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FINAL REPORT 
ot' THB 

HEALTH MAINTENANCE ORGANIZATIONS STUDY COMMITTEE 

Senate Concurrent Resolution 117~ introduced during the 
Second Session of the Sixty-fourth Gen~ral Assembly, requesced that 
the Iowa Legislative Council establish a commiCCee Lo study the 
feasibility of authorizing the establishme.nt of hea.lth maintenance 
organizations (RMOs) to provide prepaid health care services to the 

citizens of Iowa. 

Th~ Legislative 
~ommittee and appointed the 

Couucil created 
following members; 

Senator James W. Gri£fin~ Sr. 
Senator William C. Palmer 
Senator W. R. Rabedeaux 
S~nator James Po Schaben 
SenatOr. George L. Shawver 
Representative Leunard C. Andersen 
Representative Ueroid C. McCormick 
Reprc~entative W. R. MODToe~ Jr. 
Representative Barton L. Scl1wieger 
Representative Jewell O. Waug~ 

t en-mc;~lIl.b e. r BoLudy 

At its first meet1ng on July 13~ 1972~ the Committee 
elected Senator Rabedcfll.lX and Representative schwieger Co-chairmen 
of the Study Committee and received te,stirnony from the regional 
p~ogram director of tile Health Maintenance OrBani~ations ServIce 
office of the Department of Bealth, Education, and Welfare (DHEW) 
and from the executive directo~ of the Uealth Planning Council of 
Central Iowa (EPeeI) regardi~~ current developments in tl1e forma­
tion of HMOs in Iowa. At this meeting the Committee learned that 
there is a pos1tive effort on the part of botll physicians and 
hospitals in Iuwa to obtain technical assistance from DREW in th~ 
for.mat:i.on of llHOs, but that prohibitive restric:tic}IJ,s in 1ow8. law 
~iscourage (!xperimentation in the delivery of health car~ services. 
James Mebs of HPCCI told the Committee that fourteen Des Moines 
physicians are involved in planning for a potential IlMO and are 
awaiting the enactment of permissive legislation. 

TilE HMO CONCEPT 

The system of health care envisioned in the HMO concept 
is the provision of comprehensive health care services to p~rson~ 
who have paid the cost of the services in advance on a capitation 
(i.E' .• ~ flat pe:riodi.c rate per inuividual or family) basis) by 
tlealth care practit~oners ~ho receive a fixed rate of compensation 
that is not directly tied to the services performed. Under tradi­
tional systems, providers of Ilealth caT~ are remunerated on a Cee­
for-service basis; i.e., th~y are paid according to the numb~r 3nd 
type of servic:e5 rendered. Advocates of the HMO system of hcsltl1 
care cuntend tltat pllysicians paid au a fee-for~·aervice baKis llsve 
nO economic incentive to concentrate on keeping people h~althy and 
that a [jxRd-price contract for comprehensive health car(~ reverses 



this illogical illCQntive b~~au8c the incom~ remaining aft~r the 
cost of providi~g servic~s has been cover~d grows not with :he 
nUillbe~ of days e person is sick 1 but with the number of Javs he l~ 

v.tell. HMOs the.refore have a scrong :inancial irtt.arcsc in 
preve~cing illness and practice preventive Dediclne by providin~ 

routine examinatiuns and immunizations to enrollees. 

In arci~r co accomplish its purpose of maintaining the 
healtll of its enrollees, nn HMO must bring together a wide range of 
meciical se~vices in a single organization su that a defined 
population is assured of ~onv~nient access to all of th~m and so 
that the ri~ht combination of health care resources will be uti­
lized. Tl~e concept ~oves beyond the prepayment technique developed 
by Bltle Crass-Blue Shield associations in that the HMO does not 
ordinarily ;rovide indemnification against the cost of health care 
services obtained by a subscriber if and whe~ such s2rvices can b~ 
obtained, but ~ntertakes direct responsihility for the provisio~l, 
availability, and accessibility of those services for 2 single 
periodic payment by the subscriber. The HMO may off~r indemnity or 
service benefits provided through insurers, medical or hospital 
servic~ corporations~ or ot]lerwise~ in order to covar services 
which are not available through the HMO, but these indemnity 
benefits ere usually limited to cover services obtained by ~ 
subscriher in an emergency situation arising while the subscriber 
is Qutside the HMO's service area or in other lrnllsual eir­
Cl.lmstanc.es. 

Acco~ding to DHEW~ the emerging trend tow~~d RXOs is a 
result of tlle success~s of e.v~riety of medical fou~dations and 
prepaid group practice organizations in various parts of tllB United 
States in arranging for a more economically efficient cie:ivery of 
health care. Subsequent testi~ony received by th~ Committee from 
DIIEW indicate~ that the highly-organized HMO model t a pre~2~d group 
practice plan operating through facilities owned by it 3 and th~ 
mOTe loosely-knit HMO model, a medical foundation plan controlled 
by physicians in solo pracCice, are actually two cxt~emes in the 
type of organizational structures under which lIMOs might operate. 
DHEW personnel testifying before the Committee provided Committee 
members with a comprehensivQ outline of widely varying HMO 
structures ranging trom tlospital-based prepaid group pr~c:ice plnns 
to cooperative organizations which contract with the various 
?roviders of health care sarvices. 

THE HMO AND IOWA LA~ 

Th~ legal impediments to the deve:opment of EMOs stem in 
part from the: so-called HBlt1c Cross-Blue Shield ll laT";s whi(;h~ i.~ 
some eighte~n states, have the effect of requiring any heelth seT­
vice eo~poration to i~eorpornte under them. The Health Law Center 
division of Aspen Systems Corporation has listed Iowa as one of the 
states having a =estrictive Blue Cross-RIlle Shield statut~. 
Chapter 514 of the Coda of Iowa mandates ~he use of the ~anprofit 
corporat~ £or~ of or8anizztio~ by ~ospital and medica] service 
plan!5, require.s that a. majority of ~he dircct(~'·~ of a medical ser­
vice corporatio~ rnlJS[ be physic~ans who have con~r~cted with the 
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corporation tD provide scrviccs~ and Tequires tilst tha cO~PQrntion 
must havc~ at a minimum. 150 physicisI1S under contTaeI. 

A~ a meeting oC thQ Committee on SGptembe r 70~ David 
Neu~eIlt~ president of Iowa Blue Crose and Blue Sllield, express~d 
the view that if a group of less than 150 physicians were willirlK 
to make their services ovai,],ablc to the public on a prepaid bnsis 
iI~volving n fixed periodic ra~e 02 com~en9ation to tlLe pllysi~ian8, 
a medical service corpor8tlO!1 operating under Chapter 514 COtLld 

legally enter In~o nn agreement to !Iell contract~ for s~ch services 
to subscribers and collect payments from ~\lbscYiberG un betlnJf of 
the physicians of£eri.ng their serv~ces ill this manner. Mr. Netlgent 
supported n18 statemen= by poinciIlg uut that ~ medical s~rvlce 
corporation already con~racts with more than 150 ?hysiciDn~ ~n Lhis 
state and therefore would merely be offering & neW and a,lternative 
package of health ca~e benefit~ to ~ubscriber~~ At the requ~st of 
Co~mitt~e members, an opinion was SOllght from tl1e Attorn~y G~nera] 
in cegard to this interprctatio1l of Chapter 514 of the Cod~. No 
UpiIlion has been iSS\led as of the date of Vreperatiun of this 

ceporl. 

The Study Committee j.nvestig~tcd otl1er J.egal har~iers to 
the formation of aMOs in Iuwa~ illclurllng (1) applicable ~tete 
:L.o.~;l.l:ranc.e. laws and re.p.;.1...11at.j,ons w~-li_(~h might impose i...1pOn H"t-10s Co..'"!1:""La1.11 
requirements for ]i~uid r~ecrves and (2) tho common law re~lric­
tions oj: the corporat~ pTscticc of meJiciD@ rule whi~h, in th~ 
absence uf specific legislat10n to ~ontrol the c.ommcrciali~atlon of 
mea1cine~ tho courts have adopted in order to prev~nt pro[1.t~nlak:lng 
s(:hemea that mi.ght adversely aff~ct the health of Lhose who ~tlb-
scribe to them. 

Many S'Lates apply insuran.ce:. laws· to HMOs" .::!.ssumi up; f~ucl; 
0rganiz~tionB are rlot othe~wisc prohibited by TssrriceivQ stale 

legislation. These laws u~ually call for e~tabl,isllmcnt of 
rCBezves~ ~oIlting2ncy funds, nnd other such requiremeotM to make 
surn the dollars av~ilable exceed potential claims fur tllQSe 
dol,lar~. If a prepaid group practice plan w~re able to incorpor;lte 
under Iowa's "Blue Cross-Blue S11icld " ~tatute~ it also WOI,Lj,d b~ 
subje~t tn inSllrance reg11lation incllidinn, but n()t limited to~ 
s.pprova] by the ComDLissioner of Insurance of acquisition C()Hts in 
connection wIth thc! solicitation of subscribers and the requirenLent 
that fUIlds ()f the corporation be itlVested only in securities 
permitted by Iowa law for Lhe investment of funds of life insurance 

c.omp:.:i.llief>. 

