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CALIFORNIA LEGISLATURE-1989-90 REGULAR SESSION 

ASSEMBLY BILL No. 865 

Introduced by Assembly Member Wright 

February 23, 1989 

An act to amend Sections 10123.13 and 11512.180 of the 
Insurance Code, relating to insurance. 

LEGISLATIVE COUNSEL'S DIGEST 

AB 865, as introduced, Wright. Health insurance: claim 
reimbursement. 

Existing law, with respect to policies of disability insurance, 
self-insured employee welfare benefit plans, and nonprofit 
hospital service plans provide for claim reimbursement as 
soon as practical but no later than 30 working days after 
receipt of the claim unless contested, except that if a 
nonprofit hospital service plan is a health maintenance 
organization, reimbursement is required 45 days after receipt, 
unless the claim is contested. A claimant is required to be 
notified in writing within 30 working days if his or her claim 
is contested. 

This bill would require the notice that the claim is being 
contested to identify the portion of the claim that is contested 
and the specific reasons for contesting. It would also provide 
that if the claim is not reimbursed within the time limitation, 

. interest shall accrue, as specified. 
Vote: majority. Appropriation: no. Fiscal committee: no. 

State-mandated local program: no. 
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AB 865 -2-

The people of the State of California do enact as follows: 

1 SECTION 1. Section 10123.13 of the Insurance Code 
2 is amended to read: 
3 10123.13. Every insurer issuing group or individual 
4 policies of disability insurance and every self-insured 
5 employee welfare benefit plan which covers hospital, 
6 medical, or surgical expenses shall reimburse claims or 
7 any portion of any claim, whether in state or out of state, 
8 for such expenses, as soon as practical, but no later than 
9 30 working days after receipt of the claim by the insurer 

10 or plan unless the claim or portion thereof is contested by 
11 the insurer in which case the claimant shall be notified, 
12 in writing, within 30 working days. The notice that a 
13 claim is being contested shall identify the portion of the 
14 claim that is contested and the specific reasons for 
15 contesting the claim. 
16 If an uncontested claim is not reimbursed within 30 
17 working days after receipt, interest shall accrue at the 
18 rate of 10 percent per annum beginning with the first 
19 calendar day after the 30 working day period. If a claim 
20 is contested in error, interest shall accrue at the rate of 10 
21 percent per annum beginning with the first calendar day 
22 after the 30 working day period. 
23 As used in this section, a contested claim, or portion 
24 thereof, includes situations in which the insurer or plan 
25 has not received a completed claim and all information 
26 necessary to determine payer liability for the claim, 
27 including but not limited to, reports of investigations 
28 concerning fraud or misrepresentation, and necessary 
29 consents, releases, and assignments, or a claim on appeal. 
30 SEC. 2. Section 11512.180 of the Insurance Code is 
31 amended to read: 
32 11512.180. Every nonprofit hospital service plan that 
33 covers hospital, medical, or surgical expenses on a group 
34 or individual basis shall reimburse claims or any portion 
35 of any claim, whether in state or out of state, for such 
36 expenses, as soon as practical, but fte not later than 30 
37 working days after receipt of the claim by the hospital 
38 service plan, or if the plan is a health maintenance 
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1 organization, 45 working days after receipt of the claim 
2 by the hospital service plan, unless the claim or portion 
3 thereof is contested by the plan in which case the 
4 claimant shall be notified, in writing, within 30 working 
5 days. The notice that a claim is being contested shall 
6 identiFy the portion of the claim that is contested and the 
7 specific reasons For contesting the claim. 
8 IF an uncontested claim is not reimbursed within the 
9 respective 30 or 45 working days aFter receipt, interest 

10 shall accrue at the rate of 10 percent per annum 
11 beginning with the first calendar day aFter the 30 or 45 
12 working day period. IF a claim is contested in error, 
13 interest shall accrue at the rate of 10 percent per annum 
14 beginning with the first calendar day aFter the 30 or 45 
15 working day period. 
16 As used in this section, a contested claim, or portion 
17 thereof, includes situations in which the plan has not 
18 received the completed claim and all information 
19 necessary to determine payer liability for the claim, 
20 including but not limited to, reports of investigations 
21 concerning fraud or misrepresentation, and necessary 
22 consents, releases, and assignments, or a claim on appeal. 

o 
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AMENDED IN ASSEMBLY MAY 10,1989 

CALIFORNIA LEGISLATURE-1989-90 REGULAR SESSION 

ASSEMBLY BILL No. 865 

Introduced by Assembly Member Wright 

February 23, 1989 

An act to am,end Section 1371 of the Health and Safety 
Code~ and to amend Sections 10123.13 and 11512.180 of the 
Insurance Code, relating to insurance. 

LEGISLATIVE COUNSEL'S DIGEST 

AB 865, as amended, Wright. Health insurance: claim 
reimbursement. 

Existing law, with respect to health care service plans~ 
policies of disability insurance, self-insured employee welfare 
benefit plans, and nonprofit hospital service plans provide for 
claim reimbursement as soon as practical but no later than 30 
working days after receipt of the claim unless contested, 
except that if a nonprofit hospital service plan or health care 
service plan is a health maintenance organization, 
reimbursement is required 45 days after receipt, unless the 
claim is contested. A claimant is required to be notified in 
writing within 30 working days if his or her claim is contested. 

This bill would require the notice that the claim is being 
contested to identify the portion of the claim that is contested 
and the specific reasons for contesting. It would also provide 
that if the claim is not reimbursed within the time limitation, 
interest shall accrue, as specified. 

Vote: majority. Appropriation: no. Fiscal committee: no. 
State-mandated local program: no. 
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AB 865 -2-

The people of the State of California do enact as follows: 

1 SECTION 1. Section 1371 of the IIealth and Safety 
2 Code is amended to read: 
3 1371. A health care service plan which covers 
4 hospital, medical, or surgical expenses shall reimburse 
5 claims or any portion of any claim, whether in state or out 
6 of state, for those expenses, as soon as practical, but no 
7 later than 30 working days after receipt of the claim by 
8 the health care service plan, or if the health care service 
9 plan is a health maintenance organization, 45 working 

10 days after receipt of the claim by the health care service 
11 plan, unless the claim or portion thereof is contested by 
12 the plan in which case the claimant shall be notified, in 
13 writing, within 30 working days. The notice that a claim 
14 is being contested shall identify the portion of the claim 
15 that is contested and the specific reasons for contesting 
16 the claim. 
17 If an uncontested claim is not reimbursed within the 
18 respective 30 or 45 working days after receipt, interest 
19 shall accrue at the rate of 10 percent per annum 
20 beginning with the first calendar day after the 30 or 45 
21 working day period. If a claim is contested in error, 
22 interest shall accrue at the rate of 10 percent per annum 
23 beginning with the first calendar day after the 30 or 45 
24 working day period. 
25 As used in this section, a contested claim, or portion 
26 thereof, includes situations in which the plan has not 
27 received the completed claim and all information 
28 necessary to determine payer liability for the claim, 
29 including, but not limited to, reports of investigations 
30 concerning fraud and misrepresentation, and necessary 
31 consents, releases, and assignments, or a claim on appeal. 
32 SEG. 2. Section 10123.13 of the Insurance Code is 
33 amended to read: 
34 10123.13. Every insurer issuing group or individual 
35 policies of disability insurance and every self-insured 
36 employee welfare benefit plan which covers hospital, 
37 medical, or surgical expenses shall reimburse claims or 
38 any portion of any claim, whether in state or out of state, 
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1 for such expenses, as soon as practical, but no later than 
2 30 working days after receipt of the claim by the insurer 
3 or plan unless the claim or portion thereof is contested by 
4 the insurer in which case the claimant shall be notified, 
5 in writing, within 30 working days. The notice that a 
6 claim is being contested shall identify the portion of the 
7 claim that is contested and the specific reasons for 
8 contesting the claim. 
9 If an uncontested claim is not reimbursed within 30 

10 working days after receipt, interest shall accrue at the 
11 rate of 10 percent per annum beginning with the first 
12 calendar day after the 30 working day period. If a claim 
13 is contested in error, interest shall accrue at the rate of 10 
14 percent per annum beginning with the first calendar day 
15 after the 30 working day period. 
16 As used in this section, a contested claim, or portion 
17 thereof, includes situations in which the insurer or plan 
18 has not received a completed claim and all information 
19 necessary to determine payer liability for the claim, 
20 including but not limited to, reports of investigations 
21 concerning fraud or misrepresentation, and necessary 
22 consents, releases, and assignments, or a claim on appeal. 
23 SEC. g. 
24 SEC. 3. Section 11512.180 of the Insurance Code is 
25 amended to read: 
26 11512.180. Every nonprofit hospital service plan that 
27 covers hospital, medical, or surgical expenses on a group 
28 or individual basis shall reimburse claims or any portion 
29 of any claim, whether in state or out of state, for such 
30 expenses, as soon as practical, but not later than 30· 
31 working days after receipt of the claim by the hospital 
32 service plan, or if the plan is a health maintenance 
33 organization, 45 working days after receipt of the claim 
34 by the hospital service plan, unless the claim or portion 
35 thereof is contested by the plan in which case the 
36 claimant shall be notified, in writing, within 30 working 
37 days. The notice that a claim is being contested shall 
38 identify the portion of the claim that is contested and the 
39 specific reasons for contesting the claim. 
40 If an uncontested claim is not reimbursed within the 
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1 respective 30 or 45 working days after receipt, interest 
2 shall accrue at the rate of 10 percent per annum 
3 beginning with the first calendar day after the 30 or 45 
4 working day period. If a claim is contested in error, 
5 interest shall accrue at the rate of 10 percent per annum 
6 beginning with the first calendar day after the 30 or 45 
7 working day period. 
8 As used in this section, a contested claim, or portion 
9 thereof, includes situations in which the plan has not 

10 received the completed claim and all information 
11 necessary to determine payer liability for the claim, 
12 including but not limited to, reports of investigations 
13 concerning fraud or. misrepresentation, and necessary 
14 consents, releases, and assignments, or a claim on appeal. 

o 
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AMENDED IN ASSEMBLY MAY 25,1989 

AMENDED IN ASSEMBLY MAY 10, 1989 

CALIFORNIA LEGISLATURE-1989-90 REGULAR SESSION 

ASSEMBLY BILL No. 865 

Introduced by Assembly Member Wright 

February 23, 1989 

An act to amend Section 1371 of the Health and Safety 
Code, and to amend Sections 10123.13 and 11512.180 of the 
Insurance Code, relating to insurance. 

LEGISLATIVE COUNSEL'S DIGEST 

AB 865, as amended, Wright. Health insurance: claim 
reimbursement. 

Existing law, with respect to health care service plans, 
policies of disability insurance, self-insured employee welfare 
benefit plans, and nonprofit hospital service plans provide for 
claim reimbursement as soon as practical but no later than 30 
working days after receipt of the claim unless contested, 
except that if a nonprofit hospital service plan or health care 
service plan is a health maintenance organization, 
reimbursement is required 45 days after receipt, unless the 
claim is contested. A claimant is required to be notified in 
writing within 30 working days if his or her claim is contested. 

This bill would require the notice that the claim is being 
contested to identify the portion of the claim that is contested 
and the specific reasons for contesting. It would also provide 
that if Hte an uncontested claim is not reimbursed within the 
time limitation, interest shall accrue, as specified. 

Vote: majority. Appropriation: no. Fiscal committee: no. 
State-mandated local program: no. 

• 
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The people of the State of California do enact as follows: 

1 SECTION 1. Section 1371 of the Health and Safety 
2 Code is amended to read: 
3 1371. A health care service plan which covers 
4 hospital, medical, or surgical expenses shall reimburse 
5 claims or any portion of any claim, whether in state or out 
6 of state, for those expenses, as soon as practical, but no 
7 later than 30 working days after receipt of the claim by 
8 the health care service plan, or if the health care service 
9 plan is a health maintenance organization, 45 working 

10 days after receipt of the claim by the health care service 
11 plan, unless the claim or portion thereof is contested by 
12 the plan in which case the claimant shall be notified, in 
13 writing, within 30 working days. The notice that a claim 
14 is being contested shall identify the portion of the claim 
15 that is contested and the specific reasons for contesting 
16 the claim. 
17 If an uncontested claim is not reimbursed within the 
18 respective 30 or 45 working days after receipt, interest 
19 shall accrue at the rate of 10' percent per annum 
20 beginning with the first calendar day after the 30 or 45 
21 wOf'king ~ pOf'ioa. If ft elaiIn is eOfltostoa in OHOf', 
22 ifltOf'Ost shall aeef'UO fit -the ffite ef W pOf'eoat pet' aaaum 
23 bogiaaiag '(lith -the fifflt ealoaaaf' ~ aftof' -the ~ et' .11& 
24 working day period. 
25 As used in this section, a contested claim, or portion 
26 thereof, includes situations in which the plan has not 
27 received the comploted claim and all information 
28 necessary to determine payer liability for the claim, 
29 including, but not limited to, reports of investigations 
30 concerning fraud and misrepresentation, and necessary 
31 consents, releases, and assignments, or a claim on appeal. 
32 SEC. 2. Section 10123.13 of the Insurance Code is 
33 amended to read: 
34 10123.13. Every insurer issuing group or individual 
35 policies of disability insurance and every self-insured 
36 employee welfare benefit plan which covers hospital, 
37 medical, or surgical expenses shall reimburse claims or 
38 any portion of any claim, whether in state or out of state, 
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1 for such expenses, as soon as practical, but no later than 
2 30 working days after receipt of the claim by the insurer 
3 or plan unless the claim or portion thereof is contested by 
4 the insurer in which case the claimant shall be notified, 
5 in writing, within 30 working days. The notice that a 
6 claim is being contested shall identify the portion of the 
7 claim that is contested and the specific reasons for 
8 contesting the claim. 
9 If an uncontested claim is not reimbursed within 30 

10 working days after receipt, interest shall accrue at the 
11 rate of 10 percent per annum beginning with the first 
12 calendar day after the 30 working day period. If a claim 
13 is contested ffi enOf, intefCst shall aCCfue at Hte ffite at w 
14 pefcent pet' annum beginning vv'ith Hte fit:.s.t calendaf ~ 
15 after Hte ae 'vVorking ~ pefiod. 
16 As used in this section, a contested claim, or portion 
17 thereof, includes situations in which the insurer or plan 
18 has not received a completed claim and all information 
19 necessary to determine payer liability for the claim, 
20 including but not limited to, reports of investigations 
21 concerning fraud or misrepresentation, and necessary 
22 consents, releases, and assignments, or a claim on appeal. 
23 SEC. 3. Section 11512.180 of the Insurance Code is 
24 amended to read: 
25 11512.180. Every nonprofit hospital service plan that 
26 covers hospital, medical, or surgical expenses on a group 
27 or individual basis shall reimburse claims or any portion 
28 of any claim, whether in state or out of state, for such 
29 expenses, as soon as practical, but not later than 30 
30 working days after receipt of the claim by the hospital 
31 service plan, or if the plan is a health maintenance 
32 organization, 45 working days after receipt of the claim 
33 by the hospital service plan, unless the claim or portion 
34 thereof is contested by the plan in which case the 
35 claimant shall be notified, in writing, within 30 working 
36 days. The notice that a claim is being contested shall 
37 identify the portion of the claim that is contested and the 
38 specific reasons for contesting the claim. 
39 If an uncontested claim is not reimbursed within the 
40 respective 30 or 45 working days after receipt, interest 
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1 shall accrue at the rate of lO percent per annum 
2 beginning with the first calendar day after the 30 or 45 
3 Vlot'kiHg 4tty pot'iod. If ft claiffi is cOHtostod 1ft OHOt', 
4 iHtot'ost shall acct'uo ftt the t'ftte ef oW POt'COHt Pff aHHUffi 
5 bogiHHiHg '/lith the ffls.t caloHdat' 4tty ftftot' the ag at' 4& 
6 working day period. 
7 As used in this section, a contested claim, or portion 
8 thereof, includes situations in which the plan has not 
9 received the completed claim and all information 

lO necessary to determine payer liability for the claim, 
11 including but not limited to, roports of investigations 
12 concerning fraud or misrepresentation, and necessary 
13 consents, releases, and assignments, or a claim on appeal. 

o 
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AMENDED IN SENATE AUGUST 21, 1989 

AMENDED IN ASSEMBLY MAY 25,1989 

AMENDED IN ASSEMBLY MAY 10,1989 

CALIFORNIA LEGISLATURE-1989-90 REGULAR SESSION 

ASSEMBLY BILL No. 865 

Introduced by Assembly Member Wright 

February 23, 1989 

An act to amend Section 1371 of, and to add Section 1371.1 
to, the Health and Safety Code, and to amend Sections 
10123.13 and 11512.180 of, and to add Sections 10123.14 and 
11512.181 to, the Insurance Code, relating to insurance. 

LEGISLATIVE COUNSEL'S DIGEST 

AB 865, as amended, Wright. Health insurance: claim 
reimbursement. 

Existing law, with respect to health care service plans, 
policies of disability insurance, self-insured employee welfare 
benefit plans, and nonprofit hospital service plans provide for 
claim reimbursement as soon as practical but no later than 30 
working days after receipt of the claim unless contested, 
except that if a nonprofit hospital service plan or health care 
service plan is a health maintenance organization, 
reimbursement is required 45 days after receipt, unless the 
claim is contested. A claimant is required to be notified in 
writing within 30 working days if his or her claim is contested. 

This bill would require the notice fh.ttt specify whether the 
claim is being contested or denied and to identify the portion 
of the claim that is contested and the specific reasons for 
contesting. It would also provide that if an uncontested claim 
or uncontested portion of a claim is not reimbursed, as 
specified, within the time limitation, interest shall accrue, as 
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specified. 
The bill would also require, in the case of overpayment to 

all institutional or professional provider, reimbursement to 
the insurer or health care service plan, within certain time 
limits. 

Vote: majority. Appropriation: no. Fiscal committee: no. 
State-mandated local program: no. 

The people of the State of California do enact as follows: 

1 SECTION 1. Section 1371 of the Health and Safety 
2 Code is amended to read: 
3 1371. A health care service plan which covers 
4 hospital, medical, or surgical expenses shall reimburse 
5 claims or any portion of any claim, whether in state or out 
6 of state, for those expenses, as soon as practical, but no 
7 later than 30 working days after receipt of the claim by 
8 the health care service plan, or if the health care service 
9 plan is a health maintenance organization, 45 working 

10 days after receipt of the claim by the health care service 
11 plan, unless the claim or portion thereof is contested by 
12 the plan in which case the claimant shall be notified, in 
13 writing, that the claim is contested or denied, within 30 
14 working days. The notice that a claim is being contested 
15 shall identify the portion of the claim that is contested 
16 and the specific reasons for contesting the claim. 
17 If t:ffi: uReofltested claim ffi Ret reimbursed withiR -tfte 
18 If an uncontested claim, or uncontested portion of the 
19 claim, is not reimbursed by delivery to the claimants' 
20 address of record within the respective 30 or 45 working 
21 days after receipt, interest shall accrue at the rate of 10 
22 percent per annum beginning with the first calendar day 
23 after the 30 or 45 working day period. 
24 As used itt #tis seetioR, ft eORtested claim, er pOftioR 
25 thefeof, includes situations itt vihieh -tfte plan hfts Ret 
26 reeei'.,xed -tfte completed claim ftfl6. ftll infofmatioR 
27 ReeeSS8:¥Y ffi determine payer liability fer -tfte claim, 
28 including, but Ret limited te; repofts ef investigations 
29 coneerning fraud ftfl6. miSrepresentation, ftfl6. necessary 
30 cORsents, rcleases, ftfl6. assignments, er ft claim eft appeal. 
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1 For the purposes of this section, a claim, or portion 
2 thereof, is reasonably contested where the plan has not 
3 received the completed claim and all information 
4 necessary to determine payer liability for the claim. 
5 Information necessary to determine payer liability for the 
6 claim includes, but is not limited to, reports of 
7 investigations concerning fraud and misrepresentation, 
8 and necessary consents, releases, and assignments, a 
9 claim on appeal, or other information necessary for the 

10 plan to determine the medical necessity for the health 
11 care services provided .. 
12 SEC. 1.5. Section 1371.1 is added to the Health and 
13 Safety Code, to read: 
14 1371.1. Whenever a health care service plan which 
15 covers hospital, medical, or surgical expenses determines 
16 that in reimbursing a claim for provider services an 
17 institutional or professional provider has been overpaid, 
18 and then notifies the provider in writing through a 
19 separate notice identifying the overpayment and the 
20 amount of the overpayment, the provider shall 
21 reimburse the health care service plan within 30 working 
22 days of receipt by the provider of the notice of 
23 overpayment unless the overpayment or portion thereof 
24 is contested by the provider in which case the health care 
25 service plan shall be notified, in writing, within 30 
26 working days. The notice that an overpayment is being 
27 contested shall identify the portion of the overpayment 
28 that is contested and the specific reasons for contesting 
29 the overpayment. 
30 If the provider does not make reimbursement for an 
31 uncontested overpayment within 30 working days after 
32 receipt, interest shall accrue at the rate of 10 percent per 
33 annum beginning with the first calendar day after the 30 
34 working day period. 
35 SEC. 2. Section 10123.13 of the Insurance Code is 
36 amended to read: 
37 10123.13. Every insurer issuing group or individual 
38 policies of disability insurance and every self-insured 
39 employee welfare benefit plan which covers hospital, 
40 medical, or surgical expenses shall reimburse claims or 
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1 any portion of any claim, whether in state or out of state, 
2 for such expenses, as soon as practical, but no later than 
3 30 working days after receipt of the claim by the insurer 
4 or plan unless the claim or portion thereof is contested by 
5 the insurer in which case the claimant shall be notified, 
6 in writing, that the claim is contested or denied, within 
7 30 working days. The notice that a claim is being 
8 contested shall identify the portion of the claim that is 
9 contested and the specific reasons for contesting the 

10 claim. 
11 If tffi uncontested claim ffi ftet reimbursed within aG 
12 If an uncontested claim, or uncontested portion of the 
13 claim, is not reimbursed by delivery to the claimants' 
14 address of record within 30 working days after receipt, 
15 interest shall accrue at the rate of 10 percent per annum 
16 beginning with the first calendar day after the 30 working 
17 day period. . 
18 As used in this section, ft contested claim, et' pOrtion 
19 thereof, includes situations in vlhich the insurCY& plan 
20 has net received ft completed claim ttnd ttH information 
21 necessary te determine payer liability fep the claim, 
22 including aut net limited t&, FepOf'-ffi ef investigations 
23 concerning ff8:Ud ei" misrepresentatiofl, ttnd fleCeSStl:¥y 
24 consents, releases, ttnd assignfftents, ei" ft claim eft appeal. 
25 For purposes of this section, a claim, or portion thereof, 
26 is reasonably contested where the insurer or plan has not 
27 received a completed claim and all information necessary 
28 to determine payer liability for the claim. Information 
29 necessary to determine liability for the claims includes, 
30 but is not limited to, reports ofinvestigations concerning 
31 fraud and misrepresentation, and necessary consents, 
32 releases, and assignments, a claim on appeal, or other 
33 information necessary for the insurer or plan to 
34 determine the medical necessity for the health care 
35 services provided to the claimant. This section does not 
36 apply to self-insured employee welfare benefit plans if 
37 the provisions are in conflict with . the Employee 
38 Retirement Income Security Act of 1974 (29 u.s. C.A. Sec. 
39 1001 et seq.). 
40 SEC. 2.5. Section 10123.14 is added to the Insurance 
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1 Code, to read: 
2 10123.14. Whenever an insurer issuing group or 
3 individual policies of disabilityinsurance or a self-insured 
4 employee welfare benefit plan which covers hospital, 
5 medical, or surgical expenses determines that in 
6 reimbursing a claim for provider services an institutional 
7 or professional provider has been overpaid, and then 
8 notifies the provider in writing through a separate notice 
9 identifying the overpayment and the amount of the 

10 overpayment, the provider shall reimbllrse the insurer or 
11 self-insured welfare benefit plan within 30 working days 
12 of receipt by the provider of the notice of overpayment 
13 unless the overpayment or portion thereof is contested 
14 by the provider in which case the insurer or self-insured 
15 welfare benefit plan shall be notified, in writing, within 
16 30 working days. The notice that an overpayment is being 
17 contested shall identify the portion of the overpayment 
18 that is contested and the specific reasons for contesting 
19 the overpayment. 
20 If the provider does not make reimbursement for an 
21 uncontested overpayment within 30 working days after 
22 receipt, interest shall accrue at the rate of 10 percent per 
23 annum beginning with the first calendar day after the 30 
24 working day period. 
25 This section does not apply to overpayments by 
26 self-insured employee welfare benefit plans which are 
27 not subject to Section 10123.13. 
28 SEC. 3. Section 11512.180 of the Insurance Code is 
29 amended to read: 
30 11512.180. Every nonprofit hospital service plan that 
31 covers hospital, medical, or surgical expenses on a group 
32 or individual basis shall reimburse claims or any porbon 
33 of any claim, whether in state or out of state, for such 
34 expenses, as soon as practical, but not later than 30 
35 working days after receipt of the claim by the hospital 
36 service plan, or if the plan is a health maintenance 
37 organization, 45 working days after receipt of the claim 
38 by the hospital service plan, unless the claim or portion 
39 thereof is contested by the plan in which case the 
40 claimant shall be notified, in writing, that the claim is 



Provided by Legislative Research Incorporated (800) 530-7613 1989-968   Page 18 of 209

AB 865 -6-

1 contested or denied, within 30 working days. The notice 
2 that a claim is being contested shall identify the portion 
3 of the claim that is contested and the specific reasons for 
4 contesting the claim. 
5 If ftft uflcofltested claiffl is He-t l'eifflbuf'sed vi"ithifl the 
6 If an uncontested claim, or uncontested portion of the 
7 claim, is not reimbursed by delivery to the claimants' 
8 address of record within the respective 30 or 45 working 
9 days after receipt, interest shall accrue at the rate of 10 

10 percent per annum beginning with the first calendar day 
11 after the 30 or 45 working day period. 
12 As used itt -this sectiofl, ft cOfltested claiffl, 6Y POl'tiOfl 
13 thel'eof, iflcludes situatiofls itt \vhieh the plafl fta.s He-t 
14 l'eceived the cOfflpleted claiffl ftfl:€l. aH iflfol'fflatiofl 
15 fleCeSSal'y ffi detel'fflifle payel' liability fey the claim; 
16 iflcludiflg:eat He-t lifflited -t&, l'epol'ts ef investigatiofls 
17 concenling baud 6Y rnisl'epl'esentation, ftfl:€l. necessfll'Y 
18 cOflseflts, l'cleases, ftfl:€l. assigflffleflts, 6Y ft claiffl eft appeal. 
19 For purposes of this section, a claim, or portion thereof, 
20 is reasonably contested where the plan has not received 
21 the completed claim and all information necessary to 
22 determine payer liability for the claim. Information 
23 necessary to determine liability includes, but is not-
24 limited to, reports of investigations concerning fraud and 
25 misrepresentation, and necessary consents, releases, and 
26 assignments, a claim on appeal, or other information 
27 necessary for the insurer to determine the medical 
28 necessity for the health care services provided t-o the 
29 claimant. 
30 SEG. 3.5. Section 11512.181 is added to the Insurance 
31 Code, to read: 
32 11512.181. Whenever a nonprofit hospital service 
33 plan which covers hospital, medical, or surgical expenses 
34 determines that in reimbursing a claim for provider 
35 services an institutional or professional provider has been 
36 overpaid, and then notifies the provider in writing 
37 through a separate notice identifying the overpayment 
38 and the amount of the overpayment, the provider shall 
39 reimburse the nonprofit hospital service plan within 30 
40 working days of receipt by the provider of the notice of 
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1 overpayment unless the overpayment or portion thereof 
2 is contested by the provider in which case the nonprofit 
3 hospital service plan shall be notified, in writing, within 
4 30 working days. The notice that an overpayment is being 
5 contested shall identify the portion of the overpayment 
6 that is contested and the specific reasons for contesting 
7 the overpayment. 
8 If the provider does not make reimbursement for an 
9 uncontested overpayment within 30 working days after 

lO receipt, interest shall accrue at the rate of 10 percent per 
11 annum beginning with the first calendar day after the 30 
12 working day period. 

o 
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AMENDED IN SENATE AUGUST 30, 1989 

AMENDED IN SENATE AUGUST 21, 1989 

AMENDED IN ASSEMBLY MAY 25,1989 

AMENDED IN ASSEMBLY MAY 10, 1989 

CALIFORNIA LEGISLATURE-1989-90 REGULAR SESSION 

ASSEMBLY BILL No. 865 

Introduced by Assembly Member Wright 

February 23, 1989 

An act to amend Section 1371 of, and to add Section 1371.1 
to, the Health and Safety Code, and to amend Sections 
10123.13 and 11512.180 of, and to add Sections 10123.14 and 
11512.181 to, the Insurance Code, relating to insurance. 

LEGISLATIVE COUNSEL'S DIGEST 

AB 865, as amended, Wright. Health insurance: claim 
reimbursement. 

Existing law, with respect to health care service plans, 
policies of disability insurance, sdf/iflSUl'od offlployoo vv'elfal'o 
aOflofit plffi'ls, and nonprofit hospital service plans provide for 
claim reimbursement as soon as practical but no later than 30 
working days after receipt of the claim unless contested, 
except that if a nonprofit hospital service plan or health care 
service plan is a health maintenance organization, 
reimbursement is required 45 days after receipt, unless the 
claim is contested. A claimant is required to be notified in 
writing within 30 working days if his or her claim is contested. 

This bill would require the notice specify whether the claim 
is being contested or denied and to identify the portion of the 
claim that is contested and the specific reasons for contesting. 
It would also provide that if an uncontested claim el' 

Ufloofltosted POl'tiOfl ef a elaiffl is not reimbursed, as specified, 
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within the time limitation, interest shall accrue, as specified. 
The bill would also require, in the case of overpayment to 

an institutional or professional provider, reimbursement to 
the insurer or health care service plan, within certain time 
limits. 

Vote: majority. Appropriation: no. Fiscal committee: no. 
State-mandated local program: no. 

The people of the State of California do enact as follows: 

1 SECTION 1. Section 1371 of the Health and Safety 
2 Code is amended to read: 
3 1371. A health care service plan which covers 
4 hospital, medical, or surgical expenses shall reimburse 
5 claims or any portion of any claim, whether in state or out 
6 of state, for those expenses, as soon as practical, but no 
7 later than 30 working days after receipt of the claim by 
8 the health care service plan, or if the health care service 
9 plan is a health maintenance organization, 45 working 

10 days after receipt of the claim by the health care service 
11 plan, unless the claim or portion thereof is contested by 
12 the plan in which case the claimant shall be notified, in 
13 writing, that the claim is contested or denied, within 30 
14 working days after receipt of the claim by the health care 
15 service plan, or if the health care service plan is a health 
16 maintenance organization, 45 working days after receipt 
17 of the claim by the health care service plan. The notice 
18 that a claim is being contested shall identify the portion 
19 of the claim that is contested and the specific reasons for 
20 contesting the claim. 
21 If an uncontested claim; at' ufteofttestea pOt'tioft at -the 
22 elaim, is not reimbursed by delivery to the claimants' 
23 address of record within the respective 30 or 45 working 
24 days after receipt, interest shall accrue at the rate of 10 
25 percent per annum beginning with the first calendar day 
26 after the 30 or 45 working day period. 
27 For the purposes of this section, a claim, or portion 
28 thereof, is reasonably contested where the plan has not 
29 received the completed claim and all information 
30 necessary to determine payer liability for the claim, or 
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1 has not been granted reasonable access to information 
2 concerning provider services. Information necessary to 
3 determine payer liability for the claim includes, but is not 
4 limited to, reports of investigations concerning fraud and 
5 misrepresentation, and necessary consents, releases, and 
6 assignments, a claim on appeal, or other information 
7 necessary for the plan to determine the medical necessity 
8 for the health care services provided. 
9 SEC. 1.5. Section 1371.1 is added to the Health and 

10 Safety Code, to read: 
11 1371.1. Whenever a health care service plan which 
12 covers hospital, medical, or surgical expenses determines 
13 that in reimbursing a claim for provider services an 
14 institutional or professional provider has been overpaid, 
15 and then notifies the provider in writing through a 
16 separate notice identifying the overpayment and the 
17 amount of the overpayment, the provider shall 
18 reimburse the health care service plan within 30 working 
19 days of receipt by the provider of the notice of 
20 overpayment unless the overpayment or portion thereof 
21 is contested by the provider in which case the 11ealth care 
22 service plan shall be notified, in writing, within 30 
23 working days. The notice that an overpayment is being 
24 contested shall identify the portion of the overpayment 
25 that is contested and the specific reasons for contesting 
26 the overpayment. 
27 If the provider does not make reimbursement for an 
28 uncontested overpayment within 30 working days after 
29 receipt, interest shall accrue at the rate of 10 percent per 
30 annum beginning with the first calendar day after the 30 
31 working day period. 
32 SEC. 2. Section 10123.13 of the Insurance Code is 
33 amended to read: 
34 10123.13. Every insurer issuing group or individual 
35 policies of disability insurance ~ eVUfY self/inSured 
36 employee '.velfftt'e benefit plan which covers hospital, 
37 medical, or surgical expenses shall reimburse claims or 
38 any portion of any claim, whether in state or out of state, 
39 for such expenses, as soon as practical, but no later than 
40 30 working days after receipt of the claim by the insurer 
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1 et't*an unless the claim or portion thereof is contested by 
2 the insurer in which case the claimant shall be notified, 
3 in writing, that the claim is contested or denied, within 
4 30 working days after receipt of the claim by the insurer. 
5 The notice that a claim is being contested shall identify 
6 the portion of the claim that is contested and the specific 
7 reasons for contesting the claim. 
8 If an uncontested claim; et' uncontested po'ftion at Hte 
9 claiffi, is not reimbursed by delivery to the· claimants' 

10 address of record within 30 working days after receipt, 
11 interest shall accrue at the rate of 10 percent per annum 
12 beginning with the first calendar day after the 30 working 
13 day period. 
14 For purposes of this section, a claim, or portion thereof, 
15 is reasonably contested where the insurer et' p-lan has not 
16 received a completed claim and all information necessary 
17 to determine payer liability for the claim, or has not been 
18 granted reasonable access to information concerning 
19 provider services. Information necessary to determine 
20 liability for the claims includes, but is not limited to, 
21 reports of investigations concerning fraud and 
22 misrepresentation, and necessary consents, releases, and 
23 assignments, a claim on appeal, or other information 
24 necessary for the insurer et' plan to determine the 
25 medical necessity for the health care se'fviees p'fovided -te 
26 Hte elaiffiant. THis section does ftet apply -te self/insu'fed 
27 effiployee vielfa'fe benefit plans if Hte p¥ovisions tH'e iH 
28 conflict with Hte Effiployee Reti'feffient Incoffie Secu'fity 
29 Aet at Ig:n -too V.SoC.A. See: 1001 et seq.). services 
30 provided to the claimant. 
31 SEC. 2.5. Section 10123.14 is added to the Insurance 
32 Code, to read: 
33 10123.14. Whenever an insurer issuing group or 
34 individual policies of disability insurance et' 8: selflinsu'fed 
35 effiployee welfa'fe benefit plan which covers hospital, 
36 medical, or surgical expenses determines that in 
37 reimbursing a claim for provider services an institutional 
38 or professional provider has been overpaid, and then 
39 notifies the provider in writing through a separate notice 
40 identifying the overpayment and the amount of the 



Provided by Legislative Research Incorporated (800) 530-7613 1989-968   Page 24 of 209

-5- AB 865 

1 overpayment, the provider shall reimburse the insurer ep 

2 self/iHsuFed welfaFe BeHefit plaa within 30 working days 
3 of receipt by the provider of the notice of overpayment 
4 unless the overpayment or portion thereof is contested 
5 by the provider in which case the insurer ep self/iHsuFed 
6 welfMe BeHefit plaH shall be notified, in writing, within 
7 30 working days. The notice that an overpayment is being 
8 contested shall identify the portion of the overpayment 
9 that is contested and the specific reasons for contesting 

10 the overpayment. 
11 If the provider does not make reimbursement for an 
12 uncontested overpayment within 30 working days after 
13 receipt, interest shall accrue at the rate of 10 percent per 
14 annum beginning with the first calendar day after the 30 
15 working day period. 
16 This sectioH does ft&t apply -te o .... 'eFpaymeHts :ey. 
17 self/iHsuFed employee 7.velfaFe Be Heat plaHs • .... hich ftFe 

18 ft&t suBject -te SectioH lOH!a.la. 
19 SEC. 3. Section 11512.180 of the Insurance Code is 
20 amended to read: 
21 11512.180. Every nonprofit hospital service plan that 
22 covers hospital, medical, or surgical expenses on a group 
23 or individual basis shall reimburse claims or any portion 
24 of any claim, whether in state or out of state, for such 
25 expenses, as soon as practical, but not later than 30 
26 working days after receipt of the claim by the hospital 
27 service plan, or if the plan is a health maintenance 
28 organization, 45 working days after receipt of the claim 
29 by the hospital service plan, unless the claim or portion 
30 thereof is contested by the plan in which case the 
31 claimant shall be notified, in writing, that the claim is 
32 contested or denied, within 30 working days after receipt 
33 of the claim by the nonprofit hospital service plan, or if 
34 the plan is a health maintenance organization, 45 working 
35 days after receipt of the claim by the nonprofit hospital 
36 service plan. The notice that a claim is being contested 
37 shall identify the portion of the claim that is contested 
38 and the specific reasons for contesting the claim. 
39 If an uncontested claim; ep uHcoHtested pOFtioH at the 
40 claim, is not reimbursed by delivery to the claimants' 
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1 address of record within the respective 30 or 45 working 
2 days after receipt, interest shall accrue at the rate of 10 
3 percent per annum beginning with the first calendar day 
4 after the 30 or 45 working day period. 
5 For purposes of this section, a claim, or portion thereof, 
6 is reasonably contested where the plan has not received 
7 the completed claim and all information necessary to 
8 determine payer liability for the claim, or has not been 
9 granted reasonable access to information concerning 

10 provider services. Information necessary to determine 
11 liability includes, but is not limited to, reports of 
12 investigations concerning fraud and misrepresentation, 
13 and necessary consents, releases, and assignments, a 
14 claim on appeal, or other information necessary for the 
15 insurer to determine the medical necessity for the health 
16 care services provided to the claimant. 
17 SEC. 3.5. Section 11512.181 is added to the Insurance 
18 Code, to read: 
19 11512.181. Whenever a nonprofit hospital service 
20 plan which covers hospital, medical, or surgical expenses 
21 determines that in reimbursing a claim for provider 
22 services an institutional or professional provider has been 
23 overpaid, and then notifies the provider in writing 
24 through a separate notice identifying the overpayment 
25 and the amount of the overpayment, the provider shall 
26 reimburse the nonprofit hospital service plan within 30 
27 working days of receipt by the provider of the notice of 
28 overpayment unless the overpayment or portion thereof 
29 is contested by the provider in which case the nonprofit 
30 hospital service plan shall be notified, in writing, within 
31 30 working days. The notice that an overpayment is being 
32 contested shall identify the portion of the overpayment 
33 that is contested and the specific reasons for contesting 
34 the overpayment. 
35 If the provider does not make reimbursement for an 
36 uncontested overpayment within 30 working days after 
37 receipt, interest shall accrue at the rate of 10 percent per 
38 annum beginning with the first calendar day after the 30 
39 working day period. 

o 



Provided by Legislative Research Incorporated (800) 530-7613 1989-968   Page 26 of 209

AMENDED IN SENATE SEPTEMBER 11, 1989 

AMENDED IN SENATE AUGUST 30, 1989 

AMENDED IN SENATE AUGUST 21, 1989 

AMENDED IN ASSEMBLY MAY 25,1989 

AMENDED IN ASSEMBLY MAY 10,1989 

CALIFORNIA LEGISLATURE-1989-90 REGULAR SESSION 

ASSEMBLY BILL No. 865 

Introduced by Assembly Member Wright 

February 23, 1989 

An act to amend Section 1371 of, and to add Section 1371.1 
to, the Health and Safety Code, and to amend Sections 
10123.13 and 11512.180 of, and to add Sections HH2a.14 
10123.145 and 11512.181 to, the Insurance Code, relating to 
Insurance. 

