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AN ACT relating to health insurance.

Be it enacted by the General Assembly of the Commonwealth of Kentucky:

Section 1.   KRS 18A.225 is amended to read as follows:

(1)
(a)
The term "health maintenance organization" for the purposes of this section means a health maintenance organization as defined in KRS 304.38-030 or as a nonprofit hospital, medical-surgical, dental, and health service corporation, which has been licensed by the Kentucky Health Facilities and Health Services Certificate of Need and Licensure Board or its successor agency and issued a certificate of authority by the Department of Insurance as a health maintenance organization or as a nonprofit hospital, medical-surgical, dental, and health service corporation and which is qualified under the requirements of the United States Department of Health, Education and Welfare except as provided in subsection (2) of this section; and

(b)
The term "state employee" for purposes of this section shall include a person, including an elected public official, who is regularly employed by any department, board, agency, branch of state government, or any municipal, urban-county, charter county, or county government, whose legislative body has opted to participate in the state health insurance program pursuant to KRS 79.080 and who is a contributing member to any one (1) of the retirement systems administered by the state and including any federally funded time-limited employee. It shall also include a person who must fulfill the requirements established by the Kentucky Board of Education for eligibility and a person who is a present or future recipient of a retirement allowance from any of the Kentucky Retirement Systems who either satisfies the requirements of KRS 61.559 or who is board authorized under KRS 61.702(1), including a beneficiary of a retired employee as defined in KRS 61.542 who is receiving a retirement allowance from any of the Kentucky Retirement Systems and includes members of the Legislators' Retirement Plan as provided in KRS 18A.2287. It shall also include a person who is a present or future recipient of a retirement allowance from the Teachers' Retirement System of Kentucky who either satisfies the requirements of KRS 161.525, 161.620, and 161.675 or who is board certified, including a beneficiary of a retired member who is receiving a retirement allowance from the Teachers' Retirement System of Kentucky.

(2)
(a)
Pursuant to paragraph (b) of this subsection, the secretary of the Finance and Administration Cabinet, upon the recommendation of the secretary of the Personnel Cabinet, shall procure, in compliance with the provisions of KRS 45A.080, 45A.085, and 45A.090, from one (1) or more health, hospitalization, medical, major medical, and dental insurance companies or from one (1) or more health maintenance organizations authorized to do business in this state, a policy or policies of group health, hospitalization, medical, and major medical insurance or health maintenance organization coverage encompassing all or any class or classes of state employees. Health insurance coverage provided to state employees under this section shall, at a minimum, contain the same benefits as provided under Kentucky Kare Standard as of January 1, 1994.

(b)
All state employees[ and other persons for whom the insurance or health maintenance organization coverage is provided or made available] shall be covered by the self-funded plan provided by the Kentucky Health Insurance Authority as authorized[annually be given an option to elect standard insurance coverage, coverage by a health maintenance organization, or health insurance described] in KRS 42.800 to 42.825. The secretary of the Finance and Administration Cabinet, upon request by the Kentucky Kare Health Insurance Authority, is authorized to request the General Assembly to appropriate funds, as necessary to supplement the contributions allowed in subsection (3)(a) and (b) of Section 3 of this Act to ensure the self-funded plan is actuarially sound, from the fund moneys received by the Commonwealth of Kentucky from the tobacco industry as a result of the master settlement agreement approved and entered by Division 2 of the Franklin Circuit Court in the case denominated Commonwealth of Kentucky versus Phillip Morris Inc., et. al., case number 98-CI-01579 (1998). The secretary is also authorized to direct the authority to terminate operations if the secretary determines that the self-funded plan is not actuarially sound. No later than five (5) days after directing the authority to terminate operations, the secretary shall send written notification of the secretary's actions and the reasons therefor to the Legislative Research Commission. Upon a determination that the plan is to terminate operations, the secretary of the Finance and Administration Cabinet shall procure health insurance coverage for state employees pursuant to paragraph (a) of this subsection[; if a qualified health maintenance organization is not engaged in providing basic health services in a health maintenance service area in which at least twenty-five (25) of the employees reside, the state employees may annually be given the option to elect either standard insurance coverage or coverage by a health maintenance organization which has been licensed by the Kentucky Health Facilities and Health Services Certificate of Need and Licensure Board or its successor agency and issued a certificate of authority by the Department of Insurance as a health maintenance organization or as a nonprofit hospital, medical-surgical, dental, and health service corporation and which is engaged in providing basic health services in a health maintenance service area in which at least twenty-five (25) of the employees reside].

