CS/HB 397, First Engrossed/ntc

1 Abill to be entitled

2 An act relating to health insurance; anending

3 s. 627.410, F.S.; nodifying rate filing

4 requi rements for approval of health insurance

5 policy forns by the Departnment of |nsurance;

6 anending s. 627.411, F.S.; providing guidelines

7 for deternm ning when benefits are considered

8 reasonable in relation to the preni um charged

9 for purposes of disapproval of health insurance
10 policy forns by the departnent; providing an
11 ef fective date.
12
13| Be It Enacted by the Legislature of the State of Florida:
14
15 Section 1. Subsections (1), (3), (6), (7), and (8) of
16 | section 627.410, Florida Statutes, are anended to read:
17 627.410 Filing, approval of forns.--
18 (1) No basic insurance policy or annuity contract
19| form or application formwhere witten application is
20| required and is to be nade a part of the policy or contract,
21| or group certificates issued under a nmaster contract delivered
22| in this state, or printed rider or endorsenent formor form of
23 | renewal certificate, shall be delivered or issued for delivery
24| in this state, unless the formhas been filed with the
25| departnment at its offices in Tallahassee by or in behalf of
26 | the insurer which proposes to use such form and has been
27 | approved by the departnent. This provision does not apply to
28 | surety—bonds—er—toe policies, riders, endorsenents, or forms of
29 | uni que character which are designed for and used with relation
30| to insurance upon a particul ar subject (other than as to
31| individual or small group health insurance), or which relate
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to the nmanner of distribution of benefits or to the
reservation of rights and benefits under life or health
i nsurance policies and are used at the request of the
i ndi vi dual policyhol der, contract hol der, or
certificateholder. As to group insurance policies effectuated
and delivered outside this state but covering persons resident
inthis state, the group certificates to be delivered or
i ssued for delivery in this state shall be filed with the
departnent for infornmation purposes only.

(3) The departnent may, as specified in s. 627.411(1)

fer—ecause, withdraw a previ ous approval. No insurer shal

i ssue or use any formdi sapproved by the departnent, or as to
whi ch the departnment has withdrawn approval, after the
effective date of the order of the departnent.

(6)(a) An insurer shall not deliver or issue for
delivery or renewin this state any health insurance policy
formuntil it has filed with the departnent a copy of every
applicable rating nmanual, rating schedule, change in rating
manual , and change in rating schedule; if rating manual s and
rati ng schedul es are not applicable, the insurer nmust file
with the departnent applicable premumrates and any change in
applicable premumrates. This provision does not apply to

rating manual s, rating schedul es, changes in rating nmanual s or

schedules, or if rating manual s or schedul es are not

applicable, to preniumrates or changes in such rates,

relating to policies, riders, endorsenents, or forns of unique

character which are designed for and used with relation to

i nsurance upon a particular subject or to benefits under group

heal th i nsurance policies insuring 51 or nore persons and are

used at the request of the individual policyhol der, contract

hol der, or certificatehol der
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(b) The departnment may establish by rule, for each
type of health insurance form procedures to be used in
ascertaining that a formneets the standards in this section

and in s. 627.411(2) for newrate filings and rate revisions

in accordance with generally accepted standards of actuari al

practi ce the—+easonabteness—of—benefts—inretationtopremum

rates and may, by rule, exenpt from any requirenent of

paragraph (a) any health insurance policy formor type thereof
(as specified in such rule) to which formor type such

requi rements nmay not be practically applied or to which form
or type the application of such requirenents is not desirable
or necessary for the protection of the public. Wth respect to
any health insurance policy formor type thereof which is
exenpted by rule fromany requirenent of paragraph (a),
premumrates filed pursuant to ss. 627.640 and 627.662 shal
be for informational purposes.

(c) Every filing nmade pursuant to this subsection
shall be made within the sane tine period provided in, and
shal | be deened to be approved under the sane conditions as
t hose provided in, subsection (2).

(d) Every filing nmade pursuant to this subsection
except disability incone policies and accidental death
policies, shall be prohibited fromapplying the follow ng
rating practices:

1. Select and ultimate prenium schedul es.

2. Premiumclass definitions which classify insured
based on year of issue or duration since issue.

3. Attained age premium structures on policy forns
under which nore than 50 percent of the policies are issued to
persons age 65 or over.
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1. An insurer may discontinue the availability of an
i ndividual & policy formif the insurer provides to the
departnment in witing its decision at |east 30 days prior to
di scontinuing the availability of the formof the policy or
certificate. After receipt of the notice by the departnent,
the insurer shall no longer offer for sale the policy formor
certificate formin this state.

