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Ins 3.01

Ins 3.02
Ins 3.04
The 3:00
Ins 3.11
Ins 3.12
Tns 3.13
Ins 3.14
Ins 3.15
Ins 3.17
Ins 3.18

Ins 3.19
Ins 3.20

Tns 3.23
Ins 3.2

Ins 3.26
Ins 3.27

Ins 3.28
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Chapter Ins 3
CASUALTY INSURANCE

Accumulation benefit riders at-
tached to health and accident
policies (p. 43)

Automobile ﬂeets vehlcl% not in-
cluded in (p. 49)

Dividends not deducted from

- premiums  in  computing loss’

reserves (T 49)
Municipal bond insurance (p. 50}
Mortgage guaranty insurance {p.

Multiple peril insurance con-
tracts (p. 62)

Filing procedures for disability
insurance forms (p. 63)
Individual accident and slekness
insurance (p. 64)

Group aceident and sickness in-
gurace {p. 70)

Blanket accident and sickness in-
surance {p. 71)

Reserves for accident and sick-
ness policles (p. 72)

Totai consideration for accident
ggd stekness insurance policies (p.

)
Group accident and sickness in-
surance 1nsurmg debtors of a
creditor (p.
Substan ard rlsk automobile
physical damage insurance for fi-
nanced vehicles (p. 84}
Franchise accident and sickness
insurance (p. §5)
Credit life insurance and credit
aceident and sickness insurance

nfair frade practices in credit
life and credit accldent and sick-
ness insurance (p, 98)
Advertisements of and deceptive
practices in accident and sickness
insurance (p. 99)
Solicitation, underwriting and
claims practices in individual and

Ins 3.29
Ins 3.80

Ins 8,31

Ins 3.32
Ins 3.38
Ins 3.89

Ins 3.40

Ins 3.41

- Ins 3.42

Ins 343
Ins 3.44
Ins 3.45

Ins 3.46
Ins 3.47

Ins 3.48
Ins 3.49

Ins 3.50

Ios 3

franchise accident and sickness
insurance (p, 118

Replacement of accident and
sickness insurance (p. 122
Change of beneficiary and related
provisions in accldent and sick-
ness insurance policles (p. 124)
Eligibility for and solicitation,
underwriting and ¢laims prac-
tices in group, blanket and group
type accident and sickness insur-
ance (p, 125)

Title msurance, prohibited prac-
tices (p. 129

Coverage 0 newbom infants (p.

132
Standards for dlsabl!lty insur-
ance sold to the Medicare eligible
(v. 133)
Authorized clanses for coordina-
tion of benefit provisions in group
and blanket disability insurance
policies {p. 146)
Ind)lvldual converslon po]:cm {p.
153
Plans of conversion coverage (p.
153)
High limit comprehensive plan of
benefits (p. 155)
Effective date of s, 632,897, Stats.
(p. 155)
Conversion pohcles by insurers
oﬂgrmg group policies only (p.
15
Standards for nursing home in-
surance (p. 156)
Cag;cer insurance solfcitation (p.
311
Preferred provider glans (p. 160)
Wisconsin automobile insurance
plan (p, 162)
Health maintenance organiza-

_ tions (p. 163)

Ins 3.01 Accumulation henefit riders atiached to health and accident poli-
cies, Exeept where such rider is used only on a policy replacing the com-
pany’s own policy, and so recites, no rider providing for accumulations of
benefits will be approved for use upon any policy of health and accident
insurance, whether it is proposed to issue such rider with or without an
additional premium. Such rider operates as an aid to twisting the policies
of another company in such manner as to make itsuse a dlrect encour-
agement of this practice.

Ins 3.02 Automobile ficets, vehicles not included in. Individually owned
motor vehicles cannot be included or covered by fleet rates, The deter-
mining factor for inclusion under fleet coverage must be ownership and
not management or use.

Ins 3.04 Dividends not deducted from premiums in computing loss
reserves. Premiums returned to policyholders as dividends may not be
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deducted from the earned premiums in computing loss reserves under s,
623,04, Stats. :

Tsllislory: 1-2-56; emerg. am, eff. 6-22-76; am. Register, September, 1978, No. 249, eff, 10-1-

Ins 3.08 Municipal bond insurance, (1) PUrrOSE. ‘This section imple-
ments and interprets ss. 601.42, 611.19 (1), 618,21, 623.03, 623.04,
627.05, 628.34 (2), 632.14, and 632,17, Stats,, for the purpose of estab-
lishing minimum requirements for the transaction of a type of surety
insurance known as muniecipal bond insurance. .

{2) 8cope. This section shall apply to the underwriting, marketing,
rating, accounting and reserving activities of insurers which write mu-
nicipal bond insurance,

(3) DEFINITIONS. {a) “Annual statement’”” means the fire and casualty
annual statement form specified in s. Ins. 7.01 (6) (a).

