SENATE BILL No. 453

A W N PP

SENATE BILL No. 453

May 1, 2003, Introduced by Senator GEORGE and referred to the Committee on Health
Policy.

A Dbill to amend 1980 PA 350, entitled
"The nonprofit health care corporation reformact,"
by amendi ng sections 204, 206, 211, 301, 303, 304, 306, 307, 602,
607, 608, and 609 (MCL 550.1204, 550.1206, 550.1211, 550.1301
550. 1303, 550.1304, 550.1306, 550.1307, 550.1602, 550.1607,
550. 1608, and 550.1609), section 211 as anmended by 1993 PA 127,
section 301 as anended by 1988 PA 45, section 608 as anended by
1991 PA 73, and section 609 as anmended by 1991 PA 61, and by
addi ng sections 204a, 205a, 206a, 30la, 306a, 403c, 502b, and
502c; and to repeal acts and parts of acts.

THE PECPLE OF THE STATE OF M CHI GAN ENACT:

Sec. 204. (1) Before entering into contracts or securing
appl i cations of subscribers, the persons incorporating a health
care corporation shall file all of the followng in the office of

t he conm ssi oner:
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(a) Three copies of the articles of incorporation, with the
certificate of the attorney general required under section 202(3)
attached.

(b) A statenent showing in full detail the plan upon which
the corporation proposes to transact business.

(c) A copy of all certificates to be issued to subscribers.

(d) A copy of the financial statenents of the corporation.

(e) Proposed advertising to be used in the solicitation of
certificates for subscribers.

(f) A copy of the byl aws.

(g) A copy of all proposed contracts and rei nbur senent
nmet hods.

(2) The conmi ssioner shall exam ne the statenents and
docunents filed under subsection (1), nmay conduct any
i nvestigati on —whi-eh— that he or she considers necessary, nmay
request additional oral and witten information fromthe
i ncorporators, and nay exam ne under oath any persons interested
in or connected with the proposed health care corporation. The
commi ssi oner shall ascertain whether all of the foll ow ng
conditions are net:

(a) The solicitation of certificates will not work a fraud
upon the persons solicited by the corporation.

(b) The rates to be charged and the benefits to be provided
are adequate, equitable, and not excessive, as defined in section
609.

(c) The anount of noney actually avail able for working

capital is sufficient to carry all acquisition costs and
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operating expenses for a reasonable period of tine fromthe date
of issuance of the certificate of authority, and is not |ess than
$500, 000. 00 or a greater amount, if the conm ssioner considers it
necessary.

(d) The anounts contributed as the working capital of the
corporation are payable only out of anmounts in excess of m ni num
required reserves of the corporation.

(e) Adequate and —reasonable reserves—are provided—as
defined+n—seetion—205— uninpaired surplus is provided, as
determ ned under section 204a.

(3) If the conm ssioner finds that the conditions prescribed
in subsection (2) are nmet, the conm ssioner shall do all of the
fol |l ow ng:

(a) Return to the incorporators 1 copy of the articles of
i ncorporation, certified for filing with the —ehieft—officer

director of the departnent of —eemreree— consunmer and industry

services or of any other agency or departnment authorized by | aw
to adm ni ster —Act—No—284of the PubliecActsof 1972—as

Conpiled—Laws— the business corporation act, 1972 PA 284, ML
450. 1101 to 450.2098, or his or her designated representative,
and 1 copy of the articles of incorporation certified for the
records of the corporation itself.

(b) Retain 1 copy of the articles of incorporation for the
commi ssioner's office files.

(c) Deliver to the corporation a certificate of authority to

commence business and to issue certificates —whiech— that have
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been approved by the conm ssioner, or —which— that are exenpted
fromprior approval pursuant to section 607(2) or (7), entitling
subscribers to certain health care benefits.

Sec. 204a. (1) A health care corporation shall possess and
mai ntai n uni npai red surplus in an anmobunt determ ned adequate by
the comm ssioner to conply with section 403 of the insurance code
of 1956, 1956 PA 218, MCL 500.403. The conm ssioner shall take
into account the risk-based capital requirenents as devel oped by
t he nati onal association of insurance comm ssioners in order to
deternmi ne adequate conpliance with section 403 of the insurance
code of 1956, 1956 PA 218, MCL 500. 403.

(2) If a health care corporation files a risk-based capita
report that indicates that its surplus is less than the anmount
det erm ned adequate by the comm ssioner under subsection (1), the
health care corporation shall prepare and submt a plan for
renedying the deficiency in accordance with risk-based capital
requi renents adopted by the comm ssioner. Anobng the renedies
that a health care corporation may enploy are planwi de viability
contributions to surplus by subscribers.

(3) If contributions for planwi de viability under subsection
(2) are enployed, those contributions shall be nmade in accordance
with the follow ng:

(a) If the health care corporation's surplus is |less than
200% but nore than 150% of the authorized control |evel under
ri sk-based capital requirements, the maxi mum contribution rate
shall be 0.5%of the rate charged to subscribers for the benefits

provi ded.
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(b) If the health care corporation's surplus is 150% or | ess
than the authorized control |evel under risk-based capital
requirenents, the maxi mumcontribution rate shall be 1% of the
rate charged to subscribers for the benefits provided.

