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l. Summary:

The bill makes the following changes affecting hedth care:

1. Creates a pilot program to provide health care coverage for uninsured, low-income persons,
referred to as health flex plans. The Agency for Hedth Care Adminigtration and the Department
of Insurance could approve hedth flex plansin the three areas of the state having the highest
number of uninsured residents, for uninsured persons who have a family income equd to or less
than 200 percent of the federa poverty leve. Such plans would be exempt from the requirements
of the Insurance Code.

2. Expandsthe definition of a*“limited benefit policy or contract” that could be offered to either
amal or large employers that would be exempt from mandatory benefits that normaly apply to
health insurance policies or HMO contracts.

3. Requiresthat the certificate of coverage issued to aresident in Horida under agroup policy
issued outside of Florida be subject to the same requirements of the Insurance Code that apply to
individua hedlth insurance policiesissued in Horida, if the insurer requires individua

underwriting to determine coverage digibility or premium rates to be charged to the Florida
resident.

4. Exempts from rate filing requirements group hedlth insurance policies and HMO contracts
insuring groups of 51 or more persons, with certain exceptions.

5. Exempts from annud rate filing requirements insurance policy forms with fewer than 1,000
nationwide policyholders or members and dlows for an annud rate increase limited to medicd
trend.
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6. Establishes specific actuarid criteriafor rate disapproval and deletes the provison that alows
for the department to disapprove health insurance rates “which result in premium escaations that
are not viable for the policyholder market.”

7. Allows carriers writing individua policiesto offer “HIPAA-digible’ individuds the sandard
and basic policy that smal group carriers are required to offer, as an option to offering the
insurer’ s two most popular policy forms. The bill dso prohibitsindividud carriers from applying
discriminatory underwriting and rating practices to HIPAA-digible individuas

8. Allows smdl group carriers to separate the experience of their insured one-life groups
(employers with one employee, sole proprietors, and self-employed individuas) into a separate
rating pool, apart from the rating pool for their insured groups with 2-50 employees. But, the rate
for one-life groups could not exceed 150 percent of the rate for groups of 2-50 employees. The
bill dso providestha smdl group carriers may only provide credits (not surcharges) due to
duration of coverage (the time period that a small employer has been insured with the carrier).

9. Authorizes the department to adopt by rule the provisons of the Long- Term Care Insurance
Mode Regulation adopted by the National Association of Insurance Commissoners. The
provisions are designed to prevent insurers from implementing large rate increases after a policy
has been issued.

This bill substantially amends the following sections of the Florida Statutes: 627.410, 627.411,
627.6487, 627.6515, 627.6699, 627.9408, and 641.31.

Present Situation:

Florida Health Insurance Statistics

According the 1999 Florida Health Insurance Study (FHIS)* published by the Agency for Hedlth
Care Adminigration, while the Florida popul ation has increased steadily through the 1990s the
number of uninsured Floridians has falen from 2.6 million or 18.5 percent of the population
(RAND 1993) to 2.1 million or 16.8 percent of the population (FHIS 1999). The uninsured are
heavily concentrated in certain regions of the state, where they are putting sgnificant stresson
“safety net” providers.

According to the FHIS, the uninsured are best defined by four characteristics: income,
employment satus, ethnicity, and region of the state. When considering Florida s uninsured rate
(under age 65), no single factor plays agreater role than income. Nearly half of the uninsured
earn less than 150 percent of the federd poverty leve ($25,575 annua income for afamily of
four). About 58 percent of the uninsured earn less than 200 percent of the federa poverty level.

The 34 percent rate of uninsurance for the population earning less than 150 percent of the federa
poverty leve is more than twice the Satewide average, and nearly four times the 8.6 percent rate
of uninsurance for those earning more than 250 percent of the poverty level ($42,625 annud

1 http:/www.fdhe. state fl.us/Publications/FHI Slindex.shtml
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income for afamily of four). By far the most commonly cited answer to the question, “Whet is
the main reason that you do not have hedlth insurance?’ was “Too expensive/can't afford
it/premiumstoo high.” This answer was cited by 74 percent of the respondents.

The areas with the highest percentage of uninsured are Didtrict 13 at 25.5 percent (De Soto,
Glades, Hardee, Hendry, Highlands, Monroe and Okeechobee), District 17 at 24.6 percent
(Dade), and Didtrict 14 at 19.8 percent (Charlotte, Collier, and Leg). In Dade County, nearly 43
percent of those earning less than 150 percent of the federd poverty level are uninsured.

According to a Kaiser Family Foundation study published in September 2000, many workers and
retirees dependent on employer-gponsored hedlth insurance are likely to face sgnificant

premium increases in the near future. The anticipated premium hikes come in addition to an
average increase of 8.3 percent in 2000, and both are driven largely by higher costsfor care,
including prescription drug costs. The report, based on a survey of 3,402 employers nationwide,
predicted that premiums will continue to go up and thet "employers may respond to the risng

cost of hedlth insurance [by passing] some portion of the increased cost on to employees.” In
interviews, managers of companies large and smdl, aswell as hedth insurance andydts,

indicated that many workers can expect to pay even bigger percentagesin the future, especialy

in awesk economy.

