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New California Law Adopts Transition 
Policy for Canceled Plans 
Provided by Hammitt Benefits Group

On July 7, 2014, California Gov. Jerry Brown (D) 

signed Senate Bill No. 1446 (SB 1446) into law, 

adopting the White House’s transition policy 

for canceled health plans in the small group 

market. If certain conditions are met, SB 1446 

allows plans and issuers to renew existing 

health plans for businesses with 50 or fewer 

employees for an extra year, without adopting 

all of the Affordable Care Act (ACA) market 

reforms for 2014. 

Specifically, under this transition policy, a 

current small employer health care service plan 

contract or small employer health benefit plan 

may be renewed until Jan. 1, 2015, and 

continue to be in force until Dec. 31, 2015, if 

certain conditions are met. These plans will be 

exempt from certain state law provisions that 

implement the ACA’s reforms. 

SB 1446 includes an urgency clause, which 

means that it took effect immediately on July 

7, 2014, once it was signed by the governor. 

Overview of the Transition Policy 

The ACA includes key reforms that create new 

coverage standards for health insurance 

policies, beginning in 2014. For example, 

effective for 2014 plan years, the ACA imposes 

new modified community rating standards and 

requires individual and small group policies to 

cover a comprehensive set of benefits. 

Late in 2013, millions of Americans received 

notices informing them that their health 

insurance plans would be canceled because 

they did not comply with the ACA’s reforms. 

President Obama received criticism that these 

cancelations went against his assurances that if 

consumers had a plan that they liked, they 

could keep it. 

Responding to pressure from consumers and 

Congress, on Nov. 14, 2013, President Obama 

announced a transition relief policy for 2014 

for non-grandfathered coverage in the small 

group and individual health insurance markets. 

If permitted by their states, the transition 

policy gives health insurance issuers the option 

of renewing current policies for current 

enrollees without adopting all of the ACA’s 

market reforms for 2014. 

Then, on March 5, 2014, the Department of 

Health and Human Services (HHS) extended the 

transition relief policy for two years, to policy 

years beginning on or before Oct. 1, 2016. 

Thus, individuals and small businesses may be 

able to keep their non-compliant coverage into 

2017, depending on the plan or policy year. 

• On July 7, 2014, California enacted SB 1446, which 

adopts the White House’s transition policy for 

canceled health plans in the small group market. 

• SB 1446 took effect immediately on July 7, 2014. 

• If certain conditions are met, a small employer 

plan may be renewed until Jan. 1, 2015, and 

continue to be in force until Dec. 31, 2015. 

• These plans will be exempt from some of the 

ACA’s market reforms for 2014. 

If certain 
conditions are 
met, SB 1446 

allows plans and 
issuers to renew 

existing health 
plans for small 

businesses for an 
extra year, 

without adopting 
all of the ACA’s 
market reforms 

for 2014. 

http://www.leginfo.ca.gov/pub/13-14/bill/sen/sb_1401-1450/sb_1446_bill_20140707_chaptered.pdf
http://www.cms.gov/CCIIO/Resources/Letters/Downloads/commissioner-letter-11-14-2013.PDF
http://www.cms.gov/CCIIO/Resources/Regulations-and-Guidance/Downloads/transition-to-compliant-policies-03-06-2015.pdf
http://www.cms.gov/CCIIO/Resources/Regulations-and-Guidance/Downloads/transition-to-compliant-policies-03-06-2015.pdf


 

 

However, this transition relief policy is not 

available to all consumers. Because the 

insurance market is primarily regulated at the 

state level, state governors or insurance 

commissioners must allow for the transition 

relief. Also, health insurance issuers are not 

required to follow the transition relief and 

renew plans, and have expressed concern that 

the change could disrupt the new risk pool 

under the federal and state Exchanges. 

California’s Decision 

Originally, California rejected the transition 

policy for canceled plans, through a unanimous 

vote on Nov. 21, 2013, by the board of 

directors for California’s Exchange, Covered 

California. Thus, health plans in California were 

required to meet ACA standards in 2014. 

