracy. 

Steve Barclay commented that we need to be sensitive to the cost aspect. 

Sue Navran suggested that we use a deemed status for companies that are accredited. 

Mary Butterfield expressed concern over the definition of "quality of care", whether 
we would be monitoring past results or monitoring on an ongoing basis 

Sue Navran mentioned that it is very hard to measure quality, each person has a 
different perception of what quality means. 

Kari Price suggested that DO1 summarize its managed care complaints to see what 
needs to be regulated. 

A discussion ensued regarding what quality aspects will be regulated. We need to 
decide if we are talking about the quality of the HMO and quality of the systems 
rather than individual customer service. We should look at other states to see what 
they are doing regarding quality of care and utilization review issues. However, the 
Group does not want to create a system with additional reporting requirements 
without any benefit. 

Vista Brown mentioned the DHS quality assurance rule. Vista asked if DO1 should 
define "basic health care services". If we merely move the rule to DO1 it will be too 
onerous, however, if we leave it to rule making we do not know what we will wind up 
with. 



Chuck Cohen stated that we need basic quality assurance, we need plan standards 
which can be satisfied by outside quality agencies, but do not have to be. We also 
need to monitor that compliance and handle the consumers. 

Chuck also commented that DO1 does not want to adjudicate contract disputes, but 
rather stay on the regulatory side. 

Steve Barclay suggested that DO1 conduct examinations to make sure quality 
standards are being met. The cost of these exams can be billed back to the HMO and 
be performed as often as necessary. If an HMO is doing what it should be doing it 
will not have to be examined, and therefore, incur no examination fees of this nature. 

Another discussion regarding quality of care ensued. Someone commented that in 
order to regulate quality of care, DO1 must go to the providers' offices, just like 
NCQA does. This is very expensive and time consuming. Chuck Cohen noted that 
the law would probably have to provide for record keeping by Plans on these matters. 

The Group discussed how you can really determine quality. You can look at 
utilization review and performance measures. We must have some way to look at 
quality outcomes of health plans. 

Sue Navran pointed out that most consumers change plans because of cost and not 
quality. Large groups have access to NCQA reports, but the determining factor for 
most groups is cost. 

Chuck Cohen raised the issue of a patient advocate or an ombudsman to deal with 
quality issues at the consumer level as opposed to quality assurance systems at the 
Plan level. 

A discussion regarding record keeping ensued. We need records of complaints so 
DO1 can look to see what area the complaints fall into. In order to be accredited, 
plans must keep a log of complaints. 

Sue Navran stated that we should be looking at quality of coverage, not really quality 
of care. The plans are not providing the care, but the coverage. 

VIII. Recommendations 

Chuck Cohen stated that we need a general consensus of the regulatory scheme and 
the resources DO1 will need. 

We need quality requirements and standards that are applicable to plans, not quality 
standards for health care providers. 

We need a system where the plans can be deemed accredited if they already have 
accreditation or have a DO1 accreditation by established standards. 



DO1 needs to monitor ongoing standards through examination along with a record 
keeping requirement for the HMOs. 

DO1 needs to publish the information it collects on quality of HMOs. 

DO1 may need the following kinds of personnel to perfonn effectively in this area: 

Quality Manager 
Rules Personnel 
Contract Examiners 
Exam Administrator 
Clerical/Support staff 
Publication Budget 
Consumer Services Personnel 

Vista Brown asked if we would need a Medical Director, and the consensus was no, it 
was not necessary. However, Sue Navran suggested that we may need a nurse. 

Bob Raddemann suggested that we find a new word to use instead of quality. 

Chuck Cohen suggested that we have a standard for internal control and suggested 
that we say quality assurance instead of quality of care. 

A discussion ensued regarding provider networklprovider adequacy 

IX. Next Meetins 

Review additional survey results. 

Review and compare laws from select states. 

Meet at the end of October and then again before Thanksgiving. 

Meeting adjourned at approximately 4: 15 p.m. 



Advisory Group for Regulatory Oversight 
of Managed Care Entities 

Minutes of the October 25,1999 Meeting 

Advisory Group Attendees: 

Chuck Cohen, DO1 
Vista Brown, DO1 
Mary Butterfield, DO1 
Scott Greenberg, DO1 
Tammi Goldberg, DO1 
Sue Navran, Blue CrossBlue Shield 
Sheri Coulter, Blue Cross/Blue Shield 
Michelle Covel, NFIB 
Bob Raddemann, AZ Hospital & Healthcare Association 
Mike Schaiberger, DOA 
Kari Price (for Branch McNeal), AHCCCS 
Don Schmid, DHS 

The meeting commenced at 2:25 p.m. 

I. Opening. Remarks 

Chuck Cohen welcomed everyone to the fifth Advisory Group meeting. 

11. Minutes of October 7. 1999 Meeting. 

The Advisory Group reviewed and adopted the Minutes of the October 7, 1999 
meeting. 

111. Materials 

The following materials were sent to Advisory Group members prior to this meeting: 

Agenda for the October 25, 1999 meeting. 
Minutes of the October 7, 1999 meeting. 
DOI's 1998 Managed Care Complaints by Reason for Complaint. 
Schedule of upcoming meetings. 

IV. Action Plan 

The Group has two more meetings scheduled for November 18"' and December 16"', 
both at 2 p.m. 

DO1 is working on a report with recommendations to present to the Governor's 
office. A draft of the report will be distributed to the Group prior to the November 
lgth meeting so the Group can provide input. At the December 1 6 ' ~  meeting the 



Group will be asked for its final input in order to send the working draft to Senator 
Cirillo and Representative Brimhall for their input. Once the report is finalized it will 
be presented to the Governor's office. 

Chuck Cohen gave a presentation to Senator Cirillo's Senate Select Task Force on 
Managed Care Reform regarding the Advisory Group's activity. Chuck explained to 
the Task Force the continuum of where managed care regulation can range. Chuck 
informed the Task Force that his objective is to propose a baseline division to 
implement existing law according to a reasonable and appropriate regulatory 
approach and any greater degree of regulation or additional regulatory programs will 
cost more money. 

V. Discussion of DOI's managed care complaints (Man Butterfield) 

Mary Butterfield explained that currently DO1 has limited authority over access and 
quality of care issues. Mary described the action DO1 takes in handling the various 
types of written complaints. 

Kari Price asked if DO1 received many provider complaints. She explained that 
AHCCCS receives more provider complaints than member complaints. The provider 
complaints may be regarding quality of care, claim denial and reduced payment. 
AHCCCS may have more provider complaints than DO1 because DO1 is only a 
regulator and AHCCCS is both a regulator and purchaser of health care. 

Sue Navran asked if the health care appeals process overlaps with the complaint filing 
process. Chuck Cohen responded that the two should not overlap, if a consumer is 
going through the appeals process, Consumer Services should not open a complaint 
file on the same issue, either contemporaneously or after resolution of the appeal. 

Sue Navran commented that a good way to handle quality of care is through an 
effective appeals process. 

VI. Review of other states' laws 

Sue Navran and Sheri Coulter discussed their review of the statutes and rules from 
several key states and provided the Group with a summary of their findings. 

Sue Navran commented that there did not seem to be a central theme to the states' 
laws. Some states' rules contained vague standards such as what is reasonable for the 
community or what constituted an adequate number of providers. 

Sue Navran commented that the Group should either take the rules DHS has and 
provide DO1 with the manpower to enforce them, or give DHS the manpower. 



There was a general discussion regarding Florida's laws and how Florida is a highly 
regulated state. Florida's Department of Health continually monitors the HMOs by 
forcing the HMO to be re-certified every two years. 

Provider Contractinp 
The Florida law was discussed. The Group commented that it contained extensive 
provisions including a gag clause, hold harmless provision, termination provision, 
timely payment provision, as well as a provision that allows the DO1 to order 
cancellation of a provider contract. 

A member of the Group asked if DO1 currently enforces a timely payment provision 
in a contract between an HMO and a provider. Chuck Cohen explained that there is a 
distinction between an assignment of benefits to a provider in indemnity insurance 
(where the provider steps into the insured's shoes), and a business contract between a 
provider and an HMO. He explained that DO1 assists consumers with their 
contractual rights under their insurance policies, but has no direct regulatory 
jurisdiction over many business contracts of insurers. 

A general discussion ensued regarding timely payment of providers and what role 
should DO1 have in this area. DO1 noted that when it receives a large volume of 
provider complaints it may make calls to see what is happening with an HMO. DO1 
wants to know if the HMO may be having financial problems or systems problems, 
which are within DOI's jurisdiction and responsibility. 

A discussion regarding individual provider claims ensued and whether or not quality 
assurance plans should have an element to solve individual provider claims. It was 
suggested that a statute stating that DO1 will not get involved in adjudicating or 
mediating individual disputes be considered. 

Oualitv of Care / Network Adequacv 
Chuck Cohen stated that one of the things he spoke to Senator Cirillo's Task Force 
about was the need for a balance between the regulatory role (government control) 
and the purchaser role (market control). 

Sue Navran pointed out that the public looks to the provider directory in determining 
the adequacy of the network and employers look internally to see if their employees 
are satisfied, rather than looking at NCQA or HEDIS reports. She commented that 
NCQA and HEDIS reports could be available upon request or on a web site. 

Cavitation and Risk Shiftinp 
There was a general discussion of the various payment arrangements entered into 
between HMOs, providers and fiscal intermediaries. 

A discussion ensued regarding fiscal intermediaries in Arizona that have entered 
bankruptcy. Currently, there is no real insurance regulatory role to monitor fiscal 
intermediaries. The Group discussed whether there should be standards such as 



bonding and financial reporting or at a minimum regular reporting to the HMO with 
whom they have contracted. 

Chuck Cohen pointed out that DOI's main concern in dealing with failed fiscal 
intermediaries in the past has been continuity of care for the members. 

Kari Price pointed out that AHCCCS requires the plan to regulate the intermediary. 
If a health plan is contracting out claims payment, AHCCCS requires quarterly 
monitoring. If a fiscal intermediary is having solvency problems, AHCCCS does not 
terminate the fiscal intermediary relationship; the plan must terminate this 
relationship. When contracting with a fiscal intermediary, the plan becomes liable 
and may have to pay twice if the intermediary fails to pay. 

Chuck Cohen noted that there is no legal definition of "capitation" and that a 
definition could be considered where capitation would be permitted only to those 
actually providing a service. Those not providing a service, but accepting risk, would 
be considered insurers and would then be required to obtain a license from DOI. 

Chuck Cohen pointed out that Ohio regulates risk bearing on the degree of risk 
shifting. However, Chuck pointed out that this is apparently an unfunded law. 

Chuck Cohen pointed out that when an insurance company goes bankrupt, DO1 steps 
in to liquidate the company while looking out for the consumers. Whereas, when a 

a fiscal intermediary goes bankrupt, it goes to federal bankruptcy court. 
- 

IX. Next Meetin5 

At the next meeting, the Group will discuss the timeframe for implementation and the 
level of medical and information system expertise DO1 will need. 

Scheduled for November 1 8th at 2 p.m. 

Meeting adjourned at approximately 4:00 p.m. 



Advisory Group for Regulatory Oversight 
of Managed Care Entities 

Minutes of the November 18,1999 Meeting 

Advisow Group Attendees: 

Chuck Cohen, DO1 
Vista Brown, DO1 
Mary Butterfield, DO1 
Scott Greenberg, DO1 
Tarnrni Goldberg, DO1 
Don Hughes, Arizona Association of HMOs 
Don Schrnid, DHS 
Tony Mitten, Maricopa County Medical Society 
Steve Barclay, CIGNAMayo 
Sue Navran, Blue Cross/Blue Shield 
Debbie Nixon, Health Services Advisory Group 
Bob Raddemann, AZ Hospital & Healthcare Association 
Kari Price, AHCCCS 
Michelle Covel, NFIB 

The meeting commenced at 2: 10 p.m. 

I. Opening Remarks 

Chuck Cohen welcomed everyone to the fifth Advisory Group meeting. 

11. Minutes of October 25, 1999 Meeting 

The Advisory Group reviewed and adopted the Minutes of the October 25, 1999 
meeting. 

111. Materials 

The following materials were sent to Advisory Group members prior to this meeting: 

Agenda for the November 18, 1999 meeting. 
Minutes of the October 25, 1999 meeting. 
First Draft Managed Care Oversight Report. 

IV. Action Plan 

DO1 has been working on a draft report with recommendations to present to the 
Governor's office. DO1 plans on finalizing the draft after today's meeting, and 
delivering the draft in early December to Senator Cirillo and Representative Brimhall 

a for comment. Chuck Cohen will eventually go before Senator Cirillo's Task Force 



and explain the budgetary projection, as Senator Cirillo is waiting for the budget 
numbers to put in his Bill. 

The final report will likely be presented to the Governor's office in December, before 
the holidays. 

V. Review Draft Report 

Chuck Cohen explained that the draft sets out the background of managed care 
regulation in Arizona, the meetings of the Advisory Group and the data the Group 
examined and discussed (including the survey, survey results, and other states' laws). 

Assumptions 
The Overview and Scope section of the draft begins by laying out the assumptions 
upon which the resource projection was compiled. 

The first assumption establishes that it is not the objective of this projection to make 
new policy, but full and appropriate implementation of existing law and policy. 
Another general assumption is that dental "service corporations" and prepaid dental 
plans will not fall under the consolidated regulation of managed care entities. 

Chuck Cohen explained that right now if DHS was struck from the rule, dental would 
not be included in the oversight. The law would have to be changed to include dental 
and currently, DHS has an active program regulating the dental organizations. 

Chuck Cohen explained that DO1 will continue to function as a regulator of plans, not 
as an adjudicator of claims. 

Ouality 
Chuck Cohen explained that DO1 will be taking over responsibility for the DHS rules, 
including whether a health care plan provides for basic health care services and 
whether a managed care organization constitutes an effective mechanism to achieve 
an effective health care plan. DO1 will look at the systems, policies and procedures 
related to health care delivery. 

Outside resources, such as examiners, will be used by DO1 with respect to oversight 
of an organization's quality system. Due to the fact that many organizations submit 
to quality review by private organizations, DO1 will use a "deemed" compliance 
provision. 

DO1 will provide the same kind and level of assistance to individual consumer 
complaints as it does for other lines of insurance. In addition, DO1 will provide 
consumer-oriented information and publications, promote self-help, and facilitate, not 
adjudicate, resolutions of disputes. 



Provider Contracting 

DO1 assumes that consolidation of managed care oversight will not create a new 
responsibility for enforcement of plan-provider contracts. DO1 will continue to be 
involved in reviewing the way a plan deals with contracting issues such as grievance 
and appeals of provider complaints. DO1 will monitor the number of grievances 
filed, financial issues, and network problems. 

Risk Sharing 

DO1 will continue to regulate the plans' capital and surplus. However, it will be the 
plans' responsibility to impose requirements when transferring risk, such as bonding 
and reporting requirements. 

Open Discussion 

Steve Barclay asked if the Department will need to promulgate rule standards if no 
legislation is passed regarding managed care? Chuck Cohen responded that the 
managed care legislation will be considered in 2000, therefore, DO1 should not need 
to create new rules consolidating managed care regulation, the legislation should 
transfer the appropriate responsibility to DOI. 

A discussion ensued regarding the definition of fiscal intermediaries. 

Steve Barclay asked what will happen with accredited entities, will they need to be 
re-qualified or will they be "deemed" qualified through an examination process. 
Mary Butterfield responded that this process will be similar to the UR accreditation, 
wherein, if an entity is accredited by a private organization, they are "deemed" 
accredited by DOI. However, problems arise when entities are accredited for specific 
things but their UR activities go beyond that scope. Accreditation must be sufficient 
to have a "deemed" status. 

Sue Navran expressed concern regarding the fact that Blue Cross Blue Shield is not 
accredited, but has been licensed for some time and they do not want to go through 
the licensing process again. 

Personnel and Budget 

Chuck Cohen explained that we are not proposing the creation of a Managed Care 
Division, but an allocation of additional resources to existing Divisions to carry out 
managed care oversight. 

Chuck Cohen explained that in the Life and Health Division we projected the need for 
four new positions, a QualityICompliance Manager and two QualityICompliance 
Analysts, all with medical backgrounds, and an Administrative Assistant 111. In 



addition, the Life and Health Assistant Director's position will be uncovered and 
reclassified. 

One new Consumer Services Specialist I1 will be necessary in the Consumer Services 
Division. One Senior Financial Analyst will be added to the Corporate and Financial 
Affairs Division, as well as reclassifying and uncovering the Assistant Director's 
position. 

The Office of the Director will need a RuleILegal Analyst, in addition to reclassifying 
an Administrative Secretary I to an Administrative Assistant 11. 

Chuck Cohen explained that as the Department adds employees, other Divisions are 
impacted, such as Administrative Services and Information Technology. These 
Divisions get more stressed with new programs. Therefore, it is necessary to 
reclassify an Administrative Assistant I1 in the Administrative Services Division to an 
Administrative Assistant 111, and reclassify a Network Specialist I in the Information 
Technology Division to a Network Specialist 11. 

In addition, Chuck Cohen explained that DO1 wants to be able to hire qualified 
people and retain these people. Chuck does not want to ask for twice as many 
positions than are necessary with the idea of getting fifty percent. He would rather 
take credible numbers to the Governor. 

Debbie Nixon asked if we would have any problems reclassifying positions? Scott 
Greenberg responded that we should not have problems if we provide adequate 
backup information. 

Sue Navran asked if DO1 was planning for other legislative changes? Chuck Cohen 
replied, that we did not plan for it in this proposal. The consolidation of managed 
care regulation was a charge given by the Governor, not the Legislature. Scott 
Greenberg added that at the appropriate time, DO1 will bring up other resource issues 
in other proposed Bills. 

Sue Navran asked who will answer consumer calls? Chuck Cohen responded that the 
Consumer Services Specialist will answer these calls, and the Quality Analysts may 
also help out with consumer questions. 

VI. Timetable 

Chuck Cohen explained that if the consolidation is enacted in the next legislative 
session, it could be effective on January 1,2001. 

Vista Brown explained that the rulemaking would also be effective on January 1, 
2001. We will need a provision to protect the current rules or a one year exemption 
to instantly adopt them, while going through the regular rule making process. Vista 
explained the rule making process to the Group. 



A group member asked how the consolidation of managed care regulation will effect 
the 2001 budget, since it will be enacted in mid year. Don Hughes added that Senator 
Gnant has already asked agencies for supplementary appropriation requests. Chuck 
Cohen replied that this is not the Department's request, it will be part of Senator 
Cirillo s Bill. 

A discussion ensued regarding when the Department would receive the money. 
Chuck Cohen explained that it will take at least three to four months to establish and 
fill the new positions. 

Bob Raddemann asked why there was no training or education expense in the 
proposal. Scott Greenberg replied that DO1 did not consider training and education in 
this projection, however, it will consider this expense in the final projection. 

Debbie Nixon asked why there was no instate travel in the projection. Chuck Cohen 
responded that the Department will use examiners to conduct onsite field 
examinations. These examiners are procured contractors whose expenses are billed to 
the appropriate plan. 

Sue Navran asked if the Quality/Compliance Analysts will be nurses. Mary 
Butterfield replied that we will use RNs to fill these positions. 

Sue Navran commented that the projection seems a little light in the Consumer 
Services area. Chuck Cohen responded that given the data on the number of 
consumer complaints, this seems to be an adequate projection for the first year, 
although, we may need to adjust employment projections in the second year. 

VII. Sources of Funding 

Chuck Cohen pointed out that in funding Insurance Departments, some states use 
assessments and others use a general fund, or some hybrid of the two. Given the fact 
that we have twelve plans and a projected cost of at least $750,000 for the first year, 
this proposal will be presented as a general fund appropriation. 

Scott Greenberg commented that DO17s fee schedule will have to be uniformly 
adjusted. 

Kari Price asked what the fees are? Scott Greenberg responded that some of D017s 
fees are agent licensing, certificate of authority, brokers licensing, filing charter 
documents and filing annual statements, among others. Scott pointed out that these 
fees have not changed in five years. It was noted that the fee issue must be explained 
in the Report. 



VIII. Information Systems a Chuck Cohen asked the Group if we will need IS people who understand the plans' 
systems? Kari Price replied that at AHCCCS they do not, with the exception of the 
Y2K compliance. 

Scott Greenberg asked what type of information we will be receiving from the plans. 
Sue Navran responded that the plans would have the information on their websites 
and on paper, if need be. 

Mary Butterfield asked the Group if providers and plans send things electronically? 
Sue Navran replied that some send claims information electronically. Steve Barclay 
commented that electronic filing would be a cooperative adventure between the plans 
and DOI. Scott Greenberg commented that with only 12 plans, it would not be that 
difficult to develop. 

IX. Next Meeting, 

Chuck Cohen asked the Group if they felt we needed one more meeting? The Group 
did not believe another meeting was necessary. 

Chuck Cohen informed the Group that every member will receive a final draft of the 
Report delivered to the Governor's office. 

Meeting adjourned at approximately 3:40 p.m. 
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other persons, but i n c i u h g  the reasonabie cost of the liqui- 
dation. 1955 

20-792. Ownership of rea l  property 
L*gd title of real propexy acquired as a n  e!igible invest- 

ment in accordance with section 20-556 must be held in the 
name of the reciprocal insurer. Notwithstanding any other 
provision in this secdon, all deeds, notes. xorcgages or other 
documents relating to the purchase, sale. lease. enc,~mbranco 
or other interest in such real propem may be executed in the 
nzme ofthe reciprocai insurer by its attorney-in-fact. 199; 

ARTICLE 3. HOSPIT&L, MEDIC& D m  -iUi 
OPTOMETRIC SERVICE CORPOR4TIONS 

20-821. Scope of article; rules; authority of direcror 

See Laws 1997, Ch. 100, 2 for applicsbilit:: guidelines 

A. Hospital serVice corporations, medical sercice corpora- 
tions, dencal serVice corporations, optometric semice corpora- 
tions and hospital, medical, dental and optometric service 
corporations incorporated in this state are governed by this 
arricie and are exempt from all  other provisions of this tide, 
except as  expressly provided by this a ~ i c l e  and any rule 
adopted by the director pursuant to secrion "-143 relating to 
contracts of such serc-ice corporations. S o  insurance law 
enacted after January 1. 1955 is deemed to apply to such 
corporations unless they are specEcally referred to therein. 