Health I nsurance Regulation

A person or entity must obtain a certificate of authority (COA) from the Department of Insurance
in order to transact hedth insurance in this sate.

The Department may not grant a COA if it finds the management, officers, or directorsto be
incompetent or untrustworthy or so lacking in insurance company manageria experience asto
make the proposed operation hazardous to the insurance-buying public; or so lackingin
insurance experience, ability, and standing as to jeopardize the reasonable promise of successful
operation; or which it has good reason to believe are afiliated with any person whose business
operations are to the detriment of policyholders, stockholders, investors, or of the public, by
manipulation of assets, accounts, or reinsurance, or by bad faith. The Department may deny a
COA if any person who exercises or has the ability to exercise effective control of the insurer, or
who has the dility to influence the transaction of the business of the insurer, has been found
guilty of, or has pleaded guilty or nolo contendere to any felony.

Before an insurer may be issued an origind COA it must maintain aminimum amount of surplus
as to policyholders, equivalent to a net worth requirement. Under s. 624.407, F.S,, for ahedth
insurer, the minimum surplus is the greeter of $2.5 million or 6 percent of totd ligbilities
requirement.

The maximum amount of insurance that an insurer may write is controlled by its surplus asto
policyholders. Section 624.4095, F.S., sets maximum ratios of premiums written to surplus asto
policyholders. The basic ratio is 10 to 1 for gross written premiums and 4 to 1 for net written
premiums (“'gross premiums written” includes premiums that are reinsured, "net” does not).
These ratios are modified for certain kinds of insurance. For hedlth insurance, premiums may not
be more than 3.2 times surplus.
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Health Maintenance Or ganizations

Hedlth maintenance organizations (HMOs) provide a comprehensive range of hedth care
sarvices for aprepaid premium. Such organizations stress preventive care and make efforts to
avoid unnecessary hospitdization and expensive tertiary care. Subscribers must surrender certain
freedom of choice selections of hedlth care providers and health care related services. Subscriber
choiceistypicdly restricted to a " gatekeeper” physcian (primary care physician) or other hedth
care professiond that is either an employee of, or has contracted to provide professona services
on behdf of, the subscriber's HMO. Furthermore, subscribers are restricted in their choice of
hospitals and other hedth care ddivery facilities that they may utilize.

Under present law, the department regulates HM O finances, contracting, and marketing activities
under part | of ch. 641, F.S., while the Agency for Hedth Care Adminigtration (AHCA) regulates
the qudity of care provided by HMOs under part 111 of ch. 641, F.S. Before receiving a
Certificate of Authority from the department, an HMO must receive a Hedlth Care Provider
Certificate from AHCA. Any entity that isissued a certificate under part 111 of chapter 641 and
that is otherwise in compliance with the licensure provisons under part |, may enter into
contractsin FHoridato provide an agreed- upon set of comprehensive hedlth care services to
subscribers in exchange for aprepaid per capita sum or prepaid aggregate fixed sum.

Health Insurance Rate and Form Filing Requirements

Insurers that issue hedlth insurance policies in Florida are required to file their forms and rates
for approva with the Department of Insurance pursuant to sections 627.410 and 627.411, F.S.
Rates must befiled at least 30 days prior to use and the department may disgpprove the rate
within 30 days, but may extend this period for an additiona 15-days. These requirements apply
to individua and group hedth insurance policies, Medicare Supplement policies, and long-term
care policies. Smilar requirements are established in s. 641.31(3), F.S,, for hedth maintenance
organization (HMO) contracts.

The primary grounds for disapprova for hedlth insurance rates are if the policy "provides
benefits which are unreasonable in relaion to the premium charged, contains provisons which
are unfair or inequitable or contrary to the public policy of this state or which encourage
misrepresentation, or which gpply rating practices which result in premium escalaions that are
not vigble for the policyholder market or result in unfair discrimination in sales practices.”

[s. 627.411(2)(e), F.S]

For HMO contracts, the department may disapprove rates that are excessive, inadequate, or
unfairly discriminatory, which may be defined by rule of the department, in accordance with
generdly accepted actuaria practice as applied by HMOs. The department may also disapprove
arateif the rating methodology followed by the HMO is determined by the department to be
incong stent, indeterminate, ambiguous, or encouraging misrepresentation or misunderstanding.

[s. 641.31(2), F.S]

The department has adopted rules that establish minimum loss ratio requirements for al types of
hedlth insurance policy forms. (4-149, F.A.C.) A lossratio is expressed as the percentage of the
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premiums that the insurer is required to pay in benefits. A minimum 65 percent lossratio
requires an insurer to set itsrates so that at least 65 percent of the premium is paid in benefits and
that no more than 35 percent isfor expenses and profit. The minimum loss ratio requirements
vary for different types of policy forms and generaly range from 55 percent to 75 percent. For
example, the rule establishes a minimum 65 percent loss ratio for individua hedth insurance
policies that are guaranteed renewable and aso for smal group policies (1 to 50 certificates); 70
percent for group policies with 51-500 certificates, and 75 percent for group policies with greater
than 500 certificates.

For over 3 years, the department has attempted to revise their health insurance rating rules,
which have been the subject of continuing legd chalenges. One issue was the definition of
"viable" as used in the current statute that alows the department to disapprove a premium
increase that is "not viable for the policyholder market.” A circuit court opinion determined that
this standard was too broad and was an uncondtitutiond delegation of legidative authority.