Tile ~implest argument that can be mnde to warrant exempt­
ing HMOs from the al)plication of insu~aIlce regulations is that HMOs 
du not ordinnrily deal in insurance. Fundamentally~ an in~llrance 
~ompnny or a nonprcfit prepayment program of the Blue Crcss-Dllte 
Sh .. i.elc1 type (~e.al,f; in claim~:: and do":"l.3. .. s an(l j,s (!Uos..i.tiereQ f:i 8 cH lly 
~ound only if it~ cap1lal ~tcucttl(~ an~ I!SAh floy BSf;Ure that tllC 
urennization will ilav~ thn dolJars avaiJable to p~y clainLs~ An 
EMO~ orl the other hand, ~s s011nJ only to the ~xte'lt that j,t encom­
passes in some ~ffective manner, the racil~~~ies, physi~isnR and 
othnr per8nnn~1 required for the actllal provi,slol1 clf hcaltl~ care 
services. F()r gn HMO~ economic SOllIldnc~s is i;amp~~ed yalh~r tllSrl 
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fostered by reqlliring cap:tal to be :i~cl ~p in inv~s:~e~ts r~~dily 

convert~d CO ca~h which Lr~ unr~lated [0 providing h~a:tfl car8 
serv~ces themselves. Enrollees of an HMO are prot~cted G{)t by Q 

"legal reserve ll
, but by the- contr"a:":".:ual coJ.i.F.;,,~cion of physic::..ans t 

hos;itals, ~nd other provid~rs to render heel~t care services to 
them. 

The corpJrate practice rule is based upen ~wa le~al doc­
tTines. Fi:C5t> that she ~or!Ju!;ation is a "p€rscn", .:t:ld second that 
the acts of ~atu=21 pexsons can be attribute~ tu the :egall.y ~2cag­
ni~ed corporate entity which eC910ys them. From this it follows 
that the corpo=ation woulJ be practicing a profession i~ it 
employed prQfess1o!lal individuals. The corporate practice =ule 
therefore prohibits a eorpo:aticn from fu~niehing health care 
~ervices for compensation thro~gh physicians engaged and ?eid by 
it. 

Iowa law relating to the corporate practice of medicine 
rule is ll:nited tu prohibiting contract~ between hos~icals and 
pathologists or radiologists that in any way create chQ ~elation­

ship of employer and employee between the hospi:al an~ the doctor. 
The law (sec Chapter 135B of the Code) was enac~ed pursuant to a 
district court op~nion stating thet pathologists and radiologist3 
are considered to be practicing medicine and therefore cannot be 
hired by the hQspital which is providing their services. 

ATTITUDES OF AFFECTED CROU?S 

Representatives of several groups appaar~d ~e~()re the 
Study Committ~~ at its second and third meetings to express thei~ 

group'~ attitude taw~rd the conce?t of HMOs. Althcugh th2 statE~ 
merlts re~eived by the Committc~ f~orn these groups revaal 
differences of Dpi~iQ~ in regard to tile ty;e ~f HMO leJisl&tion 
that shoH~~d be. 8nE.cted, all of ti:l8 g:-oups b,:i.s:"cdl.ly S'.<J;or-::: the. 
establishmen~ of H~05 as One alter~at:"ve to ~=edi~iQnal sys:ems of 
!lealth care del:..very. All groups dealt either directly or 
i.ndirectly with Iown laws rest~ict~ng ~he dev~lopuLe~= of HMOs: 

1. Bot]l t~e Iowa MedIcal Society a~d the IOwa Socie~~r of 
Osceopathic Phy~ician9 and Surg2o~s 2r~ st~ongJ.y cp,os~~ :0 the 
e~ployment of physicians by HMOs and believe th~t the inclusion of 
sucll d provisioIl in TIMO legi~lation would mata~ia:ly ~i~der ttle 
enactment of HMU le~i91ation in Iowa. The Iowa Medical Scciety has 
not taken a definite stand on the possible organization of ~MOs as 
profit-making corporations. However. it does aee dangers to the 
public and to the ?rafession i~ permitting profit-making corpora­
tions other than insuraace companies licensed to do acc:dent and 
I~~alttl busi~ess in this state to becoce HMOs. 

2. The iowa Nurses' ~sscciation suppo~ts the HMO concept as 
expres~@d in Senate FiiB 239 i~crodu=e~ dtlring th~ First S~S~~on Q~ 

the Sixty-fourth Gcner~] ASHembly and th~ ?rRsidcnt of the Asso­
ciation perscnally sllpports the provisions o~ Senate ?il~ ~2:2 of 
the Sixty-fourth General Assembly on the bas~3 tllat it of!ers the 
greatest cicg~ee of flexibility in the form&cion n~d es~ahlishmc~t 
of RHOs. 



34 IhB Iowa Pharmaceutical Association support~ HMO l.egjs­
lati.on tllat would include under the provision Apelling out 8ervic:~s 
to be offered by an HMO, the services of a clinical pharm3cist 
independently contracting with tIle HMO to provide such service5. 

4. The Iowa Hospital Associ2tion agrees with the Iuwa Medi­
cal Society that the organizational form of an HMO should be 
limited to nonprofit corporation$~ but would have ceTLailt 
restrictions placed On the role of j.nsurance companies 10 th~ 
operation of HMOs. The Iowa Hospital Associatj.on also expressed 
the view that phy~icj,an9 should be allowed the optiou of enteriTlg 
i,nto an employment contract with an HMO. 

5. The Iowa Chiropractic Society suggests tl1St the wording 
of HMO legislation specj.fically include chiropxaccors along with 
other health care practitioners providing services to the pub~j,~ 
througb an HIlO. 

6~ An officer of The Bankers Life Company appeared on behalf 
of the Health Insurance Association of Amcrica~ whose member COTII­

pani~$ write approximately 80% of the health j.nsurance wrj,t~en by 
private carriers in the United Stat~s and whose position basically 
~orreHponds to the amendments submitted to Aenete Pile 239 whi.ch 
allow for the operati.on of HMOs by insurance companies li.censed to 
do accident anrl ll~alth business in Iowa. The Association bcli~ve~l 
that the insurance industry is eminently equipped, in both skills 
and reSOllrces~ to make s significant cont~ibuLion to the d~vclop­
ment and oper~tion of HMOs and also ndvocates that HMOs be alJow~d 
to contract fo~ insurance to indemnify or reimburse the HMO aRair~~L 
the cost of health cnxe services not available through the liMO 

p l"n. 

The Director of the Legal Aid Society of Polk County al.so 
appeared be.fore the:! Study Cornmitt(~e on behalf of Me.dil.::.aid 
recipients and resdlcal1y needy persons who are often forced onto 
the welfare rolls beclluse of the high cost of medical ,!are. The 
Director suggested that if the state wer~ permi~ted by law tu 
contract with HMOs for the provision of services to SUCll persons, 
nut only would better health care he within reach of thRse per8nns~ 
but the Medicaid program itself could be expandecl to include the 
medically needy at a cost the state can afford. In its 
investigation of the possible savings to the State uf Iowa thro'Jgh 
Medicaid-RMO-type contracts~ the Committee nscertained tilac tw~l.ve 
states presently contract with eighteen HMOs to provide 5ervice~ to 
Medicaid recipients and that additional contracts ayc being 
negotiated. The Committee also ~xamined recentJ,y enacted federal 
legislation (B.R. 1) which spells out the requirements to be met by 
HMO~ serving Medicare recipients. 

A RURAL HMO 

In recognition of the fact that DO perSall involv~d in the 
actual operation (If an HMO had been cons~J.ted, the Committee rE­

quested) at the slLggestion of President Neugen~ of Iowa Blue CrosB­
Blue Sflie].d) that the director of the Marshfield Clj.nic in 
Ma~shfield~ Wi~co~8in be invited to speak at th~ ~()mmittee!s 
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November 9 meeting. The Greater Marshiield Community Health Plan 
is one of several pr~paid group practice pla~5 developed by the 
Wisc6nsin Bl~e Cross association and consists of a joint Ven~ure 
between the Marshfield Cl~nic, a multi-specialty physician group~ 
a hosptial, Bnd 31ue Cross, with contracts emanatin~ outward from 
Blue Cross, Yhich is legally responsible for making services 
available to su~scribers. 

DHEW ?ersonnel suggested that the Marshfield Plan 1s one 
type of HMO structure most likely to serve rural populations. 
According to testimony presented by the director of the Marshfield 
Clinic, the Plan got only contracts with pllysitians providing 
primar.y care to enrollees living on the periphery of the area 
served by the plan~ but also makes indemnity payments to providers 
of health car~ services outsid~ the territorial boundaries of th~ 
Plan. Tlle Dj.rector of the Clinic asserted that transpo~tation 
problems are not an insurmountable barrier to the rural patient$ 
seeking specialized services fro~ the Clinic in Marshfield. 