LEGISLATIVE COUNSEL'S DIGEST 

AB 865, as amended, Wright. Health insurance: claim 
reimbursement. 

Existing law, with respect to health care service plans, 
policies of disability insurance, and nonprofit hospital service 
plans provide for claim reimbursement as soon as practical 
but no later than 30 working days after receipt of the claim 
unless contested, except that if a nonprofit hospital service 
plan or health- care service plan is a health maintenance 
organization, reimbursement is required 45 days after receipt, 
unless the claim is contested. A claimant is required to be 
notified in writing within 30 working days if his or her claim 
is contested. 

This bill would require the notice specify whether the claim 
is being contested or denied and to identify the portion of the 
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claim that is contested and the specific reasons for contesting. 
It would also provide that if an uncontested claim is not 
reimbursed, as specified, within the time limitation, interest 
shall accrue, as specified. 

The bill would also require, in the case of overpayment to 
an institutional or professional provider, reimbursement to 
the insurer or health care service plan, within certain time 
limits. 

Vote: majority. Appropriation: no. Fiscal committee: no. 
State-mandated local program: no. 

The peopJe of the State of California do enact as follows: 

1 SECTION 1. Section 1371 of the Health and Safety 
2 Code is amended to read: 
3 1371. A health care service plan which covers 
4 hospital, medical, or surgical expenses shall reimburse 
5 claims or any portion of any claim, whether in state or out 
6 of state, for those expenses, as soon as practical, but no 
7 later than 30 working days after receipt of the claim by 
8 the health care service plan, or if the health care service 
9 plan is a health maintenance organization, 45 working 

10 days after receipt of the claim by the health care service 
11 plan, unless the claim or portion thereof is contested by 
12 the plan in which case the claimant shall be notified, in 
13 writing, that the claim is contested or denied, within 30 
14 working days after receipt of the claim by the health care 
15 service plan, or if the health care service plan is a health 
16 maintenance organization, 45 working days after receipt 
17 of ~he claim by the health care service plan. The notice 
18 that a claim is being contested shall identify the portion 
19 of the claim that is contested and the specific reasons for 
20 contesting the claim. 
21 If an uncontested claim is not reimbursed by delivery 
22 to the claimants' address of record within the respective 
23 30 or 45 working days after receipt, interest shall accrue 
24 at the rate of 10 percent per annum beginning with the 
25 first calendar day after the 30 or 45 working day period. 
26 For the purposes of this section, a claim, or portion 
27 thereof, is reasonably contested where the plan has not 
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1 received the completed claim and all information 
2 necessary to determine payer liability for the claim, or 
3 has not been granted reasonable access to information 
4 concerning provider services. Information necessary to 
5 determine payer liability for the claim includes, but is not 
6 limited to, reports of investigations concerning fraud and 
7 misrepresentation, and necessary consents, releases, and 
8 assignments, a claim on appeal, or other information 
9 necessary for the plan to determine the medical necessity 

10 for the health care services provided. 
11 SEC. 1.5. Section 1371.1 is added to the Health and 
12 Safety Code, to read: 
13 1371.1. Whenever a health care service plan which 
14 covers hospital, medical, or surgical expenses determines 
15 that in reimbursing a claim for provider services an 
16 institutional or professional provider has been overpaid, 
17 and then notifies the provider in writing through a 
18 separate notice identifying the overpayment and the 
19 amount of the overpayment, the provider shall 
20 reimburse the health care service plan within 30 working 
21 days of receipt by the provider of the notice of 
22 overpayment unless the overpayment or portion thereof 
23 is contested by the provider in which case the health care 
24 service plan shall be notified, in writing, within 30 
25 working days. The notice that an overpayment is being 
26 contested shall identify the portion of the overpayment 
27 that is contested and the specific reasons for contesting 
28 the overpayment. 
29 If the provider does not make reimbursement for an 
30 uncontested overpayment within 30 working days after 
31 receipt, interest shall accrue at the rate of 10 percent per 
32 annum beginning with the first calendar day after the 30 
33 working day period. 
34 SEC. 2. Section 10123.13 of the Insurance Code is 
35 amended to read: 
36 10123.13. Every insurer issuing group or individual 
37 policies of disability insurance which covers hospital, 
38 medical, or surgical expenses shall reimburse claims or 
39 any portion of any claim, whether in state or out of state, 
40 for such expenses, as soon as practical, but no later than 
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1 30 working days after receipt of the claim by the insurer 
2 unless the claim or portion thereof is contested by the 
3 insurer in which case the claimant shall be notified, in 
4 writing, that the claim is contested or denied, within 30 
5 working days after receipt of the claim by the insurer. 
6 The notice that a claim is being contested shall identify 
7 the portion of the claim that is contested and the specific 
8 reasons for contesting the claim. 
9 If an uncontested claim is not reimbursed by delivery 

10 to the claimants' address of record within 30 working days 
11 after receipt, interest shall accrue at the rate of 10 
12 percent per annum beginning with the first calendar day 
13 after the 30 working day period. 
14 For purposes ofthis section, a claim, or portion thereof, 
15 is reasonably contested where the insurer has not 
16 received a completed claim and all information necessary 
17 to determine payer liability for the claim, or has not been 
18 granted reasonable access to information concerning 
19 provider services. Information necessary to determine 
20 liability for the claims includes, but is not limited to, 
21 reports of investigations concerning fraud and 
22 misrepresentation, and necessary consents, releases, and 
23 assignments, a claim on appeal, or other information 
24 necessary for the insurer to determine the medical 
25 necessity for the health care services provided to the 
26 claimant. 
27 SEC. 2.5. Section 1012:3.14 10123.145 is added to the 
28 Insurance Code~ to read: 
29 1012:3.14. 
30 10123.145. Whenever an insurer issuing group or 
31 individual policies of disability insurance which covers 
32 hospital, medical, or surgical expenses determines that in 
33 reimbursing a claim for provider services an institutional 
34 or professional provider has been overpaid, and then 
35 notifies the provider in writing through a separate notice 
36 identifying the overpayment and the amount of the 
37 overpayment, the provider shall reimburse the insurer 
38 within 30 working days of receipt by the provider of the 
39 notice of overpayment unless the overpayment or 
40 portion thereof is contested by the provider in which case 
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1 the insurer shall be notified, in writing, within 30 working 
2 days. The notice that an overpayment is being contested 
3 shall identify the portion of the overpayment that is 
4 contested and the specific reasons for contesting the 
5 overpayment. 
6 If the provider does not make reimbursement for an 
7 uncontested overpayment within 30 working days after 
8 receipt, interest shall accrue at the rate of 10 percent per 
9 annum beginning with the first calendar day after the 30 

10 working day period. 
11 SEC. 3. Section 11512.180 of the Insurance Code is 
12 amended to read: 
13 11512.180. Every nonprofit hospital service plan that 
14 covers hospital, medical, or surgical expenses on a group 
15 or individual basis shall reimburse claims or any portion 
16 of any claim, whether in state or out of state, for such 
17 expenses, as soon as practical, but not later than 30 
18 working days after receipt of the claim by the hospital 
19 service plan, or if the plan is a health maintenance 
20 organization, 45 working days after receipt of the claim 
21 by the hospital service plan, unless the claim or portion 
22 thereof is contested by the plan in which case the 
23 claimant shall be notified, in writing, that the claim is 
24 contested or denied, within 30 working days after receipt 
25 of the claim by the nonprofit hospital service plan, or if 
26 the plan is a health maintenance organization, 45 working 
27 days after receipt of the claim by the nonprofit hospital 
28 service plan. The notice that a claim is being contested 
29 shall identify the portion of the claim that is contested 
30 and the specific reasons for contesting the claim. 
31 If an uncontested claim is not reimbursed by delivery 
32 to the claimants' address of record within the respective 
33 30 or 45 working days after receipt, interest shall accrue 
34 at the rate of 10 percent per annum beginning with the 
35 first calendar day after the 30 or 45 working day period. 
36 For purposes of this section, a claim, or portion thereof, 
37 is reasonably contested where the plan has not received 
38 the completed claim and all information necessary to 
39 determine payer liability for the claim, or has not been 
40 granted reasonable access to information concerning 
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1 provider services. Information necessary to determine 
2 liability includes, but is not limited to, reports of 
3 investigations concerning fraud and misrepresentation, 
4 and necessary consents, releases, and assignments, a 
5 claim on appeal, or other information necessary for the 
6 insurer to determine the medical necessity for the health 
7 care services provided to the claimant. 
8 SEC. 3.5. Section 11512.181 is added to the Insurance 
9 Code, to read: 

10 11512.181. Whenever a nonprofit hospital service 
11 plan which covers hospital, medical, or surgical expenses 
12 determines that in reimbursing a claim for provider 
13 services an institutional or professional provider has been 
14 overpaid, and then notifies the provider in writing 
15 through a separate notice identifying the overpayment 
16 and the amount of the overpayment, the provider shall 
17 reimburse the nonprofit hospital service plan within 30 
18 working days of receipt by the provider of the notice of 
19 overpayment unless the overpayment or portion thereof 
20 is contested by the provider in which case the nonprofit 
21 hospital service plan shall be notified, in writing, within 
22 30 working days. The notice that an overpayment is being 
23 contested shall identify the portion of the overpayment 
24 that is contested and the specific reasons for contesting 
25 the overpayment. 
26 If the provider does not make reimbursement for an 
27 uncontested overpayment within 30 working days after 
28 receipt, interest shall accrue at the rate of 10 percent per 
29 annum beginning with the first calendar day after the 30 
30 working day period. 

o 
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Assembly Bill No. 865 

CHAPTER 968 

An act to amend Section 1371 of, and to add Section 1371.1 to, the 
Health and Safety Code, and to amend Sections 10123.13 and 
11512.180 of, and to add Sections 10123.145 and 11512.181 to, the 
Insurance Code, relating to insurance. 

[Approved by Governor September 29,1989. Filed with 
Secretary of State September 29, 1989.] 

LEGISLATIVE COUNSEL'S DIGESt 

AB 865, Wright. Health insurance: claim reimbursement. 
Existing law, with respect to health care service plans, policies of 

disability insurance, and nonprofit hospital service plans provide for 
claim reimbursement as soon as practical but no later than 30 
working days after receipt of the claim unless contested, except that 
if a nonprofit hospital service plan or health care service plan is a 
health maintenance organization, reimbursement is required 45 days 
after receipt, unless the claim is contested. A claimant is required to 
be notified in writing within 30 working days if his or her claim is 
contested. 

This bill would require that the notice specify whether the claim 
is being contested or denied and to identify the portion of the claim 
that is contested and the specific reasons for contesting. It would also 
provide that if an uncontested claim is not reimbursed, as specified, 
within the time limitation, interest shall accrue, as specified. 

The bill would also require, in the case of overpayment to an 
institutional or professional provider, reimbursement to the insurer 
or health care service plan, within certain time limits. 

The people of the State of California do enact as follows: 

SECTION 1. Section 1371 of the Health and Safety Code is 
amended to read: 

1371. A health care service plan which covers hospital, medical, 
or surgical expenses shall reimburse claims or any portion of any 
claim, whether in state or out of state, for those expenses, as soon as 
practical, but no later than 30 working days after receipt of the claim 
by the health care service plan, or if the health care service plan is 
a health maintenance organization, 45 working days after receipt of 
the claim by the health care service plan, unless the claim or portion 
thereof is contested by the plan in which case the claimant shall be 
notified, in writing, that the claim is contested or denied, within 30 
working days after receipt of the claim by the health care service 
plan, or if the health care service plan is a health maintenance 
organization, 45 working days after receipt of the claim by the health 
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care service plan. The notice that a claim is being contested shall 
identify the portion of the claim that is contested and the specific 
reasons for contesting the claim. 

If an uncontested claim is not reimbursed by delivery to the 
claimants' address of record within the respective 30 or 45 working 
days after receipt, interest shall accrue at the rate of 10 percent per 
annum beginning with the first calendar day after the 30 or 45 
working day period. 

For the purposes of this section, a claim, or portion thereof, is 
reasonably contested where the plan has not received the completed 
claim and all information necessary to determine payer liability for 
the claim, or has not been granted reasonable access to information 
concerning provider services. Information necessary to determine 
payer liability for the claim includes, but is not limited to, reports of 
investigations concerning fraud and misrepresentation, and 
necessary consents, releases, and assignments, a claim on appeal, or 
other information necessary for the plan to determine the medical 
necessity for the health care services provided. 

SEC. 1.5. Section 1371.1 is added to the Health and Safety Code, 
to read: 

1371.1. Whenever a health care service plan which covers 
hospital, medical, or surgical expenses determines that in 
reimbursing a claim for provider services an institutional or 
professional provider has been overpaid, and then notifies the 
provider in writing through a separate notice identifying the 
overpayment and the amount of the overpayment, the provider shall 
reimburse the health care service plan within 30 working days of 
receipt by the provider of the notice of overpayment unless the 
overpayment or portion thereof is contested by the provider in 
which case the health care service plan shall be notified, in writing, 
within 30 working days. The notice that an overpayment is being 
contested shall identify the portion of the overpayment that is 
contested and the specific reasons for contesting the overpayment. 

If the provider does not make reimbursement for an uncontested 
overpayment within 30 working days after receipt, interest shall 
accrue at the rate of 10 percent per annum beginning with the first 
calendar day after the 30 working day period. 

SEC. 2. Section 10123.13 of the Insurance Code is amended to 
read: 

10123.13. Every insurer issuing group or individual policies of 
disability insurance which covers hospital, medical, or surgical 
expenses shall reimburse claims or any portion of any claim, whether 
in state or out of state, for such expenses, as soon as practical, but "no 
later than 30 working days after receipt of the claim by the insurer 
unless the claim or portion thereof is contested by the insurer in 
which case the claimant shall be notified, in writing, that the claim 
is contested or denied, within 30 working days after receipt of the 
claim by the insurer. The notice that a claim is being contested shall 
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identify the portion of the claim that is contested and the specific 
reasons for contesting the claim. 

If an uncontested claim is not reimbursed by delivery to the 
claimants' address of record within 30 working days after receipt, 
interest shall accrue at the rate of 10 percent per annum beginning 
with the first calendar day after the 30 working day period. 

For purposes of this section, a claim, or portion thereof, is 
reasonably contested where the insurer has not received a 
completed claim and all information necessary to determine payer 
liability for the claim, or has not been granted reasonable access to 
information concerning provider services. Information necessary to 
determine liability for the claims includes, but is not limited to, 
reports of investigations concerning fraud and misrepresentation, 
and necessary consents, releases, and assignments, a claim on appeal, 
or other information necessary for the insurer to determine the 
medical necessity for the health care services provided to the 
claimant. 

SEC. 2.5. Section 10123.145 is added to the Insurance Code, to 
read: 

10123.145. Whenever an insurer issuing group or individual 
policies of disability insurance which covers hospital, medical, or 
surgical expenses determines that in reimbursing a claim for 
provider services an institutional or professional provider has been 
overpaid, and then notifies the provider in writing through a 
separate notice identifying the overpayment and the amount of the 
overpayment, the provider shall reimburse the insurer within 30 
working days of receipt by the provider of the notice of overpayment 
unless the overpayment or portion thereof is contested by the 
provider in which case the insurer shall be notified, in writing, within 
30 working days. The notice that an overpayment is being contested 
shall identify the portion of the overpayment that is contested and 
the specific reasons for contesting the overpayment. 

If the provider does not make reimbursement for an uncontested 
overpayment within 30 working days after receipt, interest shall 
accrue at the rate of 10 percent per annum beginning with the first 
calendar day after the 30 working day period. 

SEC. 3. Section 11512.180 of the Insurance Code is amended to 
read: 

11512.180. Every nonprofit hospital service plan that covers 
hospital, medical, or surgical expenses on a group or individual basis 
shall reimburse claims or any portion of any claim, whether in state 
or out of state, for such expenses, as soon as practical, but not later 
than 30 working days after receipt of the claim by the hospital service 
plan, or if the plan is a health maintenance organization, 45 working 
days after receipt of the claim by the hospital service plan, unless the 
claim or portion thereof is contested by the plan in which case the 
claimant shall be notified, in writing, that the claim is contested or 
denied, within 30 working days after receipt of the claim by the 
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nonprofit hospital service plan, or if the plan is a health maintenance 
organization, 45 working days after receipt of the claim by the 
nonprofit hospital service plan. The notice that a claim is being 
contested shall identify the portion of the claim that is contested and 
the specific reasons for contesting the claim. 

If an uncontested claim is not reimbursed by delivery to the 
claimants' address of record within the respective 30 or 45 working 
days after receipt, interest shall accrue at the rate of 10 percent per 
annum beginning with the first calendar day after the 30 or 45 
working day period. 

For purposes of this section, a claim, or portion thereof, is 
reasonably contested where the plan has not received the completed 
claim and all information necessary to determine payer liability for 
the claim, or has not been granted reasonable access to information 
concerning provider services. Information necessary to determine 
liability includes, but is not limited to, reports of investigations 
concerning fraud and misrepresentation, and necessary consents, 
releases, and assignments, a claim on appeal, or other information 
necessary for the insurer to determine the medical necessity for the 
health care services provided to the claimant. 

SEC. 3.5. Section 11512.181 is added to the Insurance Code, to 
read: 

11512.181. Whenever a nonprofit hospital service plan which 
covers hospital, medical, or surgical expenses determines that in 
reimbursing a claim for provider services an institutional or 
professional provider has been overpaid, and then notifies the 
provider in \ writing through a separate notice identifying the 
overpayment and the amount of the overpayment, the provider shall 
reimburse the nonprofit hospital service plan within 30 working days 
of receipt by the provider of the notice of overpayment unless the 
overpayment or portion thereof is contested by the provider in 
which case the nonprofit hospital service plan shall be notified, in 
writing, within 30 working days. The notice that an overpayment is 
being contested shall identify the portion of the overpayment that 
is contested and the specific reasons for contesting the overpayment. 

If the provider does not make reimbursement for an uncontested 
overpayment within 30 working days after receipt, interest shall 
accrue at the rate of 10 percent per annum beginning with the first 
calendar day after the 30 working day period. 

o 
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EMROLLSD B D..L REPORT • AGiNG'! 
BILL NtlMBE!l 

DEPAa'DIIMT oa catnUION HEALTH 
Wright 

Asae.bly BIll (~8) q65 require. health care .ervice plana liceneed undQr the Knox-Keene Ac~, "lsurance plan. which provide disability iaaurance. and nonprofit hospiLal insurance plans licensed under the Insurance Code t~ pay a 10 percent per annUlll interest rate on uncontested cIa!.. not paId to their contracting providers within 30 to 45 working days, based on the type of plan. The bill also requires these plans to id4tntlfy th .. p<:)rtions of claim. which are being contested nnd to state specific reasons for contesting the clata . 

.... ' 

AD 865 is sponsored by the California Association of Hospitals I\nd H .. ~lth Systems (CAHHS) , The CAHHS sees a need to insure that health eare platUI pay their uncontested ... laims on time, and to compensate providers when ~:'yment is late, 

Policy Fiscal 

.I.~-U &4-1 . 

Senate 6-0 N/A 26-2 

Specific findin&s 

The Department of Health Services has opp0sed AB 865 because the hill requires plans to pay a ten !'''''rcent per annum interest rate or. uncontested claims, not paid to their cC;1t:.:acting rrov;ner~,. ~ntt.0ut regard to <curlen~ market interest rates and injects legislatively i~posed penalties in what i~ essentially a business matter. The Department a:$o S.:l" a po!>sfir\"' :::y. that under A'J:. -:>5 health care serv';'.:e plan costs -,.;oalQ incrt:asc in a marmer which could not be add~essed by Medi-Cal in compensating plans opE'rating under Medi-Cal contracts. Consequently, AB 8G:> could make the Medi-Cal contrf1ct,!\" program less attractive to contractors _ The 'heal th care service plan ir:dustn' has not opposed this bill, however. anG .the DepartrnellL of Corporati.,-'n" (D():~\ (which licenses plans under· the Knox-Keene Act) has takens posit10'1 ni neutral on the bill. Since the innustry has not 0pp05·:>(j :..his bill. itreasonable to ;Jresume that it will not generate signifiC:l:-1C ::'(~5tS f;::;:- pl':-"i" C place the plans in~disadvantageous position. re13ti"l.'e cO ~~\'~'.'" ::::::~'j,,~'::. with p:rovinprs. Consequently, the Dep2rt:T,e::t'" ,': ,'r'," f,::-contractors are no longer at issue and the i)epait~Fr;~ .shc":..~: d de i·{).~- .' r ~' position on the bill_ 

Pros and Cons 

Pros: AS 8(») crp,ltps monetary incentivE'S lor lH'<Jltil Cd!!> ~'('rvi;::(' :,1.'-'.· pay uncontested claims to ·tl1Pir providers Oll (1:111>. ThL, ,\.;1! 1 • to f' J imjnate proviclp.r cash flow probl(,Jrs_ 

De fer to D p !, d r t men t 0 f Cor PO rat 1 '.' 11 ~; 
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Cons: AB 865 injects statutory penalties in'" 
business dispute. 

Ruulations 

None. 

Statutorily Mandated Report 

None. 

Fiscal Impact 

None to the Department of Health Services. 

Recogendation 

• AB 865 

-t is .... nd.lly a 

Defer to ~e position of the Department of Corporations. 

Since the health care service plan industry has r"t: or,~,s~d AB t'!65. tt il'l doubtful that the bill will impose si .. niFic!int: cost& 4')1:" :>t:her d~sad~~~'".s.v-':; on t-l.,e plans. This addresses the Department of Health Services concerns for Mcdi-Cal contractors. 

Contact Person: Joseph A. Kelly 
work Phone: 327-1103 
Home -Phone-: --1-663..:4942 
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Sua/n .... T£rtatlon and HovalngAg."cy DEPARTMENT 
INSURANCE 

AUTHOR 

WRIGHT 
BlUMUMBEA 

SU~ECT HEALTH INSURANCE: CLAIM REIMBURSEMENT AB 865 

!?UMMARY 

Requ~res 
when a claim 
which is at 
provideI'! for 
claims and a 
overpaid. 

th~ written notice to claimants, which is required is contested, to identify the portion of the claim issue, and give specific reasons for contesting; an interest penalty for late payment of uncontestec time 1 imi t for repayment in the event a claim is 

SPONSOR 

This bill is sponsored by the California Associatil')n of Hospi ta Is and Hea 1 th Svstemp, a 1 f- hough the author has a strong 1nterest in the bill. Contact Jamie Kahn, 5-7676, in A~semblywoman Wright's office. 

IMPACT ASS~?SMENT 

Existing law requires 
claimant 1n writi~9 wlth~r. 
the type cf organlzatl0~) 

~nsurers and ~ealth plans to notify a 
30 or 45 working da?s (depending on 
1£ a claim is belng contested. 

T~i2 bill wouid requ1r~ the notice to ider.tify the portion of the C1.aj.,. \oIhich is b"O'ing contested, and t.o specify the reason.'"' therefor. 

This bill also enacts a~ interest penalty for late uncontested claims, an~. p~ovldes th3t - la~k o~ 

pa ymen t (1 f' 

":If:lCe.s c;' ~., y inf,-· ... ·la't".ion cont:er:-::.nq a cla};."I C~:-.Dt~~,ut~~s rp,~sor'2b10 qrLil.Jnd.3 contest. 

rrovlders. 

---------.-.--.. --.-------RECON'MPWA T!ON 
,I, .. 

OU'MHMENT , ' 
·/~·j(i. 

/ - . 
'- / 

,/ 
,/ ! / 

---,-----_.- -
! OATE 
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.. 
Enrolled Bill Re~t \AS 865 paQe two • 
ARGUMENT PRO 

This bill is supported by a nu.ber o~ healthprovidera. --S"pport"'rs contend. and this depar~ •• nt'8 consu.er •• rvicee 
divisivn agrees, that the notices requi:-ed by existing law ar4" 
l.nadequate because they do not provide the olai.ant with any 
information other than the fact that the c1ai. is contested. The 
various payors have generally not included any rea.ons or 
specifications in the written notices. 

Unless th~ claimant is placed on notice conoerning the 
deflciencies in a claim, there is no reasonable op..,,,o. ... ",n.Lty to 
attempt to cure the problem, and satisfy the payor. 

Th4" interpst penalty applies only to uncontested claims, an~ 
is needed to enforce existing law which requires paymer.~ to be made 
in either 30 or 45 days, depeno~ng on who the payor is. 

ARGUMENT CON 

(No fo~mal oppcJition;. 

The interest penalty provision could have a counterproductive 
impact. If a payor is late in making payments. jt may be a reqult 
of, or indica~ion of, flnancial difficulties. Penalties will only 
exacerbate any such proolems. and result in losses to cla..i..i!!ant",. 

The require~~nt to sp~cify reasuns for contesting a claim may 
create difficulties in cases of suspected fraud. 

EECOMMENDATION 

The Depa rtmen t. of ; nsu ra nc€' recommends tha t th,o ,--; ~<;ernor S I ,:;:, 
AB 865. 

EXPERT: ROXANI G!~LESPIE 

ATS5: 8 ~97-9G24 
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rr ..,., AB 865 

Health Insurance Claim Reimbursement 

SUMMARY 

Would: 1) rpquire health care service plans, insurers and nonprofit hospital service plans to identify any portion of the claim that is contested and specify the reasons therefore; 2) specify circumstances when a claim is "reasonably contested"; 3) provide for 10 percent per annum interest on claims not timely paid; 4} add a new section providing for 10 percent per annum interest on overpayments not reimbursed to the HCSPs by providers in a timely manner. 

SPONSOR 

7ne bill is s~onsoreu by the California Association of H03pitals and Health Systems. 

IMPACT ASSESSMENT 

The bill will impact the Knox-Rep-ne ,e~lt~ 2a~~ $e~ice p 1 0n Ac~ ("!<nox-Kt:erie") and v.:lrious prOViS1Cl\!; 01: the Insur?:1c.::: C=<i_. Thf? interest of the Department of Corporations in the bill is limited to its impact on the KnOX-Keene Act. The Department defers t~ the Department of ..LllSUrance on the balance of the bill. 
CUrrent law sets ad€.- -lline for par....ant ~f. providers c12,ims" " .• the case of federally" licensed health maintenance crganL:;,:tio!1s ("HMOS"} which are alsc licensed as HCSPs,~~e deadline is 45 working days: for other HCSPs, payment is due in 3 0 \workir~g days. Tp~ bill rEtains those limitations, but, in ?ddition, prcvide~ that if the statutory deadline is !10t met, interest sh_:':'l accnH: at the rate of 10 per cent per annUlD beginning wit~ tIle "::'rst cal~,wdr day after th@ applicable period. 

These penalties will not apply to contested claims. HCSPs nus~ notify claimants within 30 working days after receipt c& the claim (45 in ths case of HMOs) if a cluim is contested anc identify the portion being contested and specify the reaSC~3 therefore. 

The bill provides that a claim is "reasonably con"te::,teo"' ",r.f-:l."C the plan has not received the completed clai~ and all infc~~~~ necessary to determine payer liability for. th:-:: clain, cr !'::': been grnnted reason~blE" access tc infor-:nation co;:',~e..cn~rs ,_ ,. services. 

commissionsr of 

$t'~.lI')1 12/80 
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• 
Enrolled Bill Report 2 AS 865 

If an BCSP determines that an institutional or prnte •• 1onal provid~r has been overpaid and notifies the provi~~r~thc overpayment in writing, the provider haa 30 working days to pay ba\!k the oVdrp~yment or contest it, specifying the reaaona. If a provider f~ils to .ake reiaburseaent for an uncontested overpayment after the 30-day period has expired, interest shall accrue at the rate of 10 percent per anDUa. 

ARGUMENTS PRO AND CON 

PRO: Propona~ts argue HCSPs and insurers delay payment of provider payments beyond the statutory deadline in order to collect extra interest on money which vill be used to pay claims. They believe requiring HCSPs to pay interest if they do delay will encourage prompt payment. 

CON: Failure to pay providers in a tiaely manner is ~ometimes a sign of fiHancial troubles in h"SPs. Adding interest to the amount due will merely exacerbate those troubles. 
RECOMMENDATION: 

The Department of Corporations recommends the Governcr SIGN this bill. To the extent the bill encourages timely payment of providers, it will result in continued accessibility and continuity of care for patients. Providers who aren't paid SO~~ drop out of the provici..;r net;-;~rk, disrupting the conti!'1uity of care to patients and leaving them witho~t access tn healc.h care services. 

' .. -
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• ENROUE;D ~ILL REPORT 
~ IJIIlrst· larrY lask't: ____ -.;._ "~ !el ;_~l~2~6-~3~68~9~------"'Tel: ___ 6~~2~-~5~94~7 __________ _ 0" 

tAGEffCY: STATE AND CONStI4ER SERVICES MUCY IILL lIMBER: 
AS 865 

DEPARTMENT. BOARD OR aMtISSION: ...... : 

VOTE: 

. PUBLIC . EMPLOYEES' RETlREMEN'l' SVS'rE 

SUMMARY· 

This bill would require that e~loyee welfare benefit plans and nonprofit hospital services plans notice a claimant within 30 working days (or 45 days if the plan is a health maintenance organization) that a clalm 1s being con~ested, identify the portion of the claim that is contested and specific reasons in contesting. This bill specifically exempts self-insured employee welfare benefit plans such as PElS-CARE. It would also provide that, if a noncontcsted or erroneously contested claim is not reiabursed within the time lImitation (30 working d~ys), interest· shall accrue at the rate of 10J per annum ·be-ginning" with the first calendar day after the 30 or 45 worklngooday ~eriod. 
f!ACCGROUND 

History. This bUl is sponsored by tne Cal1fornis Hospital Association. PERS has taken a support position on the bill. 

Section 1\1123.13 of the Insuran(!~ '-:0\...: • <!:'~'11re~ .,::,s;,;:"er q tc. r°t:':''' 'T3e ;;1.3"'''' a;o SoO<'n a~ :,!"~cticql, i::ut r:v la(;er enan jO working days aiter r'!ce!pt of the claim by insurer unless the claim or portion thereof is conte~ted. If contested, the claimant shall be notified in writing within 30 working days. The current PF~~Care self-insured plan requires that 85S properly completed claims will be processed in ten .. orking days as reflected in a performance clause wi thin the contract with the clailllS acLlnistrator. 

Thi~ bill wc~:d require interest ~o te paid on uncontested claims not reimbursed within 30 or 45 working days after receipt. 

The definition of a contested claim, or por-tion thereof, i~cl:.:des situat~,;,,~, 1·, ·~toh the insurer or plan has not re~~lv~d 3 ~o~leted clnim ~nd ~ll information nece::ssario to determine payer UabU 1. ty for the claim, i!1'~lud:::~ not limited to, reports of investigations c~~cerning fraud or "!.1srepresentatlcn, and necessary consents, relea:!es, and as~igni!!€'r.t!", .~, -claim or appeal. 

FISCAL IMPACT ON STATE BUDGET 

Unknown. However, savings acc"lJfOd by hospl t:.:ls e ithe,' through" 1 i'lCi'''!ri,··J flows or by reducing the cash conversio~ cycle will uitlmat@ly ~@ PR~: A the consumer, i.e., PERS health program. 

Sena~ - ..... ---~. 
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REPl.YTO • o S-'CIWooIEIIITO AOOAESS 
STATE CAPITOL 
POBOX~ 

~s6e1Ublu 
FlNoUICE 11HS1~ 
Rut.ES 

SAClVIMEIIITO. CA~' 
!Villi 445· nn 

o OISTl'ICT AOOAESS 
2SO EAST EASy STREET. SUITE 7 

SIMI VALLEY. CA I3DIIS 
1tOS! sn·2II2O «[al ifnrnia ,regi91ature 

CATHIE WRIGHT 
We .. st:R UF THE ASseMBLY 
Tt<,RTY·SEVEIIITt< 015 ThlCT 

VICE ·CH.o\IPWOMAN 
UTiLITIES & COMMERCE 

September 20,~~89 

The Honorable George Deukmejian Governor, Ztate of Califcl.nia State Capitol 
Sacramento, CA 95814 

Dea!: Governor: 

un.na , COIAIfRCt 
WAYS IIIiD IoIUIKS 
JT CXlIIiIIITTEE 00-
QIJMCeIlt_ OF THt 
lIOY4IQIES 01' COl\Jlloll!lUS 

coeS:"SC~ ON STA'" JS 
OIFWOMEIII 

SElECT c;oaa.SSIC'" 0'11 
GAIoU vtOl.l:l'OCt 

This letter is to req~est your approval of Asse~~ly Bill 865 relative to health insurance reimbursements. 
This bill was ZpOl' ,,:.,jred. hy i..he California Assoc' ation of Hospitals and Health Systems to simply require insurers to pay 10 percent interest on claims that are not pal.d w.ithin 30 days.. 
Curren-:" law raquirE::::i insurers to rei-m.burs£ claim.a .lhi.thi:l 30 days or 45 days tor HMO's (Health Maintenance Organizations)_ ~r.e purpose of Assembly Bill 865 ~'5 to e:1':-::u~''agc compliance '''ith this i_ .. by providing a cieterrent for those who currentlv disregard it. 