Certain insurer rating practices are expresdy prohibited, designed to prohibit scheduled rate
increases solely due to age of the policyholder: 1) sdect and ultimate premium schedules,

2) premium class definitions which classfy insured[s] based on year of issue or duration Snce
issue; and 3) attained age premium structures on policy forms under which more than 50 percent
of the policies are issued to persons age 65 or over.

Certain rating laws are designed to prohibit so-caled “ death spird” rating practices. Thisisthe
practice where an insurer stops selling apolicy form and bases rates solely on the experience of
the individuas covered under the form. As claims and the rates for the group increase, hedthy
individuds are able to meet underwriting standards to buy a new policy issued by the same
insurer. But, unhedlthy individuas are denied new coverage and the rates under the old policy
continue to escaate due to the declining pool of insureds and worsening claims experience.
Eventudly the rates become unaffordable. The practice is then repeated with the new policy
form. To prevent such desth spird rating practices, the Floridalaw requires that the dams
experience of dl policy forms providing smilar benefits be combined (or "pooled”) for dl rating
purposes. An insurer must provide 30 days notice to the department prior to discontinuing the
avalahility of apolicy form, and the insurer is prohibited from filing anew policy form
providing smilar benefits for at least 5 years, subject to a shorter period approved by the
department. [s. 627.410(6)(d)-(e), F.S.]

Hedlth insurers must make an annud rate filing demongtrating the reasonableness of its premium
ratesin relation to benefits. [s. 627.410(7), F.S] Thislaw prevents an insurer from waiting
multiple years to make a Sgnificant rate increase and, instead, effectively requires smdler annud
rate increases or a certification that no rate increase is necessary.

An insurer that issuesindividua hedth insurance policies is permitted to use alossratio
guarantee as an dternative method for meeting rate filing and approva requirements.

[s. 627.410(8), F.S.] Under this procedure, the insurer guarantees that its policies will meet
certain minimum loss ratios and must obtain approva from the department for itsinitia rates and
the durationd and lifetime loss ratios. A subsequent filing for an increase in the rates is deemed
approved upon filing if it is accompanied by a guarantee that policyholders will be given a
refund of the amount necessary to meet the minimum lossraio if it is not met.
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Limited Regulation of Out-of-State Group Poalicies

Insurers that issue policies to groups or associations outside of Florida, but which are sold and
marketed to individuds in Forida (who are issued "certificates'), are generdly exempt from
Floridas rate filing and gpproval requirements. The law requires that the group certificates issued
in Horida be filed with the department “for information purposes only.” [s. 627.410(1), F.S.] The
law further providesthat if the group is established primarily for the purpose of providing
insurance, the benefits must be reasonable in relation to the premiums charged. (s. 627.6515,
F.S.) Even though this provison provides the department with some authority to determine
whether rates are reasonable, this has not proven to be effective due to: 1) the lack of any rate
filing requirement, 2) the fact that specific rating laws, such as those designed to prohibit * desth
spiral” rating practices, do not apply to out- of-state group policies, and 3) the difficulty of
proving that a group has been formed primarily for insurance purposes when the group has
established other paper credentials as to some other purpose.

The department reports that it has received many complaints from Forida residents covered
under out- of-state group policies relaive to the “death spird” rating practices that are prohibited
under policiesissued in Horida. The department has identified 10 insurance companies and 10
HMOsthat issue individua policiesin Forida, as compared to 17 insurance companies that
market individua coverage in Horida through out- of- State associations.

However, the requirements of the laws that gpply to policiesissued to smal employers,
summarized below, apply to out-of- sate associations covering a smdl employer in Florida. Also,
Horidalaws for Medicare supplement policies gpply Floridas rating laws to certificates covering
Florida residents under an out-of-state group policy. (ss. 627.672 and 627.6745, F.S.) Similarly,
for long-term care palicies, the current law provides that coverage may not beissued in Forida
under agroup policy issued to an association in another state, unless Horida or such other state
having statutory and regulatory long-term care insurance requirements substantialy smilar to
those adopted in FHorida, has made a determination that such requirements have been met.
Evidence to this effect must be filed by the insurer subject to the procedures specified in

S. 627.410, F.S.

Prior to solicitation in Horida of out-of-state group coverage, a copy of the master policy and a
copy of the form of the certificate that will be issued to Horida resdents must be filed with the
department for informational purposes. The certificates must contain the following statement:
“The benefits of the policy providing your coverage are governed primarily by the law of a date
other than FHorida” Out-of-gtate group policies are subject to some, but not dl, of the statutorily
mandated benefits, as specified in s. 627.6515(2)(c), F.S., but the level of enforcement of such
requirements is much less than for in-state policies due to the absence of any requirement for
filing policy forms with the department for gpproval.

