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Health Insurance - Reform

This departmental bill (1) alters preexisting condition provisitorsindividual health
insurance benefit plans; (2) requires carriers tHhhealth insurance under an out-of-state
association contract to make certain disclosures to Marylasderds; (3) restricts the
circumstances under which certain carriers are permittedswnd a health insurance
policy; and (4) requires the Maryland Insurance Administration (MdAstudy options to
raise or define medical loss ratios in the individual, small groogh,l@&ge group health
insurance markets and report its findings by December 1, 2009.

The bill's main provisions take effect on and apply to all policiestracts, certificates,
and health benefit plans issued, delivered, or renewed on or after OLi&9. The
loss ratio reporting study requirement takes effect July 1, 2009.

Fiscal Summary

State Effect: Minimal increase in special fund revenues for MIA in FY 2010 fthen
$125 rate and form filing fee. Review and approval of forms and fitaes,
enforcement of the bill's provisions, and the required study can beeddawdh existing
budgeted resources.

Local Effect: None.
Small Business Effect: MIA has determined that this bill has minimal or no impact on
small business (attached). Legislative Services concurs thishassessment. (The

attached assessment does not reflect amendments to the bill.)



Analysis
Bill Summary:

Preexisting Condition Provisions. A health insurance application form or nonprofit
health service plan application form for specified individual hela¢nefit plans may not
contain inquiries about (1) a preexisting condition, iliness, or sksdéar which the
applicant has not received medical care or advice during the &aes ymmediately
before the date of application; or (2) medical screening, testingtaring, or any other
similar medical procedure that the applicant received durindiibeyears immediately
before the date of application.

A carrier may not attach an exclusionary rider to an indivitdealth benefit plan unless
the carrier obtains the prior written consent of the policyholdecarfier may impose a
preexisting condition exclusion or limitation on an individual for a coowlithat was not
discovered during the underwriting process only if the exclusion oraliont (1) relates
to a condition for which medical care was received during thendih period
immediately preceding the effective date of the individual's e (2) extends for a
period of not more than 12 months after the effective date ofaherage; and (3) is
reduced by the aggregate of any applicable periods of creditable coverage.

A preexisting condition exclusion or limitation may not be imposednoinaividual who
Is covered under any creditable coverage as specified, but manpbsed on or after the
end of the first 63-day period during which the individual was not covereithe entire
period under any creditable coverage.

Association Health Plans: Carriers that require evidence of individual insurability for
coverage under an out-of-state association contract must diseldam ¢nformation to
applicants for coverage under an out-of-state association contractarri@r must
disclose (1) that coverage is conditioned on association membg@hgsl costs related
to joining and maintaining membership in the association; (3) thatbeweship fees or
dues are in addition to the premium for coverage; (4) that thestand conditions of
coverage are determined by the association and carrieng%jetlth insurance benefits
otherwise mandated in Maryland that are not included in the can{@cthat the
Maryland resident may purchase an individual health benefit planiribludes the
mandated benefits that are not included in the contract; (7) thatothieact is not
regulated by the Insurance Commissioner; and (8) that the tamohsconditions of
coverage may be changed without the consent of a member. Cdnagersotlect
membership fees or dues on behalf of an association must disclose this iiownate
enrollment application.
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The Commissioner may require a carrier that offers coverageruan out-of-state
association contract to report, by March 1 of each year, the nohbtaryland residents
covered by out-of-state association contracts.

Rescission: Carriers that condition coverage on evidence of individual insurability ma
not rescind coverage on the basis of written information subnatiest with or omitted
from an application unless the carrier completed medical unitieiyvand resolved all
reasonable medical questions related to the written informationebissuing the health
benefit plan. A carrier must prove that any rescission ofa#tthbenefit plan complies
with these provisions.

Current Law/Background:

Preexisting Condition Limitations. In the individual market, carriers may medically
underwrite policies. The carrier may inquire about conditions fociwthe applicant has
received medical care or advice during the seven years immggieteeding the date of
application. This is known as the “look back” period. An insurenamprofit health
service plan must cover any condition revealed in the application caradglclusionary
rider for that particular condition. However, the insurer or nonproéttheservice plan
may exclude coverage for a preexisting condition identified in the look back peatod t
not revealed in the initial application for up to two years.