This bill also requires that claims being conte~ted ~nc~~d? the reason for contesting and the portion being contested. 
After a ~umber of negotiating se3sic~s and a lot of compromising, the insurance companies are now neLtral O~ AD 25S. This bill is supported by the California hedical ?4.S:~('V" iat i 0". '! with a number of medical care providC!rs thrc·t.:gll()u'!'.. ;'.>C SUlt.c'. 
I have received favorable reaction from my dist~~c~ lOj .nt· bill and would very much appreciate your favora:.:le: c..unsi·;<·~c(" .:" 

Sincerely, 

CATHIE iiinCHT 
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• 

• 

• 

• • 

STATEMENT FOR ASSEMBLY BILL 865 

ASSEMBLY BILL 865 WILL SIMPLY REQUIRE INSURERS TO PAY 10 
PERCENT INTEREST ON CLAIMS THAT ARE NOT PAID WITHIN 30 DAYS. 

CURRENT LAW REQUIRES INSURERS TO REIMBURSE CLAIMS WITHIN 30 
DAYS OR 45 DAYS FOR HMO'S (HEALTH MAINTENANCE ORGANIZATIONS). THE 
PURPOSE OF AB 865 IS ENCOURAGE COMPLIANCE WITH CURRENT LAW BY 
PROVIDING A DETERRENT FOR THOSE WHO DISREGARD CURRENT LAW. 

THE BILL ALSO REQUIRES THAT CLAIMS BEING CONTESTED, INCLUDE 
THE REASON FOR CONTESTING AND THE PORTION BEING CONTESTED . 
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• 
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• • 

STATEMENT ON AMENDMENTS TO ASSEMBLY BILL 865 

THE AMENDMENTS TO ASSEMBLY BILL 865 ARE NONSUBSTANTIVE AND MERELY 

DOUBLE JOIN THIS BILL WITH SENATE BILL 439 (ROBBINS) IN ORDER TO 

RESOLVE ANY POSSIBLE CHAPTERING OUT PROBLEMS. 
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STATEMENT ON AMENDMENTS TO ASSEMBLY BILL 865 

THESE AMENDMENTS ARE TECHNICAL AND MERELY CLARIFY THAT THE 

POINT IN TIME AT WHICH THE 30 DAYS COMMENCES IS AFTER RECEIPT OF 

THE CLAIM BY THE HEALTH CARE SERVICE PLAN. THIS AMENDMENT 

RESPONDS TO A SUGGESTION MADE THE COMMITTEE STAFF. 

'rHE OTHER AMENDMENTS CLARIFY THAT THE PROVISIONS OF THIS BILL 

DO NOT APPLY TO SELF INSURED EMPLOYEE WELFARE BENEFIT PLANS SINCE 

THESE PLANS ARE COVERED BY ERISA (THE EMPLOYEE RETIREMENT INCOME 

SECURITY ACT OF 1974) . 
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• 

• 

• 

• • 
STATEMENT ON AMENDMENTS TO ASSEMBLY BILL 865 

THESE AMENDMENTS ARE TECHNICAL AND MERELY CLARIFY THAT THE 
POINT IN TIME AT WHICH THE 30 DAYS COMMENCES IS AFTER RECEIPT OF 
THE CLAIM BY THE HEALTH CARE SERVICE PLAN. THIS AMENDMENT 
RESPONDS TO A SUGGESTION MADE THE COMMITTEE STAFF. 

THE OTHER AMENDMENTS CLARIFY THAT THE PROVISIONS OF THIS BILL 
DO NOT APPLY TO SELF INSURED EMPLOYEE WELFARE BENEFIT PLANS SINCE 
THESE PLANS ARE COVERED BY ERISA (THE EMPLOYEE RETIREMEN~ INCOME 
SECURITY ACT OF 1974) . 
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• 

• 

• 

• • 
STATEMENT FOR ASSEMBLY BILL 865 

ASSEMBLY BILL 865 WILL SIMPLY REQUIRE INSURERS TO PAY 10 
PERCENT INTEREST ON CLAIMS THAT ARE NOT PAID WITHIN 30 DAYS. 

CURRENT LAW REQUIRES INSURERS TO REIMBURSE CLAIMS WITHIN 30 
DAYS OR 45 DAYS FOR HMO'S (HEALTH MAINTENANCE ORGANIZATIONS). THE 
PURPOSE OF AB 865 IS ENCOURAGE COMPLIANCE WITH CURRENT LAW BY 
PROVIDING A DETERRENT FOR THOSE WHO DISREGARD CURRENT LAW. 

THE BILL ALSO REQUIRES THAT CLAIMS BEING CONTESTED, INCLUDE 
THE REASON FOR CONTESTING AND THE PORTION BEING CONTESTED. 

IN RESPONSE TO THE ANALYSIS, I WOULD LIKE TO OFFER AN 
AMENDMENT TO ELIMINATE LANGUAGE WHICH REFERS TO CLAIMS WHICH ARE 
CONTESTED IN ERROR. SPECIFICALLY, ON PAGE 2, ON LINE 21 ELIMINATE 
THE LAST SENTENCE. ON PAGE 3, LINE 12, ELIMINATE THE LAST 
SENTENCE. ON PAGE 4, LINE 4, ELIMINATE THE LAST SENTENCE. 



This page was left intentionally blank. 

Provided by Legislative Research Incorporated (800) 530-7613 1989-968   Page 56 of 209



Provided by Legislative Research Incorporated (800) 530-7613 1989-968   Page 57 of 209
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~., REPLY TO; COMMIHEES 

ENVIRONMENTAL SAFETY 

AND TOXIC MATERIALS 

FINANCE & INSURANCE 

o SACRAMENTO ADDRESS 

STATE CAPITOL 

P.O. BOX 942849 

SACRAMENTO, CA 94249-0001 

(916) 445- -/676 

o DISTRICT ADDRESS 

250 EAST EASY STREET, SUITE 7 

SIMI VALLEY, CA 93065 

(805) 522-2920 

J\f1$~mbllJ 
QIed Horttin pr-egizlntur-e 

CATHIE WRIGHT 
MEMBER OF THE ASSEMBLY 

THIRTY -SEVENTH DISTRICT 

VICE-CHAIRWOMAN 

UTILITIES & COMMERCE 

January 22, 1990 

MEMORANDUM 

TO: LEGISLATIVE COUNSEL 

FROM: ASSEMBLYWOMAN CATHIE WRIGHT 

SUBJECT: LEGISLATIVE COUNSEL ORAL OPINION ON AB 865 

RULES 

. UTILITIES & COMMERCE 

WAYS AND MEANS 

. JT. COMMIHEE ON 

QUINCENTENNIAL OF THE 

VOYAGES OF COLUMBUS 

COMMISSION ON STATUS 

OF WOMEN 

SELECT COMMISSION ON 

GANG VIOLENCE 

Attached is a copy of Assembly Bill 865 (Chapter 968) which went 
into effect on January 1, 1990. Since that time, there has been 
some concern raised as to the application of this bill; therefore, 
I would appreciate an oral opinion on the following questions: 

Throughout AB 865, coverage refers specifically to hospital, 
medical, or surgical expenses. Could this reference also imply 
and include coverage for pharmacy services? 

Although AB 865 only makes reference to the term provider coverage 
and reimbursment, does that also allow the insured (who submits 
his/her own claim instead of the hospital or doctor) to be 
reimbursed under the same conditions? 

Do the provisions of AB 865, apply to workers' compensation 
claims? 

Thank you for your prompt attention and assistance in clarifying 
these points. If there are any questions, please contact Jamie 
Khan in my office at 445-7676. • 
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lllegislntine <!!nuttsel 
ll£ <!!nlifnrttia 

BION M. GREGORY 

Sacramento, California 
April 1, 1991 

Honorable Cathie Wright 
3126 State capitol 

Insurance - #2565 

Dear Mrs. Wright: 

QUESTION NO.1 

Gerald Ross Adams 
Martin L Anderson 
Paul Antilla 
Charles C. Asbill 
Linda J. Atwood 
Joe J. Ayala 
Raneene P. Belisle 
Diane F. Boyer-Vine 
Eileen J. Buxton 
Gwynnae L. Byrd 
Emilia Cutrer 
Ben E. Dale 
Jeffrey A. Deland 
Clinton J. deWitt 
Frances S. Dorbin 
Maureen S. Dunn 
Sharon R. Fisher 
John Fossette 
Harvey J. Foster 
Clay Fuller 
Patricia R. Gates 
Alvin D. Gress 
Jana T. Harrington 
Baldev S. Heir 
Cecilia Jordan 
David B. Judson 

Michael' Kelly 
Michael J. Kersten 
L. Douglas Kinney 
S. lynne Klein 
Victor Kozielski 
Eve B. Krollnger 
DianaG. Lim 
Jennifer loomis 
Romulo I. lopez 
Kirk S. louie 
James A. Marsala 
Francisco A. Martin 
Peter Melnicoe 
John A. Moger 
Sharon Reilly 
Michael B. Salerno 
Penny Schulz 
William K. Stark 
Ellen Sward 
Mark Franklin Terry 
Jeff Thom 
Elizabeth M. Wart 
Richard B. Weisberg 
Thomas D. Whelan 
Belinda Whitsett 
Debra J. Zidich 

Deputies 

Do the timely payment provisions of Section 1371 of the 
Health and Safety Code, and sections 10123.13 and 11512.180 of the 
Insurance Code, apply to pharmacy services under a policy or plan 
that covers hospital, medical, or surgical expenses? 

OPINION NO.1 

The timely payment provisions of section 1371 of the 
Health and Safety Code, and Sections 10123.13 and 11512.180 of the 
Insurance Code, apply to pharmacy services under a policy or plan 
that covers hospital, medical, or surgical expenses. 

ANALYSIS NO.1 

Chapter 968 of the Statutes of 1989 (hereafter 
Chapter 968) operates, with respect to health care service plans, 
policies of disability insurance, and nonprofit hospital service 
plans, th~t cover hospital, medical, or surgical expenses. It 
requires, where a claim for reimbursement by a provider is being 

1 Chapter 968 also requires, in the case of overpayment to an 
institutional or professional provider, reimbursement to the 
health care service plan, disability insurer, or nonprofit 
hospital service plan, within certain time limits (Sec. 1371.1, 
H.& S.C., and Sees. 10123.145 and 11512.181, Ins. C.). However, 
this opinion does not involve a discussion of those provisions. 
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contested by the plan or the insurer, that a claim reimbursement 
notice specify whether the claim is being contested or denied and 
the identification of the portion of the claim that is contested 
and the specific reasons for contesting the claim. It also 
provides that if an uncontested claim is not reimbursed within the 
specified claim reimbursement period, interest shall accrue 
(Sec. 1371, H.& S.C. and Secs. 10123.13 and 11512.180, Ins. C.). 
An example of the language in question added by Chapter 968 is 
that contained in section 11512.80 of the Insurance Code, with 
respect to nonprofit hospital service plans, which was amended to 
read as follows: 

"11512.180. Every nonprofit hospital service 
plan that covers hospital, medical, or surgical 
expenses on a group or individual basis shall 
reimburse claims or any portion of any claim, 
whether in state or out of state, for such 
expenses, as soon as practical, but not later than 
30 working days after receipt of the claim by the 
hospital service plan, or if the plan is a health 
maintenance organization, 45 working days after 
receipt of the claim by the hospital service plan, 
unless the claim or portion thereof is contested by 
the plan in which case the claimant shall be 
notified, in writing, that the claim is contested 
or denied, within 30 working days after receipt of 
the claim Qy the nonprofit hospital service plan, 
or if the plan is g health maintenance 
organization, 45 working days after receipt of the 
claim Qy the nonprofit hospital service plan. The 
notice that g claim is being contested shall 
identify the portion of the claim that is contested 
and the specific reasons for contesting the claim. 

"If an uncontested claim is not reimbursed Qy 
delivery to the claimants' address of record within 
the respective 2Q or 45 working days after receipt, 
interest shall accrue at the rate of 10 percent per 
annum beginning with the first calendar day after 
the 30 or 45 working day period. 

"For purposes of this section, a claim, or 
portion thereof, is reasonably contested where the 
plan has not received the completed claim and all 
information necessary to determine payer liability 
for the claim, or has not been granted reasonable 
access to information concerning provider services. 
Information necessary to determine liability 
includes, but is not limited to, reports of 
investigations concerning fraud and 
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misrepresentation, and necessary consents, 
releases, and assignments, a claim on appeal~ or 
other information necessary for the insurer to 
determine the medical necessity for the health ~ 
services provided to the claimant." (New language 
emphasized.) 

The question raised is whether language, as used in the 
sections under discussion amended by Chapter 968 include coverage 
for pharmacy services. It could be argued, that, with respect to 
health care service plans and disability insurers, since pharmacy 
services are not specifically mentioned as one of the types of 
health services covered (see Sec. 1345, H.& S.C. re: health care 
service plans and Sec. 10176, Ins. C. re: disability insurers), 
those services should not be covered by the timely payment 
provisions under discussion. On the other hand, nonprofit 
hospital service plans may cover drugs and medicines (Sec. 11493, 
Ins. C.), and there are no express restrictions upon the provision 
of pharmacy services in the provisions relating to health care 
service plans and disability insurers. Thus, pharmacy coverage 
may be provided to plan subscribers and insureds pursuant to 
contractual agreement with providers as a part of the covered 
hospital, medical, or surgical expense coverage provided in the 
contract with plan subscribers and insureds. The term "medical 
expenses" may be used as a generic term used to refer to health 
services generally (see, e.g., Palmer v. State Farm Fire ~ Gas Co. 
(Fla.), 489 So. 2d 147; Miller v. Johnson (Pa.), 436 A. 2d 1187). 

In the context in which the term "hospital, medical, or 
surgical" is used in the sections under discussion, we discern no 
legislative intent to limit that term to particular providers of 
health care services provided under a policy or plan that covers 
hospital, medical, or surgical expenses. Moreover, we are 
informed that the Department of Insurance, the administrative 
agency charged with the enforcement of the Insurance Code 
provisions amended by Chapter 968 (see Sec. 12921, Ins. C.), 
interprets those code sections broadly to include coverage for 
pharmacy services. The courts accord great weight to the 
contemporaneous administrative construction of a statute by an 
agency entrusted with its enforcement (Mueller v. MacBan, 62 Cal. 
App. 3d 258, 271), and it will be followed if not clearly 
erroneous (Shelor v. city of Lodi, 23 Cal. 2d 647, 655). 

, Therefore, it is our opinion that the timely payment 
provisions of Section 1371 of the Health and Safety Code, and 
Sections'10123.13 and 11512.180 of the Insurance Code, apply to 
pharmacy services provided under a policy or plan that covers 
hospital,medical, or surgical ,expenses. 
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QUESTION NO.2 

Does section 1371 of the Health and Safety Code, and 
Sections 10123.13 and 11512.180 of the Insurance Code authorize a 
health care service plan subscriber, an insured, or a nonprofit 
hospital service plan subscriber who submits his or her own claims 
to be reimbursed under the same conditions as a claim submitted by 
a provider of health care services? 

OPINION NO.2 

section 1371 of the Health and Safety Code, and Sections 
10123.13 and 11512.180 of the Insurance Code authorize a health 
care service plan subscriber, an insured, or a nonprofit health 
care service plan subscriber who submits his or her own claims to 
be reimbursed under the same conditions as a claim submitted by a 
provider of health care services. 

ANALYSIS NO.2 

section 10123.13 of the Insurance code2 which was 
amended by Chapter 968, states, in pertinent part, as follows: 

"10123.13. Every insurer issuing group or 
individual policies of disability insurance which 
covers hospital, medical, or surgical expenses 
shall reimburse claims or any portion of any claim, 
whether in state or out of state, for such 
expenses, as soon as practical, but no later than 
30 working days after receipt of the claim Qy the 
insurer unless the claim or portion thereof is 
contested by the insurer in which case the claimant 
shall be notified, in writing, that the claim is 
contested or denied, within 30 working days after 
receipt of the claim by the insurer. . .. " 
(Emphasis added.) 

The language of section 10123.13 contains no limitation 
or restriction upon the usual and ordinary definition of a "claim" 
or "claimant" (claimant, "one who asserts a right or title" 
Webster's Third International Dictionary, p. 414). It is our 
understanding that an individual insured covered by a policy of 
disability insurance may assign~o a health care provider his or 
her right to file the claim and receive reimbursement under the 
terms of the policy, but in the absence of such an arrangement 

2 The language contained ,in the amendment to section 10123.13 
parallels the language contained in the other code sections under 
discussion. 
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certainly a claim for reimbursement for payments made to a 
provider for covered services would be made directly to the 
insurer. The same option appears to be contemplated by section 
11493 of the Insurance Code as respects nonprofit hospital service 
plans (see subds. (b) and (c), Sec. 11493, Ins. C.). While health 
care service plans as a rule operate as direct providers of health 
care services for a prepaid or periodic charge (see subd. (f), 
Sec. 1345, H.& S.C), the definition of "health care services plan" 
contained in Section 1345 of the Health and Safety Code includes 
those persons who undertake to "reimburse any part of the cost of 
such services" in return for that charge. Thus, we think a health 
care service plan subscriber who seeks to be reimbursed by the 
plan for hospital, medical, or surgical expenses also may submit 
these claims directly to the plan. 

We, therefore, think that a reasonable construction of 
the statutes affected by Chapter 968 containing this "claimant" 
language includes the individual plan subscriber or insured. In 
this regard, we are informed that the Department of Insurance 
interprets this provision similarly and views those provisions of 
Chapter 968 in question over which it has jurisdiction as 
requiring an insured who submits his or her own claim to be 
reimbursed under the same conditions as if the claim were 
submitted by a health care provider of health care services. 

In conclusion, Section 1371 of the Health and Safety 
Code, and Sections 10123.13 and 11512.180 of the Insurance Code 
authorize a health care service plan subscriber, an insured, or a 
nonprofit health care service plan subscriber who submits his or 
her own claims to be reimbursed under the same conditions as a 
claim submitted by a provider of health care services. 

QUESTION NO.3 

Does Section 1371 of the Health and Safety Code, and 
sections 10123.13 and 11512.180 of the Insurance Code apply to 
workers' compensation claims? 

OPINION NO.3 

Section 1371 of the Health and Safety Code, and sections 
10123.13 and 11512.180 of the Insurance Code do not apply to 
workers' compensation claims. 

ANALYSIS NO.3 

The California workers' compensation law is contained in 
Division 4 (commencing with Section 3200) and Division 4.5 
(commencing with section 6100) of the Labor Code, and generally 
speaking, provides a system of workers' compensation for employees 
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injured in the course and scope of their employment. Workers' 
compensation insurance is not disability insurance and it is not a 
nonprofit hospital service plan or a health care service plan (see 
Sec. 109, Ins. C.). 

By its very terms, the provisions of Chapter 968 are 
made applicable only with respect to group and individual health 
care service plans (Secs. 1371 and 1371.1, H.& S.C.), disability 
insurance (Secs. 10123.13 and 10123.145, Ins. C.), and nonprofit 
hospital service plans (Secs. 11512.180 and 11512.181, Ins. C.). 

In conclusion, section 1371 of the Health and Safety 
Code, and sections 10123.13 and 11512.180 of the Insurance Code do 
not apply to workers' compensation claims. 

Very truly yours, 

Bion M. Gregory 

L~~ 
By 
Clay Fuller 
Deputy Legislative Counsel 

CF:dfb 
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April 6, 1989 

Honorable Cathie Wright 
state Capitol, Room 3126 
Sacramento, CA 95814 

Dear Assemblywoman Wright: 

• 

Re: AB 865 

:r\<.. 
TREATMENT 
CENTERS 
OF AMERICA 

APR 10 
1989 

Reasonably prompt claims payment for services rendered by 
health facilities is essential to their financial viability. Your 
requirements that there be specific reasons for contesting any 
portion of a claim plus an interest surcharge when reimbursement 
is not received within the statutory time limitation should 
facilitate the process and has our SUPPORT. 

Sincerely, 

jJ~~ 
Herbert Darken, Ph.D . 

cc: Mr. Elliott Sainer 
Members Finance and Insurance Committee 

Corporate Offices 
LifePLUS Plaza 
6441 
Coldwater Canyon 
North Hollywood 
CA 91606 
818/769-3915 
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A Association of California Life Insurance Companies 

BRENT A, BARNHART 
ASSOCIATE COUNSEL 

May 1, 1989 

Assemblywoman Cathie Wright 
Member, California State Assembly 
State Capitol 
Sacramento, California 95814 

Dear Assemblywoman Wright: 

Re: AB 865 
OPPOSE 

The Association of California Life Insurance Companies 
(ACLIC) respectfully opposes AB 865, which would: (1) Compel 
health plans to notify providers of the specific portion of a 
claim for health care services which is being contested, and 
(2) Would require the payment of interest where a claim is not 
reimbursed wi thin the statutory 30-day time limi t for paying 
claims .. 

As presently written, the bill addresses only one side 
of claims payment controversies. No consideration should be 
given to imposing additional burdens upon health insurers and 
health maintenance organizations (HMO's) until equal 
consideration is given to compelling providers to supply 
payors wi th sufficient information to justify their claims. 
Under current practice, many hospitals deny payors access to 
evidence which substantiates their claims for payment for 
services. 

Only when all such payment issues are addressed should 
legislation move forward which adds further provisions to the 
law which compels accelerated payment of providers. 

BB/0069b 

B A. Barnhart 
Associate Counsel 

cc: Members, Assembly Finance & Insurance Committee 
Ken Cooley, Principal Consultant 

1400 K Street, Suite 212 • Sacramento, California 95814 • (916) 442-3648 
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• • WESTERN GROWERS ASSOCIATION 
STREET ADDRESS: 17620 FITCH STREET' IRVINE, CALIFORNIA 92714 

MAILING ADDRESS: P.O. BOX 2130 • NEWPORT BEACH, CALIFORNIA 92658 
TELEPHONE 714/663·1000 TELEX: IRIN 182·266 

• 

• 

May 12, 1989 

The Honorable Cathie Wright 
Room 3126, State Capitol 
Sacramento, CA 94249-0001 

RE: AB 865 

Dear Assemblymember Wright: 

Western Growers Association had reviewed your AB 865 
upon introduction, and advised your staff as to our concerns 
with the provisions of the bill. As AB 865 has now been set 
in committee, we would like to once again voice our concerns 
in the hope that a satisfactory resolution to meet our 
concerns can be made. 

Western Growers Assurance Trust is a self-insured 
employee welfare benefit entity. As such, WGAT enters into 
contracts which define the terms of payment whether it might 
be discounts for early payment, partial payment pending 
audit, etc. The provisions of AB 865 do not recognize such 
contracts, and would impose interest costs without 
justification. 

WGAT routinely holds back a portion of the bill pending 
an audit of hospital charges. We have found that more often 
than not there is some overcharge on hospital billings, and 
that an overcharge is even more likely when a death occurs 
during hospitalization. 

Based on the above, Western Growers Association would 
request an amendment which would recognize contracts which 
define payment responsibilities and exempt such from the 
interest provisions contained in AB 865. 