(c) The actual contribution rate charged is subject to the
conmmi ssi oner' s approval .

(4) As used in subsection (3), "authorized control |evel"
nmeans the nunber determ ned under the risk-based capital formula
in accordance with the instructions devel oped by the nationa
associ ation of insurance conm ssioners and adopted by the
commi ssi oner .

Sec. 205a. A health care corporation shall report financial
information in conformty with sound actuarial practices and
statutory accounting principles, including approved permtted
practices, in the same manner as designated by the comm ssi oner
for other carriers pursuant to section 438(2) of the insurance
code of 1956, 1956 PA 218, MCL 500. 438.

Sec. 206. (1) The funds and property of a health care
corporation shall be acquired, held, and disposed of only for the
| awf ul purposes of the corporation and for the benefit of the
subscri bers of the corporation as a whole. A health care
corporation shall only transact —sueh— business, receive,
col l ect, and di sburse —sueh— noney, and acquire, hold, protect,
and convey -sueh— property, —as—are— that is properly within the
scope of the purposes of the corporation as specifically set
forth in section 202(1)(d), for the benefit of the subscribers of

the corporation as a whole, and consistent with this act.
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(2) The funds of a health care corporation shall be invested
only in securities permtted by the laws of this state for the

i nvestnments of assets of |ife insurance conpani es, as described

in chapter 9 of —Aet—No—218 of the PubliecActsof 1956—as

Conptled—taws— the insurance code of 1956, 1956 PA 218, MCL
500. 901 to 500. 947.

(3) Wthout regard to the limtation in subsection (2), up to
2% of the assets of the health care corporation may be invested
in venture-type investnments. For purposes of calcul ating —the
contingency—reservepursuant—to-seetion—205— adequate and
uni npai red surplus under section 204a, a venture-type investnent
shall be carried on the books of a health care corporation at the
original acquisition cost, and |losses may only be realized as an
of fset against gains fromventure-type investnments. Al
venture-type investnents under this subsection shall provide
enpl oynent or capital investment primarily within this state.
Each investnent under this subsection —shall—be— is subject to
prior approval by the board of directors. As used in this
subsection, "venture-type investnents" include:

(a) Common stock, preferred stock, limted partnerships, or
simlar equity interests acquired fromthe issuer subject to a
provision barring resale w thout consent of the issuer for 5
years fromthe date of acquisition by the corporation.

(b) Unsecured debt instrunents —whieh— that are either
convertible into equity or have equity acquisition rights. These

debt instrunments shall be subordinated by their terns to all
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borrowi ngs of the issuer fromother institutional |enders and
shall have no part anortized during the first 5 years.
(4) A health care corporation shall not market or transact,

as defined in sections 402a and 402b of —Aet—No—218 of the

M-chi-gan—Conpited—Laws— the i nsurance code of 1956, 1956 PA 218,
MCL 500. 402a and 500. 402b, any type of insurance described in

chapter 6 of Act No. 218 of the Public Acts of 1956, as anended,

t he i nsurance code of 1956, 1956 PA 218, MCL 500. 600 to 500. 644.
Thi s subsection shall not be construed to prohibit the provision
of prepaid health care benefits.

Sec. 206a. Notwithstanding any other provision of this act,
a health care corporation shall not establish, invest in

purchase, own, hold, or otherw se acquire, either directly or

indirectly, any network of, or legal entity that has established
a network of, health care facilities or providers. |If, prior to
the effective date of this section, a health care facility has

establ i shed, has invested in, has purchased, owns, holds, or has
otherwi se acquired, either directly or indirectly, any network
of, or legal entity that has established a network of, health
care facilities or providers, the health care corporation shal
divest itself of any interest in the network or legal entity by
not later than 2 years after the effective date of this section
Sec. 211. (1) Pursuant to section 207(1)(g), a health care
corporation may enter into service contracts containing an

adm ni strative services only or cost-plus arrangenent. Except as
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ot herwi se provided in this section, a corporation shall not enter
into a service contract containing an adm ni strative services
only or cost-plus arrangenent for a noninsured benefit plan
covering a group of less than 500 individuals, except that a
heal th care corporation may continue an adm ni strative services
only or cost-plus arrangenment with a group of I ess than 500,
whi ch arrangenent is in existence in Septenber of 1980. A
corporation may enter into contracts containing an adm nistrative
services only or cost-plus arrangenent for a noninsured benefit
pl an covering a group of less than 500 individuals if either the
corporation makes arrangenents for excess |oss coverage or the
sponsor of the plan that covers the individuals is liable for the
plan's liabilities and is a sponsor of 1 or nore plans covering a
group of 500 or nore individuals in the aggregate. The
conmmi ssi oner, upon obtaining the advice of the corporations
subject to this act, shall establish the standards for the manner
and amount of the excess | oss coverage required by this
subsection. It is the intent of the |egislature that the excess
| oss coverage requirenents be uni form as between corporations
subject to this act and other persons authorized to provide
simlar services. The corporation shall offer in connection with
a noni nsured benefit plan a program of specific or aggregate
excess | oss coverage.

