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HOUSE BILL NO. 144

2 INTRODUCED BY SIMON
3 BY REQUEST OF THE LEGISLATIVE AUDIT COMMITTEE
4
5 ABILLFOR AN ACT ENTITLED: "AN ACT REDUCING THE NUMBER OF MEMBERS THE STATE AUDITOR
6 SHALL APPOINT TO THE BOARD OF DIRECTORS OF THE MONTANA SMALL EMPLOYER HEALTH
7  REINSURANCE PROGRAM; AMENDING THE BOARD'S MEMBERSHIP; ELIMINATING THE STATE
8 AUDITOR’S AUTHORITY TO APPROVE THE MONTANA SMALL EMPLOYER HEALTH INSURANCE
9 PROGRAM BOARD'S PLAN OF OPERATION; ELIMINATING THE STATE AUDITOR'S AUTHORITY TO
10 INTRODUCE AND TO ADOPT A TEMPORARY PLAN OF OPERATION; AMENDING SECTIONS 33-22-1818
11 AND 33-22-1819, MCA; AND PROVIDING AN IMMEDIATE EFFECTIVE DATE."
12
13  BEIT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA:
14
15 Section 1. Section 33-22-1818, MCA, is amended to read:
16 "33-22-1818. Small employer carrier reinsurance program -- board membership. (1) There is a
17 nonprofit entity te-be known as the Montana small employer health reinsurance program.
18 {24a+ The program must operate subject to the supervision and control of the board. The board
19 consists of nine members appointed-by-the-commissioner plus the commissioner or the commissioner’s
20  designated representative, who shall serve as an ex officio member of the board.
21
22

23 serRissioner—Atleast-si¢ Five of the members of the board must be representatives of each of the five
24 small emplayer carriers-enre-fror-oash-of-thotfeursmall-ormployerearters with the highest annual premium

25 volume derived from health benefit plans issued tc small empioyers in Montana in the previous calendar

e. Each of the five companies eligible to name

27 a representative to the board shall notify the commissioner of who the representative will be for the coming

28 term. One member of the board must be from a disability reinsurance carrier. One member of the board

29 must be a a representative of an issuer of a health benefit plan with a restricted network provision. One

30 member of the board must be a small employer who is not active in the heaith care or insurance fields. One
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member of the board must be a representative of the general public who is employed by a small empiovyer
and who is not empioyed in the health care or insurance fields.

(a) The five board members representing the largest small employer carriers shall nominate and

eiect the board member representing a disability reinsurance carrier. The commissioner shall appoint the

bhoard members representing an issuer of health benefit plans with a restricted network, representing a small

employer, and representing an employee of a small emplover.

##(b) The initial board members’ terms are as follows: one-third of the members shall serve a term
of 1 year; one-third of the members shall serve a term of 2 years; and one-third of the members shal! serve
a term of 3 years. Subsequent board members shall serve for a term ot 3 years. A board member’'s term
continues until that member’s successor is appointed.
a-beard-memberfor-eause:

{3} On or before March 1 of each year, each assessable carrier shall file with the commissioner the
carrier’s net health insurance premium derived from heaith benefit plans issued in this state in the previous

calendar year."

Section 2. Section 33-22-1819, MCA, is amended to read:

"33-22-1819. Program plan of operation -- treatment of losses -- exemption from taxation. (1)
Within 180 days after the appointment of the initial board, the board shall submit to the commissioner for
rgview a plan of operation and may at any time submit amendments to the plan necessary or suitabte to
ensure the fair, reasonable, and equitable administration of the program. The commissioner mayi’—_a-f-t—eﬁ
netico—and-hearing—appreve review the plan of operation #-the-commissienor-determines to deterﬁine if
it te-be is suitable to ensure the fair, reasonable, and equitable administration of the program and if the plan
of operation provides for the sharing of program gains or losses on an equitable and proportionate basis

in accordance with the provisions of this section. Fhe-plan-of-operation-is-otfective-upor-written-approval

by-the-eommisstener~ The commissioner may make recommendations to the board if the commissioner

determines the plan of operation does not meet the criteria of this subsection.
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+3}{2) The plan of operation must:

(a} establish procedures for the handling and accounting of program assets and money and for an
annual fiscal reporting to the commissioner;

{b} establish procedures for selecting an administering carrier and setting forth the powers and
duties of the administering carrier;

(c) establish procedures for reinsuring risks in accordance with the provisions of this section;

(d) establish procedures for collecting assessments from assessable carriers to fund claims incurred
by the program;

(e) establish procedures for allocating a portion of premiums collected from reinsuring carriers to
tund administrative expenses incurred or to be incurred by the program; and

(f) provide for any additional matters necessary for the implementation and administration of the
program.

| ++{3) The program has the general powers and authority granted under the laws of this state to
insurance companies and health maintenance organizations licensed to transact business, except the power
10 issue health benefit plans directly to either groups or individuals. In addition, the program may:

{a) enter into contracts as are necessary or proper to carry out the provisions and purposes of this
part, including the authority, with the approval of the commissioner, to enter into contracts with similar
orograms of other states for the joint performance of common functions or with persons or other
organizations for the performance of administrative functions;

(b} sue or be sued, including taking any legal actions necessary or proper to recover any premiums
and penaities for, on behalf of, or against the program or any reinsuring carriers;

{c) take any legal action necessary to avoid the payment of improper claims against the program;

{d) define the health benefit plans for which reinsurance will be provided and to issue reinsurance
policies in accordance with the requirements of this part;

(e} establish conditions and procedures for reinsuring risks under the program;

{f) establish actuarial functions as appropriate for the operation of the program;

(g) appoint appropriate legal, actuarial, and other committees as necessary to provide technical
assistance in operation of the program, policy and other contract design, and any other function within the

authority of the program;
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(h) to the extent permitted by federal law and in accordance with subsection {8He} (7)(g}, make
annual assessments against assessable carriers and make interim assessments to fund claims incurred by
the program; and

(i} borrow money to effect the purposes of the program. Any notes or other evidence of
indebtedness of the program not in default are legal investments for carriers and may be carried as admitted
assets.

{8}{4] A reinsuring carrigr may reinsure with the program as provided for in this subsection {64

{a) With respect to a basic health benefit plan or a standard health benefit plan, the program shall
reinsure the level of coverage provided and, with respect to other plans, the program shall reinsure up to
the level of coverage provided in a basic or standard health benefit plan.

(b} A small employer carrier may reinsure an entire empioyer group within 80 days of the
commencement of the group’s coverage under a health benefit plan.

(c} A reinsuring carrier may reinsure an eligible employee or dependent within a period of 860 days
following the.commencement of coverage with the small employer. A newly eligible employee or dependent
of the reinsured small employer may be reinsured within 60 days of the commencement of coverage.

(d} (i) The program may not reimburse a reinsuring carrier with respect to the claims of a reinsured
employee or dependent until the carrier has incurred an initial level of claims for the employee or dependent
of $5,000 in a calendar year for benefits covered by the program. In addition, the reinsuring carrier is
responsible for 20% of the next $100,000 of benefit payments during a calendar year and the program
shall reinsure the remainder. A reinsuring carrier’s liability under this subsection (d){i} may not exceed a
maximum limit of $25,000 in any calendar year with respect to any reinsured individual.

{ii} The board annually shall adjust the initial level of claims and maximum limit to be retained hy
the carrier to reflect increases in costs and utilization within the standard market for health benefit plans
within the state. The adjustment may not be less than the annual change in the medical component of the
consumer price index for all urban consumers of the United States department of labor, bureau of labor
statistics, unless the board proposes and the commissioner approves a lower adjustment factor.

(el A small employer carrier may terminate reinsurance with the program for one or more of the
reinsured employees or dependents of a small employer on any anniversary of the health benefit plan.