B. Sections 20-1133, 20-1355, 20-1408, 20-1692, 20- 
16S2.01, 20-1692.02 and 20-1692.03 and chapter 17 of this 
title apply to this anic!e. 1997 

20-822. Definitions 
In this article. unless the context othe-rriiie reauires: 
1. "Department" m e a x  the department of insurance. 
2.  "Director" means the ciirector ofthe department oiksur-'  

ance. 
3. TiospitaI service conorations", 'medical service corpora- 

tions", 'dental service corporations", 'opmmetric service cor- 
porations" and "hospital, medical, dental znd optometric ser- 
vice corpqrations" mean corporations organized under the 
laws of this state for the purpose of establishing, maintaining, 
and operating nonprofit hospital se-mice or medical or dental 
or optometrk serrice plans, or a combinarion of such plans, 
whereby hospital, medical or dental or optometric sertice may 
be provided by hospitals, which within the meaning of this 
anicle may include extended care facilities and home health 
agencies, or by physicians, which within the meaning of this 
article may include professional and techiical personnel un- 
der the direction of a physician, or by podiatrists, or by 
dentists which may include those engaged in the general 
practice of dentistry as xell as the specialized or restricted 
practice of dentistry, or by optometrists m-hich may include 
those engaged in the general practice of optometry as well as 
the specialized or restricted practice of optometry, wich which 
the corporations have contracted for such pcrpose, to such of 
the public as become subscribers to the corporations under 
contracts which enticle each subscriber to certain hospital, 
medical, dent& or optometric semice, or in the case of hospital 
service corporations or medical senice corporations, all such 
services, or whereby as operacing expense or refunds, pay- 
ments may be made to subscriber; with respect to any such 
service that is rendered by a hospital, physician, podiatrist, 
dentist or optometrist with which the corporations have not so 
contracted. 1975 

20-823. Incorporation of hospital, medicd,  denta l  and a optometr ic  service corporations 
The corporation as defined in 3 20-822 shall be organized 

under the laws of this state relating to private corporations 

not for pecuniary profit. in sofa^ as snch laws are noc inconsis- 
tent mth  any ofthe proilsions of ths  article. 19% -- 
20-334. Application for certiiicate; fee 

terms under which service is to be hmjshed to subscribers. 
4. Proposed contracts to be i ssueho subscribers. 
5. -4 table of rates to be charged to subscr;,bers. 

each contributor and the terns of each contribution. 

poses to operate. 

penses. 

5. The applicant has secured contracts of participation from 
sufiicient hospitals, p h y s i ~ i ~ s ,  dentists or optometrisis or 
m y  combination thereof to p r o d e  ample protection for its 
subscribers within the area propcsed to be sened  by the 
applicant. 

20-826. Subscription contracts 

Lci~rs  2998, Ch. 91, 5 8 applies to policies, contracts and . . ' 
plans isszed or reneujed on or aper Jan. 1, 1999 



pAaTICXjLXTZ TYPES OF INSURERS 

1. Performance of any surgical serrice w7Gch is covered by 
h e  te-ms of such coni;mc:. regardless of the piace of service. 

2. b y  home hedth  sersices which are performed by a 
health ag-enc:I and wiuch a phys~c:= has 

lieu of hospical services. as defined by the 
r. providing the hospicai services would have been 

covered. 
3. Any diapostic service which a physician has performed 

,,utside a hospical in lieu of inpatient service, providing the 
inpatient sersice would have been covered. 

4, Any servic2 performed in a hospital's outpaclenc depart- 
ment or in a freestanding s u r ~ c a l  faciiicy, if such service 
wouid have been covered ifpedormed as a inpatlent service. 

D. Each contracc for dental or opcometric serJices shall be 
so written that the corporacion shall pay benefits for con- 
tracted dental or optomecric s e k c e s  provided by denciscs or 
opcomecrists. 

E. Any conmact, exco t  accidental death and dismember- 
ment. applied for thac provides family coverage shall, as to 
such coverage of family members. also provide that the bene- 
firs applicable for children shall be payable wich respect to a 
newly born c:hild of the insured &om the instant of such child's 
birth, to a c:dd adopced by the insured, regardless of the age 
at which the child was adopted. and to a child who has been 
placed for adoption wick the insured and for whom the 
application and approval procedures for adopcion pursuant to 
secdon 8-105 or 8-108 have been completed to the same extenc 
that such coverage applies to other members of the family. The 
coverage for newly born or adopted children or children placed 
for adoption shall include coverage of injury or sickness 
including necessary care and treatment of medically diag- 
nosed congenital defeccs and birth abnomalicies. If payment 
of a specific premium is reqGed  to provide coverage for a 
child, the contract may require that noniication of binh. 

on or adoption placement of the child and payment of :#@ uired premium must be furnished to the insurer wichin 
t , -one days after the date of birch. adoption or adopcion 
placement in order to have the coverage continue beyond the 
thirty-one day period. 

5'. Each contract which is delivered or issued for delivery in 
this state more than one hundred twenty days after August 
'&, 1977 and which provides that coverage of a dependent 
&Id shall te rmhate  upon attainment of the limicing age for 
dependent children specified the contract shall also provide 
in substance that  attainment of such limicing age shall noc 
operate to terminate the coverage of such chiId while the child 
is and continues to be both incapable of self-sustaining em- 
ployment by reason of mental retardation or physical handi- 
cap m-d chiefly dependent upon the subscriber for support and 
maintenance. Proof of such inczpacity and dependency shall 
be furnished to the corporation by the subscriber within 
thirty-one days of the child's attainment of the Limiting age 
and subsequently as may be required by the corporation, but 
not more frequently than annually after the two-year period 
following the child's attainment of the limiting age. 

G. NO corporation may cancel or refuse to renew any 
subscriber's contract without ~ v i n g  nodce of such cancella- 
tion or nonrenewal to the subscriber under such contracz. A 
notice by the corporation to the subscriber of canctt!lation or 
nOnreney;c-al of a subccripcion contract shall be mai!ed to the 
named subscriber ac least forty-five days prior to the efective 
date of such cancellation or nonrenewal. Such notice sha!l 
include or be accompanied by a statement in writing of the 
reasons for such action by the corporation. Failure of the 
C3Qoration to comply wich the provisions of this subsection 

invalidate any cancellation or nonrenewal except a 
lation or nonrenewal for nonpayment of premium. 
A contract which provides coverage for surgical services 

for a mastectomy shall also coverage incidental to the 

patient's covered mastectomy for surgcd sernces for breasc 
reconstrucdon. and for ac least two ex?.rnal poscoperrtnve 
prostheses subject to ail of the terms and conucions of the 
policy. 

I. A contract which provldes coverage for surgcal se--vices 
for a mastectomy shall also provide coverage for mammogra- 
phy screening performed on dedicaced equipment for &a-90s- 
tic purposes on refeyal by a patienc's ph:rsicia. subjecc to all 
of the terms and conditions of che poliqr and according to the 
foilowing ,hde!ines: 

1. A baseline mammogram for a woman from age thir,:;-Sve 
to thirty-nine. 

2.  A mammogram for a woman from age for,:i to fop-n ine  
ever- two years or more frequencly b ~ e d  on the recommen- 
dation of the woman's physician. 

3. A mammogram every year for a woman fiF?; years of age 
and over. 

J. h v  contract that is issued to Lie insured and thac 
provides coverage for maternity benefcs shall also provide 
that the maternity benefits apply to the coscs of the binh of 
any clhild legally adopced by the insure", all of ~ 5 e  following 
are true: 
1. The child is adopced within one year of b k h .  
2. The insured is legally obligated to pay the costs of birth. 
3. All preexisting condicions and ocher E t a t i o n s  have 

been met by the insured. 
4. The insured has notified the insWer of his accepcabili~ 

to adopt children pursuant to section 9-105, within s i c ?  days 
after such approval or within sixty days after a change in 
insurance policies, plans or companies. 

K The coverage prescribed by subsecion J of this seczion is 
excess to any other coverage the natural mother may have for 
mate-raity benefits except coverage made available to persons 
pursuant to tide 36, chapter 29 but not including coverage 
made available to persons defined as eligible under secxion 
36-2901, paragraph 4, subdivisions (dl. (el, (D and (g). If such 
other coverage exists the agency, arLorney or individual ar- 
r a n ~ n g  the adoption shall make arrulgemencs for the insur- 
ance to pay those costs that may be covered under thac policy 
and shall advise the adopting parenc in wrichg of the exist- 
ence and extent of the coverage without disclosing any confi- 
dentid information such a s  the identic of the natural pzrent. 
The insured adopting parents shall nor> their insurer of the 
e-stence and extent of the ocher coverage. ' L7' The director may disapprove any cgntrac~ if the benefirs 
piovided in the form of such contracz are unreasonable in 
relation to the premium charged. 

31. The director shall adopt emergency d e s  applicable to 
persons who are leaving active serrice in the armed forces of 
the Uniced States and returning to cibilian status, inc!uding: 

1. Conditions of elig3oility. 
2. Coverage of dependents. 
3. Preexisting conditions. 
4. Te-mination of insurance. 
5 .  Probationary periods. 
6. Limitations. 
7. Exceptions. 
6. Reductions. 
9. Elimination periods. 
10. Requireaencs for replacement. . 
11. Any other condition of subscription contracts. 
N. Beginning on January 1, 199E, any contract that pro- 

vides maternity benefits shall not restrict benefits for any 
hospital length of sray in connection with childbirth for the 
mother or the newborn child to less than fort{-eight hours 
following a normal vaginal delivery or ninety-six hours follow- 
ing a cesarean section. The contrac: shall not require the 
provider to obtain authorization from the corporation for 
prescribing the minimum lengh  of stay required by this . 



20-527 INSURkVCE 

subsection. The contract may provide that  an attending pro- i n  relation to benefits for equipment or supplies for the 
vider i n  consuitation with the mother may discharge the treatment of diabezes. 
mother or the newborn child before the expiration of the R. -4.s used in subsection E of &is section. the te-rn "cllild*, 
minimum length of stay required by this subsec~ion. The for puiposes of initial coverage of ul adopted chiid or a c u d  
corporation shall not: placed for adoption but not for purposes of termination of 

1. Deny the mother or the newborn chiid eiigibiiity or coverage of such child, m e m s  a person under the age 
continued e!i@bility to enroll or to renew coverage under the eighteen years. 
terms of the contract solely for the purpose of avoiding the 20-837. P a r t i c i p a t i n g  hospitals,  physicians,  dentists, 
requirements of this subsection. optometr is ts ,  pspc'nologists a n d  chiroprac. 

2. Provide m o n e t a y  payments or rebates to mothers to to rs  
encourage those mothers to accept less than the  minimum 
protections available pursuant to this subsection. See Laws 1997, Ch. 100, $ f for opplicabi!it~ guide!ines 

3. Penalize or otherwise reduce or limit the reimbursement 

subsection. 

under the contract in a manner that  is inconsistent with this ners. ps).chologists and chiropractors duly licensed and quai- 
subsection. ified to practice in this state: and may enter into contracts of 

5 .  Except a s  described in subsection 0 of this section. panicipation n i t h  any hospi~al  mainzained and operated by 
restrict benefi~s for any  portion of a period within the mini- t h e  state or any political subiivision thereof. 
mum length of s tay  in s manner tha t  is less favorable than the B. KO person subject to this article may restrict, or prohibir, 
benefits provided for any preceding portion of tha t  stay. 

0. Nothing in subsection ?i of this section: 

child. care r i s h  or benefirs. 

210-838. Depos i t  f o r  p ro tec t ion  of m e m b e r s  

P. Any contract that  provides coverage for diabetes shall two per cent of the g o s s  subscriptions coliected d ~ h g  the 
also provide coverage for equipment and supplies that  a re  preceding calendar year, until the deposit of the  corporation 
medically necessary and that  u e  prescribed by a health care reaches a total of five h u n t h d  thousand dollars. All SW! 

provider, including: deposits shall be held by the state treasurer in trust  for the 
I. Blood glucose monirors. benefit and protection of the subscrik~ers of the corpora5011 
2. Blood glucose monitors for the legally blind. making the deposit. 

D. .&I unsettled final jud-gnent, arising upon a cekficate of 
8. Insulin cartridges for the  legally blind. participation against such a corporation, shall be a lien on the 
9. Syringes and lancets including automatic lancing de- deposit prescribed b~ this section, subject to &r 

vices. 

medicare. the time such proceedings were commenced. 



P:*TICUL.AR Tk-PES OF INSVRERS 

1. Administrators or trustees of hospitals which have con- 
trj.cted with t h e  corporacion to render hospitd servlce to 
gubscribers, if che corporation is a hospical serrice corporation arm pica1 and medical service corporation. 

ysicians a n d  surgeons licensed to praczice in this stace 
have contracted with the corporation to render medical 

service to subscribers. if the corporacion is a medical serrice 
rnrporation or a hospital and medical serVice coqoration. 

3. Dentists licensed to practice in this stace who have 
rnntracted with the  corporation to render d e n t d  service to 
Subscribers, if the  corporation is  a dental service corporation. 

4. Optometrists Licensed to practice in this stace who have 
contracted with the  corporation to render optometric service to 

i f t h e  corporation is a n  optometric se,?rice corpo- 
ation. 

5. T i e  g ~ n e r d  public, exclusive of hospital representatives 
and physicians, dentists and optometrists. 1975 

20-830. E x p e n s e s  and i n v e s t m e n t s  
A. The operating and administrative expenses of any such 

corporation, including all costs in connection with soiicitation 
of subscribers to the corporation and capital e.qenditures, 
shall not exceed thirty per  cent of paid subscriptions during 
the first year of operation, tiventy-five per cent of paid sub- 
scriptions during the  second ye- of operation, and hventy per 
c a t  of paid subscriptions i n  any  year theredier.  

B. All h d s  not  se t  aside for operating ex;ienses shall be 
placed in a r e s e n e  t h a t  may be expended only for payment to 
participating hospitals, physicians, dentists, optometrists, 
certified registered nurses, registered nurse practitioners, 
psychologists a n d  chiropractors for services to subsci'iers, for 
payment to subscribers for coverage on presczipcion dru3 
wherl provision is so made in subscription contracts, or a 
refund to t5e subscribers. The funds of the c o ~ o r s t i o n  shall be 

d as prescribed by artic!e 2, chapter 3 of this title for 
ic insurers. 19% 

20-531. A n n u a l  r e p o r r  and e x a m i n a t i o n  
A. Not la ter  t h a n  March 31 of each year ever; such corpo- 

ration shall file with the  direczor a statement veriiied by a t  
j e s t  b o  of its pr incipd oEcers  showing its conucion on the 

d a y  of the next preceding calendar year. The c5rec:or may 
appoint a n  examiner. deputy examiner or ocher person to 
examine into the  afiairs of the corporation who has the povr-er 
of visitation and examination, is entitled to free access to d l  
the b o o k ,  papers a n d  documents re!ating to the business of 
the corporation and  may summon the oEcers. agents or 
employees or a n y  other persons and require them to testifi 
under oath concerning the z f a i r s ,  transactions a r d  condition 
of the corporation. An examination shall be conduc~ed a t  least 
every three years. 

B. The corporation shall pay the cost of the examination 
and audit, bu t  the corporation is not required to pay for more 
than  one such audi t  or e x h a t i o n  in any  one year. The 
corporation shall pay the costs a s  provided for insurers p ~ r -  
suan t  to 3 20-159. 19%' 

20-e32. L i m i t a t i o n  o n  s a l a r i e s  
No such corporation shall pay any salar;. concena t ion  or 

emolument to any  oAcer, agenc or employee thereof amount- 
ing in  any year to more than five thousand dollars, unless such 
p n p e n t  be first author;,zed by the board o i  directors of the 
corporation, nor shall any such corporation make any a s e e -  
ment with any  officer, agent or employee whereby it a s e e s  
tha t  for any  services rendered or to be render?& he h d l  

m e a salary, compensation or emolument for a period of 
than three years from the date of such agreement. s o  

bonus, commission or dividend shall be paid to any director, 
~ E c e r ,  agent or employee of the corporation. 1955 

20-833. Re!ationsfiip of h e a l t h  c a r e  p r o v i d e r  and pa-  
t i e n t  

See Laws 1997, Ch. 100, '71 for applicabiiir:/ grride!ines 

A. Nothing in this article shall be deeaeci to alter the 
relationship of physician and patient. dencis; and patient or 
optomecnst and patient. 
B. No such corporatian shall in any w3.r influence the  

subscriber in his free choice of hospicd. physician. dentist or 
optometrist other than to limit its benefics to participating 
hospitals, physicians, dentists and optomesris;~. 

C. Nothing in this article shall be deemed to a b r i d g ~  the 
right of any physician, hospital. dentisx or optometrist to ! decline patients in accordance with the standards and prac- 
tices of such physician, hospital, dentist o r  optometrist. and no 
such corporation shall be deemed to be engaged in the corpo- 
rate practice of medicine. dentistry or optome:cr. 

D. No person subject to this section mav restricz or prohibit. 
by means of a policy or contract. wherher wi5;:en or ocherwise, 
a licensed health care provider's good faich communication t 

with the health czre provider's patienc concerning the pa- 
tient's health care or medical needs, treacmesc opcxons, health 

I 
care r i s k  or benefits. 1997 

20-534. Dissolution; unfair p r a c t i c e s  
Such a corporation shall be subjecx to the provisions of 

article 4 of chapter 3 of this title (rehabiiitacion and liquida- ! 

tion) and article 6 of chapter 2 of this title (unfair practices). 
1955 

i 
! 

20-835. J u d i c i a l  r e v i e w  of  decis ions of d i r e c t o r  
,411 orders of the direczor of insurance made pursuant to this 1 

article shall be subject to the provisions of amc!e 2 of chapter 
1 of this ticle, including the right of hearing, rehearing and  

1 
apped. 195s , t 

20-836. L i m i t a t i o n  o n  liability 
No liability shall attach to any  corporation holding a ce.iiG 

icate ofauthority under this article by reason of the failure on 
the part of any of its participating h o s p i a ,  physicians, 
dentists or optometrists to render senice,  except as provided 
by this article, to any  of its subscribers, nor for the negfigence, 
malpractice or other acts of its participating hospitals, physi- 
cians, dentists or optometrists. 1.975 

20-837. Tax exempt ion ;  escep t ions  
Every corporation doing business pursuant to this anicle  is 

dec!ared to be a. nonprofit and benevolent institution and to be 
exempt from state, count:?, district, municipal and school 
taxes, including the taxes prescribed by this title, and except- 
ing'only the fees prescribed by section 20-167 and taxes on r e d  
and tangilnle persond property located witl& t s s  state. But  
each such corporation shall be subject to a stace tax of 1.7 per 
cent through June  30,1089 and from and after June  30, 1989 
2.0 per cent on net premiums which are  received to efiect or 
maintain its subscription cantracts, except that  such tau. shall 
not apply with respect to any coverage concerning which the 
coqoration'd relationship is as  administrative or fiscal agent 
for nztional, s ta te  or municipal gave-went or any political 
subdivision or body thereof, and such tax shall not appiy wich 
respect to any premiums received from funds of national. s ta te  
or municipal government or any polidcd subdivision or body 
thereof. Such t a  s h d l  be determined, filed and reponed in 
the manner prescribed in section 20-221. Tne failure by a 
corporation to pay the tax on or before the prescribed p a p e n t  
dates results in a civil penalty deterinined pursuant to section 
20-225. 19E8 

20-839. Subscribers and employees  e x e m p t  f r o m  c o r -  
porate i n d e b t e d n e s s  

The private property of the subscribers, agents, gficers, 
directors, members and employees of any coqoration holding 



a certificate of authority under this micle shall be wholly 
exempt from any of the debts, obligations and iiabiliries of the - 
corporation. 1955 

20-539- Exemption of certain hosuital plans 
A. This article shall not appiy to a n  corporation operating 

or maintaining a hospital service plan. medical senice plan, 
dental se-mice plan or optometric service plan, parzicipadon in 
which is Limited to its employees and the employees of other 
persons or corporations with which such corporation may have 
contracted to provide such services. 

B. As used in this section, the t e r n  "employees' shall 
include members of the families oiemployees. 1975 

20-840. Continuation of existing certificates, Licenses 
a n d  r ights  

This micle shall not be construed in any manner to abro- 
gate, amend or annul any cerzificate, license or right acquired 
prior to January 1,1955 by any corporadon, insurer, hospital. 
physician, dentist, optometrist, individual or subscriber under 
or pursuant to Laws 1945,lst special session, chapter 13, and 
all of such certificates, licenses and rights shall be and they 
are continued in full force and effect. 1975 

20-241. Prohibit ing denial  of cer ta in  contract  benefits 
A. Notwithstanding any provision of any subscription con- 

tract of a hospital and medical senice corporation, benefits 
shall not be denied under the contract for any medical or 
surgical service performed by a holder of a license issued 
pursuant to title 32, chapter 7 or 11, if the serJice performed 
is mithin the la& scope of such person's license, and if the 
sercice is surgical, such person is a member of the st& of an 
accredited hospital, and if such contract would have provided 
benefits if such service had been perfomed by a holder oi  a 

@ cerise issued pursuant to title 32, chapter 13. 
B. If a subscription contract of a hospital and medical 

service corporation provides for or oEers eye care services, the 
subscriber shall have 5eedom of choice to select either an  
optometrist or a physician and surgeon skilled in diseases of 
the eye to provide the examination, care, or treatment ior 
w'nich the subscriber is eligible and whicli falls within the 
scope of practice of the optometrist or physician and surgeon. 
M e s s  such subscription contract otherwise provides, there 
shall be no reimbursement for ophthalmic materials, lezses, 
spectacles, eyeglasses, or appurtenances thereto. 