. (b} “Contingency reserve” meansa }‘gserve established for the protec-
tion of policyholders covered by policies insuring municipal bonds
agalinst the effect of excessive losses occurring during adverse economic
cyeles,

{e) “Cumulative net liability” means one-third of one percent of the
insured unpaid principal and insured unpaid interest covered by in-force
policies of municipal bond insurance.

(d) “Municipal bonds” means securities which are issued by or on be-
half of or are paid or guaranteed by:

1. Any state, territory or possession of the United States of America;

2. Any political subdivision of any such state, territory or possession;
or

8. Any agency, authority or corporate or other instrumentality of any
ong or more of the foregoing, or which are guaranteed by any of the fore-
going.

{e) “Municipal bond insurance” means a type of surety insurance au-
thorized by s. Ins 6.75 (2) (g) which is limited to the guaranteeing of the
performance and obligations of municipal bonds.

* () ““Municipal bond insurer” means an insurer which issues municipal
bond insurance, - - :

(g} “Total net liability” means the average annual amount due, net of
reinsurance, for principal and interest on the insured amount of any one
issue of municipal bonds,

(h) “Person’” means any individual, corporation for profit or not for
profit, association, partnership or any other legal entity.

(i) “Po]icyholders’ surplﬁs" means an insurer’s net worth, the differ-
ence between its assets and liabilities, as reported in its annual state-
ment, :

(4) MINIMUM CAPITAL OR PERMANENT SURPLUS. The minimum capital
or permanent surplus of a munieipal bond insurer shall be $2 million for
an insurer first authorized to do business in Wisconsin on or before Janu-
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(13) PRIMA PACIE MAXIMUM CREDIT ACCIDENT AND SICKNESS INSUR-
ANCE PREMIUM RATE STANDARDS. (a) If premiums are payable in one sum
(single premium) for coverage for the entire duration of indebtedness,
the premium rate standards for $100 of initial amount of insured indebt-
edness repayable in equal monthly instalments are shown below. Pre-
mium rate standards for other benefit plans and for indebtedness repay-
able in instalments other than as shown shall be actuarially consistent
with the indicated rate standards, but no individual policy of credit acci-
dent and sickness insurance or group policy of eredit aceident and sick-
ness insurance shall be de]ivereg or issued for delivery if the benefits are
payable after a waiting period of less than 14 days, regardless of whether
the payment of benefits are retroactive to the first day of disability.

" Original Number

of Equal Monthly
Instalments 14 days 30 Days
) MNon-Retroactive Elimination Period
6 $1.39 $ .69
12 : 196 1.18
18 227 1.50
24 . 2.52 1.69
30 274 - 1.82
36 293 1.93
42 3.1¢ 2,08
48 . 3.26 2.12
54 3.41 2.21
: 60 - 3.56. 2,29
Basic permissable loss 59% 52%

ratio

Original Number

of Equal Monthiy .

Instalments . 14 Days 30 Days
. Retrcnactiw.as fﬂ’z;!ting Perfod

-6 . $1,19

i2 2,23 1.68

18 . . 2.66 1.89

24 2.81 2,04

30 3.02 2.17

36 3.21 2,24

42 3.3¢ 2,3¢

48 3.56 248

. 54 3.70 2.67

R 60 3.84 2.65
Basic permissible loss 60% 57%

- ratio -

(b) The rate standards applicab]e' for premiums payable on the hasis of
monthly cutstanding balances shall be computed under the formula de-
scribed in subd. 1 except as provided in subd. 2:

. 1. For credit accident and sickness insurance benefit plans issued on an
}nﬁmdual or a group basis the premiums payable shall be computed as
ollows: o _

© pn= 20 Pn
n + 1

‘Where n" = Original repayment period, in months

Cpn = The Monthly Outstanding Balance Premium Rate per
-$1,000 for an lpdebtedness repayable in equal monthiy
mstz};l]rlnents with an originel repayment period of n
months
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Pn = The Single Premium Rate per $100 initial insured
' indebtedness with an original repayment period of n
months, from par. (a).” ' o :

" The outstanding balance premium rate for an indebtedness with a
given original repayment period is applicable to the outstanding balance
of this indebtedness at each month during the period, regardless of the
remaining repayment period, C : s s

2. For credit accident and sickness insurance benefit plans issued on a
group basis, a composite monthly outstanding balance premium rate
schedule may he used in lieu of the rate procedure deseribed insubd. 1 for
each benefit plan, to apply to all outstanding balances each month under
such plan, irrespective of the type or duration of loan making up such
cutstanding balances. Such composite monthly outstanding balanee pre-
mium rate schedule will be approved for use only if the actuarial consis-
tency of such composite rate with the prima facie maximum credit acet-
dent and sickness insurance premium rate standards and basie
permissible loss ratios in par. (a) is established, and the reasons for this
use in lieu of the rate standard in subd, 1 are documented.