{f) A small employer group heaith benefit plan in effect before January 1, 1994, may not be
reinsured by the program until January 1, 1997, and then only if the board determines that sufficient
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funding sources are available.

{g) A reinsuring carrier shall apply all managed care and claims-handling techniques, including
utilization review, individual case management, preferred provider provisions, and other managed care
provisions or methods of operation consistently with respect to reinsured and nonreinsured business.

{61—{a}{b) (a) As part of the plan of operation, the board shall establish a methodology for
determining premium rates to be charged by the program for reinsuring smail employers and individuals
pursuant to this section. The methodology must include a system for classification of small employers that
reflects the types of case characteristics commonty used by small employer carriers in the state. The
methodology rﬁust provide for the development of base reinsurance premium rates that must be mulitiplied
by the factors set forth in subsection {8+b} {5)(b) to determine the premium rates for the program. The base
reinsurance premium rates must be established by the board, subject to the approval of the commissioner,
and must be set at levels that reasonably approximate the premiums necessary to recover one-haif of the
expenses for the calendar year. For purposes of this section, expenses include administrative expenses,
one-half of the program net loss for the previous calendar year, and the actuarially anticipated claims to be
incurred, adjusted to reflect retention levels required under this part,

(b} Premiums for the program are as follows:

{i)y An entire small employer group may be reinsured for a rate that is one and one-half times the
base reinsurance premium rate for the group established pursuant to this subsection 46} (5).

{ii) An eligible employee or dependent may be reinsured for a rate that is five times the base
reinsurance premium rate for the individual established pursuant to this subsection (&} {5).

{c; The board shall annually review the methodology established under subsection {84a} (5}{a),
including the system of classification and any rating factors, to ensure that it is actuarially sound and that
it reasonably reflects the claims experience of the program. The board may propose changes to the
methodology that are subject to the approval of the commissioner.

(d) The board may consider adjustments to the premium rates charged by the program to reflect
the use of effective cost containment and managed care arrangements.

+AH{6] If a health benefit plan for a small employer is entirely or partially reinsured with the program,
the premiurn charged to the small employer for any rating period for the coverage issued must meet the
requirements relating to premium rates set forth in 33-22-1809.

{8}—4a¥(7) {a) Prier—ts Before March 1 of each year, the board shall determine and report to the
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commissioner the program net loss for the previous calendar year, including administrative expenses and
incurred losses for the year, taking into account investment income and other appropriate gains and losses,
and the actuarially anticipated losses for the calendar year. The sum of one-halt of the program net loss
for the previous calendar year plus the anticipated net loss for the calendar year must equal the total
assessment amount. If the program net loss for the previous calendar year is zero or less, the total
assessment amount must equal the actuarially anticipated losses for the calendar year.

(b) (i} Each assessable carrier shall share in the program in an amount determined by multiplying
the total assessment amount by a fraction, the numerator of which is the number of individuals in this state
covered under disability insurance by the assessable carrier and the denominator of which is the pumber
of all individuals in this state covered under disability insurance by all assessable carriers.

(i} The board shall make a reasonable effart to ensure that each insured individual is counted only
once for the purpose of assessment. The board shall require each assessable carrier that provides excess
of loss or stop loss insurance to include in its count of insured individuals all individuals whose coverage
is reinsured in whole or in part, including coverage under excess of loss or stop loss insurance. The board
shall allow an assessable carrier who is an excess of loss or stop loss insurer to exclude from its count of
insured individuals those who have heen counted by a primary disability insurer or by a primary reinsurer,

{iii} The board shall base each assessable carrier's assessment on reports filed with the
commissioner as required by 33-22-1820. The board may use any reasonable method of estimating the
number of individuals insured by an assessable carrier if the specific number is unknown.