CONCLUSION 

The Committee has concluded that requiring HMOs to 
incorporate under existing statutes is discriminatory in nature 
because it prohibits some kinds of organizat~ons f~om delivering 
heal.th care services without determining whether the quality of 
car~ which would be provided by such organizatio~s m~et5 
appropriate standards. The Committee is therefore reco~mending 
legislatioIl based oc the National Association or Insurance 
Commissioners' model HMO 'bill~ which, the Committee feelS

j 

adequa~ely removes existing legal barriers to the establishment and 
operation of HMOs~ while providing fer regulation of HMOs according 
to the various needs of individual HMO structures. The Committee 
reviewed the December 5 draft of the N~A.I.C. bill and received 
favorable comment on it frem representatives of the Iowa Medical 
Society, The Bankers Life~ DHEW, the Iowa Hospital Association, the 
Iowa Life Insurance Association, BI.ue Cross, and the Iowa 
Ciliropractic Society. 

The N.A.I.C. Subcommittee which wa~ charged" with draft­
ing the oill states that the purpose of the bill is twofold. 
First, it attempts to provide a legal framework enabli~g the 
organization and functio~ing of a wide vari~ty of aMOs inctuding 
those based UpO:l. the meG.ical care. foundation c:oncect. Sec.or~d, the 
bill atte~pts to provide a regulatory monitoring sy~tem not only to 
prevent or remedy abuses, but also to assist in the future 
irnprov~ment and developme~t of this alternative form of health care 
deliVery. 

At its December 13 me€ting, the Study Committee acted 
upon several issues that were raised during the course of its study 
of ~M05 and directed the Legislative Se~vjce Bureau staff to draft 
a bill which wou~ci accomplish t~e following: 

1. Retain the provisions of the N.A.I.C. bill allowing any 
person to apply for and obtain a certificate of authc~ity to estab­
lish and operate an HMO in compli.ance with the re.quir.~"=:nts of the 



N.A.I.C. hill, except 
not be applied to 
prepaid basis, except 

that coinsurance and deductible ~harges 
health care services that are provided 
when required under federal programs. 

may 
On a 

2. 'Perillit HMOs to furnish health r:ar~ se.rvices to the public.. 
through providers which axe under contract with or employed by the 

HMO. 

3. 
con t ract:.s 
an HHO. 

Exempt from premium taxation all payments received from 
with enrollees for health care services prov£ded through 

4. Authorize 
with HHO~ for the 
rec.ipients~ 

the Commissioner of social Services to contract 
purpose of providing benefits to Medicaid 

At its January 4, 1973 meeting, the Study Comltl.itlee 
approved the bill draft attached to this report and recommended 
that it be introduced during the First Session of thE Sixty-fifth 

General Assembly. 
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Pa s;sed S enG te 1 Da te ______________ _ 

Vote: Ayes ______ _ Na y 5 ______ _ 

Approved 

Prepared for the Heal tt, :·laintt;'­
nance Orgarlizutions Study Com­
mittee for introduction dllring 
the First Session of thG Sixty­
fifth General Assembly. 

Passed House, Dete ____________ _ 

Vote: Ayes ________ _ Nay s _______ _ 

A BILL FOR 
1. An Act to authorize the establishment and continuing regula­

\:i.on oE health maintenance organizations and to provide 

5 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 



1. Sec·t::'un 1. HE\1 SECTIon. PURPOSE. The generill as",-,mbly 

2 del:crrnines Uwt hcalt:ll mainL"nance organizations, when properl.y 

3 n.:.~qulated I !;~ncourage. methods O~~ treatment: and controls over 

I~ t.hc qUD.li ty of C<lre. which effectively cont.ain costs 211U provi.(]E"~ 

,) for c()ntin'~lou~.j health care. by unl1ertaking ;I".~c.sponsib]'J it.y for 

(, tllL' provj,~iol', clvailability, and accessi,bili ty of servi.ceG. 

7 It j.8 t.be iIlti,~n I: of this J\ct tha't legal barriers be removed 

3 'to r.:.l10W ~ va.ril~ty of orgl:1nizationdl structures to establish 

9 and operc7l.t:C! health maintenance organizations in order to 

10 p.c·ov ide for exp<:,rimentation wi th ilnd improvemen'~ in this 

11. "ltl'Tnative ~;yS'~em of health care delivGJ:Y· For this rGason, 

12 ():nd becaus0 the pr~L.roary respon~ib.ili ty of a health mainter:ancc 

'13 organization lies in P170vidi~lg health care services on a 

11, prepaid basis without regard to the type and nLUuber of services 

15 actually rendered, rather than providing indemnification 

16 against th~ cost. of such service5, the general asselnbly finds 

1'1 it necessary to provide a statutory framewor.k for the 

18 establishment and continuing regulation of health maintenance 

19 organization" whicll is "eparate from the insurance laws of 

2 0 this state, except as otherwi.se provided in this Act. 

21 Sec. 2. NElv SECTION. DEFINITIONS. AS provided in this 

22 Act:, unJ.e,;" '~he context otherwise requi,res" 

23 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

1 • 

2. 

"commissioner" means the commissioner of insurance. 

tlHealt.h care services" means ,services included i~l tht:: 

furnishing to any individual of medical or dental car: e , or 

hospitalization, or incidcmt to the furnishing of sucb care 

or hospitalization, as well as the furnishing to any person 

of all other services for the purposes of preventing, alle­

viating, curing, or healing human illness or injury. 

3. "Health maintenance organization" means any arrange­

ment by which a person undertakes to provide, ,arrange for:, 

pay for or reimburse any part: of the cost of. any health care 

services and at least part of such arrc.,ngement consists of 

arranging for or the provision of health care services, as 

distinguished from mere indemnification against the cost of 
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S. F. H.F. 

1 such services, On a prepaid u().sis through insurance or ot~H?lr~ 

2 w.ise. 

3 

4 

5 

"Enrollee" means an individual ~ho is enrolled in a 

heal til !ildini...:cnance organization. 

5. nprovider" means any physician, hospital, or person 

6 as uefined in chapter four {4) of tr,e Code. ~ ... ~hich is liccr.sed 

7 or othex:-wise aut.horized in this state to fUl.-nish health care 

8 services. 

9 6. !IBacic health care services!! meanS services which an 

10 enrollee might reasonab.ly require in order to be maintained 

11 in gooa health, including as a minimum, emergency care, in-

12 patient hospital and phy,sician care, and outpatient cmd o;:her 

13 medical serv~ces. 

14 7. H£viuer:.ce of coverage II means any certificate I agree-

15 ment, or cont:ract issued to an enrollee setting out the 

16 coverage to which he is entitled. 

17 Sec. 3. NE,'J SECTION. ESTlIBLISH1I,ENT OF HEALTH HAIN~'E-

18 NANCE ORGAiH ZATIONS. Any person may apply to tho commissioner 

19 for and obtain a certificate of authority to establish ana 

20 

21 

22 

23 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

operate a health maintenance organization in compliance \'ii th 

this Act. A person shall not establish Or operate a health 

maintenance organization in this. state, nor sell, offer. to 

sell t or solicit offers to purchase or receive advance or 

periodic consideration in conjunction with a health mainte­

nance organization witho~t obtaining a certificate under 

this Act. 

Every person operating a health maintenance organization 

un January 1, 1974 shall submit an application for a certi­

ficate of authority under section four (4) of this Act not 

later than January 31, 1974. The health maintenance orga­

nization may continue to operate until the ccmmissioner acts 

upon the application, but if the application is denied the 

applicant shall be treated as a hea:Ctb maintenance organiza­

tion "hose certificate of authority has been reVOked. 

Sec. 4. NE'~ SECTION. APPLICATION FOR A CERTIFICA'l'E OF 
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S , F. ~~ __ ' H. F. _.-

1 AU'l'IlOhI'l'Y. 
An application for a certificate of author:i ty 

2 shall bc verified by an officer or authori::::ed represent.ative 

3 of the health maintenance organizal:ion, shall be in il [0'-'" 

4 pr(~scribed by t.b.e corruuissioner, and shall set forth O.r be 

5 accompanied lJy the following' 
6 1. l> copy of the basic organizational document I if any, 

7 of Uw applicant such as the articleS of incorporation, 

S articles of as sociation, partw~):"5hip agreement, ·trus·t aqree~ 

9 ment I or othl8r appli.cable documents, and all of its mnendments. 

lO 2. A copy of the by laws, rules or similar docun1ent-, if 

1 J any I regula'ting the conduct of the internal aff airs of t.he 

12 applicant. 
13 3. A list. of the namcs, addresses, and official posj.,tions 

14 of the per-sons who are to be responsible for the conduct of 

15 the affairs of the applicant, including all members of the 

16 board of dircc'tors, board of trustees, Executive comrni·t.tee, 

17 0),- othe):- gove):-ning board or cemrni ttee, the principal officers 

1S if a corporatton and the partners or members if a pa:rt110rship 

19 or association. 
4 A copy of any contrac~ made or to be mad'" between any 

providers or persons listed in subsection three (3) of this 
20 

21 

22 $ection and the applicant. 
23 5." s t;oternent generally describing the health mai.ntenancc 

24 organization including, but not limiteil to, a. desc):-iplion 

25 of its facili t_ies and personnel .. 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

A copy of the form of evidence of coverage. 6. 
7. A copy of the form of the group contract, if any, which 

is to be issued to employers, unions, t:rustees or ether 

orgu.11izations. 
8. Financial statements showing the applicant's assets, 

liabilities, and sources of financial support,_ If the 

applicant's financial affairs are audited by an independent 

certifieu public accountant, a copy of the applicant's most 

recent regular certifi.ed financial statement shall satisfy 

this rcqui:r.emcnt unless the commissioner di.rects that 
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1 addi tional fin;~ncial information is required for the proper 

2 ~1dmil1istration of thi..s Act. 