C. If any subscription contract of a hospital and medical 
service corporation is wrirten to provide coverage for psychi- 
atric, drug abuse or alcoholism services, reimbursement for 
such services shall be made in accordance with the t e r n  of 
the contract without regard to whether t!!e covered sertices 
are rendered in a psychiatric special hospital or general 
hospital. Reimbursement for the cost of the service may be 
made directly to the person licensed or certified pursuant to 
title 32, chapter 13 or 19.1 or to the subscriber ifthe cost of the 
service has not been reimbursed to another provider or health 
care institution. 1987 

20-M1.01. Prohibi t ing  denia l  of chiropractic contract  
benefits; d i rec t  reimbursement 

If a subscription contract of a hospital and medical service 
corporation provides for or offers reimbursement for any 
service which is within the lawful scope of the practice of a 
chiropractor holding a certificate or license issued by the state 
in which the services are rendered, a subscriber covered under 
such contract may select either a physician or duly certified or 
licensed chiropractor to provide the examination, c=e or 

atment for which the subscriber is eligible and which falls 
thin the scope of practice of the chiropractor or physician. Q 

Reimbursement for the cost of the senice may be made 
directly to the person licensed or certified pursuant to title 32, 
chapter 8 or 13 who has a participation contract with the 

hospital and medical semice corporation or to the subscriber ii 
the cost of the s e ~ i c e  has not been reimbursed to another 
provider or health care icstitution. 1987 

20-%i1.02. Prohibit ing denial of psychologist contract  
benefits 

If a subscription contract of a hospital and medical service 
corporation provides for or oEers reimbursement for any 
service 1%-hich is within the lawful scope of the practice of a 
psycho lo^^^ holding a cerdficate or license issued by the state 
in which rhe services are rendered, a subscriber covered under 
such contract may se!ect either a physician or duly certiiied or 
licensed psq-chologist to pro>-ide the examination, care or 
treatment for which the subscriber is e!igible and which falls 
within the scope of practice of the psychologist or physician. 

1987 

20-841.03. Prohibit ing denial  of contract  benefits; 
nurses; reimbursement 

If a subscription contract oi a hospital and medical sexice 
corporation prohides or oKers reimbursement for any senice 
w'nich is +thin the scope oi  the practice of a registered nurse 
practitioner or a ceriified registered nurse qualified under the 
rules adopted by the state board of nursing regarding ex- 
tended nursing practice and licensed pursuant to title 32, 
chapter 15. the hospitd and medical service corporation shall 
not deny benefits to a subscriber who receives the services of 
the cenified registered nurse or registered nurse practitioner. 
The cost of the sen-ice may be reimbursed directly to the 
certified registered nurse or registered nurse practitioner if 
the certiiied registered nurse or registered nurse practitioner 
has a pmicipation contract with the hospital and medical 
service corporation or to the subscriber if another provider or 
health care institution was not reimbursed for the cost of the 
service. 1990 

20-842. Prohibit ion against  excluding coverage be- 
cause of previous tests  for  a condit ion 

.4n insurance contract offered by a hospital, medical, dental 
or optome~ic  sen-ice corporation shall not exclude coverage of 
a condition if the insured person has previously had tests for 
the condidon and the condition was not found to exist. There 
must be ex-idence that a condidon actually existed before the 
insurance contract was entered into in order to exclude 
coverage oE the condition. 1986 

20-E43. Eligibility; prohibit ing cancellation because of 
eligibility for certain benefits 

A. Except as specifically provided in sections 20-1379 and 
20-1380. nlth respect to the determination of whether a 
person is an eligible individual, a hospital and medical service 
corporation shall not consider the availability of or a 
eligibilie for medical assistance pursuant to title XM of the 
social security act (P.L. 89-97; 79 Stat. 3 4 ;  42 United States 
Code secuon 1396a (1960)) when considering e!ig-ibility for 
coverage or calculating pa-yments under a plan for eligible 
subscribers. 

B. To the extent that payment for covered expenses has 
been made under the state program pursuant to title XM of 
the social securiq act for health care items or services that are 
furnished to an individual, the state is considered to have 
acquired the rights ofthe individual to payment by any other 
party for those health care items or services. On presentation 
of proof that the state program pursuant to titie XIX of the 
social security act has paid for covered items or services, the 
hospital and medical service corporation shall pay the state 
p rogrm pursuant to title X M  of the social security act 
according to the coverage provided in the contract. 

C. A hospital and medical service corporation may not 
impose on a state agency that has been assiced the rights of 
an ind~viduzl who is e!igible for medical assistance and who is 
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filled in the manner prescribed by the society's laws. Time 
served by a new board member whiIe filIing a vacancy for the 
first time shall not count toward the one term limitation. The 

1. "Benefit contractm means an  agreement for the provision persons elected to the board shall cons~tute a majority in 
number and shall have. not less than the number of votes 

conduct the business of the society. 

evidence of the benefit contract. 

1994 

article. 
5. "Laws" means the of incorporation, constitution 1. Provide benefits pursuant to section 20-875. 

and bylaws of the society. 2. Operate for social, intellectual, educationa1, charitable, 
6. 'Lodgew means a subordinate member of the society, benevolent, mord, fraternal, patriotic or religious purposes. 

including any camp, court, council, branch or other designated This benefit may also be extended to other persons. 
unit. B. The society may carry out its purposes directly or indi- 

7. "Prerniumsw means rates, dues or other required contri- rectly through subsidiary corporations or atiiliated organiza- 
utions that are payable under the certificate. tions. A subsidiary corporation or &liated organization shall 
8. "Rulesw means the rules, reslations and resolutions that not transact insurance business or engage in any other activ- 

are adopted by the supreme governing body or board of ity rez~la ted  under this title unless the subsidiary corporation 
directors and that are intended to apply to the members of the or atiiiisted organization complies with all of the applicable 
society. provisions of law. A society or a subsidiary corporation or 

9. "Society" means a fraternal benefit society. 1994 &liated organization through which a society carries out its 



the  other laws of the state of-lrizona which are  applicable to 
them, the certificate of authority issued to such attorney shall 
be revoked and the right to do business in .lrizona shall be 
cancelled. 196; 

a 20-1033. L a w s  appiicable t o  Lloyd's assoc ia t ion  
A. The provisions of this m i c l e  a re  applicable to domestic 

and foreign Lloyd's associations. 
B. TO the e-xtent not modified by the provisions of this 

articie, Lloyd's associations shall be subject to and governed 
by the ocher applicable prorisions of this title. 196; 

ARTICLE 9. HEALTH CM3.E SERVICES 
ORG,eUIZa(rIONS 

20-1051. Defini t ions 
In  this article, unless the contest o t h e ~ v i s e  requires: 
1. 'Basic heslth care sen-ices' mearbs those health care 

services which a n  e n r o l l e ~  n i g h t  reasonabiy require as deter- 
mined by the director of the department of health services in 
order to be maintained in good health uvhich shall include a t  
Ieast the follo~ving: 

(a) Emergency care. 
(b) Inpatient hospital and physician care. 
(c) Outpatient medical sen-ices, which shall include labora- 

tory, radiolo$cal and other special diagnostic esaminations, 
and  suitable alternatives to accive care in a general hospital 
such a s  in skilled n u r s k g  homes or organized home care 
programs, but  not including care which is solely custodial in  
purpose. 

2. "Director'means the director of the  depanment  ofinsur- 
ance. 

3. "Enrollee" means an indix-idual who has been enrolled in  
a health care plan. 

4. Tvidence  ofcoveragenmeaiis any  cesificate, a ~ e e m e n t ,  
o r  contract issued to an exoLIee se t t i ig  out the coverage to a w'nich the  emollee is entitled. 

5 .  "C3netic information" means information about genes, 
gene products and inher;ted ch=acteris;ics t h a t  may derive 
fiom the  individual or a f d l y  member, including idormation 
regarding carrier s ta tus  information derived from labora- 
tory tests tha t  identij. mutations in specific genes or chromo- 
somes, physical medical examinations. f&ly histories and 
direct analysis of genes or c~hromosomes. 

6. W e a l t h  care plan" means any contractual arrangement 
whereby a n y  health care sen ices  orga~izat ion u n d e r t a e s  to 
provide directly or to arrznge for all or a portion of designated 
basic health care services and to pay or make reimbursement 
for any  remaining portion of such basic health care sexices  on 
a prepaid basis through kcurance or otherxise. A health care 
plan shall include basic health care serc-ices. 

7. W e a l t h  care services" means any  ser;ices for the pur- 
pose of diagnosing, preventing, alleviating. curing, or healing 
human illness or injury. 

8. W e a l t h  care senices  organization" means any person 
t h a t  undertakes to conduct one or more health care plans. 
Unless the c o n t e ~ i  o t h e r ~ i s e  requires, health care services 
organization includes a provider sponsored health care ser- 
vices organization. 

9. W e d t h  status-related factor" me3.s any factor i n  rela- 
tion to the health of the individual or a dependent of the 
individual enrolled or to be enrolled in a heslth care services 
organization including: 

(a)  Health status. 
(b) Medical condition, including physical and mental ill- 

ness. 
(c) Claims experience. 
(dl Receipt of health care. a (el bledical history. 

(fj Genetic information. 
(g! E:-idence oiinsilrabiiiiy, including conditions arising out 

of acts of domestic violence as defined in seczion 20-448. 
(h )  R e  existence of a physical or zlental disability. 
10. "Wetwork pian" m e m s  health care services tha t  are 

pro\-ided by a health care services organization under wLch 
the financing and de!iver; oihealth care serv-ices are  provide<, 
in  whole or in  par:. throug:? a defined set of providers under 
contract with the health care serrices organization. 

11. "Person" rnew.s any naturai or m i f i c i d  person includ- 
ing. but not limited to. indi,.-iduais, pzrtnersbips, associations: 
providers of health care, t?~sts.  inszrers. hospital or medicd 
sen-ice corporations or other coqorations, prepaid SOU? 
practice plans, foundations for medical care anQhealth rn&- 
tenaice organizaiions. 

12. "Provider" means any physician, hospital, or other 
person which is licensed or other.~ise authorized to fur?-ish 
h e d t h  care senices in this state. 

13. "Provider sponsored health c z e  ser.ices organization' 
means a provider sponsored orgzrzation tha t  provides at 
least one health care plan only to 3ledicare beneficiaries under 
the Medicare-plus-choice program established under the bd-  
anced budget ac: of 1997 (42 Crired Scares Code sections 
1395~-21  through 1395%--23 and title XLm, pm C of the 
social security act. secrions 1831 t:lrough 1653). 

lit. "Provider s?onsored organization" mems a n  en t ip  
that: 

(a )  Is a legal aggregation of providers C-at operate coilec- 
tively to provide health care services to Medicare beneiicizies 
under the Medicstre-plus-choice p r o g r m  es~ablished under 
the  balanced budget act of 1997 (42 Urited. States Code 
sections 1393~-21  through 1395~-2s and title XXIII, pm C of 
the  social security act, sections l85i through 1853). 

(b) Acts through a licensed i k n  or corporation tha t  h z  
authority over the entiQ's activities and responsibiiity for 
satisij-ing the  requirements of this article relating to the 
operation of a provider sponsored health czre services orgar% 
zation. 

(c) Prorides a substantial proportion of the  health me 
sen-ices required to be provided under the Medicarepins- 
choice program established under the balmced budget act of 
1997 (?2 United States Code sections 1 3 9 5 ~ - 2 1  thrau$$3 
1305w-3S and title 1x11. part C of the social security acz: 
sections 1S5l through 1853) directly t h o u g h  providers or 
afiiiated groups oiproviders. 1,099 

30-1053. Es tab l i shment  of hea l th  c a r e  s e n i c e s  organi- 
za t ions  

A. KO person shall establish or operate a health m e  
semices organization i n  this staie. or sell or oEer to sel!, or 
solicit osers to purchase, or receive advance or 
consideration in conjunction with a health care plan without 
obtaining and maintaining a certificate of aurhority therefor 
pursuant to this a-ticle. 

B. A health care serJices organization shall be incorporated 
under the laws of this or a r y  other state. 

C. A health care sercices organization shall possess zrd 
maintain unimpaired capital or surplus. or both, in  t i e  
amount of one million five hundred thousand dollars a t  the 
t i n e  of obtaining a cecificate of authoricy. -4 health care 
services organizadon wkich is subject to the unimpaired 
capital or surplus requirenents of this section shall maicz* 
unimpaired capical or s u q l u s .  or both. in the amount of one 
million dollars after one ye= immediately follou-ing obtakLX 
a certificate of authoricy. 

D. Unless preempted under federal law or unless federd 
law imposes g e a t e r  requirements than this section, ts' 
section applies to a provider sponsored health c x e  ser;~ces 
organization. 19% 
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.y~-1052-01. E s t a b l i s h m e n t  o f  p r o v i d e r  sponsored  
health c-e s e r v i c e s  organizat ions:  d e s ;  - . l h i t a t i o n s  

A. No person shall establish or operate a provider spon- 
,red health care services organizadon in this state, or se!! or 
&er to e1I. or solicit oZers to p u r c h s e ,  or receive advance or 

consideracion in conjunction with a health care plan 
s<&out obtaining and maintaining a certificate of auchoric:~ 

, pursuant to this article. 
B. To operate as a provider sponsored health care serv.ices 

in this state, the firm or corporation shail: 
1. Be a provider sponsored organization as  defined in this 

aic!e. 
2.  To the  extent that  the requirements a re  not preempted 

by federal law, meet the requirements prescribed in this 
ardcle tha t  apply to health care ser++.ces organizations. 

C. In addidon to the general rule making authority vested 
in the director pursuant  to chapter 1. &c!e 2 of this t~t!e. the 
director may also adopt rales that: 

I. Are necessaq- to implement the provider sponsored 
hedth care services organization provisions of chis anicle. 

2.  Impose so1venc:i requirements of a provider sponsore2 
health care s e r v i c ~ s  organization that  are  the same as  the 
requirements pursuant to the  Medicare-plus-choice p r o s =  
estiblished under the balanced budget act of 199'7 (43- United 
States Code sections 1 3 9 5 ~ - 2 1  through 1 3 9 5 ~ - 2 8  and title 
.YT/?lT, par t  C of the social security act. sections 1851 through 
1559) a n d  any rules adopced under the btedicare-glus-choice 
program. 

D. A certif cate of authoricy issued to a provider sponsored 
health care services organization p u s u a n t  to this artic!e is a 
limiced certificate of authority t h a t  auchorizes the provider 
spa d health care s e ~ r i c e s  organization to pro%+.de cover- 
age 9h ealth care services only to SIedicare beneficiaries 
pursuant to the Medicare-plus-choice program established 
under the  balanced budget act of 1997 (42 United Scats5 Code 
sections 1 3 9 3 ~ - 2 1  through 1 3 9 5 ~ - 2 S  =d ~ t l e  XVIII. part C of 
the social security act. sections 1531 through 1859). 

E. The  solvency s tandards adopted by rale  pursuant to this 
section apply only to a provider s p o ~ o r e d  health care services 
organization t h a t  provides coverage for health care serw-icos 
ody to Medicare beneficiaries pursum-t to the Medicare-plus- 
choice program established under the balanced budget act of 
1997 (42 United States  Code sections 1 3 9 5 ~ - 2 1  t h o u g h  
1 3 % ~ ~ - 2 8  and  title XVIII, part  C of the social securicy act. 
sections 1831 through 195.9). 

F. Nothing in this section applies to a n  insurer, health care 
s e ~ ~ i c e s  organization, hospital se5 ice  corporation. medic21 
service corporation. dental service cor;;oration, optometrk 
semice corporation or hospital, medical, dental and optonetric 
se~ i ice  corporation or any  other person licensed under this 
title other than  a provider sponsored organization that  is 
Licensed as a provider sponsored hea!th care services orgzri- 
zation. I?SS 

20-1053- AppLication f o r  ce r t i f i ca te  of  a u t h o r i t y  
A. An application for a certificate of authority to operate E 

a health care services organization shall be filed \rich the 
director in  a form prescribed by the director, shall be veri5e2 
by an officer or authorized representative of the applicmt 
shall se t  forth, or be accompanied blr, the following: 

1. A copy of the articles of incorporation and all ame-d- 
aen ts  to the articles. 

of the  bylaws, rules and regdstions, or sirnil= 
t, if any, regulating the conduct of the internal a ik i r s  

3. Alis t  of the names, addresses, ar,d oEcia1 positions of t5e 
Persons who a re  to be responsible for the conduct of the aKGrs 
of  the applicant, inc!uding all members of the board of direc- 
tors, board of trustees, executive committee, or other goverz- 

ing board or committee, the prhcipai oEcers in the case of a 
corporation, and the panners  or menbers in  he case of a 
partnership or association. 

4. X copy of m y  contract made or to be made between any 
providers or persons listed in paranaph  3 and the applicant. 

5. .%statement generdly describing the health care sefices 
organization and its health care plan or plans, facilities, and 
personnel, as approved by the direczor of the department of 
health services. 

6. X copy of the form of evidence of coverage to be issued to 
the enrollees. 
'i. X copy of the forin of the g o u p  contract. if any, wbLch is 

to be issued to employers, unions, trusieos, or other organiza- 
tions. 

8. Financial statements showing h e  appliczqt's assecs, 
liabilities, and sources of financial support. If the applicant's 
financial airairs are  audited by inde~endent  ceditied public 
accow.tancs, a copy of the applicmci most recent r e q d a r  
certified financial statement shall be deemed to satis$ this 
requirement unless the direcror dere.&qes that adciiriond or 
more recent financial inforination is required for the proper 
administration of this anic!e. 

9. A description of the proposed method of marketing the  
plan, a financial plan which includes a three-year projection of 
the initial operating results anticipated, and a statement as to 
the sources of working capital as well as any ocher sources of 
funding. 

10. A power of attorney duly evecllted by such applicant, if 
not domiciled in this state, appointing the director and &s 
successors in oEce, and duly authorized deputies, as the t rue 
and lawful attorney of such applicanr; iii and for this state, 
upon whom all la7.viul process in  any legal action or proceeding 
against the heslth care se--iices organization on a cause of 
action arising in this state may be seried. 

11. A statement reasonably describing the geographic area 
or areas to be seried, as approved by the director of the 
depar+lment of h e d t h  senices. 

ksu-  12. The fee prescribed by section 20-167 respe,,: , 
ance of a ceriEcate of authority to a hospital or medical 
sen-ice corporation. 

13. Such other inforination as the director may rereq&e. 
B. Within ten days following shy s iwf ican t  modScation of 

infomation pre-iiously furnished pursuant to subsection A of 
this section, a health care seriices organization shall file 
notice thereof with the director. ' 

C. 1JnIess preempted under federal law or unless federal' 
law b p o s e i  s e a t e r  requirements than this section, t:his 
section applies to a provider sponsorxl health care s e ~ < c e s  
organization. 1998 

20-1054. I s s u a n c e  of cer t i f icate  of a u t h o r i t y  
A. Issuance of a certificate of authority shall be granted 

within the tlrce prescribed in section 20-216 by the director if 
the director is satisfied that  the following conditions are  met: 

1. The persons responsible for conducting the af;'&s of the 
health care ser;ices organization are competent and t~s t - .vor -  
thy and are professionally capable of providing or arranging 
for the rocis ion of health m.d medical seriices being oKered. 

2. The h e d t h  care services organization constitutes an 
appropriate mechanism to achieve an eifective health care 
plan, in accordance with rules adopted by the director of tF.2 
department of health seriices, which shall include a t  le3st the 
basic health care services. 

3. The health care services organization is financially re- 
sponsible and clay reasonably be expected to meet i~ obliga- 
tions to er~oi lees  and prospective enrollees. In  ma!-&g this 
determination, the director n a y  consider: 

(a) The financial soundness of the health care plan's ar- 
r a n g e ~ e n t s  for health cLre srr'ices and the schedule of 
charg;.~ used in connection ther2:vit.i. 



1 
(b )  h y  agreement with an insurer, a hospital or a medical 

serjice coqJoration, a government, or any other orgmization 
for insuring the payment of the cost of health care services or 
the provision for automatic applicability of a n  alternative 
coverage in the event of discontinuance of the plan. 

(c) Any a g e e m e n t  with providers for the provision of 
health care services. 

4. Each oiiicer responsible for conducting the aficlirs of che 
health care sen ices  organization has filed with the director, 
subject to the director's approval, a fidelity bond in the amount 
of fi i%p thousand dollars. 
B. A certificate of authority prescribed by subsection A of 

this section shall expire a t  midnight on June 30 ne2r?l following 
the date of issuance or previous renewal. If the health care 
services organization-remains in compliance with this article 
and hcis paid the fee prescribed by section 30-167 respecting 
renewal of a certificate of authority to a hospital and medical 
sen ice  corporation, its c e n s c a t e  shall be renewed. 

C. Unless preempted under federal law or unless federal 
law imposes greater requirements than  this section, this 
section applies to a provider sponsored health cue sercices 
organization. 1998 

20-1053. Deposit requirement 
X -4 health care services organization a t  all times shall 

maintain on deposit with the s tate  treasurer through the 
director's oiiice cash, or securities eli$ole for the investment 
of capital funds of domestic insurers under this title. or other 
financial security approved by the director in a n  amount of not 
less than five hundred thousand dollars. 

B. The deposit prescribed by subsection -4 shall be held by 
the s tate  treasurer in  t rust  for the benefit and protection of 
persons covered bv a health care ~ l a n  and for the sadsfacrion 
of all debts and liabilities of the  health care services organi- 
zation. e- - 

C. P a y  securities within the description of subsecdon .4. 
with the approval of the  director, may be exchanged for similar 
securides or cash of equal amount. Interest on securities so 
deposited shall be payable u, the health care ser-rites organi- 
zation depositing them. 