{c) The board shall make an annual determination in accordance with this section of each
assessable carrier’'s liability for its share of the contribution to the program and, except as otherwise
provided by this section, make an annual assessment against each assessable carrier to the extent of that
liability. Payment of an assessment is due within 30 days of receipt by the assessable carrier of written
notice of the assessment. An assessable carrier that ceases doing business within the state is liable for
assessments until the end of the calendar year in which the assessable carrier ceased doing business. The
board may determine not to assess an assessable carrier if the assessable carrier’s liabitity determined in
accordance with this section does not exceed $10.

{d} The board may establish and maintain program reserves not to exceed five times the actuarially
anticipated losses for the calendar year.

{e) If the sum of the reinsurance premiums and assessments in any calendar year exceeds the sum
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of the administrative expenses and incurred claims for that year, the board may proportionately credit the
excess to assessable carriers or it may place the excess in program reserves, subject to the limits in
subsection {8Hd} {7)(d].

+H(8} The participation in the program as reinsuring carriers; the establishment of rates, forms, or
procedures; or any other joint collective action required by this part may not be the basis of any legal
action, criminal or civil liability, or penalty against the program or any of its reinsuring carriers, either jo‘intly
or separately.

£304(9) The board, as part of the plan of operation, shall develop standards setting forth the
minimum levels of compensation to be paid to producers for the sale of basic and standard heaith benefit
plans. in establishing the standards, the board shall take intc consideration the need to ensure the broad
availability of coverages, the objectives of the program, the time and effort expended in placing the
coverage, the need to provide ongoing service to small employers, the levels of compensation currently
used in the industry, and the overall costs of coverage to small employers selecting these plans.

H4{10) The program is exempt from taxation.

++23{11) On or before Marek July 1 of each year, the commissioner shall evaluate the operation of
the program and report to the governor and the legislature in writing the results of the evaluation. The
report must include an estimate of future costs of the program, assessments necessary to pay those costs,
the appropriateness of premiums charged by the program, the level of insurance retention under the
program, the cost of coverage of small employers, and any recommendations for change to the plan of
operation.

33(1.2) All premiums and other money paid to the small employer carrier reinsurance program and
all praperty and securities acquired through the use of money and interest and dividends earned on money
belonging to the small employer carrier reinsurance program are soiely the property of the program and
must be used exclusively for the operations and obligations of the program. Money collected by the

program is not subject to legislative appropriation.”

NEW SECTION. Section 3. Effective date. [This act] is effective on passage and approval.

-END-
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HOUSE BILL NO. 144
INTRODUCED BY SIMON
BY REQUEST OF THE LEGISLATIVE AUDIT COMMITTEE

A BILL FCR AN ACT ENTITLED: "AN ACT REDUCING THE NUMBER OF MEMBERS THE STATE AUDITOR
SHALL APPOINT TO THE BOARD OF DIRECTORS OF THE MONTANA SMALL EMPLOYER HEALTH
REINSURANCE PROGRAM; AMENDING THE BOARD'S MEMBERSHIP; ELIMINATING THE STATE
AUDITOR'S AUTHORITY TO APPRCVE THE MONTANA SMALL EMPLOYER HEALTH INSURANCE
PROGRAM BOARD’S PLAN OF .OPEHATION: ELIMINATING THE STATE AUDITOR'S AUTHORITY TO
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INTRODUCE AND TO ADOPT A TEMPORARY PLAN OF OPERATION; AMENDING SECTIONS 33-22-1818

—
—a

AND 33-22-1819, MCA; AND PROVIDING AN IMMEDIATE EFFECTIVE DATE."

THERE ARE NO CHANGES IN THIS BILL AND IT
WILL NOT BE REPRINTED. PLEASE REFER TO
INTRODUCED COPY (WHITE) FOR COMPLETE TEXT.