Floridalaw currently treats out- of- Sate group insurers the same as an insurer issuing individua
policies in one important respect. Florida s HIPAA-conforming legidation requires individud
hedlth insurance carriers to guarantee-issue coverage to HIPAA-€dligible individuas who are not
eligible for aconverson policy. This requirement gppliesto carriersissuing certificates to
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Florida residents under a group policy issued to an association outside of Florida, aswell as
carriersissuing individua policiesin Forida. [s. 627.6487(2)(b), F.S]

Small Employer Policies

The Employee Hedth Care Access Act in s. 627.6699, F.S,, requiresinsurersin the smal group
market to guarantee the issue of coverage to any small employer with 1 to 50 employess,
including sole proprietors and self-employed individuds, regardiess of their hedth condition.

Legidation in 2000 provided that employers with fewer than 2 employees, typically referred to
as “one-life groups” are now limited to a one-month open enrollment period in August of each
year, rather than the year-round guarantee-issue requirement that previoudy applied, and that
continues to apply to employers with 2-50 employees. [ch. 2000-256 and 2000-296, L.O.F.] The
2000 law dso changed the requirements for "modified community rating,” which previoudy
prohibited insurers from congdering hedth status or dams experience in establishing premiums,
and dlowed only age, gender, geographic location, tobacco usage, and family sze to be used as
rating factors. As amended, the law now dlows smal group carriers to adjust asmal employer's
rate by plus or minus 15 percent, based on hedlth status, claims experience, or duration of
coverage. The renewa premium can be adjusted up to 10 percent annudly (up to the total 15
percent limit) of the carrier's approved rate, based on these factors.

Carriers have consstently reported that their claims experience for one-life groupsis much
worse than for larger Size employers. The department notes, as an example, that some carriers
report aloss ratio of about 135 percent for one-life groups, meaning thet for every one dollar of
premium, the insurer pays $1.35 in benefits,

Small group carriers are required to offer the standard health benefit plan and the basic health
benefit plan to each smdl employer goplying for coverage. The act ligs certain benefits that must
be included in each of these palicies. The act aso authorized the gppointment of a health benfit
plan committee to recommend to the department additiond provisons for the plans which were
incorporated into the standard and basic policies. In addition, alimited benefit policy or contract
may be offered by asmal employer carrier, whichisa policy or contract providing coverage for
named insureds for a specific named disease, accident, or limited market such as the small group
market. Smal employer carriers offering coverage under limited benefit policies or contracts
must make certain disclosures to smdl employer groups including, explaining the mandated
benefits and providers not covered under the policy or contract; explaining the managed care and
cost control features of the policy or contract; and explaining the primary and preventative care
features of the policy or contract.

The act provides that the standard, basic, and limited benefit plans are exempt from any law
requiring coverage for a pecific hedth care service or benefit, or any law requiring
reimbursement, utilization, or congderation of a specific category of licensed hedth care
practitioner, unless that law is made expressy applicable to such policies or contracts.
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Guaranteed Availability of Individual Coverage under HIPAA

In 1996, Congress enacted the Health Insurance Portability and Accountability Act (HIPAA),
which requires insurersissuing individua heglth insurance policies to guarantee the issuance of
coverage to persons who previoudy were covered for at least 18 months and meet other
digibility criteria HIPAA dlowed each state the option to enact and enforce the federal
provisons or fal back to federd enforcement. The act dso dlowed each state to craft dternative
methods of guaranteeing availability of coverage.

In 1997, Horidaenacted legidation to conform state law to HIPAA, which included an
dternative mechanism that was deemed to be acceptable by the federal Health Care Finance
Adminigration (HCFA). To be digible for guaranteed-issuance of individua coverage under
HIPAA and FHoridas conforming legidation, an individua must have hed prior creditable
coverage for at least 18 months, without a break in coverage of more than 63 days, and not be
eligible for any other group coverage, Medicare or Medicaid. Under federa law, the individud's
most recent prior coverage must have been under agroup plan, agovernmenta plan, or church
plan. However, in 1998, Horida expanded the digibility criteria under state law to aso include
persons whose most recent coverage was under an individud plan if the prior insurance coverage
isterminated due to the insurer or HMO becoming insolvent or discontinuing dl policiesin the
date, or due to the individua no longer living in the service area of the insurer or HMO.
Legidation in 2000 limited this provision to prior individua coverage issued in Horida

The Horidalaw provides two mechanisms for guaranteeing accessto individua coverageto
persons who lose their digibility for prior coverage. These mechanisms gpply after exhaustion of
the period of time that group coverage can be continued under the federd COBRA law or
Horidds "mini-COBRA" law, which, generdly, is up to 18 months. One method requires the
insurance company or HMO that issued the group hedlth plan to offer an individual conversion
policy to personswho lose their digibility for group coverage. At least two conversion policy
options must be offered, one of which must be the standard benefit plan that Florida law requires
smal group carriersto offer smal employers. Horidas second method of guaranteeing access to
individud coverageisdlowing digible individuasto purchase an individual policy fromany
insurance company or HMO issuing individual coverage in the state The policy must be offered
on a guaranteed-issue bas's, regardless of the hedlth condition of the individud. Theinsurer or
HMO mugt offer each of their two most popular policy forms, based on statewide premium
volume. This method appliesto digible persons who are not entitled to a converson policy

under ss. 627.6675 or 641.3921, F.S. This generdly includes persons who were previoudy
covered under a sdlf-insured employer's plan or who move out of the service area of an HMO.