3 9. A deSCl-iption of the proposed method of ,~marketing the 

4 pl:::.~ and c. t.hree~y8aJ:':- projection of operating expenses and 

5 sources of fllnd~ng. 

6 10. p.~ pO':I/'c:: of att:.orney execut.ed by any applice.nt who is 

7 ;lOt domiciled in t.his state appointing t.he commissioner J his 

8 successors in offic~ and deputies as the. true and lawful 

9 attorney of the appli.cant for this state upon '/lhom all lawful 

10 process in any legal action or pIoceeding agair..st the he2.1t.h 

11 maintenance organiza"tion on a cause of action C:.Lising in this 

12 sta.te may be served. 

13 11. A statement reasonably describing the geographic area 

A descri?tiJ_,~·:. of the cornplain't. procedures to be -..l'tilized 

16 as requireu under section fi fteen (15) of. this Act. 

17 

18 

19 

20 

21 

22 

23 

24 

13. A description, of the procedures and pros-rams ::'0 be 

implemented to lneet ,the requirements for quali'toy of health 

care revie\v as determined by the cornrnissicmer of pl.l~lic health 

under this Act. 

1 L\-. l'.. desc.r"iption of the mechanism by Tnlhich enrollees sha.ll 

be allowed to participate in matters of policy and operation 

as required by section eight (8) of this Act. 

15. Oi.:her i_nformation tile co~issioner finds necessary 

25 to make the determinations req:uired in section six (6) of 
26 

27 

28 

29 

30 

31 

32 

33 

this Act. 

A health mainte.na.nce organization shall, unless otherwise 

provided for in this Act f file notice with the commissioner 

and receive approval froD him before modifying the operations 

described in the information required by this section. 

Upon receipt of an application for a certificate of author­

i ty, the commissioner shall irn.rnedj,ately transmit copies of 

the application and accompanying documents to t"e commissioner 

34 of public heal'oh. 

35 Sec. 5. :>JEW SECTION. DUTIES OF THE COMt-!ISSrONER OF PUBLIC 
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1 l!Bzu,'l'h. The commissioner of j,lublic health shall determine 

2 whether the applicant, for a certificate of auU:ori ty, \vi,th 

3 respect to health care services to be furnished: 

4 1. Has demonstrated the willingness and potential ability 

5 t.o assurc the availability, accessibility and continuity of 

6 sorvice through adequai:e personnel and facilities. 

7 2. Has an;angements established in acoordance wi ttl regula-

8 tions promulgated by the commissioner of public health for 

. 9 a continuous revi.ew of health care processes and outcomes. 

Hl 3. Has a procedure eslcablished in accordance 11ith regu·' 

11 lations of the commissioner of public health to develop, com-

12 pile, evaluate and report statistics relating t.o the cost 

13 of i'~s operatj.ons, ·the pat·tern of utilization of its se:cviees, 

14 the aval.lability ilnd accessibility of its servl.ces, and other 

15 matters as may be reasonably rGquired by the commissioner 

16 of pUblic health. 
17 The eonunissiorlGr of public health, in carrying out hi.s 

15 obligations under this sectl.on and sections twenty-stx (2.6) 

19 and twent.y-seven (27) of 'chis I\.et, may contract with qualified 

20 persons to make recommendations concerning the determinations 

21 required to be made by him. Such reconunendations may be 

22 accepted in full or in part by the conunissioncr of public 

7.3 health. 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

Within a reasonable period of time from the receipt of 

the application for a certificate of authority, the com­

missioner of public health shall certify to the commissioner 

whether the propos'sd health maintenance organiza'cion meets 

the requirements of this section. If the cormnissioner of 

public healt.h certifies that the health maintenance organi­

zation docs not meet these requirements, he shall specify 

in what respects it is deficient. 

58C. 6. NEW SEC'nON. ISSUANCE AND DENIAL OF A CER'rI­

,'IeATE 0.' AUTHORITY, l'h8 commissioner shall issue or deny 

a certificate of authority to any person filing an applica­

tion pursuant to section four (4) of this ;wt. toithin a Yea-
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1 sonable pGriod of time aft,.:.:=," rGcGiving certification from 

2 t.hu commi~sioner of public: health. Issuance of a cGrtificute 

3 of iluthori ty shall be granted upon payment of the application 

I, fee prescribed in section 't·~enty-three (23) of this Act if 

5 the cornrnlSSloner is satisfied that the following conditions 

6 are me t: 

7 1 , . The persons responsible for the conduct of the affairs 

8 of the applicant are compe~ent end trustworthy. 

health certifies 9 2. The commissioner of pUDlic that the 

10 health maintenance organizationTs proposed plan of operation 

11 meets the requirements of section fiVe (5) of this Act. 

12 3. The health maintenance organization provides Or arran,](Cs 

13 for the provision of basic health care services On a prepaid 

1. 4 bas is J through insurance o~ otherwise, except that the health 

15 roaint.:enance organj,zatj.on may impose deductible and coinsurance 

16 charges which might be required to be pai.d by persons On '''hose 

17 beh<J.lf the federal government contracts "With the health 

18 maintenance organization for health care services. 

19 4. The health maintenance organization is fiscally sound 

20 and may reasonably be expected to meet i ts obligatio~s to 

21 enrollees. In making this determination, the commissioner 

22 may consider, 

23 a. The financial soundness of the health maintenance 

24 organization's arrangements :::or health care services in 

25 relation to its schedule of charges. 
26 b. The ac.equacy of the hea2.th maintenance organization's 

27 working capital. 
28 c. Any agreement made by the health maintenar:ce organiza-

29 tion with an lnsurer, a corporation authorized under chapter 

30 five hundred fourteen (51q) of the Code or any other orga­
31 

32 

33 

34 

35 

nization 

services 

the event 

nization. 

for insuring the payment of the cost of health care 

or for providinq immediate alternative coverage in 

of discontinuance of the hSAlth m~intenance orga-

d. Any agreement made with providers fo~' ·the provision 

-7-
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1 of health care services ~ 
2 e. Any surc,ty bond or deposi.t of cash or securities 

3 submitted in accordance with sec·tioD seventeen (17) of this 

4 Act. 
o 5. The enrollees pay participate in matters of policy 

6 and opera'cion pursuant to sect:.ion eight (8) of this Act. 

"I 6. Nothing in 'ohe proposed method of operation as "hown 

8 by the informacion submicted pursuant to section four (II) 

9 or this ;-.ct or by independent inves,tigation is contrary to 

10 the public int,crest .. 
1.1 7.. AllY de.ficienci,es certified by the COT(lIIlissioner of 

12 public health have been co.rrected. 

13 A certi.f.i.cat.e of authority shall be denied only after com-

14 pliancG with the requirements of section tWGnty-seven (27) 

15 of this Act,. 
16 Sec. 7. NE~I SECTION. POWllHS OF HEALTH MAIWrENANCE 

17 OHGA1HZA'J.'IONS. The powers of a health maintenance organi-

18 zat.ion incl utle, but are not limi'c.ed to, the following: 

19 1. The purchase, laase~ cOl1structiont renovation, opera-

20 tion or maintenance of hospitals, medical facilities, or both, 

2 i and their ancillary equipment, and such property as may 

22 reasonably be. required for transacting the business of the 

23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

35 

organization~ 

2. The making of loans to a medical group under contract 

with it or to a corpol:'ation under i.ts'control for the purpose 

of acquiring or constructing medical facilities and hospitals 

or in £urt.herance of a program prov"iding healt.h care services 

to cnrollees~ 
3. '1'ho furnishing of health care services to the public 

through providers which are under contract with or employed 

by the health maintenance organization. 

4. The contracting with any person for the performance 

on .its behalf of cert~,in functions such as marketing!! 

enroll.ment and administration. 

5. The contracting with an insurance C~'ffipany aU'chorized 
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1 to insure:, groups or individuals in this state for the cost 

2 of heal til ca;Le 0): 'Wi t~h a corporation author,j,zed under chapter 

3 five hundred fourteen, (514) of the Code for the p::o-visior. 

h of insurance I indemni::'1', or reirnbursemcnt agair..st the ccst 

5 of health care services provided by the health nai!'ltenance 

6 organization. 

7 6~ The offering, in addition to basic health care s8x'vicGs, 

8 of healti, care sel:vices and indemnity benefits to enrollees 

9 or groups of enrollees. 

10 7. The acceptance from any persOn of payments covering 

11 all or p3.rt of the charges made to enrollees of the hea.l Lh 

12 maintenanca organization. 

A h8alt~1 :".~nte~~~ce o~sa~i~nt~~~ sheil file notice with 

14 ::"!'~8 ..... :-.).,':''"'i581.0:'le;:- before t.be exe~cise of c.';!.y pO·..-Jer granted 

~;': ~~:.lDGectJ..':,:1.5 one ("l; tlllU two (2) of -:'l1i.s sGc~ion. :'he 

16 notice shall be accompanied by adequate supporting information 

17 obtained from the commissIoner of publIc health r'olating to 

18 the heLllth maintenance organization's need for physical 

19 facilities. 'rhe corrunissioner shall disapprove the exercise 

20 of power if in his Opi:lion it would substantially <:,2"'.;:: adversely 

21 affect the financial soundness of the hcaltl'l mainte:nance or-

22 ganizatio!l and endanger :'i:s ~bility to meet its obligatior.s. 