(Legislative
\Services -1- HB 144
Djvision
SECOND READING



55th Legislature HB0144.01

1 HOUSE BILL NO. 144

2 INTRODUCED BY SIMON

3 BY REQUEST OF THE LEGISLATIVE AUDIT COMMITTEE

. :

5  ABILL FCR AN ACT ENTITLED: "AN ACT REDUCING THE NUMBER OF MEMBERS THE STATE AUDITOR
6 SHALL APPOINT TO THE BOARD OF DIRECTORS OF THE MONTANA SMALL EMPLOYER HEALTH

7  REINSURANCE PROGRAM; AMENDING THE BOARD'S MEMBERSHIP; ELIMINATING THE STATE
8 AUDITOR'S AUTHORITY TO APPROVE THE MONTANA SMALL EMPLOYER HEALTH INSURANCE
9 PROGRAM BOARD'S PLAN OF OPERATION; ELIMINATING THE STATE AUDITCR'S AUTHORITY TO
10 INTRODUCE AND TO ADOPT A TEMPORARY PLAN OF OPERATION; AMENDING SECTIONS 33-22-1818
11 AND 33-22-1819, MCA; AND PROVIDING AN IMMEDIATE EFFECTIVE DATE.”

THERE ARE NO CHANGES IN THIS BILL AND IT
WILL NOT BE REPRINTED. PLEASE REFER TO
INTRODUCED COPY (WHITE) FOR COMPLETE TEXT.

[ Legisiative
\ Services -1- HB 144
Dfision THIRD READING



55th Legisiature

a &, oW N

~d4

HBO144.01

HOUSE BILL NO. 144
INTRODUCED BY SIMON
BY REQUEST CF THE LEGISLATIVE AUDIT CCMMITTEE

A BILL FOR AN ACT ENTITLED: "AN ACT REDUCING THE NUMBER OF MEMBERS THE STATE AUDITOR
SHALL APPOINT TO THE BCARD OF DIRECTORS Of THE MONTANA SMALL EMPLOYER HEALTH
REINSURANCE PROGRAM; AMENDING THE BOARD'S MEMBERSHIP; ELIMINATING THE STATE
AUDITOR'S AUTHORITY TO APPROVE THE MONTANA SMALL EMPLOYER HEALTH INSURANCE
PROGRAM BOARD'S PLAN OF OPERATION; ELIMINATING THE STATE AUDITOR'S AUTHORITY TO
INTRODUCE AND TO ADOPT A TEMPORARY PLAN OF OPERATION; AMENDING SECTIONS 33-22-1818
AND 33-22-1819, MCA; AND PRQVIDING AN IMMEDIATE EFFECTIVE DATE.”

BE IT ENACTED 8Y THE LEGISLATURE OF THE STATE OF MOCNTANA:

Section 1. Section 33-22-181B, MCA, is amended to read:

"33-22-1818. Small employer carrier reinsurance program -- board membership. {1) Thera is a
nonprofit entity te-be known as the Montana small employer heaith reinsurance program.

(2)éa% The program must gperats subjaect to the supervision and controi of the board. The board

cansists of nine membaers appeintod-by-the-gemmissiones plus the commissioner or the commissioner’s

designataed reprasentative, who shail serve as an ex officio member of the board.

sommicsioner—At-least-ain Flve of the members of the board must be representatives of aach of the five

small empioyaer carriarsrone-from-eash-of the-foursmall-ompiayerocarriers with the highest annuai premium

volume derived from heaith benefit plans issued to small employers in Montana in the previous calendar

NS, h of the fiv mpanies eligible to nama.

a represantative to the board shall notify the commissioner of who the representative will bg for the comin

term. One member of the board must be from a disability reinsurance carrier. One member of the board
must ba & a represantative of an issyec of a heaith benefit plan with a restricted netwark provision. One

member of tha board must be a smail empioyer who is not active in the heailth care or insuranca fields. One

% -1- HB 144
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member of the board must be a representative of tha general public who is amployad by a smal amployer
and wha is not empioyed in the health care gr insurance fialds.

‘a) The five board membaers reprasenting the largest small emplayar carriers shall norminate ard

elact the board member reprasenting a disability reinsurance carrier. The commissioner shail appaint the

hoard members reprasenting an issuer of haaith banefit plans with a restrictad network, represanting.a small

emplover. and representing an empioyese of a smaii employer.