3. The rate deviation procedure outlined in sub. (14) shall be applied
separately to any business written under subd. 2 above, and the insurer
shall maintain all pertinent data on such business separately.

(¢) The rate standards set forth herein shall be applicable for a plan of
benefits which contains: T '

1. Ne provision excluding or denying a claim for disability resulting
from pre-existing conditions except for those conditions which mani-
fested themselves to the insured debtor by requiring medieal diagnosis or
treatment or would have caused a reasonably prudent persen to have
sought the medical diagnosis or treatment, within 6 months preceding
the effective date of the debtor's coverage and which caused loss within
the 6 months following the effective date of coverage; provided, however,
that disability commencing thereafter resulting from such condition
shall be covered. :

2. No other provision which excludes or restriets liability in the event
of disability caused in a certain specified manner except that it may con-
tain provisions excluding or restricting coverage in the event of preg-
nancy, intenticnally self-inflicted injuries, foreign travel or residence,
flight in non-scheduled aircraft, war or military service, =~ = * "

8. No age restrictions; or only age restrictions making ineligible for
coverage:

" a. Debtots less than age 18 at the time the indebtedness is incurred, or
b. Debtors age 65 or over at the time the indebtedness is incurred, or

¢. Debtors who will have attained age 66 or over on the maturity date
of the indebtedness,

4. Provision for a daily benefit equal in amount to the initial indebted-
ness divided by the number of days in the period during which the in-
debte_dl_x_ess is scheduled {o be repaid in equal monthly instalments.

. 5. Provides for benefits to be payable in the event of disability result-
ing from bodily injury or sickness, which disability commences while the
Register, June, 1986, No. 366 '



COMMISSIONER OF INSURANCE _ 95
ns

debtor is insured hereunder and prevents the insured debtor from engag-
ing in any gainful ocecupation for which he is reasonably qualified by rea-
son of education, training or experience, except that during the initial 12
months of disability the inability of the insured to engage in his own
occupation shall be the only test. : . )

Notllf: This is not intended to preclude calculation of the daily benefit based on a 20 day
month,

(d) The rate standards set forth in this subsection shall not apply for a
plan of benefits wherein the aggregate of the periodie schedule of unpaid
installments of indebtedness payable by eredit aceident and sickness in-
surance exceeds $10,000 or for which the term of the indebtedness in-
sured exceeds b years.

{14) DEVIATION PROCEDURE AND CASE RATE DETERMINATION. {a) For
cases of less than $50,000 earned premiums (prima facie basis) the case
rates shall be the prima facie rates, For cases of $50,000 or greater earned
premiums (prima facie basis) the actual case ratio shall be calculated as
(actual ratio of claims incurred to premiums earned) divided by the basie
permissible loss ratio shown in sub. (12) or (18). If the actual case ratio is
within the acceptance range shown in the following eredibility table, the
case rates will be the prima facie rates, If the actual case ratio is outside
the acceptance range, the adjusted case ratio will be caleulated by ad-
justing the actual case ratio toward 100% by addition or subtraction of
the “adjustment constant”, also shown in the credibility table,

CREDIBILITY TABLE
Earned Premium {Prima Facie Basis)

Size  Small Loans or Banks or Acceptance Adjustment
Group _ Credit Unions _ Sales Finance Range Constant

CREDIT LIFE

1 §0,000-125,000 50,000- 200,000  0.80-1.20 0.15
I 125,000-300,000 200,000- 500,000 0.85-1.15 0.10
IIT  360,000-650,000 600,600-1,000,000 0.85-1,15 0.05
IV 650,000 or over 1,000,000 or over  0,90-1.10 0.00

CREDIT ACCIDENT AND SICKNESS

I 50,000- 75,600 50,000- 100,000  0.80-1.20 0.15
11 75,000-125,000 100,000- 175,000  0.85-1.15 0.10
I 125,000-250,000 175,000- 350,000  0.85-1.15 0.06

IV 250,000 or over 350,000 or over  0.90-1.10 0.00

{b) If the adjusted case ratio exceeds 1.00, the case rate is the product
ofhdeviation factor f, and the prima facie rate shown in sub. (12) or (13),
where

f1~—~ {(Adjusted case ratio—1) x 1.26 x Basic Permissible Loss Ratio]
+ ' .