D. An unsettled final judgment arising upon a n  esidence of 
coverage shall be a lien on the deposit prescribed by subsec- 
tion A, sub jec~  to execution &er th iny  days from the e n t r j  of 
h a 1  jud-gment. If the deposit is reduced, it  shall be replen- 
ished within ninety days by the health care services organi- 
zation. 

E. Upon liquidation, dissolution or withdrawal of a health 
care services organization and the satisfaction of all of its 
debts and liabilities, any balance remaining of the cash or 
securities deposit prescribed in subsection.4 together with any 
other assets of the health care services organization shall be 
returned by the  director to the health care services organiza- 
tion. 

F. Unless preempted under federal law or unless federal 
law imposes greater requirements than  this secrion, this 
section applies to a provider sponsored health cXe services 
organization. 1998 

1 

! 20-1056. Reserve requirement; exception 
A,. -4 health care s e r ~ i c e s  organization a t  all t ines  shall 

i maintain for the protection of enrollees a financial reserve 
I consisting of two per cent of charges collected from enrollees 

\ for the health care plan, until said reserje totals one million 
dollars. Such reserve shall be in addition to the deposlt 
prescribed by section 20-1055. 
B. The reserve prescribed by subsection A of this section 

shall not apply with respect to a health care services organi- 
zation which is funded by the federal, the state or a municipal 
government or any  political subdivision or body thereof. 

C. ~ e 5 - n ~  January 1, 1991, a health care services orga- 
nization shall deposit on a quarteriy basis the two per cent of 
charges collected from enrollees under subsection -4 of this 
secrion in trust with the s tate  treasurer through the director's 
o5ce. This amount shall be deposited in cash or securities 
eligible for the investment of capital funds of domestic insur- 
ers under this title or other financial secrrrity approved by the 
director until the amount reaches one million dollars. The 
state treasurer shall hold the deposit prescribed by this 
section in trust for the benefit and protection of persons 
covered by a health care services orgwjzation. 

D. .Any secur~cies \\<chin the description of subsection C of 
this seccion, with the a ~ o r o v a l  of the director, may be es- 

' d 
changed for similar securities or cash of equal amount. Intrr- 
est on securines so deposited is payable to the health care 
services organization depositing them. The deposited cash or 
securities shall be considered a n  admi ted  asset of the orga- 
nization for the purpose of meeting the unimpaired capital or 
surplus requirenent of section 20-1052, subsec~ion C. 

E. On liquidation, dissolution or withdrawal of a health 
care services orgamization and the satisfac:ion of all of its 
deb= and liabilities, any balance remaining of the cash or 
securities deposit prescribed i n  subsection C of this section 
togecher with any other assets of the health cXe services 
organization shall be returned by the direccor to the health 
care services organization. 
F. Unless preempted under federal law or unless federd 

law imposes greater requirements than this section, '&s 
section applies to a provider sponsored health care services 
organization. 1998 

20-1057. Evidence of coverage by health care se rv ices  
organizations; renewability 

Tat of section as amended by Laws 1998, Ch. 91, $ 3 and 
Laws 1,098, Ch. 28.5, $ 13, blended 

A. Every enrollee in a health care plan shall be issued ul 

evidence of coverage by the  responsible health care senices  
organization. 

B. Any contract, escept accidental death and dismember- 
ment, applied for that  provides family coverage shall, a s  to 
such coverage of family members, also provide t h a t  the bene- 
fits applicable for children shall be payable with respect to a 
nexly born child oi the enrollee from the instant of such c'nild's 
birrh. to a child adopted by the enrollee, regardless of the age 
a t  u-hich the child was adopted, and to a child who has been 
placed for adopcion ~ 4 t h  the enrollee and for whom the 
application and approval procedures for adoption pursuant to 
section 8-105 or 8-10s have been completed to the same extent 
that  such coverage applies to other members of the family. The 
coverage for newly born or adopted children or children placed 
for adoption shall include coverage of injury or sichess 
including necessary care and treatment of medically diag- 
nosed congenital defecrs and birth abnormalities. If payment 
of a specific premium is required to provide cwerage for a 
c:hild, the con t rac~  may require tha t  notification of birth. 
adoption or adoption placement of the child and pa-yment of 
the required prenium mus t  be furnished to the insurer within 
thi~:i-one days afier the date of birth, adopcion or adoption 
placement in order to have the coverage continue beyond the 
thirty-one day period. 

C. .Any contract, escept accidental death and dismember- 
ment. that  provides coverage for psychiatric, drug abuse or 
alcoholism ser<ices shall require the health care s e ~ c e s  
orzanization to provide reimbursement for such s e r ~ i c e s  in 
accordance with the terins of the contracr without regard to 
whether the covered services are  rendered in a psychiatric 
special hosp~tal  or general hospital. 
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coverage, ameadment to the coverage, 
or s d e s  material shall be issued or detiv- 

this s ta te  until  a copy of the form of the 
amendment to the  coverage: advertising 

terial has  been filed with and approved by 
be director. Such fiiing shall be accompanied by fees pre- 
&bed by section 20-157. 
* E. An evidence of coverage shall concain a c!ear and com- 
piebe scatemenc if a contract. or a reasonablp complete sum- 
mw if a certificate of c~ntracz.  of: 

1. The health care ser;ices and the insurance or other 
hich the enrollee is entitied under the 

2. Any limitations of ihe s e r ~ i c e s ,  kind of services. benefic5 
o be provided. including any deductible or 

3. I l l e r e  and in whac manner infornacion is svailable as  to 
haw services may be obtained. 

4. The enrollee's obligstion. if any, respecting charges for 
he health care plan. 

F. .4n evidence of coverage shall concain no provisions or 
jatements which a r e  unjust, unfair, inequicable, misleading 

I ~rdecepnve, which encowage misrepresentation or which a re  
untrue. 

G. The director shall approve any  form of evidence of 
coverage if the  requirements of subsections E and F of this 
section are  met. It is miawful to issue such form or publish 
any advertising matter  or sales material untii approved. If the 
&ector does not disapprove any  such f o m  within forty-five 
daps after the  filing of che f o m ,  it  shall be deemed approved. 
If the director disapproves a form of evidence of coverage. 
adve-xising matrer  or s d e s  mater;ld, &e director shall n o t i e  
the health care ser;ices organization. I n  the notice. the 

shall specie7 the reasons for his disapproval. The 
shall p a n t  a hearing on such disapproval witlhin 

after a request for a he*ng in +airing is received 
from the h e d t h  care s e r ~ c e s  orga~jzat ion.  

H. KO health care sezvices orgaezat ion may cancel or 
refuse to renew any  evidence of coverage without giving notice 
of such cancellation or nomenewal to the  eniollee and, on 
request of the  &rector. to t h e  degmment of insurance. A 
notice by the organizaiion to the enrollee of cance!iation or 
Donrenewal of any evidence of coverage shall be mailed to the 
emollee a t  least s i q r  days prior to the  effective date  of such 
cancellation or nonrenewal. Such notice shall include or be 
accompanied by a s tatement  in  %?iring of the reasons a s  
stated i n  the  contract for such action by the  organization. 
Failure of the organization to comply with the provisions of 
this subsection shall invalidate any  cancellation or 
nonrenewal except a cancellation or nonrenewal for nonpay- 
ment of premium. for fraud or misrepresentation in  the 
application or other enrollment documents or for loss of 
eli&bilit;r as defined in the evidence of coverage. A health care 
Senrices organization shall not cancel a health care plan 
because of a n  enrollee's age, except for loss of e!igibility as 
defined in the evidence of coverage, sex, health status-related 
factor, national origin or kequenc1r of ucilizacion of basic 
hedth care serjices of a n  enrollee or group of enrollees. 
Be$ming on July 1, 1989, a health care pllrn shall clearly 
delineate all t e r n s  under which the  health care sen-ices 
O r Z ~ z a t i o n  may cancei coverage or refuse to renew coverage far an enrollee or group of enrollees. Nothing in this subsec- 
tion shall be inceqreted LO permit the nonrenewal ofcoverage 

enrollee or s o u p  ofenrollees ocher than coverage issued 
duals or to coverage subject to chapcer 13 of this title. 

care serrices orgsnization may cancel or nonrenew 
issued to individuals or coverage subject to chapcer 

l3 of this title only for the reasons pernicted by subsection N 
Of this section. 

I. A health czre plan w'nicn provides coverage for surgical 
services for a masteczomy shall also provide coverage inciden- 
tal to the patient's covered mastectomy for surgical services 
for breast reconstruczion for a t  least r.vo external poscop- 
eracive prostheses subject to all of the te-ms and condidons of 
the policy. 

J. A contract which provides coverage for sur3ca i  s e ~ c e s  
for a mastectomy shall also provide coverage for mamrnoga-  
phy screening performed on dedicated equipment for d i a p o s -  
t ~ c  purposes on rererral by a padent's ph~rsician, subject to all 
of the t e r n s  and conditions of the po1ic:r and according to the 
foilowing g~idel ines:  

1. A baseiine mammogram for a woman from age thirty-five 
LO thrty-nine. 

2. A mammogram for a woman from age forty to for~:~--nlne 
every two years or more frequenc1:r b x 2 d  on the recommen- 
dation of the woman's physician. 

3. A mammogram every year for a woman fi* years of age 
and over. 

EL . b y  contract chat is issued to the enrollee and tha t  
provides coverage for maternii;.r b e n e i i ~  shall aIso provide 
that  the matemicy benefits appiy to the costs of the birth of 
any c:hild legally adopted by the enrollee ifall the foilowing a re  
true: 

1. The child is adopted within one year of birth. 
2. The enrollee is legally obiigaced to pay the costs of binh. 
3. All preexisting conditions and other limitations have 

been met and all deductibles and copayments have been paid 
by the enrollee. 

4. The enrollee has notified the insurer of his acceptability 
to adopt dhildren pursuant to section 8-105 within sixty days 
after such approval or wichin s i x q  days afier a change in 
insurance policies, plans or companies. 

L. The coverage prescribed by subsec~ion K of this seczion is 
excess tc any other coverage the natural mother may have for 
maternity benefits except coverage made avaiiable to persons 
pursuant to title 36, chapter 29 but not including coverage 
made available to persons defined as eligible under  section 
36-B01, paragraph 4, subdivisions (d), (e), (i) and (gf. If suc5 
other coverage exists the agency, attorney or individual ar- 
ranging the adoption shall r n ~ k e  arrangenents  for the insur- 
ance to pay those costs that  may be covered under that  policy 
and shall advise the adopting parent in writing of the exist- 
ence and extent of the coverage without disclosing any confi- 
dential information such as  the identity of the natural parent. 
The enrollee adopting parents shall notilj: their heaith care 
services organization of the existence and e:nent of the other 
coverage. =\ health care services organization is not required to 
pay any costs in excezs of the amouncs it would have been 
obligaced to pay to its hospitals and providers if the natural 
mother and child had received the maternity and newborn 
care directly from or through that health care sen-ices orga- 
nization. 

Al. Each health care services orgsnizacion shall oEer m e n -  
bership to the follouving in a conversion plan w'nich proiedes 
the basic health care benefits required by the department of 
health serq-ices: 

1. E ~ c h  enrollee including his enrolled dependents le~t- ing 
a ,s'oup. 

2. Each enrollee and the enrollee's depehdents who would 
othenvise cease to be eligible for membership beczuse of the 
age of the enrollee or the enrollee's dependents or the deach or 
the dissolution of marriage of an enrollee. 

N. A health care services organization shall not car.cel or 
nonrenew a health care plan or evidence of coverage, including 
a conversion pian. except for any of the following reasons and 
in compliance ~ 7 t h  the notice requirements and limications 
contained in subsection ti of this section: 



1. With respect to a n  indi-.idual pian. the individual has 
failed to pay prerniums or contzbutions in  accordance with the 

a terrns o i t h e  coverage or the insurer has  not received premium 
payments in a timely manner. 

2. With respect to a n  individual plan, the inciividual has  
pexformed a n  acc or practice that  cons~imtes  fraud or the 
individual made an intentional misrepresentation o i  material 
fact under the terms of the coverage. 

3. The health care services organization has ceased to offer 
coverage to individuals t h a t  is consistent wlth the require- 
ments of sections 20-1379 and 20-1380. 

4. If the  health care services organization ofiers a health 
care pian in this s ta te  through a network pian, the individual 
no longer resides, lives or w o r k  in the sersice area s e n e d  by 
the network plan or in  a n  area for which the health care 
se--vices organization is authorized to transact business but 
only if the coverage is terminated uniforinly without regard to 
any health status-related factor of any covered individual. 

5. If the  health care services organization oEers health 
coverage i n  this s ta te  in  the  individuai market only through 
one or more bona fide associations, the membership of the 
individuaI in the association has ceased but only if that  
coverage is terminated uniformly without regard to any health 
status-related factor of any covered in&\idual. 

0. A conversion plan may be modified if the moOification 
complies with the  notice and ciisclosure provisions for cance!- 
lation and nonrenewal under subsection H of this section. A 
modification of a conversion plan which h a s  already been 
issued shall not result i n  the eEective elimination of any 
benefit originally included i n  the conversion plan. 

P. Any person who is a United States a r n e d  forces reserv- 
ist, who is ordered to active miiicary duty on or a f e r  August 
22,1990 and who was enrolled in a health care plan shall have a the  right to reinstate such coverage upon release from active 
military duty subject to the following conditions: 

I. The reservist shall make ur i t t en  application to the 
health plan within ninety days of discharge from active 
military duty or within one year of hospitalization continuing 
after discharge. Coverage s h d  be eEective upon receipt of the 
application by the  health plan. 

2. The health plan may exdude &om such coverage any 
health or physical condition &*sing dur;ng and occurring as  a 
dLrect result of active m i l i t q  duty. 
Q. The director shall adopt emergency rules applicable to 

persons who a re  leaving active serJice in the armed forces of 
the United States and retumiog to c i a a n  s tatus  consistent 
with the  provisions of subsection P of this section, i n c i u d i n ~  

1. Conditions of eligiinility. 
2. Coverage of dependents. 
3. Preexisting conditions. 
4. Terrnina~ion of insurance. 
5. Probationary periods. 
6. Limitations. 
7. Exce2tions. 
8. Reductions. 
9. Elimination periods. 
10. Requirements for replac- oment. 
11. Any other conditions o i  evidences of coverage. 
R. Beginning January  1. 1998, any contract that  provides 

maternity benefits shall not restrict benefits for hospital 
l e n s h  of s tay in  connection with childbirth for the mother or 
the newborn child to less than forty-eight hours following a 
normal vaginal delivery or ninety-six hours follouing a cesar- 
ean section. The contract shall not require the provider to 

a obtain authorization &om the  health c x e  services organiza- 
tion for prescribing the m u m  l e n g h  of s tay required by 
this subsection. The contract may provide tha t  an attending 
provider i n  consultation u-ith the mother may discharge the 

1 
mother or the newborn child before the espiration of the 

minimum length of stay required by this subsection. The 
health care sen ices  organization shall not: 

requirements of this subsection. 

3. Penalize or othe-wise reduce or limit the reimbursenent 
of an attending provider because that provider provided c 
to any insured under t h  contrzcz in accordance with this 
subsection. 

4. Provide monetary or, other incentives to an  atten&q 
provider to induce that  provider to provide care to  a n  ins 
under the contract in a rnanAer that is inconsistent with this 
subsection. 

5 .  Except a s  described in subsection S of t:<s seczion, 
restrict benefits for any porzion o i  a period within the  mini- 
mum length of s tay in a manner thai  is less favorabie t h  
benefits provided for any preceding portion of tha t  stay. 

2. Prevents a health care semices organization from impos- 
ing deductibles, coinsurance or other cost sharing i n  

3. Prevents a health care services organization from nego- 
tiating the level and type oireimburseme~t  u i t h  a provider ior 
care provided i n  accordance with subsection R of this section. 

T. Any contract or evidence of coverage t h a t  pro.vides cov- 
erage for diabetes shall also protide coverage for equipment 
and supplies tha t  are  medically necessa-3; and  tha t  a re  p r e  . 
scribed by a health care provider, inc!uding: 

1. Blood glucose monitors. 
2. Blood glucose monitors for the legally blind. 
3. Test strips for glucose monitors and visual reading ad 

urine testing strips. 
4. Insulin preparations and glucagon. 
5. Ins,ulin cartridges. 
6. Drawing up  devices and monitors for the  visually h- 

paired. 
7. Injection aids. 
8. Insulin c a ~ r i d g e s  for the legally blind. 
9. Syringes and lancets inc!uding automatfc 1 

vices. 
10. Prescribed oral agents for controlling blood sugar that 

are included on the plan formulary. 

podiatric appliances for prevention of complications 
with diabetes. 

1% h y  other device, medication. equipment or su?ply for 
which coverage is required under medicwe from and air 
January 1, 1999. The coverage required in this p 
eEecective six months after the coverage is req 
medicare. 

E. Nothing in subsection T of this section: 
1. Entities a member or enrollee o i  a health 

orgx~izat ion to equipment or supplies for the  treatment 
diabetes that  a re  not medically necessary as d 
the health care serv-ices organization medical 
medical director's designee. 
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ovides coverage for diabetic suppiies obtained . by . a 
or enrollee of a health care services orgaruzaclon 

e perinicted pursuant: to 

rganizacion Erom impos- 
deductibles. coinsurance or other cost sharing in relazion 

nefizs for equipment or supplies for the treatmenz of 
diabetes. 
t-. Unless preempted under federal law or ~ c l e s s  federd 

law imposes geacer  requirements thxn this section. t ~ s  
section applies to a provider sponsored health care services 
043nization. 
W-. AS used in subsection B of this section. -chila', for 

purposes of initial coverage of a n  adopted ch id  or a chiid 
$aced for adoption but noc for purposes of ttxnination of 
coverage of such child, means a person under the age of 
eiphteen years. 1398 

20-1058. Examination of h e d t h  c a r e  se rv ices  organi- 
z a t i o n s  

A. The director may  once in  each six months for the 5 s ;  
j , e e  Tears after orza6z&on and once each y e s  chereafier. 
or more offen if deemed necessary by the direcror. visit each 
hedth care services organization organized under the laws of 
t!!s smce to examine its financial condition, its ability to meet 
its liabilities, and i ts  compliance with the laws of this state 
Geecdng the  conduct of its business. The director n a y  annu- 
aIIy similarly visit and examine, e i ~ h e r  alone or jointly wich 
representa&es of the insurance supervising depanments of 
other states, each health core serrices o r g ~ z a c i o n  not orga- 
nized under t h e  laws of this s ta te  but authorized to transac: 
business in  this state. 

B. The director may in m e  manner exaroine each health 
care services organization applying for an initial certificate of 

do business i n  this state. 
Lieu of making his own esaminacion. the &-ector may 

! re?ort of the  last  recent e ~ ~ a c i o n  o i  a foreign 
t 0' alien health care se-yices orgarization. certified to bp the 
f k-uance upe,rvisory oEcial of another state, t e ~ i o r j ,  con-  

monvvealth or district of the  United Scares. 

f D. The director of t h e  depanment  of healch s e ~ i c e s  may 
participate in the examinations and visits described in this 

i %tion to verify the  existence of a n  efFective health csre plan 

; and to review the  delivery of health and medical ses ices  by 
: the health care semices organization. 

E- All examinations and examination re!ated expenses 
ha11 be borne by the  heal th care services organization and 
shall he paid by the insurance examiners' revolvin: fund in 
accnrdance with sections 20-156 and 20-159. 

F. Unless preempted under federal la7.v or unless federal 
hff imposes greater requirernents than this sec:ion. this 
"ction applies to a provider sponsored health car? ser;ices 

-'- Oqanization. 1998 - 
:.; 20-1059- Annual r e p o r t  t o  d i r e c t o r  
% - .  A. Every hezith care se.+ces org-zation annuail:; on or 
5,' _.- . &larch 3 1  shall file with the  director a repox covering 
'b activities for the  preceding calendar ye=. verized by ac 

I ,  i . . 
-" least ~ J O  p&cipal oEcers  of the corporation. A cop:: of the $<' 
: repnsha l l  be sent  by the  health care services orgacization to :: the director of the d e p d m e n t  of health se r~ ices .  .-. . 

B- Such reports shall be on forms prescribed by the director 
5; *+: ';-and -, shall include: 
Z' ' 

8 Afinancial s ta tement  of the organization, including its 
sheet and receipts and disbursements for t h ~  preced- 
certified by an independent public accountant. 

material changes in the information submitted 
to section 20-1053. 

.*.. e number of persons enrolled during the :;ear. thz 
%nnmber of enrol!ees a s  of the  end of the year and the number 
~ ' ~ g e m " l l ~ e ~ t s  ~4; terminated during the year. :. :, 
-I- :.<., :. - - Gf?, 
.<. 

4. Such ocher information re!ating io che performance of 
the health care s e ~ ~ i c e s  organizadon % is 2ecesszqJ to enabie 
the director and the direcxor of the de3artinenc of h e d t h  
services to carry out their ducies under Chis anic!e. 

C. Gnless preempted under federal law or unless federal 
law imposes gre3rer requirernents thar, this secxion, t . 5 ~  
section applies to a provider sponsored heaith cave ser;ices 
organization. 1998 

20-1060. Taxes; e x e m p t i o n  
A. Except as  prov~ded in subsection C oii:us seczion. on the 

tax payment dates presc5iied in sec5on 50-224, each health 
care services organization shall pay to the state t r e s u r e r  
through and in a form prescribed by the Oirec~or a tax for 
trmsacting a health care plan in the anounc of 1.7 per cent 
through June  30, 1989, m d  from a d  aEer June  30,19S!?, 2.0 
per cent of net charges received from earollees. 

B. The failure by an orgmization to pay &e tax imposed by 
this section results in a c i d  penalki dere?ed pursumc to 
sec~ion 20-22.5. 