@#(b) Tha initial board members’ terms are as follows: one-third of the members shail serve a term
of 1 year; ane-third of the members shall serve a term of 2 years; and one-third of the memubers shali serve
a term of 3 years. Subsequent board members shall serve for a term of 3 years. A board member's term

continues until that membar's successor is appointed.

(3} On or before March 1 of each year, sach assessabla carriar shall file with the commissioner the

carrier’s net heaith insurance premium derived from haalth benefit plans issued in this state in the previous

calendar year.”

Section 2. Section 33-22-1819, MCA, is amended to read:
"33-22-1819. Program pian of operation -- treatment of l0sses -- exemption from taxation, (1)
Within 180 days after the appointmaent of the initial board, the board shall submit to the commissioner for

reviaw a plan of operation and may at any time submit amendments to the pian necessary or suitable to

ansure the fair, reasonable, and equitable administration of the program. The commissioner may—aftes
Retiee—and-heatng-approve raview the plan of operation i-the-eemmisaionerdetermines 10 detsrmine if
it 1o-be ig suitable to ensure the fair, reasonable, and equitable administration of the program and if the plan

of operation provides for the sharing of program gains or losses on an equitable and proportionate basis

in accordance with the provisions of this section. Fhe-plen-ei-operation-is-efeotive-upon-writtenapproval

by-the-cammissioner, The commigsioner may make racgmmendgtions to the board if the commissioner
determines the pian of Qperation does ngt meet the criteria of this sybgection,

oy 2.

H8 144
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{3{2) The plan of operation must:

{a) establish procedures for the handling and accounting of program assets and money and for an
annual fiscal reporting 10 the coammissionar; |

{b) establish procedures tor seiecting an administering carrier and setting forth the powers and
duties of the administering carrier;

{¢) establish procedures for reinsuring risks in accordance with tha provisions of this section;

{d} establish procedures for collecting assessments from assessable carriers to fund claims incurred
by the program;

{(a) establish proceduras for atllocating a portion of premiums coilected from reinsuring carriers to
fund administrative axpenses incurred or to be incurred by the program; and

if) provide for any additional mattars necessary for the implementation and administration of the
program.

#4(3} The program has the general powers and authority grantsd under the iaws of this state to
insurance companies and heaith maintenance organizations licensed to transact business, except the power
to issue health benafit plans directly to either groups or individuals. In addition, the program may:

(a) anter into contracts as are necessary or proper to carry out the provisions and purposes of this
part, inctuding the authority, with tha approval of the commissioner, 10 enter into contracts with similar
programs of other states for the joint performance of common functions of with persons or other
organizations for the perfarmance of administrative functions;

{b) sue or be sued, including taking any lagal actions necaessary Of proper t0 reCovar any premiums
and penaities for, on behalf of, or against the program or any reinsuring carriers;

{c) take any legal action nacessary to avoid tha payment of improper claims against the program;

{d) define the heaith benefit plans for which reinsurance will be provided and to issue reinsurance
policigs in accordance with the requirements of this part;

(e) establish conditions and procedures for reinsuring risks under the program;

{f) astablish actuarial functions as appropriate for the operation of the program;

{g) appoint appropriate legai, actuarial, and other committees as necessary to provide technical

assistance in operatian of the program, policy and other contract design, and any other tunction within the

autharity of the program;
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(h) to the extent permitted by federal law and in accordance with subsactian {8Het (7)ic), make
annual assessments against assessabig carriers and make intarim assessments to fund claims incurred y
the program; and

{i) borrow money to effect the purposes of the pregram. Any notes or other evidence of

indebtednass of the program not in default are legal investments for carriers and may be carried as admitted

~ assets.

é4(4) A reinsuring carrier may reinsure with the program as provided for in this subsection 8+

(a) With respect to a basic heaith benefit plan or a standard health benefit plan, the program shaii
reinsure the levei of coverage provided and, with respect to other plans, the program shall reinsure up t0
the lavet of coverage provided in a basic or standard heaith benefit plan.

