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AN ACT

Providing for the establishnment of corporations having the
pur pose of establishing, maintaining and operating
proprietory health mai nt enance organi zations; providing for
supervi sion and regul ation by the Insurance Departnent and
t he Departnent of Health; conferring and inposing upon the
I nsurance Commi ssioner and the Secretary of Health certain
powers and duties; and providing penalties.
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11 The General Assenbly of the Conmonweal th of Pennsyl vani a

12 hereby enacts as foll ows:

13 Section 1. Short title.

14 This act shall be known and may be cited as the "Proprietory
15 Health Mintenance Organi zation Act.”

16 Section 2. Purpose.

17 Faced with the continuation of nounting costs of health care
18 coupled with its inaccessibility to |arge segnents of the

19 popul ation, the General Assenbly has deternmined that there is a
20 need to explore alternative nethods for the delivery of health
21 care services, with a view toward achi eving greater efficiency
22 and econony in providing these services. It is, therefore, the
23 policy of the Coomonwealth to elimnate the barriers to the
24 organi zation, pronotion, and expansion of health naintenance
25 organizations to the extent that the needs of the citizens of
26 this Commonweal th for high quality, econom cal and conveni ent
27 health care services are satisfied; that unnecessary
28 fragnentation and dehumani zati on of services are elim nated;
29 that primary health care services are expanded to insure their

30 availability to all citizens; and that health care resources are
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1 nore efficiently utilized.

2 Section 3. Definitions.

3 The foll ow ng words and phrases when used in this act shal

4 have, unless the context clearly indicates otherw se, the

5 neanings given to themin this section:

6 "Conmi ssioner." The Insurance Conm ssioner of the

7 Commonweal th of Pennsyl vani a.

8 "Heal t h mai nt enance organi zation.”™ An organi zati on which:

9 (1) Provides health services including as a mni num but
10 not limted to, emergency care, inpatient hospital and

11 physi ci an care, anbul atory physician care, and inpatient and
12 out pati ent preventive health services.

13 (2) Provides health services to enrolled individuals in
14 the locality served by the organi zation on a per capita

15 prepaynment basi s.

16 (3) Provides or arranges for physician's services

17 directly through physicians who are either enployees or

18 partners of the health maintenance organi zation, or under

19 arrangenent with one or nore groups of physicians (organi zed
20 on a group or individual practice basis) where each group is
21 reinbursed for its services prinmarily on the basis of an
22 aggregate fixed sumor on a per capita basis, regardl ess of
23 whet her the individual physician nenbers of the group are
24 paid on a fee for service or other basis.
25 (4) Proves financial responsibility as required by the
26 I nsurance Conmi ssioner based on the financial soundness of
27 its arrangenents for health care services and the proposed
28 schedul e of charges; the adequacy of its working capital; the
29 arrangenments which will guarantee for a reasonabl e period of
30 time the continued availability or paynment of the cost of

19770H1812B2210 - 3 -



© o0 N oo o A~ wWw N P

N ORNN N RN NN N NN R B P B R R R R R
© O N o U~ W N B O © 0 N 0o o M W N B O

30

heal th care services in the event of discontinuance of the
heal t h mai nt enance organi zati on; and proves capability of
provi di ng conprehensive health services as required by the
Secretary of Health to carry out the provisions of this act.
"Secretary."” The Secretary of Health of the Conmonweal t h of
Pennsyl vani a.
Section 4. Provision of services by business corporations.
Any law to the contrary w thstandi ng, upon conpliance with
this act, corporations organized for profit under the act of My
5, 1933 (P.L.364, No.106), known as the "Business Corporation

Law, " may, pursuant to section 5, establish, maintain and
operate heal th mai nt enance organi zati ons through which health
services are provided or arranged for at the expense of such
corporations or through facilities, appliances, nedicines or
suppl i es owned, operated, or furnished by such corporations to
such persons who becone subscribers under contracts which
entitle the subscribers to certain nmedical, hospital, or other
rel ated services.
Section 5. Incorporation and approval of charter.

