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CHAPTER 285—H.F.No, 2258 - .

An act relating to commerce; establishing risk-based capztal requirements for health
organizations; establishing the minimum standard of valuation for health insurance; énacting
model regulations of the National Association of Insurance Commissioners; regulating loss
revenue certifications; regulating disclosure of information to certain investigatory entities;
amending Minnesota Statutes 2002, sections 45.027, subdivision 7a; 60A.03, subdivision 9;
G60A.031, subdivision 4; G0A.129, subdivision 2; 62C.09, by adding a subdivision; 62D.04,
subdivision 1; 62D.041, subdivision 2; 62D.042, subdivisions 1, 2; G62N.25, subdivision 6;
62N.27, subdivision 1; 62N.29; proposing coding for new law in Minnesota Statutes, chapter
60A; repealing Minnesota Statutes 2002, sections 62C.09, subdivisions 3, 4; 62D.042, subdiyi-
sions 5, 6, 7; 62D.043; Minnesota Rules, part 4685.0600.

BE 1T ENACTED BY THE LEGISLATURE OF THE STATE OF MINNESOTA:

ARTICLE 1

RISK-BASED CAPITAL FOR HEALTH ORGANIZATIONS

Section 1. [60A.50] DEFINITIONS.

Subdivision 1. SCOPE. For purposes of sections 60A.50 to 60A.592. the terms in
subdivisions 2 to 13 have the meanings given them.

Subd. 2. ADJUSTED RBC REPORT. “Adjusted RBC report” means an RBC
report which has been adjusted by the commissioner in accordance _Wl_th section
60A.51, subdivision 3, 3.

Subd. 3. COMMISSIONER. “Commissioner” means the commissioner of
commerce or the commissioner of health, whichever commissioner otherwise 1egu1ates
the health organization.

Subd. 4. CORRECTIVE ORDER. “Corrective order” means an order issued by
the commissioner specifying corrective actlons which the comrmssmnel has deter-
mmcd are required.

Subd. 5. DOMESTIC HEALTH ORGANIZATION. “Domestlc health organi-
zation” means a health organization domiciled in this state.

Subd 6. FOREIGN I-[EALTH ORGANIZATION “Fmelgn health o1gan1za—

domiciled i in thls state.

Subd. 7. NAIC, “NAIC” means the National Assocjation.of Insulance Commis-
sioners.

Subd. 8. HEALTH ORGANIZATION. “Health organization” means an entity
licensed under this chapter or chapter 62C or 62D. This definition does not include an
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organization that is licensed or regulated as either a life and health insurer or a property

and casualty insurer that is otherwise subJect to either the 11fe or property and casualty
rlsk based capital reqmrements

Subd. 9. RBC INSTRUCTIONS. “RBC instructions” means the RBC report
including risk-based capital instructions adopted by the NAIC, as these RBC
instructions may be amended by the NAIC from time to time in accordance with the

procedures adopted by the NAIC,

Subd. 10. RBC LEVEL. “RBC level” means a health organization’s company
action level RBC, regulatory action level RBC, anthorized control level RBC or
mandatory control level RBC where:

(1) “company action level RBC” means, with respect to any health organization,
the product of 2.0 and its authorized control level RBC;

control level RBC;

(3) “authorized control level RBC” means the number determined under the
risk-based capital formula i in accordance with the RBC instructions; and

control Jevel RBC.

Subd. 11. RBC PLAN. “RBC plan” means a comprehensive financial plan
containing the elements specified in section 60A.52, subdivision 2. If the: commis-
sioner rejects the RBC plan, and it is revised by the health organization, with or without

the commxssmner ’s recommendation, the plan must be called the “revised RBC plan.”

Subd. 12. RBC REPORT. “RBC report” means the report required in section
60A.51. . .

Subd. 13. TOTAL ADJUSTED CAPITAL. “Total adjusted capital” means the
sum of:

(1) a health organization’s statutory capital and surplus as determined in
accordance with the statutory accounting applicable to the annual financial statements
required to be filed; and

(2) such other items, if any, as the RBC instructions may provide.

Sec. 2. [60A.51] RBC REPORTS.

Subdivision 1. SUBMISSIONS. A domestic health organization shall, on or
before each April 1, prepare and submit to the commissioner a report of its RBC levels
as of ge_ end of th_e calendar yea year M ended, ; 1_n a form and containing the information

required by the RBC instructions. In addition, a domestic health organization shall file
its RBC report

(1) with the NAIC in accordance w1th the RBC instructions; and
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()] with the insurance comrnissioner in any state in which the health organization
is authouzed to do buslness, 1f the msurance commissioner has not1f1ed the health

(2) the filing date.

Subd. 2. DETERMINATION. A health organization’s RBC must be determined
in accordance with the formula set forth i in the RBC instructions. The formula must
take the followmg into account and m_ay adjust go_r @ covariance between,

determined i in each case by applying the factors in the manner set forth in the RBC
instructions:

(1) asset risk;
(2) credit risk;

[€)] underwutmg risk; and

instructions.

Subd. 3. ADJUSTED REPORT. If a domestic health organization files an RBC
teport that m the judgment of the comrmssmner is 1naccu1ate, then the COIDHIISSIODCI

report.”
Sec. 3. [60A.52] COMPANY ACTION LEVEL EVENT.

Subdivision 1. DEFINITION. “Company action level event” means frfvf.ollow-
ing events:

(1) the filing of an RBC report by a health organization that indicates that the
health o 01gan1zat10n s total adjusted capxtal is greater than or equal to its regulatory
action level RBC but Tess than its company action level RBC;

(2) notification by the commissioner to the health organization of an adjusted
RBC rej report that indicates an event in clause (] (1), ), provided the health organization does
not challenge th the adjusted RBC report under section 60A.56; or

(3) if, pursuant to section 60A.56, a health organization challenges an adjusted
RBC rej report that indicates the event in clause (1), the notification by the commissioner
to the health organization that the commissioner has, after a hearing, 1ejccted the health

organization’s challenge.

Subd. 2, RBC PLAN REQUIRED. In the event of a company action level event,
the health ¢ 01gan1zat10n shall prepare and submit to the commissioner an RBC pla plan that:

(1) identifies the conditions that contribute to the company action level event;
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(2) contains proposals of corrective actions that the health organization intends to
take and that would be expected to result in the ehmmatlon of the company action level

event;

IS

(3) provides projections of the health organization’s financial results in-the current
year and at least the two succeeding years, both in the absence of proposed corrective
actions and giving effect to the proposed corrective actions, including projections of
statutory y balance sheets, operating income, net income, capital and surplus, and RBC
Jevels. The projections for both new and renewal business might include sej separate
p103ect10ns for each major Iine of business and separately identify each significant

income, expense, and beneﬁt component

(4) identifies the key assumptions iimpacting the health organization’s projections
and the sensitivity of the projections to the assumptions; and -

(5) identifies the quality of, and problems associated with, the’ health organiza-
tion’s business, 1nclud1ng, but not limited to, 1ts assets, anticipated business growth and
associated surplus strain, extraordinary exposure to risk, mix of business, and use e of
reinsurance, if any, in each case.

Subd. 3. RBC PLAN SUBMISSION. The RBC plan must be submitted:
€))] w1th1n 45 days of the Company Action Level Event; or

(2) if the health organization challenges an adjusted RBC report pursuant fo
secnon 60A 56 W1thln 45 days after notification fo the health orgamzatlon that the

sion by a health organization of an RBC plan to the commissioner, the commissioner

shall notify the health orgamzatmn whether the RBC plan must be implemented or is,
in the judgment of the commissioner, unsatisfactory. If the commissioner determines
the RBC plan s unsatisfactory, the notification to the health organization must st forth
the reasons for the deternnnat1on and may set forth proposed rev1s1ons ns which will will

—_— e 2

nofification from the ¢ commissioner, the health organization.shall prepare a reVJSed
RBC plan, which m may incorpqrate by reference any revisions proposed by the
commissioner, and shall subnnt the revised RBC plan to the comumissioner:

(l) within 45 days after the notification from the commissioner; or

(2) if the health organization challenges the notification from the commissioner
under section 60A.56, within 45 days after. a notification to the health orgamzatmn that
the commissioner has, after a hearxng, rejected the health orgamzanon s challenge

Subd. 5. UNSATISFACTORY PLAN. In the event of a motification by the
commissioner to a health organization that the healfh organization’s RBC plan or
revised RBC plan is unsatisfactory, the commissioner may, at the comumissioner’s
discretion, subject to the health organization’s rightto a hearing under section 60A.56,

specify in the notification that the notification constitutes a regulatory action level
event,
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Subd. 6. ADDITI()NAL FILING Every domestlc health orgamzatlon that files |

health organization is authorized to do business if:

(1) the state has an RBC provision substantially similar in section 60A.57,

subdlvmon 1 and

(2) the insurance commxssmner of that state has notlfled the health o1gan1zat10n

—_—_——

subdivisions 3 and 4.
Sec. 4. [60A.53] REGULATORY ACTION LEVEL EVENT.
Subdivision 1. DEFINITION “chulatmy action level event” means, with

