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DESCRIPTION OF THE MAJOR PROVISIONS OF

CS SSSB 335 (FINANCE)

1. Requirements for Certificate of Authority: Senate 
Bill 335 requires that a list of conditions be met 
including demonstration of financial solvency —  prior to 
issuance of a certificate of authority. The bill also lists 
specific items of information that must be included within an 
application, and allows the department to acquire any other 
information that may be found necessary in the future.

2, Coordination with the Department of Health and Social 
Services: The nature of an HMO is that it is both an insurer 
and a health care provider. Therefore, both the Department of 
Commerce and the Department of Health and Social Services have 
an interest in the quality of an HMOs' operation. Senate Bill 
335 requires that a copy of the application be forwarded by 
the Director of Insurance to the Department of Health and 
Social Services within 10 days after its receipt. Within 60 
days after the Commissioner of Health and Social Services 
receives a copy of the application, he or she makes a 
recommendation; and within 30 days after that recommendation, 
the Department of Commerce either "issues or denies" a 
certificate of authority.

3. Solvency and Limits on Investments: CS SSSB 335
(Finance) would require a deposit of the greater of 10 percent 
of an HMOs' estimated expenditures for health care services 
for its first year of operation, twice its estimated average 
monthly uncovered expenditures for its first year of 
operation, or $250.000. The model act would have required a 
deposit of the greater of 5 percent of an HMOs' estimated 
expenditures for health care services for its first year of 
operation, twice its estimated average monthly uncovered 
expenditures for its first year of operation, or $1 0 0 .0 0 0 .
The larger deposit which would be required under the CS is 
viewed as necessary to ensure that Alaska consumers w 4ll be 
protected from insolvent HMOs. The larger deposit is not 
viewed as an insurmountable barrier to the development of 
HMOs, since the deposit is only increased for the first year 
of operation —  after that the deposit requirements under the 
CS mirror the requirements under the nodel art (two percent
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for the second fiscal year, three percent for the third fiscal 
year, four percent for the fourth fiscal year, and four 
percent thereafter.) The deposit requirements do not apply if 
the HMO has a net worth of $1 million without buildings, or $5 
million with buildings,- or some alternative formulas are met 
whi <n demonstrate similar financial stability. Finally, the 
HMO must have and maintain a "capital account of at least 
$1 0 0 ,0 0 0 " in addition to any of the deposit requirements.

4. Governing Body; Senate Bill 335 requires that the 
governing body of an HMO be made up of at least one-third 
"consumers who are substantially representative of the 
participants." The sponsor substitute also requires that the 
HMO establish advisory panels so that enrollees would have an 
opportunity to participate in matters of policy and operation.

5. Dual Choice: Senate Bill 335 requires that each
employer in the state, whether public or private, having 25 
employees or more "shall make available to its employees or 
members the option to enroll" in an HMO. Mandatory dual 
choice is viewed as necessary to make an HMO financially 
viable in Alaska. In addition, federal medicaid regulations 
require '-hat there be an dual choice requirement before they 
will provide medicaid reimbursement to an HMO. Under Senate 
Bill 335, an employer is not required to pay more for employee 
health benefits than he or she would have been required to pay 
if not covered by the bill.

Senate Bill 335 also mandates, that the option of 
enrollment in c.n HMO should first be submitted to a bargaining 
unit, if the employees are members of a collective bargaining 
unit. If t.ie option is approved by the bargaining 
representative, the option of enrollment shall then be made to 
each represented employee. This language mirrors the federal 
regulations.

%

6 . Korn Filing and Rate Approval: Senate Bill 335 
includes a rechanism for the approval of "an evidence of 
coverage." The bill provides that the HMO file the form with 
the Division of Insurance 30 days before it is to be used.
The form is considered approved unless the director has 
affirmatively approved or disapproved the form within the 30 
day period.

7. Complaint System : Senate Bill 335 contains a 
detailed section requiring that the HMO establish and maintain 
a complaint system.
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8 . Powers of aq 1 rMO: Senate Bill 335 has a section
listing the powers of an HMO, and lists prohibited practices. 
The bill also limits the amount of money that can be recovered 
from an HMO from a participant who was not entitled to receive 
certain services to the actual cost of providing the health 
care service. Senate Bill 335 also provides a window of 10 
days in which a participant who has just signed up with an HMO 
can return the agreement and demand a refund.

9. Taxation; Senate Bill 335 provides that an HMO is 
to be taxed and shall file reports as an authorized insurer.

10. Other Provisions: Senate Bill 335 contains a 
section imposing fiduciary obligations in the handling of 
money by an HMO. The bill also provides that health care 
services must be. provided by appropriately licensed health 
care providers.
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%
In t r o d u c to ry  C omm en t.

T he r is in g  co s t o f he a lth serv ices in  recen t years has led go ve rnm en t agencies, p r iv a te  o rgan iza ­
tio n s , an d le g is la t iv e bod ies to  seek a lte rn a tiv e s to the tra d it io n a l m ed ica l d e liv e ry sys tem  w h ich 
w i l l p ro v id e  unp ro ve d he a lth care a t a low e r cost. The hea lth m a in tenance o rg a n iz a tio n is a con­
cep t w h ic h  has rece ived m uch a tte n t io n  as one means th ro u g h w h ich an im p ro vem en t in  d e liv e ry 
m ig h t be ach ieved.

S h o rtc om in g s o f E x is t in g  H e a lth  Care D e liv e ry S ys tem

T he h e a lth  care d e liv e ry sys tem  as i t  is now co n s titu te d  presen ts severa l prob lem s. F irs t , m any 
people are unab le to o b ta in  he a lth care when th e y need i t  and in the fo rm  they need i t . T h is  p rob ­
lem can be d iv id e d in to  th ree subareas: (a) In m any areas o f the coun try , the a v a ila b i l i ty  o f hea lth 
care in  te rm s o f the q u a n t i ty  o f m anpow er and fa c ilit ie s is inadequa te ; lb) Even where phys ic ians , 
nurses, c lin ic s , and h o sp ita ls do e x is t, the y m ay la c k acce ss ib ility due to poo r loca tion^ poo r 
m anagem en t, lack o f tra n s p o r ta t io n , language o r ra c ia l ba rr ie rs , in conven ien t hours , e tc ; and (c) 
E ven i f  h e a lth care is a va ila b le and accessible, i t  m ay no t be con tinuous : th a t h  a s ing le p a tie n t 
m ay n o t be tre a ted as a oerson w ith  a con tin u in g o r a v a r ie ty  o f prob lem s b u t w th e r as a s ing le 
iso la ted hea lth care p rob lem  in c id e n t. The prob lem s o f a v a ila b il i ty , access ib ility , and c o n t in u ity , 
a t lea s t in  p a rt, have besn a t t r ib u te d  to the lack o f re s p o n s ib il ity  vested in one person, g roup , o r 
o rg a n iz a tio n to assure the d e liv e ry o f hea lth ca r*.



Medical Care Foundations

A va r ia t io n o f the H M O  concept is seen in some med ica l care founda tions . A lth o u g h in d iv id u a l 
founda tion s d iffe r g re a tly in de ta il, a founda tio n fo r medical care is usua lly sponsored and 
organ ized by a co u n ty o r s ta te medica l socie ty . The membersh ip cons is ts o f phys ic ians who 
app ly to and are accepted by the founda tion .

Those med ica l care founda tion s wh ich can be considered as a va r ia n t o f the HM O  concept, o ften 
co n tra c t w ith  an insu re r o r o th e r p repaym en t p lan (e.g., hosp ita l o r medical service corpo ra tions) 
to p rov id e coverage m ee ting ce rta in m in im um  c r ite r ia  cons is ten t w ith  the d e liv e ry o f q u a lity 
med ica l care. The in su re r co llec ts the prem ium s, prom otes , m arke ts , and unde rw rite s the pro ­
g ram . The enrollee m ay seek phys ic ian services from  any member o f the founda tio n who then 
b ills e ith e r the in su re r o r the founda tion , no t the enro llee. A lth o u g h such b illin g s are on a fee-for- 
serv ice basis, the am oun t charged the enrollee is fix e d and prepa id w ith o u t regard to the number 
o r type o f services used. The founda tion estab lishes some fo rm  o f peer rev iew to m on ito r no t on ly 
the leve l o f charges b u t also the type and q u a lity  o f care rendered. Since the am oun t o f income 
does n o t va ry w ith  the num ber o r typ e o f services p rov id ed , incen tives e x is t to m a in ta in costa a t 
as low a leve l as possib le . However, un like the H M O  concept described above, even though ph ys i­
c ian services are p repa id from  the pa tie n ts ' v iew po in t, from  the phys ic ians ' v iew po in t, the fee- 
fo r-se rv ice prac tice is m a in tt-m ed . Unde r the federa l H M O  A c t. th is type o f o rgan iza tio n is called 
an In d iv id u a l P ractice A sso c ia tio n Type HM O .

The Need for S ta te Authorizing and Regulatory Legislation
F rom  1970 to 1973. the a dm in is tra t io n and comm ittees in bo th hous , o f Congress spen t much 
tim e ana lyz in g the hea lth main tenance o rgan iza tio n a lte rn a tiv e in connec tion w itn  na tio na l 
hea lth insurance and federa l assistance b ills fo r H M O ’s. T h is ana lys is resu lted in  the enac tm en t 
o f the federa l H M O  A c t in 1973. Since then, the num be r o f hea lth main tenance o rgan iza tio n s and 
the num be r o f H M O  enrolleea has grown ra p id ly . P r io r to 1972, however, few sta tes had a 
s ta tu to ry  fram ew o rk ta ilo re d to the supe rv is ion o f hea lth main tenance o rgan iza tio n s . C ha rte r­
ing , licens ing , co n tra c t and ra te regu la tion , and o th e r supe rv is ion was be ing ca rr ie d o u t under 
genera l insurance law s, h o sp ita l and medica l serv ice co rp o ra tio n s ta tu te s , o th e r spec ia l sta tues, 
o r n o t a t a lL Because the H M O  is a unique type o f o rgan iza tio n , m any p rov is ion s o f such sta te 
laws were inapp licab le , h ig h ly  re s tr ic t iv e o r p ro h ib it iv e  to the fo rm a tio n and ope ra tio n o f an 
HM O . There fo re , in 1972 the N A IC  adopted the M ode l H ea lth M a in tenance O rgan iza tio n A c t 
w h ich accommodates the un ique features o f H M O ‘s.

Purpose of a S tate Model Bill

The mode l b il l c le a rly au tho rizes the es tab lishm en t and ope ra tion o f HM O 's . R e s tr ic tiv e p ro v i­
sions in o th e r laws w h ich are inapp rop ria te to H M O ’s are rendered inapp licab le . A p p ro p r ia te 
g ra n ts o f a u th o r ity  are estab lished to enable the H M O 's to fu l f i l l the fu n c tio n envis ioned fo r 
them . A t the same tim e , however, the pub lic has a v i ta l in te re s t in the fis ca lly sound, e ffic ie n t, 
and e th ic a l ope ra tion o f H M O ’s. As is the case w ith  insurance and hosp ita l and m ed ica l service 
c o rp o ra t io n s .. tO 's are "a ffe c te d w ith  the pu b lic in te re s t." R egu la to ry safeguards dove ta ile d
to  the un ique na .u re o f H M O 's are essentia l. Thus , the purpose o f th is model b il l is tw o fo ld .
%

F irs t , i t  a ttem p ts to p rov id e a lega l fram ew o rk enab lin g the o rgan iza tio n and fu n c tio n in g o f 
H M O ’s o f a w ide v a r ie ty  in c lu d in g those based upon the med ica l care founda tion o r in d iv id u a l 
p rac tice assoc ia tion concept. The lega l env iro nm en t is designed to pe rm it a h igh degree o f fle x ­
ib i l i t y . N o one fo rm  o f o rg an iza tio n or one type o f modus operand i is requ ired . Ins tead the HM O  
concept can be re fined and sub jec ted to fu r th e r expe rim en ta tio n . Second, the model b i l l a ttem p ts 
to p ro v id e a re g u la to ry m on ito r in g system no t o n ly to p revun t o r remedy abuse, b u t also to 
ass is t in  the fu tu re im p ro vem en t and deve lopm ent o f tn is a lte rn a tiv e fo rm  o f a hea lth care 
d e liv e ry system .

O f course, i t  is also possib le th a t the s ta tu te s o f a g iven S ta te are presen tly broad enough to 
a llow ope ra tion o f a t least ce rta in types o f H M O ’s and p rov ide the comm iss ioners w ith  ap­
p ro p ria te a u th o r ity  to regu la te them . In those sta tes , a b ill such as th is may be desirab le in orde r 
to conso lida te and define more c lea rly the a u th o r ity  fo r and manner of re gu la tio n o f an HM O . 
However, i t may be poss ib le to fo rm  HM O 's under e x is t in g laws in some sta tes before passage o f 
th is model leg is la tio n and i t is an tic ip a te d th a t such p rog ram s can davelop con cu rre n tly w ish any 
leg is la tiv e a c t iv ity .
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M o d e l  R e g u l a t io n  S e r v i c e — M a y  1982

Commen t. Subsec tion (6) de fines an H M O  to be any person th a t undertakes to prov ide or a r­
range fo r a t leas t basic hea lth care serv ices on a prepa id basis. Th is can achieved e the r iai 
by p ro v id in g the serv ices d ire c t ly  th ro u g h ph ys ic ia n o r o th e r p rov id e rs a c tu a lly employed 
by the HM O  and th ro u g h hosp ita ls or fa c il it ie s owned o r d ire c t ly  opera ted bv the HM O . or 
ib) by c o n tra c tin g or a rra n g in g w ith  phys ic ians , ho sp ita ls or o th e r fa c ilit ie s to prov ide sucn 
services. The te rm  ■•arrange '' does no t con tem p la te those tra d it io n a l a rrangem en ts wh ich 
ho sp ita l o r m ed ica l serv ice co rp o ra tio n s make in co n ju n c tio n w ith  th e ir p repaym en t service 
p lans pu rsu an t to h o sp ita l o r med ica l serv ice co rp o ra tio n laws. I f i t were othe rw ise , the 
tra d it io n a l h o sp ita l and m ed ica l serv ice co rp o ra tio n p repaym en t service plan , by itse lf, 
w ou ld be an HM O .

Subsec tion (2) de fines basic hea lth care serv ices. T h is de fin it io n , combined w ith  the requ ire ­
m en t th a t an H M O  p ro v id e fo r basic hea lth care serv ices in Sections 4121(c) and 1811 He), 
estab lishes a m in im um  package o f hea lth care serv ices w h ich an HM O  m us t p rov id e or a r­
range for. T h i3 is in te n ded to assure th a t the enrolleea o b ta in a t leas t a s u ff ic ie n t ly  broad 
range o f serv ices to meet a reasonable am oun t o f th e ir hea lth care needs. A t the same tim e , 
however, the d e f in it io n  shou ld no t be so broad as to be fin a n c ia lly p ro h ib it iv e  to a subs tan ­
t ia l num be r o f enro llees. Serv ices fo r m en ta l illn e ss and alcoho l and d ru g abuse are no t in ­
c luded because th e y are o fte n no t covered by insu rance o r hosp ita l o r m ed ica l serv ice plans 
and th e ir in c lu s io n w ou ld crea te a com p e tit iv e  d isadvan tage o f H M O ’s. I f  a s ta te believes 
th a t such serv ices, o r o the rs , shou ld be inc luded as basic hea lth care services, a ll ea rne rs in 
the s ta te shou ld be requ ire d to o ffe r o r cove r them .

S ince no H M O  m ay fu n c tio n w ith o u t e ith e r a ce r t if ic a te  o f a u th o r ity  (see Section 3(1 )) and 
since an H M O  m u s t fu rn is h basic hea lth care serv ices (see Sec tion 4(2 ){c)), no hea lth care 
serv ices may be p ro v id e d o r a rranged fo r on a p repa id basis w ith o u t the m in im um  package 
o f bas ic hea lth care bene fits . T h is serves tw o purposes: (a) i t  requ ires the p ro v is io n o f ade­
qua te p ro te c tio n and (b) i t  p reven ts the avo idance o f the a p p lic a b il ity  o f the A c t by the mere 
exped iency o f fa il in g  to m ee t the m in im um  package requ irem en ts .

In  a d d itio n , the H M O  m ay fu rn ish a d d it io n a l serv ices, ce rta in lim ite d  in d em n ity bene fits 
and more com prehens ive in d em n ity  bene fits . (See Sec tion 5( 11(f).) These a d d itio n a l services 
and bene fits can be p u t to g e th e r in any one o f a v a r ie ty  o f ways. The in d em n ity o r serv ice 
bene fits m ig h t cove r such s itu a tio n s as ou t-o f-a rea emergency services, out-o f-a rea bene fits 
fo r dependents aw ay a t co llege, o r services w h ich the a ff i l ia te d  p ro v id e rs lack the capa c ity 
to make ava ilab le . T h is f le x ib i l i t y  in p iec ing to g e th e r the package o f coverage th ro u g h 
d ire c t and in d ire c t serv ices and in d em n ity bene fits enables an H M O  type ope ra tion to meet 
hea lth care need? in a w ide v a r ie ty  o f c ircum stances .

T he d e fin it io n  o f an H M O  a ffo rd s w ide la t itu d e  fo r d if fe re n t a rrangem en ts . T h is h ig h ly fle x ­
ib le approach seems best su ite d to ou r d ive rse and p lu ra lis t ic  soc ie ty w ith  prob lem s va ry in g  
from  lo c a lity  to lo c a lity . F le x ib i l i ty  w il l a llow  con tin u e d in n o va tio n and expe rim en ta tio n 
w ith  d if fe re n t o rg a n iz a tio n a l s tru c tu re s . I t  m ay be easier to re c ru it hea lth personnel i f  a 
num be r o f a lte rn a t iv e  approaches are ava ila b le . C ons is te n t w ith  th is ph ilo sophy is the 
absence o f any re q u irem en t o f a m in im um  num be " o f °m p loyees o r o f a m andate as to 
w he th e r o r n o t th e H M O  shou ld be a p ro f i t o r n o n -p ro fit o rgan iza tio n . P e rm it t in g  bo th 
p r o f i t and n o n -p ro fit o rgan iza tio n s w ill b roaden the fin a n c ia l and manageria l resources 
w h ich can be d raw n upon in deve lo p ing the H M O  concep t.

S ubsec tion 19) de fines uncove red expend itu res fo r use in Section 13. These are expend itu res 
fo r hea lth care serv ices fo r w h ich the H M O  is a t r is k . They w ill va ry in type and am oun t, 
depend ing on the a rrangem en ts of the HM O . T h e y m ay inc lude out-o f-a rea services, re fe rra l 
serv ices rn d  h o sp ita l serv ices. They do no t in c lu de expend itu re s fo r services when a p ro ­
v id e r has agreed n o t to b il l the enro llee even th o u g h the p ro v id e r is no t pa id by the HM O . or 
fo r serv ices th a t are gua ran teed , insu red o r assum ed by a person or o rgan iza tio n o th e r th a n 
the hea lth m a in tenance o rgan iza tio n .
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i k) A  de sc r ip tio n o f the com p la in t procedures to be u tiliz e d as requ ired unde r Section 1 1 :

Ml A  de sc r ip tio n o f the procedures and p rog ram s to be im p lem en ted to meet the q u a lity
o f hea lth care requ irem en ts in Sec tion 4111(b):

im ) A de sc r ip tio n o f the mechan ism by w h ich enro llees w il l be a ffo rded an o p p o r tu n ity  to
p a rt ic ip a te  in m a tte rs o f p o lic y and ope ra tio n unde r Sec tion 6(2):

in) Such o th e r in fo rm a tio n  as the comm iss io ne r (d ire c to r, supe rin tenden t) m ay requ ire to 
make the de te rm in a tio n s requ ired in Sec tion 4.

(4) la) A n ap p lic a n t o r a hea lth m a in tenance o rg a n iz a tio n h o ld in g a ce rtif ic a te o f a u th o r ity
g ran ted he reunder sha ll, un less o th e rw ise p rov id ed fo r in th is  A c t. file a no tice describ ­
in g any m a te r ia l m od ific a tio n o f the ope ra tio n se t ou t in the in fo rm a tio n requ ired by
Subsec tion 13). Such no tice sh a ll be file d w ith  the comm iss io ne r (d ire c to r, supe rin ten ­
dent) p r io r to th e m od ific a tio n . I f  the comm iss io ne r (d ire c to r, supe rin tenden t) does no t 
d isapp rove w ith in  lin s e r t num ber) days o f fi l in g , such m od if ic a t io n sha ll be deemed 
approved .

lb ) The comm iss io ne r (d ire c to r, supe rin te n den t) m ay p rom u lg a te ru les and regu la tions 
e xem p tin g from  the fi l in g  requ irem en ts o f Pa rag raph la) those item s he deems un ­
necessary:

(5) A n  ap p lic a n t o r a hea lth m a in tenance o rg a n iz a tio n h o ld in g a ce rt if ic a te  o f a u th o r ity
g ra n te d he reunder sha ll file a ll co n tra c ts o f re insu rance . A n y  ag reem en t between the
o rg a n iz a tio n and an in su re r sha ll be sub je c t to  th e law s o f th ia s ta te  re g a rd in g re insu rance . 
A l l re insu rance agreem en ts and an y m od if ic a t io n s th e re to m u s t be file d and approved . 
Re insurance ag reem en ts sha ll rem a in in fu l l fo rce and e ffe c t fo r a t leas t n in e ty (90) days 
fo llo w in g  w r it te n  no tice b y reg is te red m a il o f can ce lla tio n by e ith e r p a r ty  to the comm is­
s ione r (d ire c to r, supe rin tenden t).

C omm en t. Sec tion 3 requ ires the licens ing o f an H M O  in o rde r to  p ro v id e hea lth care services on 
a p repa id basis . The lega l e n t ity , in  w h ich the re sp o n s ib ilit ie s im posed by th is A c t are vested, 
serves as the focus o f re g u la to ry a tte n t io n  to assure th a t the consum ing pub lic is we ll served.

S ubsec tion (1 ) is in tended to  p rov id e a genera l o ve rr id e to e x is t in g  s ta te laws w h ich re s tr ic t or 
p re ve n t the fo rm a tio n o r ope ra tio n o f hea lth m a in tenance o rg an iza tio n s . Am ong o th e r re s tr ic ­
tio n s . e x is t in g  s ta te law s m ay:

(1 ) re qu ire app ro va l o f a hea lth m a in tenance o rg a n iz a tio n b y a m ed ica l soc ie ty ;

(2) re qu ire th a t ph ys ic ia n s co n s t itu te  a ll o r a m a jo r ity  o f the go ve rn in g body o f a hea lth
% m a in tenance o rg a n iz a tio n ;

3) re qu ire th a t a ll ph ys ic ia n s o r a percentage o f ph ys ic ia n s in  the loca l med ica l soc ie ty be pe r­
m it te d  to  p a rt ic ip a te  in rende rin g th e serv ices o f the o rg an iza tio n :

(4) requ ire th a t such o rg a n iz a tio n s u bm it to re g u la tio n as an in su re r o f hea lth care services:

(5) re qu ire th a t o n ly un in co rp o ra te d in d iv id u a ls o r assoc ia tions o r pa rtne rsh ip s m ay p rov id e
he a lth care services:

(6 ) p ro h ib it a d ve rt is in g by a pro fess iona l g roup fo r re c ru itm e n t o f enrollees.