. -te) If the adjusted case ratio for credit accident and sickness insurance
is less than 1.00, but greater than the limits specified in the following
table, the case rates are the product of the deviation factor g, and the
prima facie rates in sub. (13), where :

g= 1-[(1-adjusted case ratio) x 1.25 x Basic Permissible Loss Ratio]
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Plgn of Benefit , Limit
14 days Retroactive Elimination Period it
14 days Non-Retroactive Elimination Period b9
30 days Retroactive Elimination Period 87
30 days Non-Retroactive Elimination Period .39

Limit = .5 (1-1.256 x Basic Permissible Loss Ratio)
Basic Permissible Loss Ratio (1-.5 x 1.25)

(Rounded down})

(d) H the adjusted case ratio for eredit accident and sickness insurance
is less than 1.00, and less than or equal fo the limit specified in the above
table, the case rates are the product of the deviation factor h, and the
prima facie rate in sub, (13) where

h=(Adjusted Case Ratio x Basic Permissible Loss Ratio x 2)

(e) Tf the adjusted case ratio for credit life insurance is less than 1,00,
the case rate is the product of the deviation factor h and the prima facie
rate in subsection (12) where

h= (Adjusted Case Ratio)

{f) If the case rate determined by the above procedures is within 5¢ of
the existing single premium rate per $100 per year, the existing rate will
be the case rate.

(g) The case rate as determined shali continue for a period equal to the
experience period on which it was based. Where the case rate applies to a
group of accounts, the rate will contiune to apply to every account which
was grouped for determination of the rate and to only those aceounts,
The insurer shall annually determine and submit for fihing under sub. (8)
{a) the applicable case rate ealculated as prescribed herein.

(h) As used in this rule the following words mean:

1. Account—The aggregate credit life or credit accident and sickness
coverage for a single plan of benefits and class of business written
through a single ereditor by the insurer, whether coverage is written on a
group or individual policy basis.

2. Class of business—Means any of the following:

a. Credit unions ' '

b. Cbmmercial and savings banks

¢, Other cash loans (small loans, industrial bank loans, ete.)
d. Other sales finance (discount transactions, ete.)

3. Experience year—A 12-month period ending on the policy anniver-
sary or renewal date or on a calendar year-end. Experience for a given
account or permitted combinations of accounts shall be reported consis-
tently from year to year.

4. Gase—a. An account, if the earned premium for the account based
upon the prima facie premium rates promulgated in sub. {12) or (13)
during the most recent 3 experience years has been $50,000 or more. If
the rates applicable to the account are not at the prima facie level orat a
uniform percentage of the prima facie rates, the amount of premium
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which would have been earned at the prima facie rates shall be approxi-
mated by a reasonable method filed with the experience report.

b, A combination of all the insurer's aceounts of the same plan of bene-
fits and class of business, excluding all accounts which meet the cnteuon
for inclusion under a, immediately preceding.

6. Experience period—The last 3 expertence years unless a lower
number of full years produces an earned premium in size group IV as
shown in the credibility table.

(j) In determining the ease ratios in this subsection for application of
the deviation formula, the following rules shall be applied:

1. If the coverage for a single creditor which quahﬁes for separate con-
sideration under case deﬁmtmn a. above has been in force with the in-
surer for less than the experience period, the claim experience of the cred-
itor whiié covered by any prior insurer shall be included to the extent
necessary in determining the appropriate case ratios,

2. The case ratios shall be based wholly or partially on the experience
of the insurer on the ease whithin the state,ora group of states or on the
total United States experience, 50 long as the insurer reports and files
consistently for that case thereafter, An account which qualifies for sepa-
rate treatment as a case but which provides coverage on a multi-state
hasis, may be considered in its entirety if the insurer so chooses excluding
experience used for deviation purposes in any state, states or group of
states,

(15) ACCOUNTING AND UNDERWRITING EXPERIENCE, Fach insurer shall
maintain records of premlums, losses and expenses of Wisconsin business
separately for credit life insurance and credit accident and sickness insur-
ance on a calendar year basis or on a policy year basis. Such underwriting
experience shall be maintained for each form of policy, ereditor, and elass
of ereditor, This information shall be subjeet to call annually by the com-
missioner.

{16) FINANCIAL STATEMENT MINIMUM RESERVES, (a) Each insurer shall
show, as a Hability in any financial statement or report required under s.
601.42, Stats., its policy or unearned premium reserve in an amount not
less than as computed in pars. (b}, () and (d). If a credit insurance pot-
icy provides any combination of life insurance henefits, disability bene-
fits and accident and sickness insurance benefits, a reserve must be es-
tablished separately for the life insurance beneﬁts, for the disability
benefits and for the accident and sickness insurance benefits.

{b) The reserve for lhdmdual credit life insurance policies shall be not
less than 130% of the Comimissioner’s 1958 Standard Ordinary Mortal-
ity Table at 3%% annual interest.

'(¢) The reserve for group eredit life insurance policies shall be not less
than 130% of the Commissioner's 1960 Standard Group Mortahty Table
at 3/&% annual interest. .