(c)
The policy or policies shall be approved by the commissioner of insurance and may contain the provisions he approves, whether or not otherwise permitted by the insurance laws.

(d)
It is intended by this section that health[standard] insurance[, health maintenance organization] coverage shall[, or health insurance described in KRS 42.800 to 42.825 may] be made available for state employees[, except that the procuring of each is permissive].

(3)
The secretary of the Finance and Administration Cabinet, upon the recommendation of the secretary of the Personnel Cabinet, may procure from one (1) or more dental insurance companies, one (1) or more health maintenance organizations, one (1) or more nonprofit hospital, medical-surgical, dental, and health service corporations organized under Subtitle 32 of KRS Chapter 304, the health insurance agency described in KRS 42.800 to 42.825, or one (1) or more prepaid dental plan organizations organized under Subtitle 43 of KRS Chapter 304, a policy or policies of group dental insurance or prepaid dental plan coverage encompassing all or any class or classes of state employees. All state employees for whom the dental insurance or prepaid dental plan coverage is provided shall annually be given an option to elect either standard dental insurance coverage, health maintenance organization coverage, or coverage by a prepaid dental plan. The policy or policies shall be approved by the commissioner of insurance and may contain the provisions he approves, whether or not otherwise permitted by the insurance laws. It is intended that either dental insurance or prepaid dental plan coverage may be made available for state employees, except that the procuring of each is permissive.

(4)
The premiums may be paid by the policyholder:

(a)
Wholly from funds contributed by the insured employee, by payroll deduction or otherwise;

(b)
Wholly from funds contributed by any department, board, agency, or branch of state, municipal, urban-county, charter county, or county government; or

(c)
Partly from each, except that any premium due for health maintenance organization coverage or prepaid dental plan coverage over the premium amount contributed by any department, board, agency, or branch of state, municipal, urban-county, charter county, or county government for any other insurance coverage shall be paid by the employee.

(5)
If an employee moves his place of residence or employment out of the service area of a health maintenance organization or of a prepaid dental plan organization, under which he has elected coverage, into either the service area of another health maintenance organization or prepaid dental plan organization or into an area of the state not within a health maintenance organization service area or prepaid dental plan service area, the employee shall be given an option, at the time of the move or transfer, to elect coverage either by the health maintenance organization or prepaid dental plan organization into which service area he moves or is transferred or to elect standard insurance coverage offered by the employer[ or coverage under KRS 42.800 to 42.825].

(6)
No payment of premium by any department, board, agency, or branch of state, municipal, urban-county, charter county, or county government shall constitute compensation to an insured employee for the purposes of any statute fixing or limiting the compensation of such an employee. Any premium or other expense incurred by any department, board, agency, or branch of state, municipal, urban-county, charter county, or county government shall be considered a proper cost of administration.

(7)
The policy or policies may contain the provisions with respect to the class or classes of employees covered, amounts of insurance or coverage for designated classes or groups of employees, policy options, terms of eligibility, continuation of insurance or coverage after retirement, and other provisions the commissioner of insurance may approve.

(8)
The policy or policies shall contain the provision that employees or retired employees shall be allowed to change health insurance carriers during the reopening period without any limitation for pre-existing conditions if the employee has met the pre-existing condition limitation upon initial employment or reemployment with the group.

(9)
The secretary of the Finance and Administration Cabinet is authorized to perform all acts necessary or advisable for the purpose of contracting for and maintaining insurance, prepaid dental plan organization coverage, and health maintenance organization coverage under the provisions of this section.

(10)
Group rates under the insurance or health maintenance organization coverage acquired under this section shall be made available to the disabled child of a state employee regardless of the child's age if the entire premium for the disabled child's coverage is paid by the state employee. A child shall be considered disabled if he has been determined to be eligible for federal Social Security disability benefits.