Sincerely, 

~~~ 
.KATHLEEN R. MANNION 
Director, Governmental Affairs 

KRM/seg 
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e e 
erma California Medical Association 

221 Main Street. P.o. Box 7690, San Francisco, CA 94120-7690 (415) 541-0900 

Reply to: 925 L Street, Suite 1150 . Sacramento 95814 . (916) 444-5532 

The Honorable Burt Margolin 
state capitol, Room 4117 
Sacramento, CA 95814 

Dear Assemblyman Margolin: 

May 12, 1989 

RE: AS 865 (Wright) 
CMA Position: SUPR1Rl.' 

j'l/lAY I 5 1989 

The califoTIlia Medical Association has taken a "SUPFDRI''' IXJSition on 
AB 865 (Wright) which is set for hearing on May 15, 1989, in the Assembly 
Health and Workers 'Insurance Subcommittee. 

This bill would strengthen the current delayed payments law by requir
ing insurers to notify claimants of the specific portion of a claim that is 
being contested and the reason for contesting that portion. It would also 
provide that if the claim is not reimbursed within the time limitation, in
terest shall accrue at the rate of 10% per annum. 

This bill will help both patients and providers to receive duly-owed 
payments and proper explanations for delays. This is a severe problem that 
needs to be addressed. 

For the above reasons, the califoTIlia Medical Association strongly sup
ports AB 865 and urges your "AYE vote. 

Sincerely, 

~j)~[f~ 
carol A. Lee 
Associate Director 
Government Relations 

cc: The Honorable Patrick Johnston, Chairman 
Assembly Finance and Insurance Committee 

The Honorable cathie Wright 
Ken Cooley, Cornmi ttee C.onsul tlmt 
Peter Conlin, Republican caucus Consultant 
Dennis Flatt, california Association of 

Hospitals and Health Systems 

CIE.11 
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• • CALIFORNIA ASSOCIATION OF HOSPITALS AND HEALTH SYST'EMS 

May 15, 1989 

Honorable Jack O'Connell 
Assembly Finance and Insurance 

Subcommittee on Health and 
Workers' Insurance 

State Capitol, Room 2141 (~ 
Sacramento, CA 95814 /(~~~ 

Dear Assemblyman o'connell~<JL 

1050 20th Street 
P.O. Box 1100 
Sacramento, CA 
95812-1100 
916.443.7401 

On behalf of' the California Association of Hospitals and Health 
Systems (CAHHS), I wish to inform you of our support of Assembly 
Bill 865 (Wright). 

Existing law requires insurers to reimburse provider claims within 
thirty days unless the claim is contested. Currently, there is no 
prescribed penalty for late payment. As a result, payments are 
often late . 

Assembly Bill 865 provides that a ten percent penalty shall be 
added to claims that are not reimbursed within the thirty-day time 
frame. The bill does not impair the insurers current ability to 
contest a claim when there is a reason to do so. 

We urge your "aye" vote on AB 865. Thank you. 

yourv;ru~y, 

4~ 
Dennis o. Flatt 
Vice President 
Government Relations 

DOF:tm 

cc: Honorable Members and Consultant 
Assembly Finance and Insuran~e Subcommittee 

on Health and Workers' Insurance 

.' 
.' q~fi] 

Representing California Hospitals and their Health Systems C:.lLl 
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• 
Centinela Hospital Medical Center 

a nonprofir medical faciliry 

Official Hospital for the 1984 Olympic Games 

May 18, 1989 

The Honorable Cathie Wright 
California State Assembly 
P. O. Box 942849 
Sacramento, CA 94249-0001 

ctX-·/~, 
Dear Asse~~ Wright: 

A letter on behalf of your bill AB865, as attached, was sent 
to all members of the Finance and Insurance Committee. 

Hope all goes well. 

Sin~e/, 

ft-d/~eJ 
Leona H. Egeland 
Director of Government 
and Community Relations 

LHE:khl 

Enclosure 

Ltr.100 

.' 

555 East Hmdy St. 0 p.o. Box 720 0 I~glewood, California 90307 0 (213) 673-4660 
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• 

Sutter Health 

May 19, 1989 

The Honorable Cathie Wright 
Assembly Finance and Insurance 
Room 3126, State Capitol 
Sacramento, CA 95814 

Dear Ms. Wright: 

Committee 

• 
Central Billing Office 

2800 L Street Telephone 
Sacramento (916) 733-8855 
California 95816 FAX 733-3837 

MAY 2. 3 \989 

On behalf of the California Association of Hospitals and 
Health Systems (CAHHS), I wish to inform you of our support of 
Assembly Bill 865 (Wright). 

Existing law requires insurers to reimburse provider claims 
within thirty days unless the claim is contested. Currently, 
there is no prescribed penalty for late payment. As a result, 
payments are often late. 

Assembly Bill 865 provides that a ten percent penalty shall 
be added to claims that are not reimbursed within the thirty-day 
time frame. The bill does not impair the insurers current 
ability to contest a claim when there is a reason to do so. 

We urge your "aye" vote on AB 865. Thank you. 

Yours truly, 

Chaq:!/f~ 
Sr. Vice President 
Sacramento Division 
Sutter Health 

-
PKVS:lp .' 

cc: Honorable Members and Consultant 
Assembly Finance and Insurance Subcommittee 

on Health and Worke~s' Insurance 

Member of 
Voluntary Hospitals 
of America, Inc., 



Provided by Legislative Research Incorporated (800) 530-7613 1989-968   Page 71 of 209

I 

• 

• 

• CALIFORNIA ASSOCIATION OF HOSPITALS AND I-IEALTH SYSTEMS 

May 22, 1989 

MAY 2 2 Iq~q 

Honorable Cathie Wright 
Assembly Finance and Insurance Committee 
Room 3126, state Capitol 
Sacramento, CA 95814 

Dear Assemblywoman Wright: 

P.O. Box 1100 
Sacramento, CA 
95812-1100 
916.443.7401 

On behalf of the California Association of Hospitals and Health 
Systems (CAHHS), I wish to inform you of our support of Assembly 
Bill 865 (Wright). 

Existing law requires insurers to reimburse provider claims within 
thirty days unless the claim is contested. Currently, there is no 
prescribed penalty for late payment. As a result, payments are 
often late. 

Assembly Bill 865 provides that a ten percent penalty shall be 
added to claims that are not reimbursed within the thirty-day time 
frame. The bill does not impair the insurers current ability to 
contest a claim when there is a reason to do so. 

We urge your "aye" vote on AB 895. Thank you. 

Dennis o. Flatt 
Vice President 
Government Relations 

DOF:tm 

cc: Honorable Members and Consultant 
Assembly Finance and Insurance Committee 

.' 

Representing California Hospitals and their Health Systems 
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• 

·"!JG 

~Jlills Hospital • 
100 South San Mateo Dr. 
San Mateo, CA 94401 
415-696-4400 

Peninsula Hospital 
1783 EI Camino Real 
Burlingame, CA 94010 
41 5-696-5400 

• "il)~{)0 

.•• "''''D@ Mii1(~"PY~nin'S:!.J!a 
••• 0 Q..,IDQI;2D{:l ~""'" .. '\;.1 • ':>D' , 

••• 'Q "0':') Hos~)Qta!s 
• <J .:I'OO{) tJ 

<>1)';')0 MAY 24 1989 .. 

May 22, 1989 

The Honorable Cathie Wright 
Assembly Finance and Insurance Committee 
Room 3126, State Capitol 
Sacramento, CA 95814 

Dear Assemblywoman Wright: 

Please support AB 865 (Wright) when it comes before the Assembly 
Finance and Insurance Committee on May 23rd. 

This bill would put "teeth" into existing law by requiring that 
third party payers provide written notice to hospitals of any 
contested portions of a claim, including the reasons for 
contesting, and would impose a 10% interest penalty on late 
payment of uncontested claims. On average, our Blue Cross and 
other commercial carriers are taking in excess of sixty (60) days. 

ge your support of AB 865 . 

. ' 

Affiliated with California Healthcare System 
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~." 

SAN JOSE 
MEDICAL 
CENTER 

675 East Santa Clara Street 
San jose, CA 95112 

(408) 998-3212 

• 

An Affiliate Of 

HEALTH 
DIMENSIONS 
INCORPORATED 

•
00 SAMARITAN HOSPITAL 
~A CLARA VALLEY 

SAN JOSE MEDICAL CENTER 
WHEELER HOSPITAL 

iOUTI-I VALLEY HOSPITAL (1989) 
HEALTH ADVANTAGE 

lEALTH ADVANTAGE VENTURES 

May 27, 1989 

Honorable Members Assembly Finance and Insurance Committee 

As a long time hospital Patient Accounts Manager I 
urge you to vote "Yes" on AB 865 (Wright). 

Hospitals carry outstandirig receivables from insurance 
companies for an average currently over ninety (90) 
days. Yet existing law requires insurers to r€imburse 
provider claims within thirty days unless claim is 
contested. Assembly Bill 865 provides a ten percent 
penalty and that the provider be notified if a claim 
is being contested and to identify specifically which 
portion of claim is being contested. 

Millions of dollirs will flow into our overburdened, 
underpaid hospital system by passage of this bill and 
at no additional cost to patients or tax payers . 

Please vote "Aye" on AB 865 (Wright). 

Sincerely, 

Carol Altmann 
Director Business Services 

.' 
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May 30, 1989 

The Honorable Cathie Wright 
California State Assembly 
State Capitol 
Sacramento, California 95814 

RE: AB 865 -- SUPPORT 

Dear Assembly Member Wright: 

• 

The California Association of Catholic Hospitals is pleased to 
support your AB 865 as an important measure to improve claims 
processing between health care providers and insurance 
companies . 

Imposing time limits on processing of uncontested portions of 
claims recognizes the growing cash flow problems many health 
care providers are encountering. This rationalizes the payment 
process to preclude an insurer from holding up payment on a 
major claim due to a disagreement about a relatively minor 
portion of the claim. 

Sincerely, 

.·4~~ 
Gayle H. Ensign 
President 

GHE:WEB/lc 

William E. Barnaby 
Legislative Advocate 

.' 

California AssoCiation of Catholic Hospitals 
1121 L Street, Suite 409 • Sacramento, CA 95814 • (916) 444-3386 • FAX (916) 444-6836 
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• 
Association of California Life Insurance Companies 

BRENT A. BARNHART 
ASSOCIATE COUNSEL 

Honorable Cathie Wright 

May 31, 1989 

Member, California State Assembly 
State Capitol 
Sacramento, CA 95814 

Re: AB 865 OPPOSE 

Dear Cathie: 

\ \9<09 

The Association of California Life Insurance Companies 
(ACLIC) respectfully opposes AB 865, which would: (1) Compel 
health plans to notify providers of the specific portion of a 
claim for health care services which is being contested, and 
(2) Would require the payment of interest where a claim is not 
reimbursed wi thin the statutory 30-day time limit for paying 
claims . 

As presently written, the bill addresses only one side 
of claims payment controversies. No consideration should be 
given to imposing additional burdens upon health insurers and 
health maintenance organizations (HMO's) until equal 
consideration is given to compelling providers to supply 
payors with sufficient information to justify their claims. 
Under current practice, many hospi tals deny payors access to 
evidence which substantiates their claims for payment for 
services. 

Only when all such payment issues are addressed should 
legislation move forward which ~dds further provisions to the 
law which compels accelerated payment of providers. 

BB ::gj 
OlOOb 

1400 K Street, Suite 212 • Sacramento, California 95814 • (916) 442·3648 
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• • 
..JUN 2 ( 1989 

Health Insurance Association of America 

Honorable Cathie Wright 
Assemblywoman 
District 37 
California state Assembly 
state Capitol 
Sacramento, California 95814 

Dear Cathie: 

June 19, 1989 

Thank you very much for taking time out of your very busy 
schedule on June 15 to meet with the regarding suggested amend
ments to AB-865 and AB-2474. If after reviewing the materials I 
left with you, you have any questions or would like further 
information on the issues raised, please do not hesitate to 
contact me. 

I look forward to working out the differences between the 
insurance industry and the provider community at joint meetings 
to be held later this summer. 

If you feel it would be beneficial for you or any of your 
staff to have a claims demonstration similar to the one held last 
year at Tom Allen's office at Principal Financial Group, please 
do not hesitate to let me know. I would appreciate advance 
notice and several alternative dates. 

JAM:mlp 

cc: Brent Barnhart 
Tom Allen 

Sincerely, 

~AA~rea Meisels ~~~CDirector 

6052 Hackers Lane Agoura Hills, CA 91301-1410 818/991-6817 
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Bellwood -----------------

• _Health·. 
Center 

Mr. Sal Biano, Consultant 
Senate IC&C Committee 
State Capitol, Room 5122 
Sacramento, .CA 95814 

.. Dear Sal: 

• 17800 Woodruff Avenue 
Bel/flower, California 90706 

(213) 925-9913 
(714) 952-3463 

June 26, 1989 

----
RE: B 865 Wrig t 

JUN 2. 9 \989 

Reasona bly prompt claims payment for ser vice s re nd er ed by 

health facilities is essential to their·financial viability. 

• 

• 
Pitre 

Accordingly, we' SUPPORT this bill. 

cc: Hon.C.Wright 
Mr.D.Topper,Paracelsus 
Mr.J.Sharp,Bellwood 

A faolllty of p~r8celsus HealthcBf9 Corporation 

Cordially, 

o ','. 

Herbert Darken, Ph.D. 
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• 
Mr. Sal Bianco, Consultant 
Senate IC&C Committee 
State Capitol, Room 5122 
Sacramento, ,CA 95814 

.. Dear Sal: 

June 26, 1989 

RE: 

• 

ight 

TRE~ATMENT 
CENTERS •. 
OF AMERICA 

Reasonably prompt claims payment for services rendered by 

health facilities is essential to their financial viability. 

Accordingly, we' SUPPORT this hill • 

cc: Hon.C.Wright 
Ms.E.A.Rose,TCA 

Corpol'ate orfices 
LifePLUS Plaza 
6441 
Coldwat.er Canyon 
North Hollywood 
Ci\ 91606 
818/769-3915 

Herbert Darken, Ph.D. 
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A Association of California Life Insurance Companies 

BRENT A. BARNHART 
COUNSEL & SECRETARY 

July 10, 1989 

Assemblywoman Cathie Wright 
Member, California state Assembly 
State Capitol 
Sacramento, California 95814 

Dear Assemblywoman Wright: 

Re: AB 865 & AB 2474 
OPPOSE 

The Association of California Life Insurance Companies 
(ACLIC) respectfully opposes AB 865, which would: (1) Compel 
health plans to notify providers of the specific portion of a 
claim for health care services which is being contested, and 
(2) Would require the payment of interest where a claim is not 
reimbursed wi thin the statutory 30-day time limit for paying 
claims. We also oppose AB 2474, which would compel insurers 
to pay "major" portions of claims when there is justification 
solely for contesting a "lesser" portion of a claim .. 

As presently written, the bill addresses only one side 
of claims payment controversies. No consideration should be 
given to imposing additional burdens upon health insurers and 
health maintenance organizations (HMO's) until equal 
consideration is given to compelling providers to supply 
payors wi th sufficient information to justify their claims. 
Under current practice, many hospi tals deny payors access to 
evidence which substantiates their claims for payment for 
services. 

Oniy when all such payment issues are addressed should 
legislation move forward which adds further provisions to the 
law which compels accelerated payment of providers. 

BAB :.ip 
0069b 

ent A. Barnh 
Associate Counsel 

cc: All Members, Senate ICC Committee 
Sal Bianco, Consultant, Senate I.C.C. Committee 

1400 K STREET, SUITE 208 • SACRAMENTO, CALIFORNIA 95814 • (916) 442-3648 • FAX (916) 442-1730 
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UNIVERSITY OF CALIFOIIA, DAVIS • 
BERKELEY • DAVIS • IRVINE' LOS ANGELES • RIVERSIDE • SAN DIEGO • SAN FRANCISCO SANTA BARBARA' SANTA CRUZ 

July 25, 1989 

Jam i e Ka hn 
Legislative Aide 
Office of Assemblywoman Wright 
California State Assembly 
State Capitol, Room 3126 
Sacramento, California 95814 

RE: AB 865 

Dear Jamie: 

UC DAVIS MEDICAL CENTER 
2315 STOCKTON BOULEVARD 
SACRAMENTO, CALIFORNIA 95817 

I recently learned from an insurance industry lobbyist that if AB 865 becomes 
law, the Insurance Industry plans to "comply" in a manner which I bel ieve 
circumvents the intention of this bil I. 

The insurance Industry plans to notify the patient, rather than the health care 
provider, of the portion of the claim being contested and the specific reasons 
for contesting the claim. The insurance Industry also plans to pay any accrued 
interest to the patient rather than to the health care provider. 

As you probably know, there are basically two different ways in which an 
insured patient's bills can be paid by his/her Insurance company. The more 
common way Is for the physician or hospital to send the bi II directly to the 
insurance company. The insurance company then sends the payment directly to the 
physician or hospital. The patient is not required to act as a "middleman" and 
Is not bothered with any paperwork. 

An a Iter nati ve method I s for the prov i der to send the b i I I to the pa ti ent. The 
patient must pay the bi II, and then submit a form to his/her Insurance company 
requestl ng that the I nsurance company send him/her a check for the amount of 
the bi I I. This method is less common because: (1) It inconveniences the patient 
with paperworlq (2) It delays the payment process unnecessarily; and (3) many 
patien"ts do not have enough cash to pay these bi lis and then wait six weeks or 
so unti I the insurance company reimbu~ses them. 

The spirit of this bi II seems to be that when the provider bills the Insurance 
company directly, provider (not just that patient) should be notified If the 
insurance company is contesting the claim and the specific reasons therefore. 
When the provider bills the insurance company directly, the provider should 
receive any interest which accrues as a result of the Insurance company's 
payment delay. 
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• 

Jamie Kahn 
July 25, 1989 
Page 2 

• 

In those cases in which the patient pays the provider directly and then 
requests the insurance company to reimburse him or her directly, the patient 
should receive any accrued Interest occasioned by the insurance company's 
delay. I bel ieve that in these cases, both the health care provider and the 
patient should be notified if a claim is contested and the specific reasons 
therefore. 

I have enclosed a copy of AB 865 with suggested revisions noted in red ink. I 
would be most happy to discuss this matter with you over the phone (453-3584) 
or in person. Please feel free to contact me if I can be of any assistance to 
you w ha tsoever. 

Sincerely, 

cto~ 
Lois J. Richardson, Manager 
Contracts & Affi liatlons 

LJR:dmm 

Enclosure 

cc: Jason Barr ) 
Randi Harry ) (w/o enclosure) 
Kathy Lawrence) 
Doug Sjoberg 
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-Mercy Medical Center Redding 

July 31, 1989 

Cathy Wright 
Assembly Member 
250 East Easy Street 
Suite 1f7 
Simi Valley, CA 93065 

RE: Assembly Bill No. 865 

Dear Cathy Wright: 

I have reviewed AB 865 which regulates timely reimbursement to 
providers of healthcare. You are to be commended for your efforts 
in dealing with a problem the hospitals and other medical facilities 
have been coping with for a number of years. However, I am not 
certain if change will be affected with the current wording of the 
bill. 

Traditionally insurance companies including Blue Cross & Blue Shield 
do not consider receipting a claim until said claim is keypunched 
into their computer system. Several hours after reviewing the Bill 
a Blue Cross representative was in my office and he acknowledged the 
existance of AB 865 but stated ,th~ c.1aims would sit in their "mailroom" 
or "keypunch room" for up to 30 days before being keyed into their 
system. I phoned other insurance companies and received the same 
response. Obviously this defeats the intent and purpose of the bill. 

In the climate of healthcare, cash flow is paramount in order to stop 
cost passing, borrowing, adding staff to follow-up on claims, etc. I 
plan to direct my staff to send all claims that are in excess of $2,000. 
to third party payors by certified mail. I will then be forced to 
test "receipting" in the courts. I hope you would consider more clearly 
defining "receipting" of a claim in AB No. 865. 

" 

Thanking you in advance for your"continued efforts. 

Sincerely, 

-f)~f.~ 
David E. Secor ~ 
Business Manager 
Mercy Medical Center 

Clairmont Heights 
P.O. Box 6009 
Redding, CA 96099-6009 
(916) 225-6000 

.. 

A Division of Catholic Healthcare West 
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• 
CONTRA COSTA 
HEALTH PLAN 

August 1, 1989 

State AssemblYl-'7oman Cathie Wright 
District 37 
3126 State Capitol 
Sacramento, CA 9581~ 

Dear Ms Wright: 

• 
595 Center Avenue 
Suite 100 
Martinez, California 94553 
415646-2920 

The Contra Costa Health Plan Advisory Board, at its meeting 
last week, unanimously voted to oppose your Bill, A.B. 865, 
as presently ~rritten. We are concerned that the monetary 
penalties for not paying claims within ~5 days may place an 
undue burden on our County sponsored, Federally qualified, 
HMO. 

AI-though Contra Costa Health Plan generally pays its claims 
well within the ~5 day period, there are -times v.7hen 
situations beyond its control extends its claims processing 
time. As part of county government, Contra Costa Health 
Plan is subject to County-wide hiring freezes which can 
impede -the ability of the Health Plan andlor other county 
agencies -to process the claims and cut the checks within y,5 
days. We are concerned that Contra Costa Health Plan's 
present abili-ty to serve a broad spectrum of County 
residents (Medi-Cal, Medicare, County employees, private 
individuals, small businesses and the County Medically 
Indigent) may be adversely affected by A.B. 865. 

air 

SAH:BB:smp 

cc: Senator Daniel Boatwright 
~ 

AFFORDABLE CARE.jiLi;sSERVICE 
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- • ctma California Medical Association 
221 Main Street, P,O, Box ""7690, San Francisco, CA 9fi120-7690 (415) 541-0900 

Replno: <}25 L Street, Suite 1150 . Sacramento 95814 . (916) 444-5532 
August 7, 1989 

Brent A. Barnhart 
Association of California 

Life Insurance Companies 
1400 K Street, Suite 208 
Sacramento, CA 95814 

Dear Brent: 

RE: AB 865 (Wright) 

The Cal ifornia Medical Association has reviewed your proposed amendments to 
AB 865. 

First, we do not believe the definition of "claimant" Is adequate. Section 
10123.13 notes that if " .. , the claim or portion thereof Is contested by 
the insurer In which the case the claimant shall be notified ... " If the 
physician submitted the claim on an assigned basis, would he then, for the 
purposes of that section, be the claimant? If he were not, then an informa
tion gap would result if the patient did not promptly notify the physician 
of the denial. It needs to be made clear that the physician wi II be 
notified of the contested claim on assigned claims. 

Sect Ions 10123.13(c)(1) and 11512.180(c)(1) should be changed to read: 
"Within 30 working days of receipt of the notice." This makes the language 
consistent with requirements on Insurers and will protect physicians from 
Insurers who may date a notice a few weeks earl ier than It was actually 

ma I led. The other proposed amendments appear to acceptab I e to the CMA. 

We stili have not received the language of an amendment which would require 
providers to repay overbiliings within 30 days. I would appreciate this 
language as soon as possible so that we can comment on it. 

Sincerely, 

", / 

Carol A. Lee 

cc~ Assemblywoman Cathie Wright. 
Glb Klngren, Blue Shield • 
Joe Criscione, Kaiser Foundat Ion Health Plan 

'Dennis Flatt, California Association of Hospitals and Health Systems 
Barbara Donaldson 

*>CAL>CAL8.7c 
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• • 
August 21, 1989 

Ho~. Alan Robbins 
Senate Insurance Claims & Corporations Committee 
State Capitol, Room 5114 
Sacramento, California 95814 

Dear Alan: 

FREDERICK J.TAUGHER 

1100 11th Street, Suite 311 
Sacramento, Cal i('HI1 in 95814 
Telephone 916 441 0702 

Assembly Bill 865 (Wright) is scheduled for consideration by the 
Senate Insurance, Claims & Corporations Committee on Wednesday, August 23. 
On behalf of our client, the Alliance for Health Care Cost Containment, we 
urge you to VOTE NO on AB 865. 

On its surface, AB 865 appears to be a reasonable bill. It requires 
health insurers and H.M.O.s to give written notification specifying the 
portion of a claim that is contested and the reason for contesting. 
Further, the bill requires the payment of 10% interest on all uncontested 
claims not paid with 30 days (45 days for H.M.O.s). 

Our client believes legitimate charges should be paid promptly. 
However, claims are often contested by in~urers because the claimant has 
not provided, or refuses to provide, sufficient informatidn to justify the 
claim. Unless AB 865 is appropriately amended to squarely place 
responsibility on providers to submit adequate information to justify 
claims, we believe the bill should be defeated. A rush by insurers to pay 
questionable claims will only aggravate problems associated with the 
availability and affordability of adequate. health insurance . 



Provided by Legislative Research Incorporated (800) 530-7613 1989-968   Page 86 of 209

• 

• 

LAW CORPORATION 

August 21, 1989 

Honorable Alan Robbins 
Chair, senate Insurance Claims & Corporations Committee 
state Capitol, Room 5114 
Sacramento, CA 95814 

Re: State Farm's opposition to AB 865 

Dear Senator Robbins: 

I am writing to express state Farm's opposition to 
AB 865. 

AB 865 requires insurers providing disability insuranc~ 
and specified employee welfare benefit plans to pay interest 
at a rate of 10% per annum on all claims which are not 
reimbursed within 30 days. 

There are many reasons why it may take longer than 30 
days to verify a claim. One problem frequently faced by 
insurers is that hospitals fail to provide the information 
necessary to sUbstantiate a claim. Hospitals have resisted 
efforts to guarantee insurers a right of access to that 
information in a timely fashion. While insurers have an 
obligation to pay covered claims which are supported with 
adequate documentation, they also have a duty to other 
policy holders not to pay a claim which is unsubstantiated. 

AB 865 as it is presently written is an unbalanced 
approach which would impose severe penalties on insurers 
without entitling them to access to the information needed 
to verify a claim. 

GDC\vlr 
cc-: Commi ttee Members 
vr\ltr\ar0821.sf3 

Sincerely, 

G. DIAi.'1E COLBORN 
Attorney at Law 

• 1130 K STREET. SUITE 250 

SACRAMENTO. CA 95814 

TELEPHONE: (916)442·1111 

TELECOPIER: (916) 448·170<;1 



Provided by Legislative Research Incorporated (800) 530-7613 1989-968   Page 87 of 209

• 

• 

• 

• 

Hon. Cathie Wright 
California state Assembly 
state Capitol, Room 3126 
Sacramento, California 95814 

Dear Cathie: 

• 
August 21, 1989 

PUBLIC 

-----1 I K'] '",'l1li 
-----1 ,usteM"4-' 

FREDERICK J.TAUGHER 

1100 11 th Street, Suite 311 
Sacramento, California 95814 
Telephone 916 4410702 

Our client, the Alliance for Health Care Cost Containment, has taken 
an OPPOSE position to your Assembly Bill 865. 

For your information, I have enclosed a copy of the letter which we 
have sent to each member of the Senate Insurance, Claims & Corporations 
Committee . 

J. Taugher 

Enclosure 
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• • 
August 21, 1989 

Hor.. Alan Robbins 
Senate Insurance Claims & Corporations Corrnnittee 
State Capitol, Room 5114 
Sacramento, California 95814 

Dear Alan: 

FREDERICK J.TAUOHER 

1100 II th Street, Suite 311 
Sacramento, California 95814 
Telephone 916 441 0702 

Assembly Bill 865 (Wright) is scheduled for consideration by the 
Senate Insurance, Claims & Corporations Corrnnittee on Wednesday, August 23. 
On behalf of our client, the Alliance for Health Care Cost Containment, we 
urge you to VOTE NO on AB 865. 

On its surface, AB 865 appears to be a reasonable bill. It requires 
health insurers and H.M.O.s to give written notification specifying the 
portion of a claim that is contested and the reason for contesting . 
Further, the bill requires the payment of 10% interest on all uncontested 
claims not paid with 30 days (45 days for H.M.O.s). 

Our client believes legitimate charges should be paid promptly. 
However, claims are often contested by in~urers because the claimant has 
not provided, or refuses to provide, sufficient information to justify the 
claim. Unless AB 865 is appropriately amended to squarely place 
responsibility on providers to submit adequate information to justify 
claims, we believe the bill should be defeated. A rush by insurers to pay 
questionable claims will only aggravate problems associated with the 
availability and affordability of adequate health insurance . 
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• • 
WESTERN GROWERS ASSOCIATION 

STREET ADDRESS: 17620 FITCH STREET· IRVINE, CALIFORNIA 92714 
MAILING ADDRESS: P.O. BOX 2130 • NEWPORT BEACH, CALIFORNIA 92658 

TELEPHONE.7141863·1000 TELEX: IRIN 182·266 -. 

• 

• 

August 31, 1989 

The Honorable Cathie Wright 
Room 3126, State Capitol 
Sacramento, CA 94249-0001 

RE: AB 865 -- Removal of Opposition 

Dear ASSemblym~Wr~ 
Western Growers Association is pleased to advise you that 
the August 30, 1989 amendments to AB 865 have resolved our 
concerns with your measure. 

We appreciate the cooperation of your staff and the sponsor 
in addressing our concerns relative to self-insured employee 
benefit plans. 

NION 
Director, Government Affairs 

KRM/seg 
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JACK I. HORTON 
ANN MACKEY 

CHIEF DEPUTIES 

JAMES L. ASHFORD 
JERRY L. BASSETT 
STANLEY M. LOURIMORE 
JOHN T. STUDEBAKER 
JIMMIE WING 

•

DAVID D. ALVES 
JOHN A. CORZINE 
C. DAVID DICKERSON 
ROBERT CULLEN DUFFY 
ROBERT D. GRONKE 
SHERWIN C. MACKENZIE, JR. 
TRACY O. POWELL II 
MARGUERITE ROTH 

PRINCIPAL DEPUTIES 

3021 STATE CAPITOL 
SACRAMENTO, CA ssa 1 4 
(916) 445-3057 

801 1 STATE BUILDING 
, 07 SOUTH BROADWAY 
LOS ANGELES, CA 90012 
(213) 620-2550 
TELECOPIER: 91 6M324M 631 1 

e • 
1fi:£wzlatib£ Qhllutz£l 

of {([al ifoffiia 

BION M. GREGORY 

Sacramento, California 

September 25, 1989 
Honorable George Deukmejian 
Governor of California 
Sacramento, CA 95814 

Assembly Bill No. 865 

Dear Governor Deukmejian: 

• Pursuant to your request, we have reviewed 

Assembly Member ~o\)'right above-numbered bill authored by 

the 

and, in our opinion, the title and form are sufficient and 

• 

the bill, if chaptered, will be constitutional. The digest 

on the printed bill as adopted correctly reflects the views 

of this office. 

JAC:wld 

Two copies to Honorable 
pursuant to Joint Rule 34 . 

Very truly yours, 

Bion M. 
Legisl 

Gregory 
tive Counsel 

~ y / 

fil
l C . • Jo n A. orZlne 

.~ incipal Deputy 
{/' 

Cathie Wright 

GERALD ROSS ADAMS 
MARTIN L. ANDERSON 
PAUL ANTILlA 
DANA S. ApPLING 
CHARLES C. ASBILL 
JOE J. AYALA 
RANEENE P. BELISLE 
DIANE F. BOYER 
AMELIA (. eUOD 
EILEEN J. BUXTON 
HENRY J. CONTRERAS 
EMILIA CUTRER 
BEN E. DALE 
JEFFREY A. DELAND 
CLINTON J. DEWITT 
FRANCES S. DORBIN 
MAUREEN S. DUNN 
LAWRENCE J. DURAN 
SHARON R. FISHER 
JOHN FOSSETTE 
HARVEY J. FOSTER 
CLAY FULLER 
ALVIN D. GRESS 
BALDEV S. HEIR 
THOMAS R. HEUER 
MICHAEL J. KERSTEN 
L. DoUGLAS KINNEY 
S. LYNNE KLEIN 
VICTOR KOZIELSKI 
EVE B. KROTINGER 
DIANA G. LIM 
ROMULO I. LOPEZ 
KIRK S. LOUIE 
ANTHONY P. MARQUEZ 
JAMES A.. MARSALA 
FRANCISCO A. MARTIN 
PETER MELNICOE 
ROBERT G. MILLER 
JOHN A. MOGER 
VERNE L. OLIVER 
5UG5r-.!E L. PAINE 
MICHAEL e. SALERNO 
MARY SHAW 
WlLUAM K. STARK 
MARK FRANKLIN TERRY 
JEFF THOM 
MICHAEL H. UPSON 
RICHARD B. WEISBERG 
DANIEL A. WEITZMAN 
THOMAS D. WHELAN 
JANA T. WHITGROVE 
DEBRA J. ZIDICH 
CHRISTOPHER ZIRKLE 

DEPUTIES 
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TPF&C 
________ 11 a Towers Perrin company 

November 22, 1989 

Asemblewoman Cathie Wright 
state Capitol 
Room 3126 
Sacramento, California 95814 

The Honorable Ms. Wright: 

Suite 1500 

1925 Centwry Park Bast 

Los A'ngeles) CA 90067-2790 
213551-5600 

Facsimile: 213551-5757 

I am interested in your AB 865, and I would like to have a 
copy sent to my office. 

Sincerely, 

1tkdtJ lew 
Michael Lew 
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50549 89047 21 :03 

• RECORD # 40 BF: RN 89 003091 PAGE NO. 

LEGISLATIVE COUNSEL'S DIGEST 

Bill No. 

as introduced, Wright. 

General Subject: Health insurance: claim reimbursement. 

Existing law, with respect to policies of • disability insurance, self-insured employee welfare 

benefit plans, and nonprofit hospital service plans 

provide for claim reimbursement as soon as practical but 

no later than 30 working days after receipt of the claim 

unless contested, except that if a nonprofit hospital 

service plan is a health maintenance organization, 

reimbursement is required 45 days after receipt, unless 

the claim is contested. A claimant is required to be 

notified in writing within 30 working days if his or her 

~laim is contested. 

This bill would require the notice that the 

claim is being contested to identify the portion of the 

• claim that is contested and the specific reasons for 
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• 

• • 
50549 89047 21 :03 

RECORD # 40 BF: RN 89 003091 PAGE NO. 

contesting. It would also provide that if the claim is 

not reimbursed within the time limitation, interest shall 

accrue, as specified. 

Vote: majority. Appropriation: no. Fiscal 

committee: no. State-mandated local program: no . 

2 
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• • 
50549 FEB 1 b 1989 89047 21: 03 

• RECORD # RN 89 003091 PAGE NO. 

An act to amend Sections 10123.13 and 11512.180 of 

the Insurance Code, relating to insurance • 

• 

• 
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50549 89047 21: 03 

RECORD =IF 60 BF: RN 89 003091 PAGE NO. 

THE PEOPLE OF THE STATE OF CALIFORNIA DO ENACT AS FOLLOWS: 

SECTION 1. Section 10123.13 of the Insurance 

Code is amended to read: 

10123.13. Every insurer issuing group or 

individual policies of disability insurance and every 

self-insured employee welfare benefit plan which covers 

hospital, medical, or surgical expenses shall reimburse 

claims or any portion of any claim, whether in state or 

out of state, for such expenses, as soon as practical, but 

no later than 30 working days after receipt of the claim 

by the insurer or plan unless the claim or portion thereof 

is contested by the insurer in which case the claimant 

shall be notified, in writing, within 30 working days. 

The notice that ~ claim is being contested shall identify 

the portion of the claim that is contested and the 

specific reasons for contesting the claim. 

If an uncontested claim is not reimbursed within 

30 working days after receipt, interest shall accrue at 

the rate of lQ percent ~~ annum beginning with the first 

calendar day after the lQ ~orking day period. If a claim 

is contested in error, interest shall accrue at the rate 

of lQ percent ~ annum beginning with the first calendar 

day after the 30 working day period. 

2 
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50549 89047 21 :03 

RECORD # 70 BF: RN 89 003091 PAGE NO. 

As used in this section, a contested claim, or 

portion thereof, includes situations in which the insurer 

or plan has not received a completed claim and all 

information necessary to determine payer liability for the 

claim, including but not limited to, reports of 

investigations concerning fraud or misrepresentation, and 

necessary consents, releases, and assignments, or a claim 

on appeal. 

SEC. 2. Section 11512.180 of the Insurance Code 

is amended to read: 

11512.180. Every nonprofit hospital service 

plan that covers hospital, medical, or surgical expenses 

on a group or individual basis shall reimburse claims or 

any portion of any claim, whether in state or out of state, 

for such expenses, as soon as practical, but no not later 

than 30 working days after receipt of the claim by the 

hospital service plan, or if the plan is a health 

maintenance organization, 45 working days after receipt of 

the claim by the hospital service plan, unless the claim 

or portion thereof is contested by the plan in which case 

.the claimant shall be notified, in writing, within 30 
• 

working days. The notice that ~ claim is being contested 

shall identify the portion of the claim that is contested 

and the specific reasons for contesting the claim. 

3 
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If an uncontested claim is not reimbursed within 

the respective lQ or ~ working days after receipt, 

interest shall accrue at the rate of lQ percent ~ annum 

beginning with the first calendar day after the lQ or ~ 

working day period. If a claim is contested in error, 

interest shall accrue at the rate of lQ percent ~ annum 

beginning with the first calendar day after the lQ or 45 

working day period. 

As used in this section, a contested claim, or 

portion thereof, includes situations in which the plan has 

not received the completed claim and all information 

necessary to determine payer liability for the claim, 

including but not limited to, reports of investigations 

concerning fraud or misrepresentation, and necessary 

consents, releases, and assignments, or a claim on appeal. 

- 0 -

4 
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SECTION 1. Section 10123.13 of the Insurance Code is 
amended to read: 

10123.13. Every insurer issuing group or individual 
policies of disability insurance and every self-insured 
employee welfare benefit plan which covers hospital, medical, 
or surgical expenses shall reimburse claims or any portion of 
any claim, whether in state or out of state, for such 
expenses, as soon as practical, but no later than 30 working 
days after receipt of the claim by the insurer or plan unless 
the claim or portion thereof is contested by the insurer in 

iw v.!"'T:"''''~-:-'~:':'i;~,'''';~ which case th~ . .9JaJmClnt'1',~ha1L:be. notified, in writing, :J:hat;!if!(~ 
fi~the"~'cfa'iirtfrfs;~'cs)'rit:ested';!Q'r~tderiied'~ wi thin 30 working daysr:"'~""Tfie' 
.,.;Arlofic'e""thatna'i:("claim is being contested shall identify the 

portion of the claim that is contested and the specific 
reasons for contesting the claim. 

If an uncontested claim is not reimbursed within 30 
working days after receipt, interest shall accrue at the rate 
of 10 percent per annum beginning with the first calendar 
day after the 30 working day period. 

i£l [As YSQQ i~] For the purposes of this section, a 
[OQ;Q.tQstQQ] claim, or portion thereof, Ii~cl\,ldQS sitllations 
in which] is reasonably contested where the insurer or plan 
has not received a completed claim and all information 
necessary to determine payer liability for the claim, or has 
not been granted reasonable access to information concerning 
provider services. "Information necessary to determine payer 
liability for the claim," includes but is [iRol'HGiRIj Byt] not 
limited to, reports of investigations concerning fraud or 
misrepresentation, and necessary consents, releases, and 
assignments, or a claim on appeal. 

(b) Fo~ the purposes of this section, "claimaint" 
means the insured person who is entitled to make a claim for 
health care services under a contract with the insurer. 

(c) For the purposes of this section "reasonable 
access to information concerning provider services" mearis 
that providers shall allow insurer verification of billings 
for health ca~e services provided a claimant, under the 
following terms and conditions: 

(1) Upon written notice from an insurer, 
providers shall agree to permit insurer review of provider 
i~formation which supports ~ billing, within 30 working days 
of the notice. 

(2) Providers shall not impose fees for 
accessing information which supports a billing other than 
reasonable costs of using reproduction equipment, or use of a 
telephone system for outside-of-facility telephone calls. 
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" . 
-page two- (Proposed AB 865 amends) 

SECTION 2. Section 11512.180 of the Insurnace Code is 
amended to read: 

11512.180. Every nonprofit hospital service plan that 
covers hospital, medical, or surgical expenses on a group or 
individual basis shall reimburse claims or any portion of any 
claim, whether in state or out of state, for such expenses, 
as soon as practical, but not later than 30 working days 
after receipt of the claim by the hospital service plan, or 
if the plan is a health maintenance organization, 45 working 
days after receipt of the claim by the hospital service plan, 
unless the claim or portion thereof is contested by the plan 
in which case the claimant shall be notified that the claim 
is contested or denied within 30 working days[.], or if the 
plan is a health maintenance organization, within 45 working 
days. 

If an unconstested claim is not reimbursed within the 
respective 30 or 45 working days after receipt, interest 
shall accrue at the rate of 10 percent per annum beginning 
with the first calendar day after the 30 or 45 working day 
period. 

i£l [As ~soe is] For the purposes of this section, a 
[contested] claim, or portion thereof, [i9g1yQ~s sitYatiQ9S 

4n HbiGb]M is reasonably contested where the plan has not 
received the completed claim and been granted reasonable 
access to all information necessary to determine payer 
liability for the claim, or has not been granted reasonable 
access to information concerning provider services. 
"Information necessary to determine payer liability for the 
claim," includes but is [i;g,glu.Qi;g,g bu.t]. not limited to, 
reports of investigations concerning fraud or 
misrepresentation, and necessary consents, releases, and 
assignments, or a claim on appeal. 

(b) For the purposes of this section, "claimaint" 
means the subscriber who is entitled to make a claim for 
health care services under a contract with the plan. 

(c) For the purposes of this section, "reasonable 
access to information concerning provider services" means 
that providers shall allow insurer verification of billings 
for health care services provided a claimant, under the 
following terms and conditions: 

(1) Upon writt~n notice from an insurer, 
providers shall agree to permit insurer review of provider 
information which supports a billing, within 30 working days 
of the notice. 

(2) Providers shall not impose fees for 
accessing information which supports a billing other than 
reasonable costs of using reproduction eguipment, or use of a 
telephone system for o~tside-of-facility telephone calls. 

#0091b 
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SECTION 1-
to read: 

• • 
Proposed Legislation Concerning 

Penalties for the Health Insurance 
Claims Reimbursement Penalties 

section 10123.13 of the Insurance Code is amended 

10123.13. Every insurer issuing group or individual policies 
of disability insurance and every self-insured employee welfare 
benefit plan which covers hospital, medical, or surgical expenses 
shall reimburse claims or any portion of any claim, whether in 
state or out of state, for such expenses, as soon as practical, 
but no later than 30 working days after receipt of the claim by 
the insurer or plan unless the claim or portion thereof is 
contested by the insurer in which case the claimant shall be 
notified, in writing, within 30 working days. The notice that a 
claim is being contested must identify the portion of the claim 
that is contested and the specific reasons· for contesting the 
claim. 

If a claim that is not contested is not reimbursed within 30 
working days after receipt, interest shall accrue at the rate of 
10 percent per annum beginning with the first calendar day after 
the 30 working day period. If a claim is contested in error, 
interest shall accrue at the rate of 10 percent per annum 
beginning with the first calendar day after the 30 working day 
period. 

As used in this section, a contested claim, or portion 
thereof, includes situations in which the insurer or plan has not 
received a completed claim and all information necessary to 
determine payer liability for the claim, including but not 
limited to, reports of investigations concerning fraud or 
misrepresentation, and necessary consents, releases, and 
assignments, or a claim on appeal. 

SECTION 2. 
amended to read: 

Section 11512.180 of the Insurance Code is 

11412.180 Every nonprofit hospital service plan that covers 
hospital, medical, or surgical expenses on a group or individual 
basis shall reimburse claims or any portion of any claim, whether 
in state or out of state, for such expenses, as soon as 
practical, but not later than 30 working days after receipt of 
the claim by the hospital service plan, or if the plan is a 

. health maintenance organization, 45 working days after receipt of 
the claim by the hospital service plan, unless the claim or 
port'ion thereof is contested by the plan in which case the 
claimant shall be notified, in writing, within 30 working days. 
The notice that a claim, is being contested must identify the 
portion of the claim that is contested and the specific reasons 
for contesting the claim. 
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• • 
Proposed Amendments to AB 865 

As Introduced February 23, 1989 

Proposed additional section 

SECTION 

to read: 

1371. 

section 1371 of the Health and Safety Code is amended 

A health care service plan which covers hospital, 

medical, or surgical expenses shall reimburse claims or any portion 

of any claim, whether in state or out of state, for those expenses, 

as soon as practical, but no later than 30 working days after 

receipt of the claim by the health care service plan, or if the 

health care service plan is a health maintenance organization, 45 

working days after receipt of the claim by the health care service 

plan, unless the claim or portion thereof is contested by the plan 

in which case the claimant shall be notified, in writing, within 

30 working days. The notice that a claim is being contested shall 

identify the portion of the claim that is contested and the 

specific reasons for contesting the claim. 

If an uncontested claim is not reimbursed within the 

respective 30 or 45 working days after receipt, interest shall 

accrue at the rate of 10 percent per annum beginning with the first 

calendar day after the 30 or 45 working day period. If a claim is 

contested in error, interest shall accrue at the rate of 10 percent 

per annum beginning with the first calendar day after the 30 or 45 

working day period. 

As used in this section, a contested claim, or portion 

thereof, includes situations in which the plan has not received the 

completed claim and all information necessary to determine payer 

liability for the claim, including but not limited to, reports of 

investigations concerning f.raud and misrepresentation, and 

necessary consents, releases, and assignments, or a claim on 

appeal • 
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• • 
ACLIC Revision of Sections 10123,13 & 11512.180 in AB 865: 

[A8 ~8QQ i~ For the purposes of this section, a 
~oonb9SE9QJ claim, or portion thereof, ~Roludo6 6iEuaE~on8· 
i~ wh~ is reasonably contested where the insurer or plan 
has not received a completed claim and all information 
necessary to determine payer liability for the claim, or has 
not been granted reasonable access to information concerning 
provider services. "Information necessary to determine payer 
liability for the claim" includes but is ~inoluding but] not 
limited to, reports of investigations concerning fraud or 
misrepresentation, and necessary consents, releases, and 
assignments, or a claim on appeal. 

#0158b 
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Amendments to AB 865 as Amended August 21, 1989 

Author's Amendments 

Amendment 1 
Page 2, line 14, before the period insert: 

after receipt of the claim by the health care service plan, or if 
the health care service plan is a health maintenance organiza
tion, 45 working days after receipt of the claim by the health 
care service plan 

Amendment 2 
Page 3, lines 38-39, delete: 

and every self-insured employee welfare benefit plan 

Amendment 3 
Page 4, line 4, delete: 

or plan 

Amendment 4 
Page 4, line 7, before the period insert: 

after receipt of the claim by the insurer 

Amendment 5 
Page 4, line 26, delete: 

<J( plan 

Amendment 6 
Page 4, line 33, delete: 

or plan 

Amendment 7 
Page 4, lines 35-39, delete: 

This section does not apply to self-insured employee welfare 
benefit plans if the provisions are in conflict with the Employee 
Retirement Income Security Act of 1974 (29 U.S.C.A. Sec. 1001 et 
seq. ) . 

Amendment 8 
Page 5, lines 3-4, delete: 

or a self-insured employee welfare benefit plan 
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AB 865 
Page 2 

Amendment 9 
Page 5, lines 10-11, delete: 

or self-insured welfare benefit plan 

Amendment 10 
Page 5, lines 14-15, delete: 

or self-insured welfare benefit plan 

Amendment 11 
Page 5, lines 25-27, delete: 

• 

This section does not apply to overpayments by self-insured 
employee welfare benefit plans which are not subject to section 
10123.13. 

Amendment 12 
Page 6, line 1, before the period insert: 

after receipt of the claim by the nonprofit hospital service 
plan, or if the plan is a health maintenance organization, 45 
working days after receipt of the claim by the nonprofit hospital 
service plan 
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RECORD # 30 BF: RN 89 022062 PAGE NO. 1 

Substantive 
AMENDMENTS TO ASSEMBLY BILL NO. 865 
AS AMENDED IN ASSEMBLY MAY 25, 1989 

Amendment 1 
In line 1 of the title, after "of" insert: 

, and to add Section 1371.1 to, 

Amendment 2 
In line 2 of the title, after "of" insert: 

, and to add Sections 10123.14 and 11512.181 to, 

Amendment 3 
On page 2, line 13, after the comma insert: 

that the claim is contested or denied, 

Amendment 4 
On page 2, strike out line 17 and insert: 

If an uncontested claim, or uncontested portion 
of the claim, is not reimbursed by delivery to the 
claimants' address of record within the 

Amendment 5 
On page 2, strike out lines 25 to 31, inclusive, 

and insert: 

For the purposes of this section, a claim, or 
portion thereof, is reasonably contested where the plan 
has not received the completed claim and all information 
necessary to determine payer liability for the claim. 
Information necessary to determine payer liability for the 
claim includes, but is not limited to, reports of 
investigations concerning fraud and misrepresentation, and 
necessary consents, releases, and assignments, a claim on 
appeal, or other information necessary for the plan to 
determine the medical necessity for the health care 
services provided. 

SEC. 1.5. Section 1371.1 is added to the Health 
and Safety Code, to read: 
_ 1371.1. Whenever a health care service plan 
which covers hospital, mecrical, or surgical expenses 
determines that in reimbursing a claim for provider 
services an institutional or professional provider has 
been overpaid, and then notifies the provider in writing 
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through a separate notice identifying the overpayment and 
the amount of the overpayment, the provider shall 
reimburse the health care service plan within 30 working 
days of receipt by the provider of the notice of 
overpayment unless the overpayment or portion thereof is 
contested by the provider in which case the health care 
service plan shall be notified, in writing, within 30 
working days. The notice that an overpayment is being 
contested shall identify the portion of the overpayment 
that is contested and the specific reasons for contesting 
the overpayment. 

If the provider does not make reimbursement for 
an uncontested overpayment within 30 working days after 
receipt, interest shall accrue at the rate of 10 percent 
per annum beginning with the first calendar day after the 
30 working day period. 

Amendment 6 
On page 3, line 5, after the comma insert: 

that the claim is contested or denied, 

Amendment 7 
On page 3, strike out line 9, and insert: 

If an uncontested claim, or uncontested portion 
of the claim, is not reimbursed by delivery to the 
claimants' address of record within 30 

Amendment 8 
On page 3, strike out lines 16 to 22, inclusive, 

and insert: 

For purposes of this section, a claim, or 
portion thereof, is reasonably contested where the insurer 
or plan has not received a completed claim and all 
information necessary to determine payer liability for the 
claim. Information necessary to determine liability for 
the claims includes, but is not limited to, reports of 
investigations concerning fraud and misrepresentation, and 
necessary consents, releases, and assignments, a claim on 
appeal, or other information necessary for the insurer or 

-plan to determine the medical necessity for the health 
care services provided tottheclaimant. This section does 
not apply to self-insured employee welfare benefit plans 
if the provisions are in conflict with the Employee 
Retirement Income Security Act of 1974 (29 U.S.C.A. Sec . 
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SEC. 2.5. Section 10123.14 is added to the 
Insurance Code, to read: 

10123.14. Whenever an insurer issuing group or 
individual policies of disability insurance or a 
self-insured employee welfare benefit plan which covers 
hospital, medical, or surgical expenses determines that in 
reimbursing a claim for provider services an institutional 
or professional provider has been overpaid, and then 
notifies the provider in writing through a separate notice 
identifying the overpayment and the amount of the 
overpayment, the provider shall reimburse the insurer or 
self-insured welfare benefit plan within 30 working days 
of receipt by the provider of the notice of overpayment 
unless the overpayment or portion thereof is contested by 
the provider in which case the insurer or self-insured 
welfare benefit plan shall be notified, in writing, within 
30 working days. The notice that an overpayment is being 
contested shall identify the portion of the overpayment 
that is contested and the specific reasons for contesting 
the overpayment. 

If the provider does not make reimbursement for 
an uncontested overpayment within 30 working days after 
receipt, interest shall accrue at the rate of 10 percent 
per annum beginning with the first calendar day after the 
30 working day period. 

This section does not apply to overpayments by 
self-insured employee welfare benefit plans which are not 
subject to Section 10123.13. 

Amendment 9 
On page 3, line 35, after the second comma 

insert: 

that the claim is contested or denied, 

Amendment 10 
On page 3, strike out line 39, and insert: 

If an uncontested claim, or uncontested portion 
of the claim, is not reimbursed by delivery to the 
claimants' address of record within the 

Amentlment 11 
On page 4, strike out lines 7 to 13, inclusive, 

and insert: 
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For purposes of this section, a claim, or 
portion thereof, is reasonably contested where the plan 
has not received the completed claim and all information 
necessary to determine payer liability for the claim. 
Information necessary to determine liability includes, but 
is not limited to, reports of investigations concerning 
fraud and misrepresentation, and necessary consents, 
releases, and assignments, a claim on appeal, or other 
information necessary for the insurer to determine the 
medical necessity for the health care services provided to 
the claimant. 

SEC. 3.5. Section 11512.181 is added to the 
Insurance Code, to read: 

11512.181. Whenever a nonprofit hospital 
service plan which covers hospital, medical, or surgical 
expenses determines that in reimbursing a claim for 
provider services an institutional or professional 
provider has been overpaid, and then notifies the provider 
in writing through1a separate notice identifying the 
overpayment and the amount of the overpayment, the 
provider shall reimburse the nonprofit hospital service 
plan within 30 working days of receipt by the provider of 
the notice of overpayment unless the overpayment or 
portion thereof is contested by the provider in which case 
the nonprofit hospital service plan shall be notified, in 
writing, within 30 working days. The notice that an 
overpayment is being contested shall identify the portion 
of the overpayment that is contested and the specific 
reasons for contesting the overpayment. 

If the provider does not make reimbursement for 
an uncontested overpayment within 30 working days after 
receipt, interest shall accrue at the rate of 10 percent 
per annum beginning with the first calendar day after the 
30 working day period. 

- 0 -
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AMENDMENTS TO ASSEMBLY BILL NO. 865 
AS AMENDED IN ASSEMBLY MAY 10, 1989 

Substantive 

Amendment 1 
On page 2, strike out lines 21 to 23, inclusive 

Amendment 2 
On page 3, line 12, strike out "If a claim" 

strike out lines 13 to 15, inclusive 

Amendment 3 
On page 4, strike out lines 4 to 6, inclusive 

- 0 -
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Subsie.nti VB 

AMENDMENTS TO ASSEMBLY BILL NO. 865 

Amendment 1 
In line 1 of the title, after "to" insert': 

amend Section 1371 of the Health and Safety Code, and to 

Amendment 2 
On page 2, line 1 after "SECTION 1." insert: 

Section 1371 of the Health and Safety Code is amended to 
read: 

1371. A health care service plan which covers 
hospital, medical, or surgical expenses shall reimburse 
claims or any portion of any claim, whether in state or 
out of state, for those expenses, as soon as practical, 
but no later than 30 working days after receipt of the 
claim by the health care service plan, or if the health 
care service plan is a health maintenance organization, 45 
working days after receipt of the claim by the health care 
service plan, unless the claim or portion thereof is 
contested by the plan in which case the claimant shall be 
notified, in writing, within 30 working days. The notice 
that ~ claim is being contested shall identify the portion 
of the claim that is contested and the specific reasons 
for contesting the claim. 
--- If an-uncontested claim is not reimbursed within 
the respectIve-30 or 45 working days after receipt, 
interest shall accrue at the rate of lQ percent ~ annum 
beginning with the first calendar day after the lQ or ~ 
working day period. If ~ claim is contested in error, 
interest shall accrue at the rate of lQ percent ~ annum 
beginning with the first calendar day after the lQ or ~ 
working day period. 

As used in this section, a contested claim, or 
portion thereof, includes situations in which the plan has 
not received the completed claim and all information 
necessary to determine payer liability for the claim, 
including, but not limited to, reports of investigations 
concerning fraud and misrepresentation, and necessary 
consents, releases, and assignments, or a claim on appeal. 

SEC. 2. 

Amendment 3 
On page 2, line 30, strike out "SEC. 2." and 

insert: 

-------

1 
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AMENDMENTS TO ASSEMBLY BILL NO. 865 
AS AMENDED IN SENATE AUGUST 30, 1989 

Amendment 1 

89248 15:43 
PAGE NO. 1 

In line 3 of the title, strike out "10123.14" 
and insert: 

10123.145 

Amendment 2 
On page 4, line 31, strike out "10123.14" and 

insert: 

10123.145 

Amendment 3 
On page 4, line 33, strike out "10123.14." and 

insert: 

10123.145. 
- 0 -
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problems. Although 1 don't pretend to 

have all the answers. I have made some 
@bservations and had some successes 
V;'hich-may be usefuL 

Delta Dental 
(continuedfrompage one) 

(h) "Provider"means any professional per
son, organization, health facility, or other 
person or institution licensed by the state 
to deliver or furnish health care services. 

(i) "Person" means any person, individ
ual, fIrm, association, organization, part
nership, business uust, foundation labor 
organization, corporation, public agency, 
or political subdivision of the state. 

(n) "Specialized health care service plan 
contract" means a contract for health 
services in a single specialized area of 
health care, including dental care, for 
subscribers or enrollees, or which pays 
for or which reimburses any part of the 
cost for such in return for a prepaid or 
periodic charge paid by or on behalf of 
such subscribers or enrollees for the cost 
of provided services. 

(0) "Subscriber" means the person who 
is responsible for payment to a plan or 
whose employment or other status, except 

~&- . _.::> ....--- ......... -.a y-'" ~ •• ""~..., ....... ,.... J ..... --.. 

extend their hours when other employ
ees are sick or on vacation. 

Another important tool we could all 

for family dependency, is the basis for 
eligibility for membership in the plan. 

(P) Unless the context indicates other
wise, "plan" refers to health care service 
planS and specialized health care service 
plans." 

It would appear that Section 1345 (P) 
would void Delta's Service Benefit Con
tract "subcontractor" concept by defmi
tion. Furthermore, Section 1343.5 seems 
to place the burden proof on Delta to the 
Validity of many of its activities. 

S 1346 Powers of commissioner 

The commissioner shall administer and 
enforce the provisions of this chapter. He 
or she shall have the following powers: 

(a) Recommend and propose the enact
ment of such legislation as necessary to 
protect and promote the interests of the 
public, subscribers, enrollees, and provid
ers of health care service plans in the 
State of California. 

(b) Provide information to federal and 
state legislative committees and executive 
agencies concerning plans. 

~ 
BITS & BYTES 

'*_ . ... Helping people with their computer needs is what I do best. 

For the past several months I have had the pleasure of 
working with the HDS staff resolving computer productivity 
problems. Specifically, tuning their equipment to cope 
with modern speeds and software, with very little expense 
to the Society. 

My aim is not to sell computers but to provide service and assistance 
to those who must or want to compute. Many of us already have compu
ters and are happily computing. But some of us would like to get more 
out of computing or don't know where to start. That's where f come in! 
I ~n~,...;~H-?~ i" 1"'\""""'"",+,..,. ,..,..""i",..,.. ir"'t/,..,_,..,f.:,.. _ ___ .... _ ..... ___ " __ -' i.. •• _~ 

'" ~'-y' "/"'~""'''''''J ..... v .... ' .......... J: 

Michael McKeever, D.D.S. 
Editorial Board 
Santa Clara County Dental Society 

(c) Assist, advise and cooperate with fed
eral-state-Iocal agencies and offIcials to 
protect and promote the interests of plans, 
subscribers, enrollees and the public. 
(d) StudY, investigate, research, analyze 
matters affecting the interests of plans, 
subscribers, enrollees, and the public. 
(e) Hold public hearings, subpoena wit
nesses, take testimony, compel the pro
duction of books, papers, documents, and 
other evidence, and call upon other state 
agencies for information to implement 
the purposes, and enforce the provisions 
of this chapter. 
(f) Conduct audits and examinations of 
the books and records of plans and other 
persons subject to this chapter. 
(g) Promote and establish standards of 
ethical conduct for the administration of 
plans and undertake activities to encour
age responsibility in the promotion and 
sale of plan contracts and the enrollment 
of subscribers or enrollees in such plans. 
G) Advise the G.overnor on all matters 
affecting the interests of plans, subscrib
ers, enrollees, and the public. 
S 1368 Grievance System 
(a) Every plan shall establish and main
tain a grievance system approved by the 
department under which enrollees may 
submit their grievances to the plan. Each 
system shall provide reasonable proce
dures in accordance with department 
regulations which shall insure adequate 
consideration of enrollee grievances and 
rectification when appropriate. 
(b) Every plan shall inform its subscribers 
and enrollees upon enrollment in the plan 
and annually thereafter of the procedure 
for processing and resolving grievances. 
Such information shall include the loca
tion and telephone number where griev
ances may be submiued. 

AlJA ana I..-UA on now orgam= UCll

ti.st:ry can better serve young practitioners. 
If you have any questions or suggestions 
please call Alyson at 498-3381. 

(c) Every plan shall provide forms for 
complaints to be given to subscribers and 
enrollees who wish to register written 
complaints. The forms used by plans 
licensed pursuant to Section 1353 shall 
be approved by the commissioner in ad
vance as to format. 
(d) The plan shall keep in its files all 
copies of complaints, and the responses 
thereto, for a period of fIve years. 
S 1369 Public Policy of plan, partici
pation by subscribers and enrollees; 
sufficient compliance 
"Every plan licensed pursuant to Section 
1353 shall establish procedures to permit 
subscribers and enrollees to participate in 
establishing the public policy of the plan. 
For purposes of this section, public pol~ 
icy means acts performed by a plan or its 
employees and staff to assure the com
fort, dignity, and convenience of patients 
who rely on'lhe plan's facilities tq pro
vide health care services to them, their 
families, and the public. ' 

Compliance with the requirements· of 
the Health Maintenance Organization 
Act of 1973 (42 U.S.c. S 300e et seq.) 
shall be deemed sufficient compliant 
with this section." 

It would take another article to explain 
how many Mack trucks could travel side 
by side, to pass through the loop-hole 
established by stating this last paragraph, 
that suggests Section 300e of the HMO 
Act of 1973, is ..... sufficient compli-

"" he -+'rtdi ance... . .. to assure t COli ':I 0 , g-
nity, and convenience of patients ..... " 

The HeaJth and Safety Code/Knox
Keene Act (and the Insurance Code) 
were amended by Legislative action in a 
State Assembly bill know as AB4206. 

Effective 1/1/87, the California Health 
(continued on next page) 

I Your Connection. . . 1 



P
rovided by Legislative R

esearch Incorporated (800) 530-7613
1989-968   P

age 114 of 209

DiREC10RS 
Ronald Surdi,ODS • 548-5720 
Alyson Emery, DDS· 498-3381 

'Richard Matsueda,DOS • 323-'0689 
"Michael Winter, DDS· 941-8218 

RECRU1TMENTIRETENTlON 
James Bettinger,DDS 

860-1333 

MEMBERSHIP APPUCATION REVIEW 
Oscar Domodon, OMD 

426-6591 

ETHICS 
Douglas Wall, DDS 

597-7751 

PEERREVIEW 
George Papaiian, DDS . 

420-1512 

1--~-6~-;;-"\ 
, i 
\. Robert Gregg,DDS I 
""-'" ~. . 860-6587 ~ -. ." .... ~~~ 

LEGISLATION 
Lawrence Stark, DMD 

436-8294 

Philip Solomon,cODS 
42:>-:7996 

PROFESSIONALRELA TlONS 
-~-- ." 'DOt.igl~isemerY,DDs~ -~: ' 

498-3381 

CPR 
Larry Hall,DDS 

424-1217 

DENTAL HEALTHIMARKETING 
Steve Vergara, 'ODS 

32:>-:2367 .•.. 

PROGRAMS 

WELL BEING COMMITTEE 
Richard Carpenter. DDS .. 

421-3336 . 

TRUSTEE fBY-LAWS ' 
Robert F~ Emigh,DDS,; 

493-2403 

TRUSTEE :
,James 1.0050 'DDS 

421.:sss3 

EDITOR", 
'Robert :amndin, 'ODS " <' ';; 

~ .. ~~~~~~ 

J...JCllU;;L:> an:: unoer no oougauon to pur
chase unsolicited merchandise or pay 
for its return to the supplier, says ADA 
Associate General Counsel Mary Logan. 

Dentists who receive unsolicited items 
should infonn the supplier they didn't or
der the merchandise and that it should be 
removed at once from the dental office. 
"If you use the merchandise or keep it 
without notifying the supplier, you will be 
obligated to pay for it," Ms. Logan said. 

To prevent such 'occurrences, the ADA 
Council on Dental Materials, Instruments 
and Equipment suggests dentists: 

• ~pecl!y one person to hanOle oroers; 

• request an invoice number from anyone 
calling about a previously placed order; 

• make sure office personnel are aware 
of orders placed; 

• screen incoming calls for their purpose; 

• make all orders in writing and have all 
verbal orders confIrmed in writing; 

• have office personnel ask for the rec
ords of orders that appear to be suspicious 
deliveries or unordered items; and 

• check incoming items against orders 
before paying for them. 

Delta Den taL .. continued from page four 

""'Vl.""'loooIlll~ ... "" ... n .... yL1VLl """"~llIUIQl 

Saturday, February 10, 1990 
Ramada Renaissance Hotel 

, 11 E. Ocean Blvd .. Long Beach, CA 

8:00 a.m. to 1:30 p.m. 
Buffet Breakfast and 

Continuing Education (5 units) 
Cost: $45.00 

For registration information contact 
Roz Mattson, RDH, 3478 Windsor Court, 

Costa Mesa, CA 92626. 

& Safety Code was amended with regards to prompt claims pay
ment Code Sec. 1371 reads, "A health care service plan (Delta) 
which covers hospital (oral surgery), medical, or surgical (dental 
surgery) shall reimburse claims or any ponion of any claim whe
ther in state or out of state, for those expenses, as soon as practi
cal, but no later than 30 working days after receipt of the claim 
by the health care service plan unless the claim or ponion there
of is contested by the plan in which case the claimant shall be 
notified, in writing, within 30 working days." The Dept of Cor
porations is responsible for enforcing compliance with this law. 

~~ 
~~ MEDICAL WASTE TREATMENT 

Delta's attorneys have stated this law does not technically ap
ply to them, but they have no wish to dispute the point. and are 
doing "their best" to comply with the law. However, AB-4206 
is very specific in clarifying that the law does apply to Delta. 
AB-4206 also amends Health & Safety Code Sec.137S.1 (c), 
stating, "For the purposes of this section, 'covered health care 
services' means health care services under all plan contracts." 

Too often to the detriment of patients and dentists, Delta has 
been inefficient and inaccurate in their claims processing proce
dures with respect to AB-4206.Helpt;liliy;.'Meinbly'Mem1rer 
(@afi~!W~~;f@R±S1:l'm~eY);liaSmtFOElUCed'~.!'iIW 

~==~::!~::::=~:::::=:;{;~ 
~~~fda.Y'S~¥~l1lilelalmool~~FCOOrage:aef\~R'};;Wiil·;be;']SQ 
'fi}1ler€~i$'£I!~~~~i~~g"MiJltli8··31st'W0rlcing;~2f.i,aj"£· 
~~_$ti'?W'wk!mg~tafifer:45i:ta1enGaPaaysV. 