! ! L i t dt h e ^ - ^ ^ g. w efr h l °hVerr,d<i p rT de?  ‘nS u b a e c tio n ( 1). Section 25 spec ifica lly p rov ides 
f o 'w v m ° spr fl u * * rv ic e  co rp o ra tio n law and ce rta in o th e r p ro v i-

s ions do no t app ly to H M O  s. F u rth e rm o re , be c tio n 6 spe c if ic a lly p rov id es th a t an y persons
n° C pr0V lde rs o i  he" lth  ca r® services, m ay serve on the go ve rn in g body. There is no 

body requ irem en t as to  the ap p ro p ria te com po s itio n o f the m em bersh ip o f the gove rn in g
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ic l The hea lth main tenance o rg a n iz a tio n w ill e ffe c tiv e ly p rov id e o r arrange fo r the p ro v i­
s ion o f basic hea lth care services on a prepa id basis, th ro u g h insurance or otherw ise, 
excep t to the e x te n t o f reasonable requ irem en ts fo r co-paym en ts :

■d) The hea lth m a in tenance o rg an iza tio n is fin a n c ia lly respons ib le and may reasonably be 
expected to meet its  ob lig a tio n s to  enro llees and p rospec tive enrollees. In m ak ing th is 
de te rm in a tio n , tne comm iss ione r id ire c to r . supe rin tenden t! m ay consider:

li) The fin an c ia l soundness o f the arrangem en ts fo r hea lth care services and the
schedule o f charges used in connec tion th e rew ith :

l i i l The adequacy o f w o rk in g cap ita l:

( iii) A n y agreem en t w ith  an insu re r, a (hosp ita l o r m ed ica l service co rpo ra tio n !, a
gove rnm en t, c r any o th e r o rg an iza tio n fo r in s u r in g the paym en t o f the cost o f 
hea lth care services o r the p ro v is io n fo r a u tom a tic a p p lic a b il ity  of an a lte rn a tiv e 
coverage in the even t o f d iscon tinuance o f the hea ltn main tenance o rgan iza tion :

l iv l A n y agreem en t w ith  p ro v id e rs fo r the p ro v is io n o f hea lth care services: and

iv | A n y depos it o f cash o r secu rities su bm itte d in accordance w ith  Section 13.

le) The enro llees w ill be a ffo rded an o p p o r tu n ity  to p a rt ic ip a te  in m a tte rs o f po lic y and 
ope ra tio n pu rs u a n t to Section 6 :

(0 N o th in g  in the proposed m ethod o f ope ra tio n an shown by the in fo rm a tio n su bm itte d 
pu rsuan t, to Section 3 o r by independen t in v e s tig a tio n , is c o n tra ry to the pub lic 
in te re s t: und

(g) A n y  de fic ienc ies id e n tif ie d by the (comm iss ione r o f pub !ic hea lth ) have be?n correc ted .

A  c e r t if ic a te  o f a u th o r ity  sha ll be denied o n ly a fte r com p liance w ith  the requ irem en ts o f 
Sec tio n 21.

C omm en t. A  hea lth m a in tenance o rgan iza tio n combines severa l cha ra c te ris tic s o f an in ­
surance ope ra tio n lin c lu d in g  the need fo r fin a n c ia l re sp o n s ib ility , the assum p tio n o f r is k 
and s im ila r i ty  in m a rke tin g a c tiv it ie s ) w ith  the cha ra c te ris tic s o f a hea ith care d e liv e ry 
sys tem . Section 4 prov ides fo r the a u th o r iz a tio n and re g u la tio n o f hea lth m a in tenance 
o rg a n iz a tio n s to be ea rned o u t th ro u g h e x is t in g  s ta te agencies. The crea tion o f a new 
agency spe c if ic a lly fo r hea ith m a in tenance o rgan iza tio n s w ou ld unnecessa rily dup lic a te 
e x is t in g  fu n c tio n s in the s ta te insu rance and hea lth depa rtm en ts . I t  is fe lt th a t the expe r­
tise o f the s ta te insu rance de pa rtm e n t on fis ca l and o th e r re g u la to ry m a tte rs and the 
fa m il ia r i t y  o f the s ta te hea lth d e pa rtm e n t w ith  regard to hea lth m a tte rs shou ld bo th be 
u t i l iz e d  in  th e re g u la tio n o f hea lth m a in tenance o rgan iza tio n s . To m in im ize a dm in is tra t iv e  
p rob lem s , the p rim e re sp o n s ib ility fo r a dm in is tra t io n  is vested in one agency— the in ­
su rance d e pa rtm e n t. However, to the e x te n t possib le , the re sp on s ib ilit ie s o f the tw o agen­
cies are c le a r ly de fined w ith  the insu rance comm iss ione r ob lig a te d to re ly on the hea ith 
d e p a rtm e n t w ith  respect to the le t te r 's  sphere o f expe rtise .

S ubsec tion 111(b) empowers the comm iss ione r o f pub lic hea lth to es tab lish and ap p ly s ta n ­
da rd s o f q u a lity  concermz.g hea lth care. Am ong the a rgum en ts ra ised aga ins t q u a lity  con­
t ro l are: I I I  the y may l im i t the num ber o f H M O ’s w h ich w ill g e t s ta rted . (2) q u a lity  
assurance procedures w ill p rove to be expens ive and (3) such con tro ls w ill engender oppos i­
t io n  from  ce rta in p rov id e rs . On the o th e r hand, e x is t in g m ethods fo r q u a lity  con tro l are said 
to be fra gm en te d and inadequa te . I f  the s ta te s are to au tho rize and encourage H M O 's by 
th is  le g is la tio n , the y have an ob lig a tio n to assure th a t the hea lth care services p rov id ed are 
o f reasonab le q u a lity . Th is is p a r t ic u la r ly  tru e because o f the b u ilt - in  in cen tive fo r ah HM O  
to re s tr ic t th e u til iz a t io n  o f services due to the incen tive s to s la y w ith in  a fixed budge t.
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12) 'a t A hea lth m a in tenance o rg a n iz a tio n sha ll file notice, w ith  adequa te sup p o rtin g in fo r­
m a tion . w ith  the comm iss ione r Id ire c to r. supe rin tenden t! p r io r to the exercise of any 
powe r g ran ted in Subsections 11 Mai. Ib l or id). The comm iss ione r (d irec to r, super­
in te n den t! sha ll d isapp rove such exercise o f power on iy if in his op in ion i t would sub­
s ta n t ia l ly  and adve rse ly a ffe c t the finan c ia l soundness o f the hea lth maintenance 
o rg an iza tio n and endanger its  a b il i ty  to meet its ob lig a tio n s . I f the comm iss ioner 
id ire c to r . supe rin tenden t) does no t d isapp rove w ith in  im se rt number! days of the 
filin g , i t sha ll be deemed app roved .

lb ) The comm iss io ne r Id ire c to r. supe rin tenden t) m ay p rom u lg a te rules and regu la tions 
exem p tin g irom  the f i l in g  re qu irem en t o f Parag raph la i those a c tiv it ie s ha v ing a de 
m in i m i s e ffec t.

C omm en t: The exerc ise o f a u th o r i ty  g ran ted in Subsections lll la ) . I l l l b l and l l l i d l sha ll be sub jec t 
to d is a p p ro va l by the comm iss io ne r w ith in  (in se rt num ber! days o f a f i l in g  by a health 
m a in tenance o rgan iza tio n . The comm iss ione r may p rom u lg a te ru les and regu la tio ns exem p tin g 
ce rta in c o n tra c ts from  the f i l in g  requ irem en t where exerc ise o f the a u th o r ity  gran ted in the sec­
tio n  w ou ld have l i t t le  or no e ffe c t on the fin a n c ia l co n d itio n and a b il i ty  to meet ob lig a tio n s o f the 
o rg a n iz a tio n .

S ec tion 6. G ove rn in g Body.

l l )  The go ve rn in g body o f any hea lth m a in tenance o rg a n iz a tio n may inc lude p rov id e rs , or 
o th e r in d iv id u a ls , o r bo th .

(2) Such go ve rn in g body sha ll es tab lish a m echan ism to a ffo rd  the enrollees an o p p o r tu n ity  to 
p a r t ic ip a te  in m a tte rs o f po lic y and ope ra tio n th ro u g h the es tab lishm en t of ad v iso ry 
pane ls , by the use o f ad v is o ry re fe renda on m a jo r p o lic y decis ions, o r th ro ugh the use of 
o th e r m echan ism s.

C omm en t: W h ile Section 311) shou ld adequa te ly o ve rr id e re s tr ic t iv e  laws re la ted to 
m em be rsh ip o f a go ve rn in g body, Sec tion 6(1) makes e x p lic i t the pe rm iss ib le m em bersh ip o f 
such a g roup . The m ode l b i l l does no t, however, requ ire th a t a hea lth main tenance organ iza ­
t io n  be consum er co n tro lle d . I t  is expected th a t H M O 's con tro lle d in a va r ie ty o f w ays w ill 
be o rgan ized . W here o rgan iza tio n s are n o t consum er con tro lle d , i t  is believed th a t some 
means fo r enro llee p a r t ic ip a t io n  shou ld be p ro v id ed . Fo r exam p le , such m a tte rs as 
a v a ila b i l i ty , a cce ss ib ility and c o n t in u ity  o f hea lth care serv ices are fac to rs w h ich d ire c t ly  
c o n fro n t the consum ers and in w h ich th e y have a p a r t ic u la r in te re s t. The d isc losu re o f in fo r ­
m a tio n unde r o th e r sec tions is also designed to ass is t the consumers.

A rg um e n ts ag a in s t a - fo r the consum er inc lude : (1) such p a r t ic ip a t io n  is unnecessary 
and perhaps even h a rm fu l to the e ff ic ie n t and p ro fess iona l d e liv e ry o f hea ith care services. 
(21 a consum er ro le w ill im pede the in it ia t io n  o f an H M O  since more people m us t be in vo lved 

» and 13) consum ers can a lw ays seek a lte rn a tiv e hea lth care. The a rgum en ts fo r a consum er
ro le seem m ore pe rsuas ive . These in c lude 11) consum er p a r t ic ip a t io n  re su lts in a more 
respons ive o rg a n iz a tio n , and (2) consum er p a r t ic ip a t io n  is no t the same as la y co n tro l over 
the re nde rin g o f p ro fe ss iona l service.

Sec tion 7. F id u c ia ry  Reepona ib illtiea .

11) A n y  d ire c to r , o ffic e r, employee o r p a rtn e r o f a hea lth m a in tenance o rgan iza tio n who 
rece ives, co lle c ts , d isbu rses , o r in ve s ts funds in connec tion w ith  the a c tiv it ie s o f such 
o rg a n iz a tio n sha ll be respons ib le fo r such funds in a fid u c ia ry  re la tio n sh ip to the o rg an i­
za tio n .

12) A he a lth m a in tenance o rg a n iz a tio n sha ll m a in ta in  in force a fid e l i ty  bond on employees and 
o ffic e rs in  an am oun t no t less than $100,000 o r such o th e r sum as may be prescribed by the 
com m iss io ne r Id ire c to r. supe rin tenden t). AU such bonds sha ll be w r it te n  w ith  a t least a one- 
yea r d is co ve ry pe riod and i f w r it te n  w ith  less th a n a th ree -yea r d iscove ry pe riod sha ll con­
ta in  a p ro v is io n th a t no cance lla tio n or te rm in a t io n  o f th e bond, w he the r by o r a t the re-

3uesk o f the in su re d o r by the u n d e rw rite r , sha ll take e ffe c t p r io r to the e xp ira t io n o f 90 ays a fte r w r it te n  no tice o f such cance lla tio n o r te rm in a t io n  has been file d w ith  the com m is ­
s ione r 'd ire c to r , supe rin te n den t! un less an ea rlie r da te o f such cance lla tion or te rm in a t io n  is 
app ro ved by the comm iss io ne r id ire c to r . supe rin tenden t).
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ib) Such charges m ay be estab lished in accordance w ith  a c tu a r ia l p rin c ip le s to r various 
categories o f enro llees. p rov ided th a t charges app licab le to an e 'iro llee sha ll no t be 
in d iv id u a lly  de te rm ined based on the s ta tu s o f his nea lth . Howev »r. the charges shall 
n o t be excessive, inadequa te , o r u n fa ir ly  d is c r im in a to ry . A  ce rt if ic a t io n , by a qua lifie d 
a c tu a ry o r o th e r qu a lif ie d person accep tab le to the comm iss ione r id ire c to r. super­
in tenden t). to the app rop ria teness o f the use o f the charges, based on reasonable 
assum p tions , sha ll accom pany the f i l in g  a long w ith  adequa te su p p o rtin g in fo rm a tio n .

•3) The comm iss ione r Id ire c to r. supe rin tenden t) sha ll w ith in  a reasonab le period, app rove any 
fo rm  i f  the requ irem en ts o f Subsec tion 11) are m e t and any schedule oI charges i f the requ ire ­
m en ts o f Subsection i2) are met. I t  sha ll be u n la r - 'M  to issue s um  fo rm  o r to use such 
schedu le o r charges u n t i l approved . I f the comm iss io ne r (d ire c to r, supe rin tenden t) d is ­
app roves such f ilin g , he sha ll n o t ify  the file r. In  the no tice , the comm iss ione r (d irec to r, 
supe rin tenden t) s h A i l  spec ify the reasons fo r h is d isa pp ro va l. A  hea ring w ill be gran ted 
w ith in  un se rt num ber) days a fte r a reques t in w r i t in g  b y the pe r*on filin g . I f  the comm is ­
s ione r id ire c to r . supe rin tenden t) does no t app rove any fo rm  o r schedule o f charges w ith in  
(in s e r t num ber) days o f the f i l in g  o f such fo rm s o r charges, the y sha ll be deemed approved.

(4) The lom m iss io n c r (d ire c to r, supe rin tenden t) m ay requ ire the subm iss ion o f w ha te ve r re le­
v a n t in fo rm a tio n he deesi? necessary in d e te rm in in g whacher to approve or d isapp rove a 
f i l in g  made pu rsu a n t to th is Section.

C omm en t: Subsec tion lI l ia ) requ ires th a t eve ry enro llee be p ro v id ed w ith  evidence o f 
coverage and a lloca tes the re sp o n s ib ility fo r p ro v id in g  th a t evidence. P a rag raph (cl 
es tab lishes requ irem en ts w h ic h such evidence o f coverage m us t meet. The g roup con tra c ts 
to  be file d p u rs u a n t to Section 3(31(0 are n o t su b je c t to  the s tanda rds and f i l in g  re ­
q u irem en ts o f Sec tion 8. since such g roup co n tra c ts are n o t issued to enrolleea. Pa rag raph 
(d) c la r if ie s the re la tio n sh ip between f i l in g  requ irem en ts unde r th is  Sec tion and unde r the 
s ta te  insu rance o r ho sp ita l o r m ed ica l serv.ee co rp o ra tio n law . F il in g  is requ ired unde r 
P a ra g ra ph (b) un less th e fo rm  is a lready su b je c t to f i l in g  re qu irem en ts unde r e x is t in g  s ta te 
law . H oweve r, where e x is t in g  s ta te law does n o t ap p ly s tanda rd s as s t r ic t aa those con­
ta in e d in Pa rag raph (cl. such s tanda rd s are. in  e ffe c t, read in to  the e x ia tin g law . W here the 
f i l in g  unde r s ta te insu rance o r med ica l o r h o sp ita l se rv ice co rp o ra tio n law is re qu ired to 
m ee t s tanda rd s as s t r ic t as those in Pa rag raph (c). the fo rm e r w ou ld be app licab le . A  s ta te 
m ay w a n t Pa rag raph Id) to be rev.sed to make spec ific re ference to e x is t in g s ta te laws.

S ubsec tion (21(a) p rov id es fo r the f i l in g  o f charges fo r hea lth care services, i.e.. th a t p a r t o f 
th e be ne fit package w h ich is p ro v id ed in the fo rm  o f se rv ice v is -a -v is in d em n ity o r serv ice 
bene fits . Those p a n s o f the package p ro v id in g  bene fits unde r ag reem en t w ith  an insu rance 
com pany o r ho sp ita l o r m ea ica l serv ice co rp o ra tio n w il l be sub je c t to re g u la tio n in accor­
dance w ith  e x is t in g  laws.

•
P a rag raph lb) ne ith e r requ ires no r p ro h ib its  c om m u n ity ra t in g . Reasonable u n d e rw r it in g  
c la s s if ic a tio n s are p e rm it te d  fo r the purpose o f e s ta b lis h in g the charges. D if fe re n t charges 
m a y be im posed on d if fe re n t g roups o f enro llees. Such a r ig id  re q u irem en t as c om m u n ity 
ra t in g  w ou ld appear to  be in a p p ro p r ia te when the com pe tin g fin a n c in g mechan ism s are no t 
su b je c t to  such a co n s tra in t. Tne com pe tit iv e d isa d va n ta ge w h ich such requ irem en t m ig h t 
im pose cou ld im pede the deve lopm en t o f H M O 's .

Because o f its  som ew ha t d if fe re n t na tu re , an H M O  is n o t requ ired by th is A c t to m ee t 
rese rve re qu irem en ts s im ila r to those imposed on insu rance companies. Thus i t  is im p o r ta n t 
th a t the charges be set a t an adequa te level. The re q u irem e n t fo r c e r t if ic a t io n  by an a c tu a ry 
o r o th e r q u a lif ie d person a long w ith  su p p o rt in g in fo rm a tio n  is in tended to ass is t the com ­
m iss io n e r in d e te rm in in g adequacy. In a p p ly in g the s ta nd a rd o f excessive, inadequa te , or 
u n fa ir ly  d is c r im in a to ry , i t is con tem p la ted th a t the comm iss io ne r m ay cons ide r the am oun t 
necessary to assure a reasonab le re tu rn on the in i t ia l and subsequen t cap ita l in ves ted and 
an am oun t needed to accum u la te adequate funds to s ta b iliz e the leve l o f charges /g a in s t 
f lu c tu a t io n  due to  in f la t io n , changes in m ed ica l te chno logy and re la ted causes,

• i n  • -*
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Comm en t: E ve ry hea lth m a in tenance o rg an iza tio n is requ ired to es tab lish a com p la in t system to 
p ro v id e reasonable procedu res fo r the d is p o s it io n o f com p la in ts . The o rgan iza tio n s may he ex­
pected to  receive tw o types o f com p la in ts . One ty p e is re la ted to the basic hea lth care services or 
a d d it io n a l services fu rn ish ed by it . The o th e r typ e is re la ted to th a t p o rtio n o f the coverage in ad­
d it io n  to basic hea lth care serv ices w h ich is p rov id ed by insurance , hosp ita l o r medical service 
co rp o ra tio n s , o r some means o th e r than be ing fu rn ish ed by the o rgan iza tio n . Fo r com p la in ts a ris ­
ing from  hea lth care services, the a dm in is tra t iv e  p rocedu re to hand le ccm p lm n ts shou ld prov ide 
the m echan ism  th ro u g h w h ich enro llees receive a fa ir and p rope r o p p o r tu n ity  to have th e ir cases 
heard, in c lu d in g the use o f b in d in g a rb it ra t io n  as a means o f re so lv ing c la im s c o n f in in g  
coverage . Fo r com p la in ts re g a rd in g bene fits ove r w h ich the hea ith main tenance o rgan iza tio n has 
no d ire c t c o n tro l such as those po rtio n s o f the bene fit package w h ich are covered by insurance, 
the he a lth main tenance o rg a n iz a tio n is respons ib le o n ly fo r m a in ta in in g s ta tis t ic a l in fo rm a tio n 
and tra n sm it t in g  the com p la in ts to the persons respons ib le .

In  e s ta b lis h in g the fo rm a t fo r reco rds and repo rts p u rs u a n t to  th is Section , the comm iss ioner 
m ay w a n t to requ ire d isc lo su re s im ila r to th a t p ro v id e d fo r unde r the N A IC  Mode l U n fa ir TVade 
P rac tices A c t. Section 4(10) o f th a t A c t requ ires , am ong o th e r da ta , a record o f to ta l num ber o f 
com p la in ts since the la s t e xam in a tio n , the na tu re o f each com p la in t, the d isp o s itio n o f the com ­
p la in t. and the tim e i t  to o k to process each com p la in t. iSee 1972 N A IC  Proceedings I 4 .3).

S ec tion 12. In ve s tm e n t* .

W ith  th e excep tion o f in v e s tm e n ts made in accordance w ith  Section 5 (l) la ) and lb) and Section 
5(2), th e funds o f a hea ith m a in tenance o rg a n iz a tio n sha ll be inves ted on ly in secu ritie s o r o th e r 
in v e s tm e n ts p e rm itte d by the laws o f th is S ta te fo r the in ve s tm e n t o f assets c o n s t itu t in g  the 
lega l rese rves o f life insu rance com pan ies o r such o th e r secu ritie s o r in ve s tm en ts as the comm is ­
s ioner (d ire c to r, supe rin te n den t) m ay p e rm it.

C om m en t: L ife  and hea lth in su re rs are sub je c t to s ta tu to ry  in v e s tm e n t requ irem en ts designed to 
assure conse rva tism  and liq u id i t y  in the ha nd lin g o f the in su re r 's funds . Sound fin a n c ia l m anage­
m en t is an im p o r ta n t e lem en t in  the va ria b le op e ra tio n o f an H MO . Fu rthe rm o re , i t  is co n tra ry to 
the in te n t o f th is b il l to  fo s te r co n d itio n s w h icn w ou ld ensb le an H M O  to  be used ts  a ‘ ‘ f ro n t ' ' fo r 
a spe cu la tiv e in ve s tm e n t ope ra tio n . A t the same tim e , howeve r, i t  is recognized th a t fo r an HM O  
to n i l f i l l i ts  expected fu n c tio n s , i t  m ay be bo th des irab le and necessary fo r the HM O  to  in ve s t a 
p o r t io n  o f its  cap ita l fu n d s in fa c il it ie s and serv ices to b e tte r enable i t  to meet its  ob lig a tio ns . 
Such in ve s tm e n ts m ay n o t con fo rm  to the tra d it io n a l insu rance law  in ve s tm en t lim ita t io n s . Con­
se qu en tly . th is sec tion excep ts th is  typ e o f in v e s tm e n t when app roved by the comm iss ione r in 
accordance w ith  the s tanda rd s set o u t in  Section 512).

S ec tion 13. P ro te c tio n A g a in s t In so lven cy .

<11 Un less o the rw ise p ro v id e d be low , each hea lth m a in tenance o rg a n iz a tio n sha ll depos it w ith
* th e comm iss ione r id ire c to r . supe rin tenden t) o r w ith  any o rg a n iz a tio n or tru s te e acceptab le

to h im  th ro u g h w h ich a cu s to d ia l o r con tro lle d accoun t is u tiliz e d , cash, secu ritie s , o r any 
com b in a tio n o f these or o th e r measures th a t is accep tab le to h im  in the am oun t set fo r th  in 
th is  section .

12! The am oun t fo r an o rg a n iz a tio n th a t is beg inn in g ope ra tio n sha ll be the g rea te r of: la) fiv e
p e rce n t (5°o) o f its  e s tim a te d expend itu re s fo r hea lth care serv ices fo r its f ir s t year o f ope ra ­
t io n . (b) tw ice its  e s tim a te d average m o r . t i ly  uncove red expend itu re s fo r its  f ir s t yea r o f 
op e ra tio n or Icl 5 100.000.

A t th e beg inn in g o f each succeed ing year. un less n o t app licab le , the o rgan iza tio n sha ll 
d e p o s it w ith  the com m iss io ne r id ire c to r . supe rin te n den t) o r o rgan iza tio n o r tru s tee , cash, 
secu ritie s , or any com b in a tio n o f these o r o th e r measures accep tab le to the comm iss ione r 
id ire c to r . supe rin tenden t), in an am oun t equa l to  fo u r pe rcen t I4*T>) ot its es tim a ted annua l 
uncove red expend itu re s fo r th a t year.

<31 Un less no t app licab le , an o rg a n iz a tio n th a t is in ope ra tio n on the e ffe c tive da ta of tf l is  sec­
t io n  sha ll make a depos it equa l to the la rge r o f: (al one pe rcen t 11°!rl o f the preced ing 12 
m on th s uncovered expend itu res , o r <bl 5100,000 on the f i r s t day o f the fisca l yea r beg inn ing 
s ix <61 m on ths o r m ore a fte r the e ffe c tiv e da te o f th is s e r v w .
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C omm en t. Even th o ugh ve ry serious prob lem s can a rise if a hea ith m a in tenance organ iza ­
t io n  de fau lts on its  co n tra c ts , fisca l c o n tro l o f hea lth m a in tenance o rgan iza tio n s in a man­
ner com pa rab le to th a t app lie d to insurance com pan ies appears in ap p ro p ria te in v iew of the 
se rv ice na tu re of such o rgan iza tio n s . The best p ro te c tio n to r enroliees is a fin a n c ia lly sound 
o rg a n iz a tio n th a t genera tes ne t income. H oweve r, b e g in n in g hea ith m a in tenance organ iza ­
t io n s are o fte n sm a ll businesses w ith  lim ite d  fin an c ia . resources th a t w ill sus ta in ope ra tin g 
losses in th e ir ea rly years. U nreasonab ly h igh s ta r t in g  wapita l or reserve requ irem en ts may 
p re v e n t some o rg a n iz a tio n from  s ta r l in g  or m ay un reasonab ly tie up the cap ita l o f those 
th a t do. There fo re , t l i is  Sec tion prov ides fo r a s tru c tu re d  b u t fle x ib le approach to p ro te c tin g 
a g a in s t inso lvency . I t  requ ires the m ain tenance o f a m in im um  cap ita l accoun t, a depos it of 
cash o r securities in a m n im um  accoun t, and th r irg am za tio n s gene ra tio n o f ad d itio n a l 
am oun ts annua lly as a source o f funds to meet its  co n tra c tu a l ob lig a tio n s to  the enrollees in 
the even t o f inso lvency . The comm iss ione r m ay w a ive a ll o r p a rt o f these requ irem en ts 
when sa tis fie d th a t the o rg an iza tio n has su ff ic ie n t ne t w o r th  or an adequate h is to ry of 
gene ra tin g ne t income to assure its  v ia b i l i ty . The requ irem en ts m ay also bo wa ived i f the 
he a lth m a in tenance o rg a n iz a tio n 's pe rfo rm ance is gua ran teed by ano the r fin a n c ia lly s trong 
o rg an iza tio n .