According to the department, the requirement for individua heslth insurance carriers to offer
their two most popular policy formsto HIPAA-digible individuas has resulted in carriers
reducing the benefits available under their most popular policies. For example, maternity
coverage is commonly excluded from carriers two most popular policy forms.

The department interprets the current law as prohibiting an individua carrier from discriminating
againg HIPAA-digible individuds in the premium rates charged. Under thisinterpretation, a
carrier is permitted to surcharge a HIPAA-digibleindividua based on hedlth Satus, aslong as
the carrier imposes the same surcharge on non-HIPAA-€ligible persons applying for coverage.
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Long Term Care Insurance

Floridas Long-Term Care Insurance Act (ss. 627.9401-627.9406, F.S.) establishes minimum
requirements for the content and sde of long-term care insurance. Long-term careis generdly
consdered to be assstance with daily living activities for individuas who, because of a physica

or mentd disability, are unable to function independently. Long-term care ranges from nor+
medicd support services provided in a person’'s home to intensive medica services and
continuous monitoring provided in askilled nurang facility. As defined in the Act, "long-term

care insurance' means any insurance policy thet provides coverage for "one or more necessary or
medicaly necessary diagnogtic, preventive, therapeutic, rehabilitative, maintenance, or persond
care services provided in a setting other than an acute care unit of a hospital” subject to specified
exceptions, (s. 627.9404, F.S.).

The Act requires along-term care policy to provide coverage for at least 2 yearsfor carein a
nursing home, and for at least 1 year for alower level of care, as defined by department rule,
such as home hedlth care or adult day care. The Act aso prohibits certain policy exclusons and
limitations, such as prohibiting more than a 180-day dimination period, which is the number of
days that a policyholder must pay for care before the policy begins paying benefits,

(s. 627.9407(3), F.S.). Certain benefits must be offered as an option, such asinflation protection
and non-forfeiture benefits, (s. 627.94072, F.S.). A non-forfeiture bendfit is a paid-up benefit to a
policyholder if the policy is canceled. Theinsurer must offer a non-forfeiture benefit in one of
threeforms. (1) a cash refund, (2) a shortened benefit period, or (3) asmdler dollar indemnity
amount. The law provides aminimum standard for the caculation of a shortened benefit period
only. The standard shortened benefit period credit must equa 100 percent of dl premiums paid
and not less than 30 times the daily nursing home benefit. Any other type of non-forfeiture
benefit, such as a cash refund, must provide a benefit that is actuarialy equivaent to the method
specified for a shortened benefit period.

The department is required to adopt rules establishing loss ratio and reserve standards for long-
term care insurance, established at levels a which benefits are reasonable in relation to
premiums and that provide for adequate reserving of the long-term care insurance risk. Asfor
other types of hedth insurance, along-term care insurance policy may not have arate structure
under which the premiums are cal culated to increase based solely on the age of the insured.

[s. 627.9407(6)-(7), F.S]

The Nationa Association of Insurance Commissioners has adopted Long- Term Care Insurance
Modd Regulations (2000). One area, not specificaly addressed in the Horidalaw, is more
effective protections againgt premium incresses. Although Horida law authorizes the department
to establish minimum loss ratios and requires insurers to seek gpprova for rate increases,
policyholders may gill experience rate increases, due to worsening claims experience of the
insurer, many years after they obtained along-term care policy with the expectation that
premiums would remain relatively stable. The NAIC Modd Regulations (“Modd”) address this
issue by dlowing greater freedom to insurers to establish the initia rate and providing stronger
regulatory authority to disapprove rate increases. More specificaly, the modd deletes the loss
ratio test asan initid standard of approval, requiring only areview of the actuarid certification
supporting the rates, while sill dlowing for disapprova of ratesthat are inadequate. The Moddl
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aso requires a stronger actuaria certification than currently required under FHoridalaw,

requiring the actuary to certify that the rates are sustainable, under moderately adverse
experience, over the life of the form with no rate increase expected. Theinitia premium level
would be subject to a 58 percent loss ratio, but rate increases would be subject to an 85 percent
lossratio. The Mode requires insurers to disclose to consumers, &t the time of sde of along-
term care policy, any rate increase on any of itslong-term care policy formsfor the past 10 years.

Asfurther protection againgt large rate increases, the NAIC Modd Regulations require insurers
to provide a* contingent benefit upon lgpse.” Thisisin addition to the non-forfeiture benefit that
Floridalaw currently requires long-term care insurers to offer, which provides a paid-up benefit
if the policy is canceled after a certain time period. Under the Modd, the contingent benefit upon
lapse woud be provided under all policies, even if the non-forfeiture benefit were rejected. It
would apply apaid-up benefit equa to the sum of al premiums paid if arate increase of acertain
percentage is followed by alapse of the policy due to non-payment of premium. The percentage
rate increase that triggers the benefit depends on the age of the policyholder when the policy was
issued. For example, a 200 percent rate increase would trigger the benefit for a person who was
age 29 when the policy was purchased, a 110 percent rate increase would trigger the benefit for a
person who was age 50, 70 percent for a person who was age 60, 40 percent for age 70, 20
percent for age 80, and 10 percent for 90 and over. Under certain conditions, the department
would be authorized to require certain administrative and underwriting changes, to require the
insurer to offer dternate policies to the insured without underwriting, withdraw approva of dl
forms, or have the insurer exit the long-term care business.