(d) The reserve for eredit accident and sickness insurance policies and
for disability benefits in credit life insurance policies shail be not less than
the greater of 130% of the Commissioner’s 1964 Disability Table at
3%% annual interest or the pro rata unearned premium reserve.
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(17) SUBMISSION OF POLICY FORMS AND RATE SCHEDULES IN USE, Fach
insurer subject to this ruie shall file with the commissioner on or before
October 1, 1972, a listing of all policy forms, certificates of insurance,
notices of proposed insurance, applications for insurance, endorsements
and riders and the schedules of premium rates pertaining thereto which
have been heretofore approved and which the insurer intends to issue or
use in Wisconsin after the effective date of this rule.

(18) PENALTY. Violations of this rule shall subject the insurer or agent
to s. 601.64, Stats.

Note: It is the intent of this rule that it shall apply prospectively to the review for approval
of policy and otheér forms of eredit life and eredit accldent and sickness insurance and to the
rates applicable to such forms that are submitted for fling after the effective date. Individual
hearings will be held to consider whether credit life and eredit aceident and sickness insurance
contract forms and rate levels presently in use provide benefits that are reasonable in relation
to premium charges.

Cr. Register, August, 1972, No. 200, elf 9 1 ‘?2 er, (2) (e}, (6) (h)and (8) (h). am,
(4) (h) (’:5) (8) (N, (12}, (13) (a), (14) {e),and r. Register, February 06,

-73; am, (4), (5}, (6) (a} 6, (6} (h), (3) (f); (12) (g) 2, (13) (c) 3 (14) (c) and (d) and cr.
(6) (1) and (13) (c) b, Reglster, April, 1915, Ni 13) (b), Register, June,
1975, No, 234, ¢ '7-1-’15 emerg, am. (1) and (2), eff 6—22-76 arn (1) and (2), Register, Sep-
tember, 1976, No 249, eff, 10- 1-76; am, {4) and (11) {(d), er, (12) (h} and (13) (d}, Register,
Mareh, 1977, No. 255, eff, 4-1-7T; am. (1}, {2) and (14) (c), Register, March, 1979, No. 279,
efl. 4- 1-79 am. (12) (b) to (e), Register, September, 1981, No. 309, ef. 10-1-81;r, (19) under s,
13.93 (2m) (b} 16, Stats., Register, December, 1984, No. 348; ropnnted to correct printing
errors in (13) {b), (14) (c) and (f}, Register, June, 1986 No. 366

Ins 3.26 Unfair irade practices in credit life and credit accident and sick-
ness insurance. (1) PURPOSE, The purpose of this rule is to assist in the
maintenance of a fair and equitable eredit life insurance and eredit acci-
dent and sickness insurance market. This rule interprets, including but
not limited to, the following Wisconsin Statutes: 601.04; 601.01 (3) (a),
(b), (e), (&) and (h); B01.41 (1), (2) and (3) and eh, 628,

(2) Scope. This rule shall apply to the transaction of credit life insur-
ance as defined in s. Ins 6.75 (1) {a) 1. and 632.44 (3), Stats,, and the
transaction of credit accident and sickness insurance as defined in s. Ins
6.75 (1) (e} 1. or (2) (e) 1,

(3) UNFAIR TRADE PRACTICES DEFINED, The following acts, whether
done directly or indirectly, in consideration of or in connection with a
policy issued or proposed to be issued are defined to be prohibited unfair
tzi)ade practices in the transaction of insurance described in sub (2}
above; ’

(a) The offer or grant by an insurer of any special favor or advantage,
ot any valuable consideration or inducement not set out in the insurance
contract, The pa?vment of agents’ commissions, reported annually in
Schedule 248, shall not be a violation of this paragraph but the acts cited
in pars. {b), (c), (d), (e) and (f) may not in any way he construed as
agents' commissions.

(b) The offer to deposit or the deposit with a bank or other financial
institution, money or securities of the insurer or of any affiliate of the
insurer with the design or intent that the deposit offset or take the place
of a deposit of money or securities which otherwise would be required of
the creditor by such bank or financial institution as a compensating bal-
ance or offsetting deposit for a loan or other advancement,

(e) The deposit with a bank or other financial institution of money or
securities without interest or at a lesser rate of interest than is currently
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(a) Reasonable rules governing the equitable distribution of risks by
direct insurance, reinsurance or otherwise and their assignment to insur-
ers;

(b) Rates and rate modifications applicable to such risks whlch shall
not be excessive, inadequate or unfairly discriminatory;

{¢) The limits of lability which the insurer shall be required to assume;

(d) A method by which an applicant to the Plan dented insurance or an
insured under the Plan whose insurance is terminated may request the
committee to review such denial or termination and by which an insurer
subscribing to the Plan may request the committee to review actions or
decisions of the Plan which adversely affect such insurer. The method

shall specify that sueh requests for review must be made in writing to the
Plan and that the decision of the committee in regard to such review may
be appealed by the applicant, insured, or company to the commissioner
of insurance as provided for in ch. Ins 6, A review or appeal does not
operate as a stay of termination,

Note: These requlrements reflect former s. 204,651 (2), Stats.