(11)
The health insurance contract or contracts for state employees shall be entered into for a period of not less than two (2) years, except the contract awarded October 1, 1984, shall be awarded for the period between October 1, 1984, and June 30, 1986.

(12)
The secretary shall appoint twenty-four (24) persons to an Advisory Committee of State Health Insurance Subscribers to advise the secretary or his designee regarding the state health insurance program for state employees. The secretary shall appoint, from a list of names submitted by appointing authorities, members representing school districts from each of the seven (7) Supreme Court districts, members representing state government from each of the seven (7) Supreme Court districts, two (2) members representing retirees under age sixty-five (65), one (1) member representing local health departments, and three (3) members at large. The secretary shall also appoint two (2) members from a list of five (5) names submitted by the Kentucky Education Association and two (2) members from a list of five (5) names submitted by the largest state employee organization of nonschool state employees. The advisory committee shall be appointed in November of each year and shall meet quarterly.

(13)
Notwithstanding any other provision of law to the contrary, the policy or policies provided to state employees pursuant to this section shall not provide coverage for obtaining or performing an abortion, nor shall any state funds be used for the purpose of obtaining or performing an abortion on behalf of state employees or their dependents.

Section 2.   KRS 42.800 is amended to read as follows:

(1)
The Kentucky Kare Health Insurance Authority is hereby created, and shall be attached to the Finance and Administration Cabinet for administrative purposes only.

(2)
The Kentucky Kare Health Insurance Authority shall be governed by a board of directors consisting of ten (10)[eight (8)] members. The ten (10)[eight (8)] members shall include the secretary of the Finance and Administration Cabinet or designee, the secretary of the Personnel Cabinet or designee, the secretary of the Cabinet for Health Services or designee, the commissioner of the Department of Insurance or designee, who shall be a nonvoting member, and six (6)[four (4)] members appointed by the Governor.

(3)
The six (6)[four (4)] members appointed by the Governor shall include:

(a)
One (1) at-large member, who shall serve an initial term of one (1) year;

(b)
One (1) member representing state government policyholders, who shall serve an initial term of two (2) years;

(c)
One (1) member representing individual policyholders, who shall serve an initial term of three (3) years;[ and]
(d)
One (1) member representing group policyholders with fifty (50) employees or less, who shall serve an initial term of four (4) years;

(e)
One (1) member who is a teacher, who shall serve an initial term of one(1) year; and

(f)
One (1) member who is a retired teacher, who shall serve an initial term of two (2) years.


Thereafter, as each term expires, the vacancy created shall be filled by appointment of the Governor for a term of four (4) years. Appointments to fill an unexpired term of a member shall be for the remainder of the term.

(4)
The Governor shall appoint a chairperson from the membership of the board of directors. The board of directors may elect by majority vote other officers it deems necessary from its members.

(5)
Each voting member of the board who is not an employee of state government shall be compensated five thousand dollars ($5,000) annually, except the chair, who shall be paid seven thousand five hundred dollars ($7,500) annually. The voting members of the board shall be reimbursed for necessary travel and lodging expenses in accordance with administrative regulations promulgated pursuant to KRS Chapter 13A by the Finance and Administration Cabinet for state employees.

(6)
The board of directors of the Kentucky Kare Health Insurance Authority shall have all of the duties, powers, and authority granted in KRS 42.800 to 42.825 and all other powers necessary or convenient to carry out and effectuate the purposes for which the authority is established.

(7)
The Kentucky Kare Health Insurance Authority, without limitation by the provisions of KRS Chapter 18A and KRS Chapter 64, shall employ and set the salary of an executive director, who shall be appointed by and shall serve at the pleasure of the board. The executive director shall have proven successful experience, for a period of at least five (5) years, as an executive at the general management level in public or private insurance operations, or in the management of a state fund for health insurance coverage. The executive director shall conduct the day-to-day operations of the authority for the purpose of carrying out the policies and procedures of the board.

(8)
The Auditor of Public Accounts shall be responsible for conducting an annual audit of the Kentucky Kare Health Insurance Authority. The costs of the annual audit shall be borne by the authority.