2.3~ The experience of an individual accident and

heal th i nsurance aH policy formthat is no | onger being

marketed in this state, except for policies rated pursuant to

a loss ratio guarantee under subsection (8), shall be conbi ned

with the experience of at |east one other individual accident

and health insurance policy formproviding sinilar benefits,

as determned by the insurer, which is still being marketed in

the state by the sane insurer, unless the insurer has no other
policy formfernas providing simlar benefits shaH—be—conbined

fer—aH—+ating—purposes. For purposes of this section, a form

4
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is considered active if the formhas been nmarketed in this

state in the past 6 nonths.

(7)(a) Each insurer subject to the requirenents of
subsection (6) shall make an annual filing with the departnent
no later than 12 nonths after its previous filing,
establishing conpliance with the standards in s. 627.411(2)

for each insurance policy form excluding noncancel able policy

forns. For guaranteed renewable nedical indemity, long term

care, loss of incone, and disability incone policy forns, the

filing shall be biennial and made no later than 24 nonths
after its previous filing dempnstrating—the+reasonabteness—of
penefi-ts—in—+etatton—topremumrates. The departnent, after

receiving a request to be exenpted fromthe provisions of this

section, may, for good cause due to insignificant nunbers of
policies in force or insignificant prem umvolune, exenpt a
conpany, by line of coverage, fromfiling rates or rate
certification as required by this section

(b) The filing required by this subsection shall be
satisfied by one of the foll owi ng nethods:

1. Arate filing prepared by an actuary which contains
docunent ati on est abl i shi ng demrprst+rating the reasonabl eness of
benefits in relation to prem unms charged rhr—acecordance—wth

I L eabl . I I I I w I
departwent. For prenmiumrate changes, benefits shall be deened
reasonable in relation to preniumcharged if both of the

following loss rati os neet or exceed the standards established
ins. 627.411(2).
a. The anticipated loss ratio over the entire future

period for which the revised rates are conputed to provide

cover age; and

5
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b. The lifetine anticipated |oss ratio derived by

di vi di ng the anobunt deternined under sub-sub-subparagraph (1)

by the anount deterni ned under sub-sub-subparagraph (I11):

(1) The sumof the accumul ated benefits fromthe

original effective date of the formto the effective date of

the revision, and the present value of future benefits.

(I'1) The sumof the accunul ated premi uns fromthe

original effective date of the formto the effective date of

the revision, and the present val ue of future preniuns, which

present val ues shall be taken over the entire period for which

the revised rates are conputed to provi de coverage and which

accunul at ed benefits and prem uns shall include an explicit

estimate of actual benefits and premuns fromthe |ast date an

accounting has been nade to the effective date of the

revi sion.

Interest shall be used in the calculation of these accunul at ed

benefits and prem uns and present values in the cal cul ation of

the loss ratio. For purposes of sub-sub-subparagraph (1), the

present val ue of benefits may, at the insurer's option

i nclude recognition of the policy reserve as a benefit

(addition), or the present value of premiuns may, at the

insurer's option, include recognition of the policy reserve as

a deduction. Anticipated loss ratios | ower than those

i ndi cated i n sub-sub-subparagraphs (1) and (11) shall require

justification based on special circunstances that nay be

applicable, including, but not linmted to: accident only,

short-term nonrenewabl e, specified peril, and ot her speci al

ri sks; marketing nethods; giving due consideration to

acqui stion and administration costs and preni um node;

extraordi nary expenses; high risk of clains fluctuation

6
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because of |ow | oss frequency or the catastrophic or

experinmental nature of the coverage; product features, such as

|l ong elinination periods, high deductibles, and hi gh maxi mum

l[imts; and the industrial or debit nmethod of distribution

2. If no rate change is proposed, a filing which
consists of a certification by an actuary that benefits are
reasonable in relation to premuns currently charged in
accordance with the loss ratio standards established in this

section and s. 627.411(2) appticablte—t+aws—antd—+utes
prontt-gatet—by—the—departent.

3. For premiumrate changes for group policy forns,

benefits shall be deened reasonable in relation to prem um

charged if the anticipated loss ratio over the entire future

period for which the revised rates are conputed to provide

coverage neets or exceeds the standards established in s.
627.411(2).
4. An insurer nmay conbine the experience of sinilar

policy forns in the required filing.

(c) As used in this section, the term"actuary" neans
an individual who is a nenber of the Society of Actuaries or
the Anerican Acadeny of Actuaries. |If an insurer does not
enpl oy or otherwi se retain the services of an actuary, the
insurer's certification shall be prepared by insurer personne
or consultants with a mininumof 5 years' experience in
i nsurance ratenaki ng and-The chi ef executive officer of the
i nsurer shall review and sign the certification indicating his
or her agreenent with its concl usions.