23 The c:orn:nissioncr may promulgate rules exempting from the 

24 filing requirement of this section those activi ties ~:(3.ving 

25 a mini~um effect. 

26 Sec. 8. NE'1'i SECTION. GoVERNING BODY. 'rhe gove.rnin<; body 

27 of any health maintenance organization may include providers, 

28 other individuals, 01' both, but it shall establish a mechanism 

29 to allow enrollees to participata in matters of policy and 

30 operation. 

31 Sec. 9. NEW SECTION. FIDUCIARY RESPONSIBILITIES. Any 

32 director, officer or par ~ner 0:: a hE::al th maintenance orga-

33 nization who receives, collects! disbuIses or invests funds 

34 in connection with the acti vi ties of a hB..:~: th maintenance 

35 organization shall be responsible for these fUI1d£ in a 
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2 SE.:~C" 10 .. NEW SEC':~~JON" 
~~-~--~~-'~ 

Eve:r:y 

3, enrollee: ::=ihi:.1.J.:L ::.~~ceivc an Qvio(=;l:;.·::'e of CDvcr.'age and any amend-

5 policy o:c a CQ~1'I:.r(:~c-:'::. ~.,ssuc:d by a corporatj,on authori£;cd under 

6 chapte::c .Ci,ve h";jJ~drc'1 iourtetm. (51,4) of 'th8 Code-; r the in[)urer 

8 No ev~ ... d.;:-::ncc of cOl/c<!:':"(:l,ge Or:" a.n-.e::1(l.mcp.:(~ sha.Ll be iG5UeU or dc-" 

9 Ij.vered 1:;0 i=1l1Y pe r!:' 01";, ,~ .. ~1 ·:::'his ::?~ t:.:~i:tc!':'~ u~1,'Lil a copy of: t:,e fQI-m 

10 of the. eviu8nc;e: 0:1: covaT"'-lj"c or c: .. U!e:r:,:]me!:1t. has .bee~l filed wi t.h 

11 and D_pproved by the commissioner ~ 

12 An ev.!..d.ence of covG.r:agc shv.ll COiltcLin a clear and complete 

1. ~~ 5 tatcmcn c.:. of: 

16 t.o"l:.al context:. o:f ·~hc or':f':l.l1iLiaLiorlc;.l s ·l:l:·u.ctUl~e of the l1ew.l1:h 

17 maintenance o:cq<::'l..ni:.:::a,tion .. 

i8 2. 

19 providec.: includiI1(j' any cieduc·i....ible Ol.~ copayment feature 

20 permit.t_ed 1.l:n6er. scci..ion G:'LX (6) {/ subsoction thr.ee (3) of tb,is 

21 Act" 

24 T]:e tot.(1: ~mou::l"i.: of payme!:lt for hcaltl~ caI'e ser.vices 

25 a11o) induinni ty c.":.':" ~~ervice bene;1'~s ~ if any v which -c.he enrollee. 

26 is Obiig'::t"Led. t.o pa:i ~ff~L 'Ul :t.2spec"C. to i,ndl vidual COD:i:l-acts I 

27 OT von i,a(LLc~~t'::"on 1.Jhe·'::18r t.he plw'l Dfie:;::ed -thxough the health 

28 maiilten.ancc Q:l..""sr3..~;:.;_L.{-;; .. ~i'on j,5 cont:.:ibu·;;:'o:;:"y or non.contributory 

29 witJl. respect: tc g~;Ol.!:p coni..:.raots~ 

30 5. The h(!D.l t.:b.. In.;~in t:e.r~ance o::::-ga.ni :;:;ati..on·1 s met.hod for 

32 }\ copy 0 f ,th~~ Foy,rr:. cf th::.~ ~~vid<::::nce of covera.ge to be used 

33 in [,his &.t.",.'.' emel .~ny ·clIl''-'J:i.cime!lt Sl,,,.:.:,. lx, Silbjooct to t:he filing 

3l~ and c~ppr:-oval :rc.quire',ncnts of thiE sec-(:.i::-;·'."l unless it_ is subject 

35 to th.e j;urisd.ic·t.LC11 of the commissioner Wl'k·,,; ~thc laws 



S • F. H. F. 

1 governing health insurance or corporations authorized under 

2 chapter fivC2 hundred fourteen (51rq of the CodG in whicl~. evon~ 

3 the filing ana af.>proval provisions of such lavls apply. To 

4 the ext.Gnt, however, that those prov':'sion~:; arc less stri.ct 

5 than those provided unc1~r this sect;,on, then the requirements 

6 of this sect.ion shall ilpply. 

7 Enrollees sh~ll be entitled to receive the most recent 

8 statelnent of the financial condi~ion of the health maintena~ce 

9 organizat:itJli. in vlhich they arc enrolled. 

10 Sec. 11. NB:W SEC'rION. CHARGES--APPROVAL REQUI RED. No 

11 sche:::(~ulc of cha.rges for enrollee coverage :for health care 

12 services or amendment to the schedule ~lay b o used by a heal ti: 

13 maintenance orguni7.ation until a copy of the sC~i.edl.lle or 

14 am8ncirne:lt to the schedule has been filed with and approved 

15 by thc commissioner. Charges to enrollees may be establi.5hed 

16 in accordance with actuarial principles for v2rious categor!es 

17 of C2nrollccs, but the charges shall not b~ determinGd according 

18 to t.he status of an individual enrollee's health and shull 

19 not be exces8ive, inadequat.e or unfairly discrirni!J.cJ.tory. 

20 Sec. 12. NE',' SECTIOr;. DISl'.Pl?ROVAL OF FIJ,INGS. If the 

21 commissio:lcr disapproves a fili~g made pursuant to sections 

22 ten (10) a.nd eleven (11) of this Act r hc shall notify the 

23 filer and in tr:c notice specify the reasons for hi.s 

2 /,. disapproval. A hecring :~hall be granted b~j the carom ,is:? iDner 

25 within t;lirty days a.fter receipt by the fllar of tI~C rlotice 

26 of dis approval. The commissioner may resuire th~ submission 
27 of whatever relevant infonnatian he deems necessa.ry i:l dete:r--

28 mining whether to disapprove a ::iling. 

29 

30 

31 

32 

33 

34 

35 

Sec. 13 NZW SECTION. ANNUAL HEPOR'I'. A heal til maintonance 

organization shall annually before the first day of March 

file with the commissioner, with a copy to the commissioner 

of public health, a repcrt 'Jeri ·f5.ed by at least two of its 

principal officers and covering the prGcGding calendar year. 

The report she.ll be on forms prescribed iN the commiss :Loner 

and shall include: 
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1\ financj~al statement of the o;Lganizi::.ltir.")n, incluuing 
1 
2 it.g :balance ;:ih(::!~~tl' receipt.s i1n(:~ dtsburseroents for the p:recE:ding 

3 year cert.i.fj,ed by an indcpend.;:~nt public accountant ~ 

2. l\ny m~:'..tf::;:t'iaJ. changes in i:he lnform.:::t.ion submitt_ed 

5 pursuant to section four (4) of thi!.3 Ac"L. 

'fhe numbel: uf perSOilG enrolled our in9 the y~:u.r p t.he 3. 
7 numbc:c of enrollees a.S of the en.d ot' the year and the number 

8 of E~nro ilments termin a Lf~d. durin(~ t~H3 year ~ 

9 It. A SilliilUary of intormc!"t:ion compiled pursuant to sf?ction 

10 five (5), subHcction tljJ~eE' (3) of thj.s Act i.n the form ,,,,guired 

11 by the c0I11lnis,,,'i.oner of pubU.e heal tl1. 

Ctho.:c ':'nformation relating t.o I'~he. perfOrmwl'lC2 of the s. 12 
1.3 hGo.:U-Jl: n\ZLintcni1nce orgaI'liz3tion as is "OeC8fJSilry to e:nable 

14 'l.hc commi;:.:ci .. D1H.Lt:' t.o carry out 11is duL:ies under t'!::.is Act .• 

OPEN ZNROLLl·mNT. Aft0r a health 

16 roa:i.ntel1a.J1ce organizat.ion has be:.::-n in operat.ion t_'We:nty~rour 

17 Inont.hs., it:: shall have an annual op8n E::!nrollment p~~riod of 

113 at: leflHt one month dl..'l.ring whj_ch it acc(-~pt.s enrollees up to 

19 t.lle limits of i.ts capacity, <J.S dct0rmj.ned by ·the h"a1 th 

20 m<lint0r.ancc Drsani7.ation, in the order in whiei) they clpply 

for cnr.ollm(~nt. A hcalCh ma· .. intcnancG orgar:.J.zation m:3.y apply 

22 to t.ht2 commissioner fo~::- aut.horization to impose such und(:~r-

23 writ:Ln~r :n:3:st:rictions upon enrollment. as are nec.r=scary to 

24 preserve its finHncial stability, to prevent excessj.ve ad-

2'S vel::-se ::;c·l(~ction by Pl"ospcctive enrollees ~ or to ~voi(J unreEl-

2 {) sonably high O.l'~ unma.::ckctilble charges for enTo1JJ~0 coverage 

27 for healt.h care s<::~rviceG" The cOnl!Tlissione:r' shall approve 

28 or deny t~le appJ.ic21tion IIIade put'suan·t to this section wi thin 

29 a r8as<.ma1)le period of t"i.me from the receipt of l:he appli,-

30 cat.i.on~ 

31 Heal·th Inaintctlance ox."ganizations providing services ex~ 

32 elusively on a group contract. basis illay Ii.mit the. open 

33 enrollment. p:covidec fo'r in this sec'i~iG~L Lo all members of 

34 the gI·OU.p cov,,,:ccd by t:he cun·tract:. 