Effect of Proposed Changes:

Legidative Findingsand Intent. The bill includes*“Wheress’ clauses stating thet the
Legidature recognizes that the increasing number of uninsured Horidiansis duein part to small
employers and their employees' inability to afford coverage and the need to have the
opportunity to choose more affordable plans. It isthe intent of the Legidature that insurers and
HMOs have maximum flexibility in hedth plan design or in developing a hedth plan desgn to
complement amedica savings account program established by a small employer for the benefit
of its employees.

Section 1 of the bill creates a pilot program to provide hedlth care coverage for uninsured, low-
income persons, referred to as health flex plans.

A legidative finding is made that a Sgnificant portion of Horidians are not able to obtain
affordable hedth insurance and that it isthe intent of the Legidature to expand the availability of
hedlth care options for lower-income uninsured Horidians by encouraging hedth insurers,
HMOs, hedlth care provider-sponsored organizations, locad governments, hedth care digtricts,
and other public or private community-based organizations to devel op dternative approaches to
traditiona hedlth insurance which emphasize coverage for basic and preventative hedth care
services.

The Agency for Hedth Care Adminigtration (Agency) and the Department of Insurance
(Department) would jointly be authorized to gpprove health flex plans that provide hedth care
coverage for eigible participantsin the three areas of the state having the highest number of
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uninsured residents as determined by the Agency. Such plans could be offered by any health
plan entity defined to mean a health insurer, HMO, hedlth care provider-gponsored organization,
local government, health care district, or other public or private community-based organization
that develops and implements an gpproved plan and is respongible for financing and paying al
clams by enrollees of the plan.

The Agency and Department may not approve a plan that:
contains any ambiguous, inconsistent, or mideading provisons,
provides benefits that are unreasonable in relaion to the premium charged;
contains provisons that are unfair or inequitable or contrary to the public policy of this
dete;
resutsin unfar discrimination in saes practices, or
cannot demondrate that the plan is financidly sound and that the applicant has the ability
to underwrite or finance the benefits provided.

Other than approval by the Agency and Department, no licensure under the Insurance Code
would be required for an gpproved hedlth flex plan. The plan would be exempt from al
provisions of the Insurance Code unless made expresdy applicable, except that the Unfair
Insurance Trade Practices of part I X of chapter 626 would apply except where in conflict with
the provisons of this section.

In order to be digible to enrall in an gpproved flex plan, a person must be:
- aForidaresdent;
64 years of age or younge;
have afamily income equd to or less than 200 percent of the federd poverty leve;
not covered by private insurance, not eligible for Medicare or Medicaid or other public
hedlth care program, and have not been covered at any time during the preceding 6
months.

A hedth flex plan entity must maintain reasonable records of its loss, expense, and clams
experience, which must be available to the Agency and the Department.

Any denid of coverage, nonrenewd, or cancellation of coverage, must be accompanied by the
gpecific reasons for such action. Notice of nonrenewa or cancellation must be provided at least
45 days in advance, except that 10 days written notice is required for cancellation dueto
nonpayment of premiums.

The Agency is authorized to seek any remedy provided by law, including the remedies provided
ins. 812,035, F.S, if the agency finds that a hedlth plan entity has engaged in any act resulting in
injury to an enrollee covered by an approved hedth flex plan. The provisions of s. 812.035, F.S,,
currently authorize a circuit court to enjoin violations of ss. 812.012-812.037, F.S,, (theft,
robbery, and related crimes) by issuing awide range of specified orders and judgments.

Section 2 amends s. 627.410, F.S,, Filing, approva of forms. Subsection (1) is amended to
provide an exception to the current provision that group certificates need only be filed with the
department for informational purposesif agroup policy isissued outsde of FHorida but covers
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Florida resdents. The hill provides that if the insurer requiresindividua underwriting to

determine coverage igibility or premium rates to be charged for the individud, the group
certificate issued in Florida would be subject to the same requirements of the Insurance Code
that apply to individua hedlth insurance policies issued in Horida. (The bill makes conforming
changesto s. 627.6515, F.S., below.) Thiswould require that group certificatesissued in Florida
comply with al mandatory benefits and rate filing laws that currently apply to individud hedlth
insurance policiesif the insurer requiresindividua underwriting to determine digibility or
premiums.

Subsection (6) is amended to exempt from rate filing requirements group hedth insurance
policies insuring groups of 51 or more persons, except for Medicare supplement palicies, long-
term care policies, and any coverage where theincrease in claims costs over the lifetime of the
contract due to advancing age or duration is prefunded in the premium.

Subsection (7) is amended to provide an exception to the annud rate filing and actuarid
memorandum requirement if an insurer has fewer than 1,000 nationwide policyholders or insured
group members or subscribers covered under any form or pooled group of forms. Such insurers
would be permitted to file for an annud rate increase limited to medica trend as adopted by the
department pursuant to s. 627.411(4), as amended by the bill (below). These provisions would
not apply to Medicare supplement insurance.