C. Payments received by h e d t h  care serfices organizations 
from the secretary of health and human services pursuant to 
a concract issued pursuanc to 42 Criteci States Code section 
139Smm(g) are not taxable under this seczion. 1998 

20-1061. P r o h i b i t e d  p r a c t i c e s  

S d e  Laws 1997, Ck. 100, § 1'7 for appliccbili~y pidel ines 

A. Chapter '2, article 6 o i  this ticle relating to hiair trade 
practices and frauds shall appIy to h e d t h  c x e  services orga- i' _ 
nizations, except to the extent the director d e c e k q e s  that  the . . 
nature of health care serAces organizations rertder particular . . 

I :  

provisions thereof inappropriate. . . . . 
: ! B. No person subject to this &ic!e may restrici or prohibit, . :. - b . - I  . ;I  

by means of a policy or contract, whether wici-~tn or othe*se, : . . % .  ... :! 

a licensed health care pro>ider's good faich communication I . :  r; ;gd ;: 

with the health care provider's patient concerning the pa- .;:; ,. . r ,. ,iJ :;: 

tienc's health care or medical needs, treatiaent options, health . .. .: .:# < g  . ;  d 
care rislks or benefits. . -  - . . . , .! 

C. Unless preempted under federal 1 2 -  or unless federal . .! 
; I '  3 .' 

law imposes greater requirernenrs t h a  t s s  section, this . .., -: . :.: . .  .. . 
section applies to a provider sponsored he&h care seriices :'< 

,L '! - ... 
organization. 1998 .!!: 

: ,! , . , 

20-1062. Repla t ion  of a g e n t s  
The director may, afier notice and hearing, promulgate such 

j i.1 
! t 

reasonable rules and regulations as are necessary to provide . ,& i i  
1 ::? for the licensing of agents which shall inc!ude provisions for . 1: 

examination, licensing, annual fees and disciplinq; proce- n 3.  < ji 
dures similar to those proposed in chapter 2, anic!e 3 of chis ti 
title. 1973 ' 3  
20-1063. P o w e r s  of i n s u r e r s  a n d  hospi tal  a n d  m e d i c a l  

s e r v i c e  c o r p a r a t i o n s  
A. An insurer, or a hospital or medical serjice corporation, 

authorized to do business in  this state either directly or 
throuzh a subsidiary or an a5l iace may organize and operate 
a he3lth care services organization under the provisions of 
this =:icIe. Notivithstading any other law to the c o n t r a y  
m y  kvo or more such insurers, hospital or rnedicai serzice 
corporations, or subsidiaries or afiiliates thereof, may jointly 
organize and operate a health care serrices organization. 

B. Any such insurer or hospital or medical seriice corpora- 
tion may contract with a health care services organization to 
provide coverage in the event of the failure of the health care 
serJices organization to meet its obligxtions. 

C .  . h y  such insurer or hospital or medical se-ice corpora- 
tion wiiich is in compliance with title 20 generally and which 
in the judgment of the director shall have complied with 
provisions of this title that  are comparable to or more restric- 
tive t h : n  the pro-{isions of this article shall be deemed to have 



satisfied all provisions of this article and shall not be required .: o comply also in  any specific manner with this article except 
$9 20-1051 through 20-1054 as  the director shall deem appro- 
priate, and except a s  per rules or regulations the director may 
promulgate to safeguard public health or safeq. 19;s 

20-1064. E x a m i n a t i o n  
A. The director and the director of the department of health 

services may conduct a n  esamination of the aiiairs of any 
health care services organization as  often as the director of the 
depar inen t  of insurance deems i t  necessary for the  protection 
of the  interests of the  people of this s ta te  and for this purpose 
shall have the powers set forth in this title with respect to 
esaroinations of insurers. 

B. Unless preempted under federal law or unless federal 
law imposes n e a t e r  requirements than this secrion, this 
section applies to a provider sponsored health care services 
organization. 1998 

30-1065. S u s p e n s i o n  o r  r e v o y t i o n  of  cer t i f icate  of a u -  
thor i ty ;  p e n a l t i e s  

Tez? ofsection as  amended by Laws 1997, Chs. 100 and 221, 
blended 

A. The director may suspend or revoke any ce,r&cate of 
authority issued to a health care services organization under 
this article if t h e  director h d s  tha t  any of the  fol lowi~g 
con&tions exists: 

1. The health care services organization is operating si,anif- 
icantly in contravention of its basic organizational doc.3ments 
or i n  a manner  contrary to tha t  described in, and reasonably 
inferred kom,  any other information submitted under section 
20-1033. 

2. The health care services organization issues e\-idences of 
coverage which do not comply with the requirements of section 
20-1057. 

3. The health care plan does not provide or arrange for 
basic health care services as determined by the &rector of the 
dep=ment of health sen-ices. 

4. The health care services organization can no l o n g ~ r  be 
espec:ed to meet i t s  obligations to emollees or prospective 
enrollees. 

5. The health care serJices organization. or any authorized 
person on its behalf, has  advertised or merchandised its 
sen-ices i n  a n  untrue, misleading, deceptive or unfair manner. 

6. The health care services organization has failed to sub- 
stantially comply with this anicle. 

7. The health care services organization is i n  unsound 
conciition or in such condition a s  to render its further trans- 
action in this s ta te  hazardous to its enrollees or to the 
residents of this state. 
E. When the certificate of authority of a health care services 

organization is suspended the health care sen-ices organiza- 
tion shall not, during the period ofsuch suspension, enroll an? 
additional enrollees except newborn children or other new!? 
acquired dependents of esisting enrollees and shall not engage 
in any a d v e ~ i s i n g  or solicitation whatsoever. 

C. When the  certificate of authority of a health c x e  semices 
organization is revoked, such organization shall proceed, 
immediately following the eifeccive date of the order of revo- 
cation, to conclude its affairs and shall conduct no further 
business except a s  may be essential to the orderly conclusion 
of solicitation. The director, by written order, may permit such 
further operation of the organization a s  the director may find 
to be in the best interest of enrollees to the end that  enrollees 
shall be afforded the greatest practical opportunity to obtain 
continuing health care coverage. 

D. Xotwithstand~ng the provisions of subsections B m d  C 
of this section, a health care sek ices  organization which has 
had its certificate of authority denied, suspended or revoked 

shall be endtled to a hearing a rd  judicial review pursuant to 
tide 41, chapter 6. =icle 10. 

E. If aRer a hearing the director finds q o u n d s  pursuant to 
subsection -4 of this seczion to suspend or revoke a health care 
services organization's certificate of au~hority, the director 
may impose, in lieu of or in  addition to that  suspension or 
revocation. the following civil penalties that  shall be rernitted 
to the state treasurer for deposii in the s a t e  general fund: 

1. For uni.itentionzl violations, not more than one thou- 
sand dollars for each x-iolation and not more than a n  aggega te  
of ten thousand dollars in any six month period. 

2. For intentiond riolations. not more than five thousand 
dollars for each rioiation and not more than a n  aggregate of 
fifty thousand dollars in any SLY norith period. 
F. Unless preempted under federal law or unless federd 

law imposes Feare r  requirements thzn this section, this 
section applies to a provider sponsored health care s e ~ y c e s  
organization. 1998 

20-1066. RehabiLitacion, l iqu ida t ion  o r  conserva t ion  of 
h e a l t h  m a i n t e n a n c e  organ iza t ion  

A. Any rehabilitation, liquidation, or conservation of a 
health care senices  organization shall be deemed to be the 
rehabilitation, liquidation, or consen-aiion of an insurer and 
shall be conducted as  provided in chapter 3, article 4 of ibis 
title. In addition to the grounds set forth in chapter 3, micie 
4 of this title, failure to comply with seczion 20-1069 consti- 
tutes a ground for &e rehabilitation, liquidation or conserva- 
tion of a health care services organization. 
B. Unless preempted under federal law or unless federal 

law imposes s e a t e r  requirezents than this section, this 
section applies to a provider sponsored heal& care se-rvices 
organization. 199a 

20-1067. Sol ici ta t ion 
-4. Solicitation by health care services organizations to 

educate members an6 potential members on the coverage and 
operation of the orpzn-ization's health plan shall not be con- 
strued to be a violation of an:; provisions of law- relating to 
solicitation or advezising by health care providers, prox-ided 
such solicitaiion: 

1. Is approved in advance by the clirecxor. 
2. Shall not othe-s-ise cause any of such providers to violate 

any professional ethics or laws prohibidng the solicitation oi 
patients. . 

B. Unless preempted under federal law or unless federal 
law imposes s e a t e r  requiremens than this section, this 
section applies to a provider sponsored health care services 
organization. 1098 

20-1068. Statutory cons t ruc t ion  a n d  r e l a t i o n s h i p  to 
o t h e r  l a w s  

Text ofsection as cmended by Lau-s 1997, Chs. 100 and 251, 
blended cnd L a u ~ s  19107, Ch. 351, applies retroactively to all 

health insurance coverage, health ccre plans and health 
benefits plans that are issued, renewed or modified on or 

after Ju!y I, 1097, by Lcms 199% Ch. 351, $ 37. 

A. Except as  they relate to an insurer or a hospital or 
medical service corporation, the provisions of this title a r e  
applicable to health c z e  services organizations only as  pro- 
vided in this article. chapter 1 of this title, chapter 3, articles 
1 and 2 of this title. sections 20-1133, 20-1135, 20-1379 and 
20-13SO. sectlon 20-1408, subsections C through B, chapter 6% 
article 16 of tius title. chapter 15 ofthis title and chapter 17 of 
this title. 
B. rjnless preempted under federal law or unless f e d e d  

law imposes greater requireaents than this section, t i j"  
section applies to a provider sponsored health car& services 
organization. 1998 



$1063. Contingency for insolvency; plan: contents; 
definition 

heaith care seraces organization shall have a plan 

Tor A@ a of insolvency that is approved by the director and 
bat. provides for all of the following: 
1. Continuation of benefits for the duranon of the conmact 

pied or for s i n y  days from the date inso1venc:r is declared. 
is longer. 

2. Continuacion of bene5ts to mernbers who are confined on 
be date of inso1venc:r in an  inpatient facilicy until their 
&charge. 
B. Entitlement to continuation of benefits under subsection 

A is contingent on time!? payment of the premium by the 
enrollee or by the enrollee's representative to the health care 
5 e - 4 ~ e ~  organization or its agenc. administrator, conservator 
n r  receiver. - -  

C. Each plan for the risk of inso1venc:r shall inc!ude both: 
1. An actuarial memorandum describing the basis on w'hich 

the actuary conc!udes that the plan for the risk of insolvency 
wiil mees the requirements of subsecton -4. 

2. A ce--tScation of a q u a E e d  actuary that to the best of 
the actuary's knowledge and jud,pent the rates charged will 
jupport the benefits outlined under the evidknce of coverage 
a d  that the plan for the risk of insolvency satisfies the 
requirements of subsection -4. 

D. Unless preempted under federal law or unless federal 
faw imposes greater requirements than this sec~ion, this 
section applies to a provider sponsored health care services 
organization. 
E. For purposes of this section, "continuation of benefits' 

includes benefits provided by both afiiliated and u f i l i a t e d  
providers subjec~ to any authorization procedures applicable 
before the declaration of insolvency. 1998 

1. Right to open  enrollment period; enrollees; "-@) definition 
A. With respect to er~ollees who are members of a goup  

with more than one carrier, ifchere is an insolvency of a health 
care s e r ~ c e s  organization, all other carriers that panicipated 
in an open enrollment a-ith the insolvent health czre services 
organization a t  a goup's last re,auIar open enrollment period 
shall oEer enrollees of the insolvent health care services 
organization who are members of that s o u p  a thirtl; day open 
emollment period beginning on the date the insolvency is 
declared. Each carrier s h d  oEer these enroliees the same 
coverages and rates that it oEered to the enroliees at  the last 
regular open enrollment period without any waiting periods or 

.Ions. Preexisting condidons, exclusions, Limitations or restric*' 
On declaration of insoivencv, the health care sen-ices organi- 
zation shall notifi each group contract holder of the insol- 
vency. Each group contract holder shall notify its remaining 
h e r  or carriers of the insolvenc:~ and notify its members of 
their right to open enrollment as provided in this section. 

B. For purposes of this section, "carrier" means an insurer, 
a health care se~ i i ces  organization, a hospital serrice corpo- 
ration, a medcal seriice conoration, a dental service corpo- 
ration, an optometric ser;ice coqoration or a hospital, medi- 
c d ,  dental and optometzic service corporation or a~ 
combination. 19'3 

20-1070. Acquisitions and mergers  
A. No health care services organization may merge with 

another f o r e i s  or domestic health care services organization 
0' may be acquired by a person except on approval by the 
director and by complying with the provisions of generd law 

g the merger or consolidation of stock corporations 
other provisions of this section. 

B. If the health care sen-ices organization is beicg acquired 
and if more than twenty-five per cent of the stock or omership 
Or control is being acquired, the acquiring person shall fiie the 

statement desc5bed by section 20-181.03 with the director at  
least thirr;v days before the eEective date of ;he acquisidon. 

C. In the case of a merger the plan of merzer shall be fiied 
with the director ac lesst sixty days before the effective date of 
the merger. 

. * D. The director shall approve the acquisicon or merger 11 

the acquiring or merg-ing persons have mer the requirements 
for a certificate of autkority. The &rector shall m i l e  the 
decision either to approve or disapprove che acquisition or 
merger within thirty days of the filing of the acquisition 
statement pursuant to subseccion B of this sec~ion or the pian 
of merger pursuant to subsection C of this seczion. 
E. Unless preempted under federal law or unless federal 

law imposes gre2ter requirements than this seczion, this 
section applies to a provider sponsored health care ser;ices 
organizadon. I998 

30-1071. Prohibition asgins t  excluding coverage be- 
cause of previous tests for a conriition 

A. An insurance contrac. oKered by a hedth cxre serrices 
orgrtnization shall not exc!ude coverage of a condition if the 
insured person has pre~riously had tests for the conciidon snd 
the condition was not found to exist. There musr, be evidence 
that a condition actually existed before the insurance contract 
was entered into in order to exclude coverage of the condition. 
B. Unless preempted under federal law or unless federal 

law imposes ges t e r  requirements than this section, this 
section applies to a provider sponsored hedth care services 
organization. 1998 

20-1073. Nonliability of enrollees for  provider charges  

Ted  ofs<ciion cs amended by Laus 1998, Ch. 87, $ I and 
Lnws 19,023, Ch. 28.5, $ 24, blended 

-4. Every written contracr. beme~ .n  a health care services 
organization and a provider shall set f o ~ h  that if the organi- 
zation fails to pay for covered health care s e r ~ c e s  w set forth 
in the enrollee's evidence of coverage or contract the enrollee is 
not Liable to the provider for any amounts owed by the 
organization and the prolrider shall not bill or othe-+se 
attempt to collect from the enrollee the amount owed by the 
orgmizsdon. 
B. If the written contract beheen  the contracting provfder 

and the organization fails to contak the required prohibition 
stated in subsection A, the enrollee is not liable to the 
contracting provider for any amounts owed by the organiza- 
tion. 

C. No contracting provider or agnnt, trustee or a s s iqee  of 
the contracting provider may maintain a? action at  law 
against an enrollee to collect any amounts owed by the 
organization for which Lhe enrollee is not liable to the con- 
tiacting provider under subsection A. 
D. Nothing in this section impairs the right of a provider to 

charge, collect from, attempt to collect from or maintain an  
action at law a g ~ n s t  an enrollee for any of the follotvin~ 

1. Copayment or coinsurance amounts. 
2. Health care services not covered by the organization, 

including out of area claims that are not paid by an organiza- 
tion on behalf of an enrollee. 

3. E r d t h  care senices rendered &er the termination of 
the contract bet-.veen the health care se~-ices organization 
a d  the provider, unless the health care services were ren- 
dered during confinement in an inpatient facility and the 
confinement bezan prior to the date of ternination, or unless 
the provider has assumed post-termination treatment obliga- 
tions under the contract. 

E. Xothing in this section prohibits an enrollee from seek- 
ing health care ser~ices from a contracting or noncontracting 
provider and accepting financial responsibi1ic:r for these ser- 
vices. 



I?. NO provider may charge an enrollee of a health care 
services organization more than the amount the provider 
contracted to charge the enrollee pursuant to the provider's 
contract with the health care services organization. 

G. Kothing in this section prohibits any person from in- 
forming an enrollee of either the cost of health care services 
perforined or the status of any bill submitted to an organiza- 
tion in conneczion with health care serrices provided to an 
enrollee. Any information provided to an enrollee pursuant to 
this subsection shall inc!ude a statement that the information 
is not a biIl and is for the enrollee's information only. 
H. Unless preempted under federal law or unless federal 

law imposes greater requirements than :.his section, this 
section applies to a provider sponsored health care services 
organization. 1998 

20-1073. Eligibility; prohibit ing cancellation because 
of elig5bility for  cer ta in  benefits 

Applies retroadively to all health inszrance coverage, health 
care p l a m  and health benects plans that are issued, renewed 
or modified on or afier July 1, I997, by Laws 1,097, Ch. 251, 

§ 37 

A. Except as specifically provided in sections 20-1379 and 
20-1380, with respect to the deterinination of whether a 
person is an  eligible in&vidual, a health care ser;iices organi- 
zation shall not consider the availability of or a person's 
eligibility for medical assistance under a program pursuant to 
title X M  of the social security act (P.L. 89-97; 79 Stat. 3% 42 
United States Code secrion 1391% (1980)) when considering 
eligbility for coverage or calculating payments under its plan 
for eligible enrollees. 

B. TO the exent  that payment for covered expenses has 
been made under the state program pursuant to title XIX of 
the social secilrity act for health care iterns or senices 

.G-. hed to an individual, the state is considered to have 
acquired the rights of the individual to payment by any other 
party for those health care items or services. On presentation 
of proof that the state program pursuant to title XTX of the 
social security act has paid for covered iterns or services, the 
health care seriices organization shall make payments to the 
state program pursuant to title XD: of the social security act 
accorciing to the coverage provided in the evidence of coverage. 

C. A health care services organization may not impose on a 
state agency that has been assigned the rights of an individual 
who is eligible for medical assistance and who is covered for 
health benefirs from the insurer any requirements that are 

gent or different from the requirements applicable to an a, 
assignee of any other covered individual. 
D. A health care services organization shall not cancel or 

fail to renew the contract of any person based on that person's 
eligibility for or enroILment in a uromam funded under title 
XI% of the social security act orLtitre 36, chapter 29 or 34. 
Nothing in this section prohibits cancellation or failure to 
renew for nonpayment of monies due under the contract. 1997 

20-1074. Contract  termination; du ty  t o  r epo t i  
A. On a monthly basis, a health care services organization 

shall submit to the director a list of all writren provider 
contracts that  have been terminated during the prior month. 
The list shaI1 be in writing and shall include the name and 
address of each provider whose contract has been terminated 
but shall not include the reasons for termination. 

B. Unless preempted under federal law or unless federal 
law imposes greater requirements than this section, this 
section applies to a provider sponsored health care services 
rganization. 

-0-1075. Transactions with affiliates 
A. A health care s e r ~ c e s  organization shall not attempt to 

sell, or otherwise transfer to an &liate Arizona assets in 

excess of ten per cent of the organization's unimpaired capital 
or surplus as reported in its most recent annual statement, 
without prior approval by the director. If the director does not 
disapprove such sale or transfer within forty-five days of the 
date received by the director, the sale or transfer is deemed 
approved. 
B. Unless preempted under federal law or unless federal 

law imposes greater requirements than this section, this 
section applies to a provider sponsored health care services 
organization. 1998 

20-1076. Health care  plans; disclosure form; enrollee 
notification 

ilppiicable to health care plans that are ofered, issued or 
renewed from and after December 31, 1995 by Laws 1995, 

Ch. 297, 5 4 

A. Each heaith care services organization that ozers a 
health care plan to the public shall provide disclosure forms as 
required by this section. The disclosure form shall be in a form 
prescribed by the director and shall include the following: 

1. A separate roster of plan primary care physicians who 
are licensed pursuant to title 32, chapter 13, 17 or 29, 
including the physician's degree. practice specialty, the year 
first licensed to practice medicine and, if different, the year 
initially licensed to practice in Arizona. 

2. In concise and specific terms: 
(a) The full premium cost of the plan. 
(b) . b y  copayment, coinsurance or deductible requirements 

that an enrollee or the enrollee's family may incur in obtaining 
coverage under the plan and any resen-ation by the plan to 
change premiums. 

(c) The health care benefits to which an  e-vollee would be 
enritled. The disclosure shall state where and in what manner 
an enrollee may obrain services, including the procedures for 
selecting or changing primary care physicians and the loca- 
tions of hospitals and outpatient treatment centers that  are 
under contract with the health care services organization. 

3. Any limitations of the services, kinds of serrice, benefits 
and exclusions that apply to the plan. A description of limica- 
tions shall inc!ude: 

(a) Procedures for emergency room, nighttime or weekend 
visits and referrals to specialist physicians. 

(b) Wlether senices received outside the plan are covered 
and in what manner they are covered. 

(c) Procedures an enrollee must follow, if any, to obtain 
prior authorization for seruices. 

(d) The circumstances under w'nich prior authorization is 
required for emergency medical care and a statement as to 
whether and where the plan provides twenty-Four hour emer- 
gency s e ~ c e s .  

(e) The circumstances under which the plan may retroac- 
t ive!~ deny coverage for emergency medical treatment and 
nonemergency medicd treatment that had prior authorization 
mder  the plan's written policies. 
(0 A statement regarding whether or not plan providers 

must comply with any speciiied numbers, targeted averages or 
maximum durations of patient visits. If any of these are 
required of pian providers, the disclosure shall state the 
specific requirements. 

(g) The procedures to be followed by an enrollee for consult- 
ing a physician other than the primary care physician, and 
whether the enrollee's physician, the plan's medical director or 
a committee must first authorize the referral. 

(h) The necessity of repeating prior authorization if the 
specialist care is continuing. 

(i) P l e t h e r  a point of service option is available, and if so, 
how it is structured. 