T he section re la tes the depo s it requ irem en ts to  the am oun t o. 'h e  hea lth main tenance 
o rg a n iz a tio n s uncove red expend itu re s . T h is am o u n t w il l v a ry d e p o s in g  upon the type o f 
o rg a n iz a tio n and the na tu re o f i t )  a rrangem en ts w ith  p rov id e rs . Fo r i. sm p le . tha ph ys i­
c ians o f the s ta f f o f the o rg a n iz a tio n o r a c o n tra c t in g  m ed ica l g roup o r in d iv id u a l p rac tice 
assoc ia tion m ay agree to look on ly to the o rg a n iz a tio n fo r pa ym en t o f services p ro v id ed to 
th e o rg a n iz a tio n a enro llees and agree no t to b i l l them  in the even t o f in s o lv e n c y ." A n 
o rg a n iz a tio n cou ld have insu rance fo r a ll o r p a r t o f its  h o sp ita liz a tio n expense o r ano the r 
o rg a n iz a tio n cou id agree to guaran tee th a t th e lia b il i t ie s  o f the hea ith m a in tenance 
o rg a n iz a tio n are m et.

In  a ll such cases, i t  is recommended th a t the c o n tra c tu a l p ro v is io n requ ire the p ro v id e r o r 
g u a ra n to r to n o t ify  the comm iss io ne r i f the p ro v is io n o r insu rance is m od ifie d o r no longer 
in e ffe c t or i f pa ym en t on the c o n tra c t o r po lic y has no t been made in a reasonable pe riod o f 
tim e . (Section 3(5) requ ires p n o r n o tif ic a t io n  o f cance lla tio n o f a .iy re insurance .) T h is can 
p ro v id e an ea rly w a rn in g o f poaa ib le adverse changes in the hea lth m a in tenance o rgan iza ­
t io n  s fin a n c ia l po s itio n . In  a d d it io n , the s ta tu s o f such p ro v is io n s o r po lic ies shou ld be 
covered in annua l in te r ro g a to r ie s to the o rg an iza tio n .

The re qu irem en t in £ ib se c tio n (8) fo r a c a p ita l accoun t o n ly app lies to o rgan iza tio n s l i ­
censed a fte r the e ffe c tiv e da te o f the subsec tion . Thus , the ca p ita l accoun t requ irem en t 
w ou ld have to be taken in to  cons ide ra tio n by persons s ta r t in g  a new HM O . I f a s ta te w ishes 
to a p p ly the re qu irem en t to e x is t in g  HM O 's . i t  shou ld a llow fo r an app ro p ria te phase-in 
pe riod .

•
I t  is be lieved th a t these p ro v is io n s and the re la ted p ro v is io n s o f Section 4121(d). in c lu d in g 
poss ib le insurance ba ckup a rrangem en ts , p ro v id e adequa te assurances. The fa ilu re to p ro ­
v id e assurances as requ ire d w ou ld sub je c t the hea ith m a in tenance o rg an iza tio n to suspen­
s ion o r re voca tion o f its  c e rt if ic a te  o f a u th o r ity  unde r Sec tion 18.

S ec tion 14. P ro h ib ite d P rac tices .

( I I No he a lth m a in tenance o rg an iz a tio n , or re p re se n ta tiv e the reo f, m ay cause o r kn ow in g ly 
p e rm it the use o f a d ve r t is in g  w h ich is u n tru e o r m is le ad in g , s o lic ita t io n wmch is u n tru e or 
m is le ad in g , o r any fo rm  of ev idence o f coverage w h ich is decep tive . For purposes of th is  act:

>al A s ta tem en t o r item  o f in fo rm a tio n  sha ll be deemed to be u n tru e if i t does no t con fo rm  
to  fa c t in sn y respec t w h ich is o r may be s ig n if ic a n t to an enro llee of. o r person con­
s id e rin g en ro llm en t w ith  a hea lth m a in tenance o rg an iza tio n :

A  P ro v is io n to accom p lish th is  m ig h t read:
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• 2) The comm iss ione r (d ire c to r, supe rin tenden t) m ay by ru le exem p t ce rta in classes o f persons 
from  the re qu irem en t of o b ta in in g a license:

la) I f  the fu n c tio n s the y pe rfo rm  do no t re qu ire specia l competence, tru s tw o rth in e s s or 
the re g u la to ry su rve illa n ce made poss ib le by licens ing ; o r

<b) I f  o the r e x is t in g  safeguards make re g u la tio n unnecessary.

Sec tion 16. Powers o f In su re rs and (H o s p itd  and M ed ica l Se rv ice Corpo ra tions ).

l l )  A n  insu rance com pany licensed in th is s ta te , o r a (h o sp ita l o r m ed ica l serv ice co rp o ra tio n !
a u th o rized to do business in th is S ta te , m ay e ith e r d ire c t ly  o r th ro u g h a sub s id ia ry o r a f f i l ­
ia te organ ize and ope ra te a hea lth m a in tenance o rg a n iz a tio n unde r the p ro v is io n s o f thus 
ac t. N o tw ith s ta n d in g  any o th e r law w h ich m ay be in co n s is te n t he rew ith , any tw o o r more 
such insurance compan ies. Iho sp ita is o r m ed ica l serv ice co rpo ra tio ns ), o r subs id ia r ie s or 
a ff i l ia te s the reo f, m ay jo in t ly  organ ize and opera te a hea ith main tenance o rg an iza tio n . The 
business o f insu rance is deemed to inc lude the p ro v id in g  o f hea ith care by a hea lth 
ra a in te n a no o rg a n iz a tio n owned o r opera ted by an in su re r o r a subs id ia ry the reo f.

(2) N o tw ith s ta n d in g  any p ro u s io n  o f insurance and (h o sp ita l o r med ica l serv ice co rpo ra tio n ) 
law s (c ita tio n s ), an in s u re r o r a (hosp ita l o r m ed ica l serv ice co rp o ra tio n ) m ay c o n tra c t w ith  a 
he a ith m a in tenance o rg a n iz a tio n to p rov id e insu rance o r s im ila r p ro te c tio n ag a in s t the cost 
o f care p ro v id ed th ro u g h  hea lth m a in tenance o rg an iza tio n s and to p rov id e coverage in  the 
even t o f the fa ilu re o f the hea lth m a in tenance o rg a n iz a tio n to meet its  ob lig a tio n s .

T he enrollees o f a hea lth m nteoance o rg a n iz a tio n c o n s t itu te  a pe rm iss ib le g roup unde r 
such law s. Am on g o th e r th in g s , unde r such con tra c ts , th e in su re r o r (h o sp ita l o r m ed ica l 
se rv ice co rp o ra tio n ) m ay make bene fit pa ym en ts to  he a lth m a in tenance o rgan iza tio n s fo r 
he a lth care serv ices * GU ered by p rov id e rs .

C om m en t: Subsec tion (2) ove rrides the g roup law s to p e rm it an insu re r o r a hosp ita l o r 
m ed ica l serv ice co rp o ra tio n to p rov id e coverage p ro te c t in g  enro llees o f an HM O . Th is 
a u th o r i ty  is in tended to p e rm it insu re rs and th e serv ice co rp o ra tio n s to w rite  coverage (1) to 
f i l l the gaps w h ich th e p rov id e rs o f hea lth care serv ices do n o t p rov ide . 12) to prov ide 
coverage in excess o f th e services p rov id ed . 13) to cove r ca ta s tro p he s itu a tio n s . (4) to  p ro ­
v id e p ro te c tio n to the enro llees in the even t the H M O  becomes inso lven t, and (5) to p rov id e 
coverage aga in s t the co s t o f hea lth care services as the hea lth main tenance o rg an iza tio n 
deems necessary. 'This sec tion m ig h t a lso be re d ra fte d t<> m ake spec ific re ference to  the rele­
v a n t Sec tion o f e x is t in g  law .

Sec tion 17. E xam in a tio n .
%

l l )  The comm iss io ne r (d ire c to r, supe rin tenden t) m ay make an e xam in a tio n o f the a ffa irs o f any 
he a lth m a in tenance o rg a n iz a tio n and p ro v id e rs w ith  w hom such o rgan iza tio n has con­
tra c ts . ag reem ents , o r o th e r a rrangem en ts as o fte n as is reasonab ly necessary fo r the p ro ­
te c tio n  o f the in te re s ts o f the people o f th is S ta re b u t no t less fre q u e n tly th a n once everv 
th ree years.

(2) The (comm iss ione r o f pub lic hea lth ) m ay m ake an e xam in a tio n conce rn ing the q u a lity  o f 
he a lth ca rv serv ice o f an y hea lth main tenance o rg a n iz a tio n and p rov id e rs w ith  whom such 
o rg a n iz a tio n has con tra c ts , agreements, o r e th e r a rrangem en ts as o ften as is reasonab ly 
necessa ry fo r the p ro te c tio n o f the interest.* o f the people o f th is  S ta te b u t no t less fre ­
q u e n tly  th a n once eve ry th ree years.

(3) E v e ry hea ith m a in tenance o rg an iza tio n and p ro v id e r sha ll s u bm it its  re le van t books and 
reco rds fo r such exam in a tio n s and in every w ay fa c il ita te  them . Fo r the purpose o f exam ina ­
tio n s . the comm iss io ne r (d ire c to r, supe rin tenden t! and the (comm iss ione r o f pu b lic hea l hi 
m ay a dm in is te r oa ths to . and exam ine the o ffic e rs end egen ts o f the hea ith m a in tenance 
o rga n a t io n  and the p r in c ip a ls o f such p ro v id e rs conce rn ing th e ir business.
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(21 A c e r t if ic a te  o f a u th o r i ty  sha ll be suspended o r revoked on ly a fte r com p liance w ith  the re­
qu irem en ts o f Sec tion 21.

(3) W hen the ce r t if ic a te  o f a u th o r i ty  o f a hea ith m a in tenance o rg . n iz a tio n is suspended, the 
h e a lth m a in tenance o rg an iza tio n sha li no t. d u r in g  the pe riod o f such suspension, en ro ll any 
a d d it io n a l enro llees excep t newborn ch ild re n o r o th e r new ly acqu ired dependents o f e x is t in g 
enro llees. and sha ll n o t engage in any a d ve rt is in g  o r s o lic ita t io n  whatsoever.

14) W hen the ce r t if ic a te  o f a u th o r i ty  o f a hea lth m a in tenance o rgan iza tio n is revoked , such 
o rg a n iz a tio n sha ll proceed, im m ed ia te ly fo llo w in g the e ffe c tiv e da te o f the o rde r o f revoca­
t io n . to w in d up its  a ffa irs , and sha ll conduc t no fu r th e r business excep t as m ay be essen tia l 
to th e o rd e r ly conc lus ion o f the a ffa irs o f such o rgan iza tio n . I t  sha ll engage in no fu r th e r 
a d v e r t is in g  o r s o lic ita t io n  wha tsoever. The comm iss io ne r Id ire c to r. supe rin tenden t) may. 
by w r i t te n  orde r, p e rm it such fu r th e r ope ra tio n o f the o rg an iza tio n as ho m ay fin d  to be in 
the be s t in te re s t o f enro llees. to the end th a t enro llees w il l be a ffo rd ed the g rea te s t p ra c tic a l 
o p p o r tu n ity  to o b ta in  co n tin u in g hea lth care coverage.

Section 19. R eh a b ilita t io n , L iq u id a tio n , o r C onse rva tion o f a H e a lth  M a in tenance O rgan iza tio n .

l l )  A n y  re h a b ilita t io n , liq u id a t io n  o r conse rva tion o f a hea lth m a in tenance o rg an iza tio n sha ll 
be deemed to be th e re h a b ilita t io n , liq u id a tio n , o r conse rva tion o f an insurance com pany 
and sh a ll be conduc ted unde r the supe rv is io n o f th e comm iss io ne r Id ire c to r. supe rin tenden t) 
p u rs u a n t to  th e law  go ve rn in g the re h a b ilita t io n , liq u id a tio n , o r conse rva tio n o f insu rance 
com pan ies . The comm iss io ne r (d ire c to r, supe rin tenden t) m ay ap p ly fo r an o rde r d ire c t in g  
h im  to re h a b ilita te , liq u id a te , o r conserve a hea lth m a in tenance o rg an iza tio n upon an y one 
o r m ore p o u n d s  se t o u t in (c ite sec tions o f s ta te re h a b ilita t io n  law ), o r when in  h is op in io n 
the co n tin u e d ope ra tio n o f the hea lth m a in tenance o rg a n iz a tio n w ou ld be hazardous e ith e r 
to th e enro llees o r to  the people o f th is s ta te . En ro lle es sha ll have th e same p r io r i t y  in  the 
even t o f liq u id a t io n  o r re h a b ilita t io n  as the law p rov id es to po lic yho ld e rs o f an insu re r.

(2) A  c la im  b y a hea lth care p ro v id e r fo r an uncovered expe nd itu re has the same p r io r i ty  as an 
en ro llee . p ro v id e d such p ro v id e r o f services agrees n o t to asse rt such c la im  aga in s t any 
en ro llee o f the hea lth m a in tenance o rgan iza tio n .

C omm en t. Section 19 prov ides fo r the re h a b ilita t io n , liq u id a t io n , o r conse rva tion o f hea lth 
m a in tenance o rg an iz a tio n s to be ca rr ie d o u t b y the C omm iss ione r unde r s ta te law s a p p li­
cab le to  insu rance com pan ies. Ina sm uch as a ll s ta te s have e x is t in g  a u th o r ity , i t  is fe lt th a t 
the use o f such s ta tu te s w ou ld be ap p ro p ria te and w ou ld avo id th e necessity o f deve lop ing 
new a dm in is tra t iv e  procedures app licab le o n ly to hea lth m a in tenance o rgan iza tio n s . 
Subsec tion (2) is designed to p rov id e the m ax im um  p ro te c tio n fo r enro llees by pa ) in g those 
p ro v id e rs th a t can b i l l the enro llee before those th a t have agreed n o t to . However, in o rde r 

, to o b ta in  th is  p r io r i t y , the p ro v id e r m us t agree th a t t».e p a ym e n t fu l ly  d ischarges the 
o b lig a t io n  o f the enro llee . In c id e n ta lly , the N A IC  has recommended the adop tio n o f a model 
liq u id a t io n  and re h a b ilita t io n  ac t (See 1968 N A IC  Proceed ings I 214).

Sec tion 20. R egu la tio n s .

The com m iss io ne r id ire c to r . supe rin tenden t) m ay. a fte r no tice and hearing , p rom u lga te
reasonable ru le s and re gu la tio n s , as are necessary or p rope r to c a rry o u t the p ro v is io n : o f th is
A c t. Such ru le s and re gu la tio n s sha ll be sub je c t to re v iew  in accordance w ith  tin s e rt sec tion
num be r p ro v id in g  fo r re v iew  o f a dm in is tra t iv e  orders).

Section 21. A d m in is t r a t iv e  Procedures.

l l )  W hen th e com m iss io ne r Id ire c to r. supe rin tenden t) has cause to be lieve th a t grounds fo r the 
den ia l o f an a p p lic a tio n fo r a ce rt if ic a te  o f a u th o n ty  ex is t, o r th a t grounds fo r the suspen­
sion o r re vo ca tio n o f a c e rt if ic a te  o f a u th o n ty  e x is t, he sha ll n o t ify  the hea lth m a in tenance 
o rg a n iz a tio n and the (comm iss ione r o f pub lic hea lth ) in w r i t in g  spec ifica lly s ta t in g  the 
g ro und s fo r den ia l, suspens ion , or re vo ca tion and fix in g  a tim e o f a t leas t (in se rt num be ri 
days th e re a fte r fo r a hea ring on the m a tte r.
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i l l  The comm iss io ne r (d ire c to r, supe rin tenden t) m ay. in lieu o f suspens ion or revoca tion o f a 
ce r t if ic a te  o f a u th o r i ty  under Section 18. le vy an a dm in is tra t iv e  pe na lty in an am oun t no t 
less th a n (in se rt am oun t) do lla rs no r more th a n (inse rt am oun t) do lla rs , i f reasonable notice 
in w r it in g  is g iven o f the in te n t to le vy the p e na lty and the hea ith m a in tenance organ iza tion 
has a reasonable tim e w ith in  w h ich to rem edy the de fect in its  ope ra tio n s wh ich gave rise to 
the pe na lty c ita t io n . The comm iss ione r (d ire c to r, supe rin tenden t) m ay augm en t th is pen­
a lty  by an am oun t equa l to the ,u m  th a t he ca lcu la tes to be the damages suffe red by 
enro llees o r o th e r m em bers o f the pub lic .

(2) *a) I f  the comm iss io ne r (d ire c to r, supe rin te n den t! or the (comm iss ione r o f pu b lic health)
sha ll fo r any reason have cause to be lieve th a t any v io la t io n  o f th is act has occurred or 
is th rea tened , the comm iss ione r (d ire c to r, supe rin tenden t) o r (comm iss ione r o f pub lic 
hea lth ) m ay g iv e no tice to the hea lth m a in tenance o rg a n iz a tio n and to the represen­
ta t iv e s . o r o th e r persons who appear to be in vo lve d in such suspected v io la tio n , to a r­
range a confe rence w ith  the alleged v io la to rs or th e ir au tho rized rep resen ta tives fo r 
the purpose o f a tte m p t in g  to asce rta in the fac ts re la t in g to such suspected v io la tio n , 
and, in  the even t i t  appears th a t any v io la t io n  lias occu rred o r is th rea tened , to a rr iv e 
a t an adequa te and e ffe c tive meana o f co rre c tin g o r p re v e n tin g such v io la tio n .

(b) P roceed ings un de r th is subsection sha ll n o t be governed by any fo rm a l p rocedu ra l re­
q u irem en ts . and may be conduc ted in such manner as th e comm iss io ne r (d irec to r, 
supe rin te n den t) o r the (comm iaa ioner o f p u b lic  hea lth ) m ay deem app rop ria te under 
the c ircum s tan ce s . However, un less consen ted to by the he a lth m a in tenance organ iza ­
t io n . no ru le o r o rde r m ay re su lt from  a conference u n t i l the requ irem en ts o f th is sec­
tio n  o r Sec tion ? ' o f th ia act are sa tis fie d .

(3) (a) The com m iss io ne r Id ire c to r. supe rin te n den t) m ay issue an o rde r d ire c t in g  a hea lth
m a in tenance o rg a n iz a tio n o r a re p re se n ta tiv e o f a hea lth m a in tenance o rgan iza tio n to
cease and de s is t from  engag ing in an y ac t o r p rac tice in v io la t io n  o f the p rov is ion s o f
th is  ac t.

(b) W ith in  ( in s e r t num ber) o f days a fte r serv ice o f the cease and des is t order, the respon­
d e n t m ay requesc a hea ring on th e ques tio n o f w he the r acts o r prac tices in v io la t io n  o f 
th is  A c t have occu rred . Such hea rings sha ll be conducted p u rs u a n t to (c ite Sections o f 
S ta te A d m in is t r a t iv e  Procedure A c t) , and ju d ic ia l rev iew sh a ll be ava ilab le as pro ­
v ided by (c ite sec tions o f S ta te A d m in is t r a t iv e  Procedure A c t) .

(41 In  the case o f any v io la t io n  o f the p ro v is io n s o f th is act. i f the comm iss ione r Id ire c to r.
supe rin tenden t) e lec ts no t to issue a cease e id  des is t o rde r, o r in the even t o f non-
com p liance w ith  a cease and des is t o rde r issued pu rsu a n t to S ubsec tio n (3), the comm is ­
s ione r Id ire c to r. supe rin te n den t) m ay in s t i tu te  a proceed ing to o b ta in  in ju n c t iv e  o r o the r 
a p p ro p r ia te re lie f in  the (name o f c o u r t o f p r im a ry  ju r is d ic t io n  fo r ac tions o f th is nature).

C omm en t: Sections 23(3) and 23(4) au tho rize the comm iss ione r to issue a cease and des is t 
o rde r and to a p p ly fo r in ju n c tiv e re lie f. W hen the comm iss io ne r is n o t g ra n te d such 
s ta tu to ry  powers , the language shou ld be m od ifie d to prov ide fo r th e legal steps to be taken 
b y the a tto rn e y genera l o r o th e r app ro p ria te s u m  o ffic ia l.

S ec tion 24. S ta tu to r y  C on s tru c tio n and R e la tio n sh ip to O the r Laws.

l l )  E x ce p t as o th e rw ise p rov id ed in th is ac t, p ro v is io n s o f the insu rance law and p rov is ion s o f 
(h o sp ita l o r m ed ica l serv ice co rpo ra tio n ) laws sha ll no t be app licab le to an y hea lth 
m a in tenance o rg a n iz a tio n g ran ted a ce r t if ic a te  o f a u th o r ity  unde r th is act. T h is p ro v is io n 
sha ll no t a p p ly to an in su re r or ih o sp ita l o r m ed ica l serv ice co rp o ra tio n ! licensed and 
regu la ted p u rs u a n t to th e insurance law o r the (h o sp ita l or med ica l serv ice c o rp o ra t io n  laws 
o f th is S ta te  excep t w ith  respect to its  hea lth m a in tenance o rg a n iz a tio n a c t iv it ie s a u th ­
o rized and regu la te d pu rsu a n t to th is act.

Section 23. Penalties and Enforcement.
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Each em p lo ye r, p u b lic o r p r iv a te , in  th is s ta te w h ich o ffe rs its employees a hea ith hene tit plan 
and em p loys n o t less than tw e n ty - f iv e  employees, and each employee bene fit fund in th is sta te 
w h ic l o ffe rs its  members any fo rm  of hea lth bene fit, sha ll make ava ila b le to and in fo rm  its 
employees or members o f the o p tio n to en ro ll in a t least one hea lth m a in tenance o rgan iza tion 
ho ld in g a va lid  c e rt if ic a te  o f a u th o r ity  w h ich prov ides hea ith care serv ices in the geograph ic 
areas in  w h ich a su b s ta n tia l num ber o f such employees o r members reside. Where the re is a 
p re v a ilin g co lle c tive ba rg a in in g agreement, the se lection o f the hea lth main tenance 
o rg a n iz a tio n ^ ) to be made ava ila b le to the employees sha ll be made unde r the agreement.

No em p lo ye r in th is s ta te  sha ll be requ ired to pay more fo r hea lth bene fits as a re su lt o f the ap p li­
ca tio n o f th is sec tion th a n w ou ld o the rw ise be requ ire d by any p re v a ilin g  co lle c tive ba rga in in g 
ag reem en t o r o th e r co n tra c t fo r the p ro v is io n o f hea lth bene fits to its  employees, p rov id ed th a t 
the em p lo ye r o r bene fits fu n d sha ll pay to the hea ith m a in tenance o rg a n iz a tio n chosen by each 
employee o r m em ber an am oun t equa l to  the lesser o f (a) the am oun t pa id on beha lf o f its  o the r 
employees o r m em bers fo r hea lth bene fits o r lb) th e hea lth m a in tenance o rg a n iz a tio n ’s charge fo r 
coverage app roved b y the comm iss ione r (d ire c to r, supe rin tenden t) p u rs u a n t to  Section 8 o f th is 
ac t.