Section 3 amends s. 627.411, Grounds for disgpprovd. The hill deletes the provison that dlows
for the department to disapprove health insurance rates “which result in premium escaations that
are not viable for the policyholder market.” In place of this provision, the bill establishes specific
criteriafor rate disgpproval. In dl cases arate increase must be actuaridly judtified, but even if it
is, the department would be required to disgpprove the rate increase in certain Stuations thet are
dueto actions of the insurer, asfollows:

1. The department would disapprove the rate increase if it is due to the insurer reducing the
portion of the premium used to pay claims from the loss-ratio standard certified in the
insurer’slast actuarid certification, and the increase isin excess of the greater of 50
percent of annua medica trend or 5 percent. The insurer would be dlowed to file for
gpprova of an actuaridly justified new businessrate for new insureds and arate increase
for exigting insureds that is equa to the greater of 150 percent of medica trend or 10
percent. (Thisisthe limit on the totd rate increase, as compared to the limit on the
portion of the rate increase that is due to the insurer reducing itslossratio.) Future annua
rate increases for exigting insurers would be limited to the greater of 150 percent of the
rate increase gpproved for new insureds or 10 percent until the two rate schedules
converge.

2. The department would disapprove arate increase that is in excess of the greater of 150
percent of medica trend or 10 percent if the insurer or HMO did not comply with the
annud rate filing requirements. The insurer would be alowed to file for gpprova of an
actuaridly justified new business rate for new insureds, and arate for existing insureds
subject to the specified limit. Future annud rate increases for existing insurers would be
limited to the greater of 150 percent of the rate increase approved for new insureds or 10
percent until the two rate schedules converge.
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3. The department would disapprove arate increase that is in excess of the grester of 150
percent of annua medicd trend or 10 percent for apolicy form or block of pooled forms
which are not currently available for sde.

Thehill providesthat if aratefiling changes the established rate relationship between insureds,
the aggregate effect must be revenue neutral and the change must be phased in over a period not
to exceed 3 years, as approved by the department.

The department would be required to semiannually determine, by rule, medical trend for each
hedlth care market, as gpecified in the bill, using reasonable actuaria techniques and standards.
The department would be required to survey insurers and HM Os representing at least an 80
percent market share for each of the specified hedlth care markets, in order to compute the
average annua medical trend.

Section 4 amends s. 627.6487, Guaranteed availability of individua hedlth insurance coverage to
digibleindividuds

The bill revises the policy forms that must be offered by individud hedlth insurersto “HIPPA-
eigible’ individuds. As an option to the current requirement that the insurer offer itstwo most
popular policy forms, the bill would alow the insurer to offer the sandard and basic policy that
small group carriers are required to offer to small employers under s. 627.6699, F.S.

Thehill prohibitsindividua carriers from applying discriminatory underwriting and reting
practices to HIPAA-digibleindividuas. By adlowing nondiscriminatory underwriting and rating
practices to be gpplied, the bill would permit an insurer to impose a premium surcharge on a
HIPAA-digible person due to a particular hedth condition, if the insurer imposes the same
surcharge on other non-HIPAA-€ligible persons gpplying for coverage who have the same
medica condition. In other words, an insurer could not impose a surcharge on HIPAA-digible
persons due to their HIPAA-digibility Satus done.

Section 5 amends s. 627.6515, F.S., Out-of-gate groups. The bill provides an exception to the
provision that group certificates issued to Florida residents under a group policy issued outside of
Florida are exempt from most provisons of Horida sinsurance laws. The bill providesthat if the
insurer requiresindividua underwriting to determine coverage digibility or premium rates to be
charged to the individud, the group certificate issued in FHorida would be subject to the same
requirements of the Insurance Code that apply to individua hedth insurance policiesissued in
Horida. (The bill makes conforming changesto s. 627.410, F.S., above) Thiswould require that
group certificates issued in Florida comply with al mandatory benefits and rate filing laws that
currently apply to individua hedth insurance policies, if the insurer requires individua
underwriting to determine digibility or premiums.

Section 7 amends s. 627.6699, Employee Health Care Access Act. The bill would make the
following changes.

Small group carriers would be permitted to separate the experience of their one-life groups
(employers with one employee, sole proprietors, and salf-employed individuds) into a separate
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rating pool, gpart from the rating poal for their smal employer groups with 2-50 employees.
Therefore, with certain limitations, the clams experience of the one-life groups would be the

bass for establishing the rates for one-life groups and would not impeact the rates for the 2-50
employee groups, which would be based on its own experience. However, the rate charged to the
one-life groups could not exceed 150 percent of the rate determined for the groups of 2-50
employees. For one-life groupsinsured on July 1, 2001, the rate may be up to 125 percent of the
rate for the groups of 2-50 employeesfor the first annua renewa and 150 percent for subsequent
annud renewds. (This provision controls over any lower limit that would be imposed under

S. 627.411, F.S., asamended above.) The carrier would be permitted to charge any excesslosses
of the one-life group pool to the experience pool of the 2-50 employees.

The bill dso provides that smal group carriers could only provide credits (not surcharges) due to
duration of coverage (the time period that a small employer has been insured with the carrier).