4. Grievance procedures for c!aim or treatment denials. 

LSQ ction with care and access to care issues. 
j sponse to whether a plan physician is restricted to 

drugs from a plan list or pian formulary and the 
den t  to which an e-nrollee will be reimbursed for costs of a 
drug that is not on a plan list or plan formdary. 
6. A response to whether plan provider cornpensacion pro- 
0 include any incentives or penalties thac are intended to 
inmuraze plan providers to withhold services or minimize or 
avoid referrals to specialists. If these types of incmdves or 

are included, the health care services organization 
provide a concise description of them. The health care 

%rvices organization may also include, in a separate section. 
;1 concise explanation or justification for the use of these 
incentives or penalties. 

7. A statement that the disc!osure form is a summary only, 
that the plan evidence of coverage should be consulted to 

determine go t -e -~ng  contractual provisions. 
B. Ahealth care services organization shall not disseminate 

;1 completed disclosure form untiI the form is submitted to the 
director. For purposes of this section, a health care services 
or,.anization is not required to submit to the director its 
separate roster of plan physicians or any roscer updates. 

C. Upon request. a health c s e  services organization shall 
provide the information required under subseccion X to all 
employers who are considering panicipating in a health care 
pian t!!at is oEered by the health care s e ~ n c e s  organization or 
to an employer that is considering renewal of a plan that is 
provided by the health care services organization. 

D. An employer shall provide to ics eLi$ile employes the 
disclosures required under subsection A no later than the 
initiation of any open enrollment period or at  least ten days 

y employee enrollment deadline that is not associ- 
an  open enrollment period. 

E. An employer shalI not execute a contract wich a health 
care se-rvices organization until the employer receives the 
information required under subsection A. 

F. Xothing in this section protides any private right or 
cause of action to, or on behalf of any emollee. prospective 
enrollee, employer or other person, whether a resident or 
nonresident of this state. This secdon provides solely an 
administrative remedy to the director of the d e p m e n t  of 
insurance for any violation of this section or any related rule. 

G. Unless preempted under federal law or unless federal 
law imposes greater requirements than this section, this 
section applies to a provider sponsored health care serrices 
organization. 1998 

20-1081- Domestic life a n d  disability re insurer  
This article applies only to domestic life and disability 

reinsurers. 1977 

20-1082. Domestic Life a n d  disability reinsurer; de- 
iined 

Vomestic life and disability reinsurer' means an incorpo- 
rated stock reinsurer holding a certificate of authorib to 
accept insurance ceded by any domestic insurer or f o r e i s  
insurer. 1977 

*0-1083. Law applicable to domestic Life and disability 
re insurers  

ther provisions of this title not inconsistent with the 
ons of this article shall apply to domestic life and 

1977 

*0-1084- Articles of incorpora t ion 
- A- Five or more individuals aged eighteen years or more 

incorporate a domestic life and disability reinsurer. Not 

less than kvo-thirds of the incorporators shall be cidzens of 
the United States residing in this stace. 

B. In addition to the requirements of title 10, chapter 2, 
article 1, the articles of incorporation $hail state: 

1. The limitation upon the powerj of the corporation con- 
sistent with this articie. 

2. The number of direcrors, not less than five nor more than 
fifteen, who shall conduct the affairs of the corporation. and 
the names and addresses of the corporadon's first directors 
and ofricers for stated t e e m  of ofrice of not less than two 
months or more than one year. 

3. The time of the annual meeting of shareholders. 
4. The city or town in this state in which the principal place 

of business is to be located, and the counties, states and 
countries in which business may be transacted. 

5 .  The limitations, if any, on the corporation's indebtedness. 
6. The extent, if any, to which stock of the corporation shall 

be liable to assessment. 1994 

20-1085. Capital 
To qualify for its initial authority to transact business and 

thereafter to qualify for renewal of its authoriry to transact 
business, a domestic life and disability reinsurer shall possess 
and thereafter maintain minimum required capital stock in 
amounts as shown by the following schedde: 

July 1,1977 through June 30,1978 $ 25,000 
July 1,1978 through June 30,1979 30,000 
July 1,1979 through June 30; 1980 40,000 
July 1, 1980 through June 30,1981 50,000 
July 1,1981 through June 30,1982 60,000 
July 1,1982 through June 30,1983 ' 70,000 
July 1,1983 through June 30,1984 80,000 
July 1,1984 through June 30,1985 90,000 
M e r  July 1, 1985 100,000 

1977 

20-1086. Surplus 
A life and disability reinsurer shall have upon organization 

initial surplus in an amount not less than one-haIf of its 
minimum required capital stock and shall thereafter maintain 
one-halfof such initial surplus. 1977 

20-108'7. Deposits 
The director shd l  not issue a certificate of authority to any 

life and disability reinsurer unless it has deposited in trust 
with the state treasurer through the director's ofice cash or 
securities eligible for the investment of capital funds of do- 
mestic insurers under this title in an  amount not less than the 
minimum paid-in capital stock. required pursuant to this 
anic!e to be maintained for authority to transact the kinds of 
insurance to be transacted. 1977 

20-1088. Limit of r i sk  
Domestic life and disability reinsurers may be formed, with 

capital and surplus as specified in $4 20-1085 and 20-1086 to 
accept any risk as a reinsurer under which the madmum 
possible benefits payable on the death or on the disability of 
any one insured shall not exceed five thousand dollars if the 
excess over three thousand dollars is rehsured by noncancel- 
lable reinsurance authorized under 20-261. When the reiii- 
surer's paid-in capitd reaches one hundred thousand dollars, 
the reinsurer may reinsure risks without the restrictions of 
this section and may reinsure as otherwise provided for 
pursuant to this title. Any risk accepted pursuant to this 
section shall be a risk under which the ceding life or disability 
insurer remains liable for the payment of d l  policyholder 
claims. 1977 

20-1089. Certificates of author i ty  
A. i h y  domestic limited stock insurer formed and existing 

pursuant to 4 20-708 which does not come within the pro\<- 
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RWU~. ~ ~ s r ~ e d  ~rgxuimions (General RUI; No. RbI04M) have rhc same 
msiniqwhcnflSedinrhisAzdrlc 

thru B. In rhis &ride, d e s s  k c  amblt 0th- rrjrrirrsl 
-32-100. Reserved 1. "fhief txmxive ofti-" mexns *& pswn who has the 

R9-12.201. Legal ~ ~ t h o r l r p  
A. %AriulnaDqanit~1cafHedhfiicrrr,plan29xttorhe kgd rqu i runa~s  and pKdes appraved by be g o v b g  

a e r y  mrcd in T i e  20. Clqmzr 4 Arricle 9. Arizona authority. 
R f f i s c d S ~ g a r & x h I y  SeCtiOIll20.1053 aad20.1054as 2. -&pxmcnt" mcms tbe I k p m c l f  of H d r h  S a k e s .  
pmenlrd, k c b y  adopts the falIn6g seguk&ons fm ~iu 3. ~ k v & g ~ i n o r i ~ ~ ~ r h e p c ~ m c c W y s u c h a s  
~ ~ d ~ u b ~ ~ u m s ~ d ~  & b o d  of curtces ar had of dirtctcrs in vhnm L ?  
far bulrfi czre plans. fsdlider, pasunnd md wits areas of u l b m  a u b r i r y  and ~ r n ~  for the of 
h d &  care scnices erg-w. &e h& c;ne sewices argarzizarirm 5s v a w d  

B. H pxfodiq itp durics rtlarcd ro healdx c m  s e m i a s  4. -HCSOW mesrs hetlt+ a r c  smicrs orgmkdons. 
o r g d o n ~ .  rhc I)epamnay of HeaM Savicts will 5. ..-"y cue.. mcms initial n a m m r  ar screxLing of 
~~di1~a~ei~effmez.h&Asitona-0ffI15UTBL5t e n o h  
~ ~ ~ t h o 4 r a r e o f a u ~ n q ~ m o p e r a r c a  6. "A-jminy can p h w '  mems g d  pcn'crae. 
~ ~ ~ ~ c v k o r g ~ i n A d z a n a . A ~ o P & c  family p h y r i a  in-t or pcdiaaicisn 
~ f ~ a ~ ~ o f ( ~ 1 ~ ~ ~ ~ r n ? d t o t h r :  7. "Shall" md'hustn muns rqukam~s. 
~~ofH&Swicesarthesamct&tks&originsl 
~ i p s u t m i n r d t o u h c D e p ~ ~ f ~ ~ t ~  AdopLed effsuve Htrrorfcal A u p t  25.1975 Note (Supp. 75-1 ). 

~ ~ ~ ~ U l r D e p a n m e u t o f ~ ~ T a r ~ ~ ~ ~  
dmilnimnrhi . rncslsadrndbcrun~l~campiled 

Of -Ii- or hvlih 
rndinducdh wtLichMlkay sa-+es ag- of in e g s  and will pmvidr a mpy of 

Lvpvdan by mmr * hir r-Audvci irs f h b g s  ro the Dqxmmmt of ~nmrrnrt 
C. T h e s e r e g u l a r i c n r a p p l y r o a l l ~ a n d ~ h s l l r h c a r e  Hlstorkal Note 

gLIYiffS argmbahns. Exfi aoposd d c e ;  Mop& &ectivc August 25.1975 ( S L I .  75-1). 
meu requirema pior m rcr;dving a 

cata of surhariry bpm h Depzrrannvof Eich R9-12-105. Service agreements 
b=d& -e argwiydm need mt r d e  PriaPy u r c  pbsiciw soviccs provided on n auhuing basis by 

i n f d o u  m a u s l y  fFld p.irh rha Dcpamncnr or & OW thzn HCSO anpkayc6 shall be covual by Prriw savice 

h e  1 Rctiscd Farmat 2.91 





TI UUC JYC ICU2 r.UY/UY 

~ r i w ~  ~dminiumri~e CPdc TlUe 9. Ch. 12 
-~fHdhScrviEa-HdrhCHC*e%aPizadons 

B. A11 arfumising d salcs rnaPtieJ pvidcd o usn of his auolLnmr Tnis rqui-cmm -lies 10 afi HCSO 
prospscdve rmoilecs musr &Me a Qscriph of the savia pvidcd to axones whether p r o u  by employees @ gc~graphicoum-~ipms~~yrmdmwdabLbythe of be HCSO or nonclrployea ilr rhs w e s r  of the HCSO. 
g c ~ a l  public. C. T h P t t h d l l k a p ~ n m ~ a s h x v i n g  Ihe adnrinisrxarhc 

Hismrlal N o h  e t y  hr madid r&. 
A d u p d  effective August 25.1975 (Supp. 75-1). D. Mcdicsl rraxdr sbnIl bc kept am6dalial. Only a u t h d  

prwrrmd shaII b v e  to thc records. 
E. McdicPl~bNkhpr~ofrhtHCSOandshdl~t 

R9-12-1Y. Chiel aecudve offker & r r p n o r d f m m i h t p n k s ~ h n c b r h r y a n ~ e d ~ ~ ~  
A. 7L.c g a v e  a u M t y  shall a p i n t  a chief aecurivivs o 5 c a  &p=m or cornr. ards- This does not ptecfLlde rhc rating of 

whostullhxveappmpriatcabc&m9ndcxprimfcmqualify the nmrd or pordan ind- X-my tb. 
him fax lhemwagrmmr of rho HCSO. The govmmg mrhoriry @ciama of the huling are foz consu2w5m or svalus~bn 
shall Wmc be a e r y  and dunes of rhr: chief ueELnive F. ~ p s ~ p ~  m u. 3 =1058@) d G S .  3 20-1064, the 
offica in wridng. TI chief -rive oEca s l d  bs the cnaalizcd medid  rearcis of h.c KCSO slull be made 
appo*~rrprcsenr; ldveoFthtgov~  mrhoriy d s h d l k  available for n v i e c ~  bj represedves of rhc k p i m m ~  
the a a z l w e  offica of th HCSO. He &all bs requsible for During routine swcys. thc ~~~I rzpre5cnrsrivts will &w -6 of a t a b W  poIides in rhc apwdon of =view d d  ratordt of thc HCSO on arandomssmpIe basis. 
rhc H a 0  ad far p v i & n g  Lrisan hrw~ p d g  On cmplsLu or q d a I  i n v ~ s r i F x l s ,  specific l~u!did 
wrhoriy, povides of hdrh cp.c arrl provides of orhn -& be &wd Tit 9, Ch;Epm 1. Adde 3 of rhe 
3Qu ic~  farhHCS0. HeshaIIbsinchzrgeofkmarag~ rides md regularioru pruKoit -playees of che 
o f r h c H C S O ~ d r h 3 U . ~ ~ a n d ~ w e r t d r o m r y  Dcpruna h m  divulging pi at^ ur o w  h fda  
~ r 6 c p ~ o f & & t k l e m d s h d l k c ; h P g e d p r i r h ~ c  &um medid r d  rmfess p S c a l l y  mrhorized by that 
r- of datng sa. Thc &ef cxacuuve offim shnlI Settioh 
e - s ~ b i .  Prriting a p h  kdicadng rhb Ens of authadg G. RCLP& M bcprcvr~ed in the original or by miaofrlm for a 
paialsafhkabrcnca @ofnotless rhwtlp(10)yem.Hrhr:mscaEaminatuhe 

B. ~ r h a a i ~ a ~ g e o f c h i e f ~ : w ~ ~ e o f l i r n . & e g o v ~  n c o r d m u s r b z m a i ,  fmafltssr rpro ye= akthepcnon  
aufiority M &c Depmmt of Hulrh Scnict5 md bar d e d  his mjoxiry. 

of Insurance wiuirhin ~ea dxys after the &c&e E. ~f tfte Q P O ~  d i d  in &C HCSO. ir d d  
of change ftmish. upn his rcqwst. a Psrinm summazy mv&g dl 

C. Tne HCSO shall ~ a ~ e  ihar all HCSO employees wd hrslth pr&,enf phases of Wth exre provided e m o h -  
@ha covued by ser+e agreements are adquatrly khding enpies of npxrs and I& of diagnosdc 
knovI.ageablt and qdXed tu pufonn b U e s  assigned to rcsls whi&mightbs uwdforcumparazivepmpaws. a r d  of 

a rhem Wough anploymenr. or by amma d u k d a n s  and rhr: last periodic health examInadaa 
Thr HCSO shalI d c s i w  a d  place ofbusixess Fvithia & a n o k  provie of ha& are -ices ;ts M c d  by fie 
ma@ geographic area served fmar which adminknaive e r z o ~ e ~ I f ~ t a i r h i s ~ s ~ b c f i u n k h d o r i r h i n  
acdvidrs af the p h  shsU ke d ; r d  d s whicl rhe chief 30 &ys afrcr the tmoIlet req.lwns disuuuhuzrtL. A reasanable 
cxecudvc o h  shd k based &qemaybCm& far the ~mrnarybascdupon rhecosrof 

HttDrksl Note provi&g ir 
Adaptol effecdvc Auga  25.1975 ( S u p  75-1). H k m M  Note 

Adaprcd &cs=tiuc August 25,1975 ( S q .  75-12 
R9-12414. M a d  director 
k HCSO shall designstc a physiciw as deal dkecrai. 
3- Thc m a  director d d  bc rxpmsbk for plzmhg and R9-U-116 QturUty s m r m c e  

hplcmmring ihs mcrhod for rhc contiming rwicv m d  A. ?hr HCSO d a d  +de an cEarive m d s d  h t continuing 
crduaeion of healrh a r e  provided by zbe HCSO d rhe ~ i e w  md ~ a I n a d a a  ef rho health care povidcd to lhnr 
d u i n g  *tian of its provldcrs of heplrh care sFvirra scannmt and h e 1  of cxn wac  mace and += thar. 
I h e ~ e d i u l ~ ~ m s y ~ s a v a p s t h e c h i a f ~ v t  h e  q- of hcahh gmvidcd ma acteprablt S- 
okpmvidedhehas Hppropriatrcrfuurionmd-m ~ ~ ~ v e ~ d ~ P . r i l l b c c u s i f m ~  
quaZify him for Ihe ~ e m c n r  of he HCSO. B. Thcc shall tz a q d r y  ssu.rm= c d m  c~msisrins of 

C 171~ mediral dir-'~ -'bCIity shalI kt=& hrt sot kc chief a d c  officer or his drsignee, rhr madir;rl dincar 
Emid m: prar;dciana ofrhc hcdling gm. and allied hulrhpmfessionals. 
1. s- mc&g psfom!= plmming md Saviccs pcrfounal by p d h  of the h d 5 g  arrs shal3 lx 

e v d w  of medical staa. reviewd arid c v d d  by mReagues e&in their 
2. cwrdinstian of acrivides of rnalid suff. Tbc camdtce shall ac!opc admin$&e prod- covering 
3. Devcl- of radical care p s b .  Bequa4y of mctrings rypcs of ncords ro bc W L  and 

Hls tDW Xate m g ~ m e  fa carmniuce r q m s  and th& i r o n  

Adopd dkr ive  Augurt 25.1975 ( S L ~  75-1). C. ~ e r e ~ k a ~ u s l i t y ~ p l m w h i r h s h d k f u d e  
~ t o k d f u r ~ o f c h c f o ~ o P r i n g t  

R9-It115. M e a i d  recurds 1. EstsblishclI af stmdsrds for hsalrh c;crr. 
2 Survd- of provided A The HCSO shnlI maintain a maliuI racord -em which is 

qable  of r d y  providing n-~y inf& a d  which 
3. A n s l ~ i s o f p r o b 1 e m s i d m ~ d  
4. Conrrtion of &6d& including a time s c W  for 

-contkatiryofmlLecae. 
A c c r u ~ a t i r c d r n & n c o r d ~ ~ & i n ~  m ~ a n d a l i n k t o a ~ n n c i r m i n g e d x a r i o n p r o g r ~  

5. Fallow-up (peridc rcasscrrmcnr of &c plan). arim acccptabt: p o f a s i a d  s- which includes mmds 
--all ~ ~ p r ~ ~ ~ o s e s m a d e m d ~ ~ a l  Hhrfcal Xote 
~ p W i d e d ~ e s r h e n r a U c c b y r h c H C S O d ~ ~ c  Abpcrd eftaztive August 25,1975 (Sup.  75-1). 
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EXHIBIT 6 



Manayed Care Oversi~ht Survev 

In Arizona, many managed care entities, including HMOs, are regulated dually by the Department of Insurance and the Department of 
Health Services. DO1 regulates licensure, corporate and financial affairs, forms, and many aspects of market conduct. DHS is 
responsible for quality and effectiveness of health service delivery. DO1 has been instructed to assess the feasibility of consolidating 
all regulatory responsibility in DOI. This survey is part of that study. If precise responses are not available, please provide estimates 
or approximations. We will greatly appreciate your response by September 10, 1999. 

Managed care entity for the purposes of this survey means: any entity that enters into contractual arrangements whereby it 
undertakes to provide or arrange for health care services and to pay or make reimbursement for any remaining portion of such health 
care services on a prepaid basis, including HMO's, Non-Profit Service Corporations, and Single Service Prepaid Health Care Plans. 
Regulation of managed care entities does not include the administration of Medicaid or other publicly funded health care programs. 

1. What type of managed care entities does your state license and regulate? 



a e d  Care Survey 

2. For each type of entity described in response to No. 1, please indicate whether the insurance department or any other state 
agency has regulatory responsibility for each of the listed subject areas. Please identify the responsible agencies (and a contact 
person for each agency if that information is available). 

August 6 ,  1999 



a e d  Care Survey 
Page 3 

3. Does your state have statutes, rules, requirements or standards that regulate the conduct of managed care entities with respect 
to each of the listed subject areas? For each type of entity described in response to No. 1, please indicate "yes" or "no" for 
each subject area. If you are able, please provide the citations. 

4. Are there any subject areas that are not currently regulated, but you believe should be regulated? Yes/No 

If yes, please describe those areas as to particular types of entities. 

August 6, 1999 

Entity Licensing Financial Condition Market Conduct Quality of Care Network Adequacy Provider Contracting 



a e d  Care Survey 
Page 4 

5 .  Does your state actively coordinate multi-agency regulation or oversight of managed care entities (i.e. coordinating councils, 
interagency agreements, etc.)? Yes/No 

If yes, please describe. 

6.  How many consumer complaints do you receive per month concerning the following: 

A. Quality of care: 

B. Network adequacy: 

7. How many personnel do you have processing the complaints? 

8. Please describe the full-time employee staff at your agency that is dedicated to regulation of managed care entities: 

August 6, 1999 



b e d  Care Survey 
Page 5 

9. Please describe any contract personnel utilized by your agency to regulate managed care entities: 

10. What is your total annual budget attributable to regulation of managed care entities or any definable part of that regulatory 
activity? Please estimate if you are unable to provide an exact figure. 

11. What are all the sources of ft~nding for your regulation of managed care entities, and their approximate proportions? 

12. Do you need additional staff or resources to be effective, including health care administration resources? Yes/No 

If yes, please describe: 

August 6, 1999 



a e d  Care Survey 
Page 6 

How much additional funding do you estimate would be required? 

13. Please briefly describe the information systems you use in regulating managed care entities: 

A. Hardware: 

B. Software, including any databases and programs specially developed for the regulation of managed care entities: 

C. Personnel: 

14. Based on what you believe the overall managed care regulatory system should accomplish in your state, how would you assess 
the effectiveness of your actual regulatory system of managed care entities, on a scale of 1 to 10 (1 being least effective and 10 
being most effective)? 

1 2 3 4 5 6 7' 8 9 10 
Comments: 

August 6, 1999 



Page 7 

15. Are there any changes to the regulation of managed care entities scheduled to be implemented in your state that would change 
your responses to any of the foregoing questions? YesINo 

If yes, please describe those changes. 

16. Comments: 

Check if you would like to receive a summary of the survey results. 

Name & title of person completing the survey: Phone number: Address: 

Please return surveys to: 
Arizona Department of Insurance, Life and Health Div., 2910 N. 44t" Street, 
Ste. 210, Phoenix, AZ 85018 or Fax to (602) 912-8453. 

