INITIAL NOTICE OF COBRA CONTINUATION RIGHTS

The Consolidated Omnibus Budget Reconciliation Act of 1985 (“COBRA”) requires most
employers with 20 or more employees to offer employees and their families (spouse and/or
dependent children) the opportunity to pay for a temporary extension of health coverage (called
“continuation coverage”) at group rates in certain instances where health coverage under
employer sponsored group health plan(s) would otherwise end. In addition, Minnesota State
Law requires that most Employers offer the same type of continuation coverage (regardless of
the size of Employer). There is no requirement that a person be insurable to elect continuation
coverage. However, a person who continues coverage may have to pay all of the premium for
the continuation coverage. At the end of the maximum coverage period (described below),
individual conversion coverage will be offered if it is otherwise available under the plan. This
notice is intended to inform persons covered under a group health plan, in summary fashion, of
their rights and obligations under the continuation coverage provision of this law. It is intended
that no greater rights be provided than those required by the law.

This notice covers the following group health plan(s):

e Bird Island/Olivia/Lake Lillian School District #2534 Group Medical
Health Insurance

e Bird Island/OliviaZLake Lillian School District #2534 Medical Expense
Reimbursement Plan

‘ Each person covered under one of these plans should read this notice carefully.

Qualifying Events. Upon the commencement of a “qualifying event” each person that loses
coverage has rights as a “qualified beneficiary.”

Qualifying event. A qualifying event is the occurrence of an enumerated event (described
below) that results in a loss of coverage under the terms of the group health plan.

Qualifying beneficiary. A qualified beneficiary is the employee, employee’s spouse and/or
employee’s dependent children who on the day before the qualifying event was covered under
the group health plan. In addition, a child born to or placed for adoption with a qualified
beneficiary who was the employee is a qualified beneficiary is if he or she was covered under
the group health plan on the day before the qualifying event.

Employee Loss. If covered by any of the group health plans described above, the employee
has the right to elect continuation coverage if he or she loses coverage under the plan due to
termination of employment (other than for gross misconduct) or a reduction in hours of
employment.

Spouse’s Loss. If covered by any of the group health plans described above, a spouse has
the right to elect continuation coverage if he or she loses coverage under the plan due to any of
the following:

e the employee’s termination of employment (other than for gross misconduct) or a
reduction in hours of employment
o the employee’s death



o divorce or legal separation from the employee [Please note: If an employee eliminates
coverage for his or her spouse from coverage in anticipation of a divorce of legal
separation, and a divorce or legal separation later occurs, then the later divorce or legal
separation will be considered a qualifying event even though the ex-spouse lost
coverage earlier.]

o the employee’s entitlement to (actual coverage under) Medicare.

Dependent Child’s Loss. If covered by any of the group health plans described above, a
dependent child has the right to elect continuation coverage if he or she loses coverage under
the plan due to any of the following:

o the employee’s termination of employment (other than for gross misconduct) or a
reduction in hours of employment

the employee’s death

divorce or legal separation of the employee and the child’'s other parent

the employee’s entitlement to (actual coverage under) Medicare

the child ceasing to be a “dependent child” under the terms of the plan.

Employer’s Bankruptcy. Rights similar to those described above may apply to retirees (and
the spouses and dependents of those retirees), if the employer commences a Chapter 11
bankruptcy proceeding.

Responsibility to Notify. Under the law, the employee or a family member has the
responsibility to inform the Plan Administrator of a divorce, legal separation, or a child losing
dependent status under the plan within sixty (60) days of the date of event (the date coverage
would be lost because of the event). Also, an employee or any family member must notify the
Plan Administrator when a qualified beneficiary has been determined to be disabled under the
Social Security Act (1) as of the time of the employee’s termination of employment or reduction
of hours, or (2) within sixty (60) days of the start of the determination and before the
expiration of the initial eighteen (18) month period. If such person has been determined under
the Social Security Act to no longer be disabled, the person must notify the Plan Administrator
of that determination within thirty (30) days.

Failure to provide timely notice ends the right to COBRA continuation coverage.

The employer has the responsibility to notify the Plan Administrator within thirty (30) days of
(1) an employee’s death, or (2) an employee’s termination of employment or reduction in
hours. The employer also has the responsibility to inform the Plan Administrator within thirty
(30) days of the date the employer files Chapter 11 bankruptcy.

Election Rights. When the Plan Administrator is notified that a qualifying event has occurred,
the Plan Administrator must notify the qualified beneficiaries of the right to elect continuation
coverage. Under the law, qualified beneficiaries have at least sixty (60) days to elect
continuation coverage measured from the later of (1) the date coverage would be lost because
of a qualified event, or (2) the date a notice of election rights is provided. An election is
considered "made" on the date sent. If continuation coverage is elected within this period, the
coverage is retroactive to the date coverage would otherwise have been lost. If continuation
coverage is not elected within this period, coverage under the plan ends.