(2) Relative to actual adm nistrative costs, fees for
adm ni strative services only and cost-plus arrangenents shall be
set in a manner that precludes cost transfers between subscribers

subject to either of these arrangenents and ot her subscribers of
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the health care corporation. Admnistrative costs for these
arrangenents shall be determ ned in accordance with the
adm ni strative costs allocation nethodol ogy and definitions filed
and approved under part 6, and shall be expressed clearly and
accurately in the contracts establishing the arrangenents, as a
percentage of costs rather than charges. This subsection shal
not be construed to prohibit the inclusion, in fees charged, of
contributions to —thecontingency reserveof the corporation,
conststent—wth-seetion—205— adequate and uni npaired surplus as
provided in section 204a.

(3) Before a health care corporation nmay enter into contracts
containing adm nistrative services only or cost-plus arrangenents
pursuant to section 207(1)(g), the board of directors of the

corporation shall approve a marketing policy —wthrespeet—te
sueh— for these arrangenents that is consistent wwth —the

provisions—oef— this section. The marketing policy may contain

ot her provisions as the board consi ders necessary. The narketing
policy shall be carried out by the corporation consistent with
this act.

(4) A corporation providing services under a contract
containing an adm nistrative services only or cost-plus
arrangenent in connection with a noninsured benefit plan shall
provide in its service contract a provision that the person
contracting for the services in connection with a noninsured
benefit plan shall notify each covered individual of what
services are being provided; the fact that individuals are not

insured or are not covered by a certificate fromthe corporation
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or are only partially insured or are only partially covered by a
certificate fromthe corporation, as the case nay be; which party
is liable for paynent of benefits; and of future changes in
benefits.

(5) A service contract containing an administrative services
only arrangenent between a corporation and a governnental entity
not subject to the enployee retirenment inconme security act of
1974, Public Law 93-406, 88 Stat. 829, whose plan provides
coverage under a collective bargaining agreenent utilizing a
policy or certificate issued by a carrier before the signing of
the service contract, is void unless the governnental entity has
provi ded the notice described in subsection (4) to the collective
bar gai ni ng agent and to the nmenbers of the collective bargaining
unit not |ess than 30 days before signing the service contract.
The voiding of a service contract under this subsection shall not
relieve the governmental entity of any obligations to the
corporation under the service contract.

(6) Nothing in this section shall be construed to permt an
actionable interference by a corporation with the rights and
obligations of the parties under a collective bargaining
agr eenent .

(7) An individual covered under a noninsured benefit plan for
whi ch services are provided under a service contract authorized
under subsection (1) -shall— is not —be— liable for that portion
of clains incurred and subject to paynment under the plan if the
service contract is entered into between an enpl oyer and a

corporation, unless that portion of the claimhas been paid
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directly to the covered individual

(8) A corporation shall report with its annual statenent the
anount of business it has conducted as services provided under
subsection (1) that are perforned in connection with a noni nsured
benefit plan, and the conm ssioner shall transmt annually this
information to the state —eorm-sstoner—of+evenue— treasurer
The conmi ssioner shall submt to the legislature on April 1,

1994, a report detailing the inpact of this section on enployers
and covered individuals, and simlar activities under other
provisions of law, and in consultation with the —revenue
comm-ssioner— state treasurer the total financial inpact on the
state for the preceding |egislative biennium

(9) As used in this section, "noninsured benefit plan" or
"plan" neans a health benefit plan w thout coverage by a health
care corporation, health mai ntenance organi zation, or insurer or
the portion of a health benefit plan without coverage by a health
care corporation, health maintenance organization, or insurer
that has a specific or aggregate excess | oss coverage.

Sec. 301. (1) —Fhe— Except as otherw se provided in section
301a, the property and | awful business of a health care
corporation existing and authorized to do busi ness under this act
shall be held and managed by a board of directors to consist of
not nmore than 35 nenbers. The board shall exercise the powers
and authority necessary to carry out the |awful purposes of the
corporation, as limted by this act and the articles of
i ncorporation and the bylaws of the corporation.

(2) —Feur— Except as otherw se provided in section 301a, 4
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voting menbers of the board shall be representatives of the
publ i c appoi nted by the governor by and with the advice and
consent of the senate. Two of those nenbers shall be retired
i ndi vidual s 62 years of age or older. The termof office of each
representative of the public shall be 2 years, and until a
successor is appointed and qualified. |If a vacancy occurs before
t he conclusion of a 2-year term the appointnent of a
representative to conplete the termshall be nmade in the sane
manner as the original appointnent.

(3) The board of directors shall consist of not nore than

as—possible— The terns of all provider board of director nenbers

shall end on the effective date of section 301a.
(4) The bylaws of a health care corporation nmay authorize not

nore than 1 officer or enployee of the corporation to serve as a

00838' 03 DKH



© 00 N o o0~ W N P

N NN N N N NN R R PR B B B R B R
N~ o 00 A W N RBP O © 0 N O 0N~ W N RB O

13
voting or nonvoting director.