Ib) A smaill employer carrier may rainsure an entire employer group within 60 day.s of the
commanceamant of the group’s coverage uhder 8 health benefit pian.

{c) A reinsuring carrisr may reinsure an eligible employee or dependent within a periad of 60 days
following the commencemaent of coverage with the small employer. A newly eligible employ'ee or dependent
of the reinsured smali employer may be reinsured within 60 days of the commencement of coverage.

{d) (i) Tha program may not reimbursa a reinsuring carrier with respect to the claims of a reinsured
empiocyee or dependent until the carrier has incurred an initial level of claims for the employee or dependent
of $5,000 in a calendar year for bensfits covered by the program. In addition, the reinsuring carrier is
responsible for 20% of the next $100,000 of benefit payments during a calendar year and the program
shall reinsure the remainder. A rainsuring carrier’s liability under this subsection (dHi) may not sxceed a '
maximum limit of 425,000 in any calendar year with raspact to any reinsured individuai.

{ii} The board annuaily shall adjust the initial lavel of cilaims and maximum limit ta be retained by
the carrier to reflect increasss in costs and utilization within tha standard market for heaith benefit plans
within the state. The adjustment may nat be less than the annual change in the medical component of the
consumer price index for all urban consumers of the United States department of labor, bureau of labor
statistics, uniess the board proposes and the commissioner approves a iower adjustment factor.

(@} A small employer carrier may terminate reinsurance with the program for one or mors of the
reinsured employees or dependents of a small amployer on any anniversary of thi health benefit plan.

{f)l A small employer group heaith benefit ptan in effect before January 1, 1994, may not be
reinsurad by the program until January 1, 1997, and then only if the board determines that sufficient
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funding sources are available.

{gl A rainsuring carrier shail apply ail managed care and claims-handling techniques, including
utilization review, individual case management, preferred provider provisions, and other managed care
provisions or methads of operation consistently with respect to reinsured and nonreinsyred business.

+8—at(5) [a) As part of the pian of operation, the board shall establish a methodology for
determining premium rates to be charged by the program for reinsuring small employers and individuais
pursuant to this section. The methodology must include a system for classification of small empioyers that
reflects the types of case characteristics commonly used by small employer carriers in the state. The
methodology must provide for the development of base reinsurance premium rates that must be multiplied
by the factors sat forth in subsaction {845} [5)(b) to determine the premium rates for the program. The base
reinsurance premium rates must be established by the board, subject to the approval of the commissioner,
and must ba sat at levels that reasonably approximate the premiums necessary to racaver one-haif of the
axpenses for the calendar year. For purposes of this section, axpenses include administrative axpenses,
one-half of the program net loss for the previous calendar year, and the actuariaily anticipated claims o be
incurred, adjusted to reflsct retention lavels required under this part.

{b} Premiums for the program are as follows:

{i} An entire smail employsr group may be reinsurad for a rate that is one and one-haif times the
base rginsurance premium rate for the group established pursuant to this subsection & (5).

(il An eligible employee or depsndent may be reinsured for a rate that is five times the base
reinsurance premium rate for the individual established pursuant to this subsection {8} 15_1

{c} Tha board shall annuaily review the mathodology established under subsection &Hay (5)(a},
in¢luding the system of classification and any rating factors, to ansurse that it is actuarially sound and that
it reasonably reflacts the claims sxperience of the program. The board may proposa changes to the
methodology that are subject to the appraval of the commissioner.

(d) The board may consider adjustments to the premium rates charged by the program to reflect
the use of effactive cost containment and managed care arrangements.

H{€] 11 a heaith banefit plan for a small amployer is entirely or partially reinsured with tha program,
the premium charged to the small employer for any rating period for tha coverage issued must meet the
requirements relating to premium rates set forth in 33-22-1809.