(e) The commissioner shall maintain files of the Plan’s approved rules,
rates, and forms and such documents must be made available for public
mspectlon at the office of the commissioner of insurance.

History: Cr. Register, November, 1984, No. 847, eff, 12-1-84,

Ins 3,50 Health maintenance organizations. (1) PURPOSE. This section
establishes financial and other standards for health maintenance organi-
zations doing business in Wisconsin. These requirements are in addition
to any other statutory or administrative rule requirements which apply
to heaith maintenance organizations,

(2) SCOPE, Except for sub. (4), this section applies to all health mainte-_
nance organizations doing business in Wisconsin. Subsection (4) does not
apply to health maintenance organizations operated as lines of business
of licensed insurers unless the insurer does substantially all of its business
as a health maintenance organization.

(8) DEFINITIONS, (&) “Acceptable letter of eredit” means a clean, un-
conditional, irrevocable letter of credit issued by a Wisconsin bank or
any other ﬁnanclal institution acceptable to the commissioner which re-
news on an annual basis for at least a 3-year term unless written notice of
nonrenewal is given to the commlssloner and the health maintenance or-
ganization at least 60 days prior to the renewal date.

(b) “Health maintenance organization” means a health care plan as
defined in s, 609,01 (2), Stats. '

(4) FINANCIAL REQUIREMENTS. (a) Minimum capital or mintmum per-
manent surplus, The minimum capital or minimum permanent surplus
for a health maintenance organization shall be at least $200,000.

(b) Compulsory surplus. The health maintenance organization shall
maintain a compulsory surpius to provide security against contingencies
which affect its financial posztmn but whlch are not fully covered by pro-
vider contracts, insolvency insurance, reinsurance, or other forms of fi-
nancial g\flarantees The compulsory surplus shall be equal to at least the
greater o
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1. 3% of the premiums carned by the insurer in the previous 12
months; or

2. $200,000.

" The commissioner may, by order, require a higher or lower compulsory
surplus or may establish additional factors for determmmg the amount
of compulsory surplus. :

() Operating funds. The health maintenance organization shall make
arrangements satisfactory to the commissioner to provide sufficient
funds to finance any operating deficits in the business and to prevent
impairment of the health maintenance organization’s eapital or perma-
nent surplus and its compulsory surplus. To determine the acceptability
of these arrangements the commissioner shall take into account reason-
able projections of enrollments, claims and administrative costs, finan-
cial guarantees given to the organization, the financial condltlon of any
guarantors, and any other relevant information.

(d) Security surplus. The health maintenance organization should
maintain a security surplus to provide an ample margin of safety and
clearly assure a sound operation, The secunty surplus of an msurer shall
be at least the greater of: -~

1. Compulsory surplus pEus 40% reduced by 1% for each $33 million of
premium in excess of $10 million earned in the previous 12 months; or

-2, 110% of its compulsory surplus.

(e) Deposit or leiter ?if credit. Each health maintenance organization
shall maintain either a deposit of securities with the state treasurer or an
acceptable letter of credit in ali periods in which policyholder surplus
does not exceed $500,000, The amount of the deposit or letter of credit
shall be at least $150,000. The letter of eredit shall be payable to the
commissioner whenever rehabilitation or liquidation proceedings are ini-
tiated agamst the health maintenance organization,

(£} Insolvency proteciion for policyholders. Each health malntenance or-
ganization is required to demonstrate that in the event of insolvency:

1. Enrollees hospitalized on the date of 1nsolvency wiHl be covered until
discharged, and

2, Enrollees will e entitled to similar, alternate coverage which does
not contain any medical underwriting or pre-exwtmg limitation require-
ments,

(g) Setiing greater amounis, The commissioner may set greater
amounts under (a), (¢}, (d), or (e) on finding that the financial stability
of the organization requires it.

(h) Exzisting insurers, For health maintenance organizations having a
Certificate of Authority on September 29, 19886, this subsection shall be-
come effective on January 1, 1988,

' (5) BUSINESS PLAN, All applications for certificates of mcorporatmn
and certificates of authority of a health maintenance organization shall
include a proposed business plan. Health maintenance organizations
subject to this section whlch are not separately licensed shall submit a
proposed business plan prior to doing business as a health maintenance
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organization unless the commissioner waives this requirement, In addi-
tion to the items listed in ss. 611,13 (2) and 618.13 (1), Stats., the follow-
ing information shall be contained in the business plan;

(a) Organization type. The type of organization, including whether the
providers affiliated with the organization will be salaried employes or
group or individual contractors.