The hill expands the definition of a“limited benefit policy or contract” that would be exempt
from mandatory benefits for other health insurance palicies, to include “apolicy or contract that
fulfills a reasonable need by providing more affordable hedth insurance.” In addition to the
current exemption from laws requiring specific hedth care services or benefits or use of specific
hedth care providers, the bill exempts limited benefit policies from any law restricting or
limiting deductibles, co-payments, annud or lifetime maximum payments, unless such law is
made expresdy applicable to such policy.

Thehill further provides that a limited benefit policy may aso be offered to an employer with 51
or more employess.

The bill revises the disclosure requirements that a small employer carrier must currently provide
to asmall employer upon offering coverage under a sandard health benefit plan, abasic hedth
benefit plan, or alimited benefit policy or contract.

The bill requires the Insurance Commissioner to appoint a new heath benefit plan committee
before October 1, 2001, and every fourth year theresfter, to determine if modificationsto aplan
might be appropriate and to submit recommended modifications to the department for approval.
Such determination must be based upon prevailing industry standards regarding managed care
and cost containment provisions and be consistent with the low to mid-priced benefit plans
offered in the large group market.

Section 7 amends s. 627.9408, F.S., Rules. The bill amends the Long- Term Care Insurance Act
to authorize the department to adopt by rule the provisions of the Long-Term Care Insurance
Mode Regulation adopted by the National Association of Insurance Commissioners (2nd quarter
of 2000), which are not in conflict with the Florida Insurance Code. The provisions of the mode
that are perceived to be of most importance, which the department is expected to adopt, are those
provisons intended to prevent insurers from implementing large rate increases after apolicy has
been issued. See, Present Situation, above, for asummary of the NAIC Mode Regulations.

Section 8 amends s. 641.31, F.S,, Hedlth Maintenance Contracts. The bill amendsthe law
relating to rate filings for HMO contracts to exempt from rate filing and approva requirements
group HMO contractsinsuring groups of 51 or more persons, except for any coverage where the
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increase in dams cods over the lifetime of the contract due to advancing age or duration is
prefunded in the premium. (This conforms to the bill’s amendmentsto s. 627.410, F.S,, for
hedlth insurance policies).

The bill dso providesthat the grounds for disgpprova of an HMO rate filing would be those
gpecified in s. 627.411, F.S,, which are the grounds for disapprova of aratefiling by a hedth
insurer.

Section 9 providesthat the act shall take effect October 1, 2001.
Constitutional Issues:
A. Municipality/County Mandates Restrictions:
None.
B. Public Records/Open Meetings Issues:

None.

C. Trust Funds Restrictions:

None.

Economic Impact and Fiscal Note:
A. Tax/Fee Issues:

None.
B. Private Sector Impact:

Uninsured persons at or below 200 percent of the federal poverty levd who live in one of
the “three areas’ of the state with the highest rate of uninsurance would be eigible to
purchase a hedth flex plan. It is anticipated that such coverage would be less expensive (and
would provide lower benefits) than hedlth insurance or HMO coverage currently available.

Hedlth flex plan entities which are gpproved by the Agency for Hedth Care Adminigtration
to sal hedth flex plans are potentialy subject to the profits or losses of underwriting such
products. The financia ability of the entity to underwrite the plan would be subject to
approva of the Agency and Department, for which the bill provides no specific
requirements.

By providing a broader definition of alimited benefit policy and a broader exemption from
required hedlth insurance benefits, the bill may alow for lower cogt, hedlth benefit plans for
both smdl and large employers. However, employers and their employees who purchase a
limited benefit policy may have greater out- of- pocket costs for benefits that are not covered.
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VI.

VII.

VIILI.

Those insurers that market individua coverage certificates in Florida under out- of-state
group polices will be required to comply with Forida law governing benefits and rates for
individud policiesissued in Horida. These insurers may incur increased regulatory costs.
According to a department informa survey among insurers, rate filing costs can range from
$1,000 to $8,000, with an average cost of about $3,000.

Florida residents covered under out- of-state group policies would be afforded greater
protection againgt “death spiral” rating practices and would receive dl mandatory hedth
insurance benefits required for individuad policies. It islikely that the initia premium for
such policeswill be greater, but future rate increases would be smaler. However,
representatives of insurers that market out-of- state group policies dlam that many insurers
will choose not to sal coverage in Horidaif they are subjected to Horidalaws.

The dlowance for small group carriers to establish a separate rating pool of one-life groups
could increase rates by as much as 50 percent for some one-life groups, according to the
department, but this would be offset by rate decreases for groups of 2-50 employees.

Changesto the rate filing laws are expected to reduce rate filing cogts, particularly for large
group palicies, which would be exempt from these requirements. For policies that remain
subject to rate filing requirements, insurers are provided clearer sandards for what would be
alowed as an “automatic increase” and what would trigger department disgpproval.

By authorizing the department to adopt the NAIC Long- Term Care Insurance Model
Regulation, the bill affords greater protection to policyholders who purchase long-term care
insurance policies in the future againgt large rate increases. Such policyholders would be
provided a contingent benefit upon lapse of the policy due to nonpayment of premium, after
arateincrease of a certain amount.

C. Government Sector Impact:
None.

Technical Deficiencies:

None.

Related Issues:

None.

Amendments:

None.

This Senate staff analysis does not reflect the intent or officia position of the bill’ s sponsor or the Horida Senate.