Next month I will present federal laws, regulations and agen
cies that apply to Delta Dental, but as you will see, there will 
still be some overlap in accountability. 

This is not another Sharps Container 

;(~. 
( ~''':=-\ 
I r I I ..-I 
r- -j 
I •• _. ' . ! 

t j 

1. California Endorsed 
2. Legal Compliance 
3. Saves Time and Money 
4. Environmentally Safe 
5. Safe and Easy Disposal 

A ridged container with a biocidal disinfectant 
inside. Kills viruses in the liquid state during 
collection. Encapsulates infectious waste into 
solid form. For more information call: 

ISOLYSER Systems Distributed by: 

~ 
BlO-HAZARD REMEDIATION COMPANY 

INFEC110US WftSTE MANAGEMENT 

23045PASEO DETERRADO,SUlTE 1 
DIAMOND BAR, CAUFORNIA 91765 

(714) 861 -7391 

ft __ I ___ ' ___ ' "_ ... :,, .... , ___ ... __ J.' __ 
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1 Continuing Ed Program 

; Tuesday 

I
,November 14, 1989 

L Golden Sails Hotel, Long Beach 
k Registration 12:30 pm 

Fees: Dentists - $60.00 
Staff, Auxiliary - $28.00 

$5.00 late registration fee if 
reservations are made after 
Friday November 10, 1989 

Our guest lecturer 
.. .is a graduate ofUCSF for his both 
his dental degree, 1967 and his M.S. 
in Oral Biology, 1970. Dr. Buemer 
received his degree in Oral Prostho
dontics from UCLA in 1975. He is 
currently Professor and Chairman, 
Removable Prosthodontics and 
Director, Maxillofacial Prosthetic 
Clinic, UCLA School of Dentistry. 
He has authored 80 publications and 
two books. The latest book deals 
with clinical and laboratory systems 

. of the Branemark implant system. 
Dr. Beumer organized the Osseointe
grated Implant Program at UCLA, 
beginning in 1984. 

The fIrst impression that a patient has 
of an office is over the phone. When 
patients have concerns they most of
ten use the phone to voice their com
plaints. The office and more specifi
cally the doctor, must respond to un
happy patients quickly and with com
passion to assuage hurt feelings. A 
phone log should be kept so the doc
tor has the option of calling these 
patients at home. Patient frylstrations 
increase when they are ignored. A 
short phone call by the doctor often 
defuses the most heated disagreement 

DELTA DENTAL DISCLOSED 

D. Ask the patient what they would 
suggest to rectify the situation. 

E. Respond to the patient so that 
they feel their concerns are appreci
ated. If possible, comply wiilithe . 
patient's requests. An apology, a 
refund are small prices to pay for a 
patient's and ultimately a referral 
source's satisfaction. 

Editor's Note: Remember, communi
cation is 90% listening. (Paula Perich, 
Assistant Executive Director, Member
ship and Marketing Services, ADA) 

Accountability for Delta Dental & The Knox Keene Act 
By Robert H. Gregg, DDS 
Chairman. Dental Care Committee 
Member, HDS Writer's Council 

Part three in a series 

This month continues the evalu
ation of state laws and agencies 
governing Delta Dental Plan of 
california. 

It seems the only way to get the mes
sage across that Knox-Keene is insuffi
cient for regulating Delta Dental Plan, 
discouraging as this information may 
be, is to "tell it like it is." 

Change will come about only if we 
sufficiently understand the problem and 
who is accountable. enough to make 
recommendations to Christine Bender. 
Commissioner of the Department of 
Corporations and the Legislature, as 
unpleasant as that may be. State Sena
tor Alan Robbins (D-20) is Chairman of 
the Senate Standing Committee on In
surance, Claims, and Corporations. 

The following illustrates the need for 
change in California laws. The Califor
nia Insurance Code is contained in four 

volumes that cover 2,722 pages, and 
includes 15,062 sections. The entire 
Knox-Keene Act is contained in a 
small chapter (Ch 2, 22.2) in one 
volume of the five volume Health 
and Safety Code. Knox-Keene covers 
71 pages and includes 59 sections. As 
such, there are sufficient loop-holes, 
inadequacies, and poor language and 
grammar in Knox-I).eene to make Cali
fornia State regulation and oversight of 
Delta Dental Plan very confusing, if not 
outright laughable. 

The California Health and Safety 
Code SS1340-1399, has more interest
ing language the Harbor membership 
may wish to know: 

S 1342 
Intent and Purpose of Legislature 
"It is the intent and purpose of the 
Legislature to promote the delivery of 
health and medical care to the people 
of the state of California who efu-oll or 
subscribe for the services renderr.-d by a 
health care service plan or specialized 
health care service plan by: 

(e) Promoting effective representation of 
the interest of subscribers and enrollees." 

-- ---------- .-. 

Reports made to appropriate 
authorities remain confidential. 

RETRIBUTION 
Section 11172 immunizes 
persons from civil and criminal 
liability for reporting, unless the 
person knowingly gave a false 
report. 

REPORT. 
CHILD ABUSE TO: 
1. County Probation Officer 

2. Welfare Department 

3. Department of Children and 
Family Services . 

Copies of pertinent California 
statutes are available cy con
tacting the Harbor Dental 
Society office, (213) 595-6303. 

This information courtesy of 
Mr. Paul Lombardo, 
CDA General Counsel 

Submitted by: Doug Wall, DDS 
Chairman, Ethics Committee 

S 1343.5 Definitions; exemptions or 
exceptions; burden of proof . 
"In any proceeding ... the burden of provid
ing an exemption or exception from a 
definition is upon the person claiming it" 

S 1344 Rules, forms and orders; 
opinion; acts and omissions in 
good faith 
.'(b) The commissioner may honor 
requests from interested parties for 
interpretive opinions." 

S 1345 Definitions 
(c) "Enrollee" means a person who is 
enrolled in a plan and who is a recipient 
of services from the plan. 

(please turn to page four) 
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Freedom of expression 
By the time this is read, the interna.ti?nal 
brouhaha regarding Salman Rushdle s 
novel, The Satanic Verses, may well be 
over. But at the time of writing, the 
author is hiding in fear of his life, and . 
the world this time the literary world, IS 
being held hostage by a religious zealot. 
All professionals, all educated people, 
intruth everyone who believes in free
dom of speech, should be appalled by 
the recent spate of book burnings and 
staged riots in connection with the pub
lication in England of The Satanic 
Verses. Academic freedom is part and 
parcel oCour professional life and we 
should urge the professional organiza
tions to which we belong to join in sup
porting the right of any person to write 
what they want, publish what~ey can, 
and read what they want. 

When extremism rears its ugly hdad 
we all suffer. Whatever one's personal 
religious of political belief, burning 
books, and thus symbolically preventing 
others from reading books that express 
opinions distasteful to us as individuals, 
is simply wrong, dead wrong. In the 
United States we have witnessed the 
murder of an author, Henry Liu. An , 
American citizen, Chinese by birth, Mr. 
Liu was killed by political enemies who, 
shall we say, lacked appreciation for his 
writings about his former homeland. 
Extremism that seeks to dictate what we 
may read or write is a corrupt expres
sion of power. There is no doubt that 

YET ANOTHER OUTRAGE 

the death of Mr. Liu and the thl 
the life of Mr. Rushdie will aff, 
future authors and their willing 
freely express themselves. Thi 
real tragedy. 

While it is unlikely that the s 
treaties on professional and sd 
matters in Quintessence Intern! 
would invoke the Ayatollah's, 
words are just as threatened in 
by the recent diabolic~l t~reats 
Rushdie. In dental SCIentific pi 
we must be on guard not to let· 
biases influence acceptance or 
of certain papers. For example 
publish some papers that show 
niques and data that would be r 
in many publications in this COl 

because the technique or data v 
forkloric belief that may have t 
part of dental practice over the 
Rejection of a paper in QI musl 
made on the grounds that the pi 
data or technique violates the f( 

or editor's belief, just like publ! 
and sale of a book like The Sal( 
Verses must not be denied on tl 
that it offends some particular ~ 

If we rejected papers that tlle 
staff and reviewers found scien 
sound, but simply did not agree 
philosophically, our value to rc: 
would decrease precipitously. I 
person who was offended b~ so 
of a book where to demand Its 1 

"Doctor, You charge more than the U( 

"SO I WON'T PAY TH 
Reprinted courtesy: Dental Business 
Today, June 1989 

Charles Kidd, Editor 

In reading Del Webb's Insurance News-
'letter I was stunned to see copies of 
correspondence sent to his patient by 
Aetna in which Aetna suggested that the 
patient not pay the difference between 
tlle doctor's fee and the amount indi
cated as UCR by the carrier. 

In an industry known for its brazen 
. and heavy handed tactics, this is not 

only tlle latest but the most outrageous 
infringement on tllC dentists' rights yet. 
What they are attempting to do is hold 
the dentists to a fee that they have never 
agrccd to or even been infonned of. 

This mav seem confusinl': since the 

Now let's look at the same cn 
the new strategy developed by ) 
their client Navistar. You subm 
same $550 fee. You get the san 
But, this time the carrier writes 
patient and suggests to them tha 
UCR allowance of $450 is mon 
adequate and that they should p; 
50 percent of $450 or $225. Sl 
this leaves you holding tlle bag I 

entire difference between your I 
Aetna's VCR fee. The insuranc 
has adjusted your fee witllOut y< 
knowledge or pennission by 18 

I know this sounds hard to be 
I have seen copies of the corresl 
Here is word for word what Act 
the explanation of benefits: 
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nw CONTINUING 
~] ~ EDUCATION 
.. ---..... PROGRAM 

Infectious 
Diseases and 
Infection Control 

John Beierle, DDS 
You and your dental team need 
to be current on the regulations 
concerning infection control as 
well as up-to-date infonnation 
on the treatment of patients with 
infectious diseases. 

Mark your calendar! 
DOll't miss our 
SertemT)er 12, 1.989 
Continuing Education 
Program! 

Our special guest speaker is 
John Beierle, D.D,S., Associate 
Professor, Medical Microbiology 
U,S.C. School of Dentistry, 
Department of Basic Sciences. 

~ ~/~S:/o~~~n~u~:d~Y~ 
September 12, 1989 

Gold~n Salls Hotel • Long Beach 

Registration begins at 12:30 pm 

See your program lIyer 
(mailed separat.,y) for program 
agenda and reservatIon details. 

PART ONE IN A SERIES 

Delta Dental Disclosed ... 
"MWftmiIkT II. OREelO, DDS' • tl' , 
;'''I~)/jf{J!/WJIli'btliilil (Jdfe Cb;iunlil~t . ,{~. 

Many dentists and patients are surprised 
, to learn that Delta Dental Plan of Cali- , 

fornia is not an insurance company. 
That's right! Delta (fonnerly California 
Dental Service ... CDS) is not an insur
ance company under California and fed' 
erallaw. Therefore, they are not regu
lated by the Department of Insurance, 
and do not have to follow the guidelines 
of the insurance commissioner nor the 
laws of the California Insurance Code. 

With Proposition 103 we have seen 
how insurance companies have thumbed 
their noses at the California voters. This 
is in spite of an entire department and 
volumes of insurance code law to regu-, 
late them. W011, what i~ Delta, and who 
is responsible for re~ulating them? 

What Delta is, in general, is afidllci
ary, like banks and insurance companies. 
A fiduciary is any party that manages 
money or property for another party and 
in whom the other has the legal right to 
place great trust and confidence. It is 
any relationship in which a party (Delta) 
is under a legal duty to act for the benefit 
of another party. A corporation (Delta) 
acting as a fiduciary is not pennitted to ' 
make use of the relationship for its own 
corporate benefit The courts carefully 
scrutinize any transaction between par
ties in fiduciary relationships, particu
larly if the dominant party profits at the 
exPense of the party under his influence. 
Such a transaction is presumed to be " 
fraudulent and void, and the court will 
strike it down unless the party who as
serts that it is valid can clearly establish 
,its fairness. 

The California Health and Safety 
Code, Section 1340-1399, and the Knox
Keene Health Care Service Plan Act of 
1975 have some interesting language 
HDS members may wish to. know: 
Section 1342: Intent and Purpose 
or Legii;lahl~e 
"It is the intent and purpose of the legis
lature to promote the delivery of health 
and medical care to the people of the 
state of California who enroll or sub
scribe for Ute services rendered by a 
health care service plan or specialized 
health care service plan by: 
a. Assuring the continued role of the 
professional as the detennirier of the 
patient's health needs which foster the 
traditional patient professional relation
ship of trust and confidence. 
b. Assuring subscribers and enrollees 
are educated and infonned on benefiL~ 
and services available to enable a ration
al consumer choice in the marketplace, 
c. Protecting Ute potential subscriber or 
enrollee from fraudulent solicit.1tions, 
deceptive methods, misrepresentJrtions, 
or practices." 
Section 1377: Reimbursement, 
"fee-far-services" defined 

"As used herein the tenn 'fee-for-serv
ices' refers to the situation where the 
amount of reimbursement paid by the 
plan to providers of service is detennined 
by the amount and type of service ren
dered by the provider of service." 
Next month I will write about some of the 
federal lows that regulate health care 
service plans and Delta Dental. 

SEPTEMBER 1989 

The Golden Age: 
A Member's Forum 

Golden Age flOt 
the issue, but 
love of profession 

Dentistry is like marriage in many 
ways. It takes a 'great amount of 
hard work, compromise and truSL 
If you're not in love with dentistry 
it will make your life miserable. 
It certainly is not for everybody! 

But nobody ever promised a free 
and easy ride. That should have 
been obvious immediately after 
starting dental school. Like most 
things in life, you get out of den
tistry approximately what you put 
in. I hear many of my friends say 
they hate dentistry, or it isn't worth 
the- invl!stfl1oent, ti'!lP" fm~tmtjl)n, 

etc. TItey think only dentists are 
subject to burn out, disappoint
ments, lack of respect, hardship, 
and non-achievement of personal 
and business goals, Like the saying 
goes, "Life's a bitch, then you die." 
Probably Ute most interesting thing 
about these people is, while they 
seem to project a miserable atti
tude, they usually live in a big 
house in a nice area, have nice cars, 
work four days per week and take 
several vacation weeks per year. 

At some point I think we have to 
stop and ask ourselves how much 
is enough? Will I ever be satisfied? 
Are my wants and needs in order? 

(please turn to page 3) 
". 

What Delta Dental Is, specificaily, is 
a "health care service plan" or "service 
corporation." Delta is not regulated by 
the California Insurance Code. The only 
mention a health plan receives in the, 
Insurance Code is to exempt them. 
According to the Insurance Code of , 
California, Section 740, "A health care, 
service plan .... shall not be subject to tIle 
provisions of this section." 

"Golden linage:" Is It Safe? 

, Delta is such a health care service 
plan and is supposed to follow the law's' 
as described in the California Health and 
Safety Code, Section 1340-1399, known 
as the Knox-Keene Health Care Service 
Plan Act of 1975. 

These plans are often referred to as 
"Knox-Keene plans." Knox-Keene is 
the California law that regulates all 
HMOs and many PPOs.' All KnoxC 

Keene plans are regulated by the Depart: 
ment of Corporations and the California 
Securities Laws. ' 

In case the point escaped you, Delta 
is a Preferred Provider Organl7.ation 
(pPO). Delta happens to have generol!s , 
fee allowances for many procedures, 
but it Is still a PPO. 

By DOUGLAS V. EMERY, DDS 

Well, it seems that dentistry has had a 
continuing "painful" batUe with its 
reputation. I can't say that I blame my 
patient's apprehension about the dental 
profession, after all, we don't do a lot to 
change the dcnt.'ll image to which the 
public is exposed. For instance, look at 
the dentists immortalized in the movies. 

In the 1930's we had W.C. Fields star
ring in The Dentists. This is one of my 
personal favorites, probably beeause my 
Dad is so fond of Fields. In Utis film, 
Fields plays ihe stereotypical golf 
minded dentist who doesn't use anesthe
sia for extractions and ends up "pulling" 
the wrong tooth. For movie buffs it is. 
quite an enjoyable film, but again one is 
left with the thought of Fields' patient 
squinning in the chair as his tooth is 
removed with Fields' knee in his chest: 

In the 1970's our profession was bless
ed with The Marathon Man. If any film 
is to be correlated with dental phobia this 

'is the one. To refresh your memory. this 

film starred Dustin Hoffman and Lau
rence Olivier. Hoffman was the unfortu
nate "man in the wrong place at the 
wrong time" as he was repeatedly tor
tured by Olivier, an ex-Nazi dentist. In 
the film, Olivier did numerous pulpal ex
posures with a highspeed drill, as Hoff
man produced some of Hollywood's 
finest blood-curdling screams. J get the 
hebe-jebes just thinking about this film; 
however, it does provide the classic film 
buff line as Olivier approaches Hoffman 
with his "drill" he utters the immortal 
words, "Is it safe?" (This is not a funny 
comment to make to someone who has 
seen this movie. if they are your patienL) 

Finally, in the 1980's, dentists were 
given new attributes. LillIe Shop Of 
Ilorrors had Steve Martin as the dentist 
who not only inflicted gratifying pain 
to a masochistic patient, Bill Murray. 
he also inhaled enough nitrous oxide to 
asphyxiate himself. Another cinematic 
'giant was Compromising Posi/lons. 

(""f'n~(' (urn In "art' 21 
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OCTOBER 1989 

DEL TA DENTAL DISCLOSED 

Making Sense of California Dental Laws 
By Robert H. Gregg, DDS 
Chairman, Dental Care Committee 

(part two in a series) 
Last month's article explained that state 
laws governing Delta Dental Plan of 
California can be quite obscure, com
plex, and confusing. It is timely to 
report more on California laws. 

To summarize, Delta Dental is a non
profit "health care service-plan." They 
are a Knox-Keene Plan as described in 
the California Henlth and Safety Code, 
and arc regulated by the Department of 
Corporations, and not by Insurance 
Commis5ioner Roxani Gillespie or the 
Department of Insurance. 

Delta Dental likes to make it clear that 
all they do is enter into contracts with 
employers and providers, and any simi
larity with an insurance company is inci
dental. Delta writes about it') Service 
Benefit Concept, "Rather than insuring 
against dental claim expenses or 'losses' 
(as they are referred to by in.wrance 
companies), Delta contracts with pur
chasing groups to provide denlallreal
ment. Delta then contracts with dentists 
for the provision of that treatment." 

\ 

Translated during the Delta Dentist 
Forum held in Long Bench August I, 
,1989, Delta representatives stated Delta 

Dental Plan believes and acLc; as if they 
are the provider of treatment, and the 
Delta Participating Dentist is merely a 
"subcontractor" in some sort of secon
dary after-the-fact contracting! ntis is 
hardly the reality of Delta Dental's Con
fidential Fee Listing and Participating 
Dentist Agreement. Delta's contracts 
with de.ntists arc completely separate 
and independent of a prior purchasing 
group contract. Otherwise, patient.'; 
could not receive bcnefitc; for treatment 
at non-participating dentists' offices 
which \lley can and do. 

II appears that DelLa uses \llis "Serv
ice Benefit Concept" (SBC) to explain 
and justify their reimbursement deci
sions, as if SBC was part of California 
law. Again, the Health and Safety 
Code, Section 1377, defines fee-for
services to be, " ... the amount paid by 
the plan to providers of service is 
determined ... by the prm'ider of the 
service." Who else but Delta (a service 
plan) did the Legislature intend to be 
"the plan"? How can Delta suggest 
Illey arc \lIe provider when the Health 
and Safley Code, Section 1342, Intent 
and Purpose or Legislature (a) states, 
"Aul/ring the wntinlled role of the 
profe.uional as the determiner of the 
patient's health needs..." ? 

INFECTIOUS WASTE DISPOSAL 

Red bag everything (ailnost) 
• 

By P.L. Fan, Ph.D., Assoc. Secretary 
ADA Council on Dental Materials, 
Instruments and Equipment 

Increased awareness of infectious dis
eases has caused federal, regional and 
local government'> to enact legislation 
regarding disposal of infectious wastes. 