For group and blanket health insurance, the look back period isasithenand carriers
may limit coverage for a preexisting condition for up to one yedBanonths in the case

of a late enrollee. The 12- or 18-month exclusion period is reducaddrggate periods

of creditable coverage (the amount of time a person was previmslyed). The
six-month look back period and 12-month exclusion period represent the maximum
preexisting condition limitations allowable in the group health insuramaeket under

the federal Health Insurance Portability and Accountability ACP@HR).

Health maintenance organizations (HMOs) may not impose any stiegxcondition

limitations. There are no preexisting limitations in the Ismeoup market due to the
requirement of guaranteed issue. There are also no preexistitggiting in the State
Employee and Retiree Health and Welfare Benefits Program.

The purpose of preexisting condition limitations is to discourage advelessign that
would result from applicants foregoing the purchase of health insucavesage until
medical services are necessary. Preexisting condition tiomgalower insurers’ losses
on new applicants during the initial enrollment period when the exclusion is imposed.

All states allow preexisting condition limitations in the indival market. Sixteen states
have a look back period of 6 months or less, and 28 states have a maesieiugion
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period of 12 months or less (including Pennsylvania, Virginia, and Westn\4jgi
Twelve states and the District of Columbia have no limit onldl& back period, and
8 states and the District of Columbia have no limit on the maximum exclusion period.

Loss Ratios. Loss ratios are the ratio of incurred claims to premiuansedl (the share of
premium revenues spent on medical care). Carriers must iloksleatios for all health
benefit plans specific to the State in their required annualrteepo the Insurance
Commissioner. The Commissioner may require an insurer, nonpeaiith service plan,
or HMO to file new rates if the loss ratio is less than 718%e small group market and
60% in the individual market. The minimum acceptable loss ratio Medicare
supplement policies is 75% for group policies and 65% for individual pslicMedicaid
managed care organizations (MCOs) must have loss ratiose#Hsatd85% or are subject
to adjustment of capitation rates. Minimum loss ratios areegptired in the large group
market.

Association Health Plans. Individuals may purchase health insurance through an
association that has been issued a group contract for its memhsgssciation health
plans provide an alternative to individual policies for those who ddae¢ access to
employer-based group coverage; however, they are not group insuranceapthns
therefore are not subject to the same regulation. Generalty]dvid law does not apply

to contracts through associations in other states, even when coverpge/ided to
residents of Maryland.

Twelve carriers offer nonemployment based health insurance geverandividuals in
Maryland on a medically underwritten basis. Of these, three estipgrindividual to join
an out-of-state association (GoldenRule/FACT, Mega Life Insur@wapany/NASE,
and Time Insurance/Health Advocate Alliance). Other carriach s Aetna offer
coverage both directly to an individual or through an association plan (such ag.AARP

Rescission: After two years from the date of issue of a policy, no misstaigs, except
fraudulent misstatements, made by the applicant in the inf@ication for coverage
can be used to void the policy or deny a claim for loss incurred or disability.

In 2008, the U.S. House of Representatives Committee on Oversightcwedn@ent
Reform investigated rescission practices in the individual herdtivance market after
regulators in California and Connecticut uncovered evidence of imprepassions. In
response, MIA subjected consumer complaints about policy rescissioratergrerutiny.

Additional Information

Prior Introductions. None.
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CrossFile: None.

Information Source(s): Kaiser Family Foundation, Department of Budget and
Management, Department of Health and Mental Hygiene, Maryland aimsair
Administration, Department of Legislative Services

Fiscal Note History:  First Reader - February 10, 2009
ncs/mwc Revised - Senate Third Reader - April 6, 2009

Analysis by: Jennifer B. Chasse Direct Inquiries to:
(410) 946-5510
(301) 970-5510
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ANALYSIS OF ECONOMIC IMPACT ON SMALL BUSINESSES

TITLE OF BILL: Health Insurance - Reform
BILL NUMBER: SB 79

PREPARED BY: Maryland Insurance Administration

PART A. ECONOMIC IMPACT RATING

This agency estimates that the proposed bill:

_ X__ WILL HAVE MINIMAL OR NO ECONOMIC IMPACT ON MARYLAND
SMALL BUSINESS

OR

WILL HAVE MEANINGFUL ECONOMIC IMPACT ON MARYLAND
SMALL BUSINESSES

PART B. ECONOMIC IMPACT ANALYSIS

The proposed legislation will have no impact on small business in Maryland.
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