(a) Whenever articles of incorporation having for the
pur pose the establishing, maintaining and operating of a health
mai nt enance organi zati on, whereby health services may be
provi ded to the subscriber to such plan under the provisions of
this act, and specifically setting forth therein the limts of
t he geographical area in which it will operate, are filed with
the Departnent of State, the Departnment of State shall forthwith
transmt copies of such articles of incorporation to the
conmmi ssi oner and secretary. Thereupon the conmm ssioner and
secretary shall make separate investigations of the proposed

corporation and plan under which it proposes to operate, to
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ascertain whether such services are consistent with the purposes
and provisions of this act. Wthin 90 days of receipt of such
articles of incorporation, the comm ssioner and secretary shal
ei t her:
(1) certify upon the copy of the articles of
i ncorporation that the proposed corporation is consistent
with the public welfare; or
(2) notify the incorporators of such proposed
corporation specifically wherein it fails to conply.

(b) Wthin 15 days the proposed corporation may anmend its
articles of incorporation to neet the specific objections of the
conmi ssi oner or secretary or may within 45 days after receipt of
such notice, petition the Comonwealth Court for a rule to show
cause why the action of the comm ssioner or secretary shoul d not
be set aside and the application approved. The Commonweal t h
Court is hereby given jurisdiction and authority to entertain
and determ ne any such proceedi ng.

(c) The Departnment of State shall not approve such
application unless and until the articles of incorporation are
returned and certified by the comm ssioner and the secretary or
until the expiration of 90 days fromthe date of filing of the
articles of incorporation with the Departnment of State,
whi chever shall first occur.

(d) The conm ssioner and the secretary, in approving or
di sapproving the articles of incorporation, shall be guided in
their separate determ nations related to the purposes and
provi sions of this act, and nmay approve articles of
i ncorporation under this act notw thstanding the fact that other
heal t h mai nt enance organi zati ons authorized or permtted by this

act or any other law shall be operating in the sane part of the
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1 sane geographical area.

2 Section 6. Foreign proprietary health nmaintenance

3 or gani zati ons.

4 (a) A proprietary health mai ntenance organi zati on of anot her
5 state shall not be authorized to operate or do any business in

6 this Commonweal th until:

7 (1) It has conplied with the provisions of Article X

8 (relating to foreign business corporations) of the act of My
9 5, 1933 (P.L.364, No.106), known as the "Business Corporation
10 Law. "

11 (2) It has filed with the conm ssioner and the secretary
12 certified copies of its articles of incorporation, and has

13 satisfied the comm ssioner and secretary that it is fully and
14 | egal |y organi zed under the laws of its state, and has

15 conplied with the laws of its state relating to health

16 mai nt enance organi zati ons.

17 (3) The conm ssioner and the secretary have made

18 separate investigations of the proposed operations within the
19 Commonweal t h, and have determ ned that the plan is consistent
20 with the purposes and provisions of this act. The
21 conmmi ssioner and the secretary may determne that the plan is
22 consistent with the purposes and provisions of this act
23 notwi t hstandi ng the fact that other health maintenance
24 organi zati ons authorized or permtted by this or any other
25 act may be operating in the sane geographical area.
26 (b) Upon conpliance with the requirenents of this section, a
27 health mai ntenance organi zation of another state shall be
28 subject to all the provisions of this act except those relating
29 to incorporation and approval of charter. The comm ssioner or

30 the secretary may wai ve or nodify the provisions thereof under
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whi ch he has the authority to act if he determ nes that the sane

are not appropriate to a particular health maintenance

organi zati on of another state, that such waiver or nodification

will be consistent with the purposes and provisions of this act,

and that it will not result in unfair discrimnation in favor of

t he heal th mai nt enance organi zati on of another state.

Section 7. Contracts with practitioners, hospitals, insurance
conpani es, etc.