(5) —Fhe— Except as otherw se provided in section 301a, the
remai ni ng menbers of the board of directors shall include
representatives of |arge subscriber groups, nedi um subscri ber
groups, snmall subscriber groups, and nongroup subscribers, in
proportions —whieh— that fairly represent the total subscriber
popul ati on of the health care corporation. However, at |east 3
directors shall represent nongroup subscribers, at |east 1 of
whom shall be a retired individual 62 years of age or ol der, and
at least 3 directors shall represent small subscriber groups.
Large and nedi um subscri ber groups shall be represented, to the
greatest extent possible, by an equal nunber of |abor and
managenent representatives and shall be categorized as | abor
subscri ber representatives or nanagenent subscri ber
representatives.

(6) The method of selection of the directors, other than the

directors who are representatives of the public, —andadditional

o I : or furt T

- . . I i . I
conponent— shall be specified in the bylaws. The —terws—of

office—of direetors— nethod for filling vacancies in the offices

of directors, other than the directors who are representatives of

the public, and the nmethod for filling vacancies in those

off+eces— shall be provided in the bylaws. —However—if—atermof
. I . | I I I , |

1/ 3of the rnenbers—of the board-shallbe selectedeach—year— The

termof office of any director except the termof office of the
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di rector under section 301a(3)(f) shall not exceed 3 years, and
at least 1/3 of the nenbers of the board, excluding the director
under section 301a(3)(f), shall be selected each year. The
byl aws shall provide that all nenmbers of the board shall be
reinbursed only for all reasonabl e and necessary expenses
incurred in carrying out their duties under this act and shall
not receive any conpensation for services to the health care
corporation as director.

(7) The method of selection of each category of subscribers

entitled to representation on the board under —subseetion—{5)
this act shall maxim ze subscriber participation to the extent

reasonably practicable. This subsection —shalH—permt— permts,
but does not require, the statewide election of a director. —er
mernber—of the corporatebedy— The nethod of sel ection —shat-

nei ther —permt— permts nor —+egui+e— requires nom nation,

endor senent, approval, or confirmation of a candidate or director
by the —ecorporate bedy—the— board of directors, —er— the
managenent of the health care corporation, or any nenber or
menbers of any of these. This subsection —shall— does not apply
to the selection of an officer or enployee as a director pursuant
to subsection (4). This subsection —shalH— does not |limt the
rights of any director ——nenrber—of the corporateboedy— or

enpl oyee or officer of the health care corporation to participate

in the selection process in his or her capacity as a subscri ber,

to the sane extent as any other subscriber may participate.

8 i o
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§

(8) 99— A director shall not be an enpl oyee, agent,
officer, or director of an insurance conmpany witing disability
i nsurance inside or outside this state.

Sec. 30l1la. (1) Al board of director nenbers whose terns
expire in April of 2004 shall not be reappointed or replaced.

(2) By June 30, 2004, the board of directors shall submt a
plan to the comm ssioner detailing howit will reduce the size of
the board by Decenber 31, 2004 to 13 nenbers including the chief
executive officer. The plan shall be consistent with the
requi renents of this act and shall provide that an individua
shal |l not serve nore than 2 consecutive terns on the board. If a
plan is not submitted by June 30, 2004, then the conm ssioner,
after consultation with the board of directors, shall fornulate
and place into effect a plan consistent with this act. The plan
subnmitted by the board of directors shall be considered to neet
the requirenents of this act if it is not disapproved by witten
order of the conm ssioner on or before October 1, 2004. As part
of a di sapproval order, the conm ssioner shall notify the board
of directors in what respect all or any part of the plan
submtted by the board of directors fails to neet the
requirenents of this act. Not later than 30 days after the date
of the disapproval order, the board of directors shall submt a
revised plan that neets the requirements of this act. |If the
board of directors fails to submt a revised plan or if the
subnmitted revised plan does not neet the requirenents of this

act, as determ ned by the conm ssioner, then the comm ssi oner

00838' 03 DKH



© 00 N o o0~ W N PP

N NN N N N NN R R P R B B R B R
N~ o 00 A W N RPBP O © 0 N O 00N~ W N RP O

17
shall inmediately formulate and place into effect a plan
consistent with this act.

(3) Effective January 1, 2005, the board of directors shal
consist of 13 menbers as foll ows:

(a) Three public nenbers appointed by the governor with the
advi ce and consent of the senate, at |east 1 of whom shall be 62
years of age or ol der, and who shall represent the public
interest in the charitable and benevol ent m ssion of the
nonprofit health insurer.

(b) One nenber representing nongroup subscri bers.

(c) Two nenbers representing self-insured groups.

(d) Three nmenbers representing small subscriber groups.

(e) Three nmenbers representing nedi um | arge subscri ber
gr oups.

(f) The chief executive officer of the nonprofit health
i nsurer.

Sec. 303. (1) Regular or special neetings of the board or a
board comm ttee —eftheboeard— shall be held within this state.
Wth respect to regular or special neetings of the board or a
board comm ttee, —eofthe-beard— the bylaws shall include
provi sions regarding all of the foll ow ng:

(a) The m ni mum nunber of regular neetings to be held each
year.

(b) The publication and advance distribution of an agenda,

i ncl udi ng provisions respecting the tine and place of the neeting
and the business to be conducted. Notice of neetings and the

nmeeti ng agenda shall be posted on the health core corporation's
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website as soon as practical after publication or dissem nation
under this subdivision
(c) Voting procedures. The use of proxies and round robins
shal | not be all owed.
(2) Notice of a regular neeting shall be given at |east 15
days before the neeting and notice of a special neeting shall be

given at |east 24 hours before the neeting. -Attendanceofa

. . . . .
ag- . . hicl i I .