August 6 ,  1999 
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Managed Care 0 ht Survey Results 

STATE 

Alabama 
Alaska 
Arizona 

California 
Colorado 

Connecti 

1 

 ela aware 1 'HMO 
HSC 

Resp 

1 

1 

HSC: 

# of Entities / # o f  

HMOs 

1 

10 
3 

Arkansas 

HMOs 
NP 
PPD 
LSLPN* 

I DHSS - Dept of Health & Soc Services I Del.C.Ch 64 I 

Financial 

12 

Dntl Svc Corp 

PrepdDntlPlan 

HMOs 1 

I 

~Ren. 69 ~Req. 69 I 

DHSS-Title 16 

Del.C.Ch 91 

DO1 Title I 8  

Condition Rcvd 

452,126** 
2,494,633** 

1 
8 

9 

19 
4 
9 
8 

All Insurance Dept authority is found in Title 38a of CT General Statutes 

2 2 6 , 3 4 2 ' ~ 0 1 / ~ ~ ~ ~  

Ch. 23 & 63 Ch. 63 

I I I I 

Enrollees 
Market 

Regulated / Licensees 

1,634,071* 
HospMedDntlSvcCorp 1 

266,616 
HMO: 

(Title 16) 

Licensing Conduct 

/456,470* 
460,766** 

Svc Corp: 

~ ~ ~ 5 2 0 - 8 2 5  

OptmSvcCorp 

1,581,318 
1,037,186 

267,084 
164,401 

'LSLPN (Imt svc lic prov ntwrk) lic isn't limited to 

Medicaid prog, however, the currently lic entities are 

only auth for mnti hith care svcs for Medicaid recip. 

I 

DO1 
DOI-Title I 8  

Quality 

DO1 

2 

DHSS 
DO I 
Ch. 91 

DO1 
DO1 
Ch. 64 

of Care 

HMO: 

ARS520-1052 

§§20-828,830,§20-441 

'approx. as of 12/98 

I 

I 

Ins. Dept 
860-297-3859 

Ins. Dept 
860-297-3835 

367,000 

NP-~onprft svc corp 

DO1 
DO1 
Chs.23 & 64 

Network 

831,832 

Ins. Dept 

DO1 

"as of 12/98 

271,193 

DO1 
DO1 
DO1 
DO1 

HMOs 

DHSS 

Ch. 91 

Adequacy 

~520-1054-56 

AAC R20-6-405 

et seq 

Ins. Dept 

DOllCDPHE 

DO1 
DO1 
DO1 

I 

DO1 
DO1 
DO1 
DO1 
CDPHE - Col Dept of Pub Hlth & Environment 

Health care including mgd care entites are governed by Title 10, Article 16, along w l  

15 

Provider 

Ins. Dept 

DO1 

Contracting 

520-441et seq. 

S20-1061 

hrmlss &gag cl 

§20-833 

CDPHE 
DO1 
DO1 
DO1 

Ins. Dept 
860-297-3800 

several regulations. 

I 

Risk 

Ins. Dept 

DHS 

Ilns. Dept 
860-297-3614 

DOIIDHSS 
DO1 

DHSS 

Ch. 91 

Shifting 

AACRS-12-1 11 

AACR9-12-116 

5520-2530-39 

CDPHE 
DO1 
DO1 
DO1 

Ins. Dept 
860-297-3878 

DHSS DO1 
DO1 

Grievance 

DHS 

Ins. Dept 

UR Agents 

§§20-2501-11 

Utilization 
& Appeals 

AACRS-12-1 1 1 

Review 

I 

DOI* 

AACR9-12-112 

Ins. Dept 

DOIICDPHE 

DO1 
DO1 

, DO1 

I I 

'Itd to IIC of 

/ UR Agents 
I 

I 

DO1 
DO1 
DO1 
DO1 

DO1 

'Itd rev for hold 

DOI* 

*Itd to lic of 

DO1 
DO1 
DO1 
DO1 

DOliCDPHE 

DO1 
DO1 
DO1 



ht Survey Results 

Areas that should Does state er Complts # personnel F-T staff 
/ Premium Forms & be regulated coordinate multi- per month processing managed care Personnel 

STATE 1 Rates Advertising but, are not agency regulation? Qual. of carelNtwrk adequ. complaints Salary/# positions Salary/# positions -- 
I 1 

1. - - 

~ l a s k a  1 
Arizona 1 -  DO1 1 - 1 N o /N/A 1 - 1  *.75lnsur An 111 $34,097-52,145 1 1 Fld Sprvr $42.25/hr 

1 /§§20-1057(~), 1 1 1 1 1*.751nsur ~n 11 $27,901-43,001 ) 1 Sr Exmnr $37.77/hr 
20-1067 0 

1 1 AAc R2o-6-201 

/ ~ 2 0 - 8 2 6 ( ~ )  /§§20-443.20-826 

AACR~O-6-607 ~AAc  R20-6-201 

*.75Adm Asst i l (Cons Spec) " " / 1 UR Exmnr $42/hr 

*.75Legal An(JD)$31,072-47,681 I ~ - ~ A F E / C F E / C P A $ ~ ~ - ~ O O / ~ ~  
'Added in FY 97-98 as oart of the Hlth Care A o ~ l s  law- 

Arkansas N o 

~ a l i f o z i a l  

- 

I 

DO1 
DO1 

Colorado 

DO1 1 existence for 2yrs. Mem- health care the complaint personnel, there /authority to contract 

DO1 / DOI / bers include DOI, CDPHE, / /complaints. a re  a min. of 7 staff members /review of various 

--! 1 

11 UR Nurse Coordin. $55K-61 K 

1 I Attorney $45K-$56K 

have other duties 
N o 

DO1 
Do1 

Connecti 

I 1 I 1 I 1 1 / 1.5 Ins. Financial Examiner $65K 1 I 

NO 

I c D H c P & F ( M ~ ~ ~ ~ ~ ~ ~ ) .  Grp 

meets once every 2 mos. 

Subgrps review specific 

areas of mad care. 

~ ~ ~ - - - - ~ ~ .  
NoneINone 

Ins. Dept 
860-297-3891 

1 1 1  I there has been little coordination CIE $65,500 annual 

Yes 
Interagency wrkg grp in 

performing in house fin & oper 

reviews, along wlreview of other 

regul entities. Also, examiniation 

staff and staff actuaries. 

I 

I 1 1 1 / betw. our aaencies.however it 1 1 1 I 

2 P-T Empl. 

aspects of a managed 

care entity operations. 

3.5 Examiners $41K-60K 

Ins. Dept 
860-297-3862 

I 
Delaware1 DO1 

/ DO1 

7 

NIA 

Tltle 16 Del C.Regulatlon 

69 was effective 1/1/99 

Due to the effective date 

,of this DHSS reaulation. 

DOIIDHSS 
Do1 

specifically for Health Care Appeals. 

No 

1 
I 

None work F-T, 

8* 
*Handle all 

Referred to DHSS 

, 

is anticipated that there will be 

coordination of efforts in the future. 

None 

No 

No pers are solely dedicated 

to mgd care reg. In addition to 

3 people 

handle llfe & 

health 

,com~laints. 

By statute, the Com- 

missioner has the 

NIA 13-4 

6 Actuary $68K-87K 

1 Deputy Ins. Comm~ss~oner 

1 Ins Research Senlor Analyst 

1 Consumer Svcs Superv~sor 

3 Consumer Svcs Investlaator 

0 dedicated 
to mgd Care 

2 lndep contractors 

Mkt cond, CIE $80/hr 

50 lndep contractors 

Fin exam. CFE. AIE. 

.6 Director $73~-94K 

1 Program Manager $65K-84K 

, 

None 



Managed Care 0 ht Survey Results 

/ Annual / of 
STATE 1 Budget / Funding 

I 

I /  evolving Fund 1 
1 

Need 
additional 

staffinglfunding? 

I 

ppppp 

Omnibus 

Appropriations, 

lnsur Exam's 

Alabama 
Alaska 
Arizona 

agency syst wino 

coord mech & hlth 

svc del corn0 IS inact~ve 

Arkansas 

pppp 

- 

California 
Colorado 

Info. System 
HrdwrISftwr 

Personnel 

LAC &AS 400 

No dedicated 

S V S ~ ~ ~ S .  

Unable to 

determine 

NIA 
1 NO one / ~ i v ' s  budget 

- . . 
lof mgd 

lcare ent~t~es. 

i I 

4 
Our Syst is deficient 

tn that we hav a dual 

Self-support 

from fees 

However, changes 

in the market place 

could result in 

staff resource 

iindiv. dedi- 

icated to 

ioversiqht 

Effectivene hanges to 

N o 

NIA 

is not segre- 

gated by entity 

t v ~ e .  

changes. 

Delaware 

Send 
cpy of 
results 

of your 
system 

NIA 
~~~~~~ 

dedicated to 

managed care 

entities. 

to the constant 

changes in this 

f~eld. 

N o 

~~~~~~ 

~ o t  

separately 

funded 

Connecti 

/on the Industry 

Cmmnts 
mgd care 

legislation? 

Not ~resentlv 
Regulation of mgd 

care op's appears 

to be good. New 

issues arise due 

~ o t  

specifically 

budgeted 

Can't 

estimate 

lntgrtd w/ other 

Dept functions 

Difficult to 
Assess 

answer. 

~ o t  s~ecificallv 

General Fund 

Assessments 

managed care 

regulation. 
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No 
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Yes 

More appropriate 
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N o N o 
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Managed Care 0 ht Survey Results 

/ Resp Entities # of # of Financial Market Quality Network Provider Risk Grievance Utilization 
STATE / Rcvd Regulated Licensees Enrollees Licensing Condition Conduct of Care Adequacy Contracting Shifting & Appeals Review 
--------- 
Minnesot 
Mississip I 

Missouri 
Montana I 1 I I 
Nebraska I 
Nevada j 1 /HMOs 10 325,288 DO1 DO1 DO1 DHS DO1 DO1 DO1 DO1 DO1 

/ PPOs 77 NIA DO1 DO1 DO1 DHS DO1 DO1 DO1 DO1 DO1 
ISSPHCP 8 NIA DO1 DO1 DO1 DHS DOIIDHS DO1 DO1 DO! DO1 

PerkinslCarbon D. Carbon D.Carbon Y. Sylva DOI-G.Perkins G. Perkins /G. Perkins IG. Perkins G. Perkins 

HMO NRS 695C NRS 695C&G NRS 695C NRS 695C l~~sssscs~ncsssc N R S  695C&G NRS 695C 
PPO NRS 689B NRS 6956 NRS 695G NRS 689B / NRS 695C NRS 695G 

-- 

New Ham 
New Jers 1 HMOs l6AcVlO lnact 2,311,841 DOBIIDHSS DOBl DOBl DHSS DHSS DOBIIDHSS DOBl 

i 
DOBIIDHSS DHSS 

DPOs 2 1 860,958 DOBl DOBl DOBl DOBl DOBl DOBl DOBl DOBl DOBl 
DSCs 2 532,382 DOBl DOBl DOBl DOBl DOBl DOBl DOBl DOBl DOBl 
PPO(SCA) 34 NIA DOBl DOBl DOBl DHSS DHSS DHSS DOBl DOBl DHSS 

1 IHMOs NJSA 26:2J-1 et seq., NJAC 8:38-1 et seq. 1 1 1 1 I I 1 1 
I DPOS NJSA 17:48~-I et seq. , NJAC 1l : lo- le t  seq. DOBl ~ e ~ t ' o f  Banking and I ~ s u ~ .  DHSS Dept o f l~ea l th  and senior Svcs 
IDSCS NJSA 17:48C-1 et seq. , No regulations - n - 

New Mex I I I I I 1 I I I I I I 1 
I 1 I I I I I I I 

New Yorki 
N. Caroli / 1 1 I 

I . . - - . . - . - I 

Ohio 1 HIC-FUII Svc 3 3 2,853,256 ODIIODH OD1 OD1 ODIIODH ODH OD1 OD1 OD1 OD1 
HIC-Specialty, 18 862,659 ODIIODH OD1 OD1 ODIIODH ODH OD1 OD1 OD1 
Supplemental HIC-Full Svc 0 ~ ~ 1 7 5 i o i - 0 6  Yes Yes 1754.73-.74 1751.04, .05 1751.13, .60 Yes ,1751.19, 811- 89 1751.78-.82 

1 HIC-Specialty i7si.oi-.os Yes Yes 1751.04, .05 1751.13, .60 Yes 1753.13 

1 1751.19 

I I I I I I I I I 

Oklahoma 1 
1,724,328* The Oregon Ins. Division does not segregate position responsibilities by type of entity for health insurance products. 

94.251 * A- M. Nunez R.Latham J.Goodpaster K.Barrie K.Barrie 

Other** 0 947-7205 947-7269 / 947-7269 

ORS / - see survey / 
1 I I 1 OAR I - See survev I I I I I I I I 
7 I *#  of enrollees per entity for carriers w/$2 mil or more in premium. 

**Oreaon allows indemnitv insurers to offer rnanaaed care ~roducts. 
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Managed Care 0 ht Survey Results 

1 / Premium / Forms & 
STATE 1 Rates /Advertising 

I 

S. Caroli 

Areas that should 
be regulated 
but, are not 

Does state 
coordinate multi- 

agency regulation? 

Ins. Dept 
A.Bishop 

Ins. Dept 
L.Jones 

I 

5.. Dakota 
I 

I 
rennessei DO1 / DO1 

11 1.707 1 I 

-- 

I I I I I 

dermont ! I 

Yes 
Trans w1Affiliates 

N o 

, 

- 

Utah 

er Complts 
per month 

Quai. of carelNtwrkadequ. 

The SC Dept of lnsur 

is likely to support any 

8031737-621 0 / 8031737-61 65 

TDI 
TIC 20A.1 I &  

4 
1 
I 

15 F~nancial Analyst $29K-$50K 1 
I 

Pennsvlv---- I 

legislation that provides 

for an external 

grievance procedure. 

Group rates 

do not require 

/approval. 

Yes, adequ of delivery 

system & qua1 of care - 
regulated by Hlth Dept. 

4.11,26& 

20A.O9(b) 

Texas 

----- DO1 

dirginia 

i 

# personnel 
processing 
complaints 

p--p-pp 

Yes 
Medicaid HMOs. 

38-33-80 

38-22-140 

TDI coordinates wlother 

agencies such as Dept. 

of Hlth & HCFA. 

21.21 1 
TAC Ch. 11 1 

TDI 
TIC 20A.33. 

, 
i 

et seq. ; l4VAC5- led; HMO premiums are / to provide info to legisla- I 

I 18. Weidner 10. Weidner 1 

several staff 

in this area. 

/ see  38-33-80(7)(~)/ 

8.1Nurse Consultant $38.5K-50K 

14.6 Insur. Specialist $23K-37K 

2.6 Insur. Technician $12K-23K 

5 / 10 

TAC 11.700- / 

11.2 Ins. Tech $26,670-40,005 

dashingtc 

F-T staff 
managed care 
Salary/# positions 

10-20 (usually a dispute 
over covered benefits) 

Total 2 - Portions of other posi- 

tions are devoted to HMO: Legal, 

Deputy Dir, Chief Fin Analyst, 

Examiners, Cnsmrs, Frms, Agnts 

BOI 
J.Cunningham 

38.2-316 

Personnel 
Salary/# positions 

3 Life & Hlth 

I 2  DO! notified of Hlth Dept's findings & actions. 

Yes 
Mtgs & infrml discussions 

wlBOI,VDH&Legislature- 

Subcommittee work intlv 

210-10 et seq. 

OIC 
OIC 
OIC 
OIC 

I 
May be assign- 

6 F-T 
8 P-T 

,TDI has sole regulatory 

authority for HMOs. 

BO I /Yes 

ed to any of 

3 Investigators $18.800 - 27,800 

2 Examiners $27,500-57.500 

39 / 60 

Responsibility of VDH 

W.Hazelwood 

14VAC5-130-10 

14.5 Sr. Mkt Exmr $38,282-59,337 1 not regulated. 

OIC 
OIC 
OIC 
OIC 

$37,540 - 69,451 

Actuaries 

1Dir HMO Qual Assur $45K-58K 

I Dir HMOIURA $41 K-$50K 

Some PPOs are not 

classified as MCHIPs; 

TPAs are not re~ulat- 

ture on regulatory over- 1 

1 Dental Examiner 

per contract 

7 Examiners 

4 Secretaries 

1 Supervisor 

N o 

I 

.3Chf Fin.Auditor $56,048-86.875 / Actuarial Consultant 

sight of mgd care entities. 

NO 

1.5Princ Fin Exmr$46,321-71,797 

5 Sr Fin Exmr $38,282-59,337 

.25 Ins. Exmr $34.802-53 943 

Varies 

31 12 None 5.5 FTEs 

3.5 Ins. Mkt Exmr$34,802-53,943 

1.5 Princ Mkt Exmr$46,321-71,797 

WA gave org chart for entire 

Department, not broken down 

,into mgd care staff. 



LOPE-Z'QF 

'9bZ 'QF 

IF*-z WF :OOZP 

aseq elep anb!un 

walsl(s 6~ !y3eJ l  

I!~W'PJOM 'la3x3 

a ~ m  p6w lie uo 

swxa w ~ o y a d  A[ah!l 

- 3 a ~ a  louue3 fieis 

. sanua~a~ pun41 

le~aua6-uou/ 

aleJa~a6 saajl I 



I 
TOTAL 1 24 / 

Managed Care 0 ht Survey Results 

Quality 
of Care 

Market 
Conduct 

Type of 
#of  1 # of 

I 
Licensees / Enrollees 

Network 
Adequacy 

/ Resp 
STATE 1 Rcvd 

I /of enrollees are 

under rngd care plns. 

Entities 
Regulated 

WA included copies of relevant laws and regulations (Revised Code of WA & WA Admin. Code). 
WA has laws for all areas except Quality of Care. 

Licensing 
Provider 

Contracting 

HMOS& 

W.Virginia 
Wisconsin 

Financial 
Condition 

1 Risk Assuming 

/ PPOS 

Wyoming 

Risk 
Shifting 

3 1 

Grievance 
& Appeals 

Utilization 
Review 

Ins. 13,925 Ins. 
W~lder&Stackis 

26-34-1 12 1 

Ins.lHealth 
-- 

I 
None 
-- - 

Health Ins. 
L. Johnson 

26-34-103 26-34-117 

Ins. 
L. Johnson 

26-34-114 

Health 
D. Stackis 

26-34-108 

Ins. 

Reqs.Ch138826-34-105 

L.W~lder / L. Johnson 

I 



Managed Care 0 ht Survey Results 

STATE 

W.Virgini2 
Wiscnnsin 

Areas that should Does state Co er Complts # personnel F-T staff 
Premium Forms & be regulated coordinate multi- per month processing managed care Personnel 

Rates Advertising but, are not agency regulation? Qual. of carelNtwrk adequ. complaints Salary/# positions Salary/# positions 

---- 

. . . - - - . . - . . . 
Wyoming / Ins. 

IL. Johnson 

-- 
I 

- 

Ins. 
L. Wilder 

Insur. Stds Consultant* 

N o 

/ 26-34-1 17 /Client Rights Advocate* 

N o I (not F-T) Chief Financial Examiner* 
Senior Examiner* 



Managed Care 0 ght Survey Results 

STATE 

I 

W.Virginie 
Wisconsin 
Wyoming I~nknown 

I I / assessments. I 14300: PC Focus 1 1 1 13% of mkt ne- I 

/budget is funded / / 1500 - moving to / Only a 24 person I 

T 
Annual 
Budget 

hlth insur. 

Total Dept 

HMOs, all Pro\ 

/ mvg to Oracle 8 1 

Sources 
of 

Funding 

N 0 

/through 

netration. Only 

I 
sell to grps. 

Need 
additional 

staffinglfunding? 

Compact Proliant 

r 
 ell Power Edge 1 ~ e ~ a r t m e n t  sponsored, rep 

Info. System 
HrdwrISftwr 
Personnel 

7-8 N 0 

Effectivene Changes to Send 
cpy of 
results 

of your 
system 

Yes 

Cmmnts 
mgd care 

legislation? 
survey. 

We have 3 lic. 
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OVERVIEW OF HMOs 

State ] Governance1 Risk Management 
Cslorado lnsuranca Commission requires: 

Annual repor: fiiings inc!uding all policy fwms and 
c6rtification of compliar,ce with law 
Ail cer8ficates. rates and evidence of coverage 
must be filed fu approvai 
Complaint system must be approved 
A system of public input inlo policies and 
operations of each Plan 

The Insurance Commissionsr: 
Sets loss ratios and monitcrs loss ratios 
guarantees 
Cmducts examinations of HMOs at least every 5 
years. 
Has right to suspend or revoke cartificate of 
author~ty fcr noncompiiance 
Monitors risk adjustment in Small group market 
through loss ratios. If this bcok of business 
exceeds 95%. then the guaranteed issue 
requirement for small groups can be suspended 
fcr one year. 

Qualitv of Care 
Insurance Comm~ssion must approve 
complaint system. Includes: . t of complaints . Underlying causes, number. 

amount and disposition of 
malpractica cases . A summary report of all written 
complaints. 

h.tust arrange for ongoing quality of 
health care assurance program for 
precesses and outcomes 

See access plan under Netwcrk 
Adequacy 

/ Provider Contracting 
' Provider Contract requirements regulated by 

statute: 
Mutual prohibiticn on protestjng or 
expressing disagreament w~th a medical 
decision, medical policy or medical 
practice of the carrier or provider 
Prohibits carrier from terminating 
provider conbact for disagreeing with 
carrier's coverage decision, assisting 
covered persons with reconsideration of 
coverage decisions. M discussing 
alternative treatments with patients. 
Termination without cause provisions 
must be subject to the same nctice 
requirement for each party. 
Cmmissicner does not arbitrate or settle 
disputes between providers and carriers. 
All provider contracts must comply with 
the statute and applicable regulations. 
and must contain a provision stating 
adhuence lo the statute. 
Tuminaticn without cause provision 
must be 60 days minimum 

Network Adequacy 
Nehvork must be sufficient in numbers and 
types of providsrs to assure that covered 
services are available without unreasonable 
dday. 