Section 3.   KRS 42.805 is amended to read as follows:

(1)
The Kentucky Kare Health Insurance Authority may establish a Kentucky Kare health insurance fund to provide for a self-funded health insurance plan for state employees pursuant to subsection (2) of Section 1 of this Act. The plan shall be available in indemnity, health maintenance organization, point of service, or preferred provider organization type of coverage, or any combination, but it shall provide statewide coverage. The self-funded plan may provide more than one health benefit plan, but at least one (1) health benefit plan shall be the standard plan approved pursuant to KRS 304.17A-250[self-insurance of all risk in the provision of benefits comparable to those that may be paid under a policy or contract procured by the secretary of the Finance and Administration Cabinet as provided in KRS 18A.225(2)]. All moneys remaining in this fund at the end of the fiscal year, and deposited thereafter, including earnings from their investment, shall be deemed a trust and agency account, shall not lapse, and shall be continuously appropriated only for the purposes specified in this section.

(2)
(a)
Benefits provided under this section include, but are not limited to, hospitalization, surgical care, and major medical care for state employees and their dependents.

(b)
For purposes of this section and KRS 42.810 to 42.825, the term "state employee" shall be defined as provided in KRS 18A.228.

(3)
The contributions made to this fund may be paid:

(a)
From funds contributed by the covered employee through payroll deduction or otherwise;

(b)
From funds contributed by the state or any department, board, or agency, or branch of state, city, county, urban-county, or charter county;

(c)
From funds appropriated from the moneys received from the Commonwealth of Kentucky as a result of the master settlement agreement approved and entered by Division 2 of the Franklin Circuit Court in the case denominated Commonwealth of Kentucky versus Phillip Morris Inc., et. al., case number 98-CI-01579 (1998); or

(d)[(c)]
From a combination of paragraphs (a),[ and] (b), and (c) of this subsection, except that any amount due over that contributed by the state or any department, board, agency, or branch of state, city, urban-county, charter county, or county government for coverage shall be paid by the employee.

(4)
No contribution by the state or any department, board, agency, or branch of state, municipal, urban-county, charter county, or county government shall constitute compensation to an insured employee for purposes of any statute fixing or limiting the compensation of the employee. Any expense incurred by the state or department, board, or agency shall be considered a proper cost of administration.

(5)
The self-funded plan may contain provisions with respect to the class or classes of employees covered, amounts of insurance or coverage for designated classes or groups of employees, policy options, terms of eligibility, continuation of insurance or coverage after retirement, and other provisions as the Kentucky Kare Health Insurance Authority may approve.

(6)
Group rates for the health care coverage provided under this section shall be made available to the disabled child of a state employee regardless of the child's age if the entire premium for the disabled child's coverage is paid by the state employee. A child shall be considered disabled if he has been determined to be eligible for federal Social Security disability benefits.

Section 4.   KRS 42.810 is amended to read as follows:

(1)
The Kentucky Kare Health Insurance Authority shall be responsible for all moneys coming into, and paid out of, the fund in accordance with this section, and shall ensure that the fund is actuarially sound.

(2)
In carrying out its duties and responsibilities, the Kentucky Kare Health Insurance Authority shall:

(a)
Promulgate administrative regulations with regard to the administration of the fund;

(b)
Promulgate administrative regulations governing the conditions under which an employee may participate in or withdraw from the fund, and the procedure by which an employee is to contribute to the fund;

(c)
Promulgate administrative regulations to ensure that the fund is actuarially sound;

(d)
Promulgate administrative regulations to ensure the integrity of the fund, and to ensure that the fund be used solely for the purposes specified in this section;

(e)
Purchase conversion insurance, reinsurance, or excess insurance as deemed appropriate;

(f)
Contract, when advisable, with health providers for services as may best serve the interest of the fund;

(g)
Promulgate administrative regulations for the operation of the authority;

(h)
Request the secretary of the Finance and Administration Cabinet to request the General Assembly to appropriate funds, as authorized by subsection (2)(b) of Section 1 of this Act, from the fund moneys received by the Commonwealth of Kentucky from the tobacco industry as a result of the master settlement agreement approved and entered by Division 2 of the Franklin Circuit Court in the case denominated Commonwealth of Kentucky versus Phillip Morris Inc., et. al., case number 98-CI-01579 (1998)[Offer standard health benefit plans to all Kentucky Health Purchasing Alliance members];

(i)
Recommend an annual operating budget for the authority; and

(j)
Develop broad policies for the long-term operation of the authority consistent with its mission and fiduciary responsibility.