: I bi . I .

busi-ness—becausethe neeting—is—not—tawkully calledor—convened—

Al'l neetings shall be open to the public except as otherw se

provided in section 304(2).

(3) Unless otherwise restricted by the articles of
i ncorporation or bylaws, a nenber of the board or of a committee
desi gnated by the board may participate in a nmeeting by neans of
conference tel ephone or simlar comunications equi pnent by neans
of which all individuals participating in the neeting can hear
each other. Participation in a neeting pursuant to this
subsection constitutes presence in person at the neeting.

(4) A mjority of the board nenbers —eftheboeard— then in
office, or of the menbers of a board conmttee, —thereof-
constitutes a quorum for the transaction of business, unless the
articles or bylaws provide for a |larger nunber. The vote of the
majority of menbers present at a neeting at which a quorumis
present constitutes the action of the board or of the conmittee,

unl ess the vote of a larger nunber is required by this act, the

00838' 03 DKH



© 00 N o o0~ W N P

N NN N N N NN R R P R R B R B R
N~ o 00 A W N RPBP O © 0 N O 00N~ W N RBP O

19
articles, or the bylaws. The follow ng actions shall require the
vote of not less than a najority of the nmenbers of the board then
in office:

(a) Adoption of bylaws, anendnents to bylaws, or repealers
of byl aws.

(b) Adoption of articles of incorporation, anendnents to
articles, or repealers of articles.

(c) The proposal or establishnent of rates or rating
systens; the adoption of provider class plans or provider
contracts; or the adoption of conpensation for officers of the
cor poration.

(5) The bylaws shall provide that a record roll call vote
shall be taken at the request of any 5 board nenbers. The vote
of each nmenber shall be recorded in the m nutes.

Sec. 304. (1) A health care corporation shall keep accurate
books and records of account and conplete and detail ed m nutes of
t he proceedi ngs of the board of directors —efthe-healthcare
corporatton— and board comm ttees. —ofthe board,—andthe
corporate—body— The books, records, and nminutes nay be in
witten formor in any other form capabl e of being converted into
witten formwithin a reasonable tinme and shall be nmade avail abl e
el ectronically to the comm ssioner. One copy of the mnutes or
draft mnutes fromeach neeting of the board of directors shal
be transmtted to the conm ssioner within 15 days after the
nmeeting was held. Upon the request of a nmenber of the board of
directors, consistent with the board nmenmber's fiduciary duty

under section 310, a subscriber shall receive, within 15 days
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after receipt of the request, a copy of the m nutes or draft
m nutes of 1 or nore neetings of the board —+ts— or board
comm ttee —eo+—the corporateboedy— and may be charged not nore
t han the reasonabl e cost of copying and postage.

(2) Mnutes shall be kept and need not be discl osed, except
to the comm ssioner as provided in section 603, for those
portions of neetings —whieh— that are held for the foll ow ng
pur poses:

(a) To consider the hiring, pronotion, dismssal, suspension

or discipline of an enpl oyee.

(b) To consider the purchase, |ease, or sale of rea
property.

(c) For strategy and negotiation sessions connected with the
negoti ations of a collective bargai ning agreenent when either

party requests a cl osed neeting.

(d) For trial or settlenent strategy sessions in connection
with specific contenplated or pending litigation. |If these
sessions are with respect to litigation to which the comm ssi oner

or the attorney general is a party, mnutes regarding these
sessions —shal— are not —be— subject to exam nation and free
access under section 603.

(e) To consider nedical records of an individual.

(f) To consider the acquisition or disposal of certificates
of stock, bonds, certificates of indebtedness, and ot her
i ntangi bl es in which the corporation nmay invest funds under
section 206, if the information regarding proposed acquisition or

di sposal nmay affect the price paid or received.
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(g) To consider provider appeals when the provider has
requested a cl osed hearing.

(h) To discuss marketing strategy with regard to a particul ar
custoner or limted group of custoners, or to discuss a new or
changed benefit, the premature discl osure of which would have an
adverse inpact on the health care corporation.

(i) To consider the renoval of a director fromthe board when
the director requests a closed heari ng.

(3) The date and tine of preparation and existence of the
m nut es described in subsection (2), the contents of which shal
not be discl osable except to the conm ssioner as provided in
section 603, shall be noted in the mnutes required to be kept
under subsection (1). Once action is taken by the board to
i npl enent a consideration or discussion described in subsection
(2)(b), (f), (g), or (h), once a collective bargai ni ng agreenent
is reached as described in subsection (2)(c), once litigation is
no | onger pending as described in subsection (2)(d), or once a
cl osed hearing is concluded as described in subsection (2)(i),
and upon the request of the director to whomthe hearing
pertained, the mnutes relating to the consideration, discussion,
or strategy session shall be published and dissem nated with the
next succeedi ng set of mnutes published and di ssem nated under
subsection (1), and may be di scl osed by the conm ssioner to other
persons under section 603(3).