35 Sec. 15 ~ NEW SRC'l'ION. COMPJ..l'-INT SYSTEl>i. A health 
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1 maintenance organization shall establish and maintai:i. a 

2 complaint Soystern which has bee:::n approved by the commissioner 

3 in consulta.tion \.Jit.h the commissioner of public he.alth and 

4 which shall provide for the resolution of written COMplaints 

5 initj,atcd by enrollees concerning health cal''' s<"rvices. l\. 

6 health roaintc:-:.a:1ce organizatio71 shall suomi t to the cornmis~ 
7 sioner and to t;le corornisstoner of public healtn an annual 

8 report in a form prescribed. by t.he commissioner l.n consul "ta-

9 tion with the commiss'-oner of public health, which shall 

10 include: 
l\. description of the procedures of the complaint system. 

Tbe total number of complaints handled through the 
11 

12 

1. 

2. 
13 complaint system and a compilation of causes underlying the 

14 complaints filed. 
15 3. The number { amount Zl..nd disposition of malpractice 

16 claims s8ttled dul'ing the yea~ by the health l1',aintenar-ce 

17 organization ilnd any of its providers. 

18 The :.ea1th maintenance organization shall maintain 

19 statistical information~of written complaints filed wit11 ~t 
20 concerning !)encfits over which the health maintenance oL'ga-

21 nization does not have control and shall submit to the com-

22 I1Iissione~ .:l. su:mnary report a.t the time and in the format t!"\at 

23 tl.e cor.lIuissioner may requil'e. Co:nplain ts involving o·~her 
24 persons sball be referred to those persons and a copy of the 

25 complaint sent to the comrni5sioner4 
26 Sec. 16. NEI-I SECTION. INVEST:1EN~S. With the exception 

27 of investments made in accordance with section seven (7J of 

28 this Act, the investable funds of a health maintenance orga-

29 nization shall be invested only '-n securities or other inv8st-

30 ments p8rmitted by section five hundred eleven point eight 

31 (511.8J of the Code for the investment of assets constituting 

32 the legal l'eserves of life insurance companies or such other 

33 securities or investments as the commissioner may permit. 

34 ",or purposes of this section, investab2.e funds of a health 

35 maintenance organization are all moneys 1',,,ld in trust for 
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1 t.lln purpo:1e of fulfilling the obligations inc'urred by a health 

2 nlClintena.n.cc~ organizat:i.on in providing health care services 

3 to cnr.ollc~~s .. 
4 !·;oc. 17. NEW ;,;ECTION. PROTECTION hGA1NS'f INSOLVENCY. 

5 l~ heal th n1aintenanc(~ organi7.otion shall furnish a surety bond 

6 in an amount satisfactory to the commissioner, or deposit 

7 Hith 'the conunissioncr cash or securities acceFcable to him 

8 in at leas"l: the_ same amount,.. as ~ guarantee -thn:t its obliga~ 

9 t:iOl"; to enrollGes \,ill be performed. The comrni.ssioner may 

10 \·ii'.\ive this require~en·t vyrhen satisfied that t.he assets of t_he 

11 organization or its cont.ract.s with other organizations are 

12 sufficient to reasonably assure t.he performance of its 

13 obligatiuns. 

14 f;ec. 1 A • NE\') SECTION. CANCELI,A'l'ION or ENROLLEES. An 

15 enrollee shall not be canculled except fnr the fa il UJ:e to 

16 pay the chargGs PGrmi1~ted under section cleven (11) of this 

17 Act or for othor reasons stated in the ruJ.e~~ YJromulgatcd by 

18 th~ commissioner and s1J.bj~!ct to review in accorda.nce wtt.h 

19 chapter seven teen A (17 ii.) of the Code. No no·tice of 

20 cancellation to an enrollee shall be effectivo unless d,,-

21 livered to the cll1rollee by the health maintenance Ol:ganization 

22 in il manner prescribtld by the commissioner and at least thirt.y 

23 days before the effective date of cancellation and unless 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

accor.tpaniec1 by a statement of reason for can,cellation.. At 

any time l.iefore cancellation of the policy for nonpa.yment .. 

'Lohe enrolle(~ ma.y· pa.y to t.he health maintenance organi7.ation 

tl',e full amount dUG, including court costs if any, and from 

the dat" of payment. by the enrollee ox' the collection of the 

judgment, coverage shall revive and be in full 'Coree and effect. 

Sec. 19. NEW SECTION. FALSE REPHESEN'l'ATION. h health 

maintenance organization, unless licensed as an insurer, shall 

net use in its named contracts" or lit.erature any words 

dGscriptive of an insurance, casualty" or SlJrety business 

or decept:lvely si.milar to t.he name or descrip·tion of any 

insurance or surety corporation aoing husiliCSf; i:tl this state. 
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1 Wo }1e~lth maintenance org2~iz~tion or any person on its ~G~alf 

2 8h.:.111 CldvGrti~3C or merchandise it3 services in a wanner l:.D 

3 ~isreprcsent its services or capacity for service, nor s?lall 

4 it engage in :~·:::'sleading, deceptive or ur:fair practices w.~. th 

5 :cespect to advertising or merchandising. This section does 

6 not exempt:. health maintenance organizations which are eng~ged 

7 in the business of insurance from regulation undE:r tJH~ 

8 provisions of chapter five hllndred seve:l D (507B) of the Code. 

9 Sec. 20. 

lO corluuissioner Illay, after l-:otice and hea.ring I promulgat8 sue:'! 

11 reasonable r~les under the ?rovisions of chapter five hundrud 

12 t"enty-two (522) of the Code that are "",,cessary to providc:o 

13 for the licensing of agents who engage in sclicitati.on or 

11. en)Collrclent [or il health maintenance organi"ation. 

15 SeC. 21. m.::/ SECTION. PO;'lERS Of INSURERS AND IIOSPITl>.L 

16 l\~JD H.EDICAL SEHVICE CORPORATIOHS. l:.h insur~nce comp.J.ny 

17 autllorized to engage in insuring individuals or groups for 

18 the cost. of health care in this state or a corporatj,o!"'l. autho-

19 rized under chapter five hundred fourteen ,514) of tLe Code 

20 may either di.rectly or through a subs idiary or af:'i li"te do 

21 one or more of thC:O following: 

22 1. Organize and operate" health maintenance organization 

2 3 under 1,h", prov:,s:;'o:1S of <ohis l'.ct. 

24 2. Contract with a health rnainten2.0'"1ce organization to 

25 provide insurance or similar protection ~gainst t~e cost of 

26 care provided tllrougi1 the health maintenance orga~ization_ 

27 3. Contract with a health maintenance organization to 

28 prov:"de covc~age in" "Che event of the failure of the health 

29 maintenance organization to meet its obligations_ 

30 Any 't.wo or more insurance companies I corpora"tions t or t~leir 

3l suLsidiaries or affiliates may jointly oX'ganize and operate 

32 a health maintenance organization. 

33 Sec. 22. NEW SECTION. PUBLIC EMPLOYEES INCLUDED. Any 

34 employee of the state, political subdivision of the state, 

35 or of any institutio!1 sup;;>orted in whole 'Or in part by ;:)Ublic 
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1 

2 

3 

4 

6 

8 

9 

10 

11 

12 

13 

14 

funds may authorize the decJucti.on from his salary or wages 

of: the amount charged to him for any health care sex:vices 

proviueu through health maintenance organizatio11S under .this 

IIct in the lTID.nn"r provided in section five hundred. fourteen 

point sixt:een {514,.16} Clf the Code. 

Sec. 23. UBi, SECTION. PEES. Every health maintenance 

organizOl·tion subj eet ·to this Act shall pay to the commissioner 

the following' fees: 

1. ["or filing an application for a certificate of author i ty 

or an Clmendment to the ce:rtifica'le, one hundred dollars. 

2. For filing each annual report, twen1;y-five doll,~rs. 

Fe(~s charged under this section shall be remi. tted to the 

treasurer of state and credited by him 1:0 the ger",ral fundo 

Sec.. 24. NEi~ fjECTION. RULES. '1'he coromiss j,oner and the 

1) commis s ioner of public health may promulgat.e rules as are 

16 necessary to car.ry out the provisions of this net, subject: 

17 to review in accordance with chapter seventcen 1\ (1711) of 

18 the Code. 