Carrier can use any reasonable criteria to 
establish nehvork but proximity is to be 
considered. 

An access plan must be made available to 
public. The access plan must demonsbate: . Adequate number of accessible acute 

care hospital services within a 
reasonable distance cr travel time or 
both 
Adequate number of primary care 
providers and specialists 
Prccedures for making referral 
Praess for monitoring the sulficiency 
of the network . The carrier's quaiity assurance 
s'adards 
Cwriers efluts to address limited 
English proficiency . Illiteracy, diverse cultural backgrounds 
and physical cr mental disabilities 
hlethod fcr tracking clinical outcomes 
and consumer satisfxticn 
Method for infcrming covered persons 
of grievance procedures . Availabil~t.] of s p ~ i a l b j  medical 
ssrvices 
Prccess for choosing and changing 
network providers 
System fcr ensuring ccordination and 
continuity of care fcr covered persons 
to specialty providus 
Prccedures for prov~ding emergency 
care 
Continuib/ of care ucon termination of 

Other 
HMO oblans a certificate of 
authority from Insurance 
Commissicner. Application 
rquires: 

Verification by officer 
Copy of basic 
organizational documents 
Bylaws 
List of names and 
addresses of board of 
directors 
Ccpy of any contract with 
providers 
General statement 
descr~bing the h ~ a l t h  pian. 
its faciiities and perscnnel - Copy of form of evidence 
of coverage 
Ccpy of form of Sroup 
contract 
Financial statements with 
three year projectjon cf 
operating expenses 
Marketing plan 
Statement of gfficraphic 
area to be served . Description of ccmplaint 
prccess 
Description of procedures 
and programs to be 
implemented to meet !he 
quality of care 
rquirements . Description of mechanism 
by which ~nrcl lees are 
given opportunity to 
participate in matter cf 
pclicy and operation 
An access plan fcr each 
seoarate network of the 



OVERVIEW OF HMOs 

State 

Orwon  

h!2ina 

Governance1 Risk blanagement 

Department of Consumer and Business Services 
(Insurance Divisicn) oversees HMOs and requires 
insurers to tile: 

All rates, schedules and changes 
individual rates annually based upon gecgraphic 
average rate (no individual undermiling allowed) 
A single geographic rate for each benefit plan 
offered to small employer groups and must be 
determined on a pooled basis 
An annual summary describing all utilizaticn 
review acfivities and functions 
An annual summary of the quality assessment 
activities relating to quality improvement goals 
and credentialing of providers. 
An annual financial audit 
Results of HCFA repcrts and accreditation 
surveys by national accreditation organizations 
Summary cf screening and disease prevention 
programs and activities related to specific 
ccndiBcns identified by a consortium 
Annual summary cf the scope of the provider 
nelwcrk and monitoring xtivities 
D~sc!osure cf material transac!ions within 15 days 
&tar the end of the month of transx3cn 
Risk based capital report (FiBC) 

Direc:or can adjust REC plan, request cctrective 
action plan, enfcrce with hearing or take over conlroi of 
insurer based upcn RES report 

Director has aulhcrib{ to order compliance wim rating 
rqulabcns and may suspend cc revoke insurefs 
license fu falure to ccmply or willful en~agement cf 
prohibited cr fraudulent ac:s. 

Superintrndent of Insurance and Cornmissicner of 
Human Services have joint authuibj over HMOs. 
Either may iniliale proceedings and both have authoriiy 

Quality of Care 

All insurers must have a written policy 
of grievances and appeals and infccm 
enrollees of following rights: . At least two appeal levels . fiight to appear before a review 

panel 
Decision written in plan language . Method for appealing drug 
formulary decisions . How to obtain referrals and 
emergency services . How to change providers and the 
network available . Disclosure of any risk-sharing 
arrangement with providers . Method for protecting confidential 
information 

Uhlization fieview . A dcctor of Medicine or 
Osteopathy must make final 
determination of medical necessity . ~ ~ ~ ~ a l ~  of mscicd necessity must 
go to a consultant or peer review 
committed . Prior authorization appeals -2 day 
respcnse time limit 

Insurers must have: 
A qualib! assassment program to 
measure progress on specific 
quality improvement goals 
HEDlS reporting 

Carrier must establish and maintain a 
~rievance prccedure which must 
contain independent review and second 

Provider Contracting 

Insurer must make avallahle upon request to 
an enrcllae: 

The procedures for credentialing 
providers and how to obtain information 
about provider's qualifications 
A description of the risk-sharing 
arrangements 'wth providers 

Provider contracts shall include provision that 
provider not bill enrollee fcr amounts owed but 
no1 paid by insurer 

Insurer cannot penalize provider fcr 
communicating lo patient: 

treatment options 
the Patients medical condition 
general financial relationship with 
insurer 
referring patient to another provider 

P r b  authorizations are binding on the carrier 
a minimum of 5 days 

Every contract behveen carrier and provider 
must contain 

An aooeai process anproved bv 

Network Adequacy 
a provider 

Insurers must: . Offer a point of service product for ail 
groups w~th more than 25 employees 
(Federaily qualified HMOs exempt) 
Establish a method to provide 
enrollees, purchasers and providers 
with opportunity to participate in the 
pdicy and operations of the plan 
Monitor netwcfk to ensure all covered 
services are reasonably accessible to 
enrollees 

Annual summary on nehvork adequacy 
must include: . List of all providers 

Time frames for access to services . Cmtinuity of care during service 
disruptions . Access to services fcr enrdlees with 
special needs . ldent~fication and resciution of access 
problems . Communication wirh enrollees and 
providers 
Program evaluation 

HhlO must: . Provide reasonable access to heaim 
care services in xccrdance with 

I Other 
HMO, and requires 3C-day 
notice of moaification to 
plan. 

The HMO shall establish a 
mechanism by which enrollees 
are given oppormn~ty to 
par7ic:pate in matter of poiicy 
and operation 

HMO obtains a certificate cf 
authority from Insurance 
Superintendent aner approval 



OVERVIEW OF HMOs 

State 1 Governance1 Risk Management 
to amend, modify or refuse to renew any cert~ficate of 
author~ty 

Carriers must submit the foilowing annuaily to the 
Insurance Superintendent- 

Eaei i ts and exclusions 
Savices requiring copayments or deductibles 
Restrichons on access to certain provider types 
Services available only by referral 
Prior authorization requirements 
Description of compensab'cn methods to providers 
Renewal terms for enrollees 
Description of how carrier addresses timely 
access and grievance issues 
Ccmpiiant, adverse decision, prior authorization 
denials, and enrcllee overturned appeal ratios 
Upon rcquest. HMO must h.rn over any audit 
work papers frcm an audit ccnsuitant 

Insurer must repcrt material transactions to 
Superintendent monthly 

Superintendent may examine HhiO not less than once 
every three years 

Superintendent has authority to assess civil penalties 
in amounts cf $2W0-$15,WO per violation, issue 
cease and desist orders, award cquitzhle relief, issue 
letler of recrimand u censure, c~der refunds or 
reshtution fcr violations of statutes or regulations. Can 
also revcke cr suspend certificate of authority 

' The Commissioner of Human Services: 
Issues HMO certificata of n s d  to operate HMO 
(see zlso Quality of Care Sx5cn)  
Examines the HMO concerning quality of heallh 
czue services not less than cnce every three 
years 

HI.!O rqui red to: 

Network Adequacy 
standards developed by 
Superintendent 
Consider geographical and 
transportation problems in rural areas 
Develop a plan for provicing services 
to rural and underserved populahons 
as a prerequisite for certificate 
File report annually with 
Superintendent 

Quality of Care 
oplnion: . Requests for Prior authorizations 

must be hancled in 2 business 
days 

Ongoing quality assurance prwram 
with written standards is required (must 
be available for examination by 
Superintendent or the Department of 
Health Services) 

Once a determination that a particular 
service is covered, it cannot be denied 
based on enrollee's age, nature of 
disability or degree of medical 
dependency 

Commissioner of Human Services 
oversees HMO quality issues. The 
HMO must: 

Establish and maintain procedures 
to assure enrdlees receive 
consistent quality of care--to 
include availability, accessibility 
and continuity of care . hlonitor and evaluate the health 
care services provided by its 
providers . Assess and corred areas 
identified tor improvement . Keep formal minutes of quality 
assurance program meetings . Ensure adequate maintenance 
and use of patient r e m d  system 

If HMO loses 5 cf more PCPs in any county 
in a 30 day period, it rnust notify the 
Superintendent within 10 days 

Provider Contracting 
Superintendent 

Credentialing standards: - Must be in wr~ting . Be objec'jve . Be subjsct to appeal precess 

Carrier may not terminate or discipline 
provider for advocating for medically 
appropriate care fcr an enrollee 

Carrier may not terminate or nonrenew a 
provider's cwhact  until i t  provides 60 days 
prior written explanation and oppcftunity for 
hearing (even if contract contains a 
termination without clause provision) 
Hearing panel must include at least 3 persons 
and 1/3 must be a clinical peer in the same 
discipline as the provider under review 

Provider contract cannot contain a provision 
requiring the provider to indemnify the carrier 
fcr expenses incurred when carrier is at fault 

Provider contracts must include provision that 
provider not bill enrollee for amounts owed but 
not paid by insurer 

Provider contract must contain a provision for 
provider to notify HMO between 60 and SO 
days prior to termination. 

HMO network must include chiroprac5c 
services and allow sdf-referrals 

1 Other 
from Department of Human 
Smices approves certjficate of 
need. Appiication requires 

Verlficaticn by offica 
C w y  of basic 
organizational documents 
eylaws 
List c l  names and 
addresses of board of 
directors 
Copy of any ccntractwiih 
providers 
General statement 
describing the health plan . Its fazilities and personnd 
C q y  cf fcfm of evidence 
of coverage 
Copy of fc<m of group 
contract 
Financial statements 
Marketing plan 
Statement of gec~raphic 
area to be served 
Description of complaint 
and grievance prwess 
Description cf prccedures 
and prcsrams to be 
implement& to meet the 
quality assurance 
rquiremonls . Description cf mxhanism 
by which enrollees are 
given oppcitunibj to 
participate in matter of 
pclicy and operation 
Descripticn of prccedure 
to report statistics and 
utilizalicn . Insc4vency plan 
List of all providers 

HMO must maintain a minimum 
fidelity bond cf 5250.0CO 
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OVERVIEW OF HMOs 

Flcrida Agency fct Health Care Adminisbation (Agency) and 
Department of lnsurance (Department) jointly govern 
HMOs. 

Other 

HMO must receive health care provider certificate from 
the Department of Health (every 2 years) and a 
certificate of authotity from the Department of 
lnsurance 

Network Adequacy 

HMO must maintain a minimum surplus level of greater 
of $1.5 million. 10°,6 of total liabilities cr 2% of total 
annualized premium 

Provider Contracting State I Governancd Risk Management 

I 

HMO may instead provide a written guarantee by 
guaranteeing organization meeting specific 
rquirements. 

Quality of Care 
made by a physician 

Rqui red deposits for Hh!O's: 
S10,OCO fcr Rehabilitalion Administrative 
ExpenseFund 
$300,000 minimum market value up to $2 million 
i f  financial condition deteriorates 

Department has right to approval: 
A S 0  conbacb 
provider conbscts other than individual providers 
management services 
contracts with affiliated entities 

Department has right to rqu i re  cancellation of contract 
i f  detrimentai to subscribers, stockholders, investcrs or 
creditors of HMO 

Carriers are not allowed to deny a claim 
using general terms such as: 

'experimental procedure not 
cover& . 'cosmetic procedure not coverecf . 'services included under another 
procedure" . 'not medically n e c e s s d  

HblO must have a quality assurance 
program that: . Ensures services are rendered 

under reasonable standards 
consistent with medical practice in 
the community . Contains written goals and 
objectives . Inc!udes methcdology for ongoing 
monitoring and incorporation of 
findings . Rquires procedures for remedial 
actions . Contains credentialing procedures . Provides that the professional 
judgment of a physician cannot be 
subjet to mccification by HMO 
unless inccnsistent with prevailing 
medical practice in community . Subscribers have right to second 
opinion during disputes (at no 
cost to subscriber from contracted 
provider) . Requires HMO lo provide to 
A~ency  indcatcrs of access and 
quaiity of care at least every two 
years . Ccnducts standardized customer 
satisfaction surveys and submit to 
Agency 

HMO rnust have a grievance procedure 
for subscribers consisting of: 

allowing services from physician assistants. 
HMO and provider rnust allow up to 60 days and nurse 
continuinq care for subscriber wlth certain 

Provider contracts must contain a provision 
that conbact can be cancelled upon order of 
the Department 

HMO must file with Department financial 
statements for all conbact providers who 
assume 1096 or mcte of the risk 
Provider contracts shall include provision that 
provider not bill enrollee fcf amounts owed but 
not paid by insurer 

All provider contracts must be in writing 

Providers must give HMO and Department 60 
days notice of termination 

HMO must give 60 days written notice prior to 
twminalion without cause of provider unless 
patient's health is in i m m d a t e  danger or 
action by Board of Medicine resbicts license 

HMO contract cannot contain provision 
restricting communication by the provider of 
trealrnen t options 

condition; upon provider tamination I 

HMO must have: . Policy f w  determining when 
exceptional referrals to out-of-neiwork 
specialists are required fcr unique 
medical needs . Written policies for issuing stanoing 
referrals to specialists for subscribers 
w~ th  chronic or disabling conditions . Cenbalized credentialing prcgram 

15 days prior to expansion of g q r a p h i c  
nehvork, must prove that HhlO has 
adequate provider network for at least first 
60 days 

Network must meet generally accapted 
indushy norms fcr accessib~lity to providers 
with respect to: . Locations . Hcurs of operation 

A h  hours S ~ ~ C ~ S  . Staffing patterns 

Subscriber contract must contain provision 

HMO rnust pay any provider claim it does not 
contest cr deny within 35 days of receipt and 
must pay or deny claim within 120 days 

I HMO medical directcr must be licensed 

HMO obtains a csnificate of 
authority from lnsurance 
Superintendent Application 
rquires: 

Verification by hvo officers . Ccpy of basic 
organizational documents . Byiaws . List of names and 
addresses of board of 
dirfc!ors . Bic~raphical affidavits 
Fingerprints . General statement 
describing the health plan. 
its operations and 
grievance procedures. 
Ccpy of form of evidence 
of coverage along with 
table of rates . Financial statements 
biaketing plan . Staiement of geographic 
area to be sewed 
A feasibility study 
pufctmed by sctuary 
projecYng profitability 
Maintenance of minimum 
surplus levels. 

All Yiduciary" w Yiscal 
intermeciary services" 
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ASSUMPTIONS 

The Estimated General Fund Resource Requirements spreadsheet was prepared applying 
the following assumptions: 

1. No other legislation will be enacted that would have a synergistic effect on the 
difficulty, complexity or workload associated with administering the provisions of 
this proposal. 

2. The Department will be able to use independent contractor examiners paid from the 
Insurance Examiners' Revolving Fund (and reimbursed by the examinee) to perform 
on-site examinations of HCSO quality of care, network adequacy and access to care 
issues. 

3. The state will not change the salary schedule prior to the implementation afthe 
proposal and, on the averaze, will increase salaries by 2.5 percent in the second year. 

4. ERE is estimated at 26.84% of personal services, as provided in the BUDGET 
SCHEDULES AND INSTRUCTIONS MANUAL: OPERATING BUDGET AND 
FEDERAL FUNDS FOR FISCAL YEARS 2000 AND 2001, Governor's Office of 
Strategic Planning and Budgeting. 

5. Assumes all causes of workload increases associated with this proposal have been 

a identified and anticipated. 

6. Assumes additional space will be available in the Phoenix Financial Center into 
which the Fraud ~r&could be relocated, thereby providing necessary additional 
office space to accommodate additional staff required for managed care oversight. 
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ALTERNATIVES CONSIDERED 

The Department has considered the following office space alternatives: 

1. Relocate the agency's main Phoenix Office into adequate office space at a total 
additional first-year cost of $491,900 and $161,900 in additional rent in 
subsequent years. We believe the Department requires a total of 36,000 usable 
square feet, an addition of 7,000 square feet of office space. The Department 
presently pays $450,100 for its existing space in the Sun State Building. 

Assuming $17.00 per usable square foot per year (rent is usually based on a 
higher "rentable square footage), the Department would require at total of 
$612,000, an increase of approximately $161,900 annually. 

The Department would need to pay costs of moving furniture, office equipment, 
telecommunications and computer systems. The relocation would require 
$300,000 in one-time funding. 

The Department would need to incur approximately $30,000 in costs related 
to it having a new business address (i.e. replacement of envelopes, stationery, 
business cards, forms, etc.). 

2. Expand the Department by 7,000 into additional Sun State Building office space 

a at  between $191,200 and $216,200 in additional first-year costs and $109,000 in 
increased annual rent thereafter. This alternative is predicated on the availability 
of additional space in the Sun State Building, which we believe is highly unlikely. 

The Department would need to have its existing facilities and the expanded 
facilities modified to enable staff to fit properly within the office space. 
Modifications would likely include demolition and construction of partitions 
(walls), installation of voice/data~electrical wiring, relocation and adjustment of 
HVAC components (vents, thermostats, etc.). Based on recent small construction 
project, we estimate these modifications would cost between $75,000 and 
$100,000. 

The Department would need to procure a moving company to relocate furniture 
and equipment into their new office locations at a one-time cost of 
approximately $6,000 (based on a $1,900 cost to relocate 20 workstations in 
March 1999 and the assumption that 60 workstations would be involved in the 
office relocations). 

The Department would annually require approximately $109,000 to pay the 
Department of Administration for the additional office space (lease-purchase 
and operatinglmaintenance payments) assuming extension of current per square 
foot costs to 7,000 square feet of additional space. 



The Department would require approximately $1,200 to have its Sun State 
office telephone system reprogrammed. 

3. Expand the Department by 3,000 square feet into additional Sun State Building 
office space at between $116,900 and $131,900 in additional first-year costs and 
$109,000 in increased annual rent thereafter. This alternative would provide the 
Department the minimum amount of office space necessary for the Department to 
provide a safe (although cramped) working environment for its employees. This 
alternative is predicated on the availability of additional space in the Sun State 
Building, which we believe is highly unlikely. - 
Q The Department would need to have its existing facilities and the expanded 

facilities modified to enable staff to fit properly within the office space. 
Modifications would likely include demolition and construction of partitions 
(walls), installation of voice/data/electrical wiring, relocation and adjustment of 
HVAC components (vents, thermostats, etc.). Based on recent small construction 
project, we estimate these modifications would cost between $65,000 and 

.. $80,000. 

The Department would need to procure a moving company to relocate furniture 
and equipment into their new office locations at a one-time cost of 
approximately $4,000 (based on a $1,900 cost to relocate 20 workstations in 
March 1999 and the assumption that 40 workstations would be involved in the 
office relocations). 

The Department would annually require approximately $46,700 to pay the 
Department of Administration for the additional office space (lease-purchase 
and operatinglmaintenance payments) assuming extension of current per square 
foot costs to 3,000 square feet of additional space. 

The Department would require approximately $1,200 to have its Sun State 
office telephone system reprogrammed. 

4. Rent 3,000 square feet of privately owned office space at between $175,000 and 
$200,000 in additional first-year costs and $51,000 in increased annual rent 
thereafter. This alternative would provide the Department the minimum amount of 
office space necessary for the Department to provide a safe (although cramped) 
working environment for its employees. Under this alternative, the Insurance Fraud 
Unit would be relocated to join the Arizona Insurance Guaranty Funds at the Phoenix 
Financial Center. The Fraud Unit was selected for relocation because it does not rely 
as heavily on interaction with other agency divisions as other units. This alternative 
assumes sufficient additional space will be available at that site. 

Fraud Unit furniture and equipment would need to be relocated and 
workstations within existing space will need to be relocated at a total cost of 
approximately $20,000. 



The Department would need to have its existing facilities modified to enable staff 
to fit properly within the office space. Modifications would likely include 
demolition and construction of partitions (walls), installation of 
voice/data~electrical wiring, relocation and adjustment of HVAC components 
(vents, thermostats, etc.). Based on recent small construction project, we estimate 
these modifications would cost between $50,000 and $75,000. 

The Department would require approximately $4,800 to have voice and data 
wiring installed in the space to be occupied by the Fraud Unit. 

The Department would require approximately $1,200 to have its Sun State 
office telephone system reprogrammed. 

The Department would require $45,000 to replace the existing eight-station 
telephone system with a 30-station phone system. 

The Department would require $3,000 to replace the existing 8-port LAN 
hub with a 24-port LAN switch. 

The Department would annually require approximately $51,000 to pay 
additional rent costs assuming 3,000 square feet at $17.00 per square foot -- the 
rate that will be paid by the Arizona Insurance Guaranty Funds after July 1,2000. 
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EVALUATION OF ALTERNATIVES 

Each of the alternatives presented has benefits and drawbacks. 

Alternatives 1 and 2 would provide the Department with a sufficient amount of office 
space to comfortably accommodate its employees; however, these alternatives are 
relatively expensive. 

In addition to the identified costs to the Department, Alternative 1 would also require the 
state to find another tenant for space vacated by the Department. 

Alternatives 2 and 3 would prevent the Department from having to obtain additional 
privately-owned office space, but are predicated on the availability of additional space in 
the Sun State Office Building, which is quite unlikely. 

Alternative 4 would enable the Fraud Unit, with the identified LAN switch, to share the 
remote local-area network with the Arizona Insurance Guaranty Funds. This alternative 
would only partially alleviate the Department's overcrowded conditions and is predicated 
on the existence of additional space in the Phoenix Financial Center. 

RECOMMENDATION 

Because it is unlikely that additional Sun State Office Building space will be available 
and because of the great expense associated with relocating the entire agency, we have 
presented Alternative 4 in our Estimated General Fund Resource Requirements 
spreadsheet. 