According to the board, extending the deadline 

offers no benefit to consumers and may create 

confusion about accessing affordable coverage 

through Covered California. The board also 

asserted that its decision confirms its 

commitment to transitioning Californians into 

plans that are compliant with the ACA’s 

reforms, protecting consumers from double 

deductibles and stabilizing the risk pool to 

control costs for consumers beginning in 2014. 

Instead, Covered California implemented a 

number of strategies to aid enrollment and 

help affected consumers. 

Overview of SB 1446 

SB 1446 allows a small employer health care 

service plan contract or a small employer 

health benefit plan to be renewed until Jan. 1, 

2015, and continue to be in force until Dec. 31, 

2015, if the contract or plan: 

 Was in effect on Dec. 31, 2013; 

 Is still in effect as of July 7, 2014 (the 

effective date of SB 1446); and 

 Does not qualify as a grandfathered health 

plan under the ACA. 

If these requirements are met, SB 1446 

exempts those contracts and plans from 

certain state law provisions that implement the 

following ACA reforms: 

1. Guaranteed issue and renewability; 

2. Prohibition on pre-existing condition 

exclusions; 

3. Premium rating restrictions; 

4. Coverage of the essential health benefits 

package; 

5. Cost-sharing limits; and 

6. Actuarial value requirements. 

However, the contract or plan must be 

amended to comply with those provisions by 

Jan. 1, 2016, and must comply with all other 

applicable laws, in order to take advantage of 

this transition policy. Contracts or plans 

renewed under this transition policy remain 

subject to all other applicable laws (including 

applicable ACA provisions). 

For plan years beginning on or after Jan. 1, 

2014, and on or before Dec. 31, 2015, a “small 

employer” generally includes an employer with 

50 or fewer eligible employees. For plan years 

beginning on or after Jan. 1, 2016, a “small 

employer” generally includes an employer with 

100 or fewer eligible employees. 

All plans or issuers that renew a contract or 

plan under this transition relief policy must 

offer renewal to all employers whose contract 

or plan with that plan or issuer was in effect on 

Dec. 31, 2013. However, contracts or plans 

subject to this transition relief policy may only 

be offered, marketed and sold to an employer 

whose contract or plan with that plan or issuer 

was in effect on Dec. 31, 2013. 

Notice Requirement 

In order to adopt this transition relief policy, a 

plan or issuer must provide notice to the group 

contract-holder regarding the option to renew 

coverage under this transition relief policy, 

using the standard notice attached to HHS’ 

guidance issued on March 5, 2014. 

http://www.cms.gov/CCIIO/Resources/Regulations-and-Guidance/Downloads/transition-to-compliant-policies-03-06-2015.pdf
http://www.cms.gov/CCIIO/Resources/Regulations-and-Guidance/Downloads/transition-to-compliant-policies-03-06-2015.pdf


 

 

In addition, the plan or issuer must include the 

following California-specific notice with the 

federally required notice: 

“New health care coverage options are 

available in California. You currently have 

health care coverage that is not required to 

comply with many new laws. A new health 

care service plan contract may be more 

affordable and/or offer more 

comprehensive benefits. New plans may 

also have limits on deductibles and out-of-

pocket costs, while your existing plan may 

have no such limits. 

You have the option to remain with your 

current coverage for one more year or 

switch to new coverage that complies with 

the new laws. Covered California, the state’s 

new health insurance marketplace, offers 

small employers health insurance from a 

number of companies through its Small 

Business Health Options Program (SHOP). 

Federal tax credits are available through the 

SHOP to those small employers that qualify. 

Talk to Covered California (1-877-453-9198), 

your plan representative, or your insurance 

agent to discuss your options.” 

These notices must also include the premium, 

cost-sharing and benefits associated with the 

plan’s standard benefit designs approved for 

the small employer’s geographic region. 

Other State Decisions 

A number of states decided against permitting 

insurers to use the original transition policy, 

including Connecticut, Washington, Minnesota, 

New York, Indiana, Vermont and Rhode Island. 

However, several states have agreed to allow 

insurers to extend canceled policies for 

another year, including Oregon, North Dakota, 

Hawaii, Wisconsin, Ohio, Kentucky, Tennessee, 

Maryland, Virginia, North Carolina, South 

Carolina and Florida. 

Some states, such as Maryland, are allowing 

renewals with specific provisions. 