Health care facilities and health care 
, workers face a myriad of definitions of 
categories of wastes and methods for 
their disposal. Disposal of these waste 
items may, depending on the regulation, 
rl',onirp. ~nrr.i:ll mnt:linl':r~ with hioh:l7.:mi 

(MMWR), August 27, 1987, the CDC 
stated "there is no epidemiologic evi
dence to suggest\llat most hospital waste 
is any more infectious than residential 
waste. Moreover, there is no epidemiol
ogic evidence that hospital waste has , 
caused disease in the community as a 
result, of improper disposal. Therefore, 
identifying wastes for which special pre
cautions are indicated is largely a mailer 
of judgment about the relative risk of 
disease transmission." 

The Environmental Protection Agen-

This distinction between "insuring 
against losses" (to indemnify) and "pur
chasing contracts" in the Services Bene
fit Concept is also \lIe critical difference 
that separates state regulatory responsi
bility for Delta. For-profit insurance 
companies indemnify against losses; 
"non-profit" health care service plans 
arrange contracts. This key distinction 
detennines which state regulatory 
department (Corporations or Insurance) 
oversees Delta Dental Plan of California. 

'., (please turn to page two) 

Chenlical 
dependency: 
a dental family 
disease 
By S. William Oberg 
Assistant Secretary 
COl/neil on Dental Practice, ADA 

(conclusion to a four-part series) 

The first three articles in this series 
have sO\lght to acquaint you with 
\lIe disease of chemical depend
ency, iLC; consequences if not 
treated, and the denial and enabling 
behavior in the family that keep the 
sick person from gelling help. 

This series has also presented Ille 
positive messages of hope: chemi
cal dependency is treatable. TIle 
unmanageable lives of those who 
are chemically dependent and those 
who want to help but can't, can be 
restored to sal.1ity. A tOllgh love 
approach mllst be used by family 
members, friends, office staff, col
leagues, and significant others. 
Q: If I think I know a dentist (or 
other member of tlte dentalfamity) 
who is in trouble witlt alcohol or 
other drugs, what should I do? 

A: If you think the person is in 
trouble, he or she probably is! You 
cannot afford to do nothing. Call 
.J, .... n .......... f:...l"'..,t:"l "'ol~ 1 • ..,,, v"" ",.11 
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PUBLIC EMPLOYEES' RETIREMENT SYSTEM 

1989-90 REGULAR SESSION 
BILL ANALYSIS 

AB 865 (Wright) 
Original 

PERS POSITION: SUPPORT 

SUMMARY 

(Staff Position 
Only) 

This bill would require that every self-insured employee welfare benefit plan 
and nonprofit hospital services plan notice a claimant within 30 working 
days that a claim is being contested, identify the portion of the claim that 
is contested and specific reasons in contesting. It would also provide that, 
if a noncontested or erroneously contested claim that is not reimbursed within 
the time limitation (30 working days), interest shall accrue at the rate of 10% 
per annum beginning with the first calendar day after the 30 working-day period. 

BACKGROUND 

Section 10123.13 of the Insurance Code requires insurers to reimburse claims as 
soon as practical, but no later than 30 working days after receipt of the claim 
by insurer unless the claim or portion thereof is contested. If contested, the 
claimant shall be notified in writing within 30 working days. The current PERS
Care self-insured plan requires that 85% properly completed claims will be 
processed in ten working days as reflected in a performance clause within the 
contract with the claims administrator. 

This bill would expand Section 10123.13 to require: 

o Interest to be paid on uncontested claims not reimbursed within 30 working 
days after receipt. 

o Interest to be paid on claims contested in error beginning with the first 
calendar day after the 30 working-day period. 

The definition of a contested claim, or portion thereof, includes situations in 
which the insurer or plan has not received a completed claim and all 
information necessary to determine payer liability for the claim, including but 
not limited to, reports of investigations concerning fraud or 
misrepresentation, and necessary consents, releases, and assignments, or a 
claim or appeal. 

FISCAL IMPACT ON STATE BUDGET 

Unknow~. However, savings accrued by hospitals either through increased cash 
flows or by reducing the cash conversion cycle will ultimately be passed on to 
the consumer, i.e., PERS health program. 
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BILL ANALYSIS 
Page 2 
Ab 865 (Wright) 

• 
RECOMMENDED POSITION AND COMMENTS 

• 

Support. The Legislative Counsel's Digest indicates that only self-insured 
employee welfare benefit plans and nonprofit hospital service plans are 
affected. The Digest should be changed to indicate that all profit and 
nonprofit hospital service plans and all profit and nonprofit health care 
service plans are affected by the bill. The bill should also amend Section 
1371 of the Health and Safety Code to include the interest penalty for Health 
Care Service Plans. 

Of 

• 

• 

• 

• 



Provided by Legislative Research Incorporated (800) 530-7613 1989-968   Page 121 of 209

• 

• 

• 

• • PUBLIC EMPLOYEES' RETIREMENT SYSTEM 
1989-90 REGULAR SESSION 

BILL ANALYSIS 

MAY :31 1989 

,AB 865 (Wright) PERS .POSITION: SUPPORT 
as amended 5/10/89 

SUMMARY 

This bill would require that every self-insured employee welfare benefit plan 
and nonprofit hospital services plan notice a claimant within 30 working 
days that a claim is being contested, identify the portion of the claim that 
is contested and specific reasons in contesting. It would also provide that, 
if a noncontested or erroneously contested claim that is not reimbursed within 
the time limitation (30 working days), interest shall accrue at the rate of 10% 
per annum beginning with the first calendar day after the 30 working-day period. 

BACKGROUND 

Section 10123.13 of the Insurance Code requires insurers to reimburse claims as 
soon as practical, but no later than 30 working days after receipt of the claim 
by insurer unless the claim or portion thereof is contested. If contested, the 
claimant shall be notified in writing.within 30 working days. The current PERS
Care self-insured plan requires that 85% properly completed claims will be 
processed in ten working days as reflected in a performance clause within the 
contract with the claims administrator. 

This bill would require: 

o Interest to be paid on uncontested claims not reimbursed within 30 working 
days after receipt. 

o Interest to be paid on claims contested in error beginning with the first 
calendar day after the 30 working-day period. 

The definition of a contested claim, or portion thereof, includes situations in 
which the insur.er or plan has not received a completed claim and all 
information necessary to determine payer liability for the claim, including but 
not limited to, reports of investigations concerning fraud or 
misrepresentation, and necessary consents, releases, and assignments, or a 
claim or appeal. 

FISCAL IMPACT ON STATE BUDGET 

-
Unknmm. However, savings accrued l1y hospitals either through increased cash 
flows or by reducing the cash conversion cycle will ultimately be passed on to 
the consumer, i.e., PERS health program . 
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• 

• 

• 

liB 865 (Wr ight) 
as amended 5/25/89 

SUMMARY 

• • 
PUBLIC EMPLOYEES' RETIREMENT SYSTEM 

1989-90 REGULAR SESSION 
BILL ANALYSIS 

PERS POSITION: SUPPORT 

This bill would require that every self-insured employee welfare benefit plan 
and nonprofit hospital services plan notice a claimant within 30 working days 
(or 45 days if the plan is a health maintenance organization) that a claim is 
being contested, identify the portion of the claim that is contested and 
specific reasons in contesting. It would also provide that, if a noncontested 
or erroneously contested claim that is not reimbursed within the time 
limitation (30 working days), interest shall accrue at the rate of 10% per 
annum beginning with the first calendar day after the 30 or 45 working-day 
period. 

BACKGROUND 

Section 10123.13 of the Insurance Code requires insurers to reimburse claims as 
soon as practical, but no later than 30 working days after receipt of the claim 
by insurer unless the claim or portion thereof is contested. If contested, the 
claimant shall be notified in writing within 30 working days. The current PERS
Care self-insured plan requires that 85% properly completed claims will be 
processed in ten working days as reflected in a performance clause within the 
contract with the claims administrator. 

This bill would require interest to be paid on uncontested claims not 
reimbursed within 30 or 45 working days after receipt. 

The definition of a contested claim, or portion thereof, includes situations in 
which the insurer or plan has not received a completed claim and all 
information necessary to determine payer liability for the claim, including but 
not limited to, reports of investigations concerning fraud or 
misrepresentation, and necessary consents, releases, and assignments, or a 
claim or appeal. 

FISCAL IMPACT ON STATE BUDGET 

Unknown. However, savings accrued by hospitals either through increased cash 
flows or by reducing the cash conversion cycle will ultimately be passed on to 
the c?nsumer, i.e., PERS health program • 
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STATE OF CALIFORNIA-HEALTH AND WElFAREeNCY • GEORGE DEUKMEJIAN, Governor 

DEPARTMENT OF HEALTH SERVICES 
714/744 P STREET 

.ACRAMENTO, CA 95814 

• 

• 

(916) 324-1003 

The Honorable Cathie Wright 
Member of the Assembly 
State Capitol, Room 3126 
Sacramento, CA 95814 

Dear Ms. Wright: 

OPPOSITION OF ASSEMBLY BILL 865 (MAY 25, 1989 VERSION) 

August 7, 1989 

I regret to inform you that the Depar"cment opposes Assembly Bill (AB) 865, 
May 25, 1989 version. AB 865 still requires health care service plans 
licensed under the Knox-Keene Act to pay a ten percent per annum interest 
rate on uncontested claims not paid to their contracting providers. This 
will still increase prepaid health plan (PHP) costs in a manner which is 
detrimental to the interest of the Medi-Cal managed care objectives and 
which could make the Medi-Cal contracting program less attractive to 
contractors. 

The bill still arbitrarily sets a ten percent per annum interest rate on 
late payments to providers by PHPs without regard to current rates of 
return in the market place and inappropriately uses government to intervene 
in what is essentially a business dispute. 

If you have any questions regarding the Department's opposition to AB 865, 
please contact me at 324-1003. 

Sincerely, 

Mary J. 
Acting Deputy Director 
External Affairs 

.. _ .. -..... 
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• 
Legislative Office 
P.O. Box 942705 

• 
Sacramento, CA 94229-2705 
(916) 326-3689 

April 13, 1989 

Honorable Cathie Wright 
California State Assembly 
State Capitol, Room 3126 
Sacramento, CA 95814 

Dear Assemblywoman Wright: 

Re: AB 865 

• 

Attached is an analysis of your Assembly Bill 865. PERS staff is 
recommending a support position on this bill to our Board of 
Administration. 

• I am available to work with you and your staff. 

• 

Sincerely, 

~A4d2~c~ 
BARRY-I~:cfu / -~~. 
Chief, Legislative Services 

BH:mg 

Attachment 

California Public Employees' Retirement System 
Lincoln Plaza-400 P Street-Sacramento, CA 
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• 

• 

• 
Assembly Republican Committee vote 

ER&CA -- 5/17/89 
(7-1) Noes: Pringle 

• 
Abs.: Baker, Mountjoy, Woodruff 

Consultant: Margaret Heagney/Chris Jones 

AB 865 (Wright) -- HEALTH INSURANCE: CLAIM REIMBURSEMENT 
Version: 5/25/89 Vice-chairman: Pat Nolan 
Recommendation: Support Vote: Majority 

Summary: Existing law establishes certain deadlines which 
, health-care service plans must meet in paying claims and/or 

contesting claims. This bill provides that any delinquent 
claim-payment must be made with interest and requires that any 
notice that a claim is being contested specify which particular 
portion is being contested and list the reasons for that action. 
Fiscal effect: no appropriation. 

Supported by: Treatment Centers of America. Opposed by: none 
known. Governor's position: not known. 

Comments: Specific and reasonable consumer-protection provisions. 
Interest on late claims payments represents the lost opportunity 
value of money withheld improperly. Specificity in noticing that 
a claim is being contested will focus the issue and could 
eliminate some red tape. 

Assembly Republican Committee vote 
Finance and Insurance -- 5/31/89 

(18-0) Ayes: All Republicans except 
Abs.: Statham 

Consultant: Peter Conlin 

AB 888 (La Follette) -- HOUSEHOLD HAZARDOUS WASTE MANAGEMENT 
Version: 5/31/89 Lead Republican: Doris Allen 
Recommendation: Support Vote: Majority 

Summary: Requires county hazardous waste management plans to 
include a household hazardous waste management (collection, 
recycling and disposal) program at the next review after Jan. 1, 
1990. After approval, the program must be implemented. A county 
would be responsible for household haz. waste in unincorporated 
areas, and cities would be responsible in incorporated areas . 

Requires the Waste Management Board to assist local agencies 
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JACK I. HORTON 
ANN MACKEY 

CHIEF DEPUTIES 

JAMES L. ASHFORD 
JERRY L BASSETT 
STANLEY M. LOURIMORE 
JOHN T. STUDEI!JAKER 

•

IMMIEWING 

AVID D. ALVES 
JOHN A. CORZINE 
C. DAVID DICKERSON 
ROIIERT CULLEN DUFFY 
ROI!IERT D. GRONKE 
SHERWIN C. MACKENZIE, JR. 
TRACY O. POWELL II 
MARGUERITE ROTH 

PRINCIPAL DEPUTIES 

3021 STATE CAPITOL 
SACRAMENTO. CA 95814 
(II 1 Eli 445-30157 

TELECOPIER: 9' 6-324-63 1 1 

• • 
11i£gislatib£ QIolUts£1 

of QIalifonlia 

Honorable Cathie Wright ~ 

• 

,A.B. 865 - Conflict 

supplemental 

The above measure, introduced by you, which is now set for hearing in the 
senate Insurance, Claims and Corporations Committee 

A.B. 
A .. B. 

appears to be in conflict with the following other measure(s): 

1311 Filante~ S.B. 439 Robbins 

24~ Wright 1,f/' i"ll :::"''cIatt.it-'';'''t;'Mii:~ 
.J ' 1"(1' ~. i r'/ 

rtt;¥.~Y~'. ~t~l-:fr"~;'" ,6Jt·'~"'(~1!'W t .. '" 

{)I 

ENACfMENT OF THESE MEASURES IN THEIR PRESENT FORM MAY 
GIVE RISE TO A SERIOUS LEGAL PROBLEM WHICH PROBABLY CAN BE 
AVOIDED BY APPROPRIATE AMENDMENTS. 

WE URGE YOU TO CONSULT OUR OFFICE IN THIS REGARD AT YOUR 
EARLIEST CONVENIENCE. 

0' 
Very truly yours, 
EION M. GREGORY 
LEGISLATIVE COUNSEL 

Committee 
named above 

Each lead author 
concerned 

.' i 

GIaJtALD ROSS: ADAMS 
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ASSEMBLY COMMITTEE ON FINANCE AND INSURANCE 
Patrick Johnston, Chairman 

BACKGROUND INFORMATION REQUEST 

Measure: AB 865 
Author: Assemblywoman Wrigh·t 

1. Origin of the bill: 

a. Who is the source of the bill? What person, organization, or 
governmental entity requested introduction? 
Dennis Flatt - 443-7401 
Calif. Assoc. of Hospitals & Health Systems 

b. Has a similar bill been before either this session or a previous 
session of the legislature? If so, please identify the session, bill 
number and disposition of the bill. 
not known 

c. Has there been an interim committee report on the bill? If so, please 
identify the report. 
not known 

2. What is the problem or deficiency in the present law which the bill seeks 
to remedy? 

This bill will require insurers to pay interest at the rate of 
10 percent per annum if an uncontested claim is not reimbursed within 
30 working days. 

3. Please attach copies of any background material in explanation of the 
bill, or state where such material is available for reference by committee 
staff. 

4. Please attach copies of letters of support or opposition from any group, 
organization, or governmental agency who has contacted you either in 
support or opposition to the bill. 

attached 
5. If you plan substantive amendmen·ts to this bill prior to hearing, please 

explain briefly the substance of the amendments to be prepared. 
amendments will include plans covered under the Health and Safety Code 

6. List the witnesses you plan to have testify. 

RETURN THIS FORM TO: ASSEMBLY COMMITTEE ON FINANCE AND INSURANCE 
Phone 445-9160 
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OFFICE COpy 
DO NOT REMOVE 

Date of Hearing: May 15,1989 

SUBJECT 

FINANCE AND INSURANCE SUBCOMMITTEE ON 
HEALTH AND WORKERS' INSURANCE 

Burt Margolin, Chairman 

AB 865 (Wright) - As Amended: May 10, 1989 

AB 865 

Should various insurers and health care plans be required to pay interest on 
claims which are not reimbursed within the time required by law? 

DIGEST 

Existing law requires health care service plans, disability insurers, 
self-insured employee welfare benefit plans covering hospital, medical or 
surgical expenses, and nonprofit hospital service plans to notify claimants in 
writing within 30 working days after receiving a claim which is contested. 
(Health maintenance organizations have 45 working days to give notice.) 

This bill would: 

1) Require affected insurers and plans to identify the portion of the claim 
that is contested and the reasons for contesting. 

2) Require the insurers and plans to pay interest of 10% per annum for claims 
not reimbursed within the 30 or 45-day period and for those contested in 
error. 

FISCAL EFFECT 

None 

COMMENTS 

1) NEED FOR THE BILL. The sponsor of this measure indicates that there is 
widespread disregard for the current law requiring reimbursement of claims 
within 30 or 45 working days. This is said to happen because there is no 
effective sanction for violations. The bill seeks to cure this problem by 
requiring interest to be paid when the deadlines are missed. 

2) OPPOSITION. Opponents assert that hospitals frequently fail to provide 
needed information quickly enough to permit compliance with the deadlines. 
On the other hand, the providers .ssert that it is difficult to deal with 
the different plans and insurers because they use different formats, 

- continued -

AB 865 

Page 1 
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AB 865 

require different information, and operate on different schedules. In 
addition, the sponsor points out that the insurers can contest a claim 
based on inadequate documentation and avoid the deadlines altogether. 

3, CL.".IMS CONTESTED IN ERROR. The bill would require interest to be paid 
when clai~s are contested in error. The meaning of ~his provision is not 
entirely clear. If an insurer contests a claim because the documentation 

- provided is really inadequate and the claim is subsequently determined to 
deserve payment, has the claim been contested in error? If so, is this a 
fair apportionment of fault? If not, what does "contested in error" mean? 

SPONSOR: California Association of Hospitals and Health Systems 

SUPPORT: Treatment Centers of America 
Bellwood Health Center 

OPPOSITION: Association of California Life Insurance Companies 

Diane Griffiths 
445-7440 
ashwi 

AB 865 
Page 2 



Provided by Legislative Research Incorporated (800) 530-7613 1989-968   Page 131 of 209

OFfiCE COpy 
. DO NOT REMOVE AB 865 

ASSEMBLY THIRD READING 

AB 865 (Wright) - As Amended: May 25, 1989 

ASSEMBLY ACTIONS: 

COMM ITTEE._---J-F ....... I N ........ _&""--"'I ...... NS"'-J.!--_VOTE 18-0 COMMITTEE ________ VOTE __ 

Ayes: Ayes: 

Nays: Nays: 

DIGEST 

Existing law requires health care service plans, disability insurers, 
self-insured employee welfare benefit plans covering hospital, medical or 
surgical expenses, and nonprofit hospital service plans to notify claimants in 
writing within 30 working days after receiving a claim which is contested. 
(Health maintenance organizations have 45 working days to give notice.) 

Th i s bill: 

1) Requires affected insurers and plans to identify the portion of the claim 
that is contested and the reasons for contesting. 

2) Requires the insurers and plans to pay interest of 10% per annum for 
claims not reimbursed within the 30 or 45-day period. 

FI SCAl EFFECT 

None 

COMMENTS 

1). The sponsor of this measure, California Association of Hospitals and 
Health Systems, indicates that there is widespread disregard for the 
current law requiring reimbursement of claims within 30 or 45 working 
days. This is said to happen because there is no effective sanction for 
violations. The bill seeks to cure this problem by requiring interest to 
be paid when the deadlines are missed. 

2) Opponents assert that hospitals frequently fail to provide needed 
information quickly enough to permit compliance with the deadlines. On 
the other hand, the providers assert that it is difficult to deal with the 
different plans and insurers because they use different formats, require 
different i nformat i on, and operate on different schedu 1 es. In addit i on, 
the sponsor points out that the insurers can contest a claim based on 
inadequate documentation and avoid the deadlines altogether. 

Di ane Griffiths 
445-7440 
6/1/89:ashwi 

AB 865 
Page 1 
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THIRD READING 

AB 865 

Wright (R) 

8/30/89 in Senate 

Majority 

64-1, p. 2312, 6/6/89 

SUBJECT: Health insurance: claim reimbursement 

SOURCE: California Association of Hospitals and Health Systems 

DIGEST: This bill requires that insurers and plans pay an interest 
rate charge on uncontested health care claims which remain unpaid beyond a 
specific time period with commensurate requirements in overpayment 
situations. 

ANALYSIS: Current law requires health care service plans, indemnity 
insurers, self-insured employee welfare benefit plans, and nonprofit 
hospital service plans to provide claim reimbursement as soon as practical 
but no later than 30 working day after claim receipt unless it is 
contested. For health maintenance organizations, which are either a 
nonprofit hospital service plan or a health care service plan, the 
timeframe period is 45 working days. 

This bill requires every health care service plan, indemnity insurer, 
nonprofit hospital service plan, which provides either individual or group 
coverage, tQ be liable for the paymen~ of interest at the rate of ten 
percent per annum on monies owed to a professional or institutional 
provider on any submitted,claim which is uncontested. 

If an uncontested claim is not reimbursed by delivering to the claimant's 
address the monies within 30 working days or within 45 working days with 
respect to a health maintenance organization, interest at ten percent per 
annum shall commence accrual. 

CONTINUED 
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Regarding a claim, the claimant must be notified in writing within 30 
working days that it is contested or denied. This notification shall 
identify the 
portion which is under dispute and the corresponding reasons. An entire or 
portion of a claim is defined as reasonably contested where the insurer or 
plan has not received a completed, claim and all information necessary to 
determine liabili'ty for payment. The information includes matters of 
fraud, misrepresentation, consents, releases, assignments, claim on appeal, 
and medical necessity. 

Regarding overpayments, if a provider is determined to be overpaid by a 
plan or insurer, a written notification on the particulars is required. 
The provider.has 30 working days in which to reimburse the plan or insurer, 
unless it is contested. If contested, the plan or insurer must receive 
written notification of the specific details of contestability within 30 
working days. A provider is subject to the identical interest penalty in 
cases where the overpayment for the uncontested portion of the claim is not 
received within a 30 working day period. . 

A health maintenance organization is defined as a nonprofit hospital 
service plan or a health care service plan.' 

FISCAL EFFECT: AppropriatiOti: No Fiscal Committee: No Local: No 

SUPPORT: (Verified 8/30/89) 

California Association of Hospitals and Health Systems (source) 
Centinela Hospital Medical Center 
Treatment Centers of America 
Bellwood Health Center 

OPPOSITION: (Verified 8/30/89) 

Department of Health Services 

ARGUMENTS IN SUPPORT: According to the Senate Insurance, Claims and 
Corporations Committee, analysis, the sponsor contends that this measure is 
needed because of widespread disregard for the existing statute requiring 
claim reimbursement within a specified time period. This is occurring 
because there is no effective sanction for violations. The bill's effort 
to cur~ this disregard is in the form of a sanc~ion which provides for 
payment of interest on outstanding balances. 

Proponen'ts contend (1) reasonable prompt payment of claims is essential to 
professional provider financial viability; and, (2) with technological 
innovations in health care delivery, costs are mounting and the need fora 
good faith effort in claims payment is essential to maintain adequate cash 
flow for institutional providers. 

The sponsor has met on a number of occasions with the opponents to resolve 
key differences. It appears that final resolution has not yet been 
attained over the issue of reasonable access to information concerning. 
provider services, to wit financial audi'ts, because of concern over 
possible "fishing expeditions" by insurers and plans in an audit review of 
the providers' claims. 

CONTINUED 
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• 
AB 865 

Page 3 

ARGUMENTS IN OPPOSITION: According -to -the Senate Insurance, Claims and 
Corporations Committee analysis, the opponents contend (1) the ten percent 
per annum interest rate is arbitrarily established without regard to 
current interest rate structures; (2) there is an inappropriate use of 
government, i.e. the Medi-Cal Program, to intervene in essentially a 
business dispute; (3) failure to pay an uncontested claim in the specified 
time period will have a detrimental impact on the Medi-Cal Program's 
managed care objective and result in loss of program contractors; and (4) 
without access to documents in a reasonable manner, which is essential for 
any payor to determine its liability, the use of the financial audit that 
has proven successful in this regard will be severely thwarted. 

ASSEMBLY FLOOR VOTE: 

DLW:lm 8/30/89 Senate Floor Analyses 

, . 

CONTINUED 
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Apr i 1 6 I 1989 

Honorable Cathie Wright 
state Capitol, Room 3126 
Sacramento, CA 95814 

Dear Assemblywoman Wright: 

17800 WoocirtJiiAvolluo 
Bellflowor, Caliiol1l1a 90(,()(j 

(? 13) 92~)-DD f 3 
(114) D52-34G3 

Re: )\B 865 

Reasonably prompt claims payment for services rendered by 
health facilities is essential to their financial viability. Your 
requirements that there be specific reasons for contesting any 
portion of a claim plus an interest surcharge when reimbursement 
is not received within the statutory time limitation should 
facilitate the process and has our SUPPORT. 

Sincerely, 

Ph.D. 

cc: Mr. Joseph Sharp 
l'1embers Finance and Insurance Commi ttee 

A rar.ility of PnrflCO/SUS fIOiJlfflCd{(l COrp(){nflO{l 
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April 6, 1989 

Honorable Cathie Wright 
state Capitol, Room 3126 
Sacramento, CA 95814 

Dear Assemblywoman Wright: Re: AB 865 

:r\<.. 
'fREt\l'MENT 
('[rN'I'FRS ) ~ ... J l 

OF'AMERlCA 

APR 10 
1.989 

Reasonably prompt claims payment for services rendered by 
health facilities is essential to their financial viability. Your 
requirements that there be specific reasons for contesting any 
portion of a claim plus an interest surcharge when reimbursement 
is not received within the statutory time limitation should 
facilitate the process and has our SUPPORT. 

Sincerely, 

J-'-:]~ 
Herbert Dorken, Ph.D. 

cc: Mr. Elliott Sainer 
Members Finance and Insurance Committee 

Corporate Offices 
LifcPLUS Plaza 
6441 
ColdwDt(~r CIiIlYOIl 
North Hollywood 
CA 91606 
818/769-3915 
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J[L 

fi~ Association of California Life Insurance Companies 

BRENT A. BARNHART 
ASSOCIATE COUNSEL 

May 1, 1989 

Assemblywoman Cathie Wright 
Member, California state Assembly 
State Capitol 
Sacramento, California 95814 

Dear Assemblywoman Wright: 

Re: AB 865 
OPPOSE 

The Association of California Life Insurance Companies 
(ACLIC) respectfully opposes AB 865, which would: (1) Compel 
health plans to notify providers of the specific portion of a 
claim for health care services which is being contested, and 
(2) Would require the payment of interest where a claim is not 
reimbursed wi thin the statutory 30-day time limi t for paying 
claims .. 

As presently written, the bill addresses only one side 
of claims payment controversies. No consideration should be 
given to imposing additional burdens upon health insurers and 
health maintenance organizations (HMO's) until equal 
consideration is given to compelling providers to supply 
payors wi th sufficient information to justify their claims. 
Under current practice, many hospitals deny payors access to 
evidence which substantiates their claims for payment for 
services. 

Only when all such payment issues are addressed should 
legislation move forward which adds further provisions to the 
law which compels accelerated payment of providers. 

BB/0069b 

B A. Barnhart 
Associate Counsel 

cc: Members, Assembly Finance & Insurance Committee 
Ken Cooley, principal Consultant 

1400 K Street, Suite 212 • Sacramento, California 95814 • (916) 442-3648 
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~1AY I 5 !9Wj .. 

ctma California Medical Association 
221 Main Street, P.o. Box 7690, San Francisco, CA 94120-7690 (415) 541-0900 

Reply to: 925 L Street, Suite 1150 . Sacramento 95814· (916) 444-5532 

The Honorable Burt Margolin 
state capitol, Room 4117 
Sacramento, CA 95814 

Dear Assemblyman Margolin: 

May 12, 1989 

RE: AB 865 (Wright) 
CMA Position: su:PP.:P.l' 

'Ihe';'et;r:~f6rni§.i;;:r.;r~~~ill;;;;~~99:~~:t:jpQt~~s;;t:ak~ ..... ~.;;;,:1:1N1?~l¢'I;1 position on 
AB,'865\;,b(Wri9ht~ which is set for hearmgoi1May15,1989, in the Assembly 
Health and Workers' Insurance SUbconnni ttee. 

This bill would strengthen the current delayed payments law by requir
ing insurers to notify claimants of the specific portion of a claim that is 
being contested and the reason for contesting that portion. It would also 
provide that if the claim is not reimbursed within the time limitation, in
terest shall accru.e at the rate of 10% per anmnn. 

This bill will help both patients and providers to receive duly-owed 
payments and proper explanations for delays. This is a severe problem that 
needs to be addressed. 

For the above reasons, the california Medical Association strongly sup
ports AB 865 and urges your "AYE vote. 

Sincerely, 

~J)~Lf~ 
carol A. Lee 
Associate Director 
Government Relations 

cc: The Honorable Patrick Johnston, Chairman 
Assembly Finance and Insurance Connnittee 

_ The Honorable cathie Wright 
- Ken Cooley, committee Consulta'nt 

Peter Conlin, Republican caucus Consultant 
Dennis Flatt, california Association of 

Hospitals and Health Systems 

Cl5.11 

.' 
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CALIFORNIA ASSOCIATION OF HOSPITALS AND HEALTH SYSTEMS 

May 15, 1989 

Honorable Burt Margolin, Chairman 
Assembly Finance and Insurance 

Subcommittee on Health and 
Workers' Insurance 

State Capitol, Room 4117 
Sacramento, CA 95814 

Dear Assemblyman Margolin: 

MAY 1 5 1989 

1050 20th Street 
P.O. Box 1100 
Sacramento, CA 
95812-1100 
916.443.7401 

On behalf of the California Association of Hospitals and Health 
Systems (CAHHS), I wish to inform you of our support of Assembly 
Bill 865 (Wright). 

Existing law requires insurers to reimburse provider claims within 
thirty days unless the claim is contested. Currently, there is no 
prescribed penalty for late payment. As a result, payments are 
often late. 

Assembly Bill 865 provides that a ten percent penalty shall be 
added to claims that are not reimbursed within the thirty-day time 
frame. The bill does not impair the insurers current ability to 
contest a claim when there is a reason to do so. 

We urge your "aye" vote on AB 865. Thank you. 

truly, 

DOF:tm 

cc: Honorable Members and Consultant 
Assembly Finance and Insurance Subcommittee 

-on Health and Workers' Insurance 

. n~] 
. . ~~~ 

Representing California Hospitals and then Health Systems ·b~tJ 
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Centinela Hospital Medical Center 
a nonprofir medical fociliry 

Official Hospital for the 1984 Olympic Games 

May 18, 1989 

The Honorable Burt Margolin 
California State Assembly 
P. O. Box 942849 
Sacramento, CA 94249-0001 

Dear Assemblyman Margolin: 

RUSSELL S. STROMBERG 
PRESIDENT 

Assembly Bill 865 by Wright will soon be before the Finance 
and Insurance Committee. On behalf of Centinela Hospital 
Medical Center, I would respectfully ask that you consider 
an aye vote. 

Hospitals are striving to provide state-of-the art services 
and technology in the face of mounting costs and growing 
numbers of uninsured patients. When uncontested claims are 
submitted to insurers, we expect a good faith effort on 
their part with regard to payment. The reality is, however, 
that payments are not made in a timely manner; that it is 
the exception not the rule that payments are received within 
a month. 

Hospitals are reaching out to the legislature to help pro
vide some leverage to sustain an adequate cash flow level. 
There is no valid reason for withholding payments for such 
unreasonable lengths of time. 

Please pass AB865. 

Sincerely, .' 

RSS:khl 

555 East Hardy St,o P:O, Box 720 0 l(1glewood, California 903070 (213) 673-4660 
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•• .Hi-Ii. 

MIII~ HOtr;l1 ull 
100 Souttl Sal1 MHleJO Dr, 
;111:1 MaMO (;A 0440'\ 
4'1 (i·t:>~le '400 

PI;lr'litl!!Uilil Hoilp,Il", 
1783 f.:1 Camino Ret\i 
Surlll'1i,l<lfl'!l;), GA 94\)1 (1 
415,·MO·S4fJO 

P.1S 

· : :::::" MlIIs~Peninsula · . ..••••• He It I • • ,u,·,,<.:/il SPI a,s 
• f .... ol >&I_ 

t,. •• •• 

The Honorable Pat John&ton 
Bvurn 4112, State CapitoL 
SaorBwentQp CA 95814 

Pl,.lil:.LIiI'/."~ tB·UPPCH"t~. AB 8t)5 (Wx'ig;ht) Hhek\ :U: e~':Jjl\i:'~'fi, b,:;,f'c/l"'~ the ;\I:,u!tBIllbly 

FLm~,l1,c~i\ c\w.d In'il>Ur)iH,\(Ce Com.mltte~, on Mf~l.;Y 2~~rd. 

ThtlH td.l1 'f,'i'o1..11d put l'tr'1leth 'l ini.~(i /J\':)ctl£1,t:i.n,g la,j.,r by .!:'€H':!,U:LJ:"lnl!t 'c.ha,t 
j'.h1..rd pn,:r;'ty pa;jI'(;:tX"s pX'ovid\!'~ w1:"lt.t~j',l l'H:ltic~e to hoapltelrcl of e,-fly 
conteeted portion. of a olaim, includinl the reasons for 
QUntestinl, Anrl would impoMa B 10K in~eraat\ ~enalt' VLI laL~ 
payu~nt of unconteRted olaims, On average, our Blue Oross and 
~t~Ja~ ~~~1~--~16] 1~~~M·I·gp. ~~. ~.I.~~~ ~-, ay~~ft~ ~~ ai~tv (6") clava ,,., .• 1. *."/' ,,,,,,,,·rJ'.h,,,r;;;J. "'''''''~Q.., . .. '" •. \' .... .w .,'\;:....-.~.';>.l l\>Ji"\" '4'_l \..If,l}oJ;1 • ...;A..t.,l.,1d~ _,.Ji. 4,.,J,Il~f,v .. ' .. ~;7'Ji1J.·it '»-31" y"i' A ¥ \. ~"'u 1if.1' JI 

," i 
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54684 
RECORD 11 30 BF: 

AMENDMENTS TO ASSEMBLY BILL NO. 865 
AS AMENDED IN ASSEMBLY MAY 10, 1989 

Amendment 1 

Substantive 

On page 2, strike out lines 21 to 23, inclusive 

Amendment 2 
On page 3, line 12, strike out "If a claim" 

strike out lines 13 to 15, inclusive 

Amendment 3 
On page 4, strike out lines 4 to 6, inclusive 

- 0 -
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86996 
RECORD # 20 BF: 

MAY 0819a9, 
RN 89 015198 

Subsie.ntiV8 

AMENDMENTS TO ASSEMBLY BILL NO. 865 

Amendment 1 
In line 1 of the title, after "to" insert

Q

: 

amend Section 1371 of the Health and Safety Code, and to 

Amendment 2 
On page 2, line 1 after "SECTION 1." insert: 

Section 1371 of the Health and Safety Code is amended to 
read: 

1371. A health care service plan which covers 
hospital, medical, or surgical expenses shall reimburse 
claims or any portion of any claim, whether in state or 
out of state, for those expenses, as soon as practical, 
but no later than 30 working days after receipt of the 
claim by the health care service plan, or if the health 
care service plan is a health maintenance organization, 45 
working days after receipt of the claim by the health care 
service plan, unless the claim or portion thereof is 
contested by the plan in which case the claimant shall be 
notified, in writing, within 30 working days. The notice 
that ~ claim is being contested shall identify the portion 
of the claim that is contested and the specific reasons 
for contesting the claim. 

If an uncontested claim is not reimbursed within 
the respectIve-30 or 45 working days after receipt, 
interest shall accrue at the rate of lQ percent ~ annum 
beginning with the first calendar day after the 30 or 45 
working day period. If ~ claim is contested in error, 
interest shall accrue at the rate of lQ percent ~ annum 
beginning with the first calendar day after the 30 or ~ 
working day period. 

As used in this section, a contested claim, or 
portion thereof, includes situations in which the plan has 
not received the completed claim and all information 
necessary to determine payer liability for the claim, 
including, but not limited to, reports of investigations 
concerning fraud and misrepresentation, and necessary 
consents, releases, and assignments, or a claim on appeal. 

SEC. 2. 