(a) Contracts enabling the corporation to provide the
services authorized under section 4 nmade with hospitals and
practitioners of medical and related services shall be filed
with the comm ssioner. The comm ssioner shall have the power to
require i nmedi ate renegotiati on of such contracts whenever he
determ nes that they provide for excessive paynents, or that
they fail to include reasonable incentives for cost control, or
that they otherw se substantially and unreasonably contribute to
escal ation of the costs of providing health care services to
subscribers. If the comm ssioner does not act within 30 days,
the contract shall be deenmed approved.

(b) A health maintenance organi zati on may reasonably
contract with any individual, partnership, association,
corporation or organization for the performance on its behal f of
ot her necessary functions including, but not limted to,
mar keti ng, enrollnment, and adm nistration, and may contract wth
an insurance conpany authorized to do accident and health
business in this State or a hospital plan corporation or a
prof essi onal health service corporation for the provision of
i nsurance or indemity or reinbursenent agai nst the cost of
heal th care services provided by the health service plan as it

deens to be necessary. Such contract shall be filed with the
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commi ssioner. If the conm ssioner does not disapprove the

contract within 30 days, the contract shall be deened approved.

Section 8. Right to serve or benefits when outside the service
ar ea.

If a subscriber entitled to services provided by the
corporation necessarily and in an enmergency incurs expenses for
such services while outside the service area, the proprietary
heal t h mai nt enance organi zati on to which the person is a
subscriber shall, if satisfied both as to the necessity and
energency nature of such services and that it was such as the
subscri ber would have been entitled to under simlar
circunstances in the service area, reinburse the subscriber or
pay on his behalf all or part of the reasonabl e expenses
incurred for such services.

Section 9. Supervi sion.

(a) The corporation shall be subject to supervision by the
conmmi ssi oner and the secretary as provided by this act. It shal
not be subject to the laws of this State nowin force relating
to health service plans or to insurance corporations engaged in
t he busi ness of insurance nor to any | aw hereafter enacted
relating to health service plans or to insurance and
corporations engaged in the business of insurance, unless such
| aw specifically and in exact terns applies to such health
mai nt enance organi zati ons.

(b) Al rates charged subscribers or groups of subscribers
by the corporation and the formand content of all contracts
bet ween the corporation and its subscribers or group of
subscribers, all rates of paynments to hospitals nmade by such
corporation pursuant to the contract provided for in this act,

budget ed acqui sition costs in connection with the solicitation
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of subscribers to such hospital plans, the reserves to be
mai nt ai ned by such corporation, and the certificates issued by
such corporation representing their subscribers' agreenents,
shall at all tines be on file with the conm ssioner and be
deened approved unless explicitly rejected within 30 days.
Filings shall be nade to the comm ssioner in such form and
shall set forth such information as the commi ssioner may require
to carry out the provisions of this act. Upon the review at any
time by the comm ssioner of an application, he shall, if
requested by the applicant, before issuing an order of

di sapproval, hold a hearing upon not |less than 15 days' witten
notice, specifying the matters to be considered at such hearing,
to the corporation which made such application and if, after
such hearing, he finds that such application or a part thereof
does not neet the requirenents of this act he shall issue an
order specifying in what respects he finds that it so fails and
notice thereof shall forthwith be served on the applicant,
either personally or by mail. Wthin 45 days fromthe date of
such notice, the applicant may apply to the Comonweal t h Court
by petition for a rule to show cause why the action of the
commi ssi oner should not be set aside and the application
approved. For purposes of this section, the act of June 4, 1945
(P.L.1388, No.442), known as the "Adm nistrative Agency Law, "
shal |l be applicable.

(c) Solicitors or agents conpensated directly or indirectly
by any corporation subject to the provisions of this act shal
nmeet such prerequisites as the conm ssioner by regul ati on shal
require to carry out the intent of this act.

Section 10. Financial report.