(b) Feaszbzhty studies and markeling surveys. A summary of feasibility
studies or marketing surveys which support the financial and enrollment
projections for the plan. The summary shail include the potential
number of enrollees in the operating territory, the projected number of
enrollees for the first 5 {ears, the underwriting standards to be applied,
and the method of marketing the organization,

(¢) Geographical service area. The geographical service area by county
ineluding a chart showing the number of primary and specialty care pro-
viders with locations and service areas by county; the method of han-
dling emergency care, with locations of emergency care facilities; and the
method of handling out-of-area services.

(d) Provider agreements. The extent to which any of the following will
bei‘ nﬁ:luded in provzdel agreements and the form of any provisions
which:

"1, Limit the providers’ ability to seek reimbursement for covered ser-
vices from policyholders or enrollees;

2. Permit or require the provider to assume a financial risk in the
health maintenance organization, including any provisions for assessing
the provider, adjusting capitation or fee-for-service rates, or sharing in
the earnings or losses; and

* 8. Govern amending or terminating agreements with providers.

{e) Provider avatlability. A descnptlon of how services will be provided
to polieyholders in each service area including the extent to which pri-
mary care will be given by providers under contract to the organization.

(f) Plan adminisiration. A summary of how administrative services
will be provided, including the size and quahﬁcatlons of the administra-
tive staff and the projected cost of administration in relation to premium
income, If management authority for a major corporate function is dele-
gated to a person outside the organization, the business plan shall in-
clude a copy of the contract. The contract shall include the services to be
provided, the standards of performance for the manager, the method of
payment including any provisions for the administrator to participate in
the profit or losses of the plan, the duration of the contract and any pro-
visions for modifying, terininating or renewing the contract. Contracts
for delegated management authority shall be filed for approval with the
commissioner under ss, 611,67 and 618, 22, Stats.

(g) Financial projections. A summary of current and prmected enroil-
ment; income from premiums by type of payor, other income, adminis-
trative and other costs, the projected break even point, including the
method of funding the accumulated losses until the break even point is
reached, and a summary of the assumptions made in developmg pro-
jected operatmg results,
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(h) Finenciel guarantees, A summary of all financial guarantees by
providers, sponsors, affiliates or parents within a holding company sys-
tem, or any other guarantees which are intended to ensure the financial
success of the plan, These include hold harmless agreements by provid-
ers, insolvency insurance, reinsurance or other guarantees,

(i) Contracts with enrollees. A summary of benefits to be offered enroll-
ees including any limitations and exclusions and the renewability of all
contracts to be written,

(6) CHANGES IN THE BUSINESS PLAN, (a) Allsubstantial changes, alter-
ations or amendments to the business plan shall be filed with the commis-
sioner at least 30 days prior {o their effective date and shall be subject to
disapproval by the commissioner. These include changes in articles and
bylaws, organization tgpe, geographical service areas, provider agree-
ments, provider availability, plan administration, financial projections
and guarantees and any other change which might affect the financial
solvency of the plan. Any changes in the items listed in sub. (5) (d) shall
be filed under this section.

(7} CoPIES OF PROVIDER AGREEMENTS, All health maintenance organi-
zations subject to this section shall file with the commissioner, prior to
doing business, copies of all executed provider agreements and other con-
tracts covering liabilities of the health maintenance organization, except
that, for contracts with physicians, a list of physicians executing a stan-
dard contract and a copy of the form of the contract may be filed instead
of copies of the executed contracts. Executed copies of all provider agree-
ments, including those with physicians, shall be maintained in the health
maintenance organization's administrative office and shall be made
available to the commissioner on request.,

(8) OTHER REPORTING REQUIREMENTS. {a) All separately licensed
health maintenance organizations shall file with the commissioner by
March 1 of each year an annual statement for the preceding year, The
statement shall be on the current Health Maintenance Organization an-
nual statement blank prepared by the national association of insurance
commissioners. All health maintenance organizations which are not sep-
arately licensed shall file an annual report in a form preseribed by the
commissioner,

{h) A quarterly report, in a form prescribed by the commissioner, shall
be filed within 45 days after the close of each of the first 8 quarters of the
year unless the commissioner has notified the organization that another
reporting schedule is appropriate

(9} POLICY AND CERTIFICATE LANGUAGE REQUIREMENTS, Each policy
form marketed by a health maintenance organization and each certifi-
cate given to enrollees shall contain:

(a) A definition of geographical service area, emergency care, urgent
care, out-of-area services, dependents and primary provider, if these
terms or terms of similar meaning are used in the policy or certificate and
have an effect on the benefits covered by the plan. The definition of geo-
graphical service area need not be stated in the text of the policy or cer-
tificate if such definition is adequately described in an attachment which
is given to all enrollees along with the policy or certificate,
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(b) Clear disclosure of any provisior which limits benefits or access to
serviee in the exclusions, limitations, and exceptions sections of the pol-
iey or certificate, Among the exclusions, limitations and exceptions
which shall be disclosed are those relating to emergency and urgent care,
restrictions on the selection of primary or referral providers, restrictions
on changing providers during the contract period, out-of-pocket costs
including copayments and deductibles, charges for missed appointments
or other administrative sanctions, restrictions on access to care if copay-
ments or other charges are not paid, and any restrictions on coverage for
dependents who do not reside in the service area.