Amendment 3 
On page 2, line 30, strike out "SEC. 2." and 

insert: 
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86996 
RECORD # 40 BF: 

SEC. 3. 
- 0 -

8912811:28 
RN 89 015198 PAGE NO. 2 
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FINANCE AND INSURANCE 

Date of Hearing: OS/23/89 

BILL NO. AB 360 AB 580 0 AB 648 AB 865 0 

ACTION VOTED ON Do pass as Do pass as Do pass and Do pass as 
0 amended 0 amended re-refer to 0 amended . 
0 0 0 0 

the Com on 
W. & M 

0 : 0 

0 0 ;;1' 
0 0 

: 

0 
0 

0 0 0 
0 0 0 

: 
Aye No Aye : No Aye No Aye No 

Johnston(Chair} X 0 X X 0 X 0 0 

Bader X X X X 
Bane X X X X 
Bronzan X X X X 
Dennis Brown 0 X N. V. : X X 0 

Chacon X X 0 X X 0 

EQQle X X X X 
Farr Ab. Ab. Ab. 0 Ab. 0 

Floyd X X X X 
Katz X X X X 
Lancaster N. V. : X X X 
Lewis X N. V. : X X 
Margolin X N. V.: X X 
Moore X X X X 
Nolan 0 X X X X 0 

O'Connell X X X 0 0 X 0 
0 0 0 

Seastrand X N. V. : X X 
Sher X N. V. : X X 
Statham Ab. 0 Ab. 0 Ab. Ab. 0 0 

Wright X X X X 
Ayes: 13 Ayes: 13 Ayes: 18 Ayes: 18 
Noes: 4 Noes: 0 Noes: 0 Noes: 0 

N.V. - Not voting Abst - Abstain 
Ab. - Absent 

RECEIVED: 
,Chairman 
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Display 1989-1990 Votes - ROLL CALL 

MEASURE: 
DATE: 
LOCATION: 
MOTION: 

Allen 
Bane 
Burton 
Chandler 
Cortese 
Elder 
Ferguson 
Frizzelle 
Harvey 
Hughes 
Jones 
Klehs 

Lewis 
Moore 
O'Connell 
Quackenbush 
Sher 

AB 865 
09/14/89 
AS1'1. FLOOR 
AB 865 WRIGHT CONCURRENCE 
(Ayes 75. Noes 0.) (PASS) 

AYES 
**** 

Areias Bader 
Bates Bentley 
Calderon Campbell 
Clute Condit 
Costa Eastin 
Epple Farr 
Filante Frazee 
Hannigan Hansen 
Hauser Hayden 
Isenberg Johnson 
Katz Kelley 
Lancaster Lempert 

Margolin McClintock 
Mountjoy Murray 
Peace Polanco 
Roos Roybal-Allard 
Speier Statham 

Vasconcellos Maxine Waters Norman Waters 
Wright Wyman Willie Brown 

NOES 
**** 

ABSENT, ABSTAINING, OR NOT VOTING 
********************************* 

Dennis Brown Floyd La Follette 

MEASURE: 
DATE: 
LOCATION: 
MOTION: 

AB 865 
09/13/89 
-SEN. FLOOR 
ASSEMBLY THIRD READING 
(Ayes 26. Noes 2.) 

• 
AB 865 WRIGHT BY ROBBINS 
(PASS) 

AYES 
**** 

PAGE 11 

Baker 
Bronzan 
Chacon 
Connelly 
Eaves 
Felando 
Friedman 
Harris 
Hill 
Johnston 
Killea 
Leslie 

Mojonnier 
Nolan 
Pringle 
Seastrand 
Tanner 
Woodruff 

Tucker 
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Display 1989-1990 Votes - ROLL CALL 

Alquist 
Davis 
Cecil Green 
Leonard 
Nielsen 
Royce 
Vuich 

Presley 

Ayala 
Bill Greene 
Mello 

MEASURE: 
DATE: 
LOCATION: 
MOTION: 

Davis 
Nielsen 

Deddeh 

MEASURE: 
DATE: 
LOCATION: 
MOTION: 

AB 865 
08/23/89 

Bergeson 
Deddeh 
Leroy Greene 
Maddy 
Robbins 
Russell 
Watson 

Stirling 

NOES 
**** 

Boatwright 
Doolittle 
Keene 
Marks 
Roberti 
Seymour 

ABSENT, ABST.AINING, OR NOT VOTING 
********************************* 

Beverly 
Hart 
Montoya 

Craven 
Lockyer 
Petris 

SEN. INS., CL. & CORPS. 
Do pass as amended. 
(Ayes 6. Noes 0.) (PASS) 

AB 865 
06/07/89 

Doolittle 
Robbins 

AYES 
**** 

NOES 
**** 

Keene 

ABSENT, ABSTAINING, OR NOT VOTING 
********************************* 

Cecil Green McCorquodale 

ASM. FLOOR • 
AB 865 WRIGHT THIRD READING 
(Ayes 64. Noes 1.) (PASS) 

AYES 
*~** 

Campbell 
Garamendi 
Kopp 
Morgan 
Rogers 
Torres 

PAGE 2 

Dills 
McCorquodale 
Rosenthal 

Montoya 
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Display 1989-1990 Votes - ROLL CALL 

Allen 

Bane 
Chandler 
Cortese 
Epple 
Frazee 
Hansen 
Hughes 
Jones 
Klehs 
Leslie 
Mountjoy 
Peace 
Roos 
Speier 
Woodruff 

Floyd 

Bronzan 
Chacon 
Hill 
Vasconcellos 

MEASURE: 
DATE: 
LOCATION: 
MOTION: 

Johnston 
Dennis Brown 

Katz 
Moore 
Sher 

Areias ·Bader 

Bates Bentley 
Clute Condit 
Costa Eastin 
Farr Ferguson 
Friedman Frizzelle 
Harris Harvey 
Isenberg Johnson 
Katz Kelley 
La Follette Lancaster 
Lewis McClintock 
Murray Nolan 
Polanco Pringle 
Roybal-Allard Seastrand 
Tanner Tucker 
Wright Wyman 

NOES 
**** 

ABSENT, ABSTAINING, OR NOT VOTING 
********************************* 

AB 865 
OS/23/89 

Burton 
Elder 
Margolin 
Maxine Waters 

ASM. FIN. & INS. 
Do pass as amended. 

Calderon 
Felando 
Moore 

(Ayes 18. Noes 0.) (PASS) 

Bader 
Chacon 

Lancaster 
Nolan 
Wright 

AYES 
**** 

Bane 
Epple 

Lewis 
O'Connell 

PAGE 3 

Baker 

Dennis Brown 
Connelly 
Eaves 
Filante 
Hannigan 
Hauser 
Johnston 
Killea 
Lempert 
Mojonnier 
O'Connell 
Quackenbush 
Sher 
Norman Waters 
Willie Brown 

Campbell 
Hayden 
Statham 

Bronzan 
Floyd 

Margolin 
Seastrand 
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Display 1989-1990 Votes - ROLL CALL 
NOES 
**** 

Farr 

ABSENT, ABSTAINING, OR NOT VOTING 
********************************* 

Statham 

PAGE 4 
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SUBCOMMITTEE ON Health and Workers ' Insurance 

Standing Committee .on Finance and l'nsurance 

Date of Hearing: May 15, 1989 

BILL NO. AB 360 · AB 648 · AB 865 AB 900 · · ACTION VOTED ON RECOM~1E-ND : · RECOMt1END: RECOt1t1UID: RECOMMEND: · · DO PASS AS DO PASS · DO PASS AS DO PASS · · · M~ENDED · TO WAYS AND: AMENDED : · · 
0 : MEANS · · 0 0 · : · · : 0 : · · · · · · 0 · · 

: 

· 0 

· · Ave No Aye No Aye No Ave No 
" 

Margol in) Chair X X X X 
Bader X X X X 

. Bronzan X X X X 
Farr X X X X 
E1Q~d X X X X 
Johnston X X X X 
Lancaster X X X X 
Lev"'; s AB X X AB : 

---~-

Moore AB X X X 
O'Connell X X X X 
Statham AB AB AB AB 

Ayes: 8 Ayes: 9 Ayes: 10 Aves: 7 
Noes: 0 Noes: 1 Noes: 0 Noes: 2 

NoV. - Not voting 
AB. - Absent 

Received: 
~vJ\ m /'/</ :Q" 

f) 
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M/W I D Ii:" 

ST ATE OF CALIFORNIA ©@~w 
OFFICE OF LEGISLATIVE COUNSEL 

l'1ay 17, 19139 

Honora.ble cathie vJri~fht 

1\ . B. 8 6 ,5 - Conflict 

The above measure, introduced by you, which is now set !9r hearing in the 
Assemhly Finance and Insurance Committee ./' 

appears to be in conflict with the following other measure(s}: 
,- lJ11riqht 

ENACl'MENT OF THESE MEASURES IN mElR PRESENT FORM MAY 
CIVE RISE TO A SERIOUS LEGAL PROBLEM WHICH PROBABLY CAN BE 
AVOIDED BY APPROPRIATE AMENDMENTS. 

WE URGE YOU TO CONSULT OUR OFFICE IN mls RECARD AT YOUR 
EARLIEn CONVENIENCE. 

cc: Committee 
named above 

Each lead author 
concerned 

• 
Very truly yours, 
BION M. GREGORY 
LEGISLATIVE CoUNSEL 

.. ~c 
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AB 865 

CONCURRENCE IN SENATE AMENDMENTS 

AB 865 (Wright) - As Amended: September 11, 1989 

ASSEMBLY VOTE __ ~6~4~-~1_'~(~J~u~n~e~7~._=1~9~8~9~ ___ SENATE VOTE ____ ~~S~e~p~t~e~m~b~e~r_=1~3~._=1~9~8~9~_ 

Original Committee Reference: FIN. & INS. 

DIGEST 

Existing law requires health care service plans, disability insurers, 
self-insured employee welfare benefit plans covering hospital, medical or 
surgical expenses, and nonprofit hospital service plans to notify claimants in 
writing within 30 working days after receiving a claim which is contested. 
(Health maintenance organizations have 45 working days to give notice.) 

As passed by the Assembly, this bill: 

1) Would have required affected insurers and plans to identify the portion of 
the claim that is contested and the reasons for contesting. 

2) Would have required the insurers and plans to pay interest of 10% per 
annum for claims not reimbursed within the 30 or 45-day period. 

The Senate amendments: 

1) Clarify that uncontested claims must be reimbursed by delivery to the 
claimants' address of record within the 30 or 45-day period. 

2) Clarify that a claim is reasonably contested where the plan has not 
received the completed claim and all information necessary to determine 
the medical necessity for services provided, or where the plan has not 
been granted reasonable access to information concerning provider services. 

3) Require providers to: 

a) Reimburse plans for overpayments within 30 working days of receipt by 
the provider of a notice of overpayment unless the overpayment is 
contested by the provider within the 30 working days. 

b) Pay interest at 10% per annum for overpayments not reimbursed within 
the 3~-day period. 

FISCAL EFFECT 

None 

Diane Griffiths 
445-7440 
9/14/89:ashwi 

AB 865 
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, 
BILL· AftjAL VSIS 

THIS SECTION TO BE FILLED OUT BY au 
DHS AlllenIMftt 

0, Os 

Bill S""y 

Au.or· 

Vrl t 

SpoIIIoMIly . 

California H08piea1 Association 

Asseably Bill (AB) 865 requires health care service plans licensed under the Kncx
Keene Act, insurance plans which provide disability insurance. self-insured employee 
welfare benefit plans, and nonprofit hospital insurance plans licensed under ~e 
Insurance Code to pay a 10 percent per annum interest rate on uncontested claims cot 
paid to their contracting providers within 30 or 45 working days. based on the t:Pe 
of plan. The bill also requires these plans to identify the portions of contes~ed 
claims which are being contested and to state specific reasons for con::esting ~e 
claim. This analysis was prepared on the long fora because the Kay 10 version of 
the bill is the first version to include health ca~e service plans and is theref~re . 
a major change requiring a full analysis. -A.tL. .. ·~ .. o t. ~ AAJ~.-..,;(;-~ +;. il/Il. 
Lelislative Basklround 

AB 865 is sponsored. by the California Associ .. tic· "f Hospitals and Health ~"s~~ms 
(CAHtlS). The CAHHS sees a need to insure that health care plans pay th.:ir 
uncontested claims on time, and to compensate providers when payment is late. 

Prolram Backcround 

The Kedi-Ca~ Program contra~ts with 12 prepaid health plans (PHPs) which are he~~h 
care service plans licensed by Knox-Keene, --to provide -.diu"! -care services t:o 
approximately 240,000 Kedi-Cal beneficiaries. Currently, Ke~i-Cal pays no inter~st 
on late payaents to providers in either the PHP contracting program or the regu2ar 
fee-for-service program. 

Specific Finalnls and Analysis 

AB 865 will impose new costs of doing business on PHPs. These added costs cannot be 
considered by the Department in setting Kedi-Cal capitation rates. For this reas'~n. 
the Bill '·s provisions conflict with the Department' s objective of expanding maniLf'ed 
care under the Kedi-Cal Program. This could make the Kedi-Cal PHP sontract.:'ng 
program less attractive to contractors . 

~~t:lI-47 
Po on 

Oppose 

HAS J~. (12/86) 

.-' 

I Position NOlld 

I Position APpro~ ... ,;. __ 

I PoSItIon DiSlIl'P.c::.·· .. , 

.1 
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BI~ UALYSIS -2- AI 865 
'", .-; 

• ~- . 

This bill is also an effort to legislate .. tters becween two parties to a contract to the benefit of one of the ~t1es. In so do1na. the bUl would set a 10 per cent per annua interest rate on late pa,..nta to providers by health care service plans and place this rate in statute. This is arbitrary and inflexible and done without regard for the changeable nacure of interest rates. The question of whether a PHP should pay interest on late clat.s to providers belongs in the contract negotiations between the plans and the providers. Should providers desire an interest penalty on late· payments they can deuncl contract provisions which require it, or they can refuse to contr~~t witr. the plan all together when the terms of their contracts do not comply with ct.eir needs. 

It is the position «f ~he Department that governaent ...... t not deteraine where, when. or how one party IllUSt do business vlth another unless there is a legitimaloe State interest to protect the public through specific consumer and public health protections, to assure quality of care, or to require professionals and institutions to obtain necessary licenses. 

ReJUlaUons IJII)act 

None. 

Statutorily Mandated Reports 

None. 

Fiscal Impact 
- ~ , .. ---

AI 865 would require prepaid health plans to pay 10 per cent per annum interest on uncontested claims not paid within 30 or 45 days as specified. State Medi-Cal and federal Medicaid Progr.. requirements do not allow for consideration of such costs in the establishment of Hedi-Cal capitation rates paid to the ~lans. As a result, the plans contra('Ung with Hedi-C41 would have to absorb these costs. 

Recommendations: 

Oppose. 

AI 865 increases PHP costs in a manner which is detrimental to the interest of the Medi-Cal managed care objectives and which could make the Medi-Cal PHP contracting less attractive to contractors. The bill ~1so has the effect of legislating. to the advantage of one party to a contractual relationship. what should be a lIatttor for contract negotiation between parties. 

MA-ll.c5 
slm 
06/09/89 
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State of California-Health and Velfare Agency 
BILL ANALYSIS ,<SHQRT f9J,r'll, I Author ll111 NUilber THlS"SgCrION lOBE FiI.Up:':~Ux BY' Q~L ' ,._:'_,_, V_r_i_ah_t~ ____ I __ AB_8_6_5 ___ _ 