C omm en t: T h is Sec tio n is s im ila r to Section 1310 o f the federa l H M O  A c t . b u t extends the dua l 
choice re q u irem e n t to  s ta te licensed H M O ’s. The lice n s in g requ irem en ts o f th is ac t are less s tr in ­
gen t th a n  the fede ra l re qu irem en ts , so th is p ro v is io n  w il l a ss is t in  the deve lo pm en t and g row th  o f 
s ta te licensed H M O ’s.

Sec tion 30. S e ve ra b ility .

I f  any sec tion , te rm , c r p ro v is io n o f th is a c t sha ll be ad judged in v a lid  fo r any reason, such ju d g ­
m en t s h a ll n o t a ffe c t, im p a ir , o r in v a lid a te any o th e r section , te rm , o r p ro v is io n o f th is  ac t, b u t 
the rem a in in g sec tions , te rm s and p ro v is io n s sh a ll be and r e m a i n  in  fu l l force and e ffec t.

Section 29. Dual Choice.

L tg u i a iw *  History tail rtfertncts art to the Proerrdtnjit of the  \AlCi

1973 Proc. 1 9. ll. HI. 192. 202-222 'adopted).
1923 Proc. I I 139 < synopsis o f model).
1974 Proc. I 12. 14. 405. 413 /amtnded).
1982 Proc. I 19, 28. 431. 498-499. 530-554 (mised and rtprintrd).

C o p r n i M  I S M  N A I C 430-25
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The date in parentheses 
amendments.

NA IC MEMRER

Alabama

Alaska

Arizona

Arkansas

California

Colorado

Connecticu t

Ceiaware

M ODEL HEALTH M A IN TENANCE ORGAN IZA T IO N ACT 

is the effective aate of the legislation o r regulation, w ith latest

D.C.

Honda

Georgia

Guam

u awaii

dano

M ODEL /S IM ILAR LEG IS .

m LA. CODE §§ 27-21A-1 
TO 27-21A -32 (1286).

NO ACTION TO CATE

ARK. STAT. ANN. §§ 66-5201 to 
66-5228 (19751907 ).

COLO . REV. STAT. §§ 10-17-101 to 
10-17-115 (1963/1986).

H 8 99 Model pending 
11987).

NO ACTION TO DATE

GA. CODE ANN. §§ 33-21-1 
to 33-22-28 (1979,1986).

NO ACTION TO DATE

NO ACTION ‘ 0  DATE

RELATED LEG IS^REGS .

AR IZ . REV. STAT. ANN. §§ 20-1051 :c 
20-1069 (1973.1985) "H ea lth Care 
Service O rgan iza tions '.

C A L  HEALTH 5 SAFETY CODE §§ 13 
to 1399.64 (1979/1986) ("Knox-Keene 
Health Care Serv ices P lan ").

CONN. GEN. STAT. §§ 33 -179a to 
33-1791 (1971 1987) "H ea lth Care 
C en te rs '.

0 E L  CODE ANN. tit. 16 
§§ 9101 to 9118 (1982).
See siso tit. 18 §§ 6401 to 
6406 (1987).

FLA. STAT. §§ 641.17 to 641.33 
(1 98S 1987).

DAHO CODE ;§ 41.3301 :o 
- ii-3 9 3 4 (1974 1385). -

NAlC Cooynght 1987
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NA IC MEMBER

Illinois

Indiana

lowa

Kansas

Kantucky

Louisiana

Maine

Maryland

Massachusetts

M ichigan

v

Minnesota

M ississippi

M issoun

Montana

M O DE L HEALTH M A IN TENANCE

MODEL /S IM ILAR LEG IS .

IL L  REV. STAT. cn. 111 12 
§§ 1401 to 1417 (1974/1987).

IOWA CODE §§ 5148.1 lu 
5148 .32 (1973).

KAN. STAT. ANN. §§ 40-3201 10 
40-3227 (1974/1987).

LA. REV. STAT. ANN §§ 
22:2001 to 22:2025 (1986).

ME. REV. STAT. ANN. tit. 24-A 
§§ 4201 to 4226 (1975/1986).

O RGAN IZAT ION ACT

RELATED LEG IS ./REGS .

M INN. STAT. §§ 62D.Q1 to 62D .30 
(1973/1986).

M ISS. CODE ANN. § 41-7-401 
et seq. (1986).

MO. REV. STAT. §§ 354,400 
to 354.550 (1983).

MONT CODE ANN. §§ 33-31-101 to 
33-31-4QS 11987).

IND. CODE §§ 27-3-7-1 to 27-3-7-18 
(1979/1987) ("P 'c o o sed Health Care 
Celivery P lans").

KY. REV. STAT. §§ 304.38-010 
to 304.38-210 (1982 1986);

MD. ANN. CODE art 19 §§ 701 to 734 
(1982/1987).

MASS. GEN U \W S ch. 176G 
§§ 1 to 17 (1976/1986).

M ICH. COMP. LAWS. §§ 333.21001 to 
333.21098 (19821986 ).

430-27 NAiC Ccoyngnt 1987
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NA IC M EMBER 

Nebraska

Nevada

New Hampshire 

New Jersey 

New Mexico

New York 

North Caro lina 

North Dakota 

Ohio

Oklahoma

O regon

Pennsylvania

Puerto Rico 

Rhode island

MODEL HEALTH M A IN TENANCE ORGAN IZA T IO N ACT

MODEL /S IM ILAR LEG IS . RELATED LEG IS ./REGS.

NEB. REV. STAT §§ 44-3201 to 
44-3291 (1978-1985).

NEV. REV. STAT. §§ 695C .010 to 
595C .350 (1973/1987).

N.H. REV. STAT. ANN. §§ 420-8:1 to 
420-8 :22 (1977 1985).

N .J. REV. STAT. §§ 26/2J-1 
to 26 :2J-30 (1973).

N .M . STAT. ANN. §§ 59A-46-1 
to 59A-46-31 (198&1986 ).

N.Y. PUB. HEALTH LAW §§
4400 to 4413 (1976).

N .C . GEN. STAT. §§ 578-1 
to 578 -25 (1979).

N .D . CENT. CODE §§ 26.1-18-01 
to 26.1-18-35 (1983).

OHIO REV. CODE ANN . §§ 1742.01 
to 1742.36 (1976).

OKLA. STAT. tit. 63 §§ 2501 
to 2510 (1975).

CR . REV. STAT. §§ 750.003 to 750.075 
(1985).

PA. STAT. ANN. tit. 40 §§
83-101 to 83-119 (1981).

P R. LAWS ANN. tit. 26 §§ 1901 to 192*

R.l. GEN. LAWS §§
27-41-1 to 27-41-29 
,1983 1987).

NAIC Cooynght 1987
400-1
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NA IC MEMBER

South Carolina

South Dakota

Tennessee

Texas

Utah

Verm on t

V irgin Islands 

Virg in ia

W ashington

West Virginia

W isconsin

W yom ing

M ODEL HEALTH M A IN TENANCE ORGAN IZA T IO N ACT

M O D E LS IM ILA R  LEG IS . RELATED LEG IS ./REGS .

S.C. CODE ANN. §§ 38-25-10 
et seq. (1987).

S.D CODIFIED LAWS ANN. §§53-41-1 tc 
58-41-97 (1974).

TENN . CODE ANN. §§ 56-32-201 
to 56 -32 -225 (1986/1987).

TEX. INS. CODE ANN. art. 20A.01 
to 20A .35 (1975/1987).

UTAH CODE ANN. §§ 31A-8-101 
to 31A-8-406 (1986/1987).

VT. STAT. ANN. tit. 8 §§
5101 to 5113 (1979) (M ost 
of maael.)

NO ACTION TO DATE

VA. CODE §§ 38.2-4300 to 
38.2-4321 (1986).

WASH . REV. CODE ANN . §§ 48.46.010 
48.46.920 (1 9 7S 1986) (Parts of model).

W .VA. CODE §§ 33-25A-1 to 
33-25A -28 (1977).

See WIS. STAT. § 628-36 (2m) provtdmc 
that Comm issioner may make rules lor 
HMOs. See also ch . 609 (1985) on joint 
ventures.

WYO. STAT. §§ 26-34-101 
to 25-34-128 (1986).

430-29 NAIC Cooynght 1987
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C lf l rA tJO  — I Ica l l l i  main* 

tcnancc organizations w ill become 
ihc dominant financier of private 
health care in the U.S. before year 
2000, a business-forecasting con­
sultant predicts.

Sometime after (hat, the nation will adopt a 
Canadian-like national health insurance system, ac­
cording to Roy Arnara. president of the Institute of the 
Future, Menlo Park, Calif.

Mr. Amara sees an increased use of HMOs in the 
1990s as a way to check rapidly increasing health costs. 
*1 mean use of the real I IMOs," he said, "the kind that 
pu ts the health-care providers at financial risk, the kind 
that employs salaried physicians and the kind that puts 
emphasis on wellness and preventive care.’

Preferred provider organizations and managed fcc- 
for-sctvice plans are not substitutes for I IMOs. he told 
attendees at a health-care symposium sponsored by So­
ciety of Actuaries of Schaumburg, III. and the Ameri­
can Hospital Association, Chicago.

Rather, lie said, they represent "palatable steps* to 
HMOs, which were at first a ‘bridge too far* for many 
people.

I hc I IM O  population in the U.S. will grow from the 
approximately .111 million persons which now use them 
to <>0 million by 1995, and then up to (iO percent nr 70 
percent of all privately insured persons by the year 
2000, according to Mr. Amara. (Currently, the entire

privately-insured population is 
170 million, according to the 
Health Insurance Association of 
America, hcadr|uartercd in Wash­
ington, D .C .)

_________________  *ln HMOs. patients will lose
their freedom to pick their own 

physicians, and physicians will lose much of their 
clinical and economic autonomy as they watch their in­
comes shrink,* Mr. Amara said.

I Ic said the percentage of physicians who arc salaried 
will increase from about eight percent in I9R5 to about 
55 percent in 2000.

Mr. Amara said Americans are not prepared for the 
dramatic changes coming in health care.

"The American public is not ready to accept ration­
ing or restrictions in health care because health-care 
costs still don’t bite deeply into the average household 
income.* he said. 'Only 5 percent of income goes for 
health expenditure now."

Hiis will change, lie said, as employers are forced to 
shift more of the burden of iieal(h<are cost to 
employees. F.mploycrs, who now pay more than 40 
percent of the nation's health-care bill, will demand a 
bigger say in how the money is spent, he said.

Health-care costs, now at more than I I  percent of 
GNP, will, according to government predictions, be 
between 15 and 10 percent of G N P  by the end of the 
century, he said.

ContV on Po jf 22

govern* 
half of 
tolerate

D o m i n a n c e  

O f  H M O s  S e e n  

B y  T h e  1 9 9 0 s
Conl'dfrom 2!

Rut employers and the 
m en t—which pays about 
health-care co s ts—cannot 
such a level, he said, predicting that 
lie Ith costs will level off at I J .5 pe r­
cent of G N P  by the end of the cen­
tury.

H e  said a national health-care 
system, when it comes, will be 
similar but not identical to the 
system in Canada "where govern­
ment is the insurer and taxes finance 
the cost.*

State governments and private 
health insurers undoubtedly will play 
a more significant role in a U.S. 
system than do the provinces and in­
surers under the Canadian system, 
he said.

A U.S. national health system will 
mean there will lie fewer, but larger, 
health insurers, he said, some of 
which may he employed to admin­
ister the national plan. □
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Marion Managed Care Digest
HMO Edition 1989

Marion Liboraiorioi. Inc , ,'uly 1989

"F o r the year ended Dec. 31,1988, 
659 HMO s were in opera tion . A n ­
o the r seven were unde r deve lopm en t.1
O pe ra ting HMO s reported tota l 

enro llm en ts up 8.7% to 33 m illio n in 
1988, compared w ith  1987 w hen 707 
opera ting HMO s reported more 
than 31 m illio n enrollees.
The num ber of ope ra ting HM O s 

fell 6.8% in 1988, compared w ith  a 
12% increase in 1987. A n indus try 
shakeout had been pred ic ted fo r

several years. The indu s try is like ly 
to continue its conso lida tion th rough 
1993 as the num ber o f HMO s falls 
gradua lly each year.
HMOs are increasing the ir market 

penetra tion na tionw ide . Plans in 28 
states reported en ro lling 10% o r 
more o f the ir state's residents in 
1988 (Figure 1), up from  24 states in 
1987 and 20 a year earlier.
HMO s also successfully reduced 

the number o f days tha t the ir 
enrollees spent in hospita ls in 1988. 
Average annua l hospita l days per

Cufilinuti r*tr I

Figure 1. HMO market pene tra tion (percent) by tu t e , 1968.
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1.000 non-Medicare members 
dropped to 364 from  377.2 a year 
earlier (Table 1).
Nearly 16% of HMO s opera ting at 

vear-end 1988 offe red an open* 
ended op tion , the newest and fastest 
g row ing HM O  produc t. A n open- 
ended plan offers enrollees the righ t 
to choose at po in t o f service w he the r 
they w an t to seek care w ith in  the 
HM O  o r to go ou ts ide to the physi* 
cian o r hospita l of th e ir choice.
HMO s w ith  open-ended op tions 

expected to have nearly 2 m illio n 
enmliees in these plans by year-end 
1989, an increase o f 17.3% mom 
vear-end 1988. Enro llm ent in open- 
’ended plans rose 53% to 1.6 m illio n 
in 1988 from  a year earlier. Enrollees 
in open-ended plans accounted fo r 
4.8% of all H M O  enrollees.
Non-Medicare enrollees averaged 

3.7 am bula tory v is its each to the ir 
IM O s in  1988, according to 167 
reporting plans. HMO s averaged 3.7 
physic ian encounters and vis its per 
non-M ed ica rt enrollee in 1988. ac­
cord ing to 233 repo rting plans.
The average fam ily p rem ium 

charge fo r all HM O s rose 11.8% in 
1988 to $242.50 per m on th from 
5216.82 in 1987 (Table l ) . ” n i
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F lm l ly  ineNMuat
A l a b a m a 3 8 0 .7 3 .0 4.8 $224 .81 $ 8 7 .14
A r iz o n a 2 9 2 .0 3 .7 3.9 250.44 84 62
A r K a n u a 4 8 1 .4 4.9 1 . 5 228 .55 8 2 8 0
C a l i f o r n ia 3 1 8 .4 3 .3 8 .6 2 5 1 .7 6 9 5 .35
C o l o r a d o 2 7 5 .6 3 .5 2 .0 2 2 8 .9 0 84.93
C o n n a c t i c u t 4 0 2 8 3.9 3 .1 282.40 1 1 2 .9 8  |
O a ia w a r a 3 5 0 .0 0 .2 0.4 2 2 9 .8 6 69.99
D . C . 3 8 2 ,7 2.9 3.3 236 .32 89 J O
F lo r id a 3 8 5 .9 3.3 2 .6 220 .87 83 .42
C a o r g l a 3 8 5 .0 4 8 3 .5 237.64 9 0 .29
H a w a i i 3 0 8 .7 4.3 4.6 2 2 1 .0 1 77 .CQ  ,
i d i n o 2 1 2 . 0 — — . 227 .50 9 3 .5 0
m i n o i a 3 8 9 .2 4.2 2 .6 2 2 7  20 88 .47
I n d i a n a 3 8 3 .9 4.5 2.9 2 3 7 .2 1 8 1  68
lo w a 3 1 0 . 0 3 .8 _ 2 1 5 .2 5 80 .4 2 1
K a n a a a 4 4 1 .0 3 .3 2 . 1 248.80 94.79
K t n i u c k y 3 7 0 .0 — — 23 8 .9 9 85.44
L o u i n a n a 4 0 8.0 3 .7 0 .2 23 5 .4 8 85 8 6
M a in e 34 3 .3 — — 246.33 96 67
M a r y la n d 328 .4 3 .7 3.4 255 .38 6 8 .7 8
M a i i a c n u a a t t a 3 8 9 . 1 3 .5 4.2 292 .27 10 9 .6 9
M i c h i g a n 3 8 6 .6 3.7 5 . 1 24 3 .9 1 9 5 .6 2
M l n n a a o t a 38 2 .4 4.0 4 6 229 .62 6 6 .53
M l i i o u u 3 9 4 .3 2.8 1 .4 250 .50 90.45
M o n t a n a 3 7 5 .0 4.4 3 . 1 20 5 .0 0 60 .0 0
N a b r a i x a 3 2 9 .9 2.6 — 253.75 94.50
N a v a o a _ — — 300.00 1 1 5 .0 0
N a w  H a m o a n ir a 384 .0 4 9 3 5 2 8 1 .5 0 10 0 .5 0
N a w  j a r a a y 4 1 6 .2 3 .0 3 .7 22 2 .79 65 .52
N a w  M a n c o 38 5 .0 3 .5 — 27 2 .27 104.66
N a w  York 37 4 .6 3 .7 2.3 2 1 6 2 1 6 6 . 1 2
N o r m  C a r o l i n a 3 3 2 .0 3 8 2.0 2 3 5 .6 3 68 34
N o r m  D a k o t a 3 5 9 .0 8 .9 2.7 250.24 1 0 1 2 9
O h i o 404.2 3 .8 3 2 2 5 1 .3 5 93.46
O k l a h o m a 3 0 0 .0 3 .9 9 9 2 5 3 . 1 7 67.00
O r a g o n 2 9 8 . 1 2.8 2 .3 2 1 3 . 1 8 79.93
P a n n a y lv a n la 3 7 0 .5 3 .5 2.4 2 2 1  64 6 3 1 9
A h o d a  l i l a n d 3 8 8 5 4 5 _ 242 50 1 0 1 .5 0
S o u t h  C a r o l i n a 3 8 8 .7 3 . 1 0 .7 1 6 8 8 7 72 .33
S o u i n  O t k o i a 5 7 6 6 4.4 4 4 260.54 9 1 .3 0
T a n n a a a e e 432.6 4.0 2 . 1 246.38 9 8 .78
T a i a s 3 5 6 .9 4.0 3 0 254 40 90 4$
U l a n 2 8 8 .7 2 7 4 2 278 .4 0 69 .2 5
V a r m o n l — — _ 208  00 12 .0 0
V ir g in ia 3 9 2 . 1 3 .6 3 .0 2 8 2 1 9 108.44
W a t h i n g t o n 3 2 0 . 1 4.2 3 3 2 4 2 9 9 64.54
W l a c o n a i n 3 8 3 .2 4.7 3.7 2 5 3 5 1 96 .57
W y o m i n g 580  0 4 0 1 7 220 .00 90.00
r o i a i  u . i . 384.0 3 .7 3 .7 242.46 9 0 .90
tiiwi. uittutippi and W t M  Virginia h t d  no oadttung m m O o  in i taa
U . T M  W O  u t n n w y  rnt. k i i u  <M*
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H o w  Cost-Effective Is

" T o  d e te r m in e  your p la n a  la t in o , a d d  u p  in *  p o in t*  in ­
d ic a t e d  lor  t a e n  anaw er, th a n  c o m p a ia  your total w ith 
tn o a a  H iu a tr a tM  o n  tha p la n  a v a lu a t lo n  chart at lh a  a n d . II 
your p la n  e c o a t e l la c i lv o n a i  t ratlno la  la a a  th a n  ‘ ex ce llent .' 
y o u  a h o u ld  c o n t ld ir  In c o r p o r a t in g  t o m e  c o a t -a f le c ilv e  
feature* your aoor* a n ow a  t  ra m la a ln g  Ir o m  your p la n .”
1 .  O o e a  y our  p la n  hav e  fW at-dotUr cov erage  lor 

h o o p d a lls a t io n f
 A) ( +  2 0  N o r O o  h a v a  n o a p lla J  p r e -c e r illlc a t lo n
_ B )  ( - 5 )  N o / N o  h o a p it a l pra -cartillcation
 C ) ( - 1 5 )  Y aa/D o  n a v a  n o a p n a i  p r a -c a r iillc a u o n
 D) ( - 3 0 )  Y *a/No n o a p lt a l p r a -c a r t ilic a lio n

2. O o a a  your p la n  ha v a  tlret-dollar cov araga  lot 
m e d lc e i/ e u r g ic a l aervteoe?
 A) ( v  10) N o / D o  ha v a  p r a -o a n ilic a t io n
 B) ( 0) N o / N o  pr*-o» rtlllo« iion
 Q  I - 5 )  Y ea/Oo  h a v e  p r e -c tr t lllc a t io n
 0) ( - 1 5 )  Y a ir N o p r a -c a r t illc a lt o n

3. Y o u r  g r o u p  p lan '*  m a jo r  m e d ic a l d e d u c llb la  la :
 A) ( r  10) 5300 par c a le n d a r  year or m ore
_ _ 3 )  ( 0) M ora t h a n  H O O r ia a a  t h a n  13 0 0

par c a le n d a r  year 
 C ) ( - 2 0 )  S 10 0  per o a la n d a r  yaar or la te

i .  la  y our  m a jo r  m a d lo a l d e d u c t ib le  In d a a a d  to  your 
c o m p a n / a  e m p lo y e e * ’  a a m ln g a T
 A) ( .  10 ) Y aa/A lao  In d e x e d  to trend incraaaa*
 8) ( * 3 )  Ya*
 O  ( 0) N o

6. Y our  m a jo r  m a d lc a l c o - in a u r a n c a  o u l-o l-p o o k a t  lim it  la :
 A) (♦ 10) Mora m a n  3 1 .0 0 0  par a m p lo y a *  par yaar
 8) ( 0) M ora m a n  l io o r u p  to It .O O O

par e m p lo y e e  par year 
 C) ( - 1 0 )  15 0 0  or taat par e m p lo y e e  par yaar

t . la  your m a jo r  m e o lo a l o o l n i u r a n o .  lim it  ln d e x a d  to lh a  
employe# *1 earn ing* ?

a > ('* 10 ) Y aa/A lao in d a a a d  to ir a n o  Increaaea
 S) ( * S |  Ya*
 Q  ( C) N o

7. O o a a  your p la n  tn o lu d e  a large  o la lm a  m a n a g e m e n t  
rertewraaalalanc#  aervtce?
 A) t e -18 ) Y aa/A lao  In c lu d e *  p a > -n l* lr ic  c la im

review
 81 (♦ 10) Yaa
 O  | -  10) N o

I .  O o a a  your p la n  In a lu d a  a l im it  or a revlaw eervW*. lor 
ch iro pract ic  and/or p o d *  b io  eara?
 A) ( .  51 Y aa/C N ro practic  a n d  p o o ia t n o  care review
 0) I 0) Y aa/Ch lropractic  or p o o ia tr ic  care review
 q  ( - « )  N o

9 . O o a a  your p la n  In c lu d e  a  h o a p it a l 1X 1 a u d it  aarvtaa?
 A) (♦ 5 | Yaa
 8) ( - 5 )  N o

id .  O e e e  yeor p la n  h a r e  a pre-e itaW ng a o n d h lo n a
lim it a t io n  lo t  new  N r a a t
 A) ( - 1 0 )  Yaa
 8) ( - 1 0 )  N o

Y o u r  H e a l t h  P l a n ?

1 1 .  O o  y o u  r o q u U a  e m p lo y e e  o o n t n b u t lo n a  lor d e p e n d a n t  
o o v era ga T

_ _ A »  ( . 1 0 )  Y a a / O a p a n d a n ta  o n ly  
 B) ( 0) N o

12 . O o  y o u  h a v e  a n  e m p lo y e e  aaeJetanoe program  (EAPt? 
 A) ( . 3 )  Yaa
 8) < C) N o

13 . D o  y o u  pro v lda  a w e lineee  p ro gram  or incantW ea  lor a 
ha a lth la r  llfeatyta?

 A) ( . 3 )  Y»»
 B) ( 0) N o

14. D o e *  y our p la n  In c lu d e  a m a il-order  or p r e e m p t io n  
drug  pro gram ?

 A) ( . 5 )  Y l l
 8) I 0) N o

14 . O o e a  your p la n  In c lu d e  a preferred provider 
o r g e n U a D o o lP P C l?