(e} Clear disclosure of any benefits for home health care, skilled nurs-
ing care, kidney disease treatment, diabetes, maternity benefits for de-
pendent children, alccholism and other drug abuse, and nervous and
mental disorders.

(10) GRIEVANCE PROCEDURRE. (a) Fach health maintenance organiz-
tion shall develop an internal grievance procedure which shall be de-
scribed in each policy and certificate issued to enrollees, Policies and cer-
tificates shall inelude a definition of a grievance.

(b) In addition to the notice requirement under par. (a), each time the
health maintenance organization denies a claim or initiates disenroll-
ment proceedings, the health maintenance organization shall notify the
?ffecte_d enrollee of the right to file a grievance and the procedure to fol-
ow. .

(¢} The health maintenance organization shall acknowledge a griev-
ance within 10 days of receiving it.

(d) The health maintenance organization shall retain records of all
grievances for 8 years and shall develop a summary each year which shall
inciude the date each grievance was filed, the nature of the grievance, the
date of the resolution of the grievance, a summary of the resolution of the
grievance, and a comment concerning any administrative changes made
as aresult of the grievance. This summary shall be filed with the commls-
sioner by February 1 each year for the preceding year.

(11) OTHER NOTICE REQUIREMENTS. {(a) Prior to enrolling members,
the heaith maintenance organization shall provide to prospective group
or individual polieyholders information on the plan, including informa-
tion on the services covered, a definition of emergency and out-of-area
coverage, names and spemﬁc location of providers for each type of ser-
vice, the cost of the plan, enrollment procedures, and limitations on ben-
efits including limitations on choice of providers and the geographical
area serviced by the organization,

(b) If a health mainfenance organization terminates its relationship
with any clinic or medical group it shall notify all subseribers who receive
primary health care services from that clinic or medical group at least 80
days in advance of such termination. The health maintenance organiza-
tion shall notify all subseribers in a geographical area served by the plan
of any changes in it affiliations with providers which have a substantial
effect on the availability of covered services in the area.

{12) DISENROLLMENT, (a} The health maintenance organization shall
clearly disclose in the policy and certificate any cireumstances under
which the health maintenance organization may disenroll an enrollee.
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(b) Except as provided in s. 632.897, Stats,, the health maintenaﬁce
organization may disenroll an enrollee from the health maintenance or-
ganization for the following reasons only:

1, The enrollee has failed to pay required premiums by the end of the
grace period.

2, The enrollee has commltted acts of physical or verbal abuse whxch
pose a threat to providers or other members of the organization.

3. The enroliee has allowed a nonmember to use the health mainte-
nance organization’s certification card to obtain services or has know-
mgly provided fraudulent information in appiying for coverage.

4. The enrollee has moved outside of the geographical service area of
the organization.

b. The enrollee is unable to establish or maintain a satisfactory physi-
cian-patient relationship with the physician responsible for the enrollee’s
care, Disenroliment of an enrollee for this reason shall be permitted only
if the health maintenance organization can demonstrate that it provided
the enrollee with the opportunity to select an alternate primary care
physmzan, made a reasonable effort to assist the enrollee in establishing a
satisfactory patient-physician relationship and informed the enrollee
that he or she may file a grievance on this matter.

{c¢) The health maintenance organization may not disenroll an enroliee
under par. (b} for reasons related to the physical or mental condition of
the enroliee or for any of the following reasons;

1. Failure of the enrollee to follow a preseribed course of treatment.
2. Administrative actions such as failure to keep an appointment.

(d) A health maintenance organization which has disenrolled an en-
rollee for any reason except failure to pay required premiums shall make
arrangements to provide similar alternate insurance coverage to enroll-
ees, In the case of group certificate holders, this insurance coverage shall
be continued until the person finds his or her own coverage or until the
next opportunity to change insurers, whichever comes first. In the case of
an enrollee covered on an individual basis, coverage shall be continued
imhl the anmversary date of the pohcy or for one year, whichever i Is ear-
fer o=

(13) TIME PERIOD. In accordance with s. 227,116, Stats., the commis-
- sioner shall review and make a determination-on an apphcatlon for a
certificate of authority within 60 business days after it has heen received.

History: Cr. Register, June, 1986, No. 366, eff. 9-29-86.
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