(1) the flhng of an RBC report by the health organization that indicates that the
health organization’s total adjusted capital is greater than or equal o its authorized
control level RBC but ¢ less than its regulatory action level RBC;

(2) notification by the commissioner to a health organization of an adjusted RBC
report that indicates the event in clause (1), provided the health organization does not
challenge | the adjusted RBC report under section 60A.56;

(3) if, pursuant to section 60A.56, the health organization challenges an adjusted
RBC report that indicates the event in clause (1), the notification by the comimissioner
to the health organization that the commissioner has after a hearing, rejected the health
organization’s challenge;

(4) the failure of the health organization to file an RBC report by the filing date,

unless the health organization has provided an explanation for the Tailure that is

satisfactory to the commissioner and has cured | the failure within ten days after the
f111ng date,

(5) the fallme of the health mgamzatlon to subrmt an RBC plan to the

the judgment of the commissioner, unsatisfactory; and

(ii) notification constitutes a regulatory action level event with respect to the
health organization, provided the health organization has not challenged the determi-
nation uhder section 60A.56;
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(7) if, pursuant to section 60A.56, the health organization challenges a determi-
nation by the commissioner under clause (6) the notification by the commissioner to
the health o 01gan1zat10n that the commissioner has, after a heanng, rejected the
challenge; - 0

(8) not1ﬁcat10n by the comrmss1oner to the health organization that the health

failure has a substantial adverse effect on the ability of the health 01gan1zat1on to
eliminate the company action level event in accordance with } its RBC plan or revised

RBC plan and the commissioner has so stated in the notification, provided the health
organization has not challenged the determination under section 60A.50; or

(9) if, pursuant to section 60A.56, the health organization challenges a determi-
nation by the commissioner under clause (8 (8), the notification by the commissioner to
the health o organization that the commissioner has, after a 2 hearing, rejected the
challenge. - 0

Subd. 2. COMMISSIONER’S DUTIES. In the event of a regulatory action level
event the commissioner shall:

(1) require the health organization to- prepare and submit an RBC plan or, if
applicable, a revised RBC plan;

(2) perform any examination or analysis the commissioner considers necessary of
the assets, liabilities, and operatlons of the health organization, including a review of
its its RBC plan or revised RBC plan; and

(3) after the examination or analysis, issue a corrective order specifying the
corrective actions the commissioner determines are requ1red

Subd. 3. CORRECTIVE ACTIONS. In determining corrective actions, the
commissioner may take into account factors the commissioner considers relevant W1th
respect to themlm@mauon based upon the commissioner’s exam1nat10n or
analysis of the assets, liabilities, and operations of the health organization, including,
but pot limited to, the results of any sensitivity tests undertaken pursuant to the RBC

mstmctmns The RBC plan or r revised RBC plan must be subnntted

(2) if the health organization challenges an adjusted RBC report pursuant to

section 60A.56 and the challenge is not frivolous in the the judgment of the commissioner
within 45 days after the notification to the health organization that the commissioner

has after a hearing, rejected the health org organization’s challenge or

(3) if the health organization challenges a revised RBC plan pursuant to section

60A.56 and the challenge is not frivolous in the judgment of the commissioner, within

45 days days after the notification to the health orgamzatlon that the commissioner has, after

a hearing, rejected the health organization’s challenge

Subd. 4. CONSULTANTS. The commissioner may retain actuaries and invest-
ment experts and other consultants as may be necessary in the judgment of the
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examine or analyze the assets, 11ab111t1es, and ope1at10ns, mcludmg contractual
relationships, of the health organization and formulate the corrective order with respect
to the health mgamzatlon The fees costs and expenses relating to consultants must be |

commissioner.
Sec. 5. [60A.54] AUTHORIZED CONTROL LEVEL EVENT.

Subdivision 1. DEFINITION. “Authorized control level event” means any of the
following events:

(1) the filing of an RBC report by the health organization that indicates that the
health organization’s total adjusted capital is greater than or equal to its mandatory
control level RBC buf Tess than its authorized control level RBC;

RBC report that indicates the event in clause (1) ‘provided the health ox gamzatlon does
not challenge th the adjusted I RBC report under section 60A.56;

(3) if, pursuant to section 60A.56, the health organization challenges an adjusted
RBC report that indicates the event in clause (1), notification by the commissioner to
the health organization that the commissioner has, after a hearing, rejected the health

organization’s challenge;

(4) the failure of the health or: ganization to respond, in 2 manner satisfactory to the
commissioner, fo a “corrective order, p1ov1ded the health organization has not
challenged the corrective order under section 60A.56; or

(5) if the health organization has challenged a corrective order under section
60A.56 and | the commissioner has, after a hearing, rejected the challenge or modified
the corrective order, the failure of of the health organization to respond, 1n a manner
satisfactory to the commissioner, to the corrective order subsequent to “rejection or
modification b by the commissioner.

Subd. 2. COMMISSIONER’S DUTIES. In the event of an authorized control
level event thh respect to a health organization, the cominissioner shall:

(1) take such actions as are required under section 60A.53 1egardmg a health
organization w1th respect to y which a regulatory action level event has occurred, or

(2) if the commissioner considers it to be in the best interests of the policyholders

and creditors of the health organization and of the “public, take ‘such actions as are
necessary to cause the health orgamzauon—iz)—b?piged under_fé_g—ulzt?xy control under
chapter 60B In the event the commissioner takes such actions, the authorized control
Jevel event is considered sufficient grounds for the commissioner to take action under
chapter 60B, and the commissioner shall have the rights, powels, and duties with
respect ﬁeﬁalt?mgamzatmn as E—sa—f(—)rﬁ;—m chapter 60B. In the event the
commissioner takes actions under this clause pu1suant to an adjusted RBC report, the
health organization is entitled to the protections afforded health organizations under

sections 60B.11 M 60B.13 pertalmng to summary proceedings.
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Sec. 6. [60A.55] MANDATORY CONTROL LEVEL EVENT.

Subdivision 1. DEFINITION “Mandatoty control level event” means any of the
following events:

(1) the filing of an RBC rep01t which indicates that the health organization’s total
adjusted capltal is less than its mandatory control ievel RBG;

(2) notification by the commissioner to the health organization of an adjusted |
RBC report that indicates the event in clause (1), provided the health organization does i
pot challenge th the adjusted RBC report under section 60A.56; or |

(3) if, pursuant to section 60A.56, the health organization challenges an adjusted
RBC rej rcp01t that indicates the event in clause 1), notification by the commissioner to
the health organization that the commissioner has, after a hearing, rejected the health

organization’s challenge.

Subd. 2. COMMISSIONER’S DUTIES. (2) In the évent of a mandatory control
level event, the commissioner shall take such actions ¢ as are necessary to place the
health organization under regulatory control under section 60B.13. In that event, the
mandatory control level event is considered sufficient grounds for the commissioner to
take action under section 60B.13, and the commissioner shall have the rights, powers,

and duties with respect to- the health organization as are set forth in section 60B.13. If
the commissioner takes actions pursuant to an adjusted RBC report, the health
mgamzatwn is entitled to the protectlons of sections 60B.11 and 60B. 13 pertammg to

summary proceedmgs

(b) Notwithstanding paragraph (a), the commissioner may forego action for up to

90 days after the mandatory control level event if the commissioner finds there is a

reasonable expectatlon that the mandatory control Ie level event may be eliminated
within the 90-day period.

Sec. 7. [60A.56] HEARINGS.

Upon the occurrence of any of the following events, the health organization has

the right to a confidential departmental hearing, on a record, at which the health

organization may challenge any determination or ‘action by the commissioner. The
health organization shall notify the commissioner of its request st for a hearing within

five days after the notlﬁcatlon by the comrmssmner under clausc (1), (2), (3), or (4).

the date of the health organization’s request. The events include:

(1) notification to a health organization by the commissioner of an adjusted RBC
report; '

(2) notification to a health organization by the commissioner that:

(i) the health organization’s RBC plan or revised RBC plan is unsatisfactory; and

(i) notlflcatlon constltutes a regulatory action level event with respect to the
health or rganization;
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(3) nouﬁcatlon toa health mgamzatlon by the comm1ss1oner that the health

(4) notification to a health or, ganization by the commissioner of a c0r1ect1ve order
with ‘Tespect fo the health organization.

Sec. 8. [60A.57] ACCESS TO AND USE OF RBC INFORMATION.

Subdivision 1. CONFIDENTIALITY; PROHIBITlON ON ANNOUNCE-
MENTS. Section 60A.67, subdjvisions 1 and 2, apply to sections 60A.50 to 60A.592.

Subd. 2. PROHIBITION FOR RATE MAKING OR PREMIUM SETTING.
The RBC instructions, RBC reports, adjusted RBC reports, RBC plans, and revised
RBC plans are intended solely for use by the commissioner in monitoring the he solvency

of. health mgamzatxons and the need for possible con:ectlve action w1th 1espect to

commissioner to calculate or dmve any elements of an appropriate premium level or
rate of return fot any linc of insurance that a health organization or any affiliate is is

authorized to write.
Sec. 9. [60A.58] SUPPLEMENTAL PROVISIONS.