 Aj ( . 1 3 )  Y o a / P P O  pay a  la a a  tnan  10 0 W  o l  c h a r g e e
 8) ( . 6 )  Y a a/P P O  paya I0 Q W  o l  e l ig ib le  c n a r g a a
 q  ( - 10) n o

1 1 .  O e  y o u  pro v ide  am ptoyaaa  w ith a n  H M O  o p it o n ?
------- A) ( . 1 5 ) Y e a / H M O  e ip e r ie n c e  la  in te grated  with

primary p ia n 'a  e x p e r ie n c e
-------B| ( * 3 ) Y e a / H M O  la  a  a ta n d -a m n a  aerv ice— teat

th a n  2 0 H  of e m p lo y e e *  p a n ic ip a io
— Q ( - 8 ) Y a u / H M O  la  a  a t a n d -a lo n a  tarv lca— m o/a

m a n  20V» of a m p io y a a a  p a n ic ip a t i
— 0) 1 0) N O

1 7 . O o  y o u  active ly  p o lic e  lh a  c o o r d in a t io n  o l  b e n e f it ! 
p r o r la io n  o l  your pr o g r c m t

 A) ( . 1 0 )  Yaa
 B) (-10) no

I I .  I* y our  w a il in g  per io d  lor  new  entrant* lo n g  e n o u g h  to 
a v o id  p r o v id in g  cov erage  d u r in g  Ih e  in it ia l ‘ heavy  
turnover" per iod?

— A) ( . 5 1  Yaa 
 B ) ( - 6 )  N o

19 . D o  y o u  hava a n  In  h e u a a  C O B R A  c o m p lia n c e  eyetem  
or u a a  a n  o u t  a ide  aarvtoa?

____A) (.10) Y o a / ln c iu d o a  n o t if ic a t io n  o l  naw  h iraa .
q u a lify in g  event n o t if ic a t io n , m o n ito r in g
o i  e lig ib ility  p a r io o , m o m m y  b ill
p r o c e a a in g  a n d  m a n a g e m e n t

--- B) I 0) Yaa/But a o e a n  l inck j#  an o l  lh a  a b o v e
— Q  (-10) N O

1. D o  y o u  prov ide  reilrae h e a lt h  c o v e r a g e ?
____ A) (.10) N o
____0) (-10) Y a a / C o n in o u io r y
____Q  (-13) Yea/Non-contriOulory

A n llo ip a t e d
Total pw lnla P la n  rating ra ta in o r a a a a

1 7 0 -195 C a c e iie n t 0 W - 1 0 S

130- 170 G o o d 1 0 W - 2 0 H

100-130 Pair 3 0 W  * 0 %

9 0 - 1 0 ) <N>or ♦ 0 W - 6 0 W

under  90 O i ia e t r o u i S O W  t
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CSSSSB 335 (F in ) : "An Act relating to health maintenance 
organizations; ana providing for an effective 
date."

The department is in favor of this legislation. H M O ’s provide or arrange for 
basic health care services to persons on a prepaid basis. This form of 
organization combines some of the functions of an insurer with those of 
traditional health care providers. In this way, the providers of medical care 
share in the financial risk of health care and, therefore, have an incentive to 
reduce health care costs and to promote preventative medicine. This kind of 
organization is not possible under our present statutes. This proposal will 
provide a framework for the establishment of these hybrid organizations. It is 
based on a National Association of Insurance Commissioners model statute.

The attached commentary will provide an analysis of C S S S S B  335 (Fin).

L.c/d.

Larry Merculieff, Commissioner 
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CSSSSB 335 (F in )

The rising cost of health services in recent years has led government agencies, 
private organizations, and legislative bodies to seek alternatives to the 
traditional medical delivery system which will provide improved health care at a 
lower cost. The health maintenance organization is a concept which has 
received such attention as one means through which an improvement in 
delivery might be achieved.

Shortcomings of Existing Health Cure Delivery System

The health care delivery system as it is now constituted presents several 
problems. First, man y people are unable to obtain health care when they need 
it and in the form they need it. This problem can be divided into three subareas:

1. In m a n y  areas of the country, the availability of health care in 
terms o C  the quantity of manpower and facilities is inadequate.

2. Even wnere physicians, nurses, clinics, and hospitals do exist, 
they m a y  lack accessibility due to poor location, poor 
management, lack of transportation, language or racial barriers, 
inconvenient hours, etc.

3. Even if health care is available and accessible, it m a y  not be 
continuous: that is, a single patient m a y  not be treated as a 
person with a continuing or a variety of problems but rather as a 
single isolated health care problem incident. The problems of 
viability, accessibility, and continuity, at least in part, have been 
attributed to the lack of responsibility vested in one person, 
group, or organization to assure the delivery of health care.

A  second problem is the escalating cost of health care services. This stems from 
the limited supply of health care service facilities which is confronted by an 
expanded ana fragmented financing mechanism and the consequent 
tremendous increase of demand for such services. This is the classic model for 
inflation. Traditional reimbursement of providers by the federal government, 
insurance plans, and hospital and medical service corporations, because of the 
inherent difficulties involved, has been accompanied by uneven efforts toward 
ineffec ive cost review or contiol. Furthermore, services or facilities are often
dupF ed or used inefficiently. A  basic cause of inflation and inefficiency rests
wi' improper structuring of incentives. Where no individual group, or
oi c m  is responsible for the use of more economical services and facilities,
inch i w ' ose relating to preventive care, greater income is generated for 
providers by the more frequent use of services and facilities and oy the use of 
the more expensive facilities and servicts available.

In t ro d u c to ry  Comm en t:
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A  third problem is the quality of health care delivered. Throughout various 
parts of the country, the quality of health care can ranee from the very be3t to 
the very poor. Generally speaking, there is no locus for ouality assessments 
either as to health care processes or health care results. In the absence of a 
means to measure quality, it is virtually impossible to design and implement 
effective programs to rectify defects.

This brief discussion in no way attempts to provide a comprehensive discussion 
of the problems of the health care delivery system in the United States nor does 
it give adequate recognition to the strenuous efforts of ma ny to improve the 
existing system. However, it does highlight some of the major problems 
prevailing today. Development of the health maintenance organization (HMO) 
concept offers one alternative means to help alleviate some of these problems.

Nature of the Health Maintenance Organizations:

A  health maintenance organization m a y  be described as an organization which 
brings together a comprehensive range of medical services in a single 
organization to assure a patient of convenient access to health care services. It 
furnishes needed services for a prepaid fixed fee paid by or on behalf of the 
enrollees. A n  H M O  can be organized, operated and financed in a variety of 
ways. For example, an H M O  m a y  be organized by physicians, hospitals, 
community groups, labor unions, government units, insurance companies, etc. 
Generally speaking, an H M O  delivery system is predicated on three principles:

1. It is an organized system for the delivery of health care which 
brings together health care providers.

2. Such an arrangement makes available basic health care which 
the enrolled group might reasonably require, including emphasis 
on the prevention of illness or disability.

3. The payments will be made on a prepayment basis, whether by 
the individual enrollees, medicare, medicaid, or through 
employer-employee arrangements.

A n  H M O  can directly address itself to the problems of availability, accessibility, 
and continuity since it is a health care delivery system. It assumes 
responsibility for actually furnishing to its enrollees those health care services 
necessary to meet the obligations it undertakes. Thus, the H M O  occupies a 
position through which both the accessibility and continuity of care may be 
affected.

A n  H M O ,  by its very nature, ma y  provide incentives toward lessening costs in 
delivering health care. It has a limited membership prepaying fixed sums of 
money. The providers are obligated to deliver a specified set of health care 
services. The fixed amount of income provides incentive to control expenses and 
costs. The H M O  provides a mechanism to analyze costs, expenses and 
utilization of services, and affords a means to implement measures to enhance 
efficiency.

The problem of the quality of health care is not susceptible to an easy solution. 
A n  H M O  is in a position to ass ss the quality of care provided since it is a closed 
system. It can study the health of its members, review the records of treatment, 
and, in general, provide a monitoring mechanism.

6381D /010990d -3-



A  variation of the H M O  concept is seen in some medical care foundations. 
Although individual foundations differ greatly in detail, a foundation for 
medical care is usually sponsored and organized by a county or state medical 
society. The membership consists of physicians who upply to and ore accepted 
by the foundation.

Those medical care foundations which can be considered as a variant of the 
H M O  concept often contract with an insurer or other prepayment plan (e.g., 
hospital or medical service corporations) to provide coverage meeting certain 
mini mu m criteria consistent with the delivery of quality medical care. The 
insurer collects the premiums, promotes, markets, and underwrites the 
program. The enrollee m a y  seek physician services from any member of the 
foundation who then bills either the insurer or the foundation, not the enrollee. 
Although such billings are on a fee-for-service basis, the amount charged the 
enrollee is fixed and prepaid without regard to the number or type of services 
used. The foundation establishes some form of peer review to monitor not only 
the level of charges but also the type and quality of care rendered. Since the 
amount of income does not vary with the number or type of services provided, 
incentives exist to maintain costs at as low a level as possible. However, unlike 
the H M O  concept lescribed above, even though physician services are prepaid 
from the patients’ viewpoint, from he physicians’ viewpoint, the fee-for-service 
practice is maintained, under the federal H M O  Act, this type of organization is 
called an Individual Practice Association Type H M O .

TheJNeedibr State. Authorizing, and. RegulatorxLegialali in
From 1970 to 1973, the administration and committees in both houses of 
Congress spent much time analyzing the health maintenance organization 
alternative in connection with national health insurance and federal assistance 
bills for H M O ’s. This analysis resulted in the enactment of the federal H M O  
Act in 1973. Since then, the number of health maintenance organizations and 
the number of H M O  enrollees has grown rapidly. Prior to 1972, however, few 
states had a statutory framework tailored to the supervision of health 
maintenance organizations. Chartering, licencing, contract and rate regulation 
and other supervision was being carried out under general insurance laws, 
hospital and medical service corporation statutes, other special statutes, or not 
at all. Because the H M O  is a unique type of organization, m any  provisions of 
such state laws were inapplicable, highly restrictive or prohibitive to the 
formation and operation of an H M O .  Therefore, in 1972, the National 
Association of Insurance Commissioners (NAIC) adopted the Model Health 
Maintenance Organization Act which accommodates the unique features of 
H M O ’s. CSS S S B  335 (Fin) substantially tracks that model act.

C S S S S B  335 (Fin) clearly authorizes the establishment a^u operation of 
H M O ’s. Restrictive provisions in other laws which are inappropriate to HMO's 
are rendered inapplicable. Appropriate grants of authonty are established to 
enable the H M O ’s to fulfill the function envisioned for them. At the same time, 
however, the public has a vital interest in the fiscally sound, efficient, and 
ethical operation of H M O ’s. As is the case with insurnnce and hospital and 
medical service corporations, H M 0 ’3 are "afiectcd with the public interest." 
Thus, the purpose ot this bill is twofold.

G381D /0 i0990d 4



First, it attempts to provide a legal framework enabling the organization and 
functioning of HMO's of a  wide variety, including those based upon the medical 
care foundation or individual practice association concept. The legnl 
environment is designed to permit a high decree of flexibility. N o  one form of 
organization or one type ol modus operandi is required, instead the H M O  
concept can be relinedf and subjected to further experimentation. Second, the 
bill attempto to provide a regulatory monitoring system not only to prevent or 
remedy abuse, but also to assist in the future improvement and development of 
this alternative form of a health care delivery system.

Since the model bill on which CSSSSB 336 (Fin) was approved, the federal H M O  
Act has been enacted and amended four times. The model, or substantial 
portions of it, has been enacted in 27 states and substantial experience has been
Joined in implementing and regulating H M O ’s under its terms. In addition, a 
ew H M O ’s have become insolvent and commissioner have had to deal with the 
results of those insolvencies. Therefore, the model act has been revised to 
reflect changes which have occurred in the federal law, to reflect experience 
gained in administering the law and to clarify and strengthen the provisions 
relating to H M O  agency.

This section requires the licensing of an H M O  in order to provide health care 
services on a prepaid basis. The legal entity, in which the responsibilities 
imposed by this Act are vested, serves as a focus of regulatory attention to 
assure that the consuming public is well served.

AS 21.86,020
A  health maintenance organization combines several characteristics of an 
insurance operation (including the need for financial responsibility, the 
assumption of risk and similarity in marketing activities) with the 
characteristics of a health care delivery system. This section provides for the 
authorization and regulation of health maintenance organizations to be carried 
out through existing state agencies. The creation of a new agency specifically 
for health maintenance organizations would unnecessarily duplicate existing 
functions in the Insurance Division and the Department of Health and Social 
Services. It is felt that the expertise of the Alaska Insurance Division on fiscal 
and other regulatory matters and the familiarity of the Alaska Department of 
Health and Social Services with regard to health matters should botn be utilized 
in the regulation of health maintenance organizations. To minimize 
administrative problems, the prime responsibility for administration is vested in 
one agency - tne Insurance Division. However, to the extent possible, the 
responsibilities of the two agencies are clearly defined with the Insurance 
Division obligated to relv on the Department of Henlth and Social Services with 
respect to the latter's sphere of expertise.

Subsection (b)(2) makes explicit the requirement that an H M O  must provide a 
mi nim um package of services on a prepaid basis. Reasonable co-payments, 
however, are permitted and do not violate the requirement for prepayment. 
Such co-payments ma y  be used to (a) reduce the amount of prepayments; and (b) 
minimize frivolous utilization of services. In addition, an H M O  may hnve more 
than one benefit package involving different levels of co-payments.
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Under subsection (bX3). to grant a certificate of authority, the director should be 
satisfied that the health maintenance organization will have the financial 
resources to provide the health care services for which it is obligated to its 
enrollees. However, it is recognized that requiring an H M O  to have more than a 
min imu m capitalization as set forth ir. A S  21.86.140(h) might prevent the 
organization or implementation of an otherwise viable H M O .  Furthermore, 
with various possible insurance and surety arrangements available to back up 
the H M O ’s promise of performance, reserve requirements such as those found in 
the insurance laws are not deemed necessary.

The exercise of authority granted in this section is subject to disapproval by the 
director within 30 days of a filing by a health maintenance organization. The 
director may promulgate rules and regulations exempting certain contracts 
from the filing requirement where exercise of the authority granted in the 
section would nave little or no effect on the financial condition and ability to 
meet obligations of the organization.

This section makes explicit the permissible membership of such a group. 
C S S S S B  335 (Fin) does not, however, require that a nealth maintenance 
organization be consumer controlled. It is expected that H M O ’s controlled in a 
variety of ways will be organized. Where organizations are not consumer 
controlled, it is believed that some means for enrollee participation should be 
provided. For example, such matters as availability, accessibility and continuity 
of health care services are factors which directly confront the consumers and in 
which they have a particular interest. The disclosure of information under 
other sections i9 also designed to assist the consumers.

Arguments against a role for the consumer include: (1) such participation is 
unnecessary and perhaps even harmful to the efficient and professional delivery 
of health care services; (2) a consumer role will impede the initiation of an H M O  
since more people must be involved; and (3) consumers can always seek 
alternative health care. The arguments for a consumer role seem more 
persuasive. These include: (1) consumer participation results in a more 
responsive organization; and (2) consumer participation is not the samt as lay 
control over the rendering of professional service.

AS_21,86,Q$D
This section provides a level of fidelity protection for the consumer by requiring 
a bond.

AS 21.86.060
This section requires that services be provided through appropriately licensed 
persons. It allows the H M O  to provide services directly or through other 
arrangements.
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Subsection (a) requires that every enrollee be provided with evidence of 
coverage and allocates the responsibility for providing that evidence.

Subsection (b) and (e) requires that evidences of coverage and forms are subject 
to filing with and approval by the director.

Subsection (c) establishes requirements which evidence of coverage must meet.

Subsection (d) provides that filing is required under subsection (b) unless the 
form is already subject to filing requirements under existing filing statutes.

Subsection (f) provides for the filing of charges for health care services, i.e., that 
part of the benefit package which is provided in the form of service vis-a-vis 
indemnity or service benefits. Those parts of the package p oviding benefits 
under agreement with an insurance company or hospital or medical service 
corporation will be subject to regulation in accordance with existing laws.

Paragraph (0 neither requires nor prohibits community rating. Reasonable 
underwriting classifications are permitted for the purpose of establishing the 
charges. Different charges m a y  be imposed on different groups of enrollees. 
Such a rigid requirement as community rating would appear to be inappropriate 
when the competing financing mechanisms are not subject to such a constraint. 
The competitive disadvantage which such requirement might impose could 
impeded the development of H M O ’s.

Because of its somewhat different nature, an H M O  is not required by this Act to 
meet reserve requirements similar to those imposed on insurance companies. 
Thus, it is important that the charges be set at an adequate level. The 
requirement for certification by an actuary or other qualified person, along with 
supporting information, is intended to assist the director in determining 
adequacy. In applying the standard of excessive, inadequate, or unfairly 
discriminatory, it is contemplated that the director m a y  consider the amount 
necessary to assure a reasonable return on the initial and subsequent capital 
invested and an amount needed to accumulate adequate funds to stabilize the 
level of charges against fluctuation due to inflation, changes in medical 
technology ana related causes.

A3_2L8.6iQ .IQ

ASL2LS6J2SQ

This section provides the director with the authority to require reports 
considered necessary to carry out his duties. The reports could include:

o a financial statement of the organization;

o any material changes in the information submitted pursuant to 
A S  21.86.010(b)(3);

o the number of persons enrolled at the beginning und end of the 
year; and

o the amount of uncovered and covered expenditures that are 
payable and more than 90 days post due.,

6381D /040990d -7-



In establishing filing requirements, the director will be cognizant of the fact that 
H M O ’s that are qualified under the federal H M O  Act must submit detailed 
reports to the T opartment of Health and H u m a n  Services. The director will 
make use of such reports when they are relevant and avoid the imposition of 
duplicate reporting requirements.

This section requires the H M O  to provide notice to enrollees of changes in 
operation affecting them.

Every health maintenance organization is required to establish a complaint 
system to provide reasonable Drocedures for the disposition of complaints. The 
organizations m ay be expected to receive two types of complaints. One type is 
related to the basic health care services or additional services furnished by it. 
The other type is related to that portion of the coverage in addition to basic 
health care services which is provided by insurance, hospital or medical service 
corporations, or some means other than eing furnished by the organization. 
For complaints arising from health care services, the administrative procedure 
to handle complaints should provide the mechanism through which enrollees 
receive a fair and proper opportunity to have their cases heard, including the 
use of binding arbitr \tion as a means of resolving claims concerning coverage. 
For complaints regarding benefits over whicii the health maintenance 
organization has no direct control such as those portions of the benefit package 
which are covered by insurance, the health maintenance organization is 
responsible only for maintaining statistical information and transmitting the 
complaints to the persons responsible.

AS21.86.11Q

This section avoids duplication of benefits.

A S  21.86.120

This section provides a ten-day free look.

AS_21.86.13Q
Life and health insurers are subject to statutory investment requirements 
designed to assure conservatism and liquidity in the handling of the insurer’s 
funds. Sound financial management is an important element in the variable 
operation of an H M O .  Furthermore, it is contrary to the intent of this bill to 
foster conditions which would enable an H M O  to be used as a "front" for a 
speculative investment operation. At the same time, however, it is recognized 
tnat for an H M O  to fulfill its expected functions, it m a y  be both desirable and 
necessary for the H M O  to invest a portion of its capital funds in facilities and 
services to better enable it to meet its obligations. Such investments ma y  not 
conform to the traditional insurance law investment limitations. Consequently, 
this section excepts this type of investment when approved by the director in 
accordance with the standards set out in A S  21.86.030(bj.
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Even though very serious problems can arise if a health maintenance 
organization defaults on its contracts, fiscal control of health maintenance 
organizations in a manner comparable to that applied to insurance companies 
appears inappropriate in view of the service nature of such organizations. The 
best protection for enrollees is a financially sound organization that generates 
net income. However, beginning health maintenance organizations are often 
small businesses with limited financial resources that will sustain operating 
losses in their early years. Unreasonably high starting capital or reserve 
requirements may prevent some organization from starting or may 
unreasonably tie up the capital of those that do. Therefore, this section provides 
for a structured but flexible approach to protecting against insolvency. It 
requires the maintenance of a minim um capital account, a deposit of cash or 
securities in a min imu m account, and the organization’s generation of additional 
amounts annually as a source of funds to meet its contractual obligations to the 
enrollees in the event of insolvency. The director m a y  waive ail or part of these 
requirements when satisfied that the organization has sufficient net worth or an 
adequate history of generating net income to assure its viability. The 
requirements m a y  also be waived if the health maintenance organization’s 
performance is guaranteed by another financially strong organization.

The section relates the deposit requirements to the amount of the health 
maintenance organization’s uncovered expenditures. This amount will vary 
depending upon the type of organization and the nature of its arrangements 
with providers. For example, the physicians of the staff of the organization or a 
contracting medical group of individual practice association m a y  agree to look 
only to the organization for payment of services provided to the organization’s 
enrollees and agree not to bill them in the event of insolvency. A n  organization 
could have insurance for all or part of its hospitalization expense or another 
organization could agree to guarantee that the liabilities of the health 
maintenance organization are met

In all such cases, it is recommended that the contractual provision require the 
provider or guarantor to notify the director if the provision or insurance is 
modified or no longer in effect or if payment on the contract or policy has not 
been made in a reasonable period of time. This can provide an early warning of 
possible adverse changes in the health maintenance organization's financial 
position. In addition, tne status of such provisions or policies should be covered 
in annual interrogatories to the organization.

In (b), the Finance Committee has increased the deposit amount required of a 
new H M O  from 5 %  of its estimated expenditures for health care services and 
not less than $100,000 to 10% of its estimated expenditures for health care 
services and not less than $250,000. This strengthens the solvency protection 
for consumers substantially, particularly during its first year of operation.

AS-2JL8.6 .14Q

AS. 21.86.150
Subsection (a) requires licensing.

Subsection (b) addresses false or defective advertising and solicitation.
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Subsection (c) applies the insurance Unfair Trade Practices Act to the degree 
applicable.

Subsection (d) is designed to foster continuance of coverage to the extent 
possible.

Subsection (e) addresses potential deception through name utilized.

Subsection (f) requires a certificate of authority to use the phrase "Health 
Maintenance Organization" or "HMO."

A S 21.88.16fl
Provides for regulation of assets.

A S  21,86 .170
This section overrides the group laws to permit an insurer or a hospital or 
medical service corporation to provide coverage protecting enrollees of an HMO. 
This authority is intended to permit insurers and the service corporations to 
write coverage (1) to fill the gaps which the providers of health care services do 
not provide, (2) to provide coverage in excess of the services provided, (3) to 
cover catastrophe situations, (4) to provide protection to the enrollees in the 
event the H M O  becomes insolvent, and (6) to provide coverage against the cost 
of health care services as the health maintenance organization deems necessary.

AS-21.86.18fl

The director is provided authority to examine health maintenance organizations 
as is reasonably necessary. Ho vever, any determination related to the quality 
of health care services is the exclusive responsibility of the commissioner of 
health and social services.

A S 2 1 .8 6 .19 0 - .2 0 0
These sections list the reasons for suspension or revocation of the HMO's 
certificate of authority. They also set fortn a process for such action.

A3J2LS6.210
This section provides for the rehabilitation, liquidation, or conservation of 
health maintenance organizations to be carried out by the director under the 
statute applicable to insurance companies.

A S  21.86 .220
This section provides authority to adopt regulations.
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Proper administration of the H M O  program by the Division of Insurance and 
the Department of Health and Social Services will impose additional financial 
burdens on the respective agencies. For this reason, it is appropriate to 
establish a fee system through which H M O s  are required to bear the expenses 
associated with their regulation by the state.

AS 2L1&2.3.Q

AS 2L8.6J&Q

This section provides for taxation of the HMO.

AS.2.L&&25Q

This section authorizes the director to issue a cease and desist order and to 
apply for injunctive relief. It also provides penalties for violations.

This section clarifies the relationship of H M O s  to other insurance statutes.

AS 21,8 6.2ZQ

This section provides that filings and reports are public documents.

AS.aimaafl

This section provides that medical information on an enrollee is confidential.

A S -2 L8 & 2 3 Q
This section authorizes the Department of Health and Social Services to draw 
upon outside expertise where appropriate. One alternative would be to contract 
with Professional Standards Review Organizations established pursuant to 
Public Law 92-604.

AS 21.86.3QQ

This section provides protection for HMOs from acquisitions which would run 
counter to this chapter.
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A S  g L .8jei.31fi
This section is similar to section 1310 of the federal H M O  Act, but extends the 
dual choice requirement to state licensed HMOs. The licensing requirements of 
this act are less stringent than the federal requirements, so this provision will 
assist in the development and growth of state licensed HMOs. The Finance 
Committee has clarified the language on page 27, lines 14-17, to assure that 
rights in collective bargaining are preserved. The option of enrolling in an H M O  
is an item that, if approved by the bargaining representative, then is offered to 
the membership. Previous language would have required the offer without first 
going to the bargaining table.