The corporation shall, on or before March 1 of every year,
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file with the comm ssioner a statenent verified by at |east two
or the principal officers of the corporation and an i ndependent
audit by a certified public accountant summari zing its financial
activities during the calendar or fiscal year inmediately
precedi ng, and showing its financial condition at the close of
busi ness on Decenber 31 of that year, or the corporation's
fiscal year. Such statenent shall be in such formand shal
contain such information as the comm ssioner prescribes to carry
out the intent of this act. The statenent shall include al
prepaynment and ot her paynments received for health care services
rendered; expenditures to all providers; expenditures for

capital inprovenents; and the nunber of new enrollees during the
year, the total nunber of enrollees at the end of the year and

t he nunber of enrollees termnated during the year. The
financial affairs and status of every such corporation shall be
exam ned by the conm ssioner, or his agents, not |ess frequently
than once in every two years and for this purpose the

conmmi ssioner and his agents shall be entitled to the aid and
cooperation of the officers and enpl oyees of the corporation and
shall have conveni ent access to all books, records, papers, and
docunents that relate to the business of the corporation. They
shall have authority to exam ne under oath or affirmation the

of ficers, agents, enployees and subscribers for the health
services of the corporation, and all other persons having or
havi ng had substantial part in the work of the corporation in
relation to its affairs, transactions and financial condition.
The I nsurance Conmm ssioner may at any time w thout making such
exam nation, call on any such corporation for a witten report
aut henticated by at least two of its principal officers

concerning the financial affairs and status of the corporation.
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Section 11. Contracts to provide health care.

A heal t h mai nt enance organi zati on established pursuant to
this act may receive and accept from governnental or private
agenci es paynents covering all or part of the cost of
subscriptions to provide its services, facilities, appliances,
medi ci nes or suppli es.

Section 12. Rules and regul ati ons.

The conm ssioner and the secretary, after notice and public
heari ngs pursuant to the act of July 31, 1968 (P.L.769, No.240),
known as the "Commonweal th Docunents Law, " are authorized and
directed to promul gate such reasonable rules and regul ati ons as
deened necessary to effectuate the purposes and provisions of
this act.

Section 13. Penalty.

(a) Upon satisfactory evidence that a person, partnership,
associ ation, comon |aw trust or corporation or any agent or
of ficer thereof has violated any provisions of this act or has
made any fal se statenent with respect to any report or statenent
required by this act or required by the conm ssioner or
secretary under this act, or has hindered or prevented the
conmi ssioner or secretary in the performance of any duty inposed
on themby this act, or has fraudul ently procured or has
fraudulently attenpted to procure any personal benefit under
this act, the conmm ssioner or secretary, whichever is
appropriate, may, in his discretion, pursue any one or nore of
the foll ow ng courses of action:

(1) Suspend or revoke the articles of incorporation or

the right of a person to engage in the transactions of a

corporation or simlar entity of such offending party or

parties.
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(2) Inmpose a penalty of not nore than $1,000 for each
and every unlawful act conmtted by such party or parties.
(b) Before the conm ssioner or secretary, whichever is

appropriate, shall take any action as set forth in subsection
(a), he shall give witten notice to the person, partnership,
associ ation, comon |aw trust or corporation, accused of a
violation, stating specifically the nature of such alleged
violation and fixing a tinme and place, at |east 15 days
thereafter, when a hearing of the nmatter shall be held. After
such hearing or upon failure of the accused to appear at such
heari ng, the comm ssioner or secretary, whichever is
appropriate, shall inpose such of the penalties set forth in
subsection (a) as he deens advi sabl e.

(c) Wen the conm ssioner or secretary, whichever is
appropriate, shall take action in any or all of the ways above
recited, the party aggrieved nmay appeal fromsaid action to the
Conmonweal th Court.

Section 14. Excl usions.

The provisions of this act shall not apply to:

(1) health service plans offered by hospitals or
associ ated groups of hospitals or nonprofit corporations
organi zed by hospitals for the furnishing of health services;
or

(2) health service plans offered by the Medical Care
Foundation for the furnishing of health services.

Section 15. Effect of act on other plans.

This act shall not apply to the follow ng corporations,
persons, plans, prograns or services so |ong as no substanti al
changes in operation are nade other than the expansion of

benefits simlar in nature to those presently being provided:
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(1) Corporations organized and existing in accordance
with and pursuant to the act of Decenber 29, 1972 (P.L.1701,
No. 364), known as the "Voluntary Nonprofit Health Service Act
of 1972."