19 !:iec. 25. Nm'S8c'.rION. EXAMINATIONS PER,U'I."rED. The 

20 comrnissiOllCr shall make an examination of the affatrs of 'my 

21. health maintenance organization and its providers as often 

22 as 11e deums necessary for the protection of the intel'ests 

2:3 of the people of this stOlte, but not less frequen I:ly than 

24 once ever:y three. years .. 

25 The comrni"f;ioner of pUblic health shall make an examina-

2 r, tion concerning t.he qualj.ty of health care services provi.d("d 

2 7 through any health maintenance organi~ation. as often as he 

28 cieems necessary for the protection of. the interests of the 

29 people of this state, but Hatless frequently than once every 

30 three years. 

31 Bvcry heal t.h maintenance organization tind provider shall 

32 submi.t its books andxccords "lo the commissioner and t.he 

33 commissioner of publiC! health and in every way facilitate 

31, the examination. For the purpose of exami.nations, thc com-

35 missioners may administer oaths to and examin'3 the officers 
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1 and agents of the hea.lth raaintenance organization and the 

2 pri~cipQls of its providers concerning their business. Tile 

3 e.:":!?8IlSeS af examinations under this socticn shall be assessed 

4 .J.gainst the o;~'qClnization being exa.mined and :rcmitt.ed t.o the 

5 aor,\;nissioner Or cOTrIT,issioner. of pl;.blic hce.ltb as the case 

6 may be. 
7 In li0U of l:he eXar.1inlltion required by this section f either 

B cOTIuT1iSSlone:r may accept the report of aTI c.xaminati:::.n made 

9 uy the appropriate departments in oth0:r states. 

10 Sec. 26. !lm, SECTION. SUSPENSION OR REVOCATION OF 

11 CERTIFICl\.T;i; OF l\UTHOIUTY. The commiss ioner rr.ay suspend or 

12 revoke any c8rti.ficate of authority issued to a health main-

13 tenance organization under this Act if 11e finds that t~e 

14 health maintenance organization is ope-rating in contravention 

15 of its proposed plan of operation on ·1:.11e basis of which a 

16 certificate of authority wa5 issued to it or has [ailsd to 

17 comply wit.h the provisio:1s of and .rules promulgated und.er 

18 this Act. Wllen tho certificate of .authority of a health 

19 maintenance organizatioi is suspended, the healt~ maintenance 

20 organiza.tion .shall not, during the period of suspension, 

21 6n,-011 any additional enro:.lees except newly acquired 

22 dependents c f. existing enrollees and shall not engage in any 

23 advertising or solicitation or merchandising for the health 

24 maintenance organization. ~vhen th~ certificate of autllorj.ty 

25 of a health maintenance organization is revoked, the health 

2 (, maintenance organization shall, immediately following the 

27 effective date of the order of revocation, conduct nO further 

28 business except as may be essential to the orderly conclusion 

29 of its affairs and shall engage in no further advertising 

30 or solici tat.ion 0:::: merchandising. The commissioner may in 

:>1 wr':' ting permit continued operation of the organization as 

32 l,e finds to be in the best interest of enrollees to the end 

33 that enrollees w.ill be afforded the greatest practical 

34 opportunity to obtain continuing health "i'.re coverage. 

3 5 The commissioner may 1 in lieu of suspension or revocation 
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1 of a ~ertificat.e of auti10r.i ty, levy a!"l. administrativE: pE:::nal ty 

2 in an amount: not more tl,an five -thousand dollars, if reaSOll-

3 able notice in writ:ing is g:,ven of the intent -to levy the 

I, pen"l ty ar,d th" heal t.h maint.enance organizat.ion has a :cea-

S sonable t:"mc w.~ .. t:hin 'Which to reu,Bey t.he d.ef8ct in its oper-

6 a·tions whi.ch <Jave rise to the penG:.l·~y citat.ion. The comrois~ 

-; siane:c may inc::ease t~fJ.is peT!alty by an amount equal to the 

8 sum t.hat. he calculates to be the damages suffered by enrollees 

9 or other members of tile public. 

10 Sec. 27. Nm-l SECTION" ADMINISTRATIVE PROCEDURES. When 

11 the commiss ioncr has cause to believe that grounds for the 

12 denial; suspc:n.sion, or :C0vocation of a certificate of authority 

13 exist, he shall notify the heal'th maintenancQ organizat.ion 

14 j.n wr i ting a f the. pa:cticula.r' grounds fo;r denial r suspcns ioYl, 

15 or revocution and shall issue a notice of a time fixed for 

16 a hearing, which shall be held not less than ten days after 

17 the receipt by the healt.h maintenance organi.zation of the 

18 not~ice. 'I'he commissi..oner of public health or his designee 

19 shall par-ticipa.te in the proc.eedings of the heari..ng and his 

20 recomnlendation and findings with respect to mat-ters relating 

21 to the quali_ly of health care services provided in connection 

22 with any decision regaI.'ding d~niall' suspension/, or revocat.ion 

23 of a certificat.e of authorit.y, or in connection wi.th an order 

2/. to the healtJ.1 maintenance organization by the conunissioner 

2:' t:o coase from met-hods or practices in .. violation of this Act r 

26 shall be concl usi ve and binding upon tho commissioner. 

27 A't tlJe ·dme and place fh:ed for a. hearing, the person 

28 charged shall have an oppor'(:unity to be heard and to show 

29 cause why the order should not. be made by the coromissioner. 

30 Upon good cause shown, the commissioner may permit any per-

31 son to intervene, appeat" and be heard at the hearing by coun-

32 sel or in person" _ Nothing concained L~ this "',ct shall require 

33 

34 

35 

the observance at any her:~:r~.ng Df formal rules of pleading 

or evidGnce. 'l'he px·ovisions of sectio:c. five hundred seven 

B point six (5073.6), sUbsections four (li\ and five (5) of 

l~ 
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1 the Code relating to the powers and duties of the commissioner 

2 in relation to the hearing and relating to the rights and 

3 obligations of persons upon whom the commissioner hus served 

4 notice shall apply to this Act. 

S After tl,e hearing, Or upon the failure of the beal th 

6 m<linte:lance or9anization to appear at the heari.ng, the coro­

I miss ioner shall take action as he deems advis able and which 

8 is permitted by him under the provisions of this Act and shall 

9 reduce his findin<;s to writing. copies of the written findings 

10 shall be mailed to the hcalth maintenance 6rganization charged 

11 with violation of this Act and to the commissioner of public 

12 hoal th. 
13 Soc. 28. 11m, SECTION. JUDICIAL REVIEW. Tho action of 

14 the commissioner and the recoll'rnendation and findings of thc 

15 commis sioner of p"blic health under sect ion twenty-seven (27) 

16 of telis Act shall be subject to review by the district court 

17 of Polk county according to the proceedings sci:. out under: 

18 tile provisions of 5"ction five hundred seven B point ei.<{ht 

19 (507B.8) of tile Code. until the expiration of the ten dilYS 

20 allowed for filing a petition for review f if no petition has 

21 ~een filed, or if a petition for review has been filed ~ithin 

22 that tirr,e, then until the transcript of tl18 record in the 

23 proceeding has been filed in the district court as provided 

24 in secticn five hundred seven B point eight (5078.8) of the 

25 Code, the commi.ssioner may at any time, upon notice, ,"odify 

Z 6 or se t aside in whole or in part any order issued by hi.m under 

27 section twenty-seven (27) of this Act. After the expiration 

28 of the ten days al'lowed for filing a petition for review and 

29 if no petition has been filed, the commissioner may at any 

30 time, after notice and opportunity for a hearing, reopen and 

31 alter, modify, or set aside, in whole or in part, any order 

32 issued by him under section twenty-seven (27) of this Act, 

33 when in his opinion conditions of f<:lct; or of law require the 

34 action, or if the public interest shall so req~ire. 

35 Sec. 29. NEW SECTION. INJUNCTION. The commissioner 
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1 IlI,"J.Y t in the Incn-Aller provided by law 1 maintain an ac'l:ion in 

2 th(~ nal'o.1e of ·the 5t.ate for injunction or other pr.oceSfJ (l9ainst 

3 thc:) person vj_olLtting any provision of this l\ct. 

II SeC.. 30. HE';il SECTION. PEl~ALTI~S.. t"lhero 110 other pen 0.1 ty 

:) lS p:r:ovidEd fer in this Act 1 i)ny person who violates a.ny of 

6 the provi..sions of: this Act shall be guilt.y of a misdemeanor 

7 and upon conviction shall be l?unlshed by a fin8 not to exceed 

8 one hundred ccollars or by imprisonment for a period not to 

9 exceed U1irt,y days or be punished by both such fine ami 

10 impri!;ornnenL .. 