Definition section.

Paragraph (6) defines an H M O  to be any person that undertakes to provide or 
arrange for at least basic health care services on a prepaid basis. This can 
achieve either (a) by providing the services directly through physician or other 
providers actually employed by the H M O  and through hospitals or facilities 
owned or directly operated by the HMO, or (b) by contracting or arranging with 
physicians, hospitals or other facilities to provide such services. The term 
arrange" does not contemplate those traditional arrangements which hospital 
or meaical service corporations make in conjunction with their prepayment 
service plans pursuant to hospital or medical service corporation laws. If it 
wore otnerwise, the traditional hospital and medical service corporation 
prepayment service plan, by itself, would be an HMO.

Paragraph (2) defines basic health care services. This definition, combined with 
the requirement that an H M O  provide for basic health care services in AS 
21.86.020(bH2) and AS 21.86.190(a)(3) establishes a minimum package of health 
care services which an H M O  must provide or arrange for. This is intended to 
assure that the enrollees obtain at least a sufficiently broad range of services to 
meet a reasonable amount of their health care needs. At the same time, 
however, the definition should not be so broad as to be financially prohibitive to 
a substantial number of enrollees.

Since no H M O  may function without either a certificate of authority and since 
an H M O  must furnish basic health care services, no health care services may be 
provided or arranged for on a prepaid basis without the m i n i m u m  package of 
basic health care benefits. Tnis serves two purposes: (a) it requires the 
provision of adequate protection and (b) it prevents the avoidance of the 
applicability of the Act by the mere expediency of failing to meet the minimum 
package requirements.

In addition, the H M O  may furnish additional services, certain limited 
indemnity benefits and more comprehensive indemnity benefits. These 
additional services and benefits can be put together in any one of a variety of 
ways. The indemnity or service benefits might cover such situations as 
out-of-area emergency services, out-of-area benefits for dependents away at 
college, or services which the affiliate providers lack the capacity to make 
available. This flexibility in piecing together the package of coverage through 
direct and indirect services and indemnity benefits enables an H M O  type 
operation to meet health care needs in a wide variety of circumstances.
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The definition of an H M O  affords wide latitude for different arrangements. 
This highly flexible approach seems best suited to our diverse and pluralistic 
society with problems varying from locality to locality. Flexibility will allow 
continued innovation and experimentation with different organizational 
structures. It may be easier to recruit health personnel if a number of 
alternative approaches are available. Consistent with this philosophy is the 
absence of any requirement of a minimum number of employees or of a mandate 
as to whether or not the H M O  should be a profit or nonprofit organization. 
Permitting both profit and nonprofit organizations will broaden the financial 
and managerial resources which can be drawn upon in developing the H M O  
concept.

Paragraph (9) defines uncovered expenditures. These are expenditures for 
health care services for which the H M O  is at lisk. They will vary in type and 
amount, depending on the arrangements of the HMO. They may include 
out-of-area services, referral services and hospital services. They do not include 
expenditures for services when a provider has agreed not to bill the enrollee 
even though the provider is not paid by the HMO, or for services that are 
jjuaranteea, insured or assumed by a person or organization other than the 
health maintenance organization.

Section 2 and Section 3

Includes reference to HMOs in related statutes.

Section 4

This is a temporaiy grandfather clause for existing HMOs.

SfictionJ?.

This section provides for applying AS 21.86.310(a) to new or renewal contracts 
or agreements but not those existing.

Section .6

Provides for an immediate effective date.
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Date Referred: February 26, 1990

Date of Committee Action:
The HESS Committee considere
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FURTHER REFERRALS:
JUDICIARY 
FINANCE 

CSSB 340(Rls)am

CS SB NO. 340 (Rules) am ILLEGAL DRUGS/SCHOOLS/PREGNANT WOMEN
•'An Act relating to the delivery and possession of controlled 
substances and imitation controlled substances, to misconduct involving 
controlled substances, imitation controlled substances, and alcohol by 
minors, and to the provision of information that includes penalties 
applicable to misconduct involving controlled substances; and requiring 
installation of signs in the vicinity of schools declaring the areas to 
be 'drug-free school zones'; and providing for an effective date."

RECOMMENDATIONS:

V  be
have

DATIONS: , . . r  _ *\
replaced with  f j  C 5  ( * S  ‘‘S f o

e attached amendment(s)

[y^C] the same title 
[ ] a new title

do pass 

do not pass 

no recommendation 

individual recommendations 

additional referral to the Committee

ADOPTS:

ATTACHES NEW FISCAL NOTE(s):
(Dept)

[ ] fiscal impact____________

letter of intent

APPROVES PREVIOUS:

[ ] zero fiscal note_

(Date/Dept)

J U X  ] fiscal note(s) J / J t f o / p o T / 2 / 2 2 /ra P-S. 

[ ] zero fiscal note(s)______ /___________

[ ] zero fn/analysis



6-1102Da • 
Chenoweth

A M E N D M E N T  

OFFERED IN THE HOUSE '

TO: CSSB 340 (Rules) am

s

Page 7, lines 25 - 29:

Delete all material and insert:

"* Sec. 12. AS 28.15.185(b) is amended to read:

(b) The court shall impose the revocation for an offense

described in (a) of this section as follows:

(1) for a first conviction or adjudication, the revocation 

may be for a period not to exceed 120 [90] days;

(2) for a second [OR SUBSEQUENT] conviction or adjudica­

tion, the revocation may be for a period not to exceed one yearj_

(3) for a third or subsequent conviction or adjudication, 

the court shall revoke the minor's driver's license for two years or

until the minor reaches 18 years of age, whichever is longer."
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Chenoweth

A M E N D M E N T

OFFERED IN THE HOUSE j l  ^  .

TO: CSSB 340 (Rules) am

Page 2, lines 1 - 2 :

Delete "or within 1,000 feet of"

Page 2, line 2, after "grounds":

Insert "or within the drug-free area adjacent to school grounds"

Page 2, line 7:

Delete "1,000 feet of the"

Insert "the drug-free area adjacent to"

Page 2, line 27:

Delete "or within 1,000 feet of"

After "grounds" :

Insert "or within the drug-free area adjacent to school grounds"

Page 3, line 5:

Delete "or within 1,000 feet of"

Page 3, line 6, after "grounds":

Insert "or within the drug-free area adjacent to school grounds"
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C h e n o w e t h

Page 3, line 11:

Delete "or within 1 ,000 feet of school [THE]"

Insert "school [WITHIN THE]"

After "grounds":

Insert "or within the drug-free area adjacent to school grounds"

Page 3, line 19:

Delete "1,000 feet of the"

Insert "the drug-free area adjacent to"

Page 4, line 25:

Delete "or within 1,000 feet of school [THE]"

Insert "school [WITHIN THE]"

After "grounds":

Insert "or within the drug-free area adjacent to school grounds"

Page 5, line 23:

Delete "1,000 feet of the"

Insert "the drug-free area adjacent to"

Page 5, following line 26:

Insert a new paragraph to read:

"(28) "drug-free area adjacent to school grounds" means the 

area circumscribed by a line that is 1,000 feet outside the real 

property boundary line of a public or private school; however, if the 

area circumscribed by the line includes more than 50 percent of the
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C h e n o w e t h

area of the city or village in which the school is located, then the 

drug-free area is the area circumscribed by a line drawn at a fixed 

distance outside the real property boundary line of the public or 

private school so that the area includes 50 percent, and no more than 

50 percent, of the area of the city or village in which the school is 

located."

Renumber following paragraphs accordingly.
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A L A S K A  A S S O C IA T IO N  O F  S E C O N D A R Y  S C H O O L  P R IN C IP A L S

R E S O L U T I O N  N U M B E R  1 . D R U G - F R E E  S C H O O L  Z O N E S  

S U B M I T T E D  B Y : A A S S P

W H E R E A S  t h e  A la s k a  A s s o c ia t i o n  o f S e c o n d a r y  S c h o o l  P r in c ip a ls  
h a s  lo n g  b e e n  in v o lv e d  it f ig h tin g  th e  m e n a c e  o f d ru g  a b u s e  in A la s k a  d u e  
to th e  d e t r im e n t a l a f f e c t s  it c a n  h a v e  o n  o u r  s t u d e n t s  a n d  s o c ie t y ; a n d

W H E R E A S  d r u g  p u s h e r s  h a v e  o f t e n  f o u n d  a  lu c ra tiv e  m a rk e t a m o n g  
s t u d e n t s  w h o  c a n n o t  s a y  "no" ; a n d

W H E R E A S  a t t h e  n a t io n a l le v e l a  r e c e n t  s u rv e y  by th e  C o a l i t io n  fo r 
D r u g - F r e e  S c h o o l  Z o n e s ,  o f w h ic h  N A S S P  is a  c h a r t e r  m e m b e r , s h o w s  ?hat 
2 3  s t a t e s  n o w  h a v e  d r u g - f r e e  s c h o o l  z o n e s  o n  th e  b o o k s , a n d  le g is la t io n  is 
p e n d in g  in a n o t h e r  1 2  s t a t e s ; a n d

W H E R E A S  A la s k a  is o n e  o f  t h o s e  s t a t e s  th a t h a s  n o  d ru g  fr e e  s c n o o l  
z o n e s  in s t a t u t e  o r  in p r o p o s e d  le g i s la t io n ; a n d

W H E R E A S  p o l i c e  r e c o r d s  in N ew  J e r s e y , th e  first s ta te  to p a s s  d ru g  
f r e e  s c h o o l  z o n e  l e g i s la t i o n , c o n f i rm  th a t p u s h e r s  a v o id  th e  s p e c ia l z o n e s  
b e c a u s e  o f th e  s e v e r e  p e n a l t i e s  in f o r c e  t h e r e ;

T H E R E F O R E  B E  IT  R E S O L V E D  th a t th e  A la s k a  A s s o c ia t io n  o f 
S e c o n d a r y  S c h o o l  P r in c ip a ls  w o r k  fo r th e  in t r o d u c t io n  a n d  p a s s a g e  o f a  
d r u g - f r e e  s c h o o l  z o n e  law  in t h e  s ta t e  o f A la s k a  a n d  th a t w e w o rk  to m a k e  
p e n a l t i e s  a s  s e v e r e  a s  p o s s i b l e  fo r v io la t io n  o f th is  law .
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D R U G - T A K I N G  B E H A V I O R  A M O N G  A L A S A K A N  Y O U T H  - 1 9 8 8 :

A  F O L L O W - U P  S T U D Y

B e r n a r d  S e g a l , P h .D .
D ir e c t o r , C e n t e r  fo r  A lc o h o l a n d  A d d ic t io n  S t u d i e s  

U n iv e r s i ty  o f  A la s k a  A n c h o r a g e

N o v e m b e r , 1 9 8 8

F u n d e d  in p a r t by  a  g r a n t  f r o m  th e  S t a t e  O f f i c e  o f  A lc o h o l i s m  a n d  D ru q  
A b u s e , D e p a r tm e n t  o l  H e a l t h  a n d  S o c i a l  S e r v i c e s , J u n e a u . A la s k a



L i f e t im e  E x p e r i e n c e  w ith  O n e  o r  m o r e  D r u g s  
T o ta l S a m p l e  

1 9 8 8  
(n= 4 1 2 9 )

F igu re  4 - 4

F ig u r e  4 - 5
P e s t  Y e a r  E x p e r i e n c e  w ith  O n e  o r  M o r e  D r u g s

1 9 8 8



C .  Comparisons with Other Surveys
0 ) C o m p a r i s o n  o f  A l c s k c  1 2 - 1 7  V g c r - O l r i s  w i t h  t h e  1QQ5 N c t i o n c l  S u r r e y  

D r u g  A b u s e :  L i f e t i m e  P r e v a l e n c e

T h e  1 9 8 5  N a t i o n c l  S u r v e y  c n  D r u g  A b u s e  ( N I D A ,  1 9 8 6 )  i d e n t i f i e s  l i f e t i m e  

p r e v a l e n c e  o f  d r u g  u s e  c m c n g  1 2 - 1 7  y e a r - o l d s  i n  t h e  l o w e r - 4 8  s t a t e s .  A  

c c m p c r i s o n  o f  t h e  A l a s k a n  d a t a  f o r  t h e  s e m e  a g e  g r o u p  ( F i g u r e  4 - 4 5 )  

s h o w s  t h a t  A l c s k c n  1 2 - 1 7  y e c r - c l d s  e x c e e d e d  t h e  n a t i o n c l  l e v e l s  f o r  e v e r /  

s u b s t a n c e .  M a r i j u a n a ,  f o r  e x c m p l e ,  w a s  g r e a t e r  t h e n  t w i c e  t h e  n c r i o n c :  

l e v e l ,  e n d  s t i m u l c n t s  w e r e  m o r e  t h a n  t h r e e  t i m e s  t h e  n a t i o n c l  r a t e .

T h e  q u e s t i o n  c r i s e s  o f  w h y  t h e  A l c s k a n  d a t a  is s o  m u c h  h i g h e r  t h e n  t h e  

p r e v a l e n c e  l e v e l s  c i t e d  i n  t h e  n a t i o n a l  s u r v e y .  O n e  p o s s i b l e  a n s w e r  

i n v o l v e s  d i f f e r e n c e s  i n  m e t h o d o l o g y .  T h e  A l a s k a  s u r v e y  u t i l i z e d  a  p r o ­

c e d u r e  w h i c h  c a l l e d  f o r  a n o n y m o u s  r e s p o n s e s  t o  q u e s t i o n n a i r e s .  T h e  

n a t i o n c l  s t u d y  i n v o l v e d  d i r e c t  i n t e r v i e w s .  It is p o s s i b l e  t h a t  d i r e c t  i n t e r v i e w s ,  

p a r t i c u l a r l y  w h e n  c o n d u c t e d  i n  t h e  i n t e r v i e w e e ' s  h o m e ,  e l i c i t e d  m e r e  

f c l s e  n e g c t i v e s  t h a n  r e s p o n d i n g  a n o n y m o u s l y  t o  q u e s t i o n n a i r e s  i n  s c n c c i .  

t h e r e b y  r e s u l t i n g  i n  l o w e r  p r e v a l e n c e  r c t e s .  A n  a l t e r n a t i v e  e x o l c n c t i c r .  s 

t h a t  s u b s ' c r . c e  u s e  i n  A l c s k a  is h i g h e r  t h e n  i n  t h e  l o w e r - 4 8  s t a t e s .



F i g u r e  4 - 4 5  
C o m p a r i s o n  o f  A l a s k a  W U h  

t h e  1 9 8 5  N a t i o n a l  H o u s e h o l d  S u r v e y  
f o r  1 2 - 1 7  Y e a r  O l d s  
L i f e t i m e  E x p e r i e n c e

c
<ua
i-
<u
Q.

B  National Survey 
□ Alaska

m j  h .  a< m  s t  cp
S u b s t a n c e

( 2 )  C o m c c r i s c n  o f  A l c s k a  S e n i o r s  w i t h  t h e  1 9 8 7  N c f i c n c l  H i c n  S c h o o l  S p n i o r  

S u r v e y  L i f e t i m e  P ' e v c l e n c e .

T c b l e  4 - 4 6  p r o v i d e s  a  c c m p c r i s c n  o f  t h e  f i n d i n g s  f o r  A l c s k a  h i g h  s c h o o l  

s e n i o r s  w i t h  t h e  f i n d i n g s  f r o m  t h e  1 9 8 7  N a t i o n c l  H i g h  S c h o o l  S e n i o r  S u r v e y  

( J o h n s t o n ,  1 9 8 8 ) .  A s  m a y  b e  o b s e r v e d ,  t h e  A l c s k c n  d c t a  is e i t h e r  g e n e r c i l y  

c o m c c r c b l e  f o r  s o m e  s u b s t c n c e s ,  o r  e x c e e d s  n a t i o n a l  p r e v a l e n c e  

l e v e l s .  A l c s k c n  p r e v a l e n c e  r c f e s  f o r  m c r i j u c n c .  i n n c i c n T s ,  h c l l u c : n o g e r . s .  

c o c a i n e ,  e n d  s t i m u l c n t s  t e n d e d  t o  b e  h i g r . e r  t h e n  t h e  n a t i o n c l  f i g u r e s :  

e x p e r i e n c e s  w i t h  h e r e i n ,  c e c r e s s c n t s .  t r c n q u i l i z e r s .  c l c c r c l .  c n c  ‘ c c c c o o  

w e r e  f c t r i y  c c m c c r c o l e .
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F i g u r e  4 - 4 4  
C o m p a r i s o n  o f  A l a s k a n  S e n i o r s  w i t h  

t h e  1 9 8 7  N a t i o n a l  H i g h  S c h o o l  S e n i o r  S t u d y  
L i f e t i m e  P r e v a l e n c e

1587 National Study 
1988 Alaska Study

M J  IH K .  CK W  ST CP

S u b s t a n c e



Current Law Compared to Provisions of SB 340 - Drug Free School Zones

Action
Current Law: On School 
Grounds By An Adult

Current Law: Off School 
Grounds By Any Person

CS SB 340(Fin) am 
Within 1000 feet of a 
School By Any Person

Simple Possession of the 
Following Controlled Substances:

IA, I LA B Felony C Felony B Felony

Large Amounts of IIIA, IVA, VA C Felony C Felony C Felony

Small Amounts of IIIA, IVA, VA C Felony A Misdemeanor C Felony

VIA C Felony

i

16 oz or more: C Felony 
8 oz or more: A  Misdemeanor 

4 oz or more at home: B Misdemeanor 
1 oz or more in public: B Misdemeanor 
Any amount in a propelled vehicle: B 

Misdemeanor 
L Less than 1 oz in public: Violation 

Less than 4 oz at home: Legal

C Felony 
C Felony 
C Felony 
C Felony 
C Felony

C Felony 
Legal

Senator Jan Faiks * March 21, 1990



Current Law Compared to Provisions of SB 340 - Drug Free School Zones

Action
Current Law: On School 

Grounds By An Adult
Current Law: O f f  School 
Grounds By Any Person

CS SB 340(Fin) am 
Within 1000 feet o f a 
School By Any Person

De live ry  or Possession W ith 
the Intent to De live r the Follow ing 
Contro lled Substances:

IA *Current law enhances possession A Felony A Felony

IIA, IIIA
violations on school grounds, not 

delivery violations (see other B Felony A Felony

IVA, VA
chart)

C Felony B Felony

VIA 1 oz o r more C Felony B Felony
VIA 1 /2  oz or more A Misdemeanor C Felony

VIA 1 / 2  oz or less fo r remuneration A Misdemeanor C Felony
VIA 1 /2  oz or less Violation C Felony

Controlled Substance Schedules:
I Includes heroin, opium
II Includes cocaine, LSD
III Includes hashish
IV Includes some barbituates
V Includes Codeine
VI Marijuana

Senator Jan Faiks - March 21, 1990



" U s e  I t  a n d  L o s e  I t "  L a w

A S  2 8 . 1 5 . 1 8 5

Current Law

Minor convicted of a drug or alcohol 

offense loses his or her diver's license 

for:

First offense: 90 days 

Subsequent offense: 1 year

________ CSSB 340 (Fin) a m ________

I
Minor convicted of a drug or alcohol 

offense loses his or her driver's license 

for one year or age 18, whichever 

is longer.

Senator Jan Faiks • March 22, 1990



S T A T E  O F  A L A S K A
1990 L E G I S L A T I V E  S E S S I O N

BILL VERSION: Gsa34°

PUBLISH DATE: ________

REQUEST:
F I S C A L  N O T E

Revision D a te :___________________________
Title : "An Art rplanny tr. rip liupry ad8 
possessicn of csrcrolled sytetarra 
Sponsor: ;=en- ca ixs ' e t .a i .
Requestor: _______________________

Agency Affected:
BRU : J & i tL S e c a f l e s .

Components:— B z ta t i e o  Saeuioas

EXPENDITURES/REVENUES: (Thousands of Dollars)
OPERATING FY 91 FY 92 FY 93 FY 94 FY 95 FY 96

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLES
EQUIPMENT
LAND A STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS

180.0 180.0 m o lflo .n lrd.o i.qo.o

TOTAL OPERATING 180.0 180.0 380.0 180.0 m o 180.0

CAPITAL 0 0 0 0  . . . . ____ Q - SL. „ .

REVENUE 0 0 0 0 0 0

FUNDING: (Thousands of Dollars)
GENERAL FUND 
FEDERAL FUNDS 
OTHER 
TOTAL

180.0 180.0 m o m o m . o 1.80.0

m o 180.6 .J & Q ______ 180.0 121 2 180.0

P O SIT IO N S:
FULL-TIME
PART-TIME
TEMPORARY

0 0 0 0 0 _ c ____
0 0 c 0 0 poo

.  C________ 0 ft c _  _

ANALYSIS : (Attach a separate page necessary)

(See attached) FY 90 fiscal ir.nact is "0"

—
Prepared b y :_______VfetD____________—-----------------------------------------------
D ivision: F^tn iv and Ycuth Serv ices______________________________

465-317D

Approved by Commissioner: ______
Agency: Dept- o f H ealth and Socia l S erv ices_____________

Phone : —
Date: ^

Date: ^ 7/Jk

Distribution (by preparer): 
Legislative Finance 
Legislative Sponsor 
Requestor
Office of Management and Budget 
Impacted Agency(ies) page of



F I S C A L  N O T E
C S S B 3 4 0
D H & S S

Page 2 of 2

A N A L Y S I S :

T h e r e  w ou ld  b e  no fisca l im pact on  the d e p a r tm e n t in F Y 9 0 .

C S S B 3 4 0  will m a k e  availab le to th e c o u r t an add itiona l sta tu torily  a u th o r iz e d  
d e lin q u e n c y  d isp o s it io n  a lternative . T h e  c ou r t c o u ld  o r d e r  a  su b s ta n tia l a m o u n t o f 
c om m u n ity  se rv ice to  b e  c om p le te d  by a  m in o r w h o h a s  b e e n  a d ju d ic a te d  o n  th e  
b a s is  of a  s u b s ta n c e  a b u s e  o f fe n s e  involving p o s s e s s i o n  for d istribu tion o n  a s c h o o l 
g ro u n d  o r  s c h o o l b u s .

A p p lic a t io n  of this a lternative w ou ld  requ ire  th e  d iv is ion  of F am ily  a n d  Y o u th  
S e rv ic e s  to  d e v e lo p  w idely d istribu ted c om m un ity  w ork se rv ic e  p ro g ra m s . W ith ou t a n  
a p p ro p r ia te  p ro g ram  to su p p o r t a  c om m un ity  w ork se rv ic e  o rd e r it is un like ly  th e  
c ou r t w ou ld  se le c t th is d e lin q u en cy  d isp o s it io n  a lte rna tiv e a n d , if o r d e r e d , it is 
un like ly  tha t s u c h  o rd e r s  c ou ld  b e  m ean ing fu lly  a pp lie d  o r  h av e rehab ilita tive v a lu e .

A  w ell d e s ig n e d  sy stem a tica lly  a pp lie d  p ro g ram  is n e c e s s a ry  to identify a p p ro p r ia te  
c om m u n ity  w ork se rv ic e  s ite s , n eg o tia te  a g r e e m e n t s  w ith pub lic  a n d  private n o n ­
profit a g e n c ie s  prov id ing w ork se rv ice s i t e s , a s s ig n  y ou th  to a p p ro p r ia te  s i te s , 
m o n ito r  b e h a v io r o n -s ite , d o c um e n t c om p le t io n  o f w o rk  se rv ic e  re q u ir em en ts  a n d  
re p o r t to th e  cou rt. P e r fo rm a n c e  o f su c h  activ ities c a n  m o s t effec tive ly b e  c a rr ie d  
o u t by a  private s e c t o r  a g e n cy  u n d e r c on tra c t with th e  d e p a r tm e n t . P ro g ram  
s e rv ic e s  c o u ld  be o rg a n iz e d  reg iona lly  in J u n e a u , F a irb a n k s , a n d  A n c h o r a g e . 
P r o g r a m  se rv ic e s fo r th e  sm a lle r c om m u n it ie s  in t h o s e  re g io n s c o u ld  b e  p ro v id e d  
itinerantly by th e con tra c to r . S u c h  p ro g ram s c o u ld  h a n d le  5 0 0 -8 0 0  re fe rra ls p e r  y e a r 
m a k in g  c om m un ity  w ork se rv ice a v iab le d e lin q u e n c y  d isp o s it io n  a lte rna tiv e fo r all 
a d ju d ic a te d  d e lin q u en ts , no t ju st th o s e  c h a rg e d  with s u b s ta n c e  a b u s e  o f fe n s e s .