Subdivision' 1. EFFECT. Sections 60A.50 to 60A.592 are supplemental to. any
other provisions of the laws of this state, and must not preclude or limit any / other

powels ot duties of the commissioner under such laws, including, but not Timited to, to,

chapter GOB and sect1ons 62D.041, 62D.042, 62D.18, and 62D.181.

Subd. 2. EXEMPTION. The commissioner may exempt from the application of
sections 60A.50 to 60A.592 a “domestic health orgamzatlon that

(1) writes ditect busmess only i m this state;

(2) assumes no reinsurance in excess of five percent of direct premium written;

and

(3) writes direct annual premiums for comprehensive medical busmess of
$2,000,000 or less.

Sec. 10. [60A.59] FOREIGN HEALTH ORGANIZATIONS.

Subdivision 1. RBC REPORT. (a) A foreign health organization shall, upon the
written request of the commissioner, submit to the commissioner an RBC report as of
the end of the calendar year just ended the later of:

organization under sections 60A.50 to 60A.592; or

(2) 15 days after the request is received by the foreign health organization.
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(b) A foreign health organization shall at the written request of the commissioner,
promptly submit to the commissioner a copy ‘of any RBC plan that is filed with the

insurance commissioner of any other state.

Subd. 2. RBC PLAN. In the event of a company action level event, regulatory
action 1evel event, or authorized control level event with respect ect to a foreign health
organization as determmed under the RBC sta statute apphcable in the state of domlcrle

forelgn health orgamzatlon fails to require the foreign health orgamzatlon to file an
RBC plan in the manner specrﬁed under that state’s RBC statute or, if no RBC statute

the failure of the foreign health organization to file an RBC plan with the commissioner
shall be grounds to-order the health organization to cease and desist from writing new
insurance business in gl_s_ state. This section does not t limit the commissioner’s

authority to require a foreign insurer to file a copy of the risk-based capital plan
submitted to the: commissioner in the state of domicile.

Subd. 3. LIQUIDATION OF PROPERTY. In the event of a mandatory control
level event w1th respect to a foreign health orgamzatlon if no domlcﬂlary receiver has
been appointed - with respect to the foreign health orgamzatlon under the rehabilitation
and 11qu1dat10n statute apphcable in the state of domicile of the f foreign health

orgamzatlon, the commissioner may make application to the district court pennltted

under chapter 60B with-respect to the liquidation of property of foreign health

organizations found in in this state, and the occurrence of the mandatory control level
event shall be considered a adequate grounds for the apphcatlon

Sec. 11. [60A,591] IlVIMUNITY ‘

There is no 11ab111ty on the part of, and no cause of action arises against, the

commissioner or the department or its employees or agents for any action taken by
them in the performance of their powers and duties under sections 60A.50 to 60A.592.

Sec. 12. [60A.592] NOTICES.

All notices by the commissioner to a health organization that may result in
regulatmy action under sections 60A.50 to 60A.592 are effective ug upon dispatch 1f
transmitted by registered or certified mail, or in the case of any other transmission are

effective upon the health orgamzatlon s receipt of notice.
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ARTICLE 2

MINIMUM STANDARD OF VALUATION FOR

" HEALTH INSURANCE

Section 1. [60A.76] PURPOSE AND SCOPE.

Sections 60A.76 to 60A.768 apply to all individual and group accident and health
insurance coverages as defined in section 60A.06, subdivision 1 paragraph (3)(a),
including single pxemlum credit disability insurance. Other credit insurance is not
subject to sections 60A.76 to 60A.768.

When an insurer determines that adequacy of its health insurance reserves
requires reserves in excess of the minimum standards specified in sections 60A.76 to
60A.768, the increased reserves must be held and must be considered the minimum
reserves for that insurer. T :

valuation must take into account, for contracts in f01cc, in a claims status, or in a

continuation of benefits status on the valuation date, the present value as of the

valuation date of: all expected benefits unpaid, all expected expenses unpaid, and all

unearned or expected premiums, adjusted for future premium increases reasonably
expected (o be put into effect.

The prospective gross premium valuation must be performed whenever a
significant doubt exists as to reserve adequacy with respect to any major block of
contracts, or with respect to the insurer’s health business as a whole. In the ovent
inadequacy is ‘found to exist, immediate loss recognition must be made and the reserves
restored to adequacy. Adequate reserves, inclusive of claim, premium, and contract
reserves, if any, must be held with respect to all contracts, regaldless of whether

contract reserves are required for such contracts under sections 60A.76 to ) 60A.768.

Whenever minimum reserves, as defined in sections 60A.76 to 60A.768, exceed
reserve requirements as determined b bya prospective gross premium valuation, such
minimum reserves remain the minimum requirement under sections 60A.76 to to
60A.768.

Sec. 2. [60A.761] GLOSSARY OF TECHNICAL TERMS USED.
Subdivision 1. SCOPE. As used in sections 60A.76 to 60A.768, the terms in

subdivisions 2 to 21 have the meaning gwen them.

Subd. 2. ANNUAL CLAIM COST “Annual claim cost” means the net annual
cost per 9215 g_f benefit before the addition of expenses, including claim settlement

expenses, and a margin for p10f1t or contmgenc1es For example, the annual claim cost
for a $100 monthly disability benefit, for a maximum um disability benefit period of one
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year, with an elimination period of one week, with respect to a male at age 35, in a

certain occupation might be $12, , while the gross premium for this benefit might be
$18 The additional $6 would cover expenses and profit-or contmgenmes

Subd. 3. CLAIMS ACCRUED. “Claims accrued” means that portion of claims
incutred on or priot to the valuation date which result in liability of the insurer for the

payment of benefits for medical services which have been rendered on or before the
valuauon date and for the payment of beneflts for da days of hospltallzatlon and days of

not pald as of the valuatlon date, but for Wthh it is 11able “and will have to pay after

the valuation date. This l1ab1hty is sometimes referred to as a liability for © ‘accrued”
benefits. A claim reserve, which 1ep1esents an estimate of thls accrued clalm liability,
must be established.

- Subd. 4, CLA[MS REPORTED. “Claims reported” means when an insurer has
been informed that a claim }l‘i‘E been incurred, if the date reported is on or before @E

valuation date, th_e “claim is considered as a reported claim for annual statement
purposes.

Subd. 5. CLAIMS UNACCRUED “Claims unaccrued” means that portion of
claims jncurred on or before the valuation date which result in Tiability of the insurer
for the payment t of benefits for medical services expected to be rendered after the
valuation date, and for benefits expected to be payable for days of hospitalization and

days of disability occurring after the valuation date. This liability is sometimes referred
to as a liability for unaccrued benefits. A claim reserve, which represents an estimate

of the unaccrued claim payments expected to be made (which may or may not be

discounted with 1ntelest) must be established.

Subd. 6 CLAIMS UNREPORTED “Clalms unreported” means when an
insurer has not been informed, on or before the valuation date, concerning a claim that
has been incurred on or prior “to the valuation date the claim i is considered as an

unreported claim for annual statement purposes.

Subd. 7. DATE OF DISABLEMENT. “Date of disablement” means the earliest
date the insured i is considered as being disabled under the definition of disability in the
contract, based on a doctor’s evaluation or other evidence. Normally this date w1ll
coincide w1th the start of any ehmmatlon “period.

‘Subd. 8. ELIMINATION PERIOD. “Elimination period” means a specified
number of days, weeks, or months starting at the beginning of each period of loss, loss,
during which no benefits at are payable.

Subd. 9. GROSS PREMIUM. “Gross premium” means the amount of premium
charged by ‘the insurer. It includes the net premium (based on claim-cost) for the risk,
togethe1 w1th any Ioadmg for expenses proﬁt or contmgenCLes

Subd. 10. GROUP INSURANCE. “Group insurance” means the term group
insurance includes blanket i insurance and franchise insurance @ any  other forms of o_f
group insurance. :
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Subd 11, LEVEL PREMIUM. “Level plemxum” means a premium calculated to

on which 1 1t was based a1e revised ata latel tnne

Generally, the annual claim costs are expected to increase cach year and the
insm er, instead of char; ging p1emiums that conespondingly inc1ease each year, charges

in the fater years. The bu1ld1ng of a prospective contract reserve is a natural result of

level premiums.

Subd. 12. LONG-TERM CARE INSURANCE, “Long-term care insurance”
means a quahfled long-term care insurance pohcy or 11de1 as deflned in  section 62S 01

section 62A. 46 “subdivision 2.

Subd. 13. MODAL PREMIUM. “Modal pxenuum” refers to the premium paid
on a contract ¢t based on a premium term which could be annual, semiannual, quarterly,
monthly, or weelcly Thus if the annual p1em1um is $100 and if, instead, monthly

demeasmg with advancmg age or du1at10n g could b_e a negative value, called a
negative reserve. .