(4) The circuit court, upon proof of a proper purpose, my
conpel the production of books and records for exam nation by a

subscri ber or the attorney general
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Sec. 306. (1) A contract or other transaction between a
heal th care corporation and 1 or nore of its directors or
officers, or between a health care corporation and any ot her
corporation, firm or association of any type or kind in which 1
or nore of its directors or officers are directors or officers,
or are otherwise interested, is not void or voidable solely
because of such common directorship, officership, or interest, or
sol ely because the directors are present at the neeting of the
board or conm ttee —thereef—whiech— that authorizes or approves
the contract or transaction, if all of the follow ng conditions
are satisfied:

(a) The contract or other transaction is fair and reasonabl e
to the corporation when it is authorized, approved, or ratified.

(b) The material facts as to the officer's or director's
relationship or interest and as to the contract or transaction
are di sclosed or known to the board or commttee, and the board
or conmttee authorizes, approves, or ratifies the contract or
transaction by a vote sufficient for the purpose. The conditions
of this subdivision shall be considered satisfied only if the
of ficer or director has announced the potential conflict prior to
the vote, the mnutes of the neeting reflect that announcenent,
and the officer or director abstained fromthe vote.

(2) When the validity of a contract described in subsection
(1) is questioned, the burden of establishing its validity on the
grounds prescribed is upon the director, officer, corporation,
firm or association asserting its validity.

(3) Common or interested directors shall not be counted in
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determi ning the presence of a quorumat a board or committee

neeting at the tine a contract or transaction described in

subsection (1) is authorized, approved, or ratified.

(4) —5)— The bylaws of a health care corporation may
i ncl ude provisions regarding conflict of interest which are nore
stringent than this section.

Sec. 306a. The board shall establish a conpensation plan
for executive and senior |evel managenent of the health care
corporation, including any bonus plan tied to performance of the
health care corporation. The plan is not effective until it is
filed with and approved by the conm ssioner. The board shal
notify the comm ssioner of any bonus issued to an executive or
senior |evel nenber of managenent of the health care corporation
wi thin 10 days of issuance of the bonus. The board shal
identify in the conpensation plan, subject to the conm ssioner's
approval, those executive and senior |evel managenent positions
covered under the conpensation plan.

Sec. 307. (1) The board of directors may establish those
advi sory councils and, unless otherwi se provided in the articles

of incorporation or bylaws, those committees it considers

necessary to performits duties. —Merabers—of the corporatebody
may—serve—on—conmmttees—of the board of direetors— Wth respect
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to —commttees—of the— board committees, the bylaws shall include
provisions regarding all of the foll ow ng:

(a) Provisions —whieh— that assure that the nenbership of
each conmittee provides for representation of all of the
components of directors, as defined in the bylaws, to the
greatest extent practicable.

(b) Provisions regarding emergency neetings of the executive
committee of the health care corporation, and action by that
commttee on behalf of the board in cases of energency, as
defined in and authorized by the byl aws.

(2) The board of directors shall establish a provider
advi sory council within 90 days after the effective date of this
subsection. The provider advisory council shall consist of not
nore than 12 nenbers who shall fairly represent the classes of
health care providers with whomthe health care corporation
contracts for services.

(3) The provider advisory council established under
subsection (2) shall provide advice to the board of directors on
matters concerning the inpact of board policies on health care
providers, including, but not limted to, participating
contracts, coverage for nedical services, billing and paynent
procedures and practices, and subscriber access to an appropriate
nunber and m x of health care providers in this state.

(4) Except as otherw se provided in subsection (1)(b), a
council or conmttee established under this section shall act in
an advisory capacity to the board of directors. Except as

ot herwi se provided in subsection (1)(b), the board of directors
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shal | neet and approve a council or committee recomrendation
before it is inplemented. The mnutes of all meetings of
councils and comm ttees established under this section shall be
given to the nmenbers of the board of directors and shall be
included in the mnutes of the board of directors' neetings.

Sec. 403c. (1) A health care corporation delivering,
issuing for delivery, or renewing in this state a medi um
subscri ber group or |arge subscriber group certificate shal
furnish to a payor, within 30 days after receiving a witten
request therefore and upon paynent of a reasonable charge, all of
the follow ng informati on by coverage conponent for the
certificate incurred during the imedi ately precedi ng 24-nonth
peri od:

(a) Total nunber of individuals covered.

(b) Total nunber of clains.

(c) Total dollar armount of clains.

(d) Anmpbunt paid or allocated to providers on a per individua
basi s not included in subdivisions (a) to (c).

(e) Al pertinent information used by the health care
corporation to nake its rates for that group. This subdivision
does not require the release of any information otherw se exenpt
from di scl osure under this chapter. The comm ssioner shal
determ ne not |ess often than annually what is pertinent
i nformati on under this subdivision

(2) Information furnished under subsection (1) shall not
di scl ose personal data that may reveal the identity of a covered

i ndividual. Information furnished under subsection (1) shall be
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coll ected and provided to a payor based on the group the payor
sponsors.

(3) As used in this section:

(a) "Coverage component" includes, but is not limted to,
in-patient and out-patient facility coverage, professional
provi der coverage, and pharnacy cover age.