.~ 

~~~, ~s~~;nr"'Ot~r I cc IHtlaring DatelAmendment Date =~~~~I~~ __ l €.CO : ~ I_Ka_y_2_5,_1_9_89 ______ -
SELECT ONE Bo."<: 

I_I No analysis required of this bill - not within scope of responsibility of the 
Department 

______ Track for future amendments ___ Request to TOL (uke off list) 
I_I Technical Amendment - No program for fiscal changes to existing program. 

Approved/Recommended position of _______________________________________ ~~--~ 
still valid. III tUnor Amendment 

_X-- Previously submittec approved/recommenced position of oopose ~till valid. Ch3nge in approved/reco~~ended position of eo _____ _ COM.'1~"TS : 

.... The !-lay 25, 1989 amendz:tent to Asse:::bl:: Bill (An) 865 removes the provision in t;-'~ 

bill ... hich requires ",a ten percen~ per annum interest charge on claims which a::e 
coneeseed in error by a health care service plan but leaves the interest charge 0:", 

uncontested claims. This is a mino:: amendment and does not address the Depart:::en!'~ 
concerns with the bill. The bill still increases prepaid health plan (PHP) costs 1:". 

a manner which is detrimental to the interest of the Medi-Cal managed care objeceivez 
and which could make ~he t-ledi-Cal contracting program less attractive to contractors, The bill still arbi~rarily sets a ~en percent per annum interest rate on la~: 

payments to providers by PHPs without regard to current rate!; of return in the wa rkl! 

place and inappropriately uses government to inter'Jene iIi ... hat is ,";scntia II' .. 
business dispute. It is the posit:ion of the Departmen: I b.-a: r,overnr!wnr mw,' c;r,' 

de~ermine where, when, or hov one par~y must do bu:;iness with ;Jnothpr ur,If'!;'; U."/'· j 

a legi~imate Sta~e interest to protect the public thrrllll',l. !;peci.fic 'OIl';lIm'" 

public health protections, to assure quality of Coln', or tfJ , "'Iuir,' prnf'·~,~,I()II".' 

instit~tions to obtain necessary licenses. 
The Department's previous position of oppose is sti'1 valid 

I Da.te IAgency 

t-lf-t7', --------

~-

11>,.1. 

I 
I 
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~'~~d~'~~11z~ health care --'~4C*~~1~~~ insurers an4 nonprorit. ~djiail V.l.illlll., are COfttestill9 a cla1a to idelltl~ contested and apec~ the reatIODa. accrual o~ interest at 10 perceDt portion o~ the claba is nQt paid vttlLlLII 
·;·-'UALYSXS 

B:Dd 

.. . ':~:'. "'. .....~:. . '0:::, The interest o~ the Depart.a8nt of Col.~ ill this bill is liJa~ted to its ilIlpact on SCSPs, whlch are~1:8gaJ.ated by tile Deparblent under the Knox-Keene Bea.lth care service Plan Act of 1975. The Department defers to the ~ or ZnsQranco with reqard to those portions of the b~ll .f.lectiD) the InSUrance Code. 
. 

, 

CUrrent law requires BCSPs to pay clam. _later tbaD .. 30 ~rJdnq days. (45 working days ror rederally liOMJ·.~ Ma1th ~ orqanizatioDS) atter receipt. This bUl ~t~-·tbat'l~~n, but, in addit~on, provides.-that it tlwK. ~tOQaea4IJ,.i.'.Dot .et in the case o~ uncontested claJas, ~'sball ~ at the rate o~ 10 percent per annum begi.nDi.J19 vttll the fi~ calendar day after the applicable 30 or 45 da7~.periocl.:···~j. 
CUrrent law requires BCSPs to notify claiaants 1D writ~ within 30 wor~:'''lq days if a claiJa or portion thereof is contested._ lJbi5 bill would require that notice to identity tb8 portion. of: the claim that is contested and the specific r.asans for contesting the elaa. 

B. ~ 

There will be no cost to the Departaant of cor:poration8 .. a .: result of this bill. There could be a coat to health can' •• rvice plans if they do not pay clatas 1n a tt.ely .. nner and tbia cost could be passed on to the public. It lIbould be noted that the 

~ _____ ---I POSmON AfPR()V!D 
~!IIIIi6~~I!IIII~~Jm.~ln..--, _____ !_9....:f98t=:"'-_---1 POSmOND'SAPPAOYED 

OP 500.297 (t/SS) 8Y: ____ DATl: __ --
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· '" ".' 

".' 

AS 865 
5-10-89 & 
5-25-89 

;~. , 

'l'bis bUl is """1oU!I apc .. onlG 

Hospital. aDd - ..... .- SJr-=-.~ 

o({; ..... =J:~!IIId:~: do DOt 

~L4~ ...... ~_tba.. 

tbe' cal t fomia Aaoc:iation of 
bill is AS 2414. 

Reither __ ~. .. lad tbia bUl with the 
autla.:tr'. aide indicated 

is,::aw13g!e IICSPa and 
_.c:Il _-....u' be paid to 

,1D1t811lt '~ the 
da.~~__ and provide 

"~··~l08. deadlines for 

TIle bill is supported by mmeroas hallpltals vtdcb provide service 

to plans and diaabUity iDaunrs &J"«"f'1!p8ftd GIl thea for paT'le>nt. 

It is beiDq opposed by thea.isociat1.alt:Of california Life 

InsuraDCe co.panl... 110 otll8r .~' aad opposition is known. 
" P'-.,· ... f:, 

RBAS01IS !'OR ~c:at' 
:~.-

~ .,' 

,', 

The ~1?,~ a plt1aa, ~.iQUJtiW. on this bill 

because it vill not iJIpact 'the abill~~~of . the Deparblent to 

regulate HCSPs under the SDox-Jteen8":.ACt.. lIhile the 10 percent 

interest penalty _y exacubate the Pabl- of fiscally troubled 

HCSPs, to the extent the bill will ~qe ca.pliance with the 

law ~ pro~t pay.ent of claias, it~vill pr •• erve accessibility 

to health care aervices for earoll ... b8cauae providers are more 

likely to see patients vhei~.tbey are'~ideDt of prompt payment_ 



Provided by Legislative Research Incorporated (800) 530-7613 1989-968   Page 161 of 209

• 

• 

• 

·PbBLle··IIIPLODIS~· ~. nftDI 
.. ··U8t:-tO aGor.Aa: assta. . '-' 

BILL AllALl8IS 

PaS lOSI'fIOR: SUPPORT 

'fbi. bill would require that .v.ry .. If-inaured .-ploy .. welfare benefit plan 
aDd aoaprofit ~ital .. rvice. plan DOtice a cl.i-.nt witbin 30 working days 
(or t5 day. if the plan is • he.ltb _lDteaaDCe organization) that a claim is 
bei .. COIlt •• ted, identify the portion of tile claim that is cont •• ted and 
.pecific r •• son. in cont •• ti... It voald .lso provide that, if • noncontested 
or .rroneou.ly CODt.sted cl.i. that i. DOt r.t.buraed witbin tbe tiae 
li.it.tion (30 working day.), iat.r.st shall accru •• t tbe rat. of 10' per 
annua beginning witb tb. first caleadar day .fter tbe 30 or 45 working-day 
period. 

BACKGkOURD 

Section 10123.13 of tbe In.urance Code r~'ir, : ~,n.urer. to reillburse r.l<, .dIS a~ 
soon •• practical, but no later than 30 working day. after receipt of the clai~ 
by insur.r un1e.s tbe cl.i. or portion thereof i. conte.ted.' If contested, th~ 
claiaant .hall be notified in writing witbin 30 working days. The current PER~
Care •• If-inaured plan require. that 85' properly ~leted claims will be 
proce.sed in ten working day •• s r.flected ia • perforaance clause within tt~ 
contract witb tb. cl.i ... daini.tr.tor. 

'fbi. bill would require iater.st to be paid on uacontested claims not 
r.iabur.ed witbin 30 or 45 workiqp,d.,. .ft.r receipt. 

'fb. definition of a cont.st.d cl.i., or portion tbereof, includes situations i:,:
whicb tbe in.urer or plan ha. not rec.ive4 • coapl.ted cl.i. and all 
information nec •• sary to d.t.r.i .. payer li.bility for the clai., including b~~ 
not li.lt.d to, r.ports of lav •• tig.tiOGs CODc.rning fr.~d or 
.i.repr ••• nt.tion, and aec •••• ry con •• nt., r.l ••••• , .nd ••• ignments, or a 
claim or .ppeal. 

Unknown. Howev.r, •• vlnV •• ccru.d by bosplt.lI .itb.r through Increased cash 
flow. or by reducing the ca.h conv.r.lon cycl. will ultl_t.ly be passed on to 
the conau .. r, i ••• , PERI b.alth progra •• 
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SENATE INSURANCE, CLAIMS AND CORPORATIONS COMMITTEE 

SENATOR ALAN ROBBINS, CHAIRMAN 

ASSEMBLY BILL NO. 865 (Wright) As Amended August 21, 1989 
Health &. Safety Code 
Insurance Code 

Source: California Association of Hospitals & Health Systems 
Prior Legislation: AB 4206 (Peace) Chapter 957, Statutes of 1986 
Support: Centinela Hospital Medical Center 

Treatment Centers of America 
Bellwood Health Center 

Opposition: Association of California Life Insurance Companies 
Blue Shield of California 
Department of Health Services 

Interest: Department of Insurance 
Department of Corporations 

SUBJECT 

ASSEMBLY BILL NO. 865 

Requirement that insurers and plans pay an interest rate charge on 
uncontested health care claims which remained unpaid beyond a specific time 
period with commensurate requirements in overpayment situations. 

DIGEST 

1J Description: This bill requires every health care service plan, 
indemnity insurer, nonprofit hospital service plan, and a self-insured 
employee welfare benefit plan not subject to the Employee Retirement 
Insurance Security Act of 1974 (ERISA), which provides either individual or 
group coverage, to be liable for the payment of interest at the rate of ten 
percent per annum on monies owed to a professional or institutional 
provider on any portion of a submitted claim which is uncontested . 

. If an uncontested claim or the uncontested portion is not reimbursed by 
delivering to the claimant's address the monies within 30 working days or 
within 45 working days with respect to a health maintenance organization, 
interest at ten percent per annum shall commence accrual. 

Regarding a claim, the claimant must be notified in writing within 30 
working days that it is contested or denied. This notification shall 
identify the portion which is under dispute and the corresponding reasons. 
An entire or portion of a claim is defined as reasonably contested where 
the insurer or plan has not received'a completed claim and all information 
necessary to determine liability for payment. The information includes 
matters· of fraud, misrepresentation, consents, releases, assignments, claim 
on appeal, and medical necessity. 

Regarding overpayments, if a provider is determined to be overpaid by a 
plan or insurer, a written notification on the particulars is required. 
The provider has 30 working days in which to rei~burse the plan or insurer, 
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unless it is contested. If contested, the plan or insurer must receive 
written notification of the specific details of contestability within 30 
working days. A provider is subject to the identical interest penalty in 
cases where the overpayment for the uncontested portion of the claim is not 
received within a 30 working day period. 

A self-insured employee welfare benefit plan subject to ERISA is exempt 
from all of the provisions of this bill. A health maintenance organization 
is defined as a nonprofit hospital service plan or a health care service 
plan. 

2] Background: Current law requires health care service plans, indemnity 
insurers, self-insured employee welfare benefit plans, and nonprofit 
hospital service plans to provide claim reimbursement as soon as practical 
but no later than 30 working day after claim receipt unless it is 
contested. For health maintenance organizations, which are either a 
nonprofit hospital service plan or a health care service plan, the 
timeframe period is 45 working days. 

This requirement applies to either an in-state or out-of-state claim. A 
health care service plan must demonstrate to the Corporations Commissioner 
that a prompt payment or claim denial procedure meeting federal regulation 
exists as part of its operations. 

Current law does not contain any monetary sanction to be assessed on any 
party involved in the submitted claim process. 

FISCAL EFFECT Fiscal Committee: No 

STAFF COMMENTS 

The sponsor contends that this measure is needed because of widespread 
disregard for the existing statute requiring claim reimbursement within a 
specified time period. This is occurring because there is no effective 
sanction for violations. The bill's effort to cure this disregard is in 
the form of a sanction which provides for payment of interest on 
outstanding balances. 

PropoRents contend: 1) reasonable prompt payment of claims is essential to 
professional provider financial viability; and, 2) with technological 
innovations in health care delivery, costs are mounting and the need for a 
good faith effort in claims payment is essential to maintain adequate cash 
flow for institutional providers. 

The sponsor has met on a number of occasions with the opponents to resolve 
key differences. It appears that final resolution has not yet been 
attained over the issue of rea~onable access to information concerning 



Provided by Legislative Research Incorporated (800) 530-7613 1989-968   Page 165 of 209

Senate Insurance, Claims and Corporations 
Assembly Bill No. 865 
Page 3 

provider services, to wit financial audits, because of concern over 
possible "fishing expeditions" by insurers and plans in an audit review of 
the providers' claims. 

The opponents contend: 1) the ten percent per annum interest rate is 
arbitrarily established without regard to current interest rate structures; 
2) there is an inappropriate use of government, i.e. the Medi-Cal Program, 
to intervene in essentially a business dispute; 3) failure to pay an 
uncontested claim in the specified time period will have a detrimental 
impact on the Medi-Cal Program's managed care objective and result in loss 
of program contractors; 4) without access t.o documents in a reasonable 
manner, which is essential for any payor to determine its liability, the 
use of the financial audit that has proven successful in this regard will 
be severely thwarted. 

In response to a suggestion by the Committee staff, the sponsor is 
preparlng a technical amendment for submission by the author at the 
heari ng. Thi s amendment vii 11 cl arify the poi nt in time at whi ch the 30 
working day period commences for purposes of notifying the claimant in 
writing that a claim is contested or denied. 

The sponsor is considering suggestions by Committee staff that should this 
measure be enacted future legislation should be developed to provide for an 
offset when a provider is owed money and liable for an overpayment 
involving the same insurer or plan. Further, future legislation may be 
needed to properly interface the solvency provisions of the Knox-Keene 
Health Care Service Plan Act of 1975 with situations where an overpayment 
exists between a plan whose tangible net equity may be of concern and there 
is a liability owing from a provider. 

NOTE: Four author's amendments were adopted as follows: 

1. Responded to committee staff suggestion that a time certain is needed 
. to determine when the 30-day period commences for claimant notification of 

claim status. 

2. Removed all references to a self-insured employee welfare benefit plan 
exempted from the provisions of the bill if it is exempt from ERISA. 

3. Removed any penalty sanction on a portion of an uncontested claim. 

4. Redefined reasonably contested tQ include reasonable access to 
information concerning provider services. 

SAL BIANCO 
Consultant 

08/23/89 

ASSEMBLY BILL NO. 865 
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• • 
Health Insurance Association of America 

Mr. Salvatore Bianco 
Consultant 

June 19, 1989 

Senate Insurance Claims and Corporations Committee 
state capitol 
Sacramento, California 95814 

Dear Sal: 

Thank you very much for taking time out of your very busy 
schedule to meet with me on June 15 regarding concerns with 
AB-865 and AB-2474 regarding claims practices. 

I would like to give you the opportunity to see a commercial 
health insurance company claims operation. Please contact me 
when you will be in the San Fernando Valley area so that I can 
set up a demonstration of claims payment for you. I would 
appreciate advance notice along with several alternate dates. 

If after reviewing the materials I left with you, you have 
any questions or would like further information regarding the 
problems we've expressed, please do not hesitate to contact me. 

Again, thank you very much for taking time out of your very 
busy schedule to meet with me. 

JAM:mlp 

cc: Brent Barnhart 

Sincerely, 

J~a Meisels 
Deputy Director 

6052 Hackers Lane Agoura Hilis, CA 91301-14lO 818/991-6817 
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PlfIC 

• 
Bellwood ______________ _ 
Health-
----------~----.-----~.----~'-

Mr. Sal Biano, Consultant 
Senate IC&C Committee 
State Capitol, Room 5122 
Sacramento, .CA 95814 

Dear Sal: 

-/ ,BOO Woodruff I\vonllo 
DEdltlowe!r, California 90706 

(213) 925--9913 
(711) 952-3463 

June 26, 1989 

• 

RE: AB 865 Wright 

Reasonably prompt claims payment for services rendered by 

health facilities is essential to their financial viability. 

Accordingly, we SUPPORT this bill. 

cc: Hon.C.Wright 
Mr.D.Topper,Paracelsus 
Mr.J.Sharp,Bellwood 

Cordially, 

~~ 
Herbert Darken, Ph.D. 

A Facility of Parace/sus Healt/lGare Corporation 
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Mr. Sal Bianco, Consultant 
Senate IC&C Committee 
State Capitol, Room 5122 
Sacramento, ,CA 95814 

Dear Sal: 

• 
June 26, 1989 

RE: AB 865 Wright 

TREATMENT 
CENTERS . 
OFAMERlCA 

Reasona bly prompt claims payment for ser vice s re nd er ed by 

health facilities is essential to their financial viability. 

Accordingly, we SUPPORT this bill. 

cc: Hon.C.Wright 
Ms.E.A.Rose,TCA 

Corporate Offices 
LifePLUS Plaza 
6441 
Coldwater Canyon 
North Hollywood 
CA 91606 
8181769-3915 

Cordially, 

Herbert Darken, Ph.D. 
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• • A. Association of California Life Insurance Companies 

BRENT A. BARNHART 
COUNSEL & SECRETARY 

July 10, 1989 

Assemblywoman Cathie Wright 
Member, California State Assembly 
State Capitol 
Sacramento, California 95814 

Dear Assemblywoman Wright: 

Re: AB 865 & AB 2474 
OPPOSE 

The Association of California Life Insurance Companies 
(ACLIC) respectfully opposes AB 865, which would: (1) Compel 
health plans to notify providers of the specific portion of a 
claim for health care services which is being contested, and 
(2) Would require the payment of interest where a claim is not 
reimbursed wi thin the statutory 30-day time limi t for paying 
claims. We also oppose AB 2474, which would compel insurers 
to pay "major" portions of claims when there is justification 
solely for contesting a "lesser" portion of a claim .. 

As presently written, the bill addresses only one side 
of claims payment controversies. No consideration should be 
given to imposing additional burdens upon health insurers and 
health maintenance organizations (HMO's) until equal 
consideration is given to compelling providers to supply 
payors with sufficient information to justify their claims. 
Under current practice, many hospi tals deny payors access to 
evidence which sUbstantiates their claims for payment for 
services. 

I 

Only when all such payment issues are addressed should 
legislation move forward which adds further provisions to the 
law which compels accelerated payment of providers. 

BAB :ip 
0069b 

ent A. Barnh 
Associate Counsel 

cc: All Members, Senate ICC Committee 
Sal Bianco, Consultant, Senate I.C.C. Committee 

1400 K STREET, SUITE 208 • SACRAMENTO, CALIFORNIA 95814 • (916) 442-3648 • FAX (916) 442-1730 
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Centinela Hospital Medical Center 
a nonprofii medical fociliiy 

Official Hospital for the 1984 Olympic Games 

July 27, 1989 

The Honorable Alan Robbins 
California State Senate 
P. O. Box 942848 
Sacramento, CA 94248-0001 

Dear Senator Robbins: 

RUSSELL S. STROMBERG 
PRESIDENT 

Assembly Bill 865 by wright will soon be presented for a vote 
before the Senate Insurance, Claims & Corporations Committee. 
On behalf of Centinela Hospital Medical Center, I would respect
fully ask that you consider an aye vote. 

Hospitals are striving to provide state-of-the art services 
and technology in the face of mounting costs and growing 
numbers of uninsured patients. When uncontested claims are 
submitted to insurers, we expect a good faith effort on 
their part with regard to payment. The reality is, however, 
that payments are not made in a timely manner; that it is 
the exception not the rule that payments are received within 
a month. 

Hospitals are reaching out to the legislature to help pro
vide some leverage to sustain an adequate cash flow level. 
There is no valid reason for withholding payments for such 
unreasonable lengths of time. 

Please pass AB865. 

Sincerely, 

.' /} j-.L---- fl 
~1.,~-/rJ,-.-£'-~1')...',{/~/ 

Russell S. Stromberg 
President 

RSS:khl 

AB865 

555 EastHardy St, 0 po. Box 720 0 In:glewood, California 90307 0 (213) 673-4660 
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Senator Alan Robbins 
Room 5114, State Capitol 
Sacramento, CA 95814 

fll .. UF. 

21 August 1989 

Re: Assembly Bill 865 (Wright) 

Dear Senator Robbins: 

• 
FHf'.NCj~~CU, C/::', 

II ef.l, ~),1120··}'!cn 

Blue Shield opposes AB 865 which is set for hearing before the Committee 
on Insurance, Claims & Corporations on August 23. 

This bill requires health plans to pay "claims or any uncontested portion of 
any claim" within 30 working days after receipt of the claim, and notify the 
providers within the same time as to which parts of the claim are being contested 
and the specific reasons therefor. If an uncontested claim is not reimbursed within 
30 working days after receipt, interest shall accrue at the rate of 10% per annum. 

AB 865 is directed solely at insurance companies and health care service 
plans and establishes no requirements for hospital bills to reflect accurately the 
cost of the care received or to produce supporting information or to permit audits 
for verification. When over-payments have been verified, timely refunds should be 
required. 

Blue Shield opposes AB 865 as it presently reads and urges your NO vote . 

. ' 
Gibson Kingren 

cc: Hon. Cathie Wright .. 



Provided by Legislative Research Incorporated (800) 530-7613 1989-968   Page 173 of 209

j 26L 

MEMBERS 

JIM NIELSEN 
VICE CHAIRMAN 

ED DAVIS 
WADlE DEDDEH 
JOHN DOOLITTLE 
CECIL GREEN 
BARRY KEENE 
DAN McCORQUODALE 
JOSEPH MONTOYA 

MEMO 

TO: 

FROM: 

RE: 

• 
<!California JLegislature 

SENATE COMMITTEE ON 
INSURANCE, CLAIMS AND CORPORATIONS 

AR 

SB 

AB 865 (Wri ght) 

ALAN ROBBINS 
CHAIRMAN 

September 5, 1989 

JIM CATHCART 
CHIEF CONSULTANT 

SAL BIANCO 
PRINCIPAL CONSULTANT 

LEAH CARTABRUNO 
ASSOCIATE CONSULTANT 

MAUREEN BROOKS 
COMMITTEE SECRETARY 

ROOM 5122 
STATE CAPITOL 

SACRAMENTO. CA 95814 
(9161 445-0825 

Assemblywoman Wright's office asked if you would carry AB 865 on the Senate 
Floor. It will need to be amended to avoid a chaptering out problem witb 
our SB 439 which is on the way to the Governor. 

AS 865 is sponsored by the hospitals, and in its amended form has no 
opposition. The chaptering out amendments should be ready within the next 
few days. 

Attached is a copy of the bill and ICC analysis. 

(~Yes, I will carry the bill for Wright. 

( ) No, Have her find another author. 

SB/mv 

Attachment 

.' 

0' 
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SUBMITTED BY 

89 023716 

SUBJECT OF BILL: 

Health insurance. 

• Robbins 

SENATE FLOOR AMENDMENTS 
Committee Analysis 

Subject of Amendments: 

• BILLAB 865 

AUTHOR Wri ght . 

Were these amendments discussed in committee? Yes 

If so, did the committee defeat the amendments? No ----
, 

Amendments are: Technical ~ Substantive - Re-write - New Bill 
circle applicable description) 

ANALYSIS: ,pI 

These amendments double join the prOV1Slons of this bill with the 
provisions of SB 439 (Robbins) to prevent a chapterin9 out problem. 

By Insurance, Claims & Corp / Sal Bianco Received by SFA 
Name, of Committee Consultant -----

\ 

Upon completion, please return'to: Rick Rollens or David Wilkening 
Room 3189 

rev. 9/88 
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( 
• • 

Amendments to AB 865 as Amended August 21, 1989 
Author's Amendments 

/09-
Amendment 1 

Page 2, line 14, before the period insert: 

after receipt of the claim by the health care service plan, or if 
the health care service plan is a health maintenance organiza
tion, 45 working days after receipt of the claim by the health 
care service plan 

Amendment 2 ~ V 
Page 3, lines 38-39, delete: 

and every self-insured employee welfare benefit plan 

Page 4, line 4, delete: o~ 

171<.. plan 

Amendment 3 

olt
Amendment 4 

Page 4, line 7, before the period insert: 

(~ after receipt of the claim by the insurer 

f ""'.1. ... 

Amendment 5 o\t,...-' 
Page 4, line 26, delete: 

011. plan 

Amendment 6 
Page 4, line 33, delete: 

or plan 

Amendment 7 
Page 4, lines 35-39, delete: 

o)L-

This section does not apply to self-insured employee welfare 
benefit plans if the provisions are in conflict with the Employee 
Retirement Income Security Act of 1974 (29 U.S.C.A. Sec. 1001 et 
seq.).-

.' 
oIL--

Amendment 8 
Page 5; lines 3-4, delete: 

or a sel£-insured employee welfare benefit plan 
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AB 865 
Page 2 

• 
olv Amendment 9 

Page 5, lines 10-11, delete: 

or self-insured welfare benefit plan 
o \t-

Amendment 10 
Page 5, lines 14-15, delete: 

or self-insured welfare benefit plan 
oV

Amendment 11 
Page 5, lines 25-27, delete: 

• 

This section does not apply to overpayments by self-insured 
employee welfare benefit plans which are not subject to section 
10123.13. 

Y
Amendment 12 0 

Page 6, line 1, before the period insert: 

after receipt of the claim by the nonprofit hospital service 
plan, or if the plan is a health maintenance organization, 45 
working days after receipt of the claim by the nonprofit hospital 
service plan tt: 

•• 

" ; 
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• • 
ACLIC Revision of Sections 10123.13 & 11512.180 in AB 865: 

{As ye9g, i~ For the purposes of this section, a 
.[oon-best9QJ claim, or portion thereof, -H:R~S situatioFl:8 
~~ \I1h~ is reasonably contested where the insurer or plan 
has not received a completed claim and all information ) 
necessary to determine payer liability for the claim, or has 
not been granted reasonable access to information concerning 
provider services. "Information necessary to determine payer 
liability for the claim" includes but is {inBluding hut3 not 
limited to, reports of investigations concerning fraud or 
misrepresentation, and necessary consents, releases, and 
assignments, or a claim on appeal. 

#0158b 

.' 

.. 



Provided by Legislative Research Incorporated (800) 530-7613 1989-968   Page 179 of 209

• 
STATE OF CALIFORNIA-HEALTH AND WELFARE AGENCY 

DEPARTMENT OF HEALTH SERVICES 
714/744 P STREET 

SACRAMENTO, CA 95814 

(916) 324-1003 

The Honorable Cathie Wright 
Member of the Assembly 
State Capitol, Room 3126 
Sacramento, CA 95814 

Dear Ms. Wright: 

• 
GEORGE DEUKMEJIAN, Governor 

August 7, 1989 

OPPOSITION OF ASSEMBLY BILL 865 (MAY 25, 1989 VERSION) 

I regret to inform you that the Department opposes Assembly Bill (AB) 865, 
May 25, 1989 version. AB 865 still requires health care service plans 
licensed under the Knox-Keene Act to pay a ten percent per annum interest 
rate on uncontested claims not paid to their contracting providers. This 
will still increase prepaid health plan (PHP) costs in a manner which is 
detrimental to the interest of the Medi-Cal managed care objectives and 
which could make the Medi-Cal contracting program less attractive to 
contractors. 

The bill still arbitrarily sets a ten percent per annum interest rate on 
late payments to providers by PHPs without regard to current rates of 
return in the market place and inappropriately uses government to intervene 
in what is essentially a business dispute. 

If you have any questions regarding the Department's opposition to AB 865, 
please contact me at 324-1003. 

Sincerely, 

Mary J. 
Acting Deputy Director 
External Affairs 

.0 

", 
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• • ST ATE OF CALIFORNIA 

OFFICE OF LEGISLATIVE COUNSEL 

J1..1.1'/ 20, 19:39 

Honor Ie Cathie Wright 

-Conflict 

The above measure, introduced by you, which is now set for hearing irythe 
senate Insurance, Claims and Corporations Committee V 

appears to be in conflict with the following other measure(s): 

ENACTMENT OF TIlESE MEASURES IN TIlEIR PRESENT FORM MAY 
GIVE RISE 1'0 A SERIOUS LEGAL PROBLEM WHICH PROBABLY CAN BE 
AVOIDED BY APPROPRIATE AMENDMENTS. 

WE URGE YOU 1'0 CONSULT OUR OFFICE IN mls BEGAIID AT YOUR 
EARLIEST CONVENIENCE. 

cc: Committee 
named above 

Each lead author 
concerned 

• 
Very truly yours, 
BION M. GREGORY 
LEclSLAnVE CoUNSEL 

.. C22t).C 
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STATEMENT FOR ASSEMBLY BILL 865 

ASSEMBLY BILL 865 WILL SIMPLY REQUIRE INSURERS TO PAY 10 
PERCENT INTEREST ON CLAIMS THAT ARE NOT PAID WITHIN 30 DAYS. 

CURRENT LAW REQUIRES INSURERS TO REIMBURSE CLAIMS WITHIN 30 
DAYS OR 45 DAYS FOR HMO'S (HEALTH MAINTENANCE ORGANIZATIONS). THE 
PURPOSE OF AB 865 IS ENCOURAGE COMPLIANCE WITH CURRENT LAW BY 
PROVIDING A DETERRENT FOR THOSE WHO DISREGARD CURRENT LAW. 

THE BILL ALSO REQUIRES THAT CLAIMS BEING CONTESTED, INCLUDE 
THE REASON FOR CONTESTING AND THE PORTION BEING CONTESTED. 
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• • 
Problems from Payers Point of View 

1. DELAYS IN AUDIT DATES 

2. CHARGING FEE TO PROVE HOSPITAL BILL IS ACCURATE 

3. DELAYS IN RESOLVING AUDITS 

4. OBTAINING REFUNDS 
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5/26 to 

2/23/87 

2/26 to 

3/6 and 

5/4/87 

5/11/87 

5/15 to 

6/4/87 

8/20/87 

10/6/87 

10/8/87 

11/12(87 

11/28/87 

12/30/87 

12/31/87 

1/8/88 

1/9/88 

• 
6/12/86 

3/3/87 

4/6/87 

6/30/87 

• 
CONFINED 

$40,663.75 BILL REC'EIVED 

PAID $35,063.75 paid 86% of 
5,600.00 (Pending Audit) total 

AUTHORIZATION REQUESTED 

AU'THORIZATION RECEIVED 

AUDIT ORDERED 

ATTEMPTS TO SCHEDULE AUDIT 

AT HOSPITAL DEMAND, PAID $4,381.00 
LEAVING BALA~CE OF 'J,219.00 
(i.e. 98% of Bill) 

AUDIT SCHEDULED 14 mos. post confinement 
5 mos. post request 

AUDIT COMPLETED AND AGREED TO $2,284.49 
IN UNDOCUMENTED CHARGES 

REQUEST FOR OVERPAYMENT OF 
$1,065.49 

FOLLOW UP ON OVERPAYMENT 

FOLLOW UP ON OVERPAYMENT 

ATTORNEY BILL FOR $3,500.00 hospital attny 
when they owed 

RESPONDED ins. co. 

FOLLOW UP ON OVERPAYMENT with CEO of hosp. 

REFUND RECEIVED 

'~------------,----_/ 



Provided by Legislative Research Incorporated (800) 530-7613 1989-968   Page 184 of 209

HOSPITAL 

2/13/87 

5/14/87 

5/20-26/87 

6/4/87 

6/12/87 

7/7/87 

8/1/87 
9/18/87 

z 

4/15/87 

10/1; 10/15; 11/4 
1/4/88 

• • 
TOTAL CHARGES $79,000 ( One Case) 

DATES OF CONFINEMENT 

BILL RECEIVED IN CLAIM OFFICE 

BILL REVIEWED BY SUPERVISORS AND 
HEALTH CARE RESOURCES PERSONNEL 

$45,561 OF BILL,PAID WITH ADDITIONAL 
BENEFITS PAID ON SEPARATE DRAFT 

$31,540.75 ADDITIONAL PAYMENT MADE 
FOR A TOTAL PAYMENT OF $77,101.75 (98%) 

BILL SENT TO AUDIT COMPANY 

AUTHORIZATION UNACCEPTABLE TO HOSPITAL 

FOLLOW-UPS TO MAKE AN APPOINTMENT 

AS OF THE END OF FEBRUARY NO APPOINTMENT HAD BEEN SCHEDULED BY THE HOSPITAL 

ONE YEAR POST CONFINEMENT AND 8 MONTHS AFTER RECEIPT OF 98 % OF PAYMENT 

3/24/88 

5/12/88 

5/27/88 

HOSPITAL GAVE APPROVAL FOR AUDIT 
13 MONTHS AFTER BEGINNING OF CONFINE
MENT AND 8 MONTHS AFTER INITIAL REQUEST 

AUDIT PERFORMED ON DATE SET BY HOSPITAL 
FOUND OVERPAYMENT OF $3940 

REQUESTED REFUND STILL AWAITING REPLY 

PATIENT HAD TWO OTHER CONFINEMENTS AT SAME HOSPITAL DURING THIS TIME 
FRAME. INSURER WAITING FOR At:;JDIT APPROVAL FROM HOSPITAL FOR THOSE 
CONFINEMENTS 

2/1/89 RECEIVED REFUND FROM HOSPITAL 2 YEARS 
POST CONFINEMENT AND 19 MONTHS POST 
AUDIT REQUEST AND 8 MONTHS POST AUDIT 
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• 

INSURANCE COMPANY A NORTHERN CALIFORNIA 

48 AUDITS IN HOSPITALS WHICH CHARGE AUDIT FEE NET SAVINGS $60,197 

36 CASES IN HOSPITALS WHICH DO NOT CHARGE AUDIT FEE NET SAVINGS $26, 198 

ONE-THIRD GREATER SAVINGS IN HOSPITALS WHICH DO CHARGE THAN THOSE WHICH DO NOT 

REFUNDS TAKING ONE PLUS YEAR TO OBTAIN FROM HOSPITALS 

FIRST QUARTER 1988 SAVINGS 19.2 % OF AUDITED AMOUNT 

INSURANCE COMPANY B 

144 AUDITS IN CALIFORNIA NET SAVINGS $195,369 

AVERAGE SAVING/AUDIT $1400 

RULE OF THUMB: NOT TO AUDIT UNLESS SAVE $2.20 FOR EVERY DOLLAR EXPENDED 

RESULT: ACTUAL SAVINGS $3.00 FOR EVERY DOLLAR EXPENDED 

INSURANCE COMPANY C 

1987 AUDITED $2,939,143 

SAVED $ 299,997 

SAN FRANCISCO AREA 
II II 

10.2% 

AUDITED $264,024 

SAVED $ 58,423 22.1% SAVINGS 
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DATA FROM INSURANCE COMPANY B 

HOSPITAL Z AUDITED $12,291 SAVED $7,063 CHARGES FEE FOR AUDIT 3-5 MONTH SCHED. 

HOSPITAL Y AUDITED $9,844 SAVED $5,909 " 2-3 MONTH SCHED. 

.HOSPITAL X AUDITED $7,557 SAVED $4,614 " 30-45 DAYS SCHED. 

HOSPITAL V AUDITED $6,500 SAVED $4,135 " 30 DAYS SCHED. 

HOSPITAL U AUDITED $9,803 SAVED $6,688 " 3 - 4 MONTH SCHED 

HOSPITAL T AUDITED $8,327 SAVED $4,739 " 30-45 DAYS SCHED 

AVERAGE SAVINGS THROUGHOUT CALIFORNIA $2.07 FOR EVERY DOLLAR AUDITED 

• AVERAGE REDUCED CHARGE AS A RESULT OF AUDIT/REVIEW $977 

HOSPITAL R AFTER FOUR MONTHS HOSPITAL NON.RESPONSIVE TO INSURANCE COMPANY G'S REQUEST FOR 

$5,000 OVERPAYMENT--- INSURANCE COMPANY G SENT BILL TO COLLECTION - HOSPITAL 

REFUNDED OVERPAYMENT WITHIN TWO WEEKS 

- "SAVED" MEANS UNSUBSTANTIATED CHARGES 
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• • 
INSURANCE COMPANY E 

FOURTH QUARTER 1987: UNDER CHARGES $8,912.06 

OVER CHARGES $157,987.51 
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• 1988 AUDITS • 
INSURANCE COMPANY N 

212 AUDITED CLAIMS CALIFORNIA 

$7,779,000 AUDITED 

$ 837,000 NET SAVINGS (Over and under charges netted out and cost 
of audit subtracted) * 

10.76% SAVINGS 

INSURANCE COMPANY M 

50 AUDITS UNDER CHARGES AMOUNTED TO MORE THAN OVER CHARGES 
CALIFORNIA) ON 13 AUDITS: OVER CHARGES AMOUNTED TO MORE THAN 

UNDER CHARGES ON 37 AUDITS 

$2,119,468.62 AUDITED 

$ 54, 495.69 NET SAVINGS * See defination above 

2.57% SAVINGS 

INSURANCE COMPANY L 

353 AUDITS CALIFORNIA 

$8,500,000 AUDITED 

$ 186,000 NET SAVINGS * See defination above 

INSURANCE COMPANY K 

111 CLAIMS 

$ 1,963,600 AUDITED 

$ 191,100 NET SAVINGS 

9.7 % SAVINGS 

1853 CLAIMS 

$33,154,000 AUDITED 

$ 2,256,000 AUDITED 

6.8 % SAVINGS 

2.19% SAVINGS 

CALIFORNIA 

# Cost of audit not subtracted; cost is 1.5% of 
amount audited 

NATIONAL INCLUDING CALIFORNIA 

# see above for defination 
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SOME ADDITIONAL REASONS INSURANCE COMPANIES NEED ACCESS TO PATIENT MEDICAL CHARTS 

INSURANCE COMPANY K 

FRAUD INVESTIGATION 3918 CLAIMS $1,983,400 

PREEXISTING INVESTIGATION 44989 CLAIMS $9,092,000 

MEDICAL NECESSITY OF SERVICES 3188 CLAIMS $1,043,200 

SAVINGS DO NOT INCLUDE COST OF INVESTIGATION 

CLAIMS ARE NATIONAL INCLUDING THOSE IN CALIFORNIA 

SAVINGS: $1,810,000 91% 

SAVINGS: $8,384,200 92% 

SAVINGS $900,100 86% 

e 

• 
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, DANIEL FREEMAN 
.' , .' '. HbsPITALS. INC 

DANIEL FREEMAN 
MARINA HOSPITAL 
DANIEL FREEMAN 
MEMORIAL HOSPITAL· 

A car.t Healt~. C~re Corp. " • 
6320 .AI a Circle 
Los Angeles, CA 90045 
(213) 215-0919 ;,; 9 G 3 2 

* REMINDER TO ALL THIRD PARTY PAYORS 

• 
Please be advised that our credit policy allows for insurance 
companies to pay claims presented in a reasonable time frame. 

After sixty days with no payment. we \'lill immediately look to 
the patient/policy holder for payment in full. We would, 
therefore, appreciate your processing this claim within thirty 
days. 

Our audit policy is the following: 

(1) An audit will not be scheduled until a mlnlmum payment 
of at least eighty percent (80%) of charges is received 
by the hospital. 

(a) If eighty percent (80%) of charges' is received, 
the audit fee is $200.00. 

(b) If ninety percent (90%)~f charges is received, 
the audit fee is $100.00. 

(c) If one hundred percent (100%) of charges is 
received, the audit fee is waived. 

Please be advised that an audit status will not affect our existing 
credit policy as outlined above.-

Please forward all payments to the lock box address of the facility 
that provided the service. 

DANIEL FREEMAN t1ARINA HOSPITAL 
DEPARTMENT NO. 0253 
LOS ANGELES, CA 90084-0253 

DANIEL FREEMAN MEr·10RIAL HOSPITAL 
DEPARTMENT NO. 0354 
LOS ANGELES, CA 90084-0354 
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f 
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• 

':HOAG MEMORIAL HOSPITAL'PRESBYTERIAN 
301 NEWPORT BOULEVARD· BOX y. NEWPORT BEACH, CALIFORNIA 92663 • PHONE (714) 645,8600 

SUBJECT: AUDITS BY INSURANCE CARRIERS 

The hospital is under no statutory or regulatory obligation to 
release patient medical records to an aUditing entity. However, 
the hospital does r~cognize that an iniurance carrier responsible 
for payment of the hospital bill has a legitimate interest in 
reviewing hospital patient records. . 

The hospital contends that it has a-legitimate basis for charging 
an insurance carrier or its audit representative for all direct 
and indirect costs associated with conducting the audit. Costs 
may include, but are not limited to, the costs of all 
administrative and ancil'lary department personriel involved in the 
auditing process (which includes reauditing the insurance 
carrier's find!ngs.) The fee for each audit is $175.00.1 The fee 
is payable prior to release of the medical record. 

Due to the significant reduction in cash ,flow that can occur when 
an audit is in progress, the hospital requires that 95% of the 
payable charges be, paid prior to the release of the medical 
record. 

Medical record audits require pre-arranged appointments with the 
Medical Audit Representative located in the, Business Office. 

An external auditor must remain in 
Department. Questions that may arise are 
Medical Audit Representative. 

the Me d i cal R e c'o r d s 
to be directed to the 

The external auclitor must Bubmit an itemized summary of" the 
findi~gs to the Medical Audit Representative. 

The hospital will respond within 30 working days from the date 
the audit findings are received. 

Review of the audit findings may be extended to include review of 
the entire charges. Unbflled charges will be added to the 
patient's bill. Overcharges will be deducted from the patient's 
bill. 

A NON-PROFIT COMMUNITY HO$PITAl.. ACCRl;;tIlTE:DBY THI;; JOINT COMMISSION ON ACCREDITATION OF HOSPITALS 
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• 
UNIVERSITY OF CAUFORNIA, IRVINE 

BERKELEY • DAVIS • mVINE • LOS ANGELES • RIVERSIDE • SAN DIEGO • SAN rnANCISCO 

INSURANCE AUDIT POLICY 

• 
SA.NTA BARBARA· SANTA CRUZ 

MEDICAL CENTER 
101 THE CITY DRIVE 
ORANGE. CALIFORNIA 92668 

"I. Any account billed is subject to an independent audit per request 
of the insurance company involved .. 

*2. The review of the medical record for audits is to be scheduled and 
conducted through the Audit Unit. 

3. Proper authorization for release of information is mandatory to 
review the medical record. 

4. _ A full focus audit will be conducted on each case by the Audit Unit. 
If the insurance auditor chooses I}..Qt to· review any particular area, 
the amount audited by theUCIM~ representative will be considered 
final, and reported to the carrier as such. 

5. In the event that an insurance audit is not completed within 30· 
days of notification, the patient's statement will be adjusted by 
the hospital's audit findings.· 

6. An exit interview will be conducted with each-insurance auditor, 
during which a summary of agreed upon discrepancies, overcharges/ 
undercharges, will be signed to formally close the case. UCIMC 
considers this to be a corrected, final billing to the insurance 
carrier. 

7. At least 80% payment must be received and posted before the audit 
~ill be scheduled. 

8. A $150.00 fee will be collected at the time of audit. The audit. 
fee will be waived if the bill has been paid in full within 60 days 
of the final billing date. 

9. An offsite audit fee of $250.00 will be accessed for each request. 
In addition, a $40.00 per hour fee will be charged for the time 
neces~ary to photocopy and respond to offsite audit results. The 
$250.00 must be received by the Audit Unit and 80% payment received 
by Patient Accounts before the chart will be forwarded to the 
photocopy-company. 

*NOTES: To schedule Audits please contact Medical Correspondence at 
(714) 634-5670. If you have any further questions, please do 
not hesitate to contact Donna M. LaPortEf, RN, .Insurance Audit 
Coordinator, at (714) '937-7820. 
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• • 
t10lY CROSS tlOSPIT~L 

15031 RINALDI STREET· MISSION HILLS • CALlFo.RNIA 91345 • (818) 365-8051 (805) 255-3719 

-Date: 

Dear 

This letter is acquaint you with Holy Cross Hospital's 
policy regarding insurance carrier audits. We.would appreciate 
your scheduling audLt appointments by cont~cting the Internal 
Auditor, 1-1s. Dorothy Lodge at 818-89-.8-4504. The hospital expects 
that you rei~urse us for 95% of billed charges prior to the 
audit, and within a reasonable and customary tine period from the 
account billing date. Additionally, a $125.00 fee is charged per .. 
audit, to.compensate for hospital costs incurred in conducting 
the audit. . 

If you have any'-questi.ons regarding Holy Cross Hospital's insurance 
audit policy, please cont~ct me at 818-898-4508. . 

Sincerely, 

. Mary Ann Ray 
:Manager of Patient Accounting 

.r 

" . .... 

. .' .' (: 
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!!iAINT JU!!iEPH 
HU!iPITAL 
A Sislers of 51, Joseph of os;[nge Corporo"on .'" 

• 
1100 WEST STEWART DRIVE. ORANGE. CALIFORNIA 92668 (714) 633-9111 

FINANCIAL AUDITS 

1. Policy governing insurance audi tors: 

1. All inslIl'ance and patient audits must be scheduled through the 
Consolidated Business Office. This office will coordinate the audits 
with I\ledical Records and the D,epartment of Case Management. 

2. Requests for' insurance audits shall be handled on an ~ppointment 
basis, on Tuesday, Wednesday and Thursday of each week from 
8:00 AM to 4:00 PM. Requests by patients ~vill be processed daily. 

3. IVritten authorization to release information signed by the patient 
within six month,s of the hospitalization being audited according 
to the policies for release of medical record information set forth 
by Saint Joseph 'Hospital 1\1edical Records Department is required. 
If the patient is legally incompetent or a minor child, authorization 
must be signed by parent or legal guardian. If the patient is 
deceased, auth,orization must be signed by spouse, next of kin, 
or executor of estate. Exceptions ,are made for substance abuse 
and psychiatric admissions, which are referenced in the policies 
and procedures of the lVledical Records Department. ' 

4. Each request to audit must specify the following information: 

a. Patient full name, 

b. Hospital identification number. 

c. Admission and discharge date. 

d. Specific charges to be audited. 

e. Auditors name, pho'ne number, address. 

f. Audit company, phone number, address. 

g. Patient1s primary and secondary insurance provider. 

5. All audits will be conducted on site and under the auspice of the 
Case Management Department '1'ith assistance from the Medical 
Records Department and Consolidated Business Office. If the 
auditor fails to complete an on-site review the patient remains 
responsible for all charges in dispute. 

WHERE EXCELLENCE IS A TRADITION 
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. ' , ... • 
§AINT JU§EPH 
HOSPITAL 
ASisters at St, Joseph at OIarge Corporation 

' . 

1100 WEST STEWART DRIVE, ORANGE, CALIFORNIA 92668 (714) 633-9111 

FINANCIAL A UDITS Page 2 

G. All disputed char'ges must be specifically identified and listed by 
item, quantity, unit pr'ice, and total charge per date of service. 

7. All disputed, undocurnented, or under-charged itenls \vill be identified 
in the audit process. 

8. Audits will be completed on final charges only, for each individual 
admission. 

9. Auditors must request a copy of the final charges from the insurance 
company. 

10. To facilitate the completion of the audit process, Saint Joseph 
Hospital will pr'ovide a worl~ place in the 1\1edical Records 
Department, andior the Case J\lanagement Office. At the conclusion 
of the audit an exit interview will be initiated by the Case 
r,ianagement' Office for the resolving of disputed non-documented 
and under-:charged items. 

11. A statement detailing adjustments to be made to the final charges 
as originally billed must be forwarded to the Case Management 
Office within 10 working days following the completion of the 
audit. The statement must detail: 

, a. Date of Service 

b. Area of Service 
c. Total over and under-charges 

. . 
In cases where this is not' received Saint Joseph Hospital Case 
I\lanagement Office will forward results to the insurance carrier 
directly: It is the intent of Saint Joseph Hospital to immediately 
pursue resolution of the account at the time the audit results are 
forwarded to the insurance carrier. Any further delays in payment 
will result in the patient being notified of the outstanding balance 
responsibility. 

Saint Joseph Hospital Case Management Office, upon receipt of 
the final statement reserves the right to file an appeal within 30 
working days on any final statement that is ~ determined to be 
incorrect, arbitrary or not· in agreement with the exit conference. 

WHERE EXCELLENCE IS A TRADITION 

t 
,~ 
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. . . .. • 
§AINT JC1§EPH 
HU!iPITAL 
A Sisters of St. Joseph of Orange Corporation 

• 
1100 WEST STEWART DRIVE. ORANGE, CALIFORNIA 92668 (714) 633-9111 

FINANCIAL AUDITS Page 3 

! 
12. All auditors must conduct themselves in a professional manner. 

Additionally, auditors may be placed on a probation for 30 days 
if behavior is not conducted in a professionally appropriate .. vay. 
The insurance company will be notified immediately should such 
an inciden t occur. 

The following situations will be considel'ed non-professional: 

a. Auditors delayed- greater than 30 minutes for a scheduled 
exit interview. 

b. Auditors not keeping their appointments requiring rescheduling, 
it is considered essential to -cllncel' 24 hours before the 
appointment \lnless an emergency or lack of authorization. 

c. Auditors v\'ho are not able to folIo ... " the policies as defined 
in this document. 

II. Fees 

1. Audits will not be conducted unless 9090 of the verified benefits 
have been paid within 45 days of the patient's billing. 

2 .. Audits conducted on charges where 90% of the verified benefits 
have been paid within 45 days of the patient's discharge will be 
assessed a $300 fee. Assessed fee must be received prior to audit. 

3. Audits conducted on charges _ where 10096 of the verified benefits 
have been paid within 45 days of the patient's discharge will have 
the fee waived. 

Ill. ' Payment. of Refunds on Completed Audits. 

1. Balance of payment on <;ompleted audits is due within 30 days. 

2. Overpayments as identified on' com~leted audits will be refunded 
within 30 days of finalized audit results. 

WHERE EXCELLENCE IS A TRADITION 
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• • 

ADDENDUM 

-PALOMAR... MEDI CA L CENT~- E S(?CJNulDO, CA. 
The leU room rate at this facility is $ 930.00 per day, a semi-private 
room is $ 383.00 per day. 

Trauma patients are charged, leu $ 2625.00 per day, semi-private $ 1392.00 
per day. The level of care is the same as that for any other leu or semi
private patient. 

This facility (from what we were told) makes these charges to try and offset 
their cost of operating a trauma unit, and to help pay for those trauma 
patients who cannot pay. 

The basic trauma ER charge is $ 2000.00. Each department then charges 
a flat fee of $ 610.00 to respond to a trauma run, plus charges for each 
and every item used, tests and or 'treatments rendered. 

The trauma coordinator also stated that the extra room rate was to help 
cover the costs of special rounds on these patients by various members 
of the trauma team (undocumented). 

Had this not been a trauma patient the bill for room and board, would 
be reflected as below. 

leu $ 
SEMI 

TRAUMA 

5,250.00 
22,272.00 

TOTAL~ $ 27.522.00 

NON-TRAUMA 

$ 1,860.00 
6,128.00 

$ 7,808.00 TOTAL 
SAVINGS 

SAVINGS 

$ 3,390.00 
16,144.00 

$19,534.00 
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• STATE OF CALIFORNIA • 
OFFICE OF LEGISLATIVE COUNSEL 

August 3D, 1989 

Honorable Cathie Wright 

A.B. 865 - Conflict 

Supplemental 

The above measure, introduced by you, which is now set for hearing in the _ 
senate Insurance, Claims and corporations Committee ..---

appears to be in conflict with the following other measure(s): 
A.B. 1311 - Filante S.B. 439 - Robbins 
A.B. 2474 - wright 

ENACl'MENT OF nmSE MEASURES IN 11IEIR PRESENT FORM MAY 
GIVE RISE TO It. SERIOUS LEGAL PROBLEM WHICH PROBABLY CAN BE 
AVOIDED BY APPROPRIATE AMENDMENTS. 

WE URGE YOU TO CONSULT OUR OFFICE IN nus REGARD AT YOUR 
EARLIEST CONVENIENCE. 

cc: Committee 
named above 

Each lead author 
concerned 

" 

.-
Very truly yours, 
BION M. GREGORY 
ucrsLA nVE CoUNSEL 

.. 42213-C 
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THIRD READING 

Bill No. 
SENATE RULES COMMITTEE 

Office of 
Senate Floor Analyses 

1100 J Street, Suite 120 
445-6614 

~I flU: INS/CLAIMS/CORPS, 

~lLL .,~: 11/3 'S ~.} 
~l[ OF IIEAIlIII6:S-),J_'9 
SEHA' ORS: AYE NO 
Davis V 
Ineddeh 
Dool it t 1 e "... 

I eec j 1 Green 
lI(eene V" 
McCorauodale 
Montovs v 
Nielsen VC v 
Robbins (Ch) V 

Author: 

Amended: 

Vote Required: 

Senate Floor Vote: 

AB 865 

Wright (R) 

9/11/89 in Senate 

Majority 

roUL: " II? Assembly Floor Vote: 64-1, p. 2312, 6/6/89 

SUBJECT: Health insurance: claim reimbursement 

SOURCE: California Association of Hospitals and Health Systems 

DIGEST: This bill requires that insurers and plans pay an interest rate charge 
on uncontested health care claims which remain unpaid beyond a specific time 
period with commensurate requirements in overpayment situations. 

Senate Floor Amendments of 9/11/89 double-join this bill with SB 439 (Robbins) 
to prevent a chaptering out problem. 

ANALYSIS: Current law requires health care s'ervice plans, indemnity insurers, 
self-insured employee welfare benefit plans, and nonprofit hospital service 
plans to provide claim reimbursement as soon as practical but no later than 30 
working day after claim receipt unless it,. is cContested. For health. maintenance 
organizations, which are either a nonprofit hospital service plan or a health 
care service plan, the timeframe period is 45 working days. 

This bill requires every health care service plan, indemnity insurer, nonprofit 
hospital service plan, which provides either individual or group coverage, to be 
liable for the payment of interest at the rate of ten percent per annum on 
monies owed to a professional or in~titutional provider on any submitted claim 
which is uncontested. 

If an uncontested claim is not reimbursed by delivering to the claimant's 
address the monies within 30 worKing days or within 45 working days with respect 
to a health maintenance organization, interest at ten percent per annum shall 
commence accrual. 
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AB 865 
Page 2 

Regarding a claim, the claimant must be notified in writing within 30 working 
days that it is contested or denied. This notification shall identify the 
portion which is under dispute and the corresponding reasons. An entire or 
portion of a claim is defined as reasonably contested where the insurer or plan 
has not received a completed claim and all information necessary to determine 
liability for payment. The information includes matters of fraud, 
misrepresentation, consents, releases, assignments, claim on appeal, and medical 
necessity. 

Regarding overpayments, if a provider is determined to be overpaid by a plan or 
insurer, a written notification on the particulars is required. The provider 
has 30 working days in which to reimburse the plan or insurer, unless it is 
contested. If contested, the plan or insurer must receive written notification 
of the specific details of contestability within 30 working days. A provider is 
subject to the identical interest penalty in cases where the overpayment for the 
uncontested portion of the claim is not received within a 30 working day period. 

A health maintenance organization is defined as a nonprofit hospital service 
plan or a health care service plan. 

FISCAL EFFECT: Appropriation: No Fiscal Committee: No Local: No 

SUPPORT: (Verified (9/11/89) 

California Association of Hospitals and Health Systems (source) 
Centinela Hospital Medical Center 
Treatment Centers of America 
Bellwood Health Center 
California Medical Association 

OPPOSITION: (Verified 9/11/89) 

Department of Health Services 

ARGUMENTS IN SUPPORT: According to the Senate Insurance, Claims and 
Corporations Committee analysis, the sponsor contends that this measure is 
needed because of widespread disregard for the existing statute requiring claim 
reimbursement within a specified time period. This is occurring because there 
is no effective sanction for violations. The bill's effort to cure this 
disregard is in the form of a sanction which provides for payment of interest on 
outstanding balances. 

Proponents contend (1) reasonable prompt payment of claims is essential to 
professional provider financial viability; and, (2) with technological 
innovatinns in health care delivery, costs are mounting and the need for a good 
faith effort in claims payment is essential to maintain adequate cash flow for 
institutional providers. 

The sponsor has met on a number of occasions with the opponents to resolve key 
differences. It appears that final ~esolution has not yet been attained over 
the issue of reasonable access to information concerning provider services, to 
wit financial audits, because of concern over possible "fishing expeditions" by 
insurers and plans in an audit review of the providers' claims. 

CONTINUED 
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AB 865 
Page 3 

ARGUMENTS IN OPPOSITION: According to the Senate Insurance, Claims and 
Corporations Committee analysis, the opponents contend (1) the ten percent per 
annum interest rate is arbitrarily established without regard to current 
interest rate structures; (2) there is an inappropriate use of government, i.e. 
the Medi-Cal Program, to intervene in essentially a business dispute; (3) 
failure to pay an uncontested claim in the specified time period will have a 
detrimental impact o,n the Medi-Cal Program's managed care objective and result 
in loss of progra~ contractors; and (4) without access to documents in a 
reasonable manner, which is essential for any payor to determine its liability, 

.the use of the fin~ncial audit that has proven successful in this regard will be 
severely thwarted. 

ASSEMBLY FLOOR VOTE: 

AB 865 
Page 3 

ARGUMENTS IN OPPOSITION: According to the Senate Insurance, Claims and 
Corporations Committee analysis, the opponents contend (1) the ten percent per 
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interest rate structures; (2) there is an inappropriate use of government, i.e. 
the Medi-Cal Program, to intervene in essentially a business dispute; (3) 
failure to pay an uncontested claim in the specified time period will have a 
detrimental impact o,n the Medi-Cal Program's managed care objective and result 
in loss of progra~ contractors; and (4) without access to documents in a 
reasonable manner, which is essential for any payor to determine its liability, 
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