Subd. 15. PRELIMINARY TERM RESERVE METHOD. “Preliminary term
reserve method” means that under this method of valuation the valuation net premium
for each year falling within the p1e11m1nary term period is exactly sufficient to cover

the expected mcuued claims of of that year, so that the telmlnal 1eserves will be zero at

valsation net pxemlum (or stream of changing valuation pre premxums) becomes appli-
cable such that the present value of all such premiums is equal to the present value of

all claims expected to be incuired following the end o_f the preliminary term period.

Subd. 16. PRESENT VALUE OF AMOUNTS NOT YET DUE ON CLAIMS.
“Present value of amounts not yet due on claims” means the reserve fg “claims
unaccrued” which may be discounted at interest.

Subd. 17. RATING BLOCK. “Rating block” means a grouping of contracts
determined by the valuation actuary based on common char acteristics, such as a policy
form or forms having similar benefit des1gns

Subd. 18. RESERVE. “Reserve’” includes all items of benefit liability, whether in
the nature of incurred claim liability or in the ‘nature of contract liability relating to
future periods of coverage, and whether the > Tability i is s acorued or unaccrued.
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An insurer under its contracts promises benefits, which result in:

(a) claims which have been 1ncu11ed that is, for Wthh the insurer has become

benefits are liabilities ¢ of the insurer whlch should be prov1ded for by estabhshmg claim
reserves; or :

—_—_——

liability of “the insurer for these future claims should be prov1ded for by the
establishment o of contract reserves and unearned premiuny reserves:

Subd. 19. TERMINAL RESERVE., “Terminal reserve” means the reserve at the
end of a contract year, and is defined as the present value of benefits ¢ expected to be

incurred after that contract year mlnus the present value ¢ of future valuation net
premiums.

Subd 20. UNEARNED PREMIUM RESERVE. “Unearned premium reserve”
means that portion of the premium paid or due to the insurer which is applicable to the
period of coverage extendlng beyond the valuation date. Thus if an annual premium yof
$120 was paid -on November 1, @ would be earned as o_f December 31 and @

remaining $100 would be unearned. The unearned premium reserve conld be on a
£ross ba31s as in this example or on a valuation net premium basis.

Subd. 21. VALUATION NET MODAL PREMIUM. “Valuation net modal
premium” means the modal fraction of the valuation net annual premium that
corresponds to the gross modal premium in  effect on any contract to which contract
reserves apply. Thus if the mode of payment in effect is quarterly, the valuation net
modal premium is the qualtexly equivalent of El_lg valuation net annual premium.

Sec. 3, [60A.762] CATEGORIES OF RESERVES.

The following sections set forth minimum standards for three categories of health
insurance reserves: ;

@ section 60A.763, claim reserves;

(2) section 60A.764, premiunt reéerves; and

(3) section 60A.7635, contract reserves. -

Adequacy ‘of an insurer’s health insurance reserves is to be determined on the
basis of all three categories combined. However, sections 60A.76 to 60A.768
emphasize the importance of determining appropriate reserves for each of the three

categories separately. T T
Sec. 4. [60A.763] CLAIM RESERVES

Subdivision 1. GENERALLY. (a) Claim reserves are 1equ1red for all incurred but
unpald claims on a11 health insurance policies. :

(b) Appropriate claim expense reserves are required with respect to the estimated
expense of settlement of all incurred but unpaid claims. .
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(c) Claim reserves for prior valuation years are to be tested for adequacy and

reasonablencss along the lines of claim runoff schedules in accordance with the

statutory financial statement including consideration of any residual unpaid liability.

Subd, 2. MINIMUM STANDARDS FOR CLAIM RESERVES FOR DIS-
ABILITY INCOME. (a) The maximum interest rate for claim reserves is specified in
section 60A.768.

(b) Minimum standards with 1espect to morbldlty are those specified in section
60A.768, except that, at the optlon of the i insurer:

credlble, or upon other assumptions de51gned to place a ' sound value on the 11ab111t1es,
and

(2) for group disability income claims w1th a duration from date of dlsablement

commissioner, be based on the insurer’s expenence for which the insurer maintains
underwriting and claim administration control. The request for approval of a plan of
modification to the reserve basis must include:

(1) an analys1s of the credibility of the experience;

settmg reserves;

(iii) a description and gquantification of the margins to be included;

(iv) a summatry of the financial impact that the proposed plan of modification
would d have had on the insurer’s last filed annual statement;

Rl L ml R L e e e s e A

commissioner of the state of domicile; and

(vi) any other information deemed necessary by the commissioner.

(c) For contracts with an elimination period, the duration of disablement must be
measured as dating from the time that benefits would have begun to accrue had there

been no elimination period,

Sybd. 3. MINIMUM STANDARDS FOR CLAIM RESERVES FOR ALL
OTHER BENEFITS. (a) The maximum interest rate for claim reserves is specified in
section 60A.768.

(b) The reserve must be based on the insurer’s experience, if the experience is
considered credible, or upon n other assumptions designed to place a 1 sound value on the
liabilities.

Subd. 4. CLAIM RESERVE METHODS GENERALLY. A generally accepted
actuarial reserving method or other reasonable method if the method is approved by the
commissioner before the statement date, or a combination of methods as described in
this section, may be “used to estimate a11 “claim liabilities. The methods used for
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estimating liabilities generally may be aggregate methods, or various reserve items
may be separately valued. Approx1matrons based on groupings vs and averages may also
be be employed. Adequacy of the claim reserves, however, must be determined ir in the
agglegate

Sec. 5. [60A.764] PREMIUM RESERVES.

Subdivision 1. GENERALLY. (2) Unearned premium reserves are required for
all contracts with respect to the period of coverage for which premiums, other than
premiums paid in advance, have been paid beyond the date of valuation.

(b) If premiums due and unpaid are carried as an asset, the premiums must be
treated as premiums in 1 force, subject fo > unearned premium reserve determination, The
value of unpaid commissions, premium taxes, and- the cost -of collection associated
with due and unpaid premiums must be carried as : as an n offsetting Hability. % .,

(c) The gross premlums pa1d in advance for a period of coverage begmmng after

discounted to the valuation date and must be held either as a separate liability or as'an
addition to the unearned premium reserve which would otherwise be required a: as a
minimum.

“Subd. 2. MINIMUM STANDARDS FOR UNEARNED PREMIUM RE-
SERVES. (a) The minimum unearned premium reserve with respect to a contract is the
pro rata unearned modal premium that applies to the premium period beyond the
valuation date, with the premium determined on the “basis of:

(1) the valuation net modal premlum on the contract reserve basis applylng to the
contract, or :

(2) the gross modal premium for @ contract if no coniract reserve applies.

(b) However, in no event may the sum of the unearned premlulh and contract

reserves for all coniracts of the insurer subject to contract reserve requirements be less
than the gross ss modal unearned premium reserve on all such contracts as of the date of

beyornd the valuation date represented by the unearned premium reserve, to the extent
not provided for elsewhere. .

Subd. 3. PREMIUM RESERVE METHODS GENERALLY The insurer may
employ suitable approximations and estimates, 1nc1ud1ng, but not limited t to, groupings,
averages, and aggregate estimation, in computing premium reserves. Approximations
or estimates should be tested perrod1ca11y to determine the continuing ‘adequacy and
rehablhty

Sec. 6. [60A.765] CONTRACT RESERVES REQUIRED.

(a) Contract reserves are required, unless otherwise specified in paragraph (b) for:

‘ (1) all individual and group contracts with which level premiums are used; or

{2) all individual and greup contracts with respect to which, due to the gross

premium pricing structure ¢ at issue, the value of the future benefits at any time exceeds
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the value of any appropuate future valuatlon net premiums at that time. Th1s evaluation

developed to support the total risk assumed and expected expenses for the block each
year, and a qualified actuary ity certifies the premium development. The actuary mus state
in the certification that premiums fo1 the rating block were developed such that each
year’s plemlum was intended to cover that year’s costs without any prefunding. If the
premium is also intended to recover costs for any prior years, th_e actuary must also
disclose the reasons for and magnitude of the recovery. The values specified in this
clause must be determined o1 on the basis specificd 1 in section n 60A.766, subdivisions 1 to

4.

(b) Contracts not requiring a contract reserve ate:

(1) coniracts that cannot be continued after one year from issue; or

(2) contracts already in force on the effective date of sections 60A.76 to 60A.768
for which no contract reserve was required under the immediately preceding standards.

(c) The contract reserve is in addition to claim reserves and premium reserves.

(d) The methods and procedures for contract reserves must be consistent with
those f01 ~claim reserves f01 a contract, “or else appropriate adjustment must be made
when necessary to assure provision for the aggregate liability. The definition of the
date of incurral must be the same in both determinations.

Sec. 7. [60A.766] MINIMUM STANDARDS FOR CONTRACT RESERVES.

Subdivision 1. BASIS. (2) Minimum standards with respect to morbidity are those
set forth in section 60A.768. Valuation net premiums used under each contract must
have a structure consistent with the gtoss premium structure at issue of the contract as as

th1s relates to advancing age of insured, contract duration, and peuod f01 Wthh gross
premiums have been calculated.

