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CHAPTER
1 AN ACT concerning
2 Health M aintenance Or ganizations - Responsibility for and Regulation of
3 Downstream Risk Assumption-Centracts—Member-and-ProviderProtection

FOR the purpose of requiring health maintenance organizations and certain other

entitiesthat enter into administrative service provider contracts and

the responsibility of certain health maintenance organizations for certain claims

and payments for health care services under an administrative service provider

4
5
6 dewnstream-risk-assumption-contracts to meet certain requirements; clarifying
7
8
9

contract; specifying that certain requirements concerning administrative service

10 provider contracts and-dewnstream-risk-assumption-contracts apply to managed

19 certal n methodol ogy,

11 care organl zations under the Maryland M edl oal Ass stance Program

17 heattheenﬂee‘reen#aeter— requmng the Commlssoner in consultanon W|th the
18 Secretary of Health and Mental Hyglene to adopt certain regulanonsfor a
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elen+al—ef—ela+ms specifying the tvpe of financia statement that a certal n
contracting provider must provide to a certain health maintenance organization;
requiring a certain health maintenance organization to establish a certain fund;
reguiring a certain contracting provider to submit monthly reportsto a certain
hedth maintenance organization on the status of certain payments and
compliance with certain laws; specifying the frequency of certain audits;
specifying that a health maintenance organization shall meet certain

reqw rements regardl ess of the eX|stence of a certal n fund or certain contract

eemm&%geettamaet& Spec fvl ng that the fal I ureof a certal n health

maintenance organi zation to comply with theterms of a certain contract isa
violation of certain provisions of law; providing that a certain segregated fundis
not the asset of a certain contracting provider; establishing acertain

registration system for certain contracting providers; prohibiting a health
maintenance organization from contracting with a certain unregistered
contracting provider; providing for certain application requirements;
authorizing the Commissioner to adopt certain regulations; establishing certain
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pendties; A
altering certain deflnltlons defining certam terms; requiring the Comm|ssoner
to submit a certain report to the Governor and the General Assembly on or
before a certain date; and generally relating to health maintenance

organi zations, Heensed-health-servicescontractors; contracting providers, and
regulation of administrative service provider contracts ane-dewnstreamrisk

assdmpien-contragts.

8 BY renumbering

9
10
11
12
13

14
15
16
17
18

19
20
21
22
23

Avrticle - Hedlth - General

Section 19-713.3 and 19-713.4, respectively

to be Section 19-713.4 and 19-713.5, respectively
Annotated Code of Maryland

(1996 Replacement Volume and 1999 Supplement)

BY repealing and reenacting, with amendments,

Article - Health - General

Section 15-102.3

Annotated Code of Maryland

(1994 Replacement Volume and 1999 Supplement)

BY repealing and reenacting, with amendments,

Article - Health - General

Section 19-706(y); 19-712(b), 19-713.2, 19-729, and 19-730,anrd-19-7A-03
Annotated Code of Maryland

(1996 Replacement Volume and 1999 Supplement)

24 BY adding to

25
26
27
28

Article - Hedlth - General

Section 19-712(c) and 19-713.3

Annotated Code of Maryland

(1996 Replacement Volume and 1999 Supplement)

BY repealing and reenacting, with amendments,
Article - Insurance

Section 9-231-and 15-605(a)

Annotated Code of Maryland

(1997 Volume and 1999 Supplement)
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8 SECTION 1. BE IT ENACTED BY THE GENERAL ASSEMBLY OF

9 MARYLAND, That Section(s) 19-713.3 and 19-713.4, respectively, of Article - Health
10 - General of the Annotated Code of Maryland be renumbered to be Section(s)

11 19-713.4 and 19-713.5, respectively.

12 SECTION % 2. AND BE IT FURTHER ENACTED BY-TFHE-GENERAL
13 ASSEMBLY-OFMARYLAND, That the Laws of Maryland read as follows:

14 Article - Health - General

15 15-102.3.

16 €) The provisions of § 15-112 of the Insurance Article (Provider panels) shall
17 apply to managed care organizationsin the same manner they apply to carriers.