(d) If at the tinme a filing is required under this
section an insurer is in the process of conpleting a rate
review, the insurer may apply to the departnent for an
extension of up to an additional 30 days in which to nake the

7
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filing. The request for extension nust be received by the
departnment in its offices in Tallahassee no later than the
date the filing is due.

(e) If an insurer fails to nmeet the filing
requi renments of this subsection and does not subnit the filing
within 60 days following the date the filing is due, the
departnment may, in addition to any other penalty authorized by
| aw, order the insurer to discontinue the issuance of policies
for which the required filing was not nmade, until such tine as
t he departrent—determnes—that—the required filing is preperty
subnmitted

(8)(a) For the purposes of subsections (6) and (7) and
S. 627.411, benefits of an individual accident and heal th
i nsurance policy form including Medicare suppl enent policies

as defined in s. 627.672, when—authorized—byrutes—adoptet—by
the—depart+ent, and excluding | ong-term care insurance

policies as defined in s. 627.9404, and other policy forns
under which nore than 50 percent of the policies are issued to
i ndi viduals age 65 and over, are deened to conply with the
provisions cited in this section te—be+easonablre—+n—+etation
to—premumrates if the rates are filed pursuant to a | oss

rati o guarantee and both the initial rates and the durationa

and lifetinme |loss ratios have been approved by the departnent,
and such benefits shall continue to be deenmed reasonable for
renewal rates while the insurer conplies with such guarantee,
provided the currently expected lifetine loss ratio is not
nore than 5 percent less than the filed lifetine loss ratio as
certified to by an actuary. The departnent shall have the
right to bring an adm nistrative action should it deemthat
the lifetinme loss ratio will not be met. For Medicare

suppl enent filings, the departnent nmay withdraw a previously

8
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approved filing which was nade pursuant to a loss ratio
guarantee if it determines that the filing is not in
conpliance with ss. 627.671-627.675 or the currently expected
lifetime loss ratio is less than the filed lifetime loss ratio
as certified by an actuary in the initial guaranteed | oss
ratio filing. |If this section conflicts with ss.
627.671-627. 675, ss. 627.671-627.675 shall control

(b) The renewal premiumrates shall be deened to be
approved upon filing with the departnment if the filing is
acconpani ed by the nost current approved | oss rati o guarantee.
The loss ratio guarantee shall be in witing, shall be signed
by an officer of the insurer, and shall contain at |east:

1. Arecitation of the anticipated lifetine and
durational target loss ratios contained in the actuari al
menorandum filed with the policy formwhen it was originally
approved. The durational target |oss ratios shall be
cal cul ated for 1-year experience periods. |If statutory
changes have rendered any portion of such actuarial nenorandum
obsol ete, the loss ratio guarantee shall also include an
anmendnent to the actuarial nmenorandumreflecting current |aw
and containing new lifetine and durational loss ratio targets.

2. A guarantee that the applicable loss ratios for the
experience period in which the newrates will take effect, and
for each experience period thereafter until new rates are
filed, will neet the loss ratios referred to in subparagraph
1

3. A guarantee that the applicable loss ratio results
for the experience period will be independently audited at the
insurer's expense. The audit shall be perforned in the second
cal endar quarter of the year followi ng the end of the
experience period, and the audited results shall be reported

9
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to the departnent no later than the end of such quarter. The
departnent shall establish by rule the nmininuminformation
reasonably necessary to be included in the report. The audit
shal | be done in accordance with accepted accounting and
actuarial principles.

4. A guarantee that affected policyholders in this
state shall be issued a proportional refund, based on the
prem um ear ned, of the anbunt necessary to bring the
appl i cabl e experience period loss ratio up to the durationa
target loss ratio referred to in subparagraph 1. The refund
shall be made to all policyholders in this state who are
i nsured under the applicable policy formas of the |ast day of
t he experience period, except that no refund need be nade to a
pol i cyhol der in an anmount | ess than $10. Refunds | ess than $10
shal | be aggregated and paid pro rata to the policyhol ders
receiving refunds. The refund shall include interest at the
then-current variable loan interest rate for life insurance
policies established by the National Association of I|nsurance
Conmi ssioners, fromthe end of the experience period until the
date of paynent. Paynents shall be nmade during the third
cal endar quarter of the year follow ng the experience period
for which a refund is deternm ned to be due. However, no
refunds shall be nmade until 60 days after the filing of the
audit report in order that the departnent has adequate tine to
review the report.