Each qualified beneficiary has an independent right to elect continuation coverage. However, a
third person can elect continuation coverage on behalf of a qualified beneficiary.




Duration. The law requires that qualified beneficiaries be allowed to maintain continuation
coverage as follows:

18 Months. If the qualifying event is the employee’s termination of employment (other than
for gross misconduct) or a reduction in hours of employment, the continuation period is 18
months measured from the date coverage would otherwise be lost because of the qualifying
event.

Disability Extension. The 18 month continuation period may be extended to twenty-nine
(29) months where a qualified beneficiary receives a determination under the Social Security
Act that at the time of the employee’s termination of employment or reduction of hours, or
within sixty (60) days of the start of the eighteen (18) month continuation period, the qualified
beneficiary was disabled. The extension is available to all qualified beneficiaries in the family

group.

Pre-Qualifying Event Medicare Extension. The 18 month continuation period may be
extended if the employee became entitled to (actually covered under) Medicare prior to the
employee’s termination of employment (other than for gross misconduct) or a reduction in
hours. Qualified beneficiaries other than the employee are entitled to the greater of (1) 18
months measured from the qualifying event, or (2) 36 months measured from the date of the
employee’s Medicare entitlement.

36 Months. For qualifying events other than termination of employment (other than for gross
misconduct) or a reduction in hours, the continuation period is 36 months measured from the
date coverage would otherwise be lost because of the qualifying event.

Second Qualifying Events. If during the initial 18 month continuation period a second
qualifying event occurs (e.g., divorce or legal separation, death of employee, loss of dependent
status), the continuation period for the particular qualified beneficiary is extended to 36
months.

Under no circumstances may the total continuation period be greater than thirty-six (36)
months from the date of the original qualifying event that triggered the continuation coverage.

Type of Coverage. Initially, the coverage will be the same coverage as immediately
preceding the qualifying event. Thereafter, coverage must be identical to the coverage
provided to similarly situated employees or family members that have not experienced a
qualifying event. Qualified beneficiaries who have elected COBRA will be given the same
opportunity available to similarly situated active employees to change their coverage options or
to add or eliminate coverage for dependents at open enrollment. In addition, special enrollment
rights under the Health Insurance Portability and Accountability Act of 1996 (“HIPAA™) will apply
to those who have elected COBRA.

Cost. Under the law, a person electing continuation coverage may have to pay all or part of
the cost of continuation coverage. The amount charged cannot exceed 102% of the cost to the
plan of providing the coverage. The amount may be increased to 150% for the months after
the 18" month of continuation coverage when the additional months are due to a disability
under the Social Security Act. Payment is generally due monthly. Payment is considered
“made” on the date sent.




Pre-Mature Ending. The law provides that continuation coverage shall automatically end for
any of the following reasons:

the Employer no longer proves group health coverage to any of its employees;

e the premium for continuation coverage is not paid on time (including any applicable
grace period);

o after electing COBRA, the qualified beneficiary becomes covered under another group
health plan (as an employee or otherwise) that has no exclusion or limitation with
respect to any preexisting condition that you have. If the other plan has applicable
exclusions or limitations, then COBRA coverage terminates after the exclusion or
limitation no longer applies (for example, after a 12-month preexisting condition waiting
period expires). [Please note that under HIPAA, an exclusion or limitation of the other
group health plan might not apply at all, depending on the length of the qualified
beneficiary’s creditable coverage prior to enrolling in the other group health plan.]

o after electing COBRA coverage, the qualified beneficiary becomes entitled to (actually
covered under) Medicare.

e with respect to disability extension coverage, a final determination that the qualified
beneficiary is no longer disabled. [This cuts short the coverage for all qualified
beneficiaries with extended coverage.]

e termination for cause under the generally applicable terms of the group health plan
(e.g., submission of fraudulent benefit claims).

Insurability & Conversion. A qualified beneficiary does not have to demonstrate insurability
to elect continuation period. At the conclusion of the available continuation coverage, there
must be an opportunity to convert to individual coverage if such coverage is offered under the
plan.

Address Changes: Important information is distributed by mail. If a qualified beneficiary’s
address changes, the qualified beneficiary or someone on its behalf should notify the Plan
Administrator immediately.

More Information: Any person covered under a group health plan should contact the Plan
Administrator with any questions.

Plan Administrator: The employer is the Plan Administrator. All notices and other
communication regarding COBRA should be directed to:

Bird Island/Olivia/Lake Lillian School District #2534
701 South 9th Street

Olivia, MN 56277

Telephone: 320-523-1031

Fax: 320-523-2399

THIS NOTICE OF CONTINUATION RIGHTS IS FOR COBRA (FEDERAL LAW)
PURPOSES ONLY. YOU MAY HAVE RIGHTS UNDER STATE LAW AS WELL.