Contracts for which tabular morbidity standards are not specified in section
60A.768 must be be valued using tables established for reserve purposes bya 1 qualified
actuary and acceptable to the commissioner. The morbidity tables must contain a
pattern of incurred claims cost that reflects the underlying morbidity and must not be
constructed f01 the primary purpose of mm1m1zmg reserves.

(b) The maximum interest rate is spemfled in section 60A.768.

a mortahty table as specified in section 60A.768 except as noted in in clauses (1) to 3):

(1) under contracts for which premium rates are not guaranteed, and where the
effects of insurer underwritir iting are specifically used by policy duration in the valuation
morbidity standard or for return of premium or  or other deferred cash benefits, total
telmmatlon rates may be used at ages and duratlons whele these exceed specified

premlums or
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(i) eight percent;

' (2) for long-term care individual policies or group certificates issued after January
1, 1997 the contract reserve may be established on a basis of separate:

(i) mortality as specified in section 60A.768; and

(ii) terminations other than mortality, where the terminations are not to exceed:

A. for policy years one through four, the lesser of 80 percent of the voluntary
Iapse rate used in the calculation of gross premiums and ‘eight percent;

rate used in the calculation of gross. premiums and four percent

(3) where a morbidity standard specified in section 60A.768 is on an aggregate
basis, the morbidity standard may be adjusted to reflect the effect of insurer
underwriting by policy duration. The adjustments must be appropriate to the under-

writing and be acceptable to the commissioner.

Subd. 2. RESERVE METHOD. (a) F(n insurance, except long-term care and
return of premium or other deferred cash benefits, the mmimum reserve is the reserve
calculated on the two-year full prehmlnary term method; that is, under which the
terminal reserve is zero at the first and also the he second contract anniversary.

(b) For long-term care insurance, the minimum reserve is the reserve calculated
as follows:

(1) for individual policies and group cettificates issued on or before December 31,
1991, reserves calculated on the two-year full preliminary term methods; )

(2) for individual policies and group certificates issued on or after January 1,

1992, reserves calculated on the one-year full preliminary term method.

(c) For return of premium or other deferred cash benefits, the minimum reserve
is the 1eserve calculated as follows:

(1) on the one-year preliminary term method if the benefits are provided at any
time before the 20th anniversary;

(2) on the two-year preliminary term method if the benefits are only prov1ded on

or after the 20th anniversary.

of a “contract. Reserve adjustments introduced later, as a result of rate increases,
revisions in assumptions, for example projected inflation rates, or for other reasons, are
to be apphed immediately a: as of the effective date of adoptlon of the adjusted bas1s

Subd 3. NEGATIVE RESERVES. Negatlve réserves on any benefit may be

Subd. 4. NONFORFEITURE BENEFITS FOR LONG-TERM CARE IN-
SURANCE. ] The contract reserve on a policy basis must not be less than the net single
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premium for the nonforfeiture benefits at the appropriate policy duration, where the net
single premium is computed according to the specifications in this section. While the
consideration for nonforfeiture benefits in this section is specific to long-term care
insurance, similar consideration may be applicable for other lines of business.

Subd. 5. ALTERNATIVE VALUATION METHODS AND ASSUMPTIONS
GENERALLY. Provided the contract reserve on all contracts to which an alternative
method or basis is applied is not less in the aggregate than the amount determined

according to the applicable standards specified in this section, an insurer may use any
reasonable assumptions as to interest rates, termination and mortality rates, and rafes
of morbidity or other contingency. Also, subject to the preceding condition, the insurer
may employ methods other than the methods stated i in this section in determining a
sound value of its liabilities “under such contracts, including, but gg_t limited to, El_lg

following: the net level premium method; the one-year full preliminary term method;
plospectlve > valuation on the basis of actu'ﬂ £ross premiums w1th 1easonable allowance

groupings of seveml years of issue, average amounts of indemnity, and grouping of
similar contract forms; the computation of the reserve gg one contract benefit § a

percentage of, or by other relation fo, the agglegate contract reserves exclusive of the

benefit or benefits so valued; and the use of a composite annual claim cost for all or

any combination of the benefits i included i in the contracts valued.

Subd. 6. TEST FOR ADEQUACY AND REASONABLENESS OF CON-
TRACT RESERVES. Annually, ani appropriate review must be made of the insurer’s
prospective contract liabilities on contracts valued by tabular teserves, to determine the
continuing adequacy and reasonableness of the tabular reserves giving consideration to
futu1e gross plemlums The insurer shall make '1pp10p11ate mcrements to such tabular

subject, however, to the minimum standards of section 60A.766, subdivisions 1to4.

In the event a company has a contract or a group of related similar contracts for
which future gross premiums will be restricted by contract, department rule, or @

other reasons, such that the futore gross premiums ns reduced by expenses for adminis-

tration, commissions, and taxes will be insufficient to cover future claims, the the company
shall establish contract reserves for such shortfall in the aggregate.

Sec. 8. [60A.767] REINSURANCE.

Increases to or credits against reserves carried, arising because of reinsurance
assumed or reinsurance ceded, must be determined m 2 manner consistent Wlth
sections 60A.76 to 60A.768 and with “all applicable provisions of the reinsurance
contracts which affect the insurer’s liabilities.

Sec. 9. [60A.768] SPECIFIC STANDARDS FOR MORBIDITY, INTEREST,
AND MORTALITY.

Subdivision 1. MORBIDITY. A, Minimum morbidity standards for valuation of
specified individual contract health insurance benefits are as follows:

(1) Disability Income Benefits Due to Accident or Sickness.
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(a) Contract Reserves-
Contracts issued on or after January 1, 2004:

The 1985 Commissioners Individual Disability Tables A (85CIDA); or -
The 1985 Commissioners Individual Disability Tables B (35CIDB).

Each insurer shall elect, with respect to all individual contracts issued in any one
statement year, whether it w111 use Tables A or Tables B as the minimum standard. The

insurer may, ay, however, elect to use the other tables with respect to any subsequent

statement year.
(b) Claim Reserves:
(1) For claims incurred on or after January 1, 2004:

The 1985 Commissioners Individual Disability Table A (85CIDA) w1th claim
termmatlon rates multiplied by the following adjustment factors:

Adjusted
Duration Adjustment Termination
Factor Rates*

Week
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17 0976 - 0.03026
18 1.020 . 0.02856
19 1.049 0.02518
20 1.078 0.02264
21 1.107 0.02104
22 1.136 ‘ 0.01932
23 1.165 ‘ 0.01865
% 1.195 0.01792 -
Year 3 1.369 0.16839
T 1 1.204 0.10114
5 1.199 0.07434
6 and later 1.000 Kk

* The adjusted termination rates derived from from the application of the adjustment
fact01s to the DTS Valuation Table termination rates shown in exhibits 3: 3a, 3b, 3¢, i
and 5 (Transactions of the Sqciety of Actuaries (ISA) XXXVII, _pages 45ﬂ6?) is
displayed. The adjustment factors for age, elimination period, class, sex, and cause

dlsplayed in exhlblts 3a, 3b, 3c, and 4 should be applied to the adjusted termination

## Applicable DTS Valuatlon Table dutation rate from exhibits 3c @ﬂ TSA
XXXV, pages 462-463).

The 85CIDA table so adjusted for the computation of claim reserves shall be

— et

known a; as 8 85CIDC (The 1985 Commissioners Individual Dlsablhty Table C)

(2) Hospital Benefits, Surgical Benefits, and Maternity Benefits (Scheduled
benefits or fixed time period benefits only).

(a) Contract Reserves.

Contracts issued on or after January 1, 1982:

The 1974 Medical Expense Tables, Table A, Transactions of the Society of
Actuaries, Volume XXX, page 63. Refer to the paper (in the same volume, page 9) to
which this table is appended, including its discussions, for methods of adjustment for
benefits not directly valued in Table A: “Development of the 1974 Medlcal Fxpense

Benefits,” B Houghton and Wolf.

(b) Claim Reserves:

No specific standard. See (6).

(3) Cancer Expense Benefits (Scheduled benefits or fixed time pt;,tiod i)eneﬁts
only).

(a) Contract Reserves:
Contracts issued on or after January 1, 2004:

The 1985 NAIC Cancer Claim Cost Tables.

(b) Claim Reserves:
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No specific standard. See (6).

(4) Accidental Death Benefits.

@ Contract Reserves:

Contracts issued on or after Jaruary 1, 2004:

The 1959 Accidental Death Bgneflts Table.

(b) Claim Reserves:

Actual amount incurred.

3) Si_ngle Premium Credit Disability.

(a) Contract Reserves:

@) For contracts 1ssued on or after January 1, 2004

by 12 percent,

a 14:day elimination penod w1th the adjustment in item (I).

sioners Individual Disability Table A (85CIDA) w1th claim 1nc1dence rates mcreased

(ii){IT) For plans having a 30- day and greater elimination penod the 85CIDA for

determined as provided in section 60A.765.