C o s t  e s t im a te s  w e re  d eriv ed  from  ac tua l o p e ra t io n a l c o s t s  fo r th e  ju v en ile  
c om m u n ity  w ork se rv ic e  p ro g ram  p rev iou s ly  p ro v id e d  th ro u g h  R S A  io  th e  
D e p a r tm e n t o f Law  Pretria l D iv ersion Unit. T h a t p ro g ram  w as d is c o n t in u e d  in 1 9 8 7 . 
C o s t  p e r  reg iona l s ite prov id ing bo th  local a n d  itinerant s e rv ic e s  is $ 6 0 ,0 0 0  fo r  a  
to ta l s ta tew id e a nnua l c o s t o f $ 1 8 0 ,0 0 0  for th re e  (3 ) s i t e s . C o n tra c to r  c o s t s  a re  a s  
fo llow s :

F u ll-T im e C o o rd in a to r : 
sa la ry  & ben e fits @ 4 2 .0  
p e r  staff for e a c h  o f 3
r e g io n s  A x .O  X  3  «  $ 1 2 3 .0

S u p p o r t S e rv ic e s : 
trave l, c om m un ic a t io n s , 
s u p p lie s  and e q u ipm en t @ 19.0
p e r  reg iona l p ro g ram  19 .0_______X 3 _________■____ 5 7 .0

T O T A L  $ 1 8 0 .0



*

Senate Letter of Intent

~ / n ! rn

;:rc-

CSSB 340 (Finance)

It is the intent of the legislature that the Department 
of Public Safety annually coordinate the printing of a "Student’s 
Rights" card designed and written by the Department of Education. 
The Department of Public Safety shall make arrangements to 
distribute the card to every child enrolled in a public school, and 
to every child enrolled in a private school of which the Department 
of Education has a record under AS 14.45. The legislature intends 
that the Commissioner of Education use the "Student's Rights" card 
distributed by the State of New Jersey as a guide in designing the 
card, and that the card include information that summarizes the 
Alaska statutes applicable to the sale and possession of controlled 
substances on or near school grounds, and on school buses.

It is the further intent of the legislature that the 
Department of Public Safety annually coordinate the preparation and 
mailing of an information pamphlet to all households in the state. 
The pamphlet should be written in easily understandable language, 
should be designed to educate the public about controlled 
substances, and should summarize information relating to the 
criminal penalties applicable to the sale and possession of 
controlled substances on or near school grounds, and on school 
buses.

The legislature does not intend for the Department of 
Public Safety to pay for the cost of printing or distributing the 
"Student's Rights" card or information pamphlet. Instead, the 
legislature intends for the Commissioner of Public Safety to 
develop a process for soliciting in-kind donations of services and 
materials from private sector businesses and individuals, and to 
allow members of the private sector to print and distribute the 
"Student's Rights" cards and information pamphlets. The names of 
the donors shall be printed on each card and pamphlet.

- 4 - y  " ’f ' i /  f a .



S T A T E  O F  A L A S K A  BILL VERSION: CS SB 340 (Rules) (a)
1990 L E G I S L A T I V E  S E S S I O N  PUBLISH DATE: 2/22/90

R E Q U E S T :  FISCAL NOTE
Revision Date: Agency Affected: DOT&PF
Title: At. Act relating to Drug Free BRU: Maintenance and Operations

School Zones
Sponsor: Faiks, etc. Components:
Requestor Faiks

E X P E N D IT U R E S /R E V E N U E S : nwand.ofPoiimi)
OPERATING FY91 FY 92 FY 93 FY94 FY 95 FY 96

PERSONAL SERVICES 0 0 0 0 0 0
TRAVEL 0 0 0 0 0 0
CONTRACTURAL 148.5 15.0 30.0 30.0 30.0 45.0
SUPPLIES 0 0 0 0 0 0
EQUIPMENT 0 0 0 0 0 0
LAND & STRUCTURES 0 0 0 0 0 0
GRANTS. CLAIMS 0 0 0 0 0 0
MISCELLANEOUS 0 0 0 0 0 0
TOTAL OPERATING 0 0 0 0 0 0

CAPITAL 0 0 0 0 0 0

REVENUE 0 0 0 0 0 0
1

FU N D IN G : (Thajundi of Dollinll
GENERAL FUND 148.5 15.0 30.0 30.0 30.0 45.0
FEDERALFUNDS 0 0 0 0 0 0
OTHER 0 0 0 0 0 0
TOTAL 148.5 15.0 30.0 30.0 30.0 45.0

P O S IT IO N S :
FULL-TIME 0 0 0 0 0 0
PART-TIME 0 0 0 0 0 0
TEMPORARY 0 . 0 0 0 0 0

ANALYSIS: See attached.

465-2951 
January 24.1990

January 24. 1990

page 1 of 2

Prepared by: 
Division:

Jeffery C. O ltc scq /
Director, Engineering and Operations Standanls

Approved by Comm issioner Mark. S. Hickey t o .  t o  
Agency: Department o f Transportation and Public Facilities

Phone:
Date:

Date:

Distnbuuon (by preparer): 
Legislative Finance 
Legislative Sponsor 
Requestor
Office of Management and Budget 
Impacted Agcncy(ics)
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) Changes

W - t  £ i ^ a li n o r o p r i a c e .  AIK/ (_



Department of Transportation and Public Facilities
Fiscal Note Analysis: House Bill No. 391 (Section 19.10.045) 1/24/90

There is no way to make an actual inventory of signed school locations on short 
notice. However, there are 660 schools, and it can reasonably be assumed that at 
least half are on or near the state system (including municipal arterials), and are 
marked as schools by school speed zones, marked crosswalks, or advance school 
warning signs.

Furthermore, where schools are signed there would rarely be less than two marked 
locations (one in each direction on one road) and probably rarely more than four 
(one in each direction on two roads) for an average of 3 per school. This amounts to 
330 schools x 3 signs per school average = 990 signs total.

Large signing contracts average approximately $50 per square foot for installed signs. 
The required sign size for legibility and consistency would be about two square feet. 
However, such smaller signs have much the same mounting, labor and equipment 
costs as those several times larger. Including the need to locate the signs rather 
accurately, the estimated cost per sign is conservatively $150 each.

This results in an estimated initial cost of $148,500 in 1990 dollars.

The sign life due to deterioration, accidental destruction, and the high vandalism 
target value cannot be expected to exceed about five years with, for all causes, 10% 
loss the first year, 20% the second through the fourth years, and 30% the last year 
when deterioration sets in, and about 20% per year average thereafter.

This results in maintenance as follows (in 1990 dollars):

1st year 0.10 x$150K = $15,000
2nd thru 4th years 0.20 x $150K = $30,000 per year
5th year 0.30 x $150K = $45,000
thereafter , 0.20 x S150K = $30,000 per year

There is no way to accurately speak for the municipalities for the costs on their road 
system.
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STATE OF ALASKA

1990 LEGISLATIVE SESSION

BILL VERSION: CSSB 340(Rules) (b)

PUBLISH DATE: _ 2 / 2 2 / 9 0  _____________

FISCAL NOTE
nc(rQUEST:

Revision Date: 2/9/90______
Title: Illegal drucis/schools

Sponsor: Senator Falks. et al■
Requestor: Senate Finance

Agency Affected: Public Safety
BRU:  Alaska.State Troopers

Component: AST Special Projects

EXPENDITURES/REVENUES: (Thousands of Dollars) (Inflation not Included)

OPERATING FY 91 FY 92 FY 93 FY 94 FY 95 FY 96

PERSONAL SERVICES

TRAVEL

CONTRACTUAL

SUPPLIES

EQUIPMENT

LAND & STRUCTURES

GRANTS, CLAIMS

MISCELLANEOUS

39.7 39.7 39.7 39.7 39.7 39.7

TOTAL OPERATING 39.7 39.7 39.7 39.7 39.7 39.7
1

CAPITAL -0- -0- -0- -0- -0- -0-

REVENUE -0- -0- -0- -0- -0- -0-

FUNDING: (Thousands of Dollars)

GENERAL FUND 

FEDERAL FUNDS 

OTHER/PROG RCPT 

TOTAL

39.7 39.7 39.7 39.7 39.7 39.7

39.7 39.7 39.7 39.7 39.7 39.7

POSITIONS:

FULL-TIME

PART-TIME

TEMPORARY

0 0 0 0 0 0

2 2 2 2 2 2

0 0 0 0 0 0

ANALYSIS: (Attach a separate page If necessary)

See attached analysts^ changes m C.<,<S!>HO t e M
have no fiscal impact.

/ p
Prepared by: 
.Division:

Francis C. ..

This fiscal note is 
appropriate.

Alaska State Troopers.
rnone: 
Date: 2 /9 /9 0

V v V ' ^\ Approved by Commissioner:
Agency: Department of Public Safely

Arthur Engl 1 sh Date: ^
Page 1 o f



Department of Public Safety 
Fiscal Note Analysis
CSSB 340 (FIN) DRAFT, Drug Free School Zones 
Page 2 of 4

Passage of proposed CSSB 340 (FIN) In Its present form would require the 
Department of Public Safety to annually produce and dlstlbute "Student's 
Rights" cards to an estimated 112,000* students presently enrolled In the 
625 public and private schools In Alaska.

This bill also requires the Department of Public Safety to produce and 
distribute a controlled substances Information pamphlet which Is to be 
distributed annually to each of the estimated 266,000** households 
throughout Alaska.

The bill prohibits the Department of Public Safety from using state funds 
to accomplish this task, and an accompanying "letter of Intent" directs 
the Department to solicit funds from private sources. The Department 
does not feel that this approach Is realistic In Alaska. States with 
larger corporate environments may be able to obtain such voluntary 
support, but solicitation of donations for continuing revenue Is very 
difficult. Despite serious doubts about the workability of this scheme, 
this fiscal note Is the Department's best estimate of essential costs.

To accomplish the tasks set out by the language of this bill, as 
interpreted In the letter of Intent, the following activities must 
occur: writing, research, design and layout of the Information pamphlet
and Student's Rights cards, preparation of printer's specifications, bid 
specifications, mall assembly, and distribution. These and many other 
tasks must be handled by skilled personnel In order to ensure compliance 
with the legislation. In addition, It will be necessary for at least one 
member of the DPS staff to oversee and coordinate this project to ensure 
compl 1ar.ce.

Personal Services:

Publications Specialist II 
Clerk Typist II

TOTAL

$25.3
14 ,4

H L i

* Figures from the Department of Education.
** Figures from U.S. Census Bureau.



Posi t ion Title
Publications Specialist II

No. of Positions Range/Step Barg. Unit 
1 16/A

Time Status Staff Months
PPT 6

Location
Anchorage

Election District 
10

Justi f ication

within the Community ServicesType of Expenditure Amount This position will function
1 2 3 Bureau. This person will be responsible for the preparation, 

writing, and design layout of the controlled substance 
information pamphlet and the "Student's Rights" card.
Further, the position would be responsible for preparing 
printer's specifications and obtaining bids for printing of 
these publications. Distribution and nailing of the material 
would also be coordinated by this individual.

- Six months funding will be needed to perform the work 
necessary to meet the requirements of this legislation.

Salary* 18,956 ///////////////////
Benef i ts* 6,306 ///////////////////
Premium Pay (Included in Above) ////////////////// iiiimiimmiiii
Other ////////////////// ///////////////////

Total Personal Services mniiiiiiiii/m 25.3
Travel
Contractual
Commodities
Equipment
Other

Total Cost 25.3

funding Source for Total Cost
Federal Receipts 1002
G.F. Match 1003
General Fund 1004 25.3
Program Receipts/GF 1005
I-A Receipts 100/
CIP Receipts 1061
Other

* Personal Services Salary and Benefits Costs are from PACS.

COMPONENT _ASI„Speciil_Etiac£U



Position Title
Clerk typist II

No. of Positions Range/Step Barg. Unit 
1 7/A ASEA

Time Status Staff Months
PPT 6

Location Election Oistrict 
Anchorage 10

Justi f ication

Typc of Expendi ture Amount This Clerk Typist II position will be assigned to the 
Community Services Bureau to provide clerical support for1 2 3

Salary" 10,394 /////////////////// this project in terms of research and follow-up 
correspondence with schools and interested households.Benefi ts" 3,982 ///////////////////

Premium Pay (Included in Above) ////////////////// ///////////////////
Other ////////////////// /////////////////// This position will be needed for 6 months to accomplish

the goals envisioned in the legislation. jTotal Personal Services ////////////////// 14.4
Travel
Contractual
Commodi ties
Equipment
Other

Total Cost 14.4

Funding Source for Total Cost
Federal Receipts 1002
G.F. Match 1003
General Fund 1004 14.4
Program Receipt:/GF 1005
I-A Receipts 1007
CIP Receipts 1061
Other

" Personal Services Salary and Benefits Costs are from PACS.

R E QU E S T FOR 
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S e n a t e  J u d i c i a r y  C o m m i t t e e

MEMORANDUM

February 27, 1990

TO: Representative Johnny Ellis, Chairman
House HESS Committee

FROM: Senator Jan Faiks, Chairman
Senate Judiciary Committee

SUBJECT: SB 340 "An Act relating to the delivery and
possession of controlled substances and 
imitation controlled substances; and 
requiring installation of signs in the 
vicinity of schools declaring the areas to 
be 'drug-free school zones'? and providing 
for an effective date."

CSSB 340 (Rules) am has been referred to the House HESS 
Committee for consideration. This bill creates areas around 
public and private preschools, elementary and secondary 
schools in which penalties for the sale and possession of 
drugs will be enhanced.

Many states, including Alaska, have laws on the books that 
increase the penalty for selling drugs on school grounds. The 
purpose is to protect young people from exposure to drugs at a 
time in their lives when they are least able to appreciate the 
risks or resist peer pressure. The problem with these laws is 
that they invariably apply only to the school grounds, and not 
to the area surrounding the school. It is essential that a 
zone around each school be drug free, not just the school 
itself. Otherwise, drug dealers can operate freely across the 
street from the schoolyard.

In 1987, New Jersey became the first state to adopt a 
"drug-free school zone" law. This law raises the penalties 
for drug sales and possession not only on the school grounds, 
but within 1000 feet of a school as well. CSSB 340 (Rules) am 
is modeled on this New Jersey law. Since 1987, approximately 
35 other states have adopted some version of drug-free school 
zone legislation. President Bush has made the drug-free

Post Office Box V • Juneau, Alaska 99811



school zone concept part of his National Drug Control 
Strategy, and the Chiefs of Police National Drug Task Force 
has called it "perhaps the most effective incremental 
system-wide solution to the drug problem."

A sectional analysis of CSSB 340 (Rules) am is attached. You 
will note the following major differences between current law 
and this bill:

Current law makes it a more serious offense for an adult to 
possess drugs on school grounds. The specific penalty depends 
on the type of drug that is possessed. For example, an adult 
who possesses a small amount of cocaine off school grounds 
guilty of a class C felony (up to five years in jail/$50,000 
fine), whereas possession on school grounds would be a class B 
felony (up to 10 years in jail/$50,000 fine). Current law 
does not apply to the area surrounding a school, or to conduct 
on a school bus.

CSSB 340 (Rules) am changes ;his in several major ways.
First, it makes it a more serious offense for any person 
(adult or minor) to deliver or possess with the intent to 
deliver controlled substances within 1000 feet of a school or 
on a school bus. For example, a person who delivered cocaine 
more than 1000 feet from a school would be guilty of a class B 
felony; if he delivered it within 1000 feet of a school or on 
a school bus, he would be guilty of a class A felony (up to 20 
years in jail/$50,000 fine). Minors charged with dealing 
drugs on school grounds would be adjudicated under the 
juvenile justice system, as they are with current drug law 
violations. However, minors would be subject to a mandatory 
sentence of 100 hours of community service.

Second, the bill provides that any person (adult or minor) who 
possesses drugs for personal use (i.e. the casual user as 
opposed to a dealer) is committing a more serious crime if the 
possession takes place with 1000 feet of a school or on a 
school bus. For example, a person who possessed cocaine more 
than 1000 feet from a school would be guilty of a class C 
felony; if he possessed it within 1000 feet of a school or on 
a school bus, he would be guilty of a class B felony. Again, 
minors would be adjudicated under the juvenile justice system, 
but subject to a mandatory sentence of 100 hours of community 
service.

In order to advise persons of these newly created drug-free 
school zones, the bill requires the state and municipalities 
to post street signs around schools, declaring the area to be 
a "Drug-Free School Zone." Five other states require signs 
to be posted: New Jersey, Maryland, Texas, Florida, and 
Pennsylvania.



Additionally, the Department of Public Safety is required to 
issue "Student's Rights" cards to every student. in the state, 
based upon the New Jersey student right's card; this card 
expresses a student's right to attend school in a drug-free 
environment. It is also required to prepare and distribute to 
each household a pamphlet summarizing the state's drug laws. 
Copies of New Jersey's card and pamphlet are attached.

One final change is made to the "use it and lose it" law 
passed by the Legislature several years ago. This law 
currently provides that a minor who is adjudicated for 
misconduct involving a controlled substance or for possession 
or consumption of an alcoholic beverage loses his or her 
driver's license for 90 days for a first offense, and for one 
year for a subsequent offense. CSSB 340 (Rules) am amends 
this statute to provide that the minor loses the driver's 
license for one year or until his or her 18th birthday, 
whichever is longer.

While supply eradication and interdiction efforts are 
necessary, the most effective long-term solution to the drug 
problem is demand reduction. It is difficult to reduce demand 
among our young people When they are continually assailed by 
drug use and trafficking in and around the:-** schools.
Reduction of these activities will enable us to create safer, 
more productive learning environments in which values opposing 
drug use can be fostered. I urge the HESS Committee to 
schedule this bill at its earliest convenience.
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SUBJECT: CSSB 340 (Finance), sectional analysis

TO: Senator Jan Faiks

FROM: Jack Chenoweth
Legislative C
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The legislation makes convic/yton for possession, delivery, 
and use of controlled substances in schools, on or near 
school grounds, and on school buses as felonies, makes more 
stringent the penalties involving conviction for possession 
and consumption of alcohol by minors, and adds a number of 
related responsibiliti.es to various state boards and 
agencies. *•

Bill section 1 defines delivery and nossession with intent 
to deliver a schedule IIA and schedule IIIA controlled sub­
stance on or within 1000 feet of school grounds or on a 
school bus as misconduct involving a controlled substance in 
the second degree, a class A felony.

Bill section 3 defines each of the following occurring on or 
within 1000 feet of school grounds or on a school bus as 
misconduct involving a control ed substance in the Lnird 
degree, a class B felony: (1) delivery of a schedule IVA or
VA controlled substance, (2) delivery of one ounce or more 
of a schedule VIA controlled substance, (3) possession with 
intent to deliver a schedule IVA or VA controlled substance, 
(A) possession of one ounce or more of a schedule VIA con­
trolled substance with intent co deliver, (5) possession of 
any amount of a schedule IA or IIA controlled substance.

Bill section 3 defines unlawful possession of a schedule 
IIIA, IVA, VA, or VIA controlled substance on or within 1000 
feet of school grounds or on a school bus as misconduct 
involving a controlled substance ir. the fourth degree, a 
class C felony.

Bill sections 2. A, and 6 e s t a blish a f f i r m a t i v e  defenses
applicable in tne event of prosecutions for each of the p r e ­
ceding. The a f f i r m a t i v e  defenses e s t a b l i s h  exceptions for
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If you need help for 
» a drug problem, call: 

1800 225-0196.
If you see someone 
breaking New Jersey’s 
drug laws, call the 
iMorris County 
Tipline:

(201) COP-CALL.
All calls are strictly 
confidential.

Sponsored by the Attorney General’s Statewide Narcotics Task Force

Students’ Rights Card

In  N ew  J e r s e y :

1 . Y o u  h a v e  th e  r ig h t  t o  a t t e n d  a s c h o o l  th a t is f r e e  o f  d ru g s  
a n d  v i o le n c e .

2 . Y o u  h a v e  th e  r ig h t  t o  w a lk  o r  d r iv e  t o  s c h o c : w i t h o u t  h a v in g  
t o  fa ce s o m e o n e  s e l l i n g  d r u g s .

3 . Y o u  h a v e  th e  r ig h t  t o  d r u g  e d u c a t i o n  p r o g r a m s  in  y o u r  
s c h o o l  a n d  t o  le a rn  h ow  a n d  w hy  t o  say “ n o ”  t o  d r u g s .

4 . I f  y o u  a lr e a d y  h av e p r o b le m s  w ith  d r u g s  a n d  a lc o h o l , y o u  
h a v e t h e r i g h t t o s e e k t r e a tm e n t a n d c o n f i d e n t i a l c o u n s e l l i n g .

5 . Y o u  h a v e  th e  r ig h t t o  g row  u p  h e a lth y  a n d  b e  t h e  b e s t y o u  
c a n  b e .

This  is an ENLARGED version o f  a WALLET SIZE  
ca rd  given to EVERY student  ( k - 12) in New Jersey .



THIS DOCUMENT 
HAS BEEN REPHOTOGRAPHED 

TO ASSURE LEGIBILITY
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M E M O R A N D U M February 20, 1990

CSSB 340 (Finance), sectional analysis

Senator Jan Faiks

Jack Chenoweth 
Legislative C

SUBJECT:

TO:

FROM:

The legislation makes convicf/on for possession, delivery, 
and use of controlled substances in schools, on or near 
school grounds, and on school buses as felonies, makes more 
stringent the penalties involving conviction for possession 
and consumption of alcohol by minors, and adds a number of 
related responsibiliti.es to various state boards and 
agencies. 1

Bill section 1 defines delivery and possession with intent 
to deliver a schedule IIA and schedule IIIA controlled sub­
stance on or within 1000 feet of school grounds or on a 
school bus as misconduct involving a controlled substance in 
the second degree, a class A felony.

Bill section 3 defines each of the following occurring on or 
within 1000 feet of school grounds or on a school bus as 
misconduct involving a controlled substance in the third 
degree, a class B felony: (1) delivery of a schedule IVA or
VA controlled substance, (2) delivery of one ounce or more 
of a schedule VIA controlled substance, (3) possession with 
intent to deliver a schedule IVA or VA controlled substance, 
(4) possession of one ounce or more of a schedule VIA con­
trolled substance with intent to deliver, (5) possession of 
any amount of a schedule IA or IIA controlled substance.

Bill section 5 defines unlawful possession of a schedule 
illA" IVA, VA, or VTA controlled substance on or within 1000 
feet of school grounds or on a school bus as misconduct 
involving a controlled substance in the fourth degree, a 
class C relony.

Bill sections 2, 4, and 6 establish affirm a t i v e  defenses
a pplicable in the event of prosecutions for each of the p r e ­
ceding. The a f f i r m a t i v e  defenses e s t a b l i s h  exceptions for
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conduct occurring within private residences situated within 
1000 feet of school grounds in which, generally, a minor was 
not present.

Bill section 7 offers definitions for the terms "school bus" 
and "school grounds" used in the preceding sections.

Bill section 8 directs the state board of education to pre­
pare "anTTssue a "student’s bill of rights," to include 
information about state laws applicable to possession and 
sale of controlled substances in schools, on school grounds, 
and on school buses.

Bill section 9 directs the commissioner of public safety to 
prepare and annually issue a student's rights card, anJ to 
develop and mail to each household an information pamphlet 
relating to controlled substances, with emphasis on the pen­
alties applicable to possession and sale of substances in
schools, on school grounds, and on school buses.

'
Bill section 10 requires the Department of Transportation 
and Public Facilities to install "drug-free school zone" 
signs in the vicinity of all schools in which it has placed 
a sign identifying the location of a school.

Bill section 11 directs municipalities to place the same 
kind of signs in the vicinity of schools on the same brsis.

Bill section 12 compels the court to revoke the driver s 
license of a minor convicted or adjudicated of driving while 
intoxicated for one year or until the minor reaches the age 
of 18, whichever is longer.

Bill section 13 mandates a court to compel a minor who is 
convicted or adjudicated of a violation involving 
possession, delivery, or use of a controlled substance in a 
school, on school grounds, or on a school bus to perform a 
minimum of 100 hours of community service.