11 SE'<c. 31. :'H:'il SECTION. COKFIDEN'l'IALITY OJ? MEDICAL 

12 UilrOHllIITJON. Any data or information pertalnin g to -(;hE' 

13 diu<]nosj, 5, tr.'catlTlent, or ~ealth of a.n individual enrollee 

1..4 Ol~ applicnn't obtatned by a health maintenance organi7. 21 tion 

15 511811 be l)eJd in <confidence and shall not be discloGod to 

lfi any IJcrson GXCCLlt to the extent that it may be n~cessary to 

1.7 c~rl,;"y out t.hc: pur-pose of this l~ct, or upon the expreGs consent: 

18 of tile enrollee or ~pplicant, or pursuant to statute or court 

19 

20 

21 

22 

23 

2 " ) 

26 

27 

28 

29 

30 

31 

32 

33 

31, 

35 

ordc): for tiw production or discovery of eviuence, or in thc 

event of R claim or litigation betwccn the enrollee or 

appJ.ie<lnt and t,he health maintenance organization, t.hen the 

information j,s pertinenL A hcalth maintenance organization 

shall be entitled to claim any stat.utory privilcges against, 

dj,sclosurc of Inedical information wh:ceh the' proviuer who 

:tL..1.)~rd __ she.c.l the information to the health main tcnance 

oL'S':ll"lization is entitled to claim. 

S8C. 32. NEW SECTION., TAXAT ION. Payments received by 

,l. hcalth mnintcnance oI'ganization for. h8alth care services, 

j,nsurdnce, indemnity. or other benefits to which an enrollee 

is cnti t.led through a heal til maintenance organization 

authorized under this Act and payments by a he,alth mainte­

nance organization to providers for health care services, 

to insurerG, or corporations authorized under chapter five 

hundred four'teen (51 (~) of the Code for in~'n:ance, inu8mni ty, 

or other scrvice benefits authorlzed under this ICct. are not 
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1 prer.liur,1s :ceceivec1 ~!'.d taxable under the provisions of section 

2 four hun6red thirty-two point one (432.1) of the Code. 

3 Sec. 33. ,,1::'., SECTlotl. CONSTRue·nON. 

l. 1. Except as otherltjise provided in this Act I laws 

5 regulat.ins the insu::a..nce business i!1 tilis state Clnd the 

6 ope rut ions of corporations authorized under chapter five 

7 i1undJ __ "d f01Jl:teen (514) of ~he Code "hal: not be applicabl e 

8 1':0 any healtll maintena.nce organi'J"ation granted a certificate 

9 of autllority unGer this Act with respect to i~s llcalth 

10 maintenance orgClnizat.i.on activities authorized and regulated 

11 pursuc.nt Lo this Act. 

12 2. Solicitation of enrollees by a healtil maintenance 

13 organization grante~ a certificate of authority or its 

14 representati.ves shall not be construed to violate any pra-

15 vision of lc..1/'i prohibiting solicitation Qr advertj.sing by 

16 healt.h professionals. 
17 3. JI-:-...y hcal'tl1 maintenance orgunization duthori zed unucr 

18 t:lis l\.ct is not practicing medicine and. shall r_ot be suLj ect 

1. 9 to the limi ta·tio:-,s provided in section one huncred thirty-

20 five B point twenty-six·(135B.26) of the Code on ty?es of 

21 contracts eIltered i~to between d6ctors and hospitals. 

sec .. 34. Section 22 

23 (249h.q.), subsection 

2ft as foll~"Y.vs: 

two hundi'cd forty-nine A poi"t four 

four (4), Code 1973, is amonded to r8ad 

25 4. Have authority to contract with any corpor.ation 5~ 

2 6 ee~.t'0~tit.:!:-ef!.~-; authorized to engage i::r this s t:,ate in ins'J.ring 

27 groups 0,. individua.ls fo); all or part of the cost of medical, 

28 hospi tul! or other health care or wi th any corporation 615' 

29 ee"pe".a",±efl;; maintaining a,,:d operating " medical, hospital, 

30 or health service prepayment plan e".-pldftS under the provisions 

31 0 f chapter 514 or with any health maintenance orqanization 

32 authorized to operate in this 5tate, for any Or all of the 

33 iJenefits teo which any r"cj,pients ar2 "'ntitled under this 

34 chapter to be provided by such corporation sr-ee~~e~-a~-ie~9 

35 or health naintenance organization on a prepaid individual 
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1 Or g:r,"l)UP basis. 

2 Sec. 35. Soct.i.on five hundred nine A point six (509A. 6) , 

3 Code 1973, i[J amended to read as follows: 

4 S091\.,6 CON'rRACT Inn! INSURIINCE CARRIER. The governing 

5 body may ccnlcrdct wi~h a nonp)Cofit cor,Joration operating under 

6 tehe provisions of this chilptcr or chapter 514 or witl1 any 

'/ insurance> company having a certificate of authority to transact 

H a .. n .i,nsurance business in this s'tate with respect. of a group 

9 insur'~n):ce plan, which may include life, accident, health t 

10 hospitaJ.izaU.on anO: disability insurance during period of 

11 a.ctivc service of such employees, ",i th the right of any 

12 ''''''Pl0Y8<O to continue such life insurance in ~orce after 

1.3 t~crF'\inat:.j.on of active service (;It such employee i s sole expense j 

14 "dt!ci llluy contract: wi-th a nonprofit corporation operating under 

15 and governed by the provisions of this chapter or chapter 

16 514 with reopoct of any hospital or medical service piai'lL 

1.7 _C!.!.?d. 1:icl~921-tJ:-act v)i,th a health maintenance organization 

iiI "u".!.~9:t:.i.7.ed to '2P~~t£_in this state with respect to healt.h 

19 maintenanco or;.,..qanization .J.ctivities ~ 

20 Sec. 36. EFFECTIVE DATIl. 'I'he provisions of this Act ,.,h311 

21 becClne effecti.ve January 1 f 1974. 

22 EXPLANATION 

23 Unde1: tchi s bi 11 f any person may apply for and obtain a 

24 ccrtif.lcate of authority from the Commissioner. of Insurance 

25 to establish and operate a health maintenanco organization 

26 in eompliance with the provisions of the bill. '1'he health 

21 mainLcencmce organization must, at a minimum, be able to pro­

Z8 vide or arrange for ·the provision of medical services and 

29 hor;pi tal care' for a fixed prepaid sum which is unaffected 

by the actual amount or type of services which the individual 

actually recGives. Other health care services which may be 

32 provi.ded by a heal til IDilintenance organization either on a 

30 

31 

33 

34 

35 

prepaid basi.s or through the payID.ont "f indemnity or service 

benefits include "all services for the purpose of preventing, 

alleviatil1g, curing, or healing human illll~;,;5 or iry.j ury." 
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1 The flexibility provided in the bill to health maintel,anc8 

Z orgcmizat.ions in piecing tcgether the p<lckage of coverage 

3 l~:1ro~gl1 u.ircct and indirect services and indemnity benefits 

4 is ntcant to enable health mainl~enance organizations to IllCot 

5 llcaltll care nee~s in a wide variety of circumstances and 

6 tllroug11 various organizational structures-

7 Tlle latitude given ~~ the bill to the Cornmissj.oner of 

8 Insurance in x-e.gulating the establis~lme~t and op0:c a tion of 

9 ht22"llth maintenance organizations corresponds to thl~ goal of 

10 the bill. In determining to what extent fiscal reserVeS 

11 sbould be required of a health m<l.intenance organi z ati.on, the 

12 commissioner may cO.:1sidcr among other criteria: 

13 of: 8I,rollces to be served; the restrictions on indemnity 

l/~ bG:1cfj.ts "1:-0 be offered by the l:.ealth maintenance organization; 

15 the cO:1tracts entered·into between ~he health mai~·terlal,ce 

16 orCJanization and in5Ur6.nCe companies or health service 

17 pre payr:-,e::1t corporation5 fOr indemnity against the cos I: of 

18 ~.;C:t'ViC8S not aVuilable through a health maintenance 

19 organization. 
20 Key sections of the bill override existing legal barriers 

21 to the formation and development of heal til maintena::1ce orcJa-

2.2 nizations f including: 

23 1. The la·" requiring i:.corporation under Chapter 514 of 

24 the Code whicil is in itself restrictive. 

25 2. Insurance laws which are inappropriate to t;'le prevento.-

26 t.i vc aspect of health r:laint.enance. 

27 3. Laws whic;. prohibi t solicitation Or advertising by 

28 

29 

30 

31 

32 

health professionals. 

4. The legal doctrine that a lay-controlled corporation 

providing health care services to the public t.hrough physicians 

employed by it .is engaging in the practice of medicine 'without 

u license to do so. 

33 The bill provides for regulation of agents who engage in 

34 solicitation of enrollees for health maintenance organiza-

35· t:ions, requires that the Commissioner of Public Health make 
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ctll dcterlnirlations wit1: regard to quaJjty of c~re review, 

:,~ dnd pro\!:Ldcr; !-.ha,L insuranCE compdnies and l)er"~lth sC:.~rvice pr'c,:-

3 l?ayrLIC1i.t co~':pol.·'at ion;; Etl.'C excmp L from existing la.ws only wi t,il 

II n~::r-:i'ecl" 1;..0 th(~i.:r healt:}l mdint.~!lanc(2 organ.izal:.i.on i:lctivi.tic'f:,; 

I) ,-.L'.11.horized ulld(~L the bill. 

() The bill also 3uthortzes the COr.u'nissioncr of Soc.i.(11 ~'~eL'vicc:; 

7 to contI-<:lct \'ii th h0alth ll''taintenance organizatiol1~:; for" the' 

R provision of hoalth care services to MeaicaiJ recipionts. 
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