® Clalm Reserves:

' Claim reserves are to be determined as prov1ded in section 60A, 763

—_—

(6_) Other Individual Contract Benefits.

(a) Contract Reserves:

For all other individual contract benefits, morbidity assumptions - arc o be

provided i in section 60A. 763.

(b) Claim Reserves:

For ‘all benefits other than disability, claim reserves are to be determmed as

insurance benefits are as follows:

B. Mlmmum morbldlty standards for valuation of specnfled group contract health

[¢5] Disability‘ Income Benefits Due to Accident or Sickness. »

(a) Contract ReserveS'

Contracts issued on or after January 1, 2004:

The 1987 Commissioners Group Disability Income Table (87CGDT).

(b) Claim Reserves:

For claims incurred on or after January 1, 2004:

The 1987 Commissioners Group Disability Income Table (87CGDT);
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(2) Single Premium Credit Disability

(a) Contract Reserves:

(i) For contracts issued on or after Janualy 1, 2004

sioners Individual Disability Table é (85CIDA) v_vltb claim mc1dence rates increased
by 12 percent.

(ii)(ID) For plans having a 30-day and greater climination period, the 85CIDA for
a 14-day elimination period w1th the adjustment in item (I).

(b) Claim Reserves:

Claim reserves are to be determined as provided in section 60A.763.

(3) Other Group Contract Benefits,

(2) Contract Reserves:

For all other group contract benefits, morbidity assumptions are to be determined
as provided 1 in section 60A.765.

(b) Claim Reserves:

For all benefits other than disability, claim reserves are to be determined as
provided 1 m section 60A.763.

Subd. 2 INTEREST. A. For coniract reserves the maximum interest rate is the

maximum rate petmitted by Iaw in the valuation of whole life insurance issued on the
same date as the health insurance contract.

B. For claim resetves on policies that require contract reserves, the maximum
mte1est rate is the maximum rate pelmltted by law in the valuation of whole life

C For clalm reserves on pollCles not requiring contract reserves, the maximum
interest rate is the maximum n rate permitted by law in the valuation of single premium

immediate annuities issued on the same date as the claim incurred date reduced by 100
basis points. .

Subd. 3. MORTALITY A, F01 1nd1v1dua1 long-telm care insurance policies or

mortality basis used must be the 1983 Group Annuity Mortahty Table w1thout
projection.

B. Othex mortality tablcs adopted by the NAIC and adopted by the commissioner

benefits and if approved by the commissioner. The request for approval must 1nc1ude
the proposed mortality table and the reason that the standard specified 1 in subsection A
E 1napp10p11ate :

C. For single premium credit insurance using the 85CIDA table, no separate
mortality must be assumed.
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ARTICLE 3

MISCELLANEOUS

* Section 1. Minnesota Statutes 2002, seotlon 60A.129, subdivision 2, is amended
to read: - : |

Subd. 2. LOSS RESERVE CERTIFICATION. (a) Each domestic company
engaged in providing the types of coverage described in section 60A.06, subdivision
1, clause (1), (2), (3), (5)(b), (6), (8), (9), (10), (11), (12), (13);.0r (14), must have its
loss reserves certified by a qualified actuary. The company must file the certification
with the commissioner within 30 days of completion of the certification, but not later
than June 1. The actuary providing the certification may be an employee of the
company but the commissioner may still require an independent actuarial certification
as described in subdivision 1. This subdivision does not apply to township mutual
companies, or to other domestic insurers having less than $1,000,000 of premiums
written in any year and-fewer than 1,000 policyholders. The commissioner may allow
an exception to the stand alone certification where it can be demonstrated that a
company in a group has a pooling or 100 percent reinsurance agreement used in a
group which substantially affects the solvency and integrity of the reserves of the
cempany, or where it is only the parent company of a group which is licensed to do
business in Minnesota. If these circumstances exist, the company may file a written
request with the commissioner for an exception. Companies writing reinsurance alone
ate not exempt from this requirement. The certification must contain the followmg
staterent: “In my opinion, the reserves described in this certification are consistent
with reserves computed in accordance with standards and principles established by the
Actuarial Standards Board and are faitly stated.”

(b) Each foreign company engaged 1 in providing the types of coverage described
in section 60A.06, subdivision 1, clause (1), (2), (3), (5)(b), (6), (8), (9), (10), (11},
(12), (13), ot (14), required by this section to file an annual audited financial report,
whose total net earnéd premium: for Schedule P, Part 1A to Part 1H plus Part 1R,
(Schedule P, Part 1A to Part 1H plus Part 1R, Column 4, current year premiums earned,
from the company’s most currently filed annual statement) is equal to one-third -or
more of the company’s total net earned premium (Underwriting and Investment
Exh1b1t Part 2, Column 4, total line, of the annual statement) must have a reserve
certification by a quahfled actuary at least every three years. In the year that the
cértification is due, the company must file the certification with the commissioner
within 30 days of completion of the certification, but not later than June 1. The actuary
providing the certification must net may be an employee of the company. Companies
writing reinsurance alone are not exempt from this requirement. The certification must
ocontain the following statement: “The loss reserves-and loss expense reserves have
been examined and found to be calculated in accordance with generally accepted
actuarial principles and practxces and are fairly stated.”

section 60A-06; subdivision 1; clause (4) er (5)(a); required by this section to file an
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audited annual finaneial repert; whese premitms and apnuity considerations (net of
reinsurance) from ageident and health equal one-third or meore of the company's total
premiums and anouity considerations (net of reinsurance); as reported in the summary
efepemﬁen&mustha%ﬁsaggwgateresewefe&aee;den@anéheakhpehmand
lLiability for policy and contract claims for accident and health certified by a qualified
actuary at least onee every three years- The actuary providing the certification must not
be an employee of the company: Companies writing reinsutance alone are not exempt
from this roquirement: The certification must eontain the following statement: “The
policy and centract claims reserves for aceident and health have been examined and
found to be ealeulated in accordance with generally accepted actuarial principles and
practices and are fairly stated:>

Sec. 2. Minnesota Statutes 2002, sectxon 62C.09, is amended by adding a
subdivision to read:

. Subd. 5. RISK-BASED CAPITAL REQUIREMENT. A service plan corpora-
tion is subject to regulation of its financial solvency under sections 60A.50 to 60A.592.

Sec, 3. Minnesota Statutes 2002, section 62D.04, subdivision 1, is amended to
read: : :

Subdivision 1. APPLICATION REVIEW. Upon receipt of an application for a
certificate of authority, the commissioner of health shall determine whether the
applicant for a certificate of authority has: :

(a) demonstrated the willingness and potential ability to assure that health care
services will be provided in such a manner as to enhance and assure both the
availability and accessibility of adequate personnel and facilities;

(b) arrangements for an ongoing evaluation of the quality of health care;

(c) a procedure to develop, compile, evaluate, and report statistics relating to the
cost of its operations, the pattern of utilization of its services, the quality, availability
and accessibility of its services, and such other matters as may be reasonably required
by regulation of the commissioner of health;

(d) reasonable provisions for emergency and out of area health care services;

(e) demonstrated that it is financially responsible and may reasonably be expected
to meet its obligations to enrollees and prospective enrollees. In making this
determination, the commissioner of health shall require the amounts amount of initial
net worth and working capital required in section 62D.042, compliance with the
risk-based capital standards under sections 60A.50 to 60A.592, the deposit required in
section 62D.041, and in addition shall consider:

(1) the financial soundness of its arrangements for health care services and the
proposed schedule of charges used in connection therewith;

(2) arrangements which will guarantee for a reasonable period of time the
continued availability or payment of the cost of health care services in the event of
discontinuance of the health maintenance organization; and
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(3) agreements with providers for the provision of health care-services;

(f) demonstrated that it will assume full financial risk on a prospective basis for
the provision of comprehensive health maintenance services, including hospital care;
provided, however, that the requirement in th1s paragraph shall not prohibit the
following: :

(1) a health maintenance organization from obtaining insurance or making other
arrangements (i) for the cost -of providing to any enrollee comprehensive health
aintenance services, the aggregate value of which exceeds $5,000 in any year, (ii) for
the cost of providing comprehensive health care services to its members on a
nonelective emergency basis, or while they are outside.the area served by the
organization, or (iii) for not more than 95 percent of the amount by which the health
maintenance organization’s costs for any of its fiscal years excéed 105 percent of its
income for such fiscal years; and

(2) a health maintenance organization from having a provision in a group health
maintenance contract allowing an adjustment of premiums paid based upon the actual
health services utilization of the enrollees covered under the contract, except that at no
time during the life of the contract shall the contract holder fully self-insure the
financial risk of health care services delivered under the contract. Risk sharing
arrangements shall be subject to the requirements of sections 62D.01 to 62D.30;

(g) demonstrated that it has made provisions for and adopted a conflict of interest
policy applicable to all members of the board of directors and the principal officers of
the health maintenance organization. The conflict of interest policy shall include the
procedures described in section 317A.255, subdivisions 1 and 2. However, the
commissioner is not precluded from finding that a particular transaction is an
unreasonable expense as described in section 62D,19 even if the directors follow the
required procedures; and