B3—tey{7] (8] Reier-te Befgre March 1 of each year, the board shall determine and report to the
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commissioner the program net loss for the previous calendar year, including admunistrative expenses and
incurred lossas for tha year, taking into account investment incoma and other appropriate gains and losses,
and the acruarially anticipated losses for the calendar year. The sum of one-half of the program net 'oss
for the previous calendar year plus the anticipated net loss for the calendar year must equal the total
assessment amount. If the program net loss for the previous calendar year is zero or less, the total
assessment amount must equal the actuarially anticipated losses for the calendar year.

(b) (i) Each assessable carrier shall share in the program in an amount determined by muitiplying
tha total assessment amount by a fraction, tha numerator of which is the number of individuals in this state
covered under disability insurance by the assessable carrier and the denominator of which is the number
of all individuals in this state covered under disability insurance by all assessable carriers.

lii) The board shail make a reasonable effort to ensure that each insured individual is counted only
once for the purpose of assessment. The board shall require each assessabie carrier that provides excess
of loss or stop 1088 insurance to inciude in its count of insured individuals alt individuals whose coverage
is reinsured in whote or in part, including coverage under excess of l0ss or stop loss insurance. The board
shall allow an assessable carrier who is an excess of loss ar stop loss insurer to exclude from its count of
insured individuais those who have besn counted by a primary disability insurer or by a primary reinsurer.

{iii) The board shail base each assessabis carrier’'s assessment on reports filed with the
cammissionar as required by 33-22-1820. The board may use any reasonable mathod of estimating the
number of individuals insurad by an assessahble carrier if the specific number is unknown.

{c) The board shall make an annual determination in accordance with this section of each
assessable carrier’s liability for its share of the contribution to the program and, except as otherwise
provided by this section, make an annual assessment against aach assessable carrier to the extent of that
liability. Payment of an assessment is due within 30 days of raceipt by the assessable carrier of written
notice of the assessment. An assessable carrier that ceases doing business within the state is liable for
assessments until the end of the calendsr year in which the assessable carrier ceased doing business. The
board may determine not tO assess an assessable carrier if the assessable carrier’'s liability detarmined in
accordance with this section does not axceed $10.

{d} The board may establish and maintain program reserves not to excaed five times the actuarially

anticipated losses for the calendar year.

(e} If the sum of the reinsurance premiums and assessments in any caiendar year exceeds the sum
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of the administrative expenses and incurred claims for that year, the board may proportionately credit the
excess to assessable carriers or it may place the excass in program reserves, subject to the limits in
subsection BHeh (7)(d).

+#34{8] The participation in the program as rainsuring carriers; the establishment of rates, forms, or
procedures; or any other joint coltective action required by this part may not be the basis of any legal
action, criminal or civil liability, or penaity against the program or any of its reinsuring carriers, either jointly
of separately.

H049) The board, as part of the plan of operation, shall develop standards satting forth the
minimum ievels of compensation to be paid to producers for the sale of basic and standard health benefit
plans. In establishing the standards, the board shall take into consideration the nesd to ensure the broad
availability of coverages, the objectives of the program, the time and effort expended in placing the
coverage, the need to provide ongoing service to small employers, the levels of compansation currentiy
used in the industry, and the overall costs of coverage to small employers selecting these plans.

&31(10) The program is exempt from taxation,

#23(11] On or before Massh July 1 of each year, the commissioner shall evaluate the operation of
the program and report to the governor and the legisiature in writing the results of the evaluation. The
report must include an estimate of future costs of the program, assessmants necessary to pay those costs,
the appropriataness of premiums charged by the program, the level of insurance retention under the
program, the cost of coverage of smail employers, and any recommendations for changa to the plan of
operation.

£-83(12) All premiums and other money paid to thé small employer carrier reinsurance program and
all property and securities acquired through the use of money and interest and dividends sarned on money
helonging to the small amployer carrigr reinsurance program are sqlely the property of tha program and
must be used exclusively for the operations and obligations of the program. Money coliected by the

program is not subject to legisiative appropriation.”

NEW SECTION. Section 3. Effective date. (This act] is effective on passage and approval.
-END-
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