(b) "Payor" means the purchaser of group coverage whether the
purchase is made directly fromthe health care corporation or is

made through a third party adm nistrator, an agency, or another

entity.
Sec. 502b. A health care corporation shall submt to the
conmmi ssi oner for approval standard participating contract formats

and any substantive changes to those participating contract
formats. The contract format or change is considered approved 30
days after filing with the comm ssi oner unless approved or

di sapproved within the 30 days. As used in this section
"substantive changes to those participating contract formats"”
means any change to a participating contract that alters the

nmet hod of paynent to a health care provider, alters the risk, if
any, assuned by each party to the contract, or affects a

provi sion required by |aw.

Sec. 502c. (1) A health care corporation shall provide
evidence to the conmm ssioner that it has executed participating
contracts with a sufficient nunber of health care providers to
enabl e the health care corporation to deliver health care
services covered under a certificate.

(2) A health care corporation shall establish and nmaintain
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adequate participating contracts to ensure reasonable proximty
bet ween participating providers and nenbers for the delivery of
covered health care services. |In determning whether a health
care corporation has conplied with this subsection, the
commi ssi oner shall give due consideration to the relative
avai lability of health care providers in a geographic area.

Sec. 602. (1) Not later than March 1 each year, subject to
a 30-day extension —whieh— that may be granted by the
conmmi ssioner, a health care corporation shall file in the office
of the conm ssioner a sworn statenment verified by at |east 2 of
the principal officers of the corporation showing its condition
as of the preceding Decenber 31. The statenent shall be in a
form —— and contain those matters —whieh— that the
conmmi ssi oner prescribes for a health care corporation, including
those matters contained in section —2085— 204a. The statenent
shal | include the nunber of nenbers and the nunber of
subscribers' certificates issued by the corporation and
out st andi ng.

(2) The comm ssioner, by order, may require a health care
corporation to submt statistical, financial, and other reports
for the purpose of nonitoring conpliance with this act.

Sec. 607. (1) A health care corporation shall submt a

. I . .
o Licabl I I . Lo I
. ’ I Lical _ shaH I I
I I . - : I
. , I : ' ded| hi L on.
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Except as ot herw se provided in subsection (2), if a health care
corporation wants to offer a new certificate, change an existing
certificate, or change a rate charge, a copy of the proposed
revised certificate or proposed rate shall be filed with the
commi ssi oner and shall not take effect until 60 days after the
filing unl ess the conm ssioner approves the change in witing
before the expiration of the 60 days. The conmi ssioner may
subsequent |y di sapprove any certificate —deenred—approved— or rate
change.

(2) The comm ssioner shall exenpt from prior approval
certificates resulting froma coll ective bargaining agreenent.

(3) The comm ssi oner may di sapprove, or approve wth
nodi fications, a certificate and applicable rates under 1o+
wore— either or both of the follow ng circunstances:

(a) If the rate charged for the benefits provided is not
equi tabl e, not adequate, or excessive, as defined in section
609.

(b) If the certificate contains 1 or nore provisions —which

that are unjust, unfair, inequitable, msleading, deceptive, or

—whi-ch— t hat encourage m srepresentati on of the coverage.
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ndiovid . I . I I
benefits—

(4) The comm ssioner shall approve a certificate and
appl i cabl e proposed rates if all of the follow ng conditions are
met :

(a) If the rate charged for the benefits provided is
equi tabl e, adequate, and not excessive, as defined in section
609.

(b) If the certificate does not contain any provision —whieh
that is unjust, unfair, inequitable, msleading, deceptive, or
—whi-ch— t hat encourages m srepresentation of the coverage.

(5) If the conm ssioner disapproves a certificate and any
appl i cabl e proposed rates under this section, he or she shal
i ssue a notice of disapproval —which-specifiesinwhatrespects
specifying howa filing fails to neet the requirenents of this

act. The notice shall state that the filing shall not becone

ef fective.
(6) If the conm ssioner approves, or approves wth
nodi fications, a certificate and any applicabl e proposed rates

under this section, he or she shall issue a notice of approval or
approval with nodifications. |[If the notice is of approval wth
nodi fications, the notice shall specify what nodifications in the

filing are required for approval under this act, and the reasons

for the nodifications. The notice shall also state that the
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filing shall beconme effective after the nodifications are nmade
and approved by the comm ssioner.

(7) Upon request by a health care corporation, the
commi ssioner may allow certificates and rates to be inpl enented
prior to filing to allow inplenentation of a new certificate on
t he date requested.

Sec. 608. (1) The rates charged to nongroup subscribers for
each certificate shall be filed in accordance with section —616

| chall | bi I . | of 4 o

607. Annually, the comm ssioner shall approve, disapprove, or
nodi fy and approve the proposed or existing rates for each
certificate subject to the standard that the rates nust be
deternmined to be equitable, adequate, and not excessive, as
defined in section 609. The burden of proof that rates to be
charged neet these standards shall be upon the health care
corporation proposing to use the rates.