(h) otherwise met the requuements of sections 62D.01 to 62D. 30

"Sec. 4. Minnesota Statutes 2002, section 62D.041, subdivision 2 is amended to
read:

Subd. 2. REQUIRED DEPOSIT. Each health maintenance organization shall
deposit with any organization or trustee acceptable to the commissioner through which
a custodial or controlled account is utilized, bankable funds in the amount required in
this section. The commissioner may allow a health maintenance organization’s deposit
requirement to be funded by a guaranteeing an organization; as defined in section
62D-043 approved by the commlssmncr

Sec. 5. Minnesota Statutes 2002, section 62D.042, subdivision 1, is amended to

read:

Subdivision 1. DEFINITIONS DEFINITION. (2} For purpoeses of this seetion;
“cnaranteeing organization” means an organization that has agreed to make neeessary
contributions or advancements to the health maintenance organization to maintain the
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(b) For this section; “werking capital” means current assets minus current
¢ey For purposes of this section, if a health maintenance organization offers

supplemental benefits as described in section 62D.05, subdivision 6, “expenses” does
not include any expenses attributable to the supplemental benefit. '

Sec. 6. Minnesota Statutes 2002, section 62D.042, subdivision 2, is amended to
read:

Subd. 2. INITIAL NET WORTH REQUIREMENTS REQUIREMENT. (a)
Beginning organizations shall maintain net worth of at least 8-1/3 percent of the sum
of all expenses expected to be incurred in the 12 months following the date the
certificate of authority is granted, or $1,500,000, whichever is greater.

by After the first full calendar year of operation; organizations shall maintain net
worth of at least 8-1/3 pereent and at most 25 percent of the sum of all expenses
meuﬂeddu&mgthem@&tm%nteﬁeﬂémyem—bﬂ%mmeaseshauﬂetweﬁhﬁaﬂbelew
$1;000,000;

£e) Notwithstanding pavagraphs (a) and (b); any health maintenance organization
owned by a political subdivision of this state; which has a higher than average
pereentage of entollees whe are enrolled in medical assistance or general assistance
med;ealeare—mayexeeedth@ma;ﬂmamnetwer@hhmﬁspwwdedmpmgmphs@
and ¢b); with the advanee approval of the commissioner

Sec. 7. Minnesota Statutes 2002, section 62N.25, subdivision 6, is amended to
read: :

Subd. 6. SOLVENCY. A community integrated service network is exempt from
the deposit, reserve, and solvency requirements specified in sections 62D.041,
62D.042, 62D:043; and 62D.044 and shall comply instead with sections 62N.27 to
62N.32. To the extent that there are analogous definitions or procedures in chapter 62D

or in rules promulgated thereunder, the commissioner shall follow those ex1st1ng
provisions rather than adopting a conuary approach or interpretation.

Sec. 8. Minnesota Statutes 2002, section 62N.27, subdivision 1, is amended to
read:

Subdivision 1. APPLICABILITY. For putposes of sections 62N.27 to 62N.32,
the terms defined in this section have the meanings given, Other terms used in those
sections have the meanings given in sections 62D.041, 62D.042, 62P-943; and
62D.044.

Sec. 9. Minnesota Statutes 2002, section 62N.29, is amended to read:
62N.29 GUARANTEEING ORGANIZATION.

Subdivision 1. USE OF GUARANTEEING ORGANIZATION (a) A commu—
nity network may satisfy its net worth and deposit requirements, in whole or in part,
through the use of one or more guaranteeing organizations, with the approval of the
commissioner, under the conditions permitted in chapter 62D this section. If the
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guaranteeing organization is used.-only to satisfy the deposit requirement, the
requirements of th1s section do not apply to the guaranteemg organization. S

.(b): For purposes of this section, a ‘‘guaranteeing organization”. means an

organization that has agreed to assume the responsﬂnhty for the obligation of the
community network’s net worth requlrement

- (¢) .Governmental entities, such as counties, may serve as guaranteeing organi-
zations subject to the requirements of ehapter 62D this section. ‘

Subd:. 2.. RESPONSIBILITIES OF GUARANTEEING ORGANIZATION. |
Upor an order of rehabilitation or liguidation, a guaranteeing organization shall |
transfer funds to the commissioner i in the amount ‘necessary to. satlsfy the net worth |
requirement. . .

Subd. 3. REQUIREMENTS FOR GUARANTEEING ORGANIZATION. (a)
A community network’s net worth requirement may be guaranteed prov1ded that the
guaranteemg orgamzatlon

(1) transfers into a restricted asset account cash or securities permitted by section

61A.28, subdivisions 2 and 6, in an amount necessary to satisfy the net worth

requirement. Restricted asset accounts shall be considered admitted assets for the.
purpose of determining whether a guaranteemg organization is maintaining sufflclent
net worth. Permitted securities shall not be transferred to the restricted asset account

m excess of the limits applied to the community network, unless. approved by the
commissioner in advance

(2) designates the restncted asset account specifically for the purpose of funding
the commumty network’s et worth requirement;

--(3) maintains positive working capital subsequent to estabhshmg the restricted
asset account, 1f applicable;, . .

(4) maintains net worth, retained earmngs or surplus in an amount in excess of
the amount of the restncted asset account, i apphcable, and allows the guaranteelng
organization:

@ to remain a solvent business organization, which shall be evaluated on the bas1s
of the guaranteemg organization’s continued ability to meet its maturing obligations
without selling substantially all its operating assets and paying debts when due; and

(11) to be in comphance with any state or federal statutory net worth, surplus or

the commissioner; and

(5) fulfills fequirements of clauses (1) to (4) by April 1 of each’ year,

(b) The commissioner may require the guaranteeing organization to complete the
requirements of paragraph (a) more ﬁequently if the amount necessary to satisfy the
net worth requirement increases during the year ) ,

‘Subd. 4. EXCEPTIONS TO REQUIREMENTS. When a guaranteemg organi~
zationis a govemmental entity,-subdivision 3 is not.applicable. @ commissionér may
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consider factors which provide evidence that the governmental entity is a financially
reliable guaranteeing organization, Slmll'nly, “when a guaranteeing organ1zat10n is a
Mlnnesota—hcensed health maintenance organization, , health se1v1ce plan corporatlon,

Subd. 5. AMOUNTS NEEDED TO MEET NET WORTH REQUIRE-
MENTS. The amount necessary for a guaranteeing orgamzatmn to satisfy the
community network’s net worth requirement is the lesser of:

(1) an amount needed to bring the community network’s net worth to the amount
required by section 62N.28; or

(2) an amount agreed to by the guaranteeing organization.

Subd. 6. CONSOLIDATED CALCULATIONS FOR GUARANTEED COM-
MUNITY NETWORKS. (a) If a guaranteeing organization guarantees one or more
community networks, the gualant_eelng organization may calcylate the amount neces-
sary to satisfy the community networks’ net worth requirements on a consolidated

basis.

(b) Liabilities of the community network to the guaranteeing organization must be
subordinated in thu same manner as preferred ownership claims under section 60B.44,
subdivision 10

Subd. 7, AGREEMENT BETWEEN GUARANTEEING ORGANIZATION
AND COMMUNITY NETWORK. A written agreement between the guaranteeing
organization and the commumty network must include the commissioner as a party and
include the following provisions:

(1) any or all of the funds needed to satisfy the commumty network’s net worth

requirement shall be “transferred, unconditionally a and upon demand, according to
subdivision 2

(2) the arrangement shall not terminate for any reason without the commissioner

being notified of the termination at least nine months i in advance. The arrangement may

terminate eatlier if net worth requirements will be satisfied under other arrangements,
as approved by the commissioner;

(3) the guaranteeing organization shall pay or reimburse the commissioner for all
costs and expenses, including reasonable attorney fees gﬂ(ﬁl costs, incurred EX glg

commissioner in connection with the protection, defense, or enforcement of the
guarantee,

(4) the guaranteeing organization shall waive all defenses and claims it may have

or the ¢ community network may haye peltammg to the guarantee ineluding, but not

imited to, waiver, release, res judicata, statute of frauds, lack of authority, us usmy,
1llega11ty,

(5) the guaranteeing organization waives present demand for payment, notice of
dishonor or nonpayment and protest, and the commissioner shall not be required to fnst

resort for payment to other sources or or other means before enforcing the guarantee;
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(6) the guarantee may not be waived, modified, amended, terminated, released, or

otherwise changed except as prov1ded by the guarantee agteement, and as provided by
applicable statutes;

(7) the guaranteeing organization waives its rights under the Federal Bankruptcy
Code, United States Code, title. 11, section 363 to initiate involuntary proceedings
against the community network and agrees to ‘submit to the jurisdiction of the
commissioner and Minnesota state courts in any rehabilitation ¢ or liquidation of the
community network;

(8) the guarantee shall be govemed by and construed and enforced according to

(9) the guarantee must be approved by the commissioner.