(2) Corporations organized and existing in accordance
with and pursuant to the forner provisions of the act of My
5, 1933 (P.L.289, No.105), known as the "Nonprofit
Corporation Law," and the former provisions of the act of
June 21, 1937 (P.L.1948, No.378), known as the "Nonprofit
Hospital Plan Act."

(3) Corporations organized and existing in accordance
with and pursuant to the forner provisions of the act of June
27, 1939 (P.L.1125, No.399), known as the "Nonprofit Medical,
Ost eopat hic, Dental and Podiatry Service Corporation Act.”

(4) Corporations organized and existing in accordance
with and pursuant to the forner provisions of the act of
Decenber 9, 1955 (P.L.819, No.239), known as the "Nonprofit
Dental Service Corporation Act."

(5) Corporations organized and existing in accordance
with and pursuant to Part |1l (relating to corporations not-
for-profit) of Title 15 and chapters 61 (relating to hospital
pl an corporations) and 63 (relating to professional health
services plan corporations) of Title 40 of the Pennsylvani a
Consol i dat ed St at ut es.

(6) Any plan established by an enpl oyer for the
prevention of disease anong his enpl oyees, offering limted
nmedi cal services of a tenporary basis.

(7) Any person when required under the act of June 2,
1915 (P.L.736, No.338), known as "The Pennsyl vania Wrknen's

Conpensation Act,"” and related | egislation when the enpl oyee
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is not charged for such service.

(8) Any health service plan offered by hospitals or
associ ated groups of hospitals or nonprofit corporations
organi zed by hospitals for the furnishing of health services.

(9) Any health service plan afforded by the Medical Care
Foundation for the furnishing of health services.

(10) Any nedical or health service plan in existence and
functioning for at |least two years prior to the effective
date of this act.

Section 16. Deductions from sal ary.

(a) An enployee of the State, of any political subdivision,
or of any institution supported in whole or in part by the State
may aut horize the deduction fromhis salary or wages of the
anount of his subscription paynents to any corporation provided
for in this act. Such authorization shall be evidenced by
approval of the head of the departnent, division, office or
institution in which such enpl oyee is enpl oyed.

(b) In case of enployees of the State, such authorization
shall be directed to and filed with the Auditor Ceneral. In the
case of enpl oyees of a political subdivision, such authorization
shall be directed to and filed with the auditor or other fiscal
of ficer of such political subdivision. In the case of enpl oyees
of any institution supported in whole or in part by the State,
such aut horization shall be directed to and filed with the
auditor or other fiscal officer of such institution.

(c) Upon filing with himof such authorization, such auditor
or fiscal officer shall draw a warrant, in favor of the health
care corporation referred to in such authorization, for the
anount covering the sumof the deductions thereby authorized.

Section 17. Ceneral provisions.
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(a) No health mai ntenance organi zation may cancel or fail to

renew t he coverage of an enrollee except for:
(1) Failure to pay the charge for health care coverage.
(2) Termnation of health care plan.
(3) Enrollee noving out of the area served.
(4) Enrollee noving out of an eligible group.
(5) Failure to nake copaynents required by this plan.
An enrollee shall be given 60 days notice of any cancellation or
nonr enewal .

(b) The fee for filing articles of incorporation with the
Secretary of State, shall be $250; for filing an anendnment to
the articles of incorporation shall be $50; and for filing each
annual report with the conm ssioner shall be $50. Fees received
pursuant to this subsection shall be deposited in the CGeneral
Fund of the State Treasury.

Section 18. Severability.

If any provision of this act or the application thereof to
any person or circunstances is held invalid, such invalidity
shall not affect other provisions or applications of the act
whi ch can be given effect without the invalid provision or
application, and to this end the provisions of this act are
decl ared to be severable.

Section 19. Effective date.

This act shall take effect inmediately.
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