(2) —Fhe— A health care corporation shall file the
met hodol ogy and definitions of each rating system fornula,
conmponent, and factor used to calculate rates for group
subscri bers for each certificate, including the nmethodol ogy and
definitions used to calculate adm nistrative costs for

adm ni strative services only and cost-plus arrangenents ——-shat+

befiled— in accordance with secti on —610—and-shal—be subjectto
the—prtor—approval—of the comm-ssioner— 607. The definition of a

group, including any clustering principles applied to nongroup
subscribers or small group subscribers for the purpose of group

formati on, —shal—be— is subject to the prior approval of the

00838' 03 DKH



© 00 N o o0~ W N P

N NN N N N NN R R P R B B R B R
N~ o 00 A W N RBP O © 0 N O 00N~ W N B O

commi ssi oner. —Hewever—if—a Mechigan—ecarihgprogramis—created
. 4 I I ot i

program-for—the purpese—ofestablishingrates— The comm ssi oner
shal | approve, disapprove, or nodify and approve the nethodol ogy
and definitions of each rating system fornula, conponent, and
factor for each certificate subject to the standard that the
resulting rates for group subscribers nmust be determ ned to be
equi tabl e, adequate, and not excessive, as defined in section
609. In addition, the conm ssioner may fromtinme to tinme review
the records of the corporation to determ ne proper application of

a rating system fornula, conponent, or factor —wthrespeect—to

for any group. The corporation shall refile every 3 years for
approval under this subsection —every—3—years— of the

nmet hodol ogy and definitions of each rating system formula,
conmponent, and factor used to calculate rates for group
subscribers, including the nmethodol ogy and definitions used to
calcul ate adm nistrative costs for admi nistrative services only
and cost-plus arrangenents. The burden of proof that the
resulting rates to be charged neet these standards shall be upon
the health care corporation proposing to use the rating system
formul a, conmponent, or factor.

(3) A proposed rate shall not take effect until a filing has
been made with the conm ssioner and approved under section 607 or
this section, as applicable, except as provided in subsections
(4) and (5).

(4) Upon request by a health care corporation, the

conmmi ssioner nmay allow rate adjustnents to becone effective prior
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to approval, for federal or state nmandated benefit changes.
However, the health care corporation shall submt a filing for
t hese adj ustnents —shall—be-submtted— before the effective date
of the mandated benefit changes. [|f the comm ssioner disapproves
or nodifies and approves the rates, an adjustnment -shal—be-rade
is retroactive to the effective date of the nmandated benefit

changes or additions.

(5) —+rplenentation— The conm ssioner may al |l ow
i npl enentation prior to approval —+waybeallowed— if the health

care corporation is participating with 1 or nore health care
corporations to underwite a group whose enployees are located in
several states. Upon request fromthe comm ssioner, the
corporation shall file with the comm ssioner, and the
commi ssi oner shall exam ne, the financial arrangenent, formul ae,
and factors. |If any are determ ned to be unacceptable, the
commi ssi oner shall take appropriate action.

Sec. 609. (1) Arate is not excessive if the rate is not
unreasonably high relative to the follow ng el enents,
individually or collectively; provision for anticipated benefit
costs; provision for adm nistrative expense; provision for cost

transfers, if any; provision for a contribution to or from —the

. . . : I
. . .
preseribedin-seetion—205— surplus that is consistent with the

attai nment or mai ntenance of adequate and uninpaired surplus as
provi ded in section 204a; and provision for adjustnents due to

prior experience of groups, as defined in the group rating
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system A determination as to whether a rate is excessive
relative to —the— these el enents, —+isted-aboeve— individually or
collectively, shall be based on the follow ng: reasonable
eval uations of recent claimexperience; projected trends in claim
costs; the allocation of adm nistrative expense budgets; and the
present and anti ci pat ed —eentingenreyFreserve—positions
uni mpai red surplus of the health care corporation. To the extent
that any of these elenments are considered excessive, the
provision in the rates for these el enents shall be nodified
accordingly.

(2) The administrative expense budget nust be reasonable, as
determ ned by the comm ssioner after exam nation of material and
substantial adm nistrative and acqui sition expense itens.

(3) Arate is equitable if the rate can be conpared to any
other rate offered by the health care corporation to its
subscri bers, and the observed rate differences can be supported
by differences in anticipated benefit costs, admnistrative
expense cost, differences in risk, or any identified cost
transfer provisions.

(4) Arate is adequate if the rate is not unreasonably | ow
relative to the el enents prescribed in subsection (1),
individually or collectively, based on reasonabl e eval uati ons of
recent claimexperience, projected trends in claimcosts, the
al l ocation of adm nistrative expense budgets, and the present and
anti ci pat ed —eoentingency—reserve—positions— uni npaired surplus of
t he health care corporation.

(5) Except for identified cost transfers, each line of
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busi ness, over tinme, shall be self-sustaining. However, there
may be cost transfers for the benefit of senior citizens and
group conversion subscribers. Cost transfers for the benefit of
senior citizens, in the aggregate, annually shall not exceed 1%
of the earned subscription income of the health care corporation
as reported in the nost recent annual statenent of the
corporation. G oup conversion subscribers are those who have
mai nt ai ned coverage with the health care corporation on an
i ndi vi dual basis after |eaving a subscriber group. —FheM<echigan
. L . . .
hi I on

Enacting section 1. Sections 205, 305, 610, 612, 613, and
614 of the nonprofit health care corporation reformact, 1980 PA
350, MCL 550. 1205, 550.1305, 550.1610, 550.1612, 550.1613, and
550. 1614, are repeal ed.
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