Subd. 8. SUBMISSION OF GUARANTEEING ORGANIZATION’S FINAN-
CIAL STATEMENTS. The community network shall submit to the commissioner the
guaranteeing organization’s audited financial statements annually 1 by April 1 or at a
different date if agreed to by the commissioner. The community network shall also

provide other relevant financial information regarding a guaranteeing organization as
may be requested by the commissioner.

Subd. 9. PERFORMANCE AS GUARANTEEING ORGANIZATION VOL-
UNTARY. ﬁg provider may be compelled to serve as a guaranteeing organization.

Subd. 10. GUARANTOR STATUS IN REHABILITATION OR LIQUIDA-
TION Any or all of the funds in excess of the amounts needed to satisfy the

community network’s obligations 2 as of the > date of an order of liquidation or or

rehabilitation shall be returned to the guaranteeing organization in the ‘§ame manner as
preferred ownership claims under section 60B.44, subdivision 10

Sec. 10. REVISOR INSTRUCTION.

The revisor of statutes shall change the heading of Minnesota Statutes, section
62D.042, to read “INITIAL NET WORTH REQUIREMENT.”

Sec. 11. REPEALER. '

(a) Minnesota Statutes 2002, sections 62C.09, subdivisions 3 and 4; 62D.042,
subdivisions 3, 6, and 7; and 62D.043, are repealed.

(b) Minnesota Rules, part 4685.0600, is repealed.

ARTICLE 4
SECURITIES REGULATION TECHNICAL CHANGES
Section 1. Minnesota Statutes 2002, section 45.027, subdivision 7a, is amended to
read: .

Subd. 7a. AUTHORIZED DISCLOSURES OF INFORMATION AND
DATA. (a) The commissioner may release and disclose any active or inactive
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investigative information and data on Jicensees to any national securities exchange or
national securities association registered under the Securities Exchange Act of 1934
when necessary for the requesting agency in initiating, furthering, or completing an
investigation.

(b) The commissioner may release any active or inactive investigative data
relating to the conduct of the business of insurance to the Office of the Comptroller of
the Currency or the Office of Thrift Supervision in order to facilitate the initiation,
furtherance, or completion of the investigation.

Sec. 2. Minnesota Statutes 2002, section 60A.03, subdivision 9, is amended to
read:

Subd. 9. CONFIDENTIALITY OF INFORMATION. The commissioner may
not be required to divulge any information obtained in the course of the supervision of
insurance companies, or the ‘examination of insurance companies, including examina-
tion related correspondence and workpapers, until the examination report is finally
accepted and issued by the commissioner, and then only in the form of the final public
report of examinations. Nothing contained in this subdivision prevents or shall be
construed as prohibiting the commissioner from disclosing the content of this
information to the insurance department of another state of, the National Association
of Insurance Commissioners, or any national securities association registered under the
Securities Exchange Act of 1934, if the recipient of the information agrees in writing
to hold it as nonpublimt; as defined in section 13.02, in a manner consistent with this
subdivision. This subdivision does not apply to the extent the commissioner is required
or permitted by law, or ordered by a court of law to testify or produce evidence in a
civil or criminal proceeding. For purposes of this subdivision, a subpoena is not an
order of a court of law.

Sec. 3. Minnesota Statutes 2002, section 60A.031, subdivision 4, is amended to
read:

Subd. 4, EXAMINATION REPORT; FOREIGN AND DOMESTIC COM-
PANIES. (2) The commissioner shall make a full and true report of every examination
conducted pursuant to this chapter, which shall include (1) a statement of findings of
fact relating to the financial status and other matters ascertained from the books,
papers, records, documents, and other evidence obtained by investigation and
examination or ascertained from the testimony of officers, agents, or other persons
examined under oath concerning the business, affairs, assets, obligations, ability to
fulfill obligations, and compliance with all the provisions of the law of the company,
applicant, organization, or person subject to this chapter and (2) a summary of
important points noted in the report, conclusions, recommendations and suggestions as
may reasonably be warranted from the facts so ascertained in the examinations. The
report of examination shall be verified by the oath of the examiner in charge thereof,
and shall be prima facie evidence in any action or proceedings in the name of the state
against the company, applicant, organization, or person upon the facts stated therein.

(b) No later than 60 days following completion of the examination, the examiner
in charge shall file with the department a verified written report of examination under
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oath. Upon receipt of the verified report, the department shall transmit the report to the
company examined, together with anotice which provides the company examined with
a reasonable opportunity of not more than 30 days to make a written submission or
rebuttal with respect to matters contained in the examination report.

(c) Within 30 days of the end of the period allowéd for the receipt of written
submissions or rebuttals, the commissioner shall fully consider and review the report,
together with the written submissions or rebuttals and the relevant portions of the
examiner’s workpapers and enter an order:

(1) adopting the examination report as filed or with modification or corrections. |
If the examination report reveals that the company is operating in violation of any law, |
rule, or prior order of the commissioner, the commissioner may- order the company to
take any action the commissioner considers necessary. and appropriate to cure the
violation;

(2) rejecting the examination report with directions to the examiiners to reopen the
examination for purposes of obtaining additional data, documentation, or 1nformat10n,
and refiling the report as required under paragraph (b); or

(3) calling for an investigatory hearing with no less than 20 days’ notice to the
company for purposes of obtaining additional documentation, data, information, and
testimony. :

(d)(1) All orders entered under paragraph (c), clause (1), must be accompanied by
findings and conclusions resulting from the commissioner’s consideration and review
of the examination report, relevant examiner workpapers, and any written submissions
or rebuttals. The order is a final administrative decision and may be appealed as
provided under chapter 14. The order must be served upon the company by certified
mail, together with a copy -of the adopted examination report. Within 30 days of the
issuance of the adopted report, the company shall file affidavits executed by each of its
directors stating under oath that they have received a copy of the adopted report and
related orders. -

(2) A hearing conducted under paragraph (c), clause (3), by the commissioner or
authorized representative, must be conducted as a nonadversarial confidential inves-
tigatory proceeding as necessary for the resolution of inconsistencies, discrepancies, or
disputed issues apparent upon the face of the filed examination report or raised by or
as a result of the commissioner’s review of relevant workpapers or by the written
submission or rebuttal of the company. Within 20 days of the conclusion of the hearing,
the commissioner shall enter an order as required under paragraph (c), clause (1).

(3) The commissioner sha]l not appoint a an examiner as an authorized represen-
tative to conduct the hearing. The hearing must proceed expeditiously. Discovery by
the company is limited to the examiner’s workpapers which tend to substantiate
assertions in a written submission or rebuttal. The commissioner or the commissioner’s
representative may issue subpoenas for the attendance of witnesses or the production
of documents considered relevant to the investigation whether under the control of the
department, the company, or other persons. The documents produced must be included
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in the record. Testimony taken by the comimissionei or the commissioner’s represen-
tative must be under oath and preserved for the record.

- This section does net 1equne the department to dlsclose 1nformat10n or records
which would indicate or show the existence or content of an lnvestlgatlon or activity
of a'criminal Justme agency. :

@) The hearing must proceed with the commissioner or the commissioner’s
representative posing questions to the persons subpoenaed. Thereafter, the company
and the department may present testimony relevant to the investigation. Cross-
examination may be conducted only by the commissioner or the commissioner’s
representative. The company and the department shall be permitted to make closing
statements and may be represented by counsel of their choice. .

. (8)(1) Upon the adoption of the examination report under paragraph (c), clause
(1), the commissioner shall continue to hold the content of the examination repott as
private and confidential information for a period of 30 days except as otherwise
provided in paragraph (b). Thereafter, the commissioner may open the report for public
inspection if a court of competent jurisdiction has not stayed its pubhcatlon

(2) Nothing contained in this subdivision prevents or shall be construed as
prohibiting the commissioner from-disclosing the content ‘of an examination repott,
preliminaty examination report or results, or any matter relating to the reports, to the
Commerce Department or the insurance -department of another state or country, or to
law enforcement officials of this or another state or agency of the federal government
at any time, if the agency or office receiving the report or matters relating to the report
agrees in writing to hold it confidential and in a manner consistent with this
subdivision.

(3) If the commiissioner determines that regulatory action is appropriate as a result
of an examination, the commissioner may initiate pr oceedmgs or actions' as prowded
by law.

(f) All working papexs, recorded information, documents and copies thereof
produced by, obtained by, or disclosed to the commissioner or any other person in the
course of an examination made under this subdivision must be given conﬁdent1a1
treatment and are not subject to subpoena and nay not be made pubhc by the
commissioner or any other | pelson, except to the extent provided in paragraph ‘().
Access may also be granted to the National Association of Insurance Commissioners
and any national securities association registered under the Securities Exchange Act of
1934, The parties must agree in writing prior to receiving the information to prov1de
to it the same confidential treatment as required by this section, unless the prior written
consent of the company to which it pertains has been obtained.

Sec. 4. EFFECTIVE DATE.

Sections 1 to 3 are effective the day following final enactment.

Presented to the governor May 18, 2004
Signed by the governor May 29, 2004, 1:00 p.m.
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