(3)
Amounts withheld from employees, amounts contributed by the state or from federal funds, and all amounts contributed by any state authority shall be credited to and constitute a part of the fund. All other income, including the income derived from any dividends and distributions and interest earned, shall also be credited to and constitute part of the fund. Any amounts remaining in the fund after all the premiums or subscription charges and other expenses have been paid shall be retained in the fund as a special reserve for adverse fluctuation.

(4)
(a)
The State Treasurer, with approval of every investment by the Finance and Administration Cabinet, may invest the fund in:

1.
Obligations of the United States government, its agencies, and Kentucky cities of the first, second, third, and fourth classes;

2.
Warrants issued on the State Treasurer;

3.
State bonds, including bridge revenue bonds issued under KRS 180.010 to 180.250;

4.
Bonds or other evidences of indebtedness of any domestic corporation that is an agent or instrumentality of the state or of any city, county, or school district of the state, secured by a mortgage on real estate in Kentucky that has been conveyed to the corporation by any city, county, school district, or state educational institution, and which the corporation has leased and given the option to lease to the city, county, school district, or state educational institution, with option in the lessee to purchase the property, or an interest therein, on the payment of the aggregate sum of the bond issue, plus the expenses incident to the issuance of the bonds and the formation and dissolution of the corporation, subject to credit of the amounts paid as rental for such property; and

5.
School bonds issued by cities under the provisions of KRS 162.120 to 162.290.

(b)
The Finance and Administration Cabinet shall not approve investments on which there has ever been a default in payment of principal or interest preceding the date of acceptance by the State Treasurer.

(c)
All income derived from the investments shall accrue to the fund.

(d)
Any necessary and reasonable cost incurred by the State Treasurer in administering this program shall be charged against the fund.

(5)
(a)
The Kentucky Kare Health Insurance Authority shall file annually, by the first day of October, a complete report of its operations for the preceding calendar year, with the Governor, the General Assembly, and the Auditor of Public Accounts. The financial information required by this section shall be verified by the Auditor of Public Accounts as provided in KRS 43.050.

(b)
The report shall include a detailed financial statement of the fund and the expenses incurred pursuant to this section so that the cost of the fund established under this section can be determined and identified. The report shall include, but not be limited to, the following information concerning the fund:

1.
Assets and liabilities;

2.
Income and expenditures;

3.
Benefits paid and reserves for losses incurred but not yet paid, including potential losses and unreported losses;

4.
Cost of any excess insurance, conversion coverage, reinsurance, or of any other kind of insurance obtained to cover potential losses, or provide supplemental benefits; and

5.
Direct and indirect costs attributable to the use of outside consultants, independent contractors, and any other persons who are not state employees.

(c)
The report shall also contain the following information:

1.
The actuarial report for the preceding calendar year and any other studies or evaluations prepared in the preceding year pursuant to subsection (6) of this section;

2.
A description of the benefits provided by the fund and the number of state employees covered under the fund;

3.
The rights of state employees who terminate their employment and the extent of benefits or coverages thereafter available to those persons and their dependents; and

4.
Any other information which is relevant in order to make full, fair, and effective disclosure of the operations of the fund conducted pursuant to this section.

(6)
The Kentucky Kare Health Insurance Authority shall have prepared every year, by a competent actuary familiar with health insurance, a report showing a complete actuarial evaluation of the fund and the adequacy of the rates of contribution. The report shall contain such recommendations as the actuary considers advisable. The authority may at any time request the actuary to make any studies or evaluations to determine the adequacy of the rates of contribution. Contribution rates may be adjusted by the authority, as recommended by the actuary, and shall become effective the first day of the following fiscal year.

Section 5.   KRS 42.820 is amended to read as follows:

(1)
The Kentucky Kare Health Insurance Authority shall determine the date on which the self-funded health plan option shall be made available to state employees.

(2)
One (1) year after the self-funded plan is operational, any citizen of the United States who has been a Kentucky resident for at least one (1) year immediately prior to purchasing coverage under this subsection, shall be permitted to purchase health insurance coverage provided to state employees under the self-funded health plan.
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