5. A guarantee that if the applicable loss ratio
exceeds the durational target loss ratio for that experience
period by nore than 20 percent, provided there are at | east
2,000 policyholders on the formnationwide or, if not, then
accumul at ed each cal endar year until 2,000 policyhol der years
is reached, the insurer, if directed by the departnent, shal

10
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1| withdraw the policy formfor the purposes of issuing new
2 | polici es.
3 (c) As used in this subsection
4 1. "Loss ratio" neans the ratio of incurred clains to
5| earned prem um
6 2. "Applicable loss ratio" neans the loss ratio
7| attributable solely to this state if there are 2,000 or nore
8 | policyholders in the state. If there are 500 or nore
9| policyholders in this state but Iess than 2,000, it is the
10| linear interpolation of the nationwide loss ratio and the | oss
11| ratio for this state. |If there are | ess than 500
12 | policyholders in this state, it is the nationw de | oss ratio.
13 3. "Experience period" neans the period, ordinarily a
14 | cal endar year, for which a loss ratio guarantee is cal cul at ed.
15 Section 2. Section 627.411, Florida Statutes, is
16 | anended to read:
17 627. 411 &ounds—fo+r Disapproval of forns.--
18 (1) The departnent shall disapprove any insurance
19 | policy formthat nust be filed under s. 627.410, or w thdraw
20 | any previous approval thereof, only if the form
21 (a) Is in any respect in violation of, or does not
22 | conmply with, this code.
23 (b) Contains or incorporates by reference, where such
24 | incorporation is otherw se perm ssible, any inconsistent,
25 | anbi guous, or nisleading clauses, or exceptions and conditions
26 | whi ch deceptively affect the risk purported to be assuned in
27 | the general coverage of the contract.
28 (c) Has any title, heading, or other indication of its
29 | provi sions which is nm sl eading.
30
31
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(d) Is printed or otherw se reproduced in such manner
as to render any material provision of the formsubstantially
illegible.

(e)1l. Is for health insurance, and provides benefits
whi ch are unreasonable in relation to the prem um charged as
specified in s. 627.411(2); ory

2. Contains provisions that constitute unfair
di scrinmnation pursuant to s. 626.9541(1)(g), whieh—are—unfai+

. bt I o ¥ TN
or that whieh encourage nisrepresentation er—whieh—appty
. . hied e . Lot I
ablet I L evhold I e o
r o . . I . .

(f) Excludes coverage for hunman i munodefi ci ency virus

i nfection or acquired i mune deficiency syndrone or contains
limtations in the benefits payable, or in the terns or

condi tions of such contract, for human i mmunodeficiency virus
i nfection or acquired i nmune deficiency syndrone which are

di fferent than those which apply to any ot her sickness or

nmedi cal condition

(2) tn—determning—whether—the Benefits are deened

reasonable in relation to the premiumcharged if premiumrates

are neither excessive nor inadequate as specified in this
subsect i on. —the—departrent—n—accordance—wth—r+easonabte
ol b _ shah e

12
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(a) Premiumrates are not excessive if the insurer

denonstrates, in accordance with generally accepted standards

of actuarial practice, satisfaction of the follow ng m ni mum

anticipated loss ratios and the original loss ratio for the

form established by the conpany, except that the original |oss

ratio nmay be reduced upon a filing and an approval that a

reduction to the loss ratio is necessary to cover actua

i ncreased expenses of the conpany:

1. Loss ratio table, individual policies for the |line

of busi ness i ndi cat ed.

a. Medical expenses.

Renewal cl ause Loss ratio
Noncancel abl e 55 percent
Nonr enewabl e 60 percent
Quar ant eed renewabl e 65 percent
All others 70 percent

b. Medical indemity, |oss of incone.

Renewal cl ause Loss ratio
Noncancel abl e 50 percent
Nonr enewabl e 55 percent
Quar ant eed renewabl e 60 percent
Al others 65 percent

2. Loss ratio table, group polici es.

a. Goup nedical expense

13
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Group size Loss ratio
Fewer than 51 certificates 65 percent
51 through 500 certificates 70 percent
Al others 75 percent

b. Goup nedical indemity or any group policy with an

average annual prenium per certificate of |ess than $1, 000.