Bill section 14 makes the sign placement provisions of bill 
sections R) and 11 effective August 16, 1990.

Bill section 15 suggests use of the New Jersey student' c 
rights card as a model for similar cards to be prepared and 
issued under the amendment made by bill section 9.

J C : p 1 
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If you need help for 
a drug problem, call: 
1 8 0 0  2 2 5 - 0 1 9 6 .
If you see someone 
breaking New Jersey’s 
drug laws, call the 
Morris County 
Tipline:

(201) COP-CALL.
All calls are strictly 
confidential.

Sponsored by the Attorney General’s Statewide Narcotics Task Force.

Students’ Rights Card

I n  N ew  J e r s e y :

1 . Y o u  h a v e  th e  r ig h t  t o  a t t e n d  a  s c h o o l  t h a t  is f r e e  o f  d r u g s  
a n d  v io le n c e .

2 . Y o u  h a v e  th e  r ig h t  t o  w a lk  o r  d r iv e  t o  s c h o o l  w i t h o u t  h a v in g  
t o  fa ce  s o m e o n e  s e l l i n g  d r u g s .

3 . Y o u  h a v e  th e  r ig h t  t o  d r u g  e d u c a t i o n  p r o g r a m s  in  y o u r  
s c h o o l  a n d  t o  le a rn  h ow  a n d  w h y  t o  say  “ n o ”  t o  d r u g s .

4 . I f  y o u  a lr e a d y  h a v e  p r o b le m s  w ith  d r u g s  a n d  a lc o h o l , y ou  
h av e th e  r i g h t t o s e e k t r e a tm e n t a n d  c o n f i d e n t i a l  c o u n s e l l i n g .

5 . Y o u  h av e th e  r ig h t  to  g row  u p  h e a lth y  a n d  b e  t h e  b e s t y ou  
c a n  b e .

D R U G -
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S C H O O L
z o n e

This is an ENLARCED version o f  a WALLET SIZE
“ i

card given to EVERY student (k - 1 2 )  in New Je rsey .



The New Jersey Drug Laws:
In a D ru g -F re e  S c h o o l  Z o n e  E v e r y w h e r e  in  N ew  J e rs e y

New Jersey now has one of the toughest drug laws 
in the nation. Our new law recognizes that if we are 
ultimately to win the so-called “war” on drugs, we 
can only succeed by reducing the demand for Illicit 
substances. This, In turn , will largely depend on the 
new school education programs designed to teach 
our young people how and why they should say no to 
drugs. Our schools, in other words, will serve as 
the focal point of our effo rts to ra ise a truly drug- 
free generation and ultimately win th is war.

We must, therefore, be certain th a t schools and 
the areas around them, the “Drug-Free School 
Zones," are safe havens for children, not conven­
ient marketplaces for drug dealers or users. We are 
even putting signs up across the S tate to make 
you, the citizens of New Jersey, aware of our s tr a t­
egy. Our children are entitled to an environment 
conducive to their education, one th a t is free of 
drugs and where drug trafficking activities are not 
tolerated. Ch.ldren should not be able to look out 
their classroom window and see a drug deal taking 
place. They should not be able to find used “crack" 
vials littered around school playgrounds. They 
should not be propositioned to buy or use drugs 
while walking to school or in school buildings.

In sum, we must as an absolute priority do 
everything we can to keep innocent children as far 
away from the drug culture for as much of the day as 
possible. In th is way, with your help, we can give our 
new K-12 drug education programs and drug aware­
ness coordinators a chance to do their jobs of teach­
ing our children how and why to say no to drugs.
We are all soldiers in th is war and we must join 
together and fight for a generation free of drugs.

Thank you for your help with th is program, which 
is vital to the future of New Jersey’s children.
Sincerely,

C L h

C a r y  E d w a r d s
Attorney G eneral of N e w  Jersey

Dear New Jersey Resident:
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• Any adu lt convicted o f dealing or passing any 
type ofillegi-' d rug , o the r th an  m arijuana, 
will get th ree  years in prison w ithout parole.

• Any adu lt convicted o f dealing even a small 
am oun t o f m arijuana will get one year in 
prison w ithout parole.

• Anyone convicted o f  passing a drug could 
be considered a dealer and therefore is also 
sub ject to prison w ithou t parole.

• Anyone convicted o f  simply having any type 
o f illegal d rug  io a D rug-Free School Zone 
will h av e to do  100 hours o f com m unity service.

Be aware tha t under the law an adult is someone 
18 years old and over. In add ition , a juvenile,
14 years old and over, can be treated as an adult 
in an adu lt court.

D on ’t  m e s s  w ith  
d r u g s  in N ew  J e rs e y  s c h o o ls .

• A nyone convicted o f  any d ru g  offense will 
au tom atica lly  lose h is o r her driver’s license. 
It d o e sn ’t m a tte r  if  a ca r was used  in com ­
m ittin g  the offense.

• A nyone un de r 17 years o f r ^ c  w ho is 
convicted o f  any d rug  o tfen se  will not he able 
to  get h is o r h er d riv er’s license for at least 
six m on th s  a l te r  tu rn in g  17.

• A nyone convicted o f  any d rug  offense, 
in c lud in g  use , will have :o pay a special cash 
penalty , w hich s ta r ts  a t $500 and goes up to 
$3 ,000 . T h is  m oney is in tended  for drug 
edu ca tio n  and preven tion program s.

• A ny ad u lt convicted o f  dea ling  o r giving 
d rug s to  som eone un de r 1C years old will have 
th e  regu la r penalties doubled.

• A ny a d u lt w ho is convicted o f  be ing  in 
cha rge  o f  a d rug  dea ling  ring  will go to jail 
lo r 25 years w ithou t parole.

• A ny adu lt (over 18 years old) w ho Is 
convicted o f  u s ing  o r em ploy ing a juven ile 
(u n d e r 18 years old) in a d ru g  dealing ring will 
go to  ja il for five years w ithou t parole.

If you need  fu r th e r in fo rm ation  con tact the
A tto rn ey  G en e ra l’s  S ta tew ide Narcotics Task
Force, 6 th  Floor, H ughes Ju stice  Complex,
T ren ton , New Jersey 08625, (609) 292-5939.



Drug-Free School Zones 
are areas surrounding each 
school beginning at the 
outermost boundary of the 
school property 
and extending 
1 0 0 0  feet from 
that point.

l lm  ■Unriirnn /h rn n i 71'tim

D R U G -
FR € €

S C H O O L
zone

D o n ’t  g e t  
c a u g h t  w i t h  
d r u g s  h e r e .
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CSSB 340 (Fijiafice), sectional analysis

Senator Jan Faiks

Jack Chenoweth 
Legislative C

SUBJECT:

TO:

FROM:

The legislation makes convicf/on for possession, delivery, 
and use of controlled substances in schools, on or near 
school grounds, ̂ and on school buses as felonies, makes more 
stringent the penalties involving conviction for possession 
and consumption of alcohol by minors, and adds a number of 
related responsibilities to various state boards and 
agencies.

Bill section 1 defines delivery and possession with intent 
to deliver a schedule IIA and schedule IIIA controlled sub­
stance on or within 1000 feet of school grounds or on a 
school bus as misconduct involving a controlled substance in 
the second degree, a class A felony.

Bill section 3 defines each of the following occurring on or 
within 1000 feet of school grounds or on a school bus as 
misconduct involving a controlled substance in the third 
degree, a class B felony: (1) delivery of a schedule IVA or
VA controlled suostance, (2) delivery of one ounce or more 
of a schedule VIA controlled substance, (3) possession with 
intent to deliver a schedule IVA or VA controlled substance,
(4) possession of one ounce or more of a schedule VIA con­
trolled substance with intent to deliver, (5) possession of 
any amount of a schedule IA or IIA controlled substance.

Bill section 5 defines unlawful possession of a schedule 
IIIA, IVA, VA, or VIA controlled substance on or within 1000 
feet of school grounds or on a school bus as misconduct 
involving a controlled substance in rhp <rourtu- degree, a 
class C relonv.

Bill sections 2, 4, and 6 e s t a blish a f f i r m a t i v e  defenses
a pplicable in the event of p r o s e c u t i o n s  for each of the p r e ­
ceding. The a f f i r m a t i v e  defenses e s t a b l i s h  exceptions for
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conduct occurring within private residences situated within 
1000 feet of school grounds in which, generally, a minor was 
not present.

Bill section 7 offers uefinitions for the terms "school bus" 
and "school grounds" used in the preceding sections.

Bill section 8 directs the state board of education to pre­
pare and issue a "student's bill of rights," to include 
information about state laws applicable to possession and 
sale of controlled substances in schools, on school grounds, 
and on school buses.

Bill section 9 directs the commissioner of public safety to 
prepare and annually issue a student's rights card, and to 
develop and mail to each household an information pamphlet 
relating to controlled substances, with emphasis on the pen­
alties applicable to possession and sale of substances in 
schools, on school grounds, and on school buses.

Bill section 10 requires the Department of Transportation 
and Public Facilities to install "drug-free school zone" 
signs in the vicinity of all schools in which it has placed 
a sign identifying the location of a school.

Bill section 11 directs municipalities to place the same 
kind of signs in the vicinity of schools on the same basis.

Bill section 12 compels the court to revoke the driver's 
license of a minor convicted or adjudicated of driving while 
intoxicated for one year or until the minor reaches the age 
of 18, whichever is longer.

Bill section 13 mandates a court to compel a minor who is 
convicted or adjudicated of a violation involving 
possession, delivery, cr use of a controlled substance in a 
school, on school grounds, or on a school bus to perform a
minimum of 100 hours of community service.

Bill section 14 makes the sign placement provisions of bill 
sections 10 and 11 effective August 16, 1990.

Bill section 15 suggests use of the New Jersey student's 
rights card as a model for similar cards to be prepared and 
issued under the amendment made by bill section 9.
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October 20, 1989

Kevin O' Leary 
Chief of Police 
4501 S. Bragaw St. 
Anchorage, AK 99507

Dear Mr. O' Leary:

As a prominent leader in your state, you must be 
extremely concerned with the havoc created by drugs. 
Illegal drugs corrode our society, undermine law 
enforcement, corrupt officials, spawn rampant crime, 
spread death and murder, and take their final toll in 
wrecked lives. .Through increased supply eradication and 
interdiction efforts law enforcement authorities have 
increased criminal arrests and narcotics seizures. Yet 
we continue to witness a pervasive drug problem. We are 
convinced that the only long-term solution to the drug 
prqblem will occur when we successfully reduce the demand 
for drugs.

Of all drug demand reduction alternatives, the drug-free 
school zone initiative is perhaps the most effective 
incremental system-wide solution to the drug problem. 
Drug-Free School Zones are designed to reduce the demand 
for drugs by concentrating enforcement and ancillary drug 
control efforts within geographic zones (generally 1000 
ft.) around schools. By concentrating law enforcement 
efforts, increasing penalties for certain criminal 
activities, and linking these efforts with comprehensive 
drug prevention education and alternative demand 
reduction activities, we believe that these measures will 
significantly reduce drug use and trafficking in and 
around schools. Additionally, these zones help foster 
healthier and more productive teaching and learning 
environments wherein positive peer pressure to resist 
drugs can be promoted.

Stvfiin t Soimsen
.>A,I« Ci'iKtM
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On July 1, 1987, New Jersey enacted the nations first model drug-free 
school zone. Last year, New Jersey reported over 6,500 distribution 
arrests within drug-free school zones. During this same year 9,600 
drivers' licenses were revoked or postponed and their courts collected 
over six million dollars in cash penalties from drug offenders.

New Jersey's commitment to drug-free schools is beginning to have an 
impact on their states criminal drug distribution and trafficking 
patterns. In at least one case, a drug suspect was overheard on a 
wiretap to explain to a coconspirator that a drug transaction could 
not be completed in the given location because it was next to a 
school. So too, New Jersey reports a number of examples of undercover 
drug buys in which tne targets carefully select their point of saie in 
locations out of these school safe havens. These evidences support 
the original policy aim of protecting children through drug-free 
school zones.

In light of New Jersey's success, thirty-five other states have since 
passed similar drug-free school zone legislation. Further, North 
Carolina, Ohio, and Texas have proposed or pending legislation to 
create d-ug-free school zones. Delaware, Oregon, and West Virginia 
are aggressively enforcing Similar federal legislation, and the 
District of Columbia is initiating a special pilot program. See 
attachment for complete listing of statewide drug-frea school zones.

In January 1989, concerned leaders from the nation's education, 
prevention, criminal justice, and law enforcement communities 
organized the National Coalition for Drug-Free School Zones. Through 
the Coalition, the member organizations pursue two primary goals: (1) 
the introduction, promotion, and passage of state-sponsored drug-free 
school zone legislation nationwide, and (2) the development of means 
whereby to implement effective drug-free school zones, complete with 
training materials, drug prevention education, and other demand 
reduction programming. The Coalition includes:

• National School Boards Association
• National Association of Secondary School Principals
• National Association of Elementary School Principals
• National School Safety Center
• Council of State Governments
• National Association of State Alcohol and Drug Abuse Directors
• National Council of Juvenile and Family Court Judgos
• National Association of Chiofs of Police

As a member of the Coalition, I wholeheartedly encourage you to 
support effective implementation of drug-free school zor.es :r. your
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state. If your state already has legislation, seek to strengthen and 
implement it. If your state does not enforce drug-free school tones 
motion to propose it. This initiative is too important and promising 
to be left unexamined. We encourage you as a leader to organize a
state coalition for drug-free school tones, if you have not already
done so. Through individual state coalitions local communities can be 
mobilized into a formidable assault on drugs. Only rfhen these zones 
reach citizens at grass roots level will thvy become an effective 
deterrent to drugs and crime.

The National Coalition for Drug-Free School Zones beeks to support
your efforts. The Coalition has gathered copies of states enacted 
legislation and have prepared other materials and recommendations 
which may he of assistance to you in this effort. We are in the 
process of creating an implementation manual to assist local 
communities establish effective drug-free school zones. Furthermore, 
we are preparing a quarterly Drug-Free School Zone newsletter that 
will identify premising strategies, prevention innovations, and 
legislation nationwide. The first issue of this newsletter will be 
distributed in January 1990.

Again, we thank you for your continued support in this very important 
effort to make America drug-free. This can only be done with a united 
force of state leaders and citizens who are willing to take the 
necessary steps to accomplish the goal. Your help has been and will 
continue to be invaluable in our efforts to make drug-free school 
tor.es a reality nationwide. We, at the National Coalition For Drug- 
Free School Zones, look forward to working with you and assisting you 
in any way we can.

S

Severin Sorensen, Director,
National Coalit.or. For Drug-Free School Zones



r alition For Drug-Free School i^ n e s  
Jurvey of S tate Drug Laws, l l  

Survey Data
State Drug-Free Zone AvoJ. Prison Prison PrisonSchool Peri­ Control Capacity Occupncy FinZone meter Low (#) (#) (%)
Alabama Yes 1 mile Yes A 1 0 . 1 2 6 1 0 . 1 5 0 1 0 0Alaska Yes Grounds Non? 2 . 4 2 8 2 . 4 4 8 1 0 0Arizona Yes 3 0 0  ft None 5 . 0 0 0 5 . 4 2 0 1 0 8Arkansas Yes None 5 . 4 0 0 6 . 0 0 0 1 1 1California Yes 1 0 0 0  ft Yes A 9 6 . 1 2 9 1 4 0 . 7 9 1 1 4 6Colorado No Yes A 5 . 4 0 0 6 . 5 0 0 1 2 0Connecticut Yes 1 0 0 0  ft None 7 . 2 0 0 7 . 4 0 0 1 0 3Dlst of C. Yes-Pilot 1 0 0 0  ft None 6 , 7 3 0 7 . 3 0 0 1 0 8Delaware Federal 1 0 0 0  ft None 3 . 1 9 4 3 . 0 1 5 9 4Florida Yes 1 0 0 0  ft None 4 1 . 5 4 1 3 7 . 1 2 1 8 9

Georgia No Yes A.T 1 7 . 5 0 0 1 9 . 5 0 0 1 1 1Hawaii Yes 7 5 0  ft Yes A 2 . 8 0 0 3 . 0 0 0 1 0 7Idaho No None 1 . 1 6 0 1 . 4 4 4 1 2 4Illinois No Yes A 1 6 . 6 8 4 2 1 . 7 7 5 1 3 0Indiana NO Non© 1 1 . 5 0 0 1 3 . 0 0 0 1 1 3Iowa Yes 1CCO ft None 2 . 9 7 5 3 . 1 0 0 1 0 4Kansas No Yes T 5 . 7 6 7 5 . 5 7 4 9 7• Kentucky Y&j 1 0 0 0  yd YesT 5 . 9 9 8 6 . 8 5 5 1 1 4
Louisiana Yes 1 0 0 0  ft None 1 2 . 4 2 5 1 6 . 2 8 4 1 3 1Maine Yes 1 0 0 0  ft None 9 3 4 1 . 3 1 5 1 4 1

Massachusetts Yes 1 0 U0  ft None 6 . 2 0 0 1 1 . 0 0 0 1 7 7Maryland Yes 1 0 0 0  ft Yes A.T 1 0 , 9 9 6 1 3 . 9 6 1 1 2 7Michigan No None 2 2 . 5 6 3 2 6 . 4 4 1 1 1 7Minnesota Yes 1 0 0 0  ft Yes A 2 . 9 6 4 3 . 0 6 3 1 0 3Mississippi Yes 5 0 0  ft Y sT 6 . 0 0 0 7 . 0 0 0 1 2 0Missouri Yes 1 0 0 0  ft None 1 3 . 5 9 4 1 3 . 0 4 5 9 6Montcna No Yes A 7 5 4 1 . 0 7 0 1 * 2Nebraska No Yes A 1 . 6 5 1 2 . 1 8 4 1 3 2Nevada Yes 1 0 0 0  ft NO 4 . 6 4 9 5 . 2 9 5 1 1 4New Hampshire Yes 1 0 0 0  ft None 1 . 0 0 0 1 . 0 3 4 ICO
New Jersey Yes 1 0 0 0  ft Yes A.T 1 5 . 6 0 0 1 3 . 4 0 0 1 1 8New York Yes 1 0 0 0 " None 3 8 . 0 0 0 4 0 . 0 0 0 1C5New Mexico Yes 1 0 0 0  fr Yes A 2 . 6 7 1 2 . 8 5 9 1 0 7N. Carolina Pending 1 0 0 0  ft None 1 5 . 0 0 0 1 7 . 0 0 0 1 1 3N. Dakota No Yes A.T 5 5 0 5 1 5 9 4Ohio Pending None 1 8 . 1 0 0 2 7 . 0 0 0 1 4 9Oklahoma Yes 1 0 0 0  ft Yes A 7 . 8 8 8 9 . 3 9 1 1 1 9Oregon Federal 1 0 0 0  ft None 4  6 0 0 5 . 1 0 1 1 1 1Pennsylvania Yes 1 0 0 0  ft None 1 3 . 4 6 8 1 8 . 5 0 6 1 3 7Rhcce island Yes 5 0 0  ft None 1 . 8 0 4 2 . 1 5 3 1 1 9

S. Carolina Yes 1 / 2  mile Yes A 1 2 . 5 8 5 1 3 . 0 6 7 1 0 4S. Dckota No Yes A 1 .C5 0 1 . 0 5 0 1 0 0Tennessee NO Yes A 7 . 7 5 4 7 . 6 5 2 9 9Texes Proposed 1 0 0 0  ft Yes A 4 1 . 6 0 0 4 2 . 0 0 0 1 0 1Utah Yes 1 0 0 0  ft Yes A 2 . 5 0 0 3 .COO 1 2 0Vermont Yes 1 0 0 0  ft None 5 9 7 7 1 7 1 2 0Virginia Yes 1 0 0 0  ft None 1 1 . 4 6 0 1 3 . 1 2 5 1 1 4Washington Yes 1 0 0 0  ft Yes A.T j . 8 6 8 6 . 6 3 9 1 1 4West Virginia Federal 1 0 0 0  ft None 1 . 3 0 0 \ 4 5 1 1 1 2Wisconsin Yes 1 0 0 0  ft None 4 . 0 0 0 6 . 2 0 0 1 2 9Wyoming No None 3 5 0 3 5 0 1 0 0

TOTAL Zones: 2 6 M: 1 0 0 0 ft 2 3 5 3 9 . 3 0 7 6 3 8 . 7 6 1 1 1 8Pro/Pen1 3 L 1 m.'e A: :oVer. 1 0 /2 0 / 6 9 None: 1 2 S; 3 0 0  ft T: 3



New Jersey’s

D R U G - F R E E  S C H O O L S
Demand Reduction Strategy
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Our Goal:

A Generation Free of Drugs

Nik Jersey Attorney Ganaral Cary Edwards, CN080. Hu|hai Justice Comple*. Trenton. New Jersey 08625



New Jersey's

DRUG-FREE SCHOOLS
Demand Reduction Strategy

R ec o g n iz in g  th e p re sen t level o f  u s e  and d em a n d  fo r illega l d ru g s , it is fo o lish  
to be lieve tha t th e  law  e n fo rc em en t c om m u n i ty  a lo n e  can  w in  th e war o n  d ru g s . 
Law  e n fo rc em en t c a n , however, d ed ica te th e ir re sou rc e s  to  e lim in a te  th e  sa le , 
d is tr ib u t io n , a nd  u s e  o f  illega l d ru g s  from  o u r  s c h o o l b u ild in g s , s c h o o l property , 
and areas a ro u n d  o u r  s c h o o ls . T h i s  effort w ill c rea te a sa fe e n v iro nm e n t for o u r  
c h i ld re n  s o  th a t th ey  m ay ga in th e  b en e fits o f  o u r  d ru g  e d u c a t io n  p rog ram s .
N ew  Je r s e y ’s “Drug-Free Schools” P rog ram  is law  e n fo r c em e n t ’s c o n tr ib u tio n  to 
a c om p re h e n s iv e  stra tegy d e s ig n e d  to  create a “ G e n e r a t io n  F re e  o f  D ru g s ."

The “Drug-Free Schools” part of New Jersey’s demand reduction strategy is founded 
on the principle that the law enforcement community with some new tools and the 
support of the rest of government has committed to create “Drug-Free Schools" 
throughout the entire state. This newiy created drug-free school environment will 
then allow the drug education programs, expanded and planned new drug treatment 
concepts, and new community action alliance prevention initiatives the chance to 
work towards making the next,generation a “Generation Free of Drugs.”

A  g en e ra tio n  (17 years) free o f  d ru g s  can o n ly  b e rea listica lly ach ieved th ro u g h  
a 17-year e ffo rt o f  n ew  e d u c a t io n , trea tm en t and p rev en tion  p ro g ram s . T h e s e  
n on - law -en fo rc em en t c om p o n e n t s  o f  the d em a n d  re d u c t io n  strategy in c lu d e th e  
K  th r o u g h  12 e d u c a t io n  p ro g ram  n ow  b e ing  in s t itu te d  in o u r  s c h o o ls  and the new  
su b s ta n c e  a b u se  c o o rd in a to r s  b e in g  in sta lled in a ll N ew  Je r s e y ’s s c h o o l d istricts 
over 1988 th ro u g h  1990 s c h o o l years.

T h e s e  e d u c a tio n  p ro g ram s , c o u p le d  w ith the e ffec tiv e tre a tm en t p ro g ram s for 
a d u lts  a nd  c h ild re n  a n d  the e s ta b lishm en t o f  c om p re h e n s iv e  c om m u n ity  a lliance 
p reven tion p ro g ram  fo r ea ch  o f  th e  567 c om m u n i t ie s  in N ew  Je rsey  w ill h e lp  
to e n su re  the su c ce ss o f  law e n fo r c em e n t ’s D r u g - F r e e  S c h o o l p rog ram  and 
u lt im a te ly  crea te a “ G e n e r a t io n  F re e  o f  D ru g s ."

N ew  Je rsey  re c o g n iz e s  that o u r  s c h o o ls  serve as th e  p r im a ry  m e d iu m  for re du c in g  
the d em a n d  for d ru g s . P ro te c tin g  o u r  sc h o o ls  is th e  grea test poss ib le c o n tr ib u tio n  
law e n to rc em en t can m a k e  in ach iev ing  o u r  g oa l: A GENERATION FREE OF DRUGS.