18 (b) The provisions of § 15-1005 of the Insurance Article shall apply to
19 managed care organizations in the same manner they apply to health maintenance
20 organizations.

21 (0 THE PROVISIONS OF HHEEL5-SUBTHILE10D-OF FHEHNSURANCEARHCLE
22 SHALL 8819-712, 19-713.2, AND 19-713.3 OF THISARTICLE APPLY TO MANAGED CARE
23 ORGANIZATIONSIN THE SAME MANNER THEY APPLY TO HEALTH MAINTENANCE

24 ORGANIZATIONS.

25 (D) (1) Except as otherwise provided in this subsection, the provisions of §
26 19-718 of thisarticle (Financial affairs examination) shall apply to managed care
27 organizationsin the same manner they apply to health maintenance organizations.

28 (2 The Insurance Commissioner or an agent of the Commissioner shall
29 examinethefinancial affairs and status of each managed care organization at least
30 onceevery 5 years.

31 19-706-

34 19-712.

35 (b) Q A person who holds a certificate of authority to operate ahealth
36 maintenance organization under this subtitle and who entersinto any administrative
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1 service provider contract, as defined in [8 19-713.1] § 19-713.2 of this subtitle, with
2 aperson or entity for the provision of health care services to subscribers shall be
3 responsible for al claims or payments for health care services.

4 [0)] Covered under the subscriber's contract; and

5 (i) Rendered by a provider, who isnot the person or entity which
6 entered into the administrative service provider contract with the health

7 maintenance organization, pursuant to areferral by a person or entity which entered

8 into the administrative service provider contract with the health maintenance

9 organization.

10 2 Responsibility for claims and payments under this subsection is
11 subject to the provisions of [§ 19-712.1 of this subtitle] § 15-1005 OF THE INSURANCE
12 ARTICLE.

13 © THE RESPONSIBILITY OF A HEALTH MAINTENANCE ORGANIZATION FOR

14 CLAIMS OR PAYMENTS FOR HEALTH CARE SERVICES IN ACCORDANCE WITH

15 SUBSECTION (B) OF THIS SECTION UNDER AN ADMINISTRATIVE SERVICE PROVIDER

16 CONTRACT:

17 Q) ISNOT LIMITED BY THE AMOUNT IN A SEGREGATED FUND
18 ESTABLISHED UNDER § 19-713.2 OF THISTITLE;

19 2 EXISTSIRRESPECTIVE OF THE INSOLVENCY OR OTHER INABILITY OR

20 FAILURE OF A CONTRACTING PROVIDER, ASDEFINED IN § 19-713.2 OF THIS
21 SUBTITLE, TOPAY;

22 3) EXISTSIRRESPECTIVE OF THE DELEGATION OR FURTHER

23 SUBCONTRACTING OF HEALTH CARE SERVICESBY A CONTRACTING PROVIDER TO AN

24 EXTERNAL PROVIDER, ASDEFINED IN §19-713.2 OF THIS SUBTITLE;

25 [G)) MAY NOT BE ALTERED BY CONTRACT; AND

26 (5) APPLIESTO ALL HEALTH CARE SERVICES, INCLUDING THOSE

27 PROVIDED UNDER STATE AND FEDERAL PROGRAMS, UNLESS PREEMPTED BY
28 FEDERAL LAW.

29 }19-713.2.
30 @ (@D} In this section the following words have the meanings indicated.
31 (2 "Administrative service provider contract" means a contract or

32 capitation agreement between a health maintenance organization and a contracting
33 provider which includes requirements that:

34 () The contracting provider accept payments from a health
35 maintenance organization for health care services to be provided to members of the

36 health maintenance organization that the contracting provider arrangesto be

37 provided by external providers; and
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1 (i) The contracting provider administer payments pursuant to the
2 contract within WITH the health maintenance organization for the health care
3 servicesto the external providers.

4 3 "Contracting provider" means a physician-or-cther-health-care
5 previder PERSON who entersinto an administrative service provider contract with a

6 health maintenance organization.

7 (@) "External provider" means a health-eare-provider PERSON, including

8 aphysician or hospital, who is not:

9 Q) A contracting provider; or

10 (i) An employee, shareholder, or partner of a contracting provider.
11 (b) A health maintenance organization may not enter into an administrative

12 service provider contract unless:

13 (1) The health maintenance organization files with the Insurance
14 Commissioner aplan that satisfies the requirements of subsection (c) of this section;
15 and

16 (2 The Insurance Commissioner does not disapprove the filing within 30
17 days after the plan isfiled.

18 (© The plan required under subsection (b) of this section shall:

19 (1) Require the contracting provider to provide the health maintenance
20 organization with regular reports, at least quarterly, that identify payments made or

21 owed to external providersin sufficient detail to determineif the paymentsare being

22 made in compliance with law;

23 (2 Require the contracting provider to provide to the health
24 maintenance organization a current, AUDITED annua financial statement of the
25 contracting provider each year;

26 ©)] Require the ereation-by-the contractingprovider-or-on-the
27 eontracting-provider'sbehalf-of HEALTH MAINTENANCE ORGANIZATION TO
28 ESTABLISH a segregated fund, IN A FORM APPROVED BY THE COMMISSIONER, THAT

29 IS

32 SUffICI ent to &atlsfy the contractlng provider's obllgatlons to external providers for
33 services rendered to members of the health maintenance organization; AND

A an EQUAL TOAT LEAST 3 MONTHS OF CAPITATION AND OTHER
35 PAYMENTS FOR HEALTH CARE SERVICES BY THE HEALTH MAINTENANCE
36 ORGANIZATION TO THE CONTRACTING PROVIDER;




HOUSEBILL 5

1 4 Require an explanation of how the fund erresoureesreguired
2 ESTABLISHED under paragraph ITEM(3) of this subsection ereatefunds-or-ether
3 resourees | S sufficient to satisfy the contracting provider's obligationsto external

4 providersfor services rendered to members of the health maintenance organization;
5 and

6 (5) Permit REQUIRE the health maintenance organi zation, at-mtuaty
i e priorneotice AT LEAST QUARTERLY, to audit
8 and inspect the contractmg provider's books, records, and operationsrelevant to the

9 provider's contract for the purpose of determining the contracting provider's

10 compliance with the plan;

11 (6) REQUIRE THE HEALTH MAINTENANCE ORGANIZATION TO INCLUDE
12 A COPY OF THE FINANCIAL STATEMENT REQUIRED UNDER ITEM (2) OF THIS
13 SUBSECTION IN ITSANNUAL REPORT UNDER § 19-717 OF THIS SUBTITLE; AND

14 (€4} REQUIRE THE CONTRACTING PROVIDER TO SUBMIT MONTHLY

15 REPORTS TO THE HEALTH MAINTENANCE ORGANIZATION ON THE STATUS OF THE
16 PAYMENTS MADE AND OWED TO EXTERNAL PROVIDERS AND THE COMPLIANCE BY
17 THE CONTRACTING PROVIDER WITH § 15-1005 OF THE INSURANCE ARTICLE.

18 (d) The health maintenance organization and the contracting provider shall
19 comply with the plan.

20 (E) @ THE HEALTH MAINTENANCE ORGANIZATION SHALL FILE WITH THE
21 COMMISSIONER THE RESULTS OF EACH QUARTERLY AUDIT REQUIRED UNDER
22 SUBSECTION (C)(5) OF THIS SECTION.

23 2 AT LEAST ANNUALLY, THE HEALTH MAINTENANCE ORGANIZATION
24 SHALL FILE THE FOLLOWING INFORMATION WITH THE COMMISSIONER IN A FORM
25 APPROVED BY THE COMMISSIONER:

26 o A COPY OR SUMMARY OF EACH ADMINISTRATIVE SERVICE

27 PROVIDER CONTRACT;

28 an DOCUMENTATION OF CAPITATION AND OTHER PAYMENTS

29 MADE UNDER EACH ADMINISTRATIVE SERVICE PROVIDER CONTRACT;

30 i THE NUMBER OF LIVES COVERED UNDER EACH

31 ADMINISTRATIVE SERVICE PROVIDER CONTRACT;

32 av) THE FUNDING AND STATUS OF EACH SEGREGATED FUND; AND
33 ) ANY OTHER INFORMATION THE COMMISSIONER DETERMINES

34 TO BE APPROPRIATE.

35 € (3] (@D} The health maintenance organization shall monitor the
36 contracting provider to assure compliance with the plan, and the health maintenance
37 organization shall notify the contracting provider whenever afailure to comply with
38 the plan occurs.
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1 2 Upon the failure of the contracting provider to comply with the plan
2 following notice of noncompliance, or upon termination of the administrative service

3 provider contract for any reason, the health maintenance organization shall NOTIFY

4 THE COMMISSIONER AND SHALL assume the administration of any payments due

5 from the contracting provider to external providers on behalf of the contracting

6 provider, ASREQUIRED UNDER § 19-712 OF THIS SUBTITLE.

7 © (G) The plan and all supporting documentation submitted in connection
8 with the plan shall be treated as confidential and proprietary, and may not be
9 disclosed except as otherwise required by law.

10 (e H) On July 1, 1991, any health maintenance organization which has
11 existing contracts or arrangements subject to this section shall file a plan under this
12 section within 120 days.}

13 (0] THE SEGREGATED FUND ESTABLISHED UNDER SUBSECTION (C) OF THIS
14 SECTION MAY NOT BE CONSIDERED AN ASSET OF A CONTRACTING PROVIDER FOR
15 THE PURPOSE OF DETERMINING THE ASSETS OF A CONTRACTING PROVIDER.

16 [@)] ITISAVIOLATION OF THIS SECTION FOR A HEALTH MAINTENANCE
17 ORGANIZATION TO FAIL TOCOMPLY WITH THE TERMS OF AN ADMINISTRATIVE
18 SERVICE PROVIDER CONTRACT.

19 19-713.3.

20 (A) @ IN THIS SECTION THE FOLLOWING WORDS HAVE THE MEANINGS
21 INDICATED.

22 2 "ADMINISTRATIVE SERVICE PROVIDER CONTRACT" HAS THE
23 MEANING STATED IN §19-713.2 OF THIS SUBTITLE.

24 3) "CONTRACTING PROVIDER" HAS THE MEANING STATED IN § 19-713.2
25 OF THISSUBTITLE.

26 (B) @ A PERSON MUST REGISTER WITH THE COMMISSIONER BEFORE THE
27 PERSON ACTSASA CONTRACTING PROVIDER IN THIS STATE.

28 2 A HEALTH MAINTENANCE ORGANIZATION MAY NOT ENTER INTO AN
29 ADMINISTRATIVE SERVICE PROVIDER CONTRACT WITH A CONTRACTING PROVIDER
30 THAT HAS NOT REGISTERED WITH THE COMMISSIONER.

31 © @ AN APPLICANT FOR REGISTRATION SHALL:

32 o SUBMIT AN APPLICATION TO THE COMMISSIONER IN A FORM
33 APPROVED BY THE COMMISSIONER AND INCLUDE ANY INFORMATION REQUIRED
34 UNDER SUBSECTION (D) OF THIS SECTION; AND

35 an PAY TO THE COMMISSIONER AN APPLICATION FEE
36 ESTABLISHED BY THE COMMISSIONER BY REGULATION SUFFICIENT TO COVER THE
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1 COSTS ASSOCIATED WITH CARRYING OUT THE PROVISIONS OF THIS SECTION AND §
2 19-713.2 OF THISSUBTITLE.

3 2 o A REGISTRATION UNDER THIS SECTION EXPIRES 2 YEARS FROM
4 THE DATE THE APPLICATION ISAPPROVED.

5 (D) THE REGISTRATION APPLICATION MAY REQUIRE THE FOLLOWING
6 INFORMATION:

7 A THE AMOUNT OF CAPITATION AND OTHER PAYMENTS RECEIVED BY
8 THE CONTRACTING PROVIDER UNDER ALL ADMINISTRATIVE SERVICE PROVIDER

9 CONTRACTS ON AN ANNUAL BASIS, INCLUDING AMOUNTS RECEIVED UNDER STATE

10 AND FEDERAL PROGRAMS,;

11 2 THE NUMBER OF LIVES COVERED BY THE CONTRACTING PROVIDER
12 UNDERALL ADMINISTRATIVE SERVICE PROVIDER CONTRACTS,;

13 3) INFORMATION RELATING TO THE CONTROL OF THE APPLICANT,

14 INCLUDING THE IDENTITY OF:

15 (0] MANAGEMENT;

16 an THE BOARD OF DIRECTORS; AND

17 i CONTROLLING OWNERS;

18 4 A DESCRIPTION OF THE MEDICAL CARE DELIVERY SYSTEM OF THE

19 CONTRACTING PROVIDER, INCLUDING A COPY OF ANY CONTRACT RELATED TO THE
20 PROVISION OF ANY SERVICE REQUIRED UNDER THE ADMINISTRATIVE SERVICE
21 PROVIDER CONTRACT; AND

22 (5) A COPY OF THE MOST RECENT AUDITED ANNUAL FINANCIAL
23 STATEMENT REQUIRED UNDER § 19-713.2(C)(2) OF THIS SUBTITLE.

24 (E) THE COMMISSIONER MAY ADOPT REGULATIONS TO CARRY OUT THE
25 REQUIREMENTS OF THIS SECTION.

26 19-729.
27 €) A health maintenance organization may not:
28 () Violate any provision of this subtitle or any rule or regulation

29 adopted under it;

30 (2 Fail to fulfill its obligations to provide the health care services
31 specified inits contracts with subscribers;

32 3 Make any fal se statement with respect to any report or statement
33 required by thissubtitle or by the Commissioner under this subtitle;
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1 4 Advertise, merchandise, or attempt to merchandiseits servicesina
2 way that misrepresents its services or capacity for service;

3 (5) Engage in a deceptive, mideading, unfair, or unauthorized practice
4 asto advertising or merchandising;

5 (6) Prevent or attempt to prevent the Commissioner or the Department
6 from performing any duty imposed by this subtitle;

7 (7 Fraudulently obtain or fraudulently attempt to obtain any benefit
8 under this subtitle;

9 (8) Fail to fulfill the basic requirementsto operate asahealth
10 maintenance organization as provided in § 19-710 of this subtitle;

11 (9) Violate any applicable provision of Title 15, Subtitle 12 of the
12 Insurance Article;

13 (20) Fail to provide servicesto amember in atimely manner as provided
14 in 8 19-705.1(b)(1) of this subtitle;

15 (1) Fail to comply with the provisions of Title 15, Subtitle 10A, 10B, for}
16 10C, 10B; or § 2-112.2 of the Insurance Article; or

17 (12) Violate any provision of § 19-712.5 of this subtitle.

18 (b) If any health maintenance organization violates this section, the

19 Commissioner may pursue any one or more of the courses of action described in §
20 19-730 of thissubtitle.

21 19-730.

22 €) If any person violates any provision of § 19-729 of this subtitle, the

23 Commissioner may:

24 (1) I ssue an administrative order that requires the health maintenance

25 organization to:

26 () Cease inappropriate conduct or practices by it or any of the

27 personnel employed or associated with it;

28 (i) Fulfill its contractua obligations;

29 (iii) Provide a service that has been denied improperly;

30 (iv) Take appropriate stepsto restore its ability to provide a service

31 that isprovided under a contract;

32 (V) Cease the enrollment of any additional enrollees except
33 newborn children or other newly acquired dependents or existing enrollees; or
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1 (vi) Cease any advertising or solicitation;

2 (2 Hmpose :
3 SECHONHMPOSE a penalty of not more than $5,000 for each unlawful act committed;

4 3 Impose any penalty that could be imposed on an insurer under 8§
5 4-113(d) of the Insurance Article;

6 4 Suspend, revoke, or refuse to renew the certificate of authority to do
7 business as a health maintenance organi zation;

8 (5) Suspend, revoke, or refuse to renew the certificate of a medical
9 director of a health maintenance organization; OR

12 &) (6) Apply to any court for legal or equitablerelief considered
13 appropriate by the Commissioner or the Department, in accordance with the joint
14 internal procedures.

15 (b) IN ADDITION TO THE ACTIONS AVAILABLE TO THE COMMISSIONER IN

16 SUBSECTION (A) OF THISSECTION, IF A PERSON VIOLATES ANY PROVISION OF HHEE
17 15-SUBHFLE10D-OF FHEHNSURANCE-ARHCLE §19-712, §19-713.2, OR § 19-713.3 OF

18 THISSUBTITLE, THE COMMISSIONER MAY IMPOSE A PENALTY OF NOT MORE THAN
19 $125,000 FOR EACH VIOLATION.

20 (© If the Commissioner issues an order or imposes any penalty under this
21 section, the Commissioner immediately shall provide written notice of the order or
22 penalty to the Secretary.

23 19-7A-03:
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18 15-605.

19 €)) (1) On or before March 1 of each year, an annual report that meets the
20 specifications of paragraph (2) of this subsection shall be submitted to the
21 Commissioner by:

22 Q) each authorized insurer that provides health insurance in the
23 State;
24 (i) each nonprofit health service plan that is authorized by the

25 Commissioner to operatein the State;

26 (iii) each health maintenance organization that is authorized by the
27 Commissioner to operatein the Sate; and

28 (iv) as applicable in accordance with regulations adopted by the
29 Commissioner, each managed care organization that is authorized to receive Medicaid

30 prepaid capitation payments under Title 15, Subtitle 1 of the Health - General

31 Article.

32 (2 The annual report required under this subsection shall:
33 Q) be submitted in aform required by the Commissioner; and
A (i) include for the preceding calendar year the following data for al

35 health benefit plans specific to the State:

36 1 premiums written;
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1 2. premiums earned;

2 3. total amount of incurred claimsincluding reserves for
3 claimsincurred but not reported at the end of the previous year;

4 4. total amount of incurred expenses, including commissions,
5 acquisition costs, general expenses, taxes, licenses, and fees, estimated if necessary;

6 5. lossratio; and

7 6. expenseratio.

8 ©)] The datarequired under paragraph (2) of this subsection shall be

9 reported:

10 Q) by product delivery system for health benefit plansthat are

11 issued under Subtitle 12 of thistitle;

12 (i) in the aggregate for health benefit plans that are issued to

13 individuals;

14 (iii) in the aggregate for a managed care organization that operates

15 under Title 15, Subtitle 1 of the Health - Generd Article; and

16 (iv) in amanner determined by the Commissioner in accordance
17 with this subsection for all other health benefit plans.

18 (4 THE COMMISSIONER, IN CONSULTATION WITH THE SECRETARY OF
19 HEALTH AND MENTAL HYGIENE, SHALL ESTABLISH AND ADOPT BY REGULATION A
20 METHODOLOGY TO BE UHHZED USED IN THE ANNUAL REPORT THAT ENSURES A

21 CLEAR SEPARATION OF ALL MEDICAL AND ADMINISTRATIVE EXPENSES WHETHER
22 INCURRED DIRECTLY OR THROUGH A SUBCONTRACTOR.

23 (5) The Commissioner may conduct an examination to ensure that an
24 annua report submitted under this subsection is accurate.

25 (5] (6) Failure of an insurer, nonprofit health service plan, or hedlth
26 maintenance organization to submit the information required under this subsection

27 in atimely manner shall result in a penalty of $500 for each day after March 1 that

28 theinformation is not submitted.

29
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9 SECTION 3. AND BE IT FURTHER ENACTED, That, on or before January 1,

10 2002, the Insurance Commissioner, after reviewing the information obtained from

11 registrants under § 19-713.3 of the Insurance Article, as enacted by Section 2 of this
12 Act, shall submit areport to the Governor and the General Assembly, in accordance
13 with 8 2-1246 of the State Government Article, on the Commissioner's

14 recommendations as to whether, and to what extent, contracting providers should be
15 subject to additiona regulation for the protection of health care providers and

16 consumers. Thereport shall include recommendationsrelating to licensng standards,
17 solvency reqguirements, and the application of State receivership laws.

18 SECTION 2 4. AND BE IT FURTHER ENACTED, That this Act shall take
19 effect July 1, 2000.