Group size Loss ratio

Fewer than 51 certificates 57.5 percent
51 through 500 certificates 62.5 percent
All others 67.5 percent

3. Goup conversion insurance, other than

| ong-termcare i nsurance and Medi care suppl enent insurance

i ssued on either a group or an individual basis, shall have a

|l oss ratio of not |less than 120 percent, subject to the lints
described in s. 627.6675.
4, The lifetine loss ratios in subparagraphs 1. and 2.

may be adjusted in accordance with the foll owing fornul a:

R =(A- 251) RA

Wher e:
R
A
policy or per group certificate.
| = (CPI-U, year N1)/103.09.

the loss ratio from subparagraphs 1. and 2.

t he average annuali zed pren um per individua

14
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1 R = the adjusted loss ratio.

2

3| R cannot be nore than 10 percentage points | ess than R nor

4] less than 50 percent, except that R cannot be |less than 45

5| percent as to accident only noncancellable policies. The CPl-U

6|is the consunmer price index for all urban consuners, for al

7]itens and for all regions of the United States conbi ned, as

8| deternmined by the United States Departnent of Labor, Bureau of

9| Labor Statistics as of Septenber of each year. Year N1 is

10| the cal endar year inmmediately preceding the cal endar year N in

11 | which the rate filing is subnmitted in this state.

12 5. Blanket insurance is exenpt fromthe | oss ratios

13 | described in subparagraphs 1.-3. The mininumloss ratio for

14 | bl anket insurance is 65 percent.

15 6. Medicare supplenent and | ong-termcare insurance

16 | are exenpt fromthe |loss ratios described i n subparagraphs

171 1.-3. The minimumloss ratios for Medi care suppl enent

18 | i nsurance nust be established in accordance with s. 627.6745.

19 | Benefits under |long-termcare insurance policies shall be

20 | deened reasonable in relation to prem uns provided the

21 | expected loss ratio is at |east 60 percent, calculated in a

22 | manner which provides for adequate reserving of the long-term

23| care insurance risk. In evaluating the expected | oss rati o,

24 | due consideration shall be given to: statistical credibility

25| of incurred clains experience and earned preniuns; the period

26 | for which rates are conputed to provide coverage; experienced

27 | and projected trends; the concentration of experience within

28 | early policy duration; expected claimfluctuations; experience

29 | refunds, adjustnents, or dividends; renewability features; al

30 | appropriate expense factors; interest; the experinental nature

31| of the coverage; policy reserves; the nmix of business by risk
15
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classification;, and product features such as long elinination

peri ods, high deductibles, and high maximumlints.

Additionally, except to the extent of any conflict with this

code. The departnent shall adopt rules to inplenent this

subsection, and such rules shall include the factors specified

in section 17A of the Long-Term Care Mdel Regul ations, as

approved by the National Association of |nsurance

Conmi ssioners in July 1998.

7. The anticipated future loss ratio shall be

cal cul ated as the present value of anticipated future benefits

di vided by the present value of future prem uns, calcul ated

over the entire period for which the revised rates are

conputed to provide coverage.

8 The lifetine loss ratio shall be cal cul ated as the

sum of :
a. The accunul ated benefits fromthe origina

effective date of the formto the effective date of the

revision.
b. The present value of anticipated future benefits

di vided by the sum of the accumul ated prem unms fromthe

original effective date of the formto the effective date of

t he revision.

c. The present value of anticipated future preniuns,

with future val ues cal cul ated over the entire period for which

the revised rates are conputed to provi de coverage.

9. Interest shall be used in the cal cul ati on of

accunmul at ed and present val ues of benefits and preni uns.

10. The mnimumloss ratio for individual contracts

and group certificate forns issued, delivered, or issued for

delivery in this state prior to June 1, 1994, that were

approved by the departnent prior to February 1, 1994, shall be

16
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the loss ratio and loss ratio adjustnent formula that was in

effect at the tine the formwas approved.

11. Anticipated loss ratios |ower than those required

i n subparagraph (a)l. or subparagraph (a)2. shall require

justification based upon special circunstances that nay be

applicable, including, but not linmted to:

a. Accident only, short-term nonrenewabl e, specified

peril, and ot her special risks.

b. Marketing nethods; giving due consideration to

acqui sition and adninistration costs and preni um node;

extraordi nary expenses; high risks of clains fluctuation

because of |low | oss frequency or the catastrophic or

experinmental nature of the coverage; product features, such as

Il ong elinination periods, high deductibles, and hi gh maxi mum

limts; and the industrial or debit nmethod of distribution

(b) Premiumrates are not inadequate if the insurer

denonstrates, in accordance with generally accepted standards

of actuarial practice, that the sumof prem umincone and

i nvestnent incone, nminus the sumof benefit paynents,

expenses, taxes, and contingency nmargins is greater than zero.
Section 3. This act shall take effect July